
 
 
 
 
 
 
 
 
 
After a short year-end break, the IASB started work early in the new year with an 
extra session, also involving FASB members, at the beginning of January, followed 
by a regular four day meeting. The FASB came to London for a three-day joint 
meeting within that.  
 
The Boards continued to work on insurance and consolidation, projects where the 
IASB has a long lead. They also worked on the leasing exposure draft, hedging, the 
dividing line between debt and equity and fair value measurement. The IASB also 
reviewed its proposed pension disclosures. 
 
The insurance contracts project poses considerable problems in terms of convergence. 
The IASB inherited this project from its predecessor and has been working on it since 
2001. The FASB has only started to work on it in 2009. Some of the accounting 
problems are very difficult, and the IASB has had a lot of input from large insurers, 
whereas FASB members have had little exposure to them. Fortunately US insurers 
have long recognized that the IFRS would impact them and have been actively 
participating in the IASB process. 
 
A key issue is how to measure insurance liabilities. As FASB member Larry Smith 
remarked, up until now he had been looking at insurance as a revenue recognition 
project. However, it turns out to be a liability measurement project, with income 
falling out as a consequence of the liability measurement. At the January meeting the 
boards also discussed the role of an intangible representing expected renewals.  
 
The Boards are planning to issue an exposure draft later this year, and the IASB staff 
are pressing members to make decisions. The boards had two sessions on insurance in 
January and staff warned them to expect at least two a month going forward. 
 
Consolidation poses two problems. Firstly, the FASB has recently concentrated its 
efforts on off balance sheet vehicles, and has issued SFAS 167 to address these. 
Secondly, the US has been very reluctant to move off applying a majority ownership 
bright line on inclusion of subsidiaries.  
 
The IASB has been working on a replacement for IAS 27 for some time with the aim 
of establishing as new, comprehensive standard that includes special purpose entities, 
structured investment vehicles and similar off balance sheet involvements. Staff 
suggest that the IASB’s approach is not far from SFAS 167 and the two are not 
incompatible. 
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The FASB seem to share that view, but at the January meeting baulked at supporting 
the IASB’s ‘dominant shareholder’ approach to determining the scope of 
consolidation. An initial vote was 2-3 against it, but Larry Smith changed his vote, 
saying he was persuaded by the argument that the criteria for SFAS 167 were in fact 
coherent with the dominant shareholder approach and not the majority ownership 
approach. 
 
Staff brought back a paper on providing some relief in the leasing exposure draft for 
insignificant contracts. The Boards discussed whether materiality was enough. They 
looked at an exemption for one year contracts but eventually turned it down on the 
basis that this could exclude contracts that were in effect material.  
 
However, they relented to the extent of proposing a simplification. Where the 
maximum term of a lease contract, including possible extensions, was less than a year, 
the undiscounted future rental obligations at balance sheet date should be recognized 
as a liability. The rental payments would flow through income without being re-
analysed as interest etc. 
 
The Boards started to look at hedging. The staff pointed out the impossibility of 
working out a complete hedge accounting package in time for inclusion in the FASB’s 
March ‘comprehensive’ financial instrument exposure draft. The boards agreed a 
strategy of working on as much of the financial instruments hedging as they could by 
the deadline, then continuing to develop it during the exposure period. The IASB 
separately looked at what were the objectives of the new approach to hedging. 
 
The joint meeting also spent time on fair value measurement. They agreed they would 
confirm fair value as an exit price. However there was some concern that the FASB’s 
principal market definition could force people to look at markets they did not use. 
IASB member Bob Garnett remarked that a cattle farmer in Swaziland could be 
obliged to look at the prices in the Chicago beef market and then deduct transport 
costs to get a Swaziland fair value.  
 
The FASB agreed they could see an issue there that had not apparently caused 
problems in applying SFAS 157, probably, as FASB chairman Bob Herz remarked, 
because most of the principal markets were in the US. The wording will be modified 
to address that problem. 
 
Standard-setters had a look at yet another compromise solution on where to draw the 
line between debt and equity. The solution failed to attract support and FASB member 
Leslie Seidman suggested to staff that the best approach was probably to go back to 
IAS 32 and make some attempt to fix the operational problems with that standard. 
 
 
 


