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IASB April 2010
Margins

The IASB and FASB discussed the two approaches to margins that the boards are considering for

insurance contracts:

. a separate risk adjustment and a residual margin.

. a single composite margin.

The purpose of the discussion was to develop these approaches further. The boards intend to select

one of these approaches at an additional joint board meeting on 4 May.

Risk adjustment and residual margin

The IASB and FASB provided staff with input on the objective and other draft language for the risk

adjustment and asked the staff to develop further the objective and other guidance.

The boards tentatively decided that the residual margin should be part of the insurance liability,
rather than a separate liability outside the insurance liability. The boards also tentatively decided

that the residual margin should be disclosed separately.

The boards discussed whether interest should be accreted on the residual margins.

. The IASB tentatively decided that interest should be accreted.
. The FASB tentatively decided that interest should not be accreted.

Composite margin

The IASB and FASB tentatively agreed that, if the initial measurement of an insurance contract

results in a negative day-one difference:

. The insurer should recognise that difference (loss) immediately in profit or loss.

. For this purpose, a day-one loss would arise only if, at inception, the expected present
value of the outflows exceeds the expected present value of the premiums. In other words,
no separate risk adjustment would be included in determining whether there is a day-one

loss under a composite margin approach.
The boards tentatively decided that the composite margin should be:

. released over both the coverage period (during which the insurer provides insurance
coverage) and the claims handling period (during which the insurer is expected to pay

claims).



. displayed with the insurance liability rather than as a separate liability outside the
insurance liability.

. disclosed separately.

The boards asked that the staff research an approach whereby the composite margin is
remeasured.

The boards also discussed whether interest should be accreted on the composite margin.

. The IASB tentatively decided that interest should be accreted.
. The FASB tentatively decided that no interest should be accreted.
Discounting

The IASB and FASB discussed the discount rate for insurance contracts and tentatively decided
that the discount rate should reflect the characteristics of the contracts, rather than the
characteristics of assets actually held to back the contracts, unless the contracts share those

characteristics. More specifically:

. if the cash flows for the insurance contracts do not depend on the performance of
specific assets, the discount rate should be a risk-free rate plus an adjustment for
illiquidity.

. if the amount, timing or uncertainty of cash flows for the insurance contracts depends,
wholly or partly, on the performance of specific assets, the measurement of these contracts

should consider that fact

The boards asked the staff to incorporate the existing requirements on discount rates from other
standards when developing guidance for estimating a discount rate for insurance contracts. For
example, the guidance should specify that the discount rate should not include any risk that is
included in other parts of the measurement.

During the discussion the boards considered concerns raised by some commentators about the
discount rate, particularly for long-duration non-participating insurance contracts. Those concerns
include the possibility of significant losses at the inception of some contracts and possible
accounting mismatches if the discount rate for insurance contracts does not change in response to
changes in market credit spreads.

The boards discussed whether these concerns would diminish if the boards revisited their
previous tentative decision that the measurement of an insurance liability should not be updated
for changes in the risk of non-performance by the insurer. After the discussion, the boards did not
change that tentative decision but they decided that the forthcoming exposure draft on Insurance

Contracts should ask for specific input on this issue.
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Contract boundary

The IASB discussed what conditions determine the boundary of an insurance contract. The Board

tentatively decided that the boundary of an insurance contract is the point at which the insurer

either:
. is no longer required to provide coverage; or
. has the right to reassess the risk of the particular policyholder and, as a result, can set a

price that fully reflects that risk.

Recognition

The IASB discussed the recognition criteria for an insurance contract. The Board agreed in
principle that the insurer should recognise the rights and obligations arising from an insurance

contract on the earlier of:

. the insurer being on risk to provide coverage to the policyholder for insured events; and

. the signing of the insurance contract.

The Board asked the staff to refine those criteria.



