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Supplement to IFRS outlook

ED Investments in debt
instruments - proposed
amendments to IFRS 7

Background

The International Accounting Standards Board (The Board) has just published an
Exposure Draft (ED) to propose amendments to IFRS 7 Financial Instruments: Disclosures
to require further disclosures for investments in debt instruments. This ED is part of the
IASB's commitment to enhance the disclosure requirements for financial instruments in
the current market climate. The ED proposes the incorporation of the additional
disclosures suggested at the Board's roundtable meetings with the US Financial
Accounting Standards Board (the FASB) in November and December 2008 held in
response to the global financial crisis.

Preparers requested the IASB to amend the requirements for the measurement of
impairment of available for sale (AFS) debt securities to be consistent with those for
amortised cost instruments. That is, once an entity has objective evidence of impairment,
only incurred losses calculated as the difference between the asset's amortised cost and
the present value of expected future cash flows discounted at the original effective interest
rate would be recognised as impairment in profit or loss. Any other changes in fair value
would be reflected in equity. However, users were not enthusiastic about the change
requested by preparers.

By way of a compromise, the IASB has proposed additional disclosures, as follows:

Summary of proposed additional disclosures

The proposal requires the following disclosures for all investments in debt instruments
other than those classified as at fair value through profit or loss (that is, those classified
as held to maturity, available for sale or as loans and receivables):

(a) Pre-tax profit or loss as though the debt instruments had been:
(i) classified as at fair value through profit or loss; and
(ii) accounted for at amortised cost

(b) Tabular disclosure of:
(i) the carrying amount in the statement of financial position;
(ii) the fair value; and

(iii) the amortised cost
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The illustrative example proposed to be
included as implementation guidance gives
the disclosures required by (b) by category
(i.e., separate disclosure for investments in
debt instruments classified as held to
maturity, available for sale and loans and
receivables) . However, the text of the
standard does not require it to be disclosed
at this level.

From this information, a user is able to
derive the split between the incurred loss
on impaired AFS debt securities and the
rest of the fair value movement taken
through profit or loss. However, it would
have been simpler to require disclosure of
the impairment loss that would have been
taken had the amortised cost impairment
rules been applied.

The ED proposes that the amendments are
applicable for annual periods ending on or
after 15 December 2008. Comparative
information relating to the periods before
the date of initial adoption is not required.

The FASB also recently issued a proposed
staff position requiring similar disclosures.
In addition, the SEC has requested the FASB
to go further and consider the development
of a model that would require recognising
impairments through income related only to
credit losses (calculated on an incurred loss
basis consistent with impairments on
loans), while the remaining decline in fair
value of an investment (the portion that is
not related to incurred losses) would be
recognised in other comprehensive income,
consistent with the requests of preparers at
the roundtables. In the December IASB
Update, the IASB reported that it had
tentatively decided to work with the FASB
on this and two other issues raised at the
roundtable meetings:

» To consider whether to permit reversal
of impairment on AFS equity
instruments and

» The reclassification of financial
instruments designated at fair value
through profit or loss using the fair
value option.

We hope that the IASB and FASB will work
together on this matter, which should also
result in further changes to IFRS in line with
any amendments made by the FASB in
response to the SEC's request.

Business impact

The proposed new disclosure requirements
will require entities to obtain and maintain
both fair value and amortised cost
information for all debt instruments other
than those classified as at fair value through
profit or loss. As the proposal requires
adoption for 2008 calendar year-ends, this
will result in entities needing to obtain
additional information for their 2008
financial statements in a very short period
of time.

The information about profit or loss on a
fair value basis will not be difficult to derive,
since entities are already required to
disclose the fair value of all instruments not
recorded on a fair value basis (although
adjustments will need to be made for the
effects of hedge accounting and
impairment) . However, determining the
profit or loss impact of AFS debt
instruments, as if they were carried on an
amortised cost basis could be very
challenging in the proposed time frame.

Furthermore, the category ‘Investment in a
debt instrument’ is not defined and so it is
not clear how broad this category is. For
example, should it include trade
receivables? If so, this will impact a
significant number of entities.

Comments on the Exposure Draft are
due by 15 January 2009.
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