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Accounting
IASB Members Vote to Continue With Update
Of Troubled Contingent Liabilities Standard
LONDON—The International Accounting Standards Board voted Sept. 15 to press ahead
with its project to replace International Accounting Standard 37, Provisions, Contingent
Liabilities and Contingent Assets, with a new international financial reporting standard.
But responding to fierce criticism of the project from a wide range of constituents on both
sides of the Atlantic, the board resolved to address some of the issues with the IAS 37
project that have given rise to those concerns.
Despite the tentative agreement to press on with the project, a date for wrapping up the
effort remains unclear. Of the likely timetable for completion, IASB Chairman David
Tweedie said, “We can't rush it. If we can do it by June [2011], terrific.” However, he
cautioned that the board should not plan to push the project ahead of others with higher
priorities and said that if the project could not be completed by June 2011, “we have to
accept we can't…. We just have to accept the [other projects] take priority.”
Asked whether the board would have to issue a full exposure draft to solicit comments
from constituents, Tweedie said, “I think we have to.”
Staff Sees Three Options
Introducing staff papers on the project to the board, IASB project manager Joan Brown
told the meeting it was now “time to wrap up the project one way or the other.”
Staff put together a package of three options for the board to consider:
• drop the project;
• proceed to a new IFRS without replacing the existing IAS 37 measurement criteria; and
• continue with a new IFRS based around the expected-value measurement model but
address concerns about measurement, reliability, and cost.
In relation to the option of leaving IAS 37's existing measurement criteria intact, staff
noted that “all that would be left by changes would be guidance on clarifying the
meaning of the term liability and how to identify them, and you might take the view that
these changes aren't sufficiently worthwhile on their own to merit changing a standard.”

Staff said building a new standard around the expected-value measurement model “would
retain expected value information in principle but reconsider four particular aspects of the
requirements with a view to addressing the reliability and cost-benefit concerns.” This
option would also require the board to consider how IAS 37's successor standard would
address lawsuits.
The main thing for the board to consider is simplified or alternative measurements for
some situations, such as litigation, “where it is difficult or impossible to measure
expected values reliably,” the project manager said. Possible solutions open to the board
are either an alternative measurement basis or no measurement at all in such situations,
she explained.
Other Possible Changes
As for areas the board might revisit under option 3, Brown noted, one possible change
would be to “add a ‘more likely than not' threshold to the judgment about existence” of a
liability. The board also might reconsider the risk adjustment, “because there were quite a
few concerns about whether it can be measured reliably for liabilities within the scope of
IAS 37.”
“Quite a few people pointed out that it is different from insurance; measurements are
more difficult because you don't necessarily have a portfolio, you can't use accepted
techniques such as quartile methods, … and you don't have the premiums as a backstop
for the measurement,” she added.
Staff said they were confident of being able to come up with solutions for issues that have
plagued the IAS 37 project and been at the fore of constituent concerns. “It would be
important to do the changes in a way that can be done quickly, but I think that's possible
if that's what you wanted to do,” said Brown.
“There's a simple solution to all of these problems if you were willing to take it. I think
that even with the simplified solution, … you'd end up with measurements that were
clearer than those in IAS 37 at the moment.”
Need for Amendments Questioned
Apparent during the meeting was the extent to which the board has failed to communicate
why it is seeking to amend IAS 37. IASB member Elke Knig, who only recently joined
the board, argued, “I'm not really convinced that IAS 37, though it's old, is totally broke. I
would question whether this is a project that we need to pursue now.”
Knig continued, “We have to put a lot of effort into valuation, but it might be potentially
worthwhile to drop it for now and take it back onto the agenda as a framework decision
on liability measurement.”
Earlier, Brown told the meeting, “To some degree I think it's because [constituents] think
they know how liabilities should be measured and they can find the words in IAS 37 to
support it.” She concluded that “[if] you came to IAS 37 with no idea about how to
recognize and measure liabilities, you would struggle at the moment to apply it.”
But although 10 IASB members voted in favor of addressing some of the measurement
issues in IAS 37, strong opposition to that course of action was clear among some board
members. Jan Engstrm said, “I think is a failed project, and we should treat it as a failed
project. We have failed to convince people of … the problem we are trying to solve….

We have failed to convince them of the solution to the problems that people don't see. I
think the only decent thing to do is to drop this project. ”
The former preparer later warned that the board risks losing credibility over the project.
“In some parts of the world … they think this is absolutely crazy. If we can't
communicate what problems we are trying to solve, … I think this will be really bad for
our image, even our acceptance as a standard setter,” he said.
The decision to press on with the project came at a time when the board's work plan is
heating up. In the final half of this year, the board is scheduled to publish seven exposure
drafts. Finalized IFRSs are also due on consolidations, derecognition-related disclosures,
joint ventures, and financial statement presentation.
Further complicating the standard-setting scene is Tweedie's retirement in June 2012.
And, after June 2010 only three board members—Engstrm, Warren McGregor, and John
Smith—will remain of the group of board members that issued the first IAS 37
amendment exposure draft in 2005. Having considered public feedback on those
proposals, IASB decided to clarify the requirements relating to liability measurement (15
DTR I-4, 1/24/07).
IAS 37 is widely seen as the catch-all liabilities standard under international financial
reporting standards. IASB Jan. 5 published a partial re-exposure for public comment of
further amendments to IAS 37 (2 DTR I-1, 1/6/10). At a June 15 board meeting, staff
reported the board's latest round of proposals had received a largely negative reaction
from constituents (114 DTR I-2, 6/16/10).
By Stephen Bouvier
Text of observer notes for the board's discussions are available at
http://www.ifrs.org/Meetings/IASB+Board+Meeting+15+September+2010.htm.
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