
 
 
 
 
 
 
 
 
The IASB’s November meeting included a number of papers on different projects that 
addressed the issue of liabilities, which continues to split the Board. The recognition 
and measurement of a liability cropped up in revenue recognition, insurance and 
emissions trading. Needless to say, the proposed amendments to IAS 37 also 
made their regular appearance.  
 
The November meeting of the IASB included an afternoon and evening video-
conference with the FASB. The joint session with the FASB started at 12.15pm which 
meant that the US standard-setters had to be in the office at 7.00am. The meeting ran 
on with two coffee breaks until 7.30pm in London. 
 
The first paper up for discussion was emissions trading. This project has caused the 
IASB grief in the past with the IFRIC Interpretation having to be withdrawn because  
participants rejected it. The nub of the IFRIC disagreement was that IFRIC considered 
that the grant of emissions allowances created an asset, but there was no 
corresponding liability until the entity started to pollute.  
 
 At this meeting the staff suggested it was a unit of account issue. If you treated the 
asset and liability separately, you arrived at the IFRIC position – which IASB member 
Jim Leisenring insisted was the only right position. However, if your unit of account 
was the whole scheme, you would recognise both an asset and a liability at the same 
time, by analogy with a business combination. 
 
FASB chairman Bob Herz was inclined to agree with the latter view. He pointed out 
that their standards recognised a pensions’ liability before the pension rights had 
vested. He asked whether someone valuing the firm as a whole would think it more 
valuable after entering the scheme. FASB member Tom Linsmeier considered that 
there was no pollution obligation at the beginning of the scheme. 
 
For the IASB, John Smith suggested that there was a service obligation when you 
entered the scheme. Prabhakar Kalavacherla accepted that the Board did not like 
looking at items on a net basis, but he thought this was one occasion when it was 
appropriate. Steve Cooper thought the immediate recognition approach was a better 
representation of the economics and gave better information to shareholders. 
 
Chairman Sir David Tweedie thought that the transaction looked more like a 
conditional government grant where the asset should be recognised only when the 
conditions fell away. The staff were not asking for a vote, but the chairman noted that 
his reading of opinion was that both Boards had a majority in favour of the combined 
approach. 
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The next paper was on participating insurance contracts where policyholders received 
a share of the profits on a policy.The issue was how to account for profits where the 
insurer had discretion as to the timing and amount of a profit distribution. Again, Jim 
Leisenring was adamant that any surplus where no distribution decision had been 
taken must flow through to equity and a subsequent distribution to policyholders 
would be an expense in the period in which it occurred.  
 
Leslie Seidman of the FASB said she also leaned towards that view. Tom Linsmeier, 
however, said he had difficulty seeing the surplus as equity. When the Boards voted, 
the FASB, by one vote, preferred not recognizing the surplus as equity, whereas the 
IASB voted the other way. 
 
Under the revenue recognition project, the staff brought to the Boards the question of 
whether subsequent measurement of performance obligations should be included in 
the revenue recognition standard. The staff pointed out that if it was not included, 
constituents would fall back on other IASB and US standards and would end up with 
different models for onerous contracts. 
 
The Boards agreed that the new standard should therefore address onerous contracts. 
This would be done without, however, including any margin as the basic 
measurement approach under the proposed standard excluded margins. The IASB was 
split between incremental cost as the basis or full cost, while the FASB preferred 
incremental cost. 
 
The two boards reviewed tentative decisions under the leasing project. The Boards 
agreed that the lease term that was used as the basis for recognising the right of use 
asset and the lease obligation should be the term most likely to occur (when the lease 
included options). Analyst members of the Boards disagreed with this because they 
felt it hid the degree of flexibility that an entity might have when it had options to 
escape a lease contract. 
 
Outside of the joint meeting, the IASB had a number of other sessions. IAS 37 came 
back to discuss the issue of onerous contracts – these would be excluded by the 
revenue recognition proposal. Jim Leisenring asked whether, by the time they had 
finished with the scope exclusions, IAS 37 could actually be used in any 
circumstances. He was assured it would still apply to litigation liabilities. 
 
The Board formalised the decision to drop its revised version of IAS 12. However, it 
set up a group to look at what practice issues arising from the current IAS 12 would 
need revision or could be dealt with by IFRIC. 
 


