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The IASB’s Project on Insurance
Contracts

Peter Clark

Overview.

International
Accounting Standards
Board

s Background
m Phase I
Non-lie
Life jnsurance
Othier relevant projects
Hmetanle

s Convergence
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Backgreundien insurance
contracts

International
Accounting Standards
Board

Befare 2004:
No/ IERS oniinsurance contracts
Scope exclusions from ether IFRSs
Diversity
PDetween Insurers
from ether sectors
Need to open up the ‘black bhox’

IERS 4 Insurance Contracts (2004)

November 2005

Backgreunad

International
Accounting Standards
Board

m Phase |l dermant since January 2003

m Restarted 2004
Insurance Working) Group te advise the IASB
A clean sheet of paper

Past work (DSOP) isi a usefuliresource, but
the conclusions do net bind the IASB

Role of the IASB’s conceptual Framework

November 2005
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Phase Il — tentative o)
Board decisions so far (1) S,

International
Accounting Standards
Board

n Unbiased estimate ol cash flows
Principles, not detailed guidance
Likely te use expected value

n Non-life claims liabilities
Discounting
Risk adjustments

November 2005

Phase Il — tentative
BearcldecIsIons seliar (2)

International
Accounting Standards
Board

m Considering two approaches fior non-liie
‘pre-claims’ period:
m Unearned premium approach
Deferrall of (some) acquisition; cests

Liability adeguacy: test (with discounting and
risk adjustment)

m Future cash flews approach
With discounting) and risk margins
Same as for claims; liabilities

November 2005
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Phase Il — life insurance

International
Accounting Standards
Board

m Board has not yet discussed
likely te starnt early: 2006

n Working greup — most favour either:
Current entry value, or
Current exit value

November 2005

Current entry value —
at Inception

International
Accounting Standards
Board

n Calibrate margin (per unit) to
premium and acquisition; costs

m [est for adeguacy.
including margin (hew: calibrated?)
unit off account?

November 2005
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Current entry value —
Subseguenitly,

International
Accounting Standards
Board

n Unbiased! estimate ofi expected cash
filows
m Viargin
As calibrated at inception
m Acquisition cosits
Not recegnised as separate asset

November 2005

Current exit value

International
Accounting Standards
Board

s Unbiased! expected cash flows
m Viargin

As required by market participants
s Acquisition cosits

Not recegnised as separate asset
m Galnior less at Inception

Not prohibited
Present value only.

November 2005
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Other peints L

Accounting Standards
Board

s FOCUS on contractualirnghts and
obligatiens

s Embedded eptions and guarantees
n Policyhelder cancellation optiens
m Participating contracts

m Asset/Liability interaction

m [nvestment contracts

November 2005

Other relevanit projects

International
Accounting Standards
Board

n Conceptual Framework
m Revenue

m Liabilities / equilty:

m Perfermance reporting
m Einanciall instruments

November 2005
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Phase Il timetable

International
Accounting Standards
Board

Discussion paper Q31/ Q4 2006

Exposure draft 2007 /-2008

Final standard 2008// 2009

November 2005

ConVvergence —
general

International
Accounting Standards
Board

= A high prierity
n SEC ‘readmap’
eliminate reconciliation to US GAAP?

m A tWo-Way process

November 2005
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ConVvergence —
IRSUFANCE CONLACES

International
Accounting Standards
Board

m A ‘modified jeint” project
FEASB may join after Discussion Paper

s US mini prejects en insurance:
Risk transfer
Financiall guarantees
Lifie settlements

November 2005
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