
 
 
 
 
 
 
 
 
 
The May meeting of the IASB included work on a number of key projects. The Board 
started to discuss a new classification and measurement model for financial 
instruments. It also looked at lessor accounting and had an impromptu joint session 
with the FASB to settle an issue on revenue recognition. 
 
Staff brought a number of papers in financial instruments to the Board. It emerged 
that the current plan is to issue the successor to IAS 39 in a series of separate exposure 
drafts. The target will be to issue an exposure draft on recognition and measurement 
of financial instruments in July, with proposals on impairment and hedging to follow 
towards the end of the year. It remains open to question whether the recognition and 
measurement aspects might be available for the 2009 year-end. 
 
The aim is to reduce the present four categories of instrument to two. At this meeting 
the Board discussed making the cut on the basis of the variability of the contractual 
cash flows from a debt instrument. Mr Leisenring put up strong opposition to such 
instruments being held at amortised cost, on the basis that US Treasury bills (which he 
claimed were the most liquid instrument in the world) would be held at cost. 
 
A compromise was suggested by Bob Garnett, to the effect that debt securities which 
had predictable cash flows but for which a level 1 fair value was available, should be 
valued at fair value. The Board agreed to proceed to a more detailed analysis on that 
basis, using the two category approach that was developed for the forthcoming IFRS 
for SMEs. 
 
The Board also discussed a valuation model using expected cash flows for 
instruments held at amortised cost. Staff reported that the financial institutions with 
which they were having discussions were at a very early stage in assessing what 
would be the implications of switching to an expected loss model for impairment. 
 
It was agreed that the staff should post as much material as possible on the IASB 
website to encourage both financial institutions and other companies that might be 
affected to engage in the discussion. Even so, the staff feared that it was going to take 
time for constituents to get to grips with this approach and evaluate it. 
 
The IASB had an unusual joint session with the FASB during this Board meeting. 
FASB chairman Bob Herz, and member Marc Siegel were in London for a meeting of 
the financial crisis advisory group, and Bob Herz chaired the discussion. The other 
members of the FASB and Tom Jones of the IASB participated by videolink from 
Norwalk. 
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The issue was the treatment of uncertain consideration in the revenue recognition 
project. The two boards had come to different conclusions on this aspect of the 
project, which was not included in the discussion paper that was published. The IASB 
took the view that where the consideration was uncertain, the entity should use an 
estimate. The FASB wanted this constrained.  
 
The staff put forward a compromise that the entity should use an estimate of the likely 
consideration, except where it was unable to form a reliable estimate. Prabhakar 
Kalavacherla thought that expected consideration should be constrained. He was 
concerned that without constraint, company reporting would not be comparable. Other 
members responded that this could happen with principles-based standards and 
accused Mr Kalavacherla of being an old-fashioned auditor. The boards settled for the 
staff compromise. 
 
Lessor accounting was not addressed in detail in the leasing discussion paper 
published earlier this year. Staff are now working on that and brought two approaches 
to the Board. In the one, the carrying value of the leasing asset is reduced as the lessor 
recognises a rental receivable. In the other, the tangible asset is amortised in the 
lessor’s books, while the lessor also recognises the expected rental as an asset with a 
corresponding performance obligation. 
 
The IASB after some discussion preferred the second option. Tom Jones, IASB 
deputy chairman, cautioned that they seemed to be going from a situation where 
leased assets were massively under-recorded, to one where they were over-recorded. 
 
The Board worked on rate-regulated activities and now plan to issue an exposure draft 
in July. They also discussed an amendment to IAS 34 that would emphasise that 
information must be disclosed in the interim statements where any significant change 
has taken place from the year-end situation. The amendment would also add to the list 
of examples. An exposure draft should be issued in the next few weeks. 
 
The Board also reviewed a discussion paper on credit standing, written by Wayne 
Upton, the IASB’s director of international activities. Given the IASB’s view that 
credit standing is necessarily part of fair value, the object of the paper is more to 
inform constituents. The paper aims to look at the principal arguments for and against 
including credit standing in measurement. The paper will be published shortly. 
 
 
 


