
 

 
 
 
 
The IASB had an unprecedented run of extra sessions in late September and early 
October as they re-deliberated the classification and measurement part of the new 
financial instruments standard. They also chose their preferred impairment model and 
decided to re-expose their amendments to IAS 37. 
 
The series of extra meetings involved some bizarre arrangements with Board 
members scattered around the globe and communicating via phone or videolink. 
Warren McGregor, in Australia was participating in one session in the early hours of 
the morning for him, while Jim Leisenring, speaking from the FASB’s offices at 
another meeting, was asking whether the IASB dress code required him to wear a tie 
with his pyjamas. 
 
The upshot of a massive effort on the part of the IASB financial instruments staff and 
quite a lot of stress for Board members is that the new classification and measurement 
rules should be published in days. They will, however, only be compulsory from 
2013, although early adoption will be permitted, even if no-one expects any financial 
institution to rush. The adoption date is intended to give time for other parts of the 
project such as impairment to be addressed and come on stream at the same time. 
 
The Board has made a number of changes from the exposure draft. Commentators had 
asked what happened if a company changed its business model. The answer is 
compulsory reclassification. Jim Leisenring stigmatised this as a free choice, since 
nothing prevents one changing the model for some but not all financial instruments 
held. 
 
The standard will not yet apply to liabilities – IAS 39 will continue to be used, 
including the fair value option. The Board also agreed to lighten its option to hold 
some long term equity instruments at fair value through Other Comprehensive Income 
(OCI). The exposure draft required that dividends and fair value changes all go to OCI 
and not be recycled.  
 
This was intended to ensure that only investments that were held for strategic as 
opposed to cash flow reasons were classified that way. However, constituents 
complained that no income would flow through profit and loss at all. The Board 
relented and has agreed that dividends may be taken to profit. Some Board members 
regard this as inviting abuse, with cash inflows going to profit and fair value losses 
reflected in OCI. 
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The Board also made progress on its derecognition rules. Staff asked them to choose 
between two models: an improved IAS 39 model based on risk or a new model based 
on control. The control model advocated in the exposure draft has been dropped, and 
the staff are to further develop the alternative control model that was discussed in the 
exposure draft. 
 
The derecognition team also raised a number of other issues that had been raised by 
constituents. The most controversial seemed to be that the exposure draft said that all 
repurchase transactions should be treated as sales, whereas constituents viewed them 
as secured lending. 
 
Staff were adamant that conceptually these could only be sales, as the transferee had 
the right to sell on the asset that was claimed to be effectively security for the loan. 
Not all Board members agreed, some asking how substance over form applied in this 
case. Sir David Tweedie in particular was not persuaded that all transactions were 
obviously sales when the people that did them thought they were loans. The staff were 
asked to go and analyse further. 
 
Staff brought back IAS 37 for its regular discussion. However, instead of 
measurement, the issue was whether the amendments to IAS 37 should be re-exposed. 
Board members were persuaded that although they had not changed the measurement 
objective of the standard, the guidance they were including would represent a 
significant change to current practice.  
 
Accordingly they decided that they could not go directly to a final standard. They 
agreed to expose the measurement guidance only. A potential problem is that three 
further members of the Board will retire at the end of June 2010, and failure to issue 
the final standard by then would take the Board into another extensive debate. The 
improvements to IAS 37 have already taken more than four years. 
 
The pensions’ team brought back to the Board the question of the discount rate to be 
applied to the pension obligation. A ‘quick fix’ amendment had been proposed to do 
away with the requirement to use the government rate when there was no deep and 
liquid corporate bond market. 
 
The Board had believed that removing this requirement would help entities in 
emerging markets and promote comparability, However there was so much pushback 
from emerging economies that they decided to shelve the proposal. Constituents 
argued it was impossible to estimate a corporate rate in such markets. Board member 
Bob Garnett argued that in Africa many governments had a ZZZ- rating, adding a 
European corporate  spread to that did not make sense. 
 
 
 


