
 
 
 
 
 
 
 
 
 
Financial instruments draft expected shortly 
 
In June the IASB dealt with all the main issues relating to its new classification and 
measurement approach for financial instruments. An exposure draft will be published 
in July. The Board also looked at liabilities and equity, IAS 37, and insurance. At an 
education session, a major French bank told the Board they would need three years to 
implement impairment based on expected losses. 
 
The IASB held a number of short sessions in June outside of the main standard-setting 
week. The purpose was to enable them to progress rapidly the new classification and 
measurement system that is intended as the first building block in replacing IAS 39. 
 
The new system will have two basic measurement approaches: fair value through 
profit and loss, and amortised cost. To qualify for amortised cost, the holder must 
have originated the loan or receivable, or to be managing it for the contractual yield. 
Equity securities and anything that is held for trading will be at fair value.  
 
At the main June meeting the Board did agree an exception, there by creating a 
possible third bucket, for equity holdings that are claimed to be strategic. These are 
securities held other than for their financial yield. Companies may designate these as 
being at fair value through Other Comprehensive Income (OCI).  
 
There was some discussion as to how to ring fence this concession, but financial 
instruments expert John Smith persuaded the Board to accept this. He pointed out that 
as there would be no re-cycling from OCI to profit and loss, and no re-classification, 
entities that chose this designation were in effect giving up all profits in terms of their 
earnings number. He thought this was a sufficient disincentive. 
 
Other Board members preferred to permit re-classification but that left the possibility 
of entities flipping unprofitable shares into OCI and profitable ones back to profit and 
loss. If they allowed re-classification they would also need rules to prevent 
manipulation, and Mr Smith’s preference for the simple solution won the day. 
 
The Board agreed that there would be no bifurcation of embedded derivatives with 
financial hosts. They also decided not to write rules for concentrations of credit. The 
exposure draft will include guidance that contrasts the traditional preferential order 
under a liquidation from a waterfall structure. 
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The staff proposed that application of the new classification and measurement 
standard should be retrospective. Not all Board members were happy with that, noting 
that this raises the issue of determining fair values with hindsight, which is prohibited 
by IAS 8. Some aspects of applying the standard could only be prospective, and 
impairment will fall into this category. 
 
FASB staff discussed the next stage of their liabilities and equity project. The aim is 
to have a joint standard that replaces IAS 32 in place by 2011. Having agreed a set of 
principles with both Boards they are now looking at the detail. The IASB agreed that 
transaction costs for issuing equity should be expensed. 
 
Equity that can be put back to the entity, which has been such a problem for the IASB, 
will be re-measured at balance sheet with changes being taken to retained earnings. 
Re-measurement will be at the earliest possible redemption date. Recognition within 
equity will be limited to shares which must be ceded when the holder retires or ceases 
to work with the issuer. 
 
Progress was also made on proposed amendments to IAS 37 on liabilities. The project 
to improve the standard arose in part from work on business combinations and a 
desire to clarify accounting for contingencies. However, it has been much delayed by 
the difficulty of drawing a clear line between taking a standard business risk and 
having an obligation that should be recognised in the financial statements. 
 
At this meeting the IASB discussed disclosure of possible obligations, recognition of 
reimbursement rights, and disclosures about litigation. They decided not to change 
their proposals on litigation, while some at least, seemed to have the expectation that 
businesses would say it was just not possible to estimate the outcomes. A final 
standard could be published soon. 
 
IAS 37 was also discussed in the insurance project. The staff are still leaving open the 
measurement basis of this proposed standard. They have several ‘measurement 
candidates’ but are asking the Board to make a final choice in the next few weeks. At 
the June meeting the Board accepted to include IAS 37 as a basis for insurance 
liabilities. 
 
They agreed to remove a ‘fulfilment’ approach candidate that was very similar to IAS 
37, and also to abandon the current exit value candidate. Chairman Sir David Tweedie 
noted that it had taken them eight years to get rid of that. Insurers have always 
opposed it on the grounds that it was unrealistic to look at an exit value when 
insurance liabilities were not traded. 
 
 
 


