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Overview

1 This set of papers addresses the treatment of financial instruments that are not
insurance contracts but have ‘discretionary participation features’ similar to those

found in many insurance contracts.

2 The papers ask the IASB to decide:

(@  whether the model being developed for insurance contracts should also apply to

those other financial instruments with discretionary participation features; and

(b)  if so, how the term “discretionary participation feature’ should be defined.

The IASB is the independent standard-setting body of the IFRS Foundation, a not-for-
profit corporation promoting the adoption of IFRSs. For more information visit
www.ifrs.org
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The staff are asking each of the boards (the IASB and the FASB) to reach its own

decisions on these questions because the boards have different factors to consider:

(@)
(b)

(©)

the instruments are widespread in some countries but are uncommon in the US.

all financial instruments with discretionary participation features are within the
scope of IFRS 4 Insurance Contracts at present. Consequently, the IASB needs
to specify requirements for these instruments when it withdraws IFRS 4. In
contrast, there are no specific requirements in US GAAP at present. The FASB
would not necessarily have to specify requirements within the timetable of the

insurance contracts project.

if excluded from the insurance contracts standard, financial instruments with
discretionary participation features would be within the scope of the financial
instruments standards. The IFRS financial instruments standards are not the
same as the US GAAP financial instruments standards. Thus, the consequences
of excluding financial instruments with discretionary participation features from

the insurance contracts standard could be different for the two boards.

Because IFRS financial instruments standards are not the same as the US GAAP

financial instruments standards, the IASB and FASB will achieve convergence on this

matter only if:

(a)

(b)

they both choose to apply the insurance contracts model to all financial

instruments with discretionary participation features; or

they jointly develop requirements and/or application guidance specifically for
financial instruments (other than insurance contracts) with discretionary

participation features.
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The papers in this set

Paper 14A Background information

5 Paper 14A contains the background information to support paper 14B. It explains:
(@  the IFRS 4 definition of a “discretionary participation feature’;
(b)  the nature of financial instruments with discretionary participation features;
(c)  existing accounting requirements in IFRSs and US GAAP;

(d) the IASB proposal to include financial instruments with discretionary

participation features within the scope of the insurance contracts standard,;
(e)  the FASB proposal to exclude them; and

()] feedback from respondents.

6 Paper 14A does not ask the Board for any decisions.

Paper 14B Applicable standard

7 Paper 14B analyses, from an IFRS perspective, the arguments for and against
including financial instruments with discretionary participation features within the

scope of the insurance contracts standard.

8 The staff recommend that the 1ASB should include them.
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Paper 14C Definition of ‘discretionary participation feature’

Paper 14C considers the proposed definition of a ‘discretionary participation feature’.
In particular, it considers feedback on the exposure draft proposal to add to the existing
definition (in IFRS 4) a requirement for the contracts to share in the performance of

the same pool of assets as insurance contracts.

The staff recommend that this requirement should not be added to the definition—the

definition should be the same as the existing definition in IFRS 4.
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