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Introduction

1. This paper discusses the required consequential amendments to IFRS 1 arising
from the project to replace the classification and measurement requirements of
IAS 39.

2. The recommendations in this paper take into account the Board’s discussions up
to and including the 5 June 2009 additional meeting. These recommendations
may change, depending on decisions made by the Board during the June

meeting prior to the presentation of this paper.

IFRS 1 overview
Obijective and core principle of IFRS 1

3. IFRS 1 applies to entities that adopt IFRSs for the first time. The objective of
this standard is to ensure that the first IFRS financial statements prepared by a
first-time adopter contain high quality information that is transparent and
comparable, that provides a suitable starting point for accounting in accordance

with IFRSs, and that can be generated at a cost that does not exceed the benefits.

4.  The core principle of IFRS 1 is full retrospective application of the version of
each IFRS that is effective at the end of the reporting entity’s first IFRS
reporting period. If an IFRS is not yet mandatory, the entity may apply that
IFRS if it permits early adoption.

This paper has been prepared by the technical staff of the IASB for the purposes of discussion at a public meeting of
the IASB.

The views expressed in this paper are those of the staff preparing the paper and do not purport to represent the views
of any individual members of the Board or the IASB.

Decisions made by the Board are reported in IASB Update.

Official pronouncements of the IASB are published only after the Board has completed its full due process, including
appropriate public consultation and formal voting procedures.
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Reasons for overriding IFRS 1’s core principle

5.

IFRS 1 contains a number of departures from its core principle, in the form of
(compulsory) exceptions and (voluntary) exemptions. There are two main
justifications for nearly all of the exceptions and exemptions that exist in
IFRS 1:

(@ when retrospective application may be excessively difficult or may

involve costs exceeding the likely benefits

(b) when retrospective application could involve the unacceptable use of
hindsight

There are two departures from the core principle in IFRS 1 (one exception and
one exemption) that are justified for reasons different from those listed in the
previous paragraph. These relate to specific circumstances that are not relevant

as a precedent for the issues discussed in this paper.

The argument that IFRS 1 should contain the same transitional provisions as all
other IFRSs has previously been rejected by the Board because application of
the transitional provisions of IFRSs would conflict with one of the primary
objectives of a first-time adopter’s first IFRS financial statements (achieving
comparability over time). Also, transitional provisions in individual IFRSs are
designed to deal with entities that are moving from an older IASB standard to a
newer IASB standard. They are not intended to take into account the financial
reporting needs of an entity that moves from national or other non-IASB GAAP
to IFRSs.

The Board has also previously rejected the argument that overrides to IFRS 1’s
core principle are justified because they would alleviate unforeseen
consequences in cases where financial statements are used to monitor
compliance with a contract. In the Board’s view, it is up to the contracting
parties to renegotiate, or to ensure from the start that the contract is insulated

from the effects of changes to accounting standards.
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Relevant parts of IFRS 1

9.

10.

11.

There are two parts of IFRS 1 that are relevant to the proposed replacement of

the classification and measurement requirements of 1AS 39:

(@) designation date option (paragraphs 29 and D19)

The designation date option is an exemption in IFRS1 that permits the

designation of financial instruments to be carried out either at the date

of initial recognition, or at the date of transition to IFRSs. This

designation may be into the fair value through profit or loss category

(which is called the fair value option), or into the available for sa

category.

(b) various implementation guidance issues (paragraphs 1G55, 1G56,
IG58A, 1G59 and Example 11).

le

These include guidance on embedded derivatives, classification and

measurement of the existing categories of financial instruments,
tainting and transition adjustments. Example 11 deals with the
reconciliations of equity and total comprehensive income require
IFRS 1.

d by

IFRS 1 also contains two other exceptions related to financial instruments.

However, these deal with derecognition and hedging. The staff have examined

these and are satisfied that they are not relevant to the current phase of
39 project.

the 1AS

IFRS 1’s basis for conclusions contains various references to issues that are

affected by the proposals to replace the classification and measurement
requirements of IAS 39. However, it is not IASB practice to address

consequential amendments to BC-paragraphs in its exposure drafts.

Staff recommendations on amendments to IFRS 1

12.

Appendix A contains marked up extracts from IFRS 1 which indicate the staff’s

detailed proposals for consequential amendments to IFRS 1.
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Designation date option

13.

14.

15.

16.

IFRS 1 indicates that the Board included the designation date option because it
decided that the same considerations should apply to first-time adopters as to
entities that already apply IFRSs. On the face of it, this assertion contradicts the
Board’s previously stated rejection of the argument that IFRS 1 should contain

the same transitional provisions as other IFRSs (see paragraph 7 of this paper).

However, if the “same considerations” referred to in IFRS 1 are cost-benefit
considerations, there would be no contradiction, because this would be in
accordance with one of the two main justifications given in IFRS 1 for departing
from its core principle. Unfortunately, there is no information in either IFRS 1

or IAS 39 as to the nature of these considerations.

The staff propose the following course of action in response to this situation.
The designation date option (with wording suitably modified) should be retained
in IFRS 1 only if the Board decides that cost-benefit considerations require it. If
the same option is retained in the replaced parts of 1AS 39 for cost-benefit
reasons, this will be persuasive in indicating that it should also be retained in
IFRS 1. If the option is removed from IAS 39, it may still be retained in IFRS 1,
but only if a cost-benefit analysis with first-time adopters specifically in mind

indicates that this would be appropriate.

The marked up copy in Appendix A assumes that the option will be retained in
IFRS 1.

Implementation guidance issues

17.

The marked up copy in Appendix A deals with the relevant implementation
guidance issues on the assumption that the staff’s proposals on the classification

and measurement of financial instruments are accepted by the Board.

Are additional amendments necessary?

18.

In reaction to the current phase of the IAS 39 amendments project, the staff do
not recommend the addition of any further departures from the core principle to

IFRS 1. It is the staff’s analysis that the cost-benefit and unacceptable use of
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hindsight considerations do not support the inclusion of further departures from
IFRS 1’s core principle. This recommendation is also in line with the

complexity-reducing objective of the IAS 39 project .

Staff recommendations and questions to the Board

The staff recommends that the Board include the proposed consequential
amendments to IFRS 1 in the financial instruments classification and measurement

exposure draft.

1. Does the Board agree with the staff's recommendation? If not, what does

the Board wish to do, and why?

2. Has the Board identified other possible consequential amendments to
IFRS 1 that result from the changes in the classification and
measurement of financial instruments? If so, what are those additional

consequential amendments?
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29 An entity is permitted to designate a previously recognised financial asset or
financial liability as a financial asset or financial liability at fair value through
profit or loss erafinancial-assetas—availablefor-sale in accordance with
paragraph D19. The entity shall disclose the fair value of financial assets or
financial liabilities designated into eaeh this category at the date of
designation and their classification and carrying amount in the previous
financial statements.

D19 +AS39 IERS X permits a flnanC|aI asset mstrument to be designated on initial
recognition as avatHable 3 Hment{previded it-mee

ee;tam—en%ena)—te—beude&gna%ed—as a fmanaal asset or financial |jalility at fair

value through profit or loss (prowded it meets a speC|f|c iterion)s BDespite

this requirement exeeptions-apply-in-the-folowing
b}  anentity is permitted to designate, at the date of |t|0n to IFRSs

any financial asset or financial at fairvalue through profit
or loss prowded the asset or li iterion i

paragraph IFRS X at that date.

IG55 When IAS 39 requires an
contract, the initial car
instrument first satis
at that date (1AS 3 /
carrying amounts of bedd derlvatlve and host contract rellably, it treats
the entire combined co i
value through pf@ (IAS 39 paragraph 12) IFhis—Fesults—m—faH'—value

mae aman Q .ﬁ an ftha an Aot getermine N a /a¥a)

A - '. m& ..' N ...3'. . - v A ro =.=- -.='- ; a '=' ,

embedded derivative from a host
ounts of the components at the date when the
gnition criteria in IAS 39 reflect circumstances

ing 1ts opening IFRS statement of financial position, an entity applies
ia in +AS-39 IFRS X to identify those financial assets and financial
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IG58A An entity shall treat an adjustment to the carrying amount of a financial asset
or financial liability as a transition adjustment to be recognised in the opening
balance of retained earnings at the date of transition to IFRSs only to the
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1G59

1G63

extent that it results from adopting +AS-39 IFRS X. Because all derivatives,
other than those that are financial guarantee contracts or are designated and
effective hedging instruments, are classified as heldfor-trading at fair value
through profit or loss, the differences between the previous carrying amount
(which may have been zero) and the fair value of the derivatives are
recognised as an adjustment of the balance of retained earnings at the
beginning of the financial year in which +AS-39 IFRS X is initially applied
(other than for a derivative that is a financial guarantee contract or a
designated and effective hedging instrument).

An entity may, in accordance with its previous GAAP, have measured
investments at fair value and recognised the revaluation gain idg profit or
loss. If an investment is classified as at fair value throug loss, the
pre-+tAS-39 IERS X revaluation gain that had been recogni i ofit or
loss is reclassified into retained earnings on initial applicati

changes
IFRS X
nent of equity.

dividends on the

recognised in other comprehensive income, then fghe
revaluation gain is recognised in a sepagdte
Subsequently, the entity recognises gains anhilosses

avatlable-for-sale financial asset i er mprehensive income and
accumulates the cumulative gains, and 08 and’dividends in that separate
component of equity until the inve mMpaired—sold—coHected—o
otherwise—eHSpo -e ot -, Ii'i“ = Clereeogh 0 --=.---- o+tne

m A _Anain N atde. afaining 1N o A O N a N a
HHAtHaHY ga O LOS efia s GEHEY pafagap D

derecognised. Wheh thg”\financial asset is derecognised, the amounts
previously recognisedh tha parate component of equity are reclassified
directly to retained gathings.

Example 11 gollgWingJthis paragraph: mark up to be confirmed, after taking
into agcount Bo @ ecisions made at the June meeting.
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