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This paper has been prepared by the staff of the IFRS Foundation and the FASB for discussion at a public
meeting of the FASB or IASB. It does not purport to represent the views of any individual members of
either board. Comments on the application of US GAAP or IFRSs do not purport to set out acceptable or
unacceptable application of U.S. GAAP or IFRSs. The FASB and the IASB report their decisions made at
public meetings in FASB Action Alert or in IASB Update.

1. This paper is a supplement to the unit of account papers 7A to 7 C.

Unit of account - objective

1. Reflect pooling
— Group too big -> lose information about losses

— Group too smaii -> don't refiect economics of insurance
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2. Make sure profit all recognised during contract term

— To do this properly — contract level allocation
— Can group if it approximates individual contracts
— This will be the case for contracts with similar:

— inception dates;

— expected end dates;

— expected patterns of release
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Unit of account — how it fits into the model

otal population
of insurance
contracts

All individual insurance
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Unit of account — process steps

- Step 1: Measure PV of cash
: flows
: |

Step 2: Measure risk
adjustment [IASB only] (AP 7C/77C)

Portfolio

Step 3: Allocate risk adjustment
to portfolio [IASB only]

Portfolio

Recognise
losses if RM
<0

Step 4: Determine

residual/single margin (AP 78/778) Portfolio

oOm>xX00—3C

Step 5: Split into sub-portfolios
(AP 7B/77B)
|

Step 6: Release residual/single
margin (AP 78/77B)
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Entity specific
compensation

Sub-portfolio
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