
 
 
 
 

Insurance and leases dominate agenda 
 
The IASB continues to meet for much of the time together with the FASB. The US 
standard-setters came to London for the main May meeting, as well as participating in 
an extra session earlier in the month by video link. As in April, much time was 
devoted to insurance and leases. 
 
For insurance, the boards gave measurement of the residual (which determines the 
release of profit) another run over the obstacle course, but still came to the same 
conclusion: the FASB prefers a composite margin and the IASB prefers to split out a 
separate risk margin. It remains highly likely that the exposure draft will include both 
approaches and ask for feedback. 
 
The boards also tackled the similarly thorny problem of unbundling – under what 
circumstances should contracts that include more than insurance have their 
components separated. The boards could agree that in principle this should be the 
case, but the problem is to devise wording that will convey and operational cut-off.  
 
Some would argue that all insurance contracts contain some element of investment, 
since the interest income from premiums paid at inception contributes to the inflows 
of the insurance contract. The issue is at what point does the investment element 
become such that it should be separately accounted for. The staff suggested this 
should be when the investment is ‘significant’, but standard-setters thought the term 
was too vague.  
 
Board members did, however, agree that measurement of insurance contracts should 
be at the portfolio level, and not at a higher level. The issue is that if one includes a 
number of portfolios, that has the potential to provide risk reduction through 
diversification and change the risk margin. The Boards were willing to ignore that 
however. 
 
The leasing project is well advanced except for lessor accounting. This was not 
developed in any detail at the discussion paper stage and indeed some board members 
would have preferred to drop it. However the FASB in particular were keen to address 
both sides of the transaction, and the exposure draft, due out very shortly, will include 
lessors as well as lessees.  
 
In the meantime, the staff continue to push forward more detail on the lessor side. A 
significant question is the treatment of the lessor’s performance obligation. Board 
members believe that measurement of the obligation should not give rise to a day one 
gain.  
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However, this gives rise to the complication that a manufacturer who is then leasing 
the manufactured product would not recognise a profit on the manufacturing part of 
the transaction. Some Board members thought this was simply inviting such 
companies to create intermediaries in order to realise the manufacturing profit. 
 
The consolidation project is another where a previously unconsidered rump is holding 
up completion. The IASB project did not include addressing the accounting by 
investment companies for their investments. However, the FASB were keen this 
should be covered as part of the joint project, and so the Boards are addressing those 
issues. Basically the intention is that such investments should be carried at fair value. 
 
The IASB separately looked at papers related to revised hedge accounting 
requirements in its financial instruments project. The staff were suggesting that 
groups of items should be eligible for hedging, as should net hedges. Not all members 
were happy with this, but the staff will continue to develop that line. 
 
Staff presented a paper with the initial analysis of the comment letters received from 
constituents on the Management Discussion proposals. This exposure draft was 
unusually titled a staff draft, and was based on a previous discussion paper produced 
by a group of national standard-setters. Reactions were apparently favourable, 
although some people (and Board members) would prefer that the document had 
mandatory status rather than being guidance. 
 
The criteria under which amendments are put forward for the Annual Improvements 
process have been criticised in the past by constituents who feel that sometimes major 
changes are put through in this way. The IFRS Interpretations Committee was asked 
to formalise the criteria, and its proposal was approved by the Board. Essentially such 
improvements are supposed to be non-controversial clarifications. 
 
The Board also looked at the treatment of repurchase agreements in relation to 
revenue recognition. This has become controversial as concerns financial instruments 
as a result of the Lehman Brothers use, but is less so in the context of physical assets. 
Staff were suggesting that where a repurchase agreement exists, the contract should be 
treated as a financing. 
 
The IASB held an education on emissions trading schemes. The project to provide a 
standard has been somewhat pushed aside by the requirements of the G20 2011 
convergence plan, but there is some suggestion that the IASB may try to make 
progress on this while the major convergence projects are out for exposure. The 
difficult problem is that application of the existing standards individually gives rise to 
counter-intuitive accounting. The challenge is to find a way that is consistent with 
some part of IFRS while still providing an economically sensible result. 
 
 
 
 


