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At its meeting on February 19, 2014, the FASB tentatively decided to:

• Generally limit the scope of insurance accounting to insurance entities.

• Retain the existing recognition and measurement model for short-duration 
contracts under U.S. GAAP and make targeted improvements to enhance the 
disclosures for such contracts.

• Make targeted improvements to the recognition, measurement, and disclosure 
model for long-duration contracts.

These tentative decisions represent a significant change in the direction of the FASB’s 
insurance contracts project and would result in a U.S. insurance accounting model that 
significantly diverges from the insurance accounting model proposed by the IASB.   

This Heads Up discusses the FASB’s recent decisions and anticipated next steps related to 
its insurance contracts project.

Background
In 2007, the IASB initiated the second phase of its project to develop a comprehensive 
insurance accounting model under IFRSs. A comprehensive model already exists under 
U.S. GAAP; however, in 2008, the FASB decided to participate in the IASB’s project 
because it identified aspects of insurance accounting under U.S. GAAP that could be 
improved and it believed that a single global insurance accounting model would benefit 
financial statement users. Since then, the boards have jointly deliberated the issues 
related to insurance accounting and have sought feedback from their constituents. 
Although they agreed on certain elements of the proposed models, they were unable to 
bridge their philosophical differences in other areas, and in June 2013, the IASB issued 
ED/2013/7 while the FASB separately issued a proposed ASU on insurance contracts.1 
Feedback on the proposals was mixed, and the boards believed they were unlikely to 
agree on a single converged accounting model for insurance contracts. In particular, 
many U.S. constituents did not perceive that the existing U.S. GAAP accounting models 
were “broken,” and they questioned the benefit of making comprehensive changes to 
those models if convergence ultimately would not be achieved. In light of such feedback 
and concerns about potential implementation costs, the FASB decided at its February 
meeting to revisit the scope of the project.
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1 IASB Exposure Draft ED/2013/7, Insurance Contracts, was the IASB’s second formal exposure document in the insurance 
contracts project (the first was issued in 2010), and it sought feedback on only certain aspects of the IASB’s proposed model. 
FASB Proposed Accounting Standards Update, Insurance Contracts, was comprehensive.

http://www.ifrs.org/Current-Projects/IASB-Projects/Insurance-Contracts/Exposure-Draft-June-2013/Documents/ED-Insurance-Contracts-June-2013.pdf
http://www.fasb.org/cs/ContentServer?c=Document_C&pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176163028066
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Tentative Decisions

Scope

Under the FASB’s and IASB’s proposals, any entity that issued an insurance contract, as 
defined in the proposals, or that purchased a reinsurance contract would have applied 
the proposed insurance accounting model. On the basis of feedback received on the 
proposed ASU, a majority of the FASB agreed at the February meeting that instead of 
establishing a contracts-based model that would require the Board to create numerous 
scope exceptions for certain contracts issued by nontraditional insurers, the FASB could 
reduce the proposal’s complexity by retaining the “activity-based” scope of existing U.S. 
GAAP (i.e., limiting the scope of insurance accounting to insurance entities). 

Editor’s Note: FASB members acknowledged that having industry-specific accounting 
guidance is not ideal; however, they did not perceive that providing numerous scope 
exceptions to a general contract-based principle would garner a better financial 
reporting outcome. Several members also indicated that the Board could later revisit 
whether certain contracts written by noninsurers should be subject to the insurance 
accounting model.

Accounting Models
The FASB also tentatively decided to focus its future efforts on making targeted 
improvements to the existing U.S. GAAP insurance accounting model instead of 
redeliberating the proposed ASU’s comprehensive changes. In making this decision, the 
Board considered constituent feedback, potential implementation costs, and the likelihood 
that the FASB and IASB would be unable to agree on a converged accounting model. 

For short-duration contracts, the FASB tentatively decided that its targeted improvements 
should focus only on enhancing the disclosures about such contracts.

Editor’s Note: A FASB member indicated that disclosure enhancements might include 
information about loss reserves (similar to the information entities currently provide 
under NAIC2 Schedule P for statutory reporting) and about claim frequency and 
severity. 

Also, despite the FASB’s decision to focus only on disclosures about such contracts, it is 
unclear whether aspects of recognition and measurement for short-duration contracts 
could ultimately be affected by the Board’s pursuit of other targeted improvements. 
For example, one Board member suggested the possibility of revisiting issues related to 
risk transfer for reinsurance contracts that had been raised in a separate project added 
to the FASB’s agenda in 2005 (but ultimately deferred). Addressing these issues could 
affect how an insurance contract is defined and indirectly affect recognition of certain 
short-duration contracts. Moreover, it is conceivable that the Board’s reconsideration 
of long-duration insurance contract accounting could yield decisions that also could 
potentially affect short-duration contract accounting (e.g., definition of portfolio, 
composition of acquisition costs). 

For long-duration contracts, the FASB’s targeted improvements may take into account 
all aspects of the long-duration accounting model, including recognition, measurement, 
and disclosure. Although achieving convergence with the IASB’s proposed accounting 
model for such contracts (i.e., the building block approach) will not be the FASB’s primary 
objective going forward, during its deliberations the FASB still will consider the IASB’s 
proposed accounting model. Several FASB members acknowledged that its targeted 
improvement efforts could possibly result in a long-duration accounting model that is 
similar to the building block approach.

2 National Association of Insurance Commissioners.
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Editor’s Note: Some FASB members expressed the belief that the Board’s targeted 
improvements to the long-duration insurance contract accounting model should 
begin with a comprehensive reconsideration of the existing accounting models under 
U.S. GAAP. Although the Board did not enumerate which targeted improvements it 
would pursue, some members thought that the FASB should strive to develop a single 
accounting model for long-duration contracts; others did not necessarily agree that 
a single accounting model for such contracts should be the ultimate goal. The FASB’s 
2010 discussion paper3 outlined a number of suggested enhancements to existing 
U.S. GAAP and may offer some clues about improvements the FASB may pursue. 
These include (1) unlocking and updating assumptions used in the calculation of long-
duration contract policyholder benefits and (2) using current discount rates (that reflect 
the characteristics of the liabilities) to measure contract liabilities instead of rates based 
on estimated investment yields.

Next Steps
The FASB directed its staff to (1) conduct additional research on potential targeted 
improvements and (2) analyze the existing long-duration accounting models under U.S. 
GAAP to identify differences between the models and practice issues raised by financial 
statement preparers and users.

3 FASB Discussion Paper, Preliminary Views on Insurance Contracts.

http://www.fasb.org/cs/ContentServer?site=FASB&c=Document_C&pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176157392064
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