MONTHLY UPDATES – What’s new from IASB

1. Meetings of the International Accounting Standards Board (IASB)

The IASB’s meetings were held in August 2010.  The following topics were discussed:

· Amortised cost and impairment
· Hedge accounting
· Income tax

2. Amortised cost and impairment 
With respect to the impairment approach for amortised cost measurement, the IASB tentatively decided that:

· an expected loss approach based on lifetime expected losses should be used; and

· the entities should consider all reasonable and supportable information when calculating expected losses.

3. Hedge accounting
a. Hedge effectiveness testing

The IASB discussed about hedge effectiveness i.e. whether a hedging relationship qualifies for hedge accounting and tentatively agreed on the hedge effectiveness testing approach which involved the following topics:
· the objective of the effectiveness assessment;

· the purpose of the hedging relationship;
· the type, method, timing of the assessment; and 

· changes in the method of assessment.
b. Eligible groups of hedged items
The IASB discussed whether part of an existing item could be identified as a portion or 'layer' of an entire item for the purpose of designation as a hedged item. 
In respect of examples presented, it was tentatively decided that when an entity's risk management strategy is to hedge a portion or 'layer' of an entire item, any hedge designation for accounting purposes must be on the same basis. 
c. Hedge accounting for investment in equity instruments at fair value through OCI

The IASB discussed whether investments in equity instruments classified as at fair value through other comprehensive income (OCI) in accordance with IFRS 9 Financial Instruments should be eligible for hedge accounting.  

The IASB tentatively decided to propose prohibiting the application of hedge accounting to investments in equity instruments designated as at fair value through OCI.
4. Income tax
The Board made tentative decision regarding the exception to the measurement principle in paragraph 52 of IAS 12 Income Taxes.

Also, it was tentatively decided to ask in the exposure draft whether any specific transition guidance is necessary when the amendment is applied to previous business combinations.

The IASB plans to publish the exposure draft Deferred Taxes: Recovery of Underlying Asset, for comment in early September with a 60-day comment period. 

5. Exposure Draft - Leases

The International Accounting Standards Board (IASB) and the US Financial Accounting Standards Board (FASB) jointly issued proposals on lease contracts. 
The main changes proposed in the exposure draft are as follows:

· Lessees and lessors should apply a right-of-use model in accounting for all leases other than leases of biological and intangible assets, leases to explore for or use natural resources, and leases of some investment properties.  

Right-Of-Use Model:-
· a lessee recognises an asset representing the right to use an underlying asset during the lease term (the ‘right-of-use’ asset) and a liability to make lease payments.  
· a lessor applies the performance obligation approach or a derognition approach to leases depending as to whether the lessor retains exposure to significant risks or benefits associated with the underlying asset during or after the expected lease term.  
Performance obligation approach 
In the performance obligation approach, the underlying asset, an asset representing the right to receive lease payments from the lessee and a lease liability representing the obligation to permit the lessee to use the underlying asset are recognised.
Derecognition approach
In the derecognition approach, an asset representing the right to receive lease payments from the lessee and the residual asset for the rights that are not transferred are recognised.  However, the portion of the underlying asset representing the cost of the rights transferred to the lessee during the lease term should be derecognised.
· With respect to short term leases, lessees and lessors would be permitted to apply a simplified method of accounting.
Comments deadline: 15 December 2010.
6. Proposed amendments to IFRS 1 First-time Adoption of International Financial Reporting Standards
The IASB issued on proposed amendments to IFRS 1 First-time Adoption of International Financial Reporting Standards. 
This amendment would replace the fixed transition date of ‘1 January 2004’ to ‘the date of transition to IFRSs’.  Consequently, with respect to transactions occurring before the date of transition of IFRSs, entities adopting IFRSs for the first time would not have to:

· restate derecognition transactions; and
· recalculate ‘day 1’ differences on initial recognition of financial instruments.

The comment period for the exposure draft ends on 27 October 2010.
For further information: http://www.iasb.org
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