
  
 

 
 
 
 
 
 
New year programme lined up by IASB 
 
 
The IASB held a number of sessions during December, including several with the FASB. The main 
preoccupation was to get to some agreement with the FASB on a converged approach to 
impairment of financial assets. However the Boards looked at the work for 2011 on revenue 
recognition and insurance. The IASB also set out its plans for the new consolidation and related 
standards, IFRS 10-12. 
 
The road towards a converged impairment solution is proving painful. Leslie Seidman, acting 
FASB chairman, confirmed that the Financial Stability Board (FSB) had made it clear at a meeting 
just before the Seoul G20 summit that it was imperative that the IASB and FASB managed at least 
to converge the impairment aspects of their financial instruments standards. The FSB has been 
charged by the G20 with addressing accounting reform among other regulatory reforms in the 
financial markets. 
 
Both standard-setters have exposed approaches to impairment which assume that provisions are 
made on a prospective basis, not an incurred loss basis as previously. However the approaches 
differed somewhat, and in any event constituents have told both Boards that the exposure draft 
proposals will not work. Both Boards are trying simultaneously to come up with their own modified 
approach, and a converged approach. 
 
The IASB has produced a modification of its exposure draft approach based on the advice of the 
Expert Advisory Panel (EAP) that it appointed for the purpose. The EAP approach is still forward 
looking but is based on using information available within existing systems. It involves having a 
‘good book’ where part of interest receipts are systematically set aside to create a provision for 
future losses, and a ‘bad book’ to which assets are transferred once they are believed to be impaired, 
with a full provision for expected losses. 
 
The FASB on the other hand has come up with a system where the financial institution is supposed 
at the reporting date to provide in full for all expected future losses. A variant on this is to provide 
only for losses foreseeable in the next two to three years.  
 
Both Boards conducted very brief outreach on these proposals in December and received different 
messages. The FASB heard that their proposal was easy to operate, whereas the IASB proposal was 
complicated and unlikely to be workable for the many smaller banks that exist in the US. The IASB 
heard that its proposals reflected the economics of the process. 
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Neither Board was keen to use the other Board’s preferred solution. The FASB approach aimed to 
ensure that there was always adequate provisioning in the balance sheet, while the IASB solution 
aimed to reduce interest income and spread the expected losses over the life of the loans.  
 
Ms Seidman started to bang heads together pointing out that they all knew that the two methods 
achieved different objectives and they had to reach a converged solution. They agreed to publish a 
new document for comment (carefully not designated an exposure draft) that would propose the 
IASB method with an overlay that would require that the accumulated provision was always 
adequate to cover losses expected in the foreseeable future. 
 
At least one FASB member thought that this would mean that in fact banks were always defaulting 
to the overlay, so there was not much point in introducing the complicated EAP allocation 
approach. However, the two Boards agreed that a document would go out showing the compromise 
solution and asking for comment. 
 
The Revenue Recognition team brought to the Boards an overview of the feedback from the 
exposure draft and outreach, together with a project plan. They suggested that the transfer of control 
criterion as the determinant of the revenue recognition had proved more problematical than 
expected.  
 
They thought they would need to do more work to establish transfer as the overarching principle, 
but with possibly two models underneath that as to how to gauge when the transfer had taken place. 
Observers thought the timetable which aimed to publish a final standard by June 2011 to be at least 
aggressive, not to say impossible of achievement. 
 
The insurance team also brought some preliminary feedback to the table. They thought that more 
work needed to be done on the simplified approach for short term contracts. Their timetable 
similarly looked to require a substantial number of decisions in a very short time. US observers 
suggested that insurers there did not see that moving to the IASB model would help, whereas for the 
IASB to move to the US model would help a lot of its constituents. 
 
The IASB decided that it would go ahead and issue its consolidation-related standards in the next 
few weeks without waiting further for the FASB. Subject to final ballot, IFRS 10 Consolidated 
Financial Statements, IFRS 11 Joint Arrangements and IFRS 12 Disclosure of Involvement with 
Other Entities should be issued in February. IAS 28 Investments in Associates will be amended as a 
result and IAS 27 and SIC 12 will be superseded. 
 
Round tables on consolidation were held in the US in November, but FASB staff told the IASB that 
there was little appetite to modify the US approach to assessing control. Constituents said that if an 
entity held a substantial minority, control would be achieved through other contractual 
arrangements. They did not like the notion of an unsupported minority holding that exercised 
control as a result of the inaction of the majority and thought that did not occur in the US. 
 


