
 
 
 
 
 
 
 
New financial instrument model emerges 
 
 
The main September meeting of the IASB (and a couple of supplementary ones) were 
dominated by the different projects that are aiming to reform accounting for financial 
instruments. The Board looked at a simplified hedging model and agreed the way 
forward on expected loss provisioning. It did also look at financial statement 
presentation and the issue of control in relation to revenue recognition. 
 
The reform of financial instrument accounting is proceeding in a series of separate but 
linked projects. The classification and measurement part is central and is the first 
intended to be applied, but there are parallel projects on hedging and impairment, 
while a separate project on de-recognition has been fast-tracked.  
 
A review of the feedback on the classification and measurement of financial 
instruments took in both written comments, comments made at the roundtables held 
by the Board and the results of the extensive outreach programme that the staff had 
undertaken. One recurring comment was that while people welcomed the notion of a 
strategic equity investment that was not haled at fair value through profit and loss, 
they were concerned about recognition of dividends. 
 
Under the proposal in the exposure draft, entities could opt to classify an equity 
holding as a strategic investment. It would be held at fair value, but all changes in 
value would flow through Other Comprehensive Income (OCI). Constituents 
welcomed this exception, but still wanted to be able to recognize the dividends from 
such investments. 
 
At the Board meeting, IASB member Tatsumi Yamada said that in Japan companies 
made important strategic investments of this type, but having current income from 
them was a significant part of the strategic relationship. Board member Jim Leisenring 
expressed doubts about how operational the exception was. ‘How many strategic 
investments can I have before I’m a private equity company?’ he asked. There is a 
feeling that the exception in IAS 39 which allows unlisted equity investments to be 
accounted for at amortised cost has been widely abused. 
 
Hedge accounting 
 
The staff brought to the Board a first paper on simplifying hedge accounting. The 
essence of their proposal was that fair value hedge accounting should be abandoned 
and be replaced by a variant of cash flow hedge accounting. The existing cash flow 
hedge accounting would be simplified to reduce complexity. 
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Board member John Smith, a former financial instrument specialist at Deloitte in New 
York, was unhappy with the proposal and voted against it. He was concerned about 
over-hedging and under-hedging. Other Board members were not concerned about 
ineffectiveness related to under-hedging. Some also thought that the new 
classification and measurement model should reduce companies’ interest in using fair 
value hedges. 
 
Expected loss provisioning 
 
In June the IASB posted on its website a ‘Request for Information’ (not currently a 
recognized part of due process) in relation to the notion of accounting for impairment 
using an expected cash flow, or expected loss, model. The model requires lenders to 
estimate future credit losses on portfolios of loans and provide for them systematically 
over the life of the portfolio. 
 
In June the Board had listened to an education session from BNP Paribas, a major 
French bank, on the technical issues involved. The bank suggested that it would take 
them at least a year to work out how to operationalise the process, and then a further 
two to roll out systems. 
 
Staff reported that feedback from constituents as a result of the request for 
information had been very helpful. There was a high degree of engagement in trying 
to work out how to operationalise the model.  
 
The staff’s suggestion for taking the proposal forward was to issue an exposure draft 
that was based on expressing the principles to be applied. This would be followed up 
by application guidance that addressed detailed implementation issues. The staff 
proposed setting up an expert advisory group to help the staff with the implementation 
detail. 
 
Some Board members, especially Jim Leisenring expressed concerns about the role of 
an expert advisory group. ‘I am not interested in sub-contracting standard-setting,’ he 
said. The staff reassured them that this was simply an arrangement that enabled the 
project to proceed as quickly as possible. Some Board members much disliked the due 
process of the predecessor body that used expert committees to draft standards. 
 
Statement presentation 
 
Financial statement presentation also occupied a large slice of the agenda. An 
education session discussed field testing experiments in the US. A staff paper re-
deliberating the statement of comprehensive income hinted that staff were planning to 
retreat somewhat from the position set out in the discussion paper. 
 
The statement of comprehensive income was supposed to be split between business 
and financing, with business further split between operating and investing activities. 
The staff suggested that the ‘investing’ sub-category should be abandoned and the 
content of the financing category should be defined rather than being left to 
management. 
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The debate suggested that Board members were split between those who were afraid 
of an income statement that showed ‘profit before the bad stuff’ and those who 
thought that management would anyway introduce whatever sub-totals they thought 
appropriate.   
 
The staff also hinted that they were looking at abandoning the proposed changes to 
the balance sheet categories. They were thinking about down-grading cohesiveness as 
the fundamental objective and putting more emphasis on comparability. 
 
 
 


