
 
 
 
 
 
 
 
 
US unveils new financial instruments model 
 
The FASB published at the end of May its comprehensive exposure draft on financial 
instruments. All instruments would be at fair value but with amortised cost 
disclosures. Impairment and hedging rules would be simpler than under current 
requirements. The proposal is accompanied by a second proposal – to require a 
‘continuous statement of comprehensive income’. 
 
This exposure draft, originally planned for March, sets out the whole of the FASB’s 
revised approach to accounting for financial instruments. As with IFRS 9, the FASB 
proposes two classes of financial instruments: those held for their long term cash 
flows and those with variable cash flows or used for trading.  
 
The draft also introduces a new approach to impairment and a simplified approach to 
hedging. It is accompanied by a requirement to present a single statement of 
comprehensive income, with Other Comprehensive Income shown immediately after 
net income. 
 
The FASB comments in its introduction that ‘ideally, this proposal would have been 
issued jointly with the IASB and contain converged guidance’. It says that the goal 
remains to ‘foster international comparability of financial information’.  
 
It notes that the FASB’s main objective is to develop accounting standards that 
represent an improvement to US financial reporting. But adds that what may be 
considered an improvement in jurisdictions with less developed financial reporting 
systems – applying IFRS - may not be considered an improvement in the US. 
 
The core of the new approach reflects that of IFRS 9 – where an entity’s business 
model is to hold financial instruments for their contractual cash flows, they have a 
different treatment for those where the entity’s intent is to trade the instruments or 
they have variable cash flows. 
 
The difference with the international approach is that both categories would be valued 
at fair value. For equities, derivatives and traded instruments, the fair value difference 
would go through income, and there is consequently no separate impairment 
requirement.  
 
For instruments held for cash flows, impairments (and interest) would flow through 
income, but the residual fair value change would be reported in Other Comprehensive 

1/2 



2/2 

Income. In the balance sheet the assets would be shown at mortised cost with a 
reconciliation to fair value that splits out impairments.  
 
It is this form of reporting that in turn makes necessary, in the FASB’s eyes, the 
‘continuous’ statement of comprehensive income. It is also this presentation that 
would allow users to compare figures directly with IFRS 9 data, and is presumably the 
basis of the hoped for ‘international comparability’.  
 
The FASB claims that its new model is consistent as between assets and liabilities, 
saying that asset-liability management is core to the business strategy of financial 
institutions. It says many liabilities would be at fair value, and core deposit liabilities 
would be re-measured using a current value method that reflects the economic benefit 
that an entity receives from this ‘lower cost, stable funding source’. 
 
The proposal also involves moving away from the incurred loss model for credit 
impairment. While the IASB’s proposals are based on assessing expected cash flows 
at the inception of a loan portfolio, the FASB says that entities should review possible 
credit losses each period. Interest income should be measured after considering cash 
flows not expected to be collected. 
 
The credit loss no longer has to be ‘probable’ and the proposal includes a list of 
factors that an entity should take into account in coming to a view about expected 
future cash flows. The entity is told to consider all available information relating to 
past events and existing conditions and their implications for the collectibility of the 
cash flows attributable to the financial asset at the date of the financial statements. 
 
The rules for hedge accounting are simplified. The entity has to have an expectation at 
inception of a hedge that it will be ‘reasonably’ effective, instead of highly effective. 
This can be satisfied by qualitative criteria rather than the previous quantitative 
effectiveness rules. The net effects of the hedging are shown in the income statement. 
The FASB claims that this will result in the economic effects of hedging being 
reported more consistently over multiple reporting periods.  
 
The FASB’s proposed Accounting Standards Update (under the Accounting Standards 
Codification, all changes to the codification are ‘updates’) looks at who would be 
affected by the changes. It says that everyone using financial instruments will be 
affected, but that the main entities concerned will be banks that currently hold many 
financial assets and liabilities at amortised cost.  
 
Pension obligations and leases will not be subject to the proposals. Short term 
receivables and payables would remain at amortised cost. The likely implementation 
date will be 2013 with a further four year delay for unlisted companies with a balance 
sheet total of less than $1bn. 
 
The exposure draft is open for comment until 30 September 2010. The FASB says 
that it will then hold a series of round tables in conjunction with the IASB 
 
 
 


