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Purpose of this paper

At the meeting on 15 October we will ask the Board whether it wishes to retain a
cost exception for particular investments in unquoted equity instruments and
derivatives that are linked to and must be settled by delivery of such equity
instruments (agenda paper 3). The staff recommendation in that paper is to
eliminate the cost exception (but include more guidance on when cost might

represent fair value for subsequent measurement).

This paper is only relevant if the Board does NOT agree with the staff

recommendation in agenda paper 3 and decides to keep a cost exception (or

some variation thereof). If the Board agrees with the staff

recommendation, we will not need to discuss this paper.

The purpose of this paper is to ask the Board:

(a) whether instruments should be reclassified between cost and fair
value if a reliable measure becomes available or is no longer

available; and

(b) if so, under what circumstances should reclassifications be required

and how should such reclassifications be accounted for.

This paper has been prepared by the technical staff of the IASCF for discussion at a public meeting of the IASB.
The views expressed in this paper are those of the staff preparing the paper. They do not purport to represent the
views of any individual members of the IASB.

Comments made in relation to the application of an IFRS do not purport to be acceptable or unacceptable application of
that IFRS—only the IFRIC or the IASB can make such a determination.

The tentative decisions made by the IASB at its public meetings are reported in IASB Update. Official pronouncements
of the IASB, including Discussion Papers, Exposure Drafts, IFRSs and Interpretations are published only after it has
completed its full due process, including appropriate public consultation and formal voting procedures.
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Proposals in the ED

4.  The exposure draft (ED) proposed to eliminate the cost exception in IAS 39.
The ED proposed to measure all equity investments and derivatives at fair value.
As a result, the question of reclassification between fair value and cost was

irrelevant.

Guidance in IAS 39

5. 1AS 39 has a cost exception. The related reclassification requirements are in
paragraphs 53-55 of IAS 39. To summarize:

(@) If areliable measure becomes available for a financial asset or
financial liability for which such a measure was previously not
available, the asset or liability shall be remeasured at fair value, and the
difference between its carrying amount and fair value shall be
accounted for either in profit or loss (if the instrument is classified as
held-for-trading) or other comprehensive income (OCI) (if the

instrument is classified as available-for-sale)

(b) If, in the rare circumstance that a reliable measure of fair value is no
longer available, it becomes appropriate to carry a financial asset or
financial liability at cost rather than at fair value, the fair value of the
financial asset or the financial liability on that date becomes its new
cost. Any previous gain or loss on that asset that had been recognized
directly in equity is accounted for on the basis of whether or not the
instrument has a fixed maturity.

Staff analysis and recommendations

6.  Consistent with IAS 39, we think that reclassifications should be required if:

(a) areliable measure becomes available for a financial asset or financial

liability for which such a measure was previously not available; or
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(b) in the rare circumstance that a reliable measure of fair value is no
longer available, it becomes appropriate to carry a financial asset or

financial liability at cost.

We see no benefit in permitting (rather than requiring) reclassifications if a
reliable measure becomes available. The Board already decided that fair value
is the most relevant measurement attribute for equity investments and
derivatives; therefore cost should not continue to be used if fair value
information becomes available. (A discussion of optionality is not relevant in

the case where a reliable measure of fair value is no longer available.)

We recommend carrying forward the requirements in 1AS 39, with minor

modifications to reflect the new classification approach:

(@) If areliable measure becomes available for a financial asset or
financial liability for which such a measure was previously not
available, the asset or liability shall be remeasured at fair value, and the
difference between its carrying amount (cost) and fair value shall be
accounted for in profit or loss or other comprehensive income (if the
entity had elected at initial recognition to measure the asset at
FVTOCI).

(b) Inthe rare circumstance that a reliable measure of fair value is no
longer available and it becomes appropriate to carry a financial asset
or financial liability at cost, the fair value of the financial asset or the

financial liability on that date becomes its new cost.

Any previous gain or loss on an asset that has been presented in OCI (ie
because an entity had elected at initial recognition to measure the asset
at FVTOCI) shall not be recycled to profit or loss (even on
derecognition).

The recommendation in the last sentence of paragraph 8(b) assumes that the
Board retains the proposal in the ED related to instruments measured at
FVTOCI that prohibits recycling amounts to profit or loss. If the Board does not

retain that proposal and requires recycling, the amounts presented in OCI

Page 3 0of 5



Agenda paper 4

IASB Staff paper

discussed in paragraph 8(b) would be recycled to profit or loss when the
instrument is derecognized or impaired. That is consistent with the existing

requirements in IAS 39 (paragraph 54(b)).

Question 1 — Reclassification between cost and fair value ‘

Does the Board agree with the staff recommendation that
reclassifications should be required if;

(a) a reliable fair value measure becomes available for a financial asset
or financial liability for which such a measure was previously not
available; and

(b) a reliable fair value measure is no longer available and it becomes
appropriate to carry a financial asset or financial liability at cost?

If not, what would you propose instead and why?

Question 2 — Reclassification between cost and fair value

Does the Board agree with the staff recommendation that such
reclassifications should be accounted for as set out in paragraph 8 and
9?

If not, what would you propose instead and why?

Disclosures

Guidance in IFRS 7

10. Paragraph 12 of IFRS 7 provides the disclosures relevant to reclassifications
between the cost exception (in IAS 39) and fair value. To summarize, if an
entity reclassifies a financial asset or financial liability between cost and fair

value, the entity must disclose:
(a) the amount reclassified into and out of each category; and

(b) the reason for that reclassification.
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Staff recommendation

11.  We recommend carrying forward the disclosure requirements in IFRS 7. We
also recommend that for the purposes of the disclosure in paragraph 10(a) above,
the entity show separately FVTPL and FVTOCI.

Question 3 — Disclosure ‘

Does the Board agree with the staff recommendation that the following
disclosures should be required for all reclassifications between fair value
and cost:

(a) the reason for the reclassification;

(b) the amount reclassified into and out of each category (showing
separately FVTPL and FVTOCI).

If not, what would you propose instead and why?
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