
 
 

  
 

 
 
 
 
  
 
 

 
 
  
In June the IASB had its regular monthly meeting in London, at which the FASB 
members were also present, as well as three supplementary meetings at which the FASB 
participated by videolink. Virtually the only subjects on the agenda were insurance 
contracts and leases. Neither project will meet its 30 June publication deadline, but the 
IASB should have the exposure drafts out by the end of July. 
 
While there were still a number of detailed issues to consider, the staff were also trying to 
get the two standard-setters to review the decisions where so far they had agreed to 
disagree. On the issue of whether the contract margin should be struck only after 
deducting a risk margin (the IASB position) or whether no risk margin should be 
identified, leaving a composite margin on the contract to run off (FASB), the issue was 
brought back for yet another discussion.  
 
It could not be resolved, although the majority in each Board was slim in both cases. One 
consequence of the failure to finish by 30 June is that three founder members of the IASB 
leave the Board at the end of June. This means that the vote to issue the exposure draft 
will include two new members. 
 
During the main June meeting, Thomas Linsmeier (FASB) had a breakthrough moment 
when he identified that differences between the Boards on treatment of contract 
acquisition costs were driven by a slightly different understanding of the measurement 
objective. 
 
The aim is to measure the contract liability in terms of the fulfilment costs of the contract. 
Mr Linsmeier observed that the FASB’s desire to immediately expense acquisition costs 
was driven by the fact that they did not see them as being costs to fulfil the contract, but 
rather to acquire it. The IASB, on the other hand, believed that fulfilment cost meant all of 
the costs, less possible refunds, that arise from the contract. They therefore saw 
acquisition costs as part of fulfilment cost.  
 
The FASB decided that they needed to go away and think about that. Consequently an 
unscheduled meeting of the two Boards was arranged for the following week. The timing 
was unfortunate because both the USA and England had football matches running exactly 
at the same time, so that meeting was much punctuated by external matters. 
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 Football notwithstanding, the Boards agreed a new measurement objective which was all 
the costs that were expected to arise from the contract, measured at a portfolio level. This 
appeared to mean that the US would incorporate acquisition costs into the calculation of 
the liability rather than expense them as such. However, the IASB was planning to 
recognise the costs immediately but release premium revenue to cover them. No doubt 
this detail will be resolved in the final drafting. 
The Boards also discussed the definition of acquisition costs and came to the conclusion 
that it should be supplementary costs related to the acquisition. This appeared to rule out 
the costs of those insurers that sell directly to customers. There was also a lengthy 
discussion about the extent to which overheads could be included. 
 
The FASB indicated that they hoped to publish an insurance document by the end of 
August, but they had not yet decided whether this should be an exposure draft or a 
discussion paper. 
 
On the leases project, the main area of disagreement was on lessor accounting. There are 
competing models for the lessor. One requires the lessor to retain the physical asset on 
their balance sheet as well as recognising both a performance obligation (to the lessee) 
and a rental receivable. The other requires the physical asset to be partially derecognised 
to the extent that a right of use has been given to a lessee, and a rental receivable to be 
established. 
 
At the June meeting the Boards agreed to resolve the problem by adopting a hybrid 
approach. For those assets which were substantially passed over to the lessee, partial 
derecognition should be followed. For those that were leased for shorter periods, the 
performance obligation model would be used. Bob Herz (FASB chairman) summed this 
up as a business model approach: the accounting differed according to whether you were 
in the asset rental business or the asset financing business. 
 
This approach will substantially retain the operating/financing distinction of the current 
model for lessor accounting. The main difference will be that assets leased under a 
financing arrangement will have to appear on the lessor’s balance sheet. 
 
At the same meeting, FASB staff provided an education session on the FASB’s new 
financial instruments proposals. Staff also presented a preliminary paper on a project to 
determine when assets and liabilities can be offset in the balance sheet. The Boards 
decided that the initial focus should be to examine convergence of the two sets of 
literature. 
 
 
 


