
 
 
 
 
 
 
 
 
Financial instruments: different approaches 
 
The FASB and IASB had a joint meeting in London in July. The two Boards 
considered their different proposals for reforming the accounting for financial 
instruments. They also discussed insurance contracts, revenue recognition and 
financial statement presentation. 
 
This meeting of the two Boards was additional to their normal schedule of meeting 
every six months. It was put into the timetable as part of the efforts to ensure closer 
coordination, especially on financial instruments. 
 
The FASB has tentatively decided on its new approach to accounting for financial 
instruments. There are two categories of financial instrument, as is the case for the 
IASB also, but for the FASB both categories are held at fair value. The difference 
between them is that changes in fair value flow through Other Comprehensive Income 
(OCI) if the instrument is being held for its intrinsic cash flows. 
 
On the face of it the two Boards seem quite far apart, but Gavin Francis, the IASB’s 
director of capital markets, remarked that the line between the two classes was very 
similar, and the profit or loss number would be similar. FASB chairman Bob Herz 
added that it was a question of which of the two approaches was the most operational. 
 
One of the consequences of the FASB approach to financial instruments is that the 
standard-setter will require US companies to present a single statement of 
comprehensive income. This has implications for the joint project on financial 
statement presentation.  
 
The IASB decided that it too would move to a single statement by amending the part 
of IAS 1 that gives companies a choice as to whether they split the statement over two 
pages or not. Board members noted how much opposition there had been from 
constituents when they first suggested a single statement. 
 
The Boards also looked at the financial statement presentation project and started re-
deliberating. They agreed that the cohesiveness and disaggregation principles should 
be applied more pragmatically to reduce the number of lines on the statements.  
They heard there was some support for the reconciliation, but a number of suggestions 
that it should be done balance sheet to balance sheet. However, the discussion at this 
meeting was limited to the objectives of financial statement presentation. 
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There was less harmony between the Boards on the subject of lessor accounting. 
When the FASB staff brought a paper to the IASB in May, there was apparently 
support for the approach of recognising a performance obligation and a financial asset 
in respect of a lease contract. 
 
The consequence of this approach is that the lessor retains the tangible asset on its 
balance sheet, as well as a financial asset and an obligation. Banks, for example, that 
were involved in leasing aircraft would start to carry the aircraft on their balance 
sheets. 
 
However, Sir David Tweedie was absent from that part of the May meeting, and when 
the subject came up for confirmation at the joint meeting, he said that he did not agree 
that there was a performance obligation. This had already been satisfied by giving up 
the tangible asset. Jim Leisenring objected that if he wanted to re-debate the issue, the 
staff should bring a paper and they could do that. He had already lost that vote. 
While the Boards did not re-debate the issue at that point, it was clear from the 
comments around the table that there was a good deal of support for the IASB 
chairman’s position. The IASB could find itself diverging from the FASB.  
 
The problem with not recognising  a performance obligation is that you would expect 
then to write down the tangible asset to its residual value at the end of the lease. This 
is not very operational for short term contracts. 
 
The two Boards also discussed insurance contracts and there too they had chosen 
different options. The FASB prefers to measure the insurance claim liability on a 
fulfilment basis while the IASB prefers an approach based on IAS 37. While the 
FASB would include a composite margin, they did not think there should be a risk 
margin to compensate for the variability of the cash flows. 
 
Sir David Tweedie argued that there was a good deal of common ground between the 
two Boards. Jim Leisenring disagreed: he thought they had fundamentally different 
views. The IASB chairman observed that if they could not reconcile them, they would 
just expose both approaches in the exposure draft. 
 
Rob Esson, of the International Association of Insurance Supervisors, told the two 
Boards that they should hurry up and finish the insurance accounting project. He 
noted that the project had existed in the international arena for ten years already and 
patience was running out in the industry. 
 
He told members that industry regulators wanted to develop their own requirements, 
but were waiting for the international model to be finalised so that they could, as far 
as possible, avoid asking insurance companies to maintain two sets of figures. 
 
The two Boards discussed their technical plan. The main 2011 projects were still more 
or less on track despite the resources devoted to revising financial instruments. 
However the conceptual framework was falling behind a little. 
 
 
 



 
 
 
 
 
 
 

 
 
Liabilities a unifying link 
 
The measurement of liabilities was a theme running through the July meeting of the 
IASB. Staff had one further attempt to define the measurement objective for non-
financial liabilities under IAS 37. However the issue was also discussed in relation to 
insurance contracts and pensions. 
 
The composition of the IASB changed significantly in July. Founder members Tom 
Jones and Mary Barth reached the end of their terms in June, and their places were 
taken by three new members, bringing the Board complement up to 15 as a 
transitional step to reaching its new target of 16 members. 
 
The new members included two American analysts. Patricia McConnell has long 
worked with international standards, including being a member of the Standards 
Advisory Council. She spent a large part of her career at Bear Stearns. Pat Flannigan’s 
last post was with the CFA Institute. The third new member is Amaro Gomes, a 
Brazilian bank regulator. 
 
Although the amendments to IAS 37 have been debated for a long time, and re-
deliberations were supposedly complete, the IASB staff brought back the 
measurement objective for further debate. Staff said that a more detailed definition 
would help preparers in applying the standard, and would inform the debate on 
insurance liabilities. 
 
The staff recommendation was that the objective should be to use the maximum 
amount an entity would be wiling to pay to be relieved of the obligation. This would 
be the lower of the amount to settle with the counterparty at balance sheet date and the 
amount to transfer to a third party. 
 
Generally the staff expect that entities will be likely to measure at the cost to transfer 
to a third party in that early settlement is not usually an option. The amendment would 
then say that if there is no third party, the entity should calculate how much it would 
charge someone else to take on the liability. This amount would be built up of the 
expected value of the costs, a margin to reflect the risk of variability and a discount 
for the time value of money. 
 
As in many previous debates on the subject, IASB members disagreed on what was a 
relevant margin. Jan Engström insisted that there was no way that profit should be 
built in to the estimate, so that when you settled, you released a profit. Sir David 
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Tweedie countered that if you did not build in an allowance for risk, you were 
understating the liability and taking an up front profit. 
 
The Board compromised around the idea that a margin for risk should be included but 
no ‘service’ charge. A small group were asked to go away and reach a wording on 
which all could agree. The amendments will come back to the September meeting 
where the Board will be asked to decide whether they should be re-exposed before 
becoming a final standard. 
 
IAS 37 was again the subject of discussion in relation to insurance contracts. 
Although it has narrowed the range of options, the IASB has yet to decide on the 
measurement objective for liabilities under insurance contracts. However, at this 
meeting the Board decided that it preferred a measurement basis aligned with the new 
IAS 37 approach and its building blocks. The calculation of the value of the 
outstanding tail of possible insurance claims is a key factor in profit measurement of 
insurance contracts. 
 
The pensions team were also looking at liabilities to the extent that they were asking 
the Board if the revisions to IAS 19 should provide disclosures of alternative 
measures of the defined benefit obligation. The defined benefit obligation is measured 
on the basis of projecting forward to adjust for future salary increases. 
 
However, the analysts on the Board were keen to ask preparers to disclose the 
Accumulated Benefit Obligation (ABO) at balance sheet date. They took the view that 
the ABO had to be calculated on the way to working out the Projected Benefit 
Obligation. Consequently its disclosure would not cause any additional work, but 
would give analyst an idea of what the immediate liability was. 
 
The Board also debated a point raised by the International Actuarial Association that 
the discount rate for the PBO was inconsistent. IAS 19 requires that this be the rate for 
a high quality corporate bond, except if there is no deep market, in which case it 
should be the government bond rate.  
 
They pointed out that this penalised countries with no deep bond market and caused 
the liability to be overstated. The IASB was sympathetic to this and decided to rush 
out an amendment to delete the reference to government bonds, so that it can be 
applied at the 2009 year-end. 
 
The Board also re-deliberated the amendments to its related party disclosure standard. 
They agreed to confirm a blanket exemption for state-controlled entities but decided 
to extend the disclosure requirements for individual significant transactions. 
 
 
 


