MINUTES

To:

Board Members

From:

Insurance Contracts Team (Silva,
ext. 442)

Subject:

Minutes of the September 7, 2011,
Board Meeting: Insurance Contracts

cc:

FASB: Bielstein, Cosper, Stoklosa, Chookaszian, Posta, Guasp, Sutay,
Klimek, Gabriele, McGarity, Proestakes, Lott, Hood, Brickman, Weiner,
Irwin, Alexander, Lindemuth, Silva, Galloway (GASB), FASB Intranet;
IASB: Clark, Hack, Pryde, Zeitler, d’Eri, Vermaak, Yeoh, Jordan,
Teixeira

Date:

September 9, 2011

The Board meeting minutes are provided for the information and convenience of
constituents who want to follow the Board’s deliberations. All of the conclusions reported
are tentative and may be changed at future Board meetings. Decisions become final only
after a formal written ballot to issue an Accounting Standards Update or a Statement of
Financial Accounting Concepts.

Topic:

Insurance Contracts—Single Margin
and Liability for Incurred Claims

Basis for Discussion:

FASB Memo Nos. 72A and 72B

Length of Discussion:

8:35 a.m. to 10:50 a.m. (EST)

Attendance:
Board members present:

FASB: Seidman, Buck, Golden,
Linsmeier, Schroeder, Smith, and Siegel

Staff in charge of topic:

FASB: Weiner

Staff members present:

FASB: Cosper, Brickman, Proestakes,
Irwin, North, Alexander, Lindemuth, and
Silva

Other staff participating by video:

IASB: Vermaak
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Type of Document and Timing Based on the Technical Plan:
Please refer to the current technical plan for information about the expected
release dates of exposure documents and final standards.

Summary of Decisions Reached:
The FASB continued its discussion on insurance contracts by discussing the
subsequent accounting for a single margin and the accounting for the liability for
incurred claims in the post-claim period for those contracts meeting the eligibility
requirements to use the premium allocation approach.
Accounting for a Single Margin Approach
The FASB tentatively decided that an insurer is released from risk for the
purpose of recognizing the single margin in profit:
1. If the variability of the cash flows of a specified uncertain future event is
primarily due to timing of that event, an insurer is released from risk on the
basis of reduced uncertainty in the timing of the specified event. (FASB:
Unanimous)
2. If the variability of the cash flows of a specified uncertain future event is
primarily due to the frequency and severity of that event, an insurer is
released from risk as variability in the cash flows is reduced as information
about expected cash flows becomes more known throughout the life cycle
of the contract. (FASB: Unanimous)
The FASB tentatively decided to include the following implementation guidance:
1. An insurer should consider specific facts and circumstances to
qualitatively determine if a reduction in the variability of cash flows has
occurred to the extent an insurer is released from risk. Those facts and
circumstances should include the following:
a. The entity’s relative experience with the types of contracts
b. The entity’s past experience in estimating expected cash flows
c. Inherent difficulties in estimating expected cash flows
d. The relative homogeneity of the portfolio and within the portfolio
e. Past experience not being representative of future results.
(FASB: Unanimous)
2. A reduction in the variability of the cash flows such that an insurer is
released from risk is a matter of judgment and should be based on facts
and circumstances unique to the entity and the nature of the insurance
contracts. Different insurers may define a reduction in variability of cash
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flows in different ways, as further information is obtained about the
expected cash flows during the life cycle of an insurance portfolio. The
points in the life cycle that should be considered for examination and
assessment, among other points in the life cycle, include the following:
a. When an insurer incurs a claim but that claim has not yet been
reported
b. When a claim has been reported
c. As additional information becomes known
d. The point at which the parties to the contract have agreed upon a
settlement amount
e. The point at which the claim has been paid.
(FASB: Unanimous)
3. An insurer should disclose the methodology used to calculate the profit
realization of the single margin. (FASB: Unanimous)
At a future meeting, the Board will discuss the accounting for the single margin
when a contract is deemed to be onerous.
Accounting for the Liability for Incurred Claims under the Premium Allocation
Approach
The FASB tentatively decided that the liability for incurred claims should be
measured as the present value of unbiased expected cash flows (statistical
mean) without a single margin. The discount rate should reflect the
characteristics of the liability when the effect of discounting is material. (FASB:
Unanimous)
At a future meeting, the Board will consider whether it should include an
exception to when discounting is required.

General Announcements: None.

