
  
 

 
  
 
 
 
 
  Some key decisions 
 
 
The IASB is moving into a very focused stage as Sir David Tweedie tries to push through four 
major projects before his chairmanship ends in June 2011. In November one of the ironies of the 
situation was that the IASB had three sessions in London on 10-12 November, with the FASB 
participating by videolink, and then went to the FASB’s offices in Connecticut, where it met for one 
day without the FASB. But it had two days of joint sessions after that. 
 
The most urgent topic was impairment. The FASB’s position on this had changed radically after 
feedback on their financial instrument exposure draft. Their new preferred solution was immediate 
recognition of all expected losses on current loans. The IASB was looking at a slight modification 
of its exposure draft to take account of the practical difficulties relating to bank systems. But it was 
still looking at amortisation over the life of the loan. 
 
The FASB objected at the London meetings that private information they had been given in the US 
suggested that loss development was not uniform over the life of the asset. Many loans showed a 
high default rate in the early years and then a lower rate thereafter. Their concern was that the 
balance sheet number should never show more than the cash flows the bank expected to collect. 
 
In the London meetings they came up with six different variants for addressing this issue. But they 
agreed to have a further session in Norwalk, Connecticut to try to resolve the issue. In fact the 
FASB wheeled out a credit analyst from the Office of the Comptroller of the Currency, the US bank 
regulator, to discuss loss development patterns. 
 
The regulator assured his audience that not only was the information not confidential, but he had 
already presented it to the IASB-FASB Expert Advisory Panel (EAP) on impairment. There was no 
discussion as to why the EAP’s proposal for the IASB’s model did not reflect this, although IASB 
staff suggested that German loan development experience was quite different. 
 
After the regulator’s presentation, the two Boards discussed their six alternative models and started 
to coalesce round two of these. A modified FASB model would see all loan losses for the 
foreseeable future (assumed to be two years or so) recognised immediately, or a modified IASB 
model that would split a portfolio into sub-portfolios based on the expected timing of losses. 
 
Another change of course was also signalled for the Statement of Comprehensive Income (or 
Statement of Profit and Loss and Other Comprehensive Income). The staff brought to both Boards 
the issue of whether a single statement should be obligatory. Although this is a sensitive issue for 
some members of the IASB, others took the view that they had difficulty seeing the difference 
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between a single statement and a statement split over two consecutive pages. The moderates gained 
the day, and it was decided to maintain the existing option in IAS 1 to use two pages. 
 
In the context of its separate agenda, the IASB made a dramatic change of course by authorising 
staff to explore a macro-hedging model based on a bottom layer of risk within a portfolio. IAS 39 
requires that a portfolio is treated as a collection of individual contracts, and so IAS 39 requires a 
portion of each contract to be identified for hedging. The staff said they wanted to allow a low risk 
part of the portfolio, and not look at individual contracts. 
 
The Board members who worked on IAS 39 – John Smith, Paul Pacter, Warren McGregor and Pat 
McConnell  -  said they had listened to all this before and rejected it. Bit nonetheless the staff were 
able to muster ten votes in favour of pursuing the concept further. 
 
The IASB has agreed to issue a new exposure draft for its amendments to IAS 37 in the latter part 
of 2011. However, the staff brought a last paper to the Norwalk meeting. The Board agreed to revert 
to the ‘more likely than not’ criterion for recognising a liability. A fundamental part of the proposed 
amendments was to abandon that criterion and provide for all potential outflows based on a 
probability-weighted estimate. 
 
However it stood firm on its equally criticised measurement approach which is based on the cost of 
laying off the liability to a third party. The staff is to do outreach on this before the Board starts re-
deliberating the amendments. 
 
Emissions trading schemes have also been put on the back burner, but here too the staff brought 
some models to the Board for discussion. In the event members could not agree on a single model. 
However, they agreed on two models and asked the staff to start outreach to get feedback on these 
models. 
 
Both models share the feature of recognising an asset and a liability when an entity is given 
emissions allowances at the start of a scheme. Where they differ is on the treatment of subsequent 
purchases of allowances where pollution exceeds the cap. One would recognise only when the 
allowance is exceeded, the other would recognise a liability for expected excess emissions. 
 
 
 


