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 Highlights of decisions from latest joint meeting

 Detailed analysis of Staff recommendations and Boards decisions for the meeting
held on 21 July

 Update on the timetable and next steps
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Highlights of Board meetings – July 2011

 Meeting on 21 July

‒ The meeting was shortened from 3 hours to 2 hours and as a result half the papers (the 
unbundling papers) were postponed to the September meeting.

‒ Circular debates and arguments resulted in no decisions being reached on the short duration 
contracts that was the only item tabled for discussion.

‒ Despite assurances of continuing focus, the insurance project is lagging and mired in disputes.
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Details of meeting – 21 July

Progress to date

 The staff presented the project progress to date to the Boards and a summary of the recent
outreach activities that have taken place.

 Particular emphasis was given to the comments received on the ED relating to volatility and the
staff view that a current measurement model would and should result in volatility for economic
mismatches.

 The staff indicated that attempts to compensate for volatility should be made only for accounting
mismatches.

 The Board members asked only a few, clarifying questions of the staff before proceeding to the
next topic.

IFRS 4 Phase II - Webcast (July 2011)3



© 2011 Deloitte LLP. Private and confidential

Details of meeting – 21 July (cont.)

Short duration contracts

 The staff presented the papers to the Boards.

 Two alternative approaches have been developed by the staff, with the IASB staff supporting a
“one-model” approach, with the FASB staff supporting a “two-models” approach.

 The similarities between the two approaches are extensive, and even the primary difference on
eligibility would only affect a staff estimate of 10% of contracts:

IFRS 4 Phase II - Webcast (July 2011)4

Characteristic One-model Two-models

Eligibility a. It reasonably approximates the building
block approach

b. There are no embedded options and
guarantees that affect the cash flows
variability; and

c. The cover period is approximately one
year or less – with application guidance

a. Compensation for the incurred loss is
variable up to the policy limit;

b. Insignificant period between premium
receipt and incurred loss date; and

c. Pricing does not include future
renewal periods

Usage The modified approach is permitted FASB staff is divided as to recommend to
require the use of this model or to permit it

Acquisition
costs

IASB staff recommends the adoption of the
revenue approach with an incremental cost
basis and an asset recognition

FASB staff recommends the use of the
same cost definition (direct
costs/successful efforts) and deduction
from the liability
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Details of meeting – 21 July (cont.)

Short duration contracts (cont.)

 Despite the significant similarities between the two approaches, the Boards were unable to
reconcile (or indeed, make any decisions on) the short duration contracts papers.

 The meeting time was spent debating whether the simplified approach constituted a proxy for the
building blocks method (the “one-model” approach) or was a separate model from the building
blocks approach (the “two-models” approach).

 The FASB supports the two-models approach and it is strongly opposed to the idea of a proxy,
even one that is defined by the accounting standards to be a proxy.

 Among the reasons quoted for their conclusion was that it would not deliver a genuine
simplification because auditors would require companies to perform both methods to demonstrate
that it is an appropriate proxy.

 In addition, the debate focused on whether the economics of the underlying insurance
transactions supported the idea of a single model or that of separate models.
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Characteristic Common requirements between “one-model” and “two-models”

Recognition of income Coverage period, using time basis i.e. straight line unless claims pattern differs

Onerous contract When there are indications that the portfolio is onerous (exclude risk adjustment)

Time value of money No discounting of the liability for remaining coverage or the accretion of interest is
required.
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Details of meeting – 21 July (cont.)

Short duration contracts (cont.)

 Ultimately, without discussing the majority of the questions in the Board papers, the
Boards were unable to reach any decisions in the time available.

 The Boards have instructed the staff to perform additional work for the next meeting.

 This additional work is primarily a review of insurance contract types to identify those
contracts that are likely to meet the eligibility criteria for one approach but not the other
so that the Boards could then consider whether changes should be made to the
proposed eligibility criteria.
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Timetable and next steps

 On 1 July Hans Hoogervorst, new Chairman of the IASB wrote:

“Our first priority is to complete the remaining convergence projects with the FASB to the
highest possible standard and to ensure that they have benefitted from a truly exceptional
outreach programme.”

 On 13 July, he responded to a question from the IFRS Foundation Trustees stating
that the meeting schedule between now and when the major projects were completed
was likely to be intense, similar to that in the first half of 2011.

 The Boards have indicated repeatedly that they are committed to maintaining the pace
of development on IFRS 4 Phase II.

 We understand that the staff of both Boards continue to work intensively on the project
despite the limited Board discussion.

 The revised delivery plan set out in the IFRS Project work plan:

 However, given the level of disagreement between the two Boards, the minimal
progress that has been made in the last two months and the lack of meetings in
August, it seems likely that even the revised timetable may prove to be optimistic.
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Q4 2011 H1 2012

Insurance contracts Re-exposure or review draft Target publication date of the new IFRS
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Timetable and next steps (cont.)

Next steps

 The next IASB meeting takes place on 28 July. Currently, no insurance topics are
scheduled for discussion.

 No meetings are scheduled for August – IASB holiday month.

 The next scheduled Board meeting at which we expect insurance to be discussed
takes place in the week commencing 19 September, although we understand that an
additional meeting may be scheduled in early September.

 No agenda has been announced, but it is likely that presentation issues will be
discussed together with the completion of the residual margin re-deliberations. The
staff may bring back short duration contracts as well.

 There are still no indications on the final effective date. With the publication delayed to
mid-2012, we expect the effective date to be no earlier than 1 January 2015.

 On Friday 22 July the IFRS 9 effective date was amended from 1 January 2013 to
2015. The decision will be exposed for 60 days comment period in August.
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Contact details

Francesco Nagari

Deloitte Global IFRS Insurance Leader

+44 20 7303 8375

fnagari@deloitte.co.uk

Link to Deloitte Insurance Accounting Newsletter (English/German/Japanese versions):

http://www.iasplus.com/agenda/insure2.htm#newsletter

Insurance Centre of Excellence:

insurancecentreofexc@deloitte.co.uk
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