
 
 
 
 
 
 
 
 
 
Laboured progress in joint talks  
 
The IASB established a record in March with standard-setting meetings held on 10 
days. Members of the FASB participated in most of these, either physically in London 
or by videolink from Norwalk, Connecticut. Despite endless hours of debate on 
insurance contracts, leases and consolidation, the two boards remain some way apart 
on key issues. 
 
The IASB’s work plan provides that exposure drafts will be issued by the end of June 
this year on leases, financial statement presentation, and insurance contracts. The 
FASB is supposed to publish an exposure draft on financial instruments in March, and 
on consolidation in June. 
 
The mechanics of the process require that staff agree all the details of the exposure 
draft with the boards before beginning to draft the exposure draft. Once that has 
happened, they circulate a ‘pre-ballot’ draft to members which usually gives rise to 
‘sweep issues’: details that had been overlooked or which members dispute. These 
come back to the boards for debate.  
 
The needs of the drafting process dictate that all the substantive issues for projects, on 
which exposure drafts are supposed to be issued by the end of June, need to have been 
agreed by the boards in March and April. This explains the heavy workload in March 
and underlines the need for significant disagreements to be resolved.  
 
Where projects are part of the Memorandum of Understanding, final standards have to 
be issued by the end of June 2011.  The plan is to issue key drafts in June 2010, allow 
a four month exposure period, and then re-debate the issues in the remaining eight 
months – which, because of drafting mechanics is really six months.  
 
The schedule is tight, and so little progress was made on some issues during the 
March marathon that some projects are starting to look as though they are in danger. 
A prominent casualty could yet be consolidations, where the FASB decided very late 
in the game that it would like to piggy-back on the IASB’s revision of IAS 27. 
 
Consolidation  
 
Determining what investee companies should be consolidated as subsidiaries is an 
issue where the US has remained stuck for 50 years. While the US literature identifies 
control as the main principle, with ownership of a majority of shares providing 
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evidence of this, in practice US companies operate a bright line rule of majority share 
ownership.  
 
The FASB has tried and failed twice to change this position. Neither IAS 27, the 
international consolidation standard, nor the European Union Seventh Company Law 
Directive, require majority ownership of voting shares or other contractual rights. 
 
The IASB has for a long time had a project to update IAS 27 and incorporate SIC 12, 
which addresses special purpose entities. The financial crisis and the use of structured 
entities caused the standard-setter to accelerate this project. While the FASB had 
expressed some interest in a joint project in the past, its attention, as a result of the 
crisis, was focused more narrowly on the need to reform the literature on its variable 
Interest Entities. 
 
At the October 2009 joint meeting in Norwalk, however, the FASB said it would like 
to treat the IASB’s consolidation work as a joint project. This was greeted with some 
scepticism by US observers, given the lack of will to shift from the long-established 
majority votes rule. This also posed problems in that the IASB were practically ready 
to roll the presses on their final standard. 
 
The IASB agreed to delay its standard – it is now scheduled for publication at the end 
of 2010. However, coming in so late to a project, especially where one standard-setter 
has already taken a position on all substantive issues, is a fraught process. 
 
The single most important decision of the project is the scope of consolidation – the 
basis for deciding which investee companies should be consolidated as subsidiaries. 
Initially it appeared that the FASB would not move off the traditional majority voting 
shares position, leading IASB member Jim Leisenring to comment in February that 
there was little point in discussing any other aspect of the project. 
 
However, in March there was a positive move forward as the FASB agreed to move to 
a position where any company would be consolidated if the parent had ‘the ability to 
direct’ it. However, it appeared that crucially a majority of the FASB would only 
support this if it was backed up by some form of evidence that the parent was actually 
exercising power. 
 
This contrasts with the IASB approach that an investee company should be 
consolidated if the parent had the ability to control, irrespective of whether they 
actually were controlling. FASB member Tom Linsmeier queried whether you really 
got better information by consolidating something with a large non-controlling 
interest. He thought that a more relevant point was consolidating an investee whose 
operations had been integrated with those of the parent. 
 
The boards debated the same issue several times over the two weeks of joint meetings. 
There was some feeling that the ‘evidence’ approach was conditioned by the long US 
commitment to control being through legal or contractual devices. Evidence that 
control was actually exercised could be seen as a variant of that. 
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IASB chairman Sir David Tweedie suggested that actually the two positions were not 
so far apart in that where anyone was making a judgment about whether an entity had 
the ability to direct another, they would look to the available evidence. He wondered 
if they were not actually in raging agreement when it came to practice. 
 
The outlook for a converged standard remains difficult. Assuming a wording or other 
compromise can be found to bridge the evidence issue, the road remains rocky. The 
US has to produce an exposure draft and both boards have to assess reaction, before 
the IASB finally issues its delayed standard. If the FASB hit major opposition, which 
they could easily, the IASB will have another difficult decision. 
 
Leasing  
 
The draft leasing standard was also given plenty of discussion during the March 
marathon. This is well on its way to meeting its deadline but at the March meeting 
another problem re-surfaced which was disagreement on the lessor accounting model.  
 
In the early stages of the project two models were discussed for lessor accounting. 
Under one, known as the ‘de-recognition approach’, the lessor recognises the tangible 
asset that is the subject of the lease but once a lease is written, recognises a receivable 
and writes down the asset to its expected value at the end of the lease.  
 
The main arguments against this model were (1) that this was impractical for short 
leases; and (2) it could result in day one gains where the residual value of the tangible 
asset plus the financial asset were greater than the historical cost of the physical asset. 
 
The alternative model was that the lease should give rise to a financial asset – the 
present value of the rentals, and a performance obligation. The main criticism of this 
was that in effect it meant double-counting the same asset. As staff have worked on 
the approach, they also appear to think that the physical asset would have to be the 
subject of an impairment. 
 
The boards decided soon after the end of the exposure period for the discussion paper 
that they would concentrate on the performance obligation model. Sir David Tweedie 
made no secret of the fact that he thought they had chosen the wrong model.  
 
IASB member Warren McGregor also preferred the de-recognition approach. He 
noted during the March meetings that there was already plenty of feedback that 
constituents were not happy about the performance obligation model. 
 
FASB member Tom Linsmeier objected that they had already discussed this decision 
twice. The FASB was being told it had to fly to London to discuss these things to 
meet the 30 June deadline – was the IASB going to make them discuss lessor 
accounting a third time? They would never make the deadline. 
 
In fact a vote was taken and it emerged that nine out of fifteen IASB members 
preferred the de-recognition approach. This left the boards with a dilemma. In many 
areas where they disagree they have opted to include in the exposure draft an 
alternative approach. 
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However, they dropped the de-recognition approach at an early stage and have not 
developed it at all. Board members thought that any move to the de-recognition 
approach would involve delay to develop it, and then re-exposure.  
 
Mr McGregor observed that if there was push-back on the lessor side, they could still 
go ahead with the lessee side, which was much more important. They could then 
develop the lessor side, and as the application date would be two or three years away, 
they could catch up. IASB member Steve Cooper took the view that the existing 
lessor accounting was perfectly adequate anyway. 
 
Insurance contracts (4) 
 
The third area where the IASB timetable seems to be heading for trouble is in 
insurance contracts. The aim of the project is not inconsiderable: to produce a new, 
unified approach to accounting for insurance that applies worldwide. The US has been 
aware of the IASB project for a long time and made a vague commitment early on to 
join in at some point. 
 
This has been firmed up over time and the FASB published the IASB’s 2007 
discussion paper. US insurers have been very active in lobbying the IASB, not waiting 
for the FASB to get involved. The current plan is to issue an exposure draft at the end 
of June. 
 
However, the five members of the FASB are fairly uncomfortable with the whole 
project. Insurance is an industry that on the one hand has countless different products, 
even if they are variations on a theme. On the other hand, its activity is neither 
banking nor service providing nor industrial.  
 
Providing representationally faithful accounting stretches the ingenuity not only of 
standard-setters but of insurance companies and regulators. There is considerable 
diversity of practices worldwide, which gives some indication that there is no 
consensus on what kind of accounting model works well. 
 
The IASB, which inherited the project from its predecessor body, has been working 
on it for years. Its members have reluctantly accepted the complexity of the problem 
and the flexibility which will be needed to arrive at a workable solution. FASB 
members are still fighting to make it fit into a conventional model. 
 
It appeared a few weeks ago that there was agreement on a central issue. This is the 
calculation of the liability which runs off over the life of the contract, and which in 
effect allocates profit to different periods. However, the differences re-emerged 
during the extensive March discussions, which makes a June exposure draft look 
unlikely. 
 
Sir David Tweedie told EFRAG representatives during the March meeting that it was 
not yet time to get out Plan B. However, that time may be rapidly approaching. 
 
 


