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The IASB and the FASB met for their six-monthly joint session in March. The Boards 
were able to make some progress on their new joint project on financial instruments, but 
expressed some concerns about the likelihood of meeting their 2011 targets. 
 
Shea Malcolm, of the FASB staff, introduced the project to write a joint new standard on 
financial instruments. She set out what the staff thought the objective of the project were, 
and the Boards debated whether this was improved information for users or 
simplification. They decided that the one went more or less automatically with the other. 
 
They debated also whether they should approach the standard by classifying financial 
instruments, and then deciding what measurement ‘buckets’ they needed. Or should they 
decide what buckets they would have and then decide what went into them. 
 
IASB member John Smith argued, as in the previous week’s meeting of the IASB, that 
the deciding factor should be the nature of the instruments. Those with variable cash 
flows should be at fair value, while those with contractual cash flows should be on some 
other basis. Where the holder traded the latter instruments, they would then move to the 
fair value bucket. 
 
Mary Barth (IASB member) objected that that meant a US government bond could be 
accounted for at amortised cost or at fair value, even though it was arguably one of the 
most liquid instruments that existed. Jim Leisenring (IASB member) said for him the 
essential characteristic of a new standard would be that the same instrument would be 
accounted for the same why by all holders. 
 
Gavin Francis (IASB director of capital markets) pointed out that you could not decide 
how to measure the instruments until you knew what measurement alternatives were 
available. In his view you had to start by defining the measurement buckets. 
 
The IASB had previously talked about a standard with two measurements fair value and 
amortised cost. However, Shea Malcolm, with support from FASB members, wanted a 
third alternative. This would be a discounted cash flow measurement, the details of which 
the staff had yet to work out. The two boards agreed the staff should work in that 
direction. 
 
Wayne Upton (IASB director of international activities) presented a paper on loan loss 
provisioning. He noted that it was likely that the Financial Stability Forum would ask the 
IASB to write a new standard on loan loss provisioning. The staff had as a consequence 
done an initial study of the Spanish ‘dynamic provisions’ that were being talked about. 
 



This showed that the Spanish system was based on the central bank having statistics over 
more than one cycle of how the Spanish economy behaved and how Spanish borrowers 
behaved. It was not obvious that the system could be taken up without the statistical 
backing. 
 
He observed that amongst established accounting techniques the nearest they could get to 
this was ‘expected loss provisions’. The principle here was that on a closed book of 
loans, the bank should estimate the amounts and timing of expected losses and provide 
from these as soon as the loan book started to run off.  
 
This could be done either by adjusting the expected future cash flows from the portfolio, 
or by adjusting the discount rate so that the effective interest rate was net of the loan loss 
risk. He commented that it was not possible to know if this was counter-cyclical or pro-
cyclical because it depended on the fact pattern in each case. 
 
Thomas Linsmeier, (FASB member) pointed out that human nature was to underestimate 
risk during the up part of the cycle and overestimate it on the down part. Jim Leisenring 
dismissed it as a smoothing device. The Board agreed that the staff should continue to 
investigate this area and it should become a separate stream within the new financial 
instruments project. 
 
The boards looked at the Conceptual Framework and confirmed that they would issue 
final versions of each chapter of the framework as they became available. Some people 
wanted to leave the final version until the framework was complete.  
 
However a majority of board members thought that while this was theoretically desirable, 
it was practically very difficult. Most of the present board members would have retired 
by the time the project was complete, leaving their replacements to have to re-debate the 
issues. 
 
Alan Teixeira (IASB director of technical activities) reviewed the work programme with 
the boards. He said that three major projects, financial statement presentation, revenue 
recognition and leasing were a matter for concern. None of them had any flexibility in 
their programme if they were to be completed by June 2011. 
 
Staff also gave a progress report on field trials of the financial statement presentation 
project. They were at the stage of volunteer companies re-stating their results to the new 
format. The initial perception was that there was a significant increase in line items, but 
they had yet to evaluate this. They were also experiencing legal difficulties because of 
stock exchange disclosure rules. 


