
 
 
 
 
 
 
 
 
The April meeting of the IASB was disrupted by the closing down for several days of 
all flights in northern Europe. Meetings did take place, notwithstanding, although 
using a variety of long distance communication means for those staff and members 
caught out of position. The revised Board agenda included eight hours of discussion 
on insurance and six hours on leasing. 
 
The airport lockdown found Sir David Tweedie in Hong Kong, from where he 
participated by videolink with the London boardroom. Twice he was called away to 
rush to the airport in case of a flight, and he did finally get back to London to chair the 
Thursday and Friday sessions in person. Similarly Wei-Guo Zhang started off by 
participating by video but finally showed up in London. Jim Leisenring stayed with 
the FASB in Norwalk. FASB members participated in most of the sessions. 
 
As far as the insurance project was concerned, the staff’s main aim was to ask the 
FASB and IASB to look at the calculation of the margin relating to the run-off of the 
insurance liability. The basis of the approach is that the insurer has inbound cash 
flows in terms of premiums and outbound cash flows in terms of claims and 
acquisition costs.  
 
At the start of the contract, the constraint is that the outbound cash flows are set at the 
same amount as the inbound cash flows. Assuming the contract is profitable the 
‘outbound’ number will include the expected cash flows and a residual which 
represents the expected profit.  
 
The IASB wants to take this residual and deduct a margin to reflect the uncertainty in 
the expected cash flows, calling this the risk margin. The FASB wants to treat it as a 
single, composite margin. One main area of impact would be impairment. 
 
Under the FASB approach, a contract would only be onerous if the expected cash 
outflows exceeded the inflows. Under the IASB approach the contract would be 
onerous when the expected outflows plus the risk margin exceeded the inflows. One 
or two IASB members indicated they were prepared to change position rather than 
devote more time to this, but overall there was no sign of a breakthrough. 
 
The other insurance question that absorbed a lot of time was the discount rate to be 
used to calculate the present value of the liability and the expected premiums. The 
boards agreed that this should reflect the characteristics of the liability. 
 
Apparently board members are being bombarded with e-mails from insurers saying 
they believe an asset-based discount rate should be used, reflecting the return that 

1/2 



2/2 

insurers get from investing premiums ahead of claims. Staff agreed that to the extent 
that an insurer had an asset portfolio that exactly reflected the characteristics of the 
liability, they should use this. However, they did not agree with adjusting from a 
different portfolio. 
 
Leasing was the other project area that was awarded a large chunk of board time. A 
particular issue is the treatment of sale and leaseback transactions. Staff noted that 
under the new standard, there would always be a liability on the balance sheet, the 
question was whether there a gain or loss should be recognised on sale.  The boards 
agreed that the test should be based on the nature of the leasing contract. They 
expected that most contracts of this type would be treated as a financing and not a 
sale. 
 
The boards spent quite some time discussing impairment in the lessor’s accounts. 
They agreed that in the first instance the lessor should look to see if the receivable 
was impaired. If so, the receivable would be offset against the performance obligation, 
and any excess would flow through profit and loss. Impairing a receivable would 
trigger an impairment of the underlying asset. 
 
An issue that has not yet been resolved in the consolidation project is the treatment of 
the investments held by investment companies. The holdings should be valued at fair 
value where the investor does not manage the investee. The difficulty is in defining 
what is an investment company and what constitutes managing the investee.  
 
The boards’ aim is to give investment companies relief from consolidation, without 
allowing them to exclude any real subsidiaries from that. The boards agreed to use a 
modified version of the criteria for an investment company that are used in US GAAP 
as one test for identifying such companies. 
 
IASB staff exposed their proposals for derecognition of financial instruments. The 
FASB had already had an education session on this, but failed to be persuaded of the 
viability of the approach.  
 
The IASB also did some work on disclosures of financial liabilities that are valued 
using the fair value option, and it also reviewed progress on the hedging project. Both 
of these will be introduced into IFRS 9 in due course. 
 
 


