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 The current proposals 
are an improvement from 
the 2010 proposals. 
However, the Boards 
need to consider the 
significant concerns 
about the treatment 
of participating 
contracts, 
presentation and 
the mandatory use 
of OCI. 
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KPMG’s global IFRS 
insurance leader

MOVING TOWARDS GLOBAL INSURANCE 
ACCOUNTING

This edition of IFRS Newsletter: Insurance highlights the IASB 
and the FASB (the Boards) discussions in January 2014 on 

the joint insurance contracts project as well as summaries of 
feedback developed by the staff.

Highlights
Generally, respondents welcomed the 2013 insurance proposals. However, many felt that 

the benefits would outweigh the costs only if critical issues around complexity, accounting 
mismatches and participating contracts can be resolved.

Areas of frequent comment included: 
l    wide support for unlocking the contractual service margin, including for changes in the risk 

adjustment relating to future periods (IASB only);
l    requests that the FASB permit similar adjustments to the single margin alongside clarification 

of the release of margin; 
l    criticism that the participating contracts proposals are too complex and difficult to apply consistently;

l    mixed feedback on the proposals for presentation, with respondents to the FASB more dissatisfied 
than respondents to the IASB; 

l    overall support for the use of other comprehensive income (OCI) to present the effects of changes in 
discount rates – but respondents felt that it should be optional, rather than mandatory; and

l    clarification of the FASB’s definition of a portfolio, and modifications to the scope of its proposals.

Many FASB respondents supported convergence; however, some would prefer targeted improvements to 
US GAAP if convergence cannot be achieved. Additionally, many would not support changing existing US 

GAAP for short-duration contracts.

No decisions were required; instead, the Boards discussed the feedback received and the IASB discussed 
the interaction between the insurance proposals and financial instruments accounting.
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REDELIBERATIONS STARTED IN 2014

The story so far …
IFRS 4 Insurance Contracts allows insurers to continue 
most of their previous accounting policies for insurance 
contracts, and represented the first phase of the 
insurance contracts project. 

The second phase of the insurance project was launched 
in May 2007, when the IASB published a discussion paper, 
Preliminary Views on Insurance Contracts. More recently, 
the IASB re-exposed its revised insurance contracts 
proposals for public comment by publishing the exposure 
draft ED/2013/7 Insurance Contracts (the ED) in June 
2013. We do not anticipate a final standard before late 
2014 or early 2015.

Convergence
The FASB joined the insurance project in late 2008, 
issuing a discussion paper, Preliminary Views on 
Insurance Contracts, in 2010 (jointly referred to with the 
IASB’s ED/2010/8 Insurance Contracts (the 2010 ED) as 
‘the 2010 proposals’). More recently, the FASB issued 
its Proposed Accounting Standards Update, Insurance 
Contracts (the PASU, jointly referred to with the ED as 
‘the 2013 proposals’) in June 2013. 

Many stakeholders who supported convergence identified 
differences between the IASB and the FASB models 
where they suggested convergence was ‘essential’:

•	 definition of a portfolio;

•	 three vs four building blocks in measurement (the 
IASB’s model includes a risk adjustment); 

•	 types of cash flows that would be included in the 
measurement of fulfilment cash flows; 

•	 whether the margin should be adjusted for changes in 
fulfilment cash flows due to changes in assumptions; 

•	 accounting for deferred policy acquisition costs; and

•	 treatment of participating contractions.

Interaction with other standards
Throughout their redeliberations, the Boards considered 
many of the decisions made in the proposed financial 
instruments standards – including the way in which 
those standards might interact with the final insurance 
contracts standard – because the financial instruments 
standards and final insurance contracts standard cover a 
large majority of an insurer’s invested assets. They also 
considered whether other existing standards or future 
projects would sufficiently address the accounting for 
insurance contracts, including the proposals on revenue 
recognition. Much of the guidance contained in the 2013 
proposals is designed to align with the Boards’ joint 
proposals on revenue recognition.

What happened in January 2014 ?
At the January 2014 meetings, the IASB and FASB staff 
provided the Boards with summaries of the feedback received 
on the 2013 proposals, including an analysis of comment 
letters, outreach activities and field testing. No decisions were 
required from the Boards at the meetings. 

The IASB’s ED included the full text of the proposed standard, 
but the IASB was seeking feedback only on five areas of key 
changes from the 2010 ED. In addition, the IASB’s ED included 
questions on cost/benefit aspects of the proposals and the 
clarity of the drafting. This newsletter includes a section on 
each topic and a section on feedback given on other aspects 
of the proposals.

The FASB’s PASU included 48 questions on all areas of the 
proposals, including cost/benefit aspects.

Key messages in response to the 
proposals
Many respondents acknowledged that the Boards had made 
significant progress and believed that the 2013 proposals 
are an improvement from the 2010 proposals and existing 
US GAAP. However, some respondents to the FASB’s 
PASU – particularly property and casualty insurers, users 
and professional organisations – did not support changing 
existing US GAAP accounting for short-duration contracts 
because they believed that the existing guidance would be 
superior to the proposals. Many respondents highlighted the 
need for additional changes to improve the proposals and 
ensure a faithful representation of insurance contracts. The 
table opposite summarises the key concerns expressed by 
constituents.

Many respondents felt that the benefits of introducing a final 
insurance contracts standard would outweigh the costs only if 
the critical issues of complexity, accounting mismatches and 
participating contracts can be resolved.

Many preparers stated that creating a single, global 
accounting and financial reporting standard is important 
and supported converged proposals. However, most users 
and some non-life insurers who responded to the FASB’s 
proposals noted that convergence of US GAAP and IFRS is 
secondary to improving existing US GAAP.
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Key concerns

Complexity Most constituents expressed concerns about the complexity of the 2013 proposals. They suggested 
simplifications for several areas, including:

•	 bifurcation of cash flows – measuring and presenting participating contracts, adjusting the 
contractual service margin and excluding deposit components from insurance contract revenue;

•	 the interaction between changes in cash flows that would adjust the contractual service margin, or 
be recognised in profit or loss or OCI;

•	 the use of locked-in discount rates – determining interest expense, determining the amounts that 
adjust the contractual service margin, and transition;

•	 disclosure of the confidence level achieved by the adjustments for risk; and

•	 information not currently used by management – e.g. the accumulated cash surrender value of a 
death benefit.

Accounting 
mismatches 

Constituents were concerned about accounting mismatches that may arise from:

•	 the mandatory use of OCI to present the effects of discount rate changes; and

•	 the accounting for participating contracts that do fall within the narrow scope of the ‘mirroring’ 
proposals.

Participating 
contracts

Many constituents expressed significant concerns about the operational complexities of the mirroring 
proposals and treatment of minimum guarantees. Some suggested that an approach that is based on 
the building-block approach should be applied to all participating contracts.

Meaning of 
‘service’

There was diversity in views about what constitutes a service from an insurance contract and the 
consideration received for it, which would affect:

•	 the types of changes in estimates that would adjust the contractual service margin;

•	 how the contractual service margin would be allocated over time; and

•	 how to present in profit or loss insurance contract revenue that depicts the transfer of promised 
services.

ContentsNext steps
The IASB staff believed that they should focus their future 
efforts on:

•	 addressing the significant concerns about the use of OCI 
and the treatment of participating contracts;

•	 considering how to simplify and clarify the proposals for 
unlocking the contractual service margin and transition; 

•	 assessing the benefits of the proposals for presenting 
insurance contract revenue in profit or loss against the 
costs; and

•	 determining which of the other issues that were raised by 
constituents should be redeliberated. 

The IASB staff will provide a project plan to address these 
priorities at a future meeting. The FASB will next discuss 
insurance contracts in February and the IASB in March.
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ADJUSTING THE CONTRACTUAL SERVICE MARGIN 
OR SINGLE MARGIN

There was wide 
support for 
adjusting the 
margin for the 
effects of changes 
in estimates of 
future cash flows 
relating to future 
services. The FASB 
received feedback 
to similarly adjust 
the single margin.

However, many 
respondents felt 
that changes 
in the risk 
adjustment 
relating to future 
periods should 
also adjust 
the margin.

Key proposals
The IASB’s ED and the FASB’s PASU take different approaches to adjustments to, and the release 
of, the contractual service margin and single margin in their respective models.

IASB’s ED –  
Contractual service margin

FASB’s PASU –  
Single margin

Adjustments Adjusted prospectively for 
differences between the current and 
previous estimates of cash flows 
relating to future coverage and other 
future service – i.e. ‘unlocked’.

Not unlocked for changes in actual or 
expected cash flows – such changes 
would instead be recognised in profit 
or loss immediately.

Release Released to profit or loss over the 
coverage period on a systematic 
basis that is consistent with the 
pattern of transfer of services 
provided under the contract.

Released as an entity satisfies its 
performance obligation – i.e. as the 
entity is released from its exposure 
to risk, resulting in the single margin 
being recognised over both the 
coverage and the settlement periods.

Summary of feedback
What views have been expressed?

Most IASB constituents, and those FASB constituents who supported the IASB’s approach, 
supported the proposals to unlock the contractual service margin for changes in cash flows 
relating to future coverage and other future service. Many also noted that this would, however, 
introduce a degree of operational complexity. 

Many respondents to the FASB’s PASU supported the single margin approach, and some 
supported the single margin approach especially if the margin was unlocked at subsequent 
reporting dates. These respondents typically believed that unlocking the margin would greatly 
simplify the model by eliminating the need to retain information about changes to historical 
assumptions and removing the need for a risk adjustment, which may lead to diversity in practice 
because the methodology is not prescribed. Many FASB respondents did not agree with the 
approach for releasing the margin.

However, some IASB constituents disagreed that changes in cash flows should adjust the 
contractual service margin – for example:

•	 some users of financial statements expressed concerns that the primary financial statements 
would not provide information about changes in circumstances as soon as the entity is aware of 
those changes; 

•	 some regulators believed that unlocking the contractual service margin would decrease 
transparency and inappropriately smooth underwriting results; and

•	 some preparers – mainly smaller ones and those in emerging economies – were concerned 
about whether it would be possible to distinguish estimates of cash flows relating to past 
service from those relating to future service.
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What alternatives have been proposed?

Some respondents proposed alternatives to the proposals where they disagreed in whole, or in 
part, with either of the Boards’ 2013 proposals; these proposed alternatives included the following.

Area Proposed alternatives

Offsetting changes in 
the risk adjustment 
relating to future 
periods against the 
contractual service 
margin

Most IASB constituents argued that changes in the risk adjustment 
relating to future periods should also be an adjustment to the 
contractual service margin; however, views on the feasibility of 
dividing the risk adjustment in this way were mixed. 

Many respondents to the FASB’s PASU who supported the IASB’s 
four building-block approach believed that the contractual service 
margin should also be unlocked for changes to the risk adjustment 
relating to future periods.

Reversing losses 
previously recognised 
in profit or loss 
before rebuilding the 
contractual service 
margin

Many IASB constituents suggested that, before rebuilding the 
contractual service margin that had been adjusted to zero, losses 
previously recognised in profit or loss should be reversed.

Some respondents acknowledged that this treatment would 
introduce complexity; however, most constituents believed that 
this alternative would provide benefits such as a more faithful 
representation, avoiding distorting the amount of retained earnings 
and avoiding an entity reporting different amounts in profit or loss 
depending on the frequency of reporting. 

Offsetting the 
contractual service 
margin with other 
changes in estimates

Some IASB constituents suggested that the contractual service 
margin should be adjusted for other changes in estimates, including:

•	 changes in reinvestment assumptions relating to future services;

•	 the effects of changes in underlying asset returns to the extent 
that they affect unearned profit; 

•	 the effects of changes in the discount rate – however, 
respondents noted that there should be an exception to allow 
entities to recognise this in profit or loss or OCI if doing so would 
significantly reduce accounting mismatches; and

•	 changes in the expected credit quality of reinsurers – for 
reinsurance contracts held.

Many respondents to the IASB’s ED noted that there is a lack of clarity about:

•	 what constitutes a service from an insurance contract; and 

•	 which changes in estimates would adjust the contractual service margin – including cash flows 
arising from options and guarantees or fees for asset management services.
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KPMG insight

The proposal to adjust the contractual service margin for changes in estimates relating to 
future coverage or other future services appears at first view to introduce more complexity, 
particularly to systems requirements to collect, store and track additional data.

Constituent feedback on the 2013 proposals presented mixed messages. On the one hand, 
there was a general call for reduced complexity; but on the other hand, many respondents 
actually supported proposals that they considered to provide ‘good complexity’ – e.g. unlocking 
the single margin (FASB only), and unlocking the margins for changes in the risk adjustment 
relating to future periods.

The Boards therefore recognised the need to balance these suggestions in their discussions, 
although some of the Board members found fault with aspects of the feedback. In particular, 
some IASB members disagreed with suggestions that other changes in estimates – i.e. 
changes other than those arising in the risk adjustment, such as changes in reinvestment 
assumptions or in underlying investment returns – should be offset in the contractual service 
margin.

Several FASB members also expressed a willingness to unlock the single margin, similar to the 
way that the contractual service margin would be unlocked under the IASB proposals.
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PARTICIPATING CONTRACTS

The proposals 
on participating 
contracts were 
widely criticised 
for being too 
complex and too 
difficult to apply 
consistently.

Key proposalsA
Some insurance contracts provide returns to the policyholder that are affected by the performance 
of underlying items – e.g. a pool of specified assets or the performance of the entity. These 
contracts are commonly referred to as ‘participating contracts’. 

The 2013 proposals include different accounting treatments depending on the type of participating 
contract, as follows.

Type of participating 
contract

Proposed accounting treatment

Contracts that require the 
entity to hold underlying 
items and specify a link to the 
returns on those underlying 
items – e.g. some unit-linked 
contracts and segregated 
fund arrangements

The 2013 proposals would introduce a measurement and 
presentation exception – a mirroring approach – for the 
accounting for these contracts.

Contracts with dependence 
on underlying items, but 
with no specific link to 
underlying items that the 
entity is required to hold – e.g. 
universal life contracts and 
index-linked contracts

The general building-block model would be applied and entities 
would be required to:

•	 apply a discount rate that reflects the extent to which the 
cash flows depend on underlying items; and

•	 update the discount rate to determine interest expense 
when a change in the returns is expected to affect the 
amount of cash flows.

Under the FASB’s PASU, when an entity expects changes to the 
crediting rates, the interest accretion rates would be reset in a 
manner that recognises changes in estimated interest crediting 
on a level-yield basis over the life of the contract. 

Under the mirroring approach, different measurement and presentation proposals would need to 
be applied for different types of cash flows. This can be illustrated as follows.

Presentation of fulfilment
cash flow changes consistent

with underlying items

Changes consistent with
building-block approach – i.e.

in profit or loss or OCI or 
offset against the margin

Presentation of cash flow
changes in profit or loss

Contracts that specify a link to underlying items that the entity is required to hold

Cash flows vary directly 
with underlying items

Cash flows do not vary with
underlying items

Cash flows vary indirectly 
with underlying items

Risk-adjusted expected present value of cash flows

Measurement

Mirrors underlying items 
– i.e. amortised cost, 

FVTPL, FVOCI

Presentation



© 2014 KPMG IFRG Limited, a UK company, limited by guarantee. All rights reserved.8

Summary of feedbackA
Many constituents supported the Boards’ intention to reduce accounting mismatches in situations 
where there is no economic mismatch, and acknowledged the Boards’ efforts to address the 
interaction between assets and liabilities for participating contracts. However, many expressed 
significant concerns – especially about the application of the mirroring proposals. 

What concerns have been expressed?

The following table summarises the most significant concerns.

Key concerns

Scope Many respondents found the scope of the mirroring proposals to be 
unclear. The staff noted that:

•	 the outreach activities had indicated that the scope of the mirroring 
proposals had not been interpreted as intended by the Boards; and 

•	 preparers were uncertain whether the mirroring proposals would apply 
to particular contracts – e.g. when the entity has discretion over the 
timing of the distribution or allocation of cash flows. 

Common concerns included the following.

•	 The mirroring proposals would be workable only for simple participating 
contracts – e.g. unit-linked contracts or segregated fund arrangements – 
because almost all cash flows vary directly with the underlying items.

•	 Due to the narrow scope of the mirroring proposals, accounting 
mismatches would be avoided for only a limited number of contracts. 

Conceptual 
concerns

Many constituents did not support the mirroring proposals, because the 
measurement and presentation approach for some participating contracts 
would be different from other participating contracts. As a result, some 
respondents preferred the building-block approach for measuring all 
participating contracts.

Some also disagreed with the presentation in profit or loss of the effect 
of expected cash flow changes from options and guarantees that are 
embedded in insurance contracts that qualify for the mirroring proposals 
but are not separated from the insurance component. This would be 
inconsistent with the treatment of options and guarantees embedded in 
insurance contracts that do not qualify for the mirroring proposals. Some 
users were concerned about increased volatility in profit or loss.

Operational 
complexity 

Many constituents commented on the operational complexity and the lack 
of clarity in respect of the decomposition of cash flows. They believed that: 

•	 it would be difficult to decompose and separately measure different 
parts of cash flows – in particular, if they are inter-related;

•	 any decomposition of cash flows would be arbitrary and result in 
different valuations of insurance contracts; and

•	 the way cash flows are decomposed would often not be aligned with an 
insurer’s product design and pricing.
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Some constituents also commented on the proposals for contracts with a dependency on 
underlying items, but for which mirroring would not apply. Some were concerned that:

•	 different discount rates would need to be applied to different types of cash flows; and

•	 it was unclear which cash flows would be discounted by using current rates rather than 
locked-in rates – e.g. for universal life contracts.

In addition, some suggested that a book yield or blended rate should be used when updating 
discount rates to determine the interest expense for such contracts.

A number of respondents to the FASB’s PASU: 

•	 agreed with the mirroring concept; and 

•	 raised concerns that the proposal to reset the interest accretion rate on a level-yield basis over 
the remaining life of the contract would create accounting mismatches unless the changes in 
the crediting rate used to measure the insurance contract liability for insurance contracts with 
discretionary participation features were also recognised on a level-yield basis and over the 
remaining life of the contract. Some respondents suggested that the initial yield curve should 
be updated to reflect the timing of the expected crediting and cash flows.

What alternatives have been proposed?

Some respondents commented that accounting mismatches could be avoided or reduced more 
effectively by:

•	 modifying the asset accounting; or

•	 allowing the optional use of OCI to present the effects of changes in discount rates for 
insurance liabilities.

Some provided alternative approaches for the accounting for participating contracts, including an 
approach developed by the European insurance industry. These approaches included concepts 
such as: 

•	 restricting the scope of the mirroring proposals to mutual and unit-linked contracts (or 
segregated fund arrangements) on an optional basis;

•	 extending the scope of the mirroring proposals – e.g. to contracts with discretionary features;

•	 reducing the number of types of cash flows to be separated;

•	 measuring and presenting options and guarantees separately – e.g. measuring at fair value 
through profit or loss (FVTPL) or at fulfilment value; 

•	 unlocking the contractual service margin for additional changes – e.g. for changes in 
reinvestment assumptions related to future services, or for changes in the value of the 
underlying items – referred to as the ‘fully unlocked’ contractual service margin; and

•	 determining interest expense in profit or loss differently – e.g. by using an effective interest 
yield or book yield on backing assets.
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KPMG insight

These are certainly among the most complex and controversial of the Boards’ proposals. The 
majority of respondents, particularly to the IASB’s ED, either:

•	 supported the mirroring proposals in principle and described their objections; or

•	 rejected the mirroring proposals and suggested alternative approaches. 

The volume and diversity of respondents’ concerns will no doubt pose a challenge, and this was 
reflected in the Boards’ request that the staff consider the feedback selectively – for example: 

•	 whether the mirroring proposals achieve the Boards’ intended results, are operational for 
preparers and are decision-useful for users; 

•	 simplifications to the proposals to make them more operational;

•	 revising the scope of the mirroring proposals – i.e. widening it to ensure that accounting 
mismatches are avoided for more types of participating contracts; and

•	 concerns expressed by users about possible volatility created by the proposed treatment of 
options and guarantees. 

The feedback on the mirroring proposals differed by jurisdiction. Fewer respondents to the 
FASB’s PASU strongly disagreed with the mirroring proposals. One reason may be that 
segregated fund arrangements are very common in the US, and the mirroring approach could 
work well for these products.
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PRESENTING INSURANCE CONTRACT REVENUE 
AND EXPENSES IN PROFIT OR LOSS

Feedback to 
the IASB on the 
presentation 
of insurance 
contract revenue 
and expenses 
in profit or loss 
was mixed, 
and feedback 
to the FASB 
mostly disagreed 
with the 
proposals. Many 
commenters 
were concerned 
about excluding 
a broad range 
of investment 
components.

Key proposalsB
Presenting insurance contract revenue

Under the 2013 proposals, insurance contract revenue and expense would be presented 
separately in profit or loss.

Insurance contract revenue presented in profit or loss would depict the transfer of promised 
services arising from the insurance contract in an amount that the entity expects to be entitled 
to in exchange for those services – i.e. insurance contract revenue would be recognised in each 
period as the entity satisfies the insurance contract’s performance obligation (previously referred 
to as the ‘earned-premium approach’). 

Excluding investment components

Investment components that have not been separated would be excluded from insurance contract 
revenue and claims incurred. An ‘investment component’ would be the amount that the entity is 
required to repay to the policyholder under the insurance contract even if an insured event does 
not occur. 

Summary of feedbackB
Many respondents welcomed the Boards’ decision to revisit the summarised margin approach, 
reiterating their views that the statement of profit or loss and OCI should provide more information 
than merely margins. 

What concerns have been expressed?

Responses to the 2013 proposals were largely shaped by stakeholder-specific preferences.

Type of 
respondent

Response

Users of 
financial 
statements

Support for the 2013 proposals mostly came from generalists – as opposed 
to insurance specialists – and could be traced to Asia, Africa and North 
America. A need for information based on both summarised margin and 
activity measures was expressed by most users; however, there were 
differing views regarding where volume information should be located.

Most users who responded to the FASB’s PASU preferred the current 
US GAAP presentation to the presentation required by the PASU, 
and suggested that a premiums-due methodology would be easier to 
understand and would provide the volume information that is important for 
their analyses.

Preparers Preparers in the EU, Asia and the US did not generally support the 2013 
proposals, though there was some support from composite and non-life 
insurers.

Several respondents to the FASB’s PASU noted that the proposed approach 
would be difficult to apply to all types of insurance contracts, whereas many 
property and casualty respondents suggested that unnecessary costs and 
complexity would be introduced by the revenue recognition proposals for 
contracts accounted for using the premium-allocation approach.
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Type of 
respondent

Response

Accounting 
firms

The views were mixed, with the majority suggesting that the Boards do 
more outreach to find out whether users would find the information useful.

Regulators Despite seeing the merits of the 2013 proposals, they expressed concerns 
about implementation.

Standard 
setters

Despite some reservations about the requirement to exclude the deposit 
component, they mostly agreed with the 2013 proposals.

Actuaries The views were mixed; however, in general they did not support the 2013 
proposals – a main concern being the exclusion of deposit components 
(discussed below).

Many constituents – mainly preparers and actuaries – raised concerns about whether to exclude 
deposit components from insurance contract revenue, including:

•	 the belief that the deposit component is an integral part of an insurance contract and that it 
would not be meaningful to separate it from the insurance contract; and

•	 that it would be complex to separate the deposit component from the insurance contract 
– e.g. if the existing accounting systems do not hold information about separating the cash 
outflows into: 

– the amount that would have been paid out if the policyholder had surrendered the policy; and 

– say, the amount paid on the policyholder’s death.

What alternatives have been proposed?

Some respondents suggested alternatives to the current presentation proposals, as follows.

•	 In jurisdictions where US GAAP has been applied, there was significant support for presenting 
premiums due, including deposit components, in the statement of comprehensive income; and 
many believed that this approach would be more objective than insurance contract revenue.

•	 Some respondents suggested that a reconciliation between premiums due and insurance 
contract revenue should be provided at the top of the statement of profit or loss and OCI.

•	 Some supported the 2010 proposals’ summarised margin approach and felt that users of financial 
statements would continue to request existing volume measures, which could go into the notes.

Regardless of whether constituents agreed with the 2013 proposals, many identified a need 
for the Boards to educate preparers and users of financial statements about the presentation 
proposals and how key performance indicators would be affected.

What about the general presentation proposals for the statement of financial 
position and statement of profit or loss and OCI? 

Most respondents to the PASU disagreed with the presentation proposals. Many of those 
respondents believed that the presentation proposals would: 

•	 be excessively detailed and costly to implement;

•	 increase financial statement volatility;

•	 not capture the economics of the insurance business;

•	 reduce comparability with other industries; and 

•	 require the education of users. 
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Some respondents to the PASU supported retaining the existing US GAAP presentation 
requirements for short-duration contracts, but noted that the presentation proposals should be 
aligned with the existing requirements in Article 7 of SEC Regulation S-X related to insurance 
companies.

A particular concern was the presentation of ceding commissions. Some respondents to the 
2013 proposals disagreed that ceding commissions should be recognised as a reduction of ceded 
premiums, because this would distort key performance metrics (e.g. the combined ratio) or create 
presentation issues (e.g. for 100 percent fronting agreements). There were mixed views on an 
alternative presentation for ceding commissions. Suggestions included their presentation:

•	 as a reduction of acquisition costs – consistent with existing US GAAP guidance;

•	 as a reduction of other underwriting expense; or

•	 on a gross basis. 

In addition, some respondents to the IASB’s ED supported a separate presentation of unit-
linked contracts in the financial statements, consistent with the FASB’s proposal for presenting 
segregated fund arrangements.

KPMG insight

The proposed approach for presenting insurance contract revenue and expenses would be 
unlike the presentations used today for long-duration contracts. Insurance contract revenue 
would be based on the initial expected pattern of claims and benefits, revised to reflect 
revisions in estimates. This approach for estimating insurance contract revenue would be 
drastically different from presenting premiums when they are due – the approach currently used 
in a number of jurisdictions.

Although this new form of reporting for insurance would result in greater consistency in 
reporting the revenues of multi-line insurers and with other industries, it would also require 
significant education for analysts and users. 

The feedback received on these proposals was mixed, and the Boards themselves noted that 
respondents often took a narrow view of the presentation proposals. Users seemed nervous 
about losing existing metrics, and there seems to be a lack of consensus about which volume 
measures are appropriate for life insurers.
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PRESENTING INTEREST EXPENSE AND THE EFFECTS 
OF CHANGES IN DISCOUNT RATES

Most respondents 
supported the use 
of OCI – but they 
felt that it should 
be optional, rather 
than mandatory.

Key proposalsC
The 2013 proposals are intended to segregate the effects of changes in discount rates that are 
expected to unwind over time from other gains and losses from underwriting and investing 
activities. Under the 2013 proposals:

•	 interest expense, determined on an amortised cost basis (i.e. using the discount rate at initial 
recognition of the contract), would be presented in profit or loss; and

•	 the effects of changes in discount rates for insurance liabilities would be presented in OCI. 

Summary of feedbackC
What concerns have been expressed?

Although most constituents supported the use of OCI to present the effects of changes in 
discount rates, the vast majority believed that it should be optional, rather than mandatory. Almost 
all constituents were concerned about accounting mismatches that may arise – e.g. if financial 
assets held to fund insurance liabilities are not classified as at fair value through OCI (FVOCI) under 
the relevant financial instruments standards. Field testing results also highlighted this concern.

Some respondents noted that the proposals would add complexity because:

•	 a large number of discount rates would need to be tracked; and

•	 a single product line would need to be split into portfolios with different inception dates. 

In particular, some non-life insurers expressed concerns that the costs of discounting insurance 
liabilities and presenting the effects of changes in discount rates in OCI may outweigh the 
benefits. They also noted that entities often do not maintain records for incurred claims on an 
underwriting year basis but on an accident year basis. As a result, many supported using the 
discount rate at the start of the period or when a claim is incurred – instead of using the locked-in 
discount rate at initial recognition of the contract – to determine the interest expense. Non-life 
insurers in the US generally opposed the broad discounting of liabilities for unpaid claims.

Some constituents – particularly in Asia and France – supported the mandatory use of OCI as 
proposed in the exposure drafts.

Other constituents – particularly insurers in Australia, Scandinavia, South Africa and the UK – did 
not support the use of OCI, but believed that the effects of changes in discount rates should be 
presented in profit or loss. These constituents were generally located in jurisdictions that already 
use a form of current measurement for insurance contracts. They argued that the management of 
interest risk is an important part of an insurer’s business model.

What alternatives have been proposed?

Alternatives proposed 

Presenting the effects 
of changes in discount 
rates in OCI or profit 
or loss 

Respondents had different views about how to achieve the 
presentation of the effects of changes in discount rates in OCI or 
profit or loss – for example: 

•	 default presentation in OCI, with optional presentation in profit or 
loss if, by doing so, accounting mismatches would be eliminated 
or significantly reduced; 

•	 default presentation in profit or loss, with optional presentation in 
OCI if, by doing so, accounting mismatches would be eliminated 
or significantly reduced; 
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Alternatives proposed 

Presenting the effects 
of changes in discount 
rates in OCI or profit or 
loss (continued)

•	 no default presentation, but an unrestricted option; and 

•	 presentation in OCI or profit or loss based on the business 
model, determined by whether assets are classified as at FVOCI 
or FVTPL. 

Most respondents believed that the option should be applied at the 
portfolio level and be irrevocable at inception.

Expanding the use of 
OCI

Some respondents suggested that entities should be permitted to 
measure all assets related to insurance liabilities at FVOCI. 

Reflecting hedging 
activities

Some respondents suggested that the IASB should consider macro 
hedging solutions to avoid accounting mismatches. 

One constituent suggested that the general hedge accounting 
standard should permit the use of derivatives and non-derivatives at 
FVTPL as hedging instruments in a fair value hedging relationship to 
hedge the interest rate risk component of insurance contracts. 

Determining the 
amount of interest 
expense

Alternative proposals on how to determine the amount of interest 
expense in profit or loss included the use of:

•	 the effective interest yield;

•	 the book yield on backing assets; or

•	 the discount rate at the beginning of the reporting period. 

KPMG insight

Accounting mismatches 

Accounting mismatches remain a major source of concern for users and preparers. Many 
respondents believed that the current OCI proposals do not appropriately address these concerns.

This feedback was acknowledged during the discussions. One IASB member noted that even 
if financial assets held to fund insurance liabilities were classified as at FVOCI, accounting 
mismatches may arise if an entity sells a financial asset, because the accumulated gain or loss 
on the financial asset would be presented in profit or loss at that time, whereas the cumulative 
effect of discount rate changes on the related insurance liabilities may not.

However, members of both Boards recognised the importance of distinguishing between 
accounting mismatches and economic mismatches. In particular, they highlighted the need 
to ensure that insurance contracts are accounted for in a way that reflects the economics of 
a transaction – i.e. that volatility introduced by economic mismatches needs to be reflected 
properly in the financial statements.

It seems that, from the Boards’ perspective, respondents may have gone too far in requesting 
the optional use of OCI and reducing volatility when that volatility is related to economic 
mismatches – e.g. when changes in the values of insurance liabilities and financial assets 
may reflect economic mismatches between the expected duration of insurance contracts and 
financial assets.
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Interaction with the classification and measurement of financial assets under IFRS 9

In its proposed limited amendments to IFRS 9 Financial Instruments on classification and 
measurement1, the IASB introduced a new FVOCI category for financial assets. One objective 
was to improve consistency between the accounting for insurance contracts under the 
insurance project and the accounting for financial instruments.

The IASB’s January meeting also covered the interaction between the 2013 proposals and 
financial instruments accounting2. Some respondents suggested revisions to the proposed 
financial instruments guidance – e.g. expanding the FVOCI category to all assets related to 
insurance liabilities. The IASB members noted that the proposed limited amendments to IFRS 9 
that it has tentatively reconfirmed are relevant to insurers and would result in an improved 
interaction between the classification and measurement of financial assets and the amounts for 
insurance liabilities under the ED. The IASB thought that its tentative decisions to date on IFRS 9 
provide it with a toolkit that it can consider when finalising the accounting model for insurance 
contract liabilities.

Complexity

Presenting the effects of changes in discount rates in OCI would introduce more complexity 
and additional costs for preparers, because historical discount rates would need to be 
tracked and different historical rates applied to different cash flows. When cash flows are 
expected to vary with returns on underlying items – e.g. for universal life or many fixed annuity 
products – historical rates would have to be updated each time a change is anticipated in the 
crediting rates.

1 See KPMG’s publication New on the Horizon: Classification and Measurement.
2 See KPMG’s IFRS Newsletter: Financial Instruments – Issue 19, January 2014.

http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/New-on-the-Horizon/Pages/NOH-classification-measurement.aspx
http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/ifrs-newsletters/Pages/FI-newsletter-2014-19.aspx
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EFFECTIVE DATE AND TRANSITION

Retrospective 
application in 
transition was 
widely supported, 
albeit with 
concerns about 
the length of the 
implementation 
period and 
alignment of 
the effective 
date with the 
relevant financial 
instruments 
standards.

Key proposalsD
Implementation period

The IASB standard will be effective approximately three years after finalisation.

The FASB’s PASU did not specify a minimum time period between the issuance of the finalised US 
GAAP standard and the effective date, but included a question about the key drivers affecting the 
timing of implementation.

Retrospective application and practical expedients

Under the 2013 proposals, the new insurance contracts standard would be applied retrospectively 
in accordance with IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors (under 
IFRS) or FASB ASC Topic 250 Accounting Changes and Error Corrections (under US GAAP). 

However, if fully retrospective application of the standard were impracticable, then an entity would 
apply specified simplifications for determining: 

•	 the discount rate at initial recognition; and

•	 the contractual service or single margin at transition.

When determining the single margin under the FASB’s proposals for transition, if no objective 
information is reasonably available to estimate the margin using the practical expedients, then 
an entity would record the single margin at zero. The FASB has guidance to assist preparers in 
identifying objective information.

Summary of feedbackD
The 2013 proposals on retrospective application were widely supported, although respondents 
noted a number of operational complexities. Concerns about the length of the implementation 
period and the alignment of the effective dates of the new insurance contracts standard and the 
relevant financial instruments standards were highlighted by respondents.

What concerns have been expressed?
Respondents were particularly concerned about the following aspects of retrospective application.

•	 Whether information about cash flows in periods before the beginning of the earliest period 
presented would be available at the required level of detail to determine the contractual 
service margin. 

•	 Whether entities would be able to determine discount rates at the date of inception of the 
contracts for interest accretion and to determine the cumulative adjustment to OCI.

•	 Whether simplifications – especially the determination of the risk adjustment as of the 
conversion date, instead of determining the amount at inception of the portfolio – would 
overstate the contractual service margin and understate retained earnings at the date of 
transition (this is an issue in Asia).

•	 Undertaking actions such as performing the onerous contract test; accounting for contract 
modifications; amortising the single margin on the basis of actual experience; and accounting 
for participating contracts.

Most constituents believed that the effective dates of the new insurance contracts standard 
and the relevant financial instruments standards should ideally be aligned. If the dates cannot be 
aligned, then most constituents suggested measures to avoid imposing two rounds of substantial 
accounting changes.



© 2014 KPMG IFRG Limited, a UK company, limited by guarantee. All rights reserved.18

What alternatives have been proposed?

Alternatives to IASB’s ED Alternatives to FASB’s PASU

Respondents suggested further 
simplifications, including: 

•	 applying proposed simplifications to all 
contracts in force at the date of transition; 

•	 introducing an expedient that would allow 
entities to use the existing definition of a 
portfolio immediately before the date of 
transition (similar to the FASB); 

•	 determining the contractual service margin 
on transition as the difference between 
the fulfilment cash flows and the previous 
GAAP amounts or statutory reserves; and/
or

•	 determining the contractual service margin 
on transition using the consideration that 
the entity would require to undertake to 
fulfil the remaining obligations. 

Respondents suggested the following 
changes:

•	 where objective evidence is not available, 
allowing entities to calculate a margin 
incorporating hindsight at transition would 
be better than defaulting to a margin of 
zero; 

•	 an unlocked margin would significantly 
reduce the implementation complexity by 
using current transition-date assumptions 
instead of historical assumptions; and

•	 a practical expedient or exemption from 
transition for sales of business or contracts 
through 100 percent reinsurance.

Drivers affecting implementation (FASB only)

The average amount of time requested by respondents after the date of issue was four to five 
years, with many noting: 

•	 significant systems development, along with new internal control processes and procedures, 
would be needed to gather and manage data; and

•	 hiring and training additional accounting, actuarial and other personnel would affect 
implementation timing.

The primary drivers affecting the time needed for implementation differed depending on the type 
of insurer responding, as follows.

Property and casualty insurers Life insurers

•	 Discounting the liability for incurred claims.

•	 Calculating the unbiased, probability-
weighted cash flow estimates.

•	 Using the definition of a portfolio.

•	 The inability to use hindsight when 
determining appropriate assumptions for 
transition.

•	 Retrospective application of the guidance, 
including determining the appropriate 
assumptions for policies that were issued 
decades ago. 

•	 Determining discount rates and discounting 
insurance contract assets and liabilities.

Some respondents supported the proposal that non-public entities have an additional year for 
implementation due to resource constraints, but others felt that a single adoption date would 
result in less confusion.
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KPMG insight 

Constituent feedback on the IASB’s ED foreshadowed concerns raised by an IASB member 
during the Boards’ discussion – that the practical expedient for determining the contractual 
service margin might result in an overstatement of the contractual service margin on transition. 
This is because the risk adjustment on transition would probably be lower than it would have 
been at inception of the portfolio. The premium used to calibrate the liability would not be 
adjusted for this revised estimate of risk, and therefore the contractual service margin as the 
balancing figure would be overstated. 

Although the 2013 proposals include practical expedients if fully retrospective application of the 
standard would be impracticable, transition to the final insurance contracts standard may still 
be a challenge for insurers. Many respondents suggested that the margin should be unlocked 
for additional changes in estimates – e.g. changes in the risk adjustment – because this would 
further ease transition.
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ADDITIONAL FEEDBACK ON THE PROPOSALS, 
INCLUDING FASB-ONLY FEEDBACK

Some 
respondents 
commented on 
issues that were 
not targeted 
by the IASB. 
Respondents 
to the FASB 
commented on all 
areas of the PASU.

Some respondents commented on issues that were not targeted by the IASB, whereas the FASB 
had requested feedback on all areas of its PASU. The following topics are discussed in this section.

•	 Scope.

•	 Definition of a portfolio and unit of account.

•	 Fulfilment cash flows (FASB only).

•	 Discounting and discount rates.

•	 Contractual service margin and single margin.

•	 Premium-allocation approach.

•	 Reinsurance.

•	 Insurance contracts acquired in a business combination or portfolio transfer.

•	 Disclosures.

Scope
Summary of feedback

Although many respondents agreed with the scope proposals, some – in particular non-insurance 
entities – raised concerns about the scope for the following contracts.

Contract type Feedback

Fixed-fee service 
contracts

Some respondents were concerned about the cost to non-insurance 
entities of applying insurance accounting to certain fixed-fee service 
contracts. They supported an option to apply the final insurance 
contracts standard to fixed-fee service contracts that meet the 
definition of insurance contracts. 

In addition, some respondents to the FASB’s PASU (including 
field testing participants) disagreed with the criteria for excluding 
certain fixed-fee service contracts, because they may result in 
different accounting for similar contracts – e.g. health insurers’ 
capitation agreements.

Guarantees Some respondents to the PASU and field testing participants 
disagreed with including guarantees in which the adverse future 
event is default. In addition, they felt that standby letters of credit, 
contractual representations, indemnifications and warranties should 
not be in the scope of the final insurance contracts standard.

Catastrophe bonds Some respondents to the PASU and field testing participants 
believed that investments in catastrophe bonds should not be in the 
scope of the final insurance contracts standard, but instead should 
be accounted for at fair value, because quoted market prices are 
readily available.
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Definition of a portfolio and unit of account
Summary of feedback

Many respondents found the level of aggregation for implementing the 2013 proposals difficult to 
understand. The different definitions of a portfolio between the IASB’s ED and the FASB’s PASU 
contributed to the confusion and raised questions about whether and why the Boards intended 
different treatments. 

Some respondents to the ED asked the IASB to provide a single unit of account and clarify the 
definition of a portfolio. They were also concerned that the level of aggregation would be lower 
than is currently used for measurement, resulting in higher operational costs. Respondents had 
different views on whether the 2013 proposals would permit adding contracts with different 
profitability levels to an existing portfolio of contracts.

During the FASB’s field testing and roundtable discussions, many life insurers raised concerns 
about the proposal that a portfolio would contain contracts with similar durations. They noted that 
this would result in a very high number of portfolios. Also, the field testing results illustrated that 
diversity in practice could result, because many participants grouped contracts into portfolios in a 
different manner – e.g. by geography, product type, originating year or line of business. 

Some property and casualty insurers and health insurers were concerned about the proposal that 
a portfolio would contain contracts that are subject to similar risks and priced similarly, because 
some contracts insure multiple perils – e.g. car insurance covers physical damage and liability – 
and that the cost to separate those risks would outweigh the benefits.

Fulfilment cash flows (FASB only)
Summary of feedback

There was mixed feedback on the types of cash flows that should be included in the fulfilment 
cash flows. Some respondents suggested the inclusion of additional cash flows – e.g. deferred 
acquisition costs, premium taxes paid to third parties, policyholder dividends, fixed and variable 
direct overhead expenses and policy maintenance expenses. Others felt that the costs of doing 
business, such as allocated overhead costs, should be excluded from the fulfilment cash flows and 
only cash flows between the insurer and the policyholder or beneficiary should be included. 

A number of respondents disagreed that assumptions should be updated at each reporting date. 
They noted that assumptions such as lapse rates, mortality, morbidity and benefit elections should 
be updated only when they are no longer representative of persistent conditions. In addition, many 
respondents disagreed that fulfilment cash flows should be based on an explicit, unbiased and 
probability-weighted estimate of the future cash flows. They believed that these proposals would 
replace existing actuarial reserving methods for property and casualty claims with stochastic 
modelling, which would not result in an improved estimation.

Many respondents disagreed with the FASB’s proposal to include in the measurement of the 
insurance liability only acquisition costs directly related to successful acquisition efforts. Although 
they acknowledged that this proposal would be consistent with current US GAAP, they supported 
the inclusion of acquisition costs directly related to unsuccessful acquisition efforts in the 
measurement of the insurance liability. This would be less complex, and would be consistent with 
the IASB’s ED and the costs that entities consider when pricing their products. 

Some respondents recommended that direct response advertising costs should also be included 
in the measurement of the insurance liability, because this would: 

•	 be consistent with current US GAAP; and 

•	 properly match the expenses with the related revenues. 
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In addition, many respondents disagreed that the margin for contracts measured under the 
building-block approach and the liability for remaining coverage for contracts measured under 
the premium-allocation approach should be reduced for the direct acquisition costs incurred. 
Instead, they supported the presentation of acquisition costs as a separate asset in the statement 
of financial position. This would be consistent with current US GAAP and the proposed separate 
presentation of the amortisation of acquisition costs in the statement of profit or loss and OCI. 

Discounting and discount rates
Summary of feedback

Discount rate methodology 

Most respondents agreed with the 2013 proposal not to prescribe a method for calculating the 
discount rate – i.e. both a ‘top-down’ and a ’bottom-up’ approach should be allowed. However, 
some were concerned that this would result in a lack of comparability between entities, or that 
entities could change the approach to achieve certain accounting effects. In addition, some asked 
(also based on the field testing results) for further clarification and guidance on how to determine 
the discount rate – for example:

•	 how to determine the liquidity adjustment when using a bottom-up approach;

•	 which types of assets are to be included in or excluded from the reference portfolio when using 
a top-down approach; and

•	 how to determine the rates used to discount long-term liabilities over periods of time in which 
there are few or no observable market interest rates. 

A few respondents did not support the use of discount rates that reflect the characteristics of the 
insurance liability, but recommended the use of, for example:

•	 asset-based discount rates, because these would better reflect the pricing and expected 
profitability of insurance contracts; or

•	 a practical expedient to apply a risk-free rate, a high-grade corporate bond rate or a treasury 
yield curve. 

Discounting the liability for incurred claims

Most respondents to the FASB’s PASU – particularly non-life insurers – disagreed that the liability 
for incurred claims should be discounted when using the premium-allocation approach. They noted 
that discounting would be costly, and would not necessarily provide decision-useful information. 
If discounting were required, then most respondents agreed that the locked-in rate should be 
used. However, some respondents and field testing participants recommended using the rate 
determined either at the date when a claim is incurred or on an accident year basis.

Some respondents also recommended that the practical expedient for not discounting the liability 
for incurred claims be extended to apply to more situations. 
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Contractual service margin and single margin
Summary of feedback

Recognising a margin or loss at initial recognition

Most respondents agreed that an entity should: 

•	 not recognise a gain at initial recognition of the insurance contract (if the expected present 
value of cash outflows plus the IASB’s risk adjustment is less than the expected present value 
of cash inflows); and

•	 recognise a loss at initial recognition of the insurance contract (if the expected present value 
of cash outflows plus the IASB’s risk adjustment is greater than the expected present value of 
cash outflows).

Many supported the proposal that the contractual service margin or single margin should be 
unlocked (see discussion under ‘Adjusting the contractual service margin or single margin’). 

One-margin approach vs two-margin approach

Many respondents to the FASB’s PASU supported the one-margin approach because it would be 
less costly and complex than recognising an explicit risk margin and a contractual service margin. 
Those respondents who supported the two-margin approach mostly had operations that would 
apply the IASB’s ED. 

Allocation pattern

Several respondents to the PASU raised concerns that the proposal to recognise the single margin 
as the entity is released from risk may:

•	 be inconsistently applied to many long-duration contracts’ different risk release patterns; and

•	 not always reflect the economics of certain long-duration contracts.

As a result, some respondents suggested that:

•	 the proposal should prescribe a method for determining the release from risk or clarify the 
principle of release from risk; or

•	 the single margin should be recognised on the basis of the passage of time, unless the pattern 
of claims and benefits would be more appropriate.

Some respondents to the ED recommended that the IASB provide further guidance on how to 
allocate the contractual service margin to reduce the subjectivity in determining the allocation 
pattern. A small number of respondents suggested that the contractual service margin be 
allocated over both the coverage and the settlement period.

Accretion of interest

Although many respondents generally agreed with the interest accretion on the margin, some 
disagreed because:

•	 it would increase complexity without providing additional decision-useful information; and

•	 revenue may be recognised in excess of actual premiums received.

Some respondents noted that the operational burden of accreting interest on the margin could be 
reduced if a current rate were used, rather than a locked-in rate.
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Premium-allocation approach 
Summary of feedback

The majority of respondents to the FASB’s PASU disagreed that entities should be required to 
apply the premium-allocation approach if they meet the specific criteria in the proposals, but 
suggested that it should be optional, to limit the operational burden of having to use two different 
models for similar contracts. 

However, some respondents to the 2013 proposals supported the mandatory use of the premium-
allocation approach to increase comparability between similar contracts. In addition, many US 
respondents recommended that the proposals for the premium-allocation approach be replaced 
with the current US GAAP requirements for short-duration contracts, because they:

•	 have been tested over time; 

•	 are well understood by users and preparers; and 

•	 properly represent the economics of the contracts.

Some respondents also commented on the eligibility criteria of the premium-allocation approach 
and asked for additional guidance and examples. Field testing results highlighted the challenges 
of interpreting the eligibility criteria. A common concern was how to interpret when it is unlikely 
that, during the period before a claim is incurred, there will be significant variability in the expected 
value of net cash flows required to fulfil the contract. Some noted that mortgage insurance and 
catastrophe contracts, for example, should be eligible for the premium-allocation approach. 
Although significant variability is expected, the expected cash flows could be measured reliably for 
these contracts. Some respondents also noted that the criterion in which the coverage period is 
stated as one year or less would be too prescriptive, because economic conditions may affect the 
duration of the contracts – e.g. where an entity writes similar contracts for different durations to 
build or maintain relationships with a policyholder.

Some respondents to the IASB’s ED suggested that reinsurance contracts should be eligible 
for the premium-allocation approach if the underlying insurance contracts are measured under 
the premium-allocation approach. This would be consistent with the PASU. And some – mostly 
from Australia – believed that cash inflows and outflows should be presented on a gross basis, 
consistent with current practice.

Reinsurance
Summary of feedback

Some respondents disagreed that a margin should be recognised if the expected present value of 
the cedant’s future inflows exceeds the expected present value of the cedant’s future outflows, 
because this would not properly reflect the economics of certain reinsurance agreements. 

These respondents believed that a gain should be recognised on a reinsurance contract on an 
individual loss basis (proportional reinsurance contract) if a loss is recognised on the underlying 
insurance contract, in order to: 

•	 eliminate accounting mismatches; and 

•	 properly reflect the relationship between the underlying insurance and reinsurance contract. 

Similarly, they suggested that for such reinsurance contracts the margin should be determined in a 
way that reflects the measurement of the underlying insurance contract.
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Insurance contracts acquired in a business combination or 
portfolio transfer
Summary of feedback

Some respondents to the IASB’s ED asked for clarification on the guidance for business 
combinations and portfolio transfers – for example:

•	 whether a contract acquired in a business combination or portfolio transfer should be regarded 
as a new contract when determining the accounting approach and contractual service margin;

•	 how to account for the contractual service margin that arises in the settlement period on an 
acquired insurance contract;

•	 how the guidance should be applied for contracts accounted for under the premium-allocation 
approach; and

•	 how to treat contracts acquired through a business combination before the date of transition. 

Most respondents to the FASB’s PASU disagreed with the proposal that in a business combination 
a loss should be recognised at the date of acquisition if the present value of fulfilment cash 
flows exceeds the fair value of the insurance contracts. They noted that recognising a loss 
would not reflect the economics of the transaction, and that the principles in Topic 805 Business 
Combinations should be followed instead of introducing industry-specific guidance. Almost all of 
these respondents suggested that goodwill should be adjusted, which would be consistent with 
the IASB’s ED.

Disclosures
Summary of feedback

Many respondents were concerned about the volume and level of detail of the proposed 
disclosures, and some questioned the decision-usefulness of the information. 

Many respondents to the FASB’s PASU disagreed with the proposed:

•	 sensitivity disclosures; and 

•	 disclosure of the present value of expected dividends to policyholders for participating 
contracts. 

In addition, some respondents to the PASU:

•	 noted that the proposed disclosures would be similar to the US Securities and Exchange 
Commission (SEC) reporting requirements for the annual report on Form 10-K, and would 
therefore already be included in the management and discussion analysis; and

•	 believed the proposed disclosures would result in entities providing additional non-GAAP 
information for users.

A particular concern of many respondents to the IASB’s ED was the proposed disclosure of the 
confidence level to which the risk adjustment corresponds.
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EFFECTS OF THE 2013 PROPOSALS AS A WHOLE

Many feel that 
the benefits of a 
final insurance 
contracts 
standard could 
outweigh the 
costs only if the 
critical issues 
of complexity, 
accounting 
mismatches and 
participating 
contracts can 
be resolved.

Summary of feedbackE
The Boards asked questions about the likely effects of the 2013 proposals as a whole – including 
the effects on the transparency of reporting, and the costs, complexities and benefits of the 2013 
proposals. Many respondents highlighted the need to change the current accounting for insurance 
contracts and supported the proposal for a single accounting model for all insurance contracts. 
There was also general support for the proposed model, which is based on current, market-
consistent information. However, some respondents to the FASB’s PASU – particularly property 
and casualty insurers, users and professional organisations – did not support changing existing 
US GAAP accounting for short-duration contracts because they believed that the existing guidance 
would be superior. Some other respondents to the FASB would prefer a targeted-improvement 
approach to US GAAP, if convergence is not achieved.

The key responses to the likely effects of the 2013 proposals can be summarised as follows.

Impact on existing accounting

Almost all preparers expressed concerns about changing their existing accounting practices. 
Responses differed by jurisdiction.

•	 Some preparers in jurisdictions where the current accounting is heavily influenced by regulatory 
requirements were concerned about operating complexity and the reliability of financial 
statements due to diverging regulatory and accounting requirements.

•	 Some preparers in Australia, Canada, New Zealand and South Africa believed that the 2013 
proposals would be a backward step for their jurisdictions.

•	 Many non-life insurers – in particular in the US – believed that there was no need to change the 
current accounting. The only benefit would be to eliminate differences between IFRS and US GAAP.

Convergence between the IASB’s ED and the FASB’s PASU

Most constituents supported converged final insurance contracts standards. In particular, globally 
operating insurance groups were concerned that any differences between the new insurance 
contracts standards would result in further complexities and costs. Views on how to achieve 
convergence were mixed.

•	 Some constituents – particularly from Europe and all accounting firms – noted that reconciling 
differences should not result in an undue delay of the publication of the final insurance contracts 
standard. Although further convergence would be desirable, they believed that a final insurance 
contracts standard is urgently needed.

•	 Other constituents – particularly from Canada and the US – urged the Boards to achieve further 
convergence even if it would take longer to publish a final insurance contracts standard.

Costs and benefits 

Most constituents believed that the 2013 proposals would be complex to implement, particularly 
those proposals relating to participating contracts and the use of OCI. In addition, most expected 
that the 2013 proposals would result in significant costs. The following main cost drivers 
were noted:

•	 changing data and systems – e.g. actuarial, accounting and financial reporting systems – to 
collect and aggregate data for calculating cash flows;

•	 determining, tracking and updating yield curves;

•	 determining estimates and applying judgements when there are no techniques established – 
e.g. unlocking the contractual service margin, bifurcating cash flows, determining insurance 
contract revenue and the retrospective transition approach;
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•	 implementing other new accounting standards at the same time – in particular, relevant 
financial instruments standards; and

•	 hiring and training additional human resources, and educating stakeholders. 

Respondents to the FASB’s PASU also noted that significant costs would be incurred:

•	 to implement or modify internal control processes to comply with Sarbanes-Oxley Section 404 
requirements; 

•	 due to differences from statutory requirements in how to measure loss reserves;

•	 for non-insurance entities, to determine the contracts that would be in the scope of the new 
insurance contracts standard; and

•	 to comply with the volume of detailed disclosures.

Constituents’ feedback on the question of whether the costs of complying with the 2013 
proposals would be justified by the benefits of the information provided was mixed.

•	 Some constituents – particularly in the US – believed that the benefits would not outweigh the 
costs of the 2013 proposals. 

•	 Others suggested changes to areas of the 2013 proposals that would contribute 
disproportionately to the costs.

•	 Some noted that costs could be significantly reduced if the final insurance contracts and 
relevant financial instruments standards or systems changes for regulatory reporting could be 
implemented at the same time.

Some constituents questioned the importance of comparability between life and non-life 
insurance contracts, and between insurance contracts and non-insurance contracts. In addition, 
some believed that the extent of reliance on estimates and assumptions would significantly 
reduce comparability. 

Some users, particularly in Canada, noted that there may be unintended consequences resulting 
from the separate measurement of financial assets and insurance liabilities – e.g. accounting 
mismatches and volatility. 

Overall, many constituents believed that the benefits of the 2013 proposals would outweigh 
the costs of implementation only if the critical areas of complexity, accounting mismatches and 
participating contracts are resolved.

Disclosures 

The 2013 proposals include extensive disclosure requirements.

Many preparers were concerned about the volume and level of detail of the proposed disclosures, 
and some questioned their decision-usefulness. Consequently, some preparers noted that the 
costs may outweigh the benefits in this area. 

However, it seems that most users emphasised the importance of disclosures and strongly 
supported the proposals in this area – e.g. the proposed reconciliations of insurance liabilities. In 
their discussions, the Boards took this positive feedback to indicate the decision-usefulness of the 
disclosure package.
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The IASB re-exposed its insurance contracts proposals and issued ED/2013/7 Insurance Contracts in June 2013. A final standard 
is not anticipated before late 2014 or early 2015. The FASB also issued its proposals in June 2013. 
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* The effective date of the final IFRS is expected to be approximately three years after the standard is issued. The IASB staff, before receipt of 
comment letters, estimated that the issue date would be late 2014 to early 2015 – which, on this basis, would result in an expected effective date 
of annual reporting periods beginning on or after 1 January 2018 or 1 January 2019. 

 The FASB’s PASU did not include a minimum time period between the issuance of the finalised US GAAP standard and the effective date, but 
rather asked a question about the key drivers affecting the timing of implementation. The effective date for non-public entities would probably be 
one year later than the effective date for public entities.

 In November 2013, the IASB officially removed the previous mandatory effective date of IFRS 9 Financial Instruments – i.e. 1 January 2015 – as 
part of IFRS 9 (2013) and tentatively decided that it would be no earlier than 1 January 2017.

Our suite of publications considers the different aspects of the project.

KPMG publications

1 New on the Horizon: Insurance contracts (July 2013)

2 Towards the Final Frontier: Business perspectives on the insurance accounting proposals (January 2014)

For more information on the project, including our publications on the Boards’ insurance proposals, see our website.

The IASB’s website and the FASB’s website contain summaries of the Boards’ meetings, meeting materials, project summaries 
and status updates.

PROJECT MILESTONES AND TIMELINE FOR 
COMPLETION

http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/New-on-the-Horizon/Documents/NOTH-insurance.pdf
http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/towards-the-final-frontier/Pages/towards-the-final-frontier-fs.aspx
http://www.kpmg.com/Global/en/topics/Global-IFRS-institute/ifrs-topics/Pages/IFRS-for-Insurance.aspx
http://www.ifrs.org/Current-Projects/IASB-Projects/Insurance-Contracts/Pages/Insurance-Contracts.aspx
http://www.fasb.org/cs/ContentServer?c=FASBContent_C&pagename=FASB%2FFASBContent_C%2FProjectUpdatePage&cid=1175801889812


FIND OUT MORE

For more information on the insurance project, please speak to your usual KPMG contact or visit the IFRS – insurance hot 
topics page.

You can also go to the insurance pages on the IASB and FASB websites.

Visit our Global IFRS Institute to access KPMG’s most recent publications on the IASB’s major projects and other activities. 

Our IFRS – financial instruments 
hot topics page brings together 
our materials on the financial 
instruments project, including 
our IFRS Newsletter: Financial 
Instruments.

Our IFRS – leases hot topics 
page brings together our 
materials on the leases project, 
including our IFRS Newsletter: 
Leases.

Our IFRS – revenue hot 
topics page brings together 
our materials on the revenue 
project, including our IFRS 
Newsletter: Revenue.

Our IFRS Breaking News 
page brings you the latest 
need-to-know information 
on international standards 
in the accounting, audit and 
regulatory space.
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