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IASB / FASB March 2010

The Board discussed Insurance Contracts in six separate sessions, all of which were held
jointly with the FASB.

Measurement

The proposed measurement model for insurance contracts includes a residual margin,
determined at inception as the difference between (a) the expected premiums and (b) the
expected claims and expenses plus a risk adjustment. At this meeting, the boards
discussed how the insurer should subsequently release the residual margin to profit or
loss.

The boards tentatively decided that the insurer should release the residual margin over the
coverage period in a systematic way that best reflects the exposure from providing

insurance coverage, as follows:

® on the basis of passage of time; but
e if the insurer expects to incur benefits and claims in a pattern that differs
significantly from passage of time, the residual margin should be released on the

basis of the expected benefits and claims.

The boards also discussed risk adjustments in the proposed measurement of insurance
contracts, including a brief analysis of methodologies that could be used to calculate risk
adjustments. To support this discussion on risk adjustment, the boards also discussed the
role of risk adjustments in option pricing models.

The purpose of this discussion was educational. Consequently, no decisions were taken.

The boards will discuss at a future meeting whether the residual margin should accrete

interest.

Acquisition costs
The boards discussed acquisition costs for insurance contracts.

FASB tentatively affirmed its previous tentative decision that an insurer:

e should recognize all acquisition costs as an expense when incurred; and
e should not recognise any corresponding amount of the premium as revenue (or

income) at inception.

The IASB tentatively decided to exclude from the initial measurement of the residual
margin an amount equal to the incremental acquisition costs. The staff will investigate
whether that tentative decision is best implemented by:

(a) excluding the acquisition costs from the premium to which the contract liability is

calibrated; or



(b) including the acquisition costs in the contract cash flows at the inception of the
contract.

The boards noted that some acquisition costs may be recoverable in some circumstances
either from the policyholder or from third parties. The boards asked the staff to consider
whether investigating those circumstances would make it easier for the boards to reach a
common approach to acquisition costs.

Definition

The boards tentatively decided to use the current definition of an insurance contract in
IFRS 4 Insurance Contracts and the related guidance in Appendix B of IFRS 4 in the
exposure draft. Specifically:

e that compensation rather than indemnification be used in the definition of an
insurance contract in describing the benefit provided to the policyholder;
e that the guidance in IFRS 4 be used in determining whether insurance risk is

significant, subject to matters discussed below.

The boards asked that when the staff bring back the topic of unbundling, they should
consider the notion of significant insurance risk in the context of multiple-element
contracts.

The boards discussed the role of timing risk in defining insurance risk and tentatively
decided:

e to change the factors considered in evaluating the significance of insurance risk
from absolute amounts to present values; and

e to amend the guidance in IFRS 4 to explain that contractual terms that delay timely
reimbursement to the policyholder can significantly reduce insurance risk, so that
some contracts containing such terms might not meet the definition of an insurance

contract.

The boards also discussed how to assess possible outcomes when determining whether

insurance risk exists:

® the IASB expressed an initial preference for considering the range of possible
outcomes.

e the FASB expressed an initial preference for considering whether there are
outcomes in which the present value of the net cash outflows can exceed the

present value of the premiumes.

The boards will reconsider these initial preferences at a future meeting.

Scope



The boards tentatively decided that the scope of a standard on insurance contracts will

exclude:

e warranties issued directly by a manufacturer, dealer or retailer;

® residual value guarantees embedded in a lease;

® residual value guarantees provided by a manufacturer, dealer or retailer;

e employers' assets and liabilities under employee benefit plans and retirement

benefit obligations reported by defined benefit retirement plans; and

e contingent consideration payable or receivable in a business combination.

The boards expressed an initial preference that the scope of the standard should exclude
fixed-fee service contracts, but noted that it would be undesirable to exclude contracts
merely because they pay benefits in kind rather than in cash. The boards will consider this
initial preference at a future meeting at which they will they discuss whether to include
health contracts within the scope of the standard.

The boards will also discuss at a future meeting whether financial guarantee contracts
should be within the scope of the standard.



