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IFRS 9 BC

Basis for Conclusions on
IFRS 9 Financial Instruments

This Basis for Conclusions accompanies, but is adtqf, IFRS 9.

Introduction

BC1

BC2

BC3

BC4

This Basis for Conclusions summarises the matigosnal Accounting Standards
Board’s considerations in developing IFRS#@ancial Instrumentsindividual
Board members gave greater weight to some fadtarstb others.

The Board has long acknowledged the need toowepthe requirements for
financial reporting of financial instruments to neak easier for users of financial
statements to understand financial reporting infgiom. To meet the heightened
urgency of that need in the light of the finanaakis, the Board proposes to
replace IAS 3%inancial Instruments: Recognition and Measuremntgnthe end
of 2010. To make progress as quickly as possildeBbard has divided the
project into several phases. In adopting this apgrpthe Board acknowledged
the difficulties that might be created by differeadn timing between this project
and others, in particular phase Il of the project msurance contracts.
(Paragraphs BC91(b), BC93 and BC113-BC117 discasses$ relating to
insurance contracts.)

IFRS 9 is a new standard dealing with the acdogrior financial instruments. In
developing IFRS 9, the Board considered the regmong its exposure draft
Financial Instruments: Classification and Measuremgntblished in July 2009.
As a result, in November 2009 the Board finalised firg part of IFRS 9,
dealing with classification and measurement of fai@nassets. In the Board'’s
view, requirements on classification and measurermenthe foundation for any
financial reporting standard, and requirements @soeciated matters (for
example, on impairment and hedge accounting) have reflect those
requirements. In addition, the Board noted thatyradrthe application issues that
have arisen in the financial crisis are relatethtoclassification and measurement
of financial assets in accordance with IAS 39.

The Board sees this first phase of the pragentplace IAS 39 as a stepping stone
to future improvements in the financial reportirfgfioancial instruments and is
committed to completing its project on financiastimments expeditiously. The
Board is also committed to the convergence of IFR®S&l US GAAP
requirements for financial instruments. There aranyndetailed differences
between them, making it impossible to achieve cayemre on the basis of
existing requirements. The Board will consider psitilig for comment any
proposals that the US Financial Accounting Standd@dard (FASB) may
publish, to the extent that they are different fi6iRSs or proposed IFRSs.
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BC5

BC6

BC7

The Board has not yet considered the scopERE19. The scope of IAS 39 and
its interaction with other IFRSs have resulted inmso application and
interpretation issues. However, the Board believasittshould address the issue
of scope comprehensively rather than only in thetext of classification and
measurement. The scope of IAS 39 has not beendrase matter of concern
during the financial crisis and, hence, the Boatliees that the scope of IFRS 9
should be based on that of IAS 39 until it considbesscope more generally in a
later phase of the project to replace IAS 39.

The exposure draft contained proposals foitexhs within the scope of IAS 39.
However, some respondents to the exposure draftteaidthe Board should
restrict its proposals on classification and measent to financial assets and
retain the existing requirements for financial ligles (including the
requirements for embedded derivatives and thevdire option) until the Board
has more fully considered and debated the issuasngeto financial liabilities.
Those respondents pointed out that the Board aeteteits project on financial
instruments because of the global financial cristsich placed more emphasis on
issues in the accounting for financial assets tlwarfinancial liabilities. They
suggested that the Board should consider issu¢satts® from its projects on
own credit risk and other related projects moreyfllefore finalising the
requirements for classification and measuremefinahcial liabilities.

The Board noted those concerns and decidedIFR® 9 should at this stage
apply only to assets within the scope of IAS 39. Thiirgancial liabilities,
including derivative liabilities, remain within thecope of IAS 39. Accordingly,
this Basis for Conclusions discusses the respaiostee exposure draft as they
apply to the classification and measurement ofifiie assets. Taking this course
will enable the Board to obtain further feedbacktloa accounting for financial
liabilities, including how best to address accountfor changes in own credit
risk.

Classification

BC8

In IFRS 9 the Board aimed to improve the abibf users to understand the
financial reporting of financial assets by:

(a) reducing the number of classification categoaed providing a clearer
rationale for measuring financial assets in a paldr way that replaces
the numerous categories in IAS 39, each of which $pegific rules
dictating how an asset can or must be classified;

(b) applying a single impairment method to all fioc&l assets not measured
at fair value, which replaces the many differentamment methods that
are associated with the numerous classificatiorgoaites in IAS 39; and
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BC9

BC10

BC11

BC12

(c) aligning the measurement attribute of finanasdets to the way the entity
manages its financial assets (‘business model’)thail contractual cash
flow characteristics, thus providing relevant ancfuk information to
users for their assessment of the amounts, timimgwncertainty of the
entity’s future cash flows.

The Board believes that IFRS 9 both improvesability of users to understand
and use the financial reporting of financial assetd eliminates much of the
complexity in IAS 39. The Board disagrees with theeason made by a
dissenting Board member that IFRS 9 does not rheebhjective of reducing the
number of classification categories for financia@sets and eliminating the
specific rules associated with those categories kgnAS 39, IFRS 9 provides a
clear rationale for measuring a financial asseeidter amortised cost or fair
value, and hence improves the ability of users tmesstand the financial
reporting of financial assets. IFRS 9 aligns thesoeement attribute of financial
assets to the way the entity manages its finansiséta (‘business model’) and
their contractual cash flow characteristics. In sond, IFRS 9 significantly
reduces complexity by eliminating the numerous suéssociated with each
classification category in IAS 39. Consistently wil other financial assets,
hybrid contracts with financial asset hosts aressifed and measured in their
entirety, thereby eliminating the complex and roéesed requirements in IAS 39
for embedded derivatives. Furthermore, IFRS 9 megua single impairment
method, which replaces the different impairment mdshassociated with the
many classification categories in IAS 39. The Boaetleves that these changes
will improve the ability of users to understand fimancial reporting of financial
assets and to better assess the amounts, timingireseitainty of future cash
flows.

Measurement categories

Some users of financial statements suppomglesmeasurement method—fair
value—for all financial assets. They view fair valae more relevant than other
measurements in helping them to assess the effectri@nt economic events on
an entity. They assert that having one measuremtrbute for all financial
assets promotes consistency in valuation, presemtaind disclosure and
improves the usefulness of financial statements.

However, many users and others, including mampgsers and auditors of
financial statements and regulators, do not supploet recognition in the
statement of comprehensive income of changes invédiie for financial assets
that are not held for trading or are not managed fair value basis. Some users
say that they often value an entity on the basi¢sabusiness model and that in
some circumstances cost-based information providevant information that
can be used to predict likely actual cash flows.

Some, including some of those who generallypstpthe broad application of
fair value for financial assets, raise concernsusbize use of fair value when fair
value cannot be determined within a narrow range s&hdews were consistent
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with the general concerns raised during the findrmiais. Many also believe
that other issues, including financial statemepspntation, need to be addressed
before a comprehensive fair value measurementnergent would be feasible.

In response to those views, the Board decidadneasuring all financial assets
at fair value is not the most appropriate approticiimproving the financial
reporting for financial instruments. Accordinglyetbexposure draft proposed that
entities should classify financial assets into twiongry measurement categories:
amortised cost and fair value (the ‘mixed attribapgroach’). The Board noted
that both of those measurement methods can prasdfil information to users
of financial statements for particular types ofafiicial assets in particular
circumstances.

Almost all respondents to the exposure drafipstted the mixed attribute
approach, stating that amortised cost providesvaakeand useful information
about particular financial assets in particulacwmstances because it provides
information about the entity’'s likely actual cadbws. Some respondents said
that fair value does not provide such informati@tduse it assumes that the
financial asset is sold or transferred on the nresmsent date.

Accordingly, IFRS 9 requires some financialeés$o be measured at amortised
cost if particular conditions are met.

Fair value information in the statements of financi al
position and financial performance

Some respondents to the exposure draft prdptieet fair value information
should be presented in the statement of finanaisitipn for financial assets
measured at amortised cost. Some of those supgaitich presentation said that
the information provided would be more reliable &intkly if it were required to
be presented in the statement of financial positidiner than in the notes.

The Board also considered whether the totaisgand losses for the period
related to fair value measurements in Level 3 & thir value measurement
hierarchy (paragraph 27A of IFRS Financial Instruments: Disclosures
describes the levels in the fair value hierarcthgutd be presented separately in
the statement of comprehensive income. Those stipgauch presentation said
that its prominence would draw attention to how mukthe total fair value gain
or loss for the period was attributable to fair watneasurements that are subject
to more measurement uncertainty.

The Board decided that it would reconsider betlues at a future date. The
Board noted that the Level 3 gains or losses ferghriod are required to be
disclosed in the notes to the financial statementecordance with IFRS 7. The
Board also noted that neither proposal had beeasexpfor public comment and
further consultation was required. The Board decitiat these two issues should
form part of convergence discussions with the FASB.

© IFRS Foundation 7
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BC19

BC20

BC21

BC22

BC23

Approach to classification

The exposure draft proposed that an entitylshdassify its financial assets into
two primary measurement categories on the basishef financial assets’
characteristics and the entity’s business model Mfanaging them. Thus, a
financial asset would be measured at amortisedifcwsd conditions were met:

(a) the financial asset has only basic loan featwaed
(b) the financial asset is managed on a contragtaldl basis.

A financial asset that did not meet both conditievmuld be measured at fair
value.

Most respondents supported classification dasethe contractual terms of the
financial asset and how an entity manages grougsancial assets. Although
they agreed with the principles proposed in the sypodraft, some did not agree
with the way the approach was described and saidrtbet application guidance
was needed, in particular to address the followisgés:

(a) the order in which the two conditions are cdesid,;

(b) how the ‘managed on a contractual yield bas@dition should be
applied; and

(c) how the ‘basic loan features’ condition shouddapplied.

Most respondents agreed that the two conditionsletermining how financial
assets are measured were necessary. However, manjogeesthe order in
which the two conditions should be considered. Thar8amgreed with those
comment letters that stated that it would be mofciefit for an entity to
consider the business model condition first. Tremefthe Board clarified that
entities would consider the business model first. H@nethe Board noted that
the contractual cash flow characteristics of angririal asset within a business
model that has the objective of collecting contrattcash flows must also be
assessed to ensure that amortised cost providesanglinformation to users.

The entity’s business model

The Board concluded that an entity’s busimesdel affects the predictive quality
of contractual cash flows—ie whether the likely attoash flows will result
primarily from the collection of contractual cashows. Accordingly, the
exposure draft proposed that a financial assetldhoel measured at amortised
cost only if it is ‘managed on a contractual yidddsis’. This condition was
intended to ensure that the measurement of a fiamlaaeset provides information
that is useful to users of financial statementsiiadicting likely actual cash
flows.

Almost all respondents to the exposure drafeed that classification and
measurement should reflect how an entity managéméncial assets. However,
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most expressed concern that the term ‘managed oontactual yield basis’
would not adequately describe that principle antint@re guidance was needed.

In August 2009 the FASB posted on its websiteesciiption of its tentative
approach to classification and measurement of &igninstruments. That
approach also considers the entity's business mddetler that approach,
financial instruments would be measured at fair @aflarough profit or loss
unless:

... an entity’s business strategy is to hold dabtruments with principal amounts for
collection or payment(s) of contractual cash flosather than to sell or settle the
financial instruments with a third party ...

The FASB also provided explanatory text:

... an entity’s business strategy for a finanaiatiument would be evaluated based on
how the entity manages its financial instrumentisaathan based on the entity’s intent
for an individual financial instrument. The entétiso would demonstrate that it holds a
high proportion of similar instruments for long jpels of time relative to their
contractual terms.

The Board had intended ‘managed on a contthgield basis’ to describe a
similar condition. However, it decided not to use B#SB’s proposed guidance
because the additional guidance included would sidtessitate significant
judgement. In addition, the Board noted that the BASproposed approach
might be viewed as very similar to the notion oflthéo maturity’ in IAS 39,
which could result in ‘bright line’ guidance on howdpply it. Most respondents
believed the Board should avoid such bright lined that an entity should be
required to exercise judgement.

Therefore, in response to the concerns nate@aragraph BC23, the Board
clarified the condition by requiring an entity toeasure a financial asset at
amortised cost only if the objective of the enstyjusiness model is to hold the
financial asset to collect the contractual caswdloThe Board also clarified in

the application guidance that:

€) it is expected that an entity may sell somearfial assets that it holds
with an objective of collecting the contractual cdaébws. Very few
business models entail holding all instrumentsluntturity. However,
frequent buying and selling of financial assetsn@d consistent with a
business model of holding financial assets to colieontractual cash
flows.

(b) an entity needs to use judgement to deterntinehat level this condition
should be applied. That determination is made @nlthsis of how an
entity manages its business. It is not made atewel of an individual
financial asset.

The Board noted that an entity’s business indades not relate to a choice (ie it
is not a voluntary designation) but rather it imatter of fact that can be observed
by the way an entity is managed and informatiorrdsvided to its management.

For example, if an investment bank uses dngaldusiness model, it could not
easily become a savings bank that uses an ‘origiaatl hold’ business model.

© IFRS Foundation 9
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BC29

BC30

BC31

BC32
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Therefore, a business model is very different framanagement intentions’

which can relate to a single instrument. The Boavdcluded that sales or
transfers of financial instruments before matwityuld not be inconsistent with a
business model with an objective of collecting cactmal cash flows, as long as
such transactions were consistent with that businessel, rather than with a

business model that has the objective of realisiranges in fair values.

Contractual cash flow characteristics

The exposure draft proposed that only findnitiatruments with basic loan
features could be measured at amortised cost. dtifgd that a financial
instrument has basic loan features if its contcterms give rise on specified
dates to cash flows that are solely payments ofcipdth and interest on the
principal amount outstanding. For the purposeshié tondition, interest is
consideration for the time value of money and treglit risk associated with the
principal amount outstanding during a particulariquek of time, which may
include a premium for liquidity risk.

The objective of the effective interest metlfimdfinancial instruments measured
at amortised cost is to allocate interest reverruexpense to the relevant period.
Cash flows that are interest always have a closgigalto the amount advanced
to the debtor (the ‘funded’ amount) because intdeesonsideration for the time

value of money and the credit risk associated wi¢hissuer of the instrument and
with the instrument itself. The Board noted that #fiective interest method is

not an appropriate method to allocate cash flowsatanot principal or interest

on the principal amount outstanding. The Board kated that if a financial asset
contains contractual cash flows that are not pradaip interest on the principal

amount outstanding then a valuation overlay toremttal cash flows (fair value)

is required to ensure that the reported finanadbrmation provides useful

information.

Most respondents to the exposure draft agredtt the principle that
classification should reflect the contractual tewhshe financial asset. However,
many objected to the label ‘basic loan featuresl esguested more guidance to
apply the principle to particular financial asseRespondents were also
concerned that the exposure draft did not disciismaterial’ or ‘insignificant’
features that they believed ought not to affecdsifecation.

The Board decided to clarify how contractuahcdlow characteristics should
affect classification and improve the examples ihastrate how the condition
should be applied. It decided not to add applicatiaidance clarifying that the
notion of materiality applies to this conditionca@se that notion applies to every
item in the financial statements. However, it did agiglication guidance that a
contractual cash flow characteristic does not affeetclassification of a financial
asset if it is ‘not genuine’.

© IFRS Foundation
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Application of the two classification conditions to
particular financial assets

Investments in contractually linked instruments (tranches)

A structured investment vehicle may issue rhffeé tranches to create a
‘waterfall’ structure that prioritises the paymeiig the issuer to the holders of
the different tranches. In typical waterfall struets; multiple contractually linked
instruments effect concentrations of credit riskvinich payments to holders are
prioritised. Such structures specify the order iricvtany losses that the issuer
incurs are allocated to the tranches. The expodiaft concluded that tranches
providing credit protection (albeit on a contingdaasis) to other tranches are
leveraged because they expose themselves to hghdit risk by writing credit
protection to other tranches. Hence their cash flolsnot represent solely
payments of principal and interest on the princigadount outstanding. Thus,
only the most senior tranche could have basic features and might qualify for
measurement at amortised cost, because only thé seosor tranche would
receive credit protection in all situations.

The exposure draft proposed that the classidic principle should be based on
whether a tranche could provide credit protectioramy other tranches iany
possible scenario. In the Board's view, a contraeat tcontains credit
concentration features that create ongoing subatidim (not only in a liquidation
scenario) would include contractual cash flows thedresent a premium for
providing credit protection to other tranches. Otiilg most senior tranche does
not receive such a premium.

In proposing this approach, the Board condutteat subordination in itself
should not preclude amortised cost measurement. rdhking of an entity's
instruments is a common form of subordination ti¢cts almost all lending
transactions. Commercial law (including bankruptaw) typically sets out a
basic ranking for creditors. This is required besganot all creditors’ claims are
contractual (eg claims regarding damages for unlawéhaviour and for tax
liabilities or social insurance contributions). Adtgh it is often difficult to
determine exactly the degree of leverage resuliiom this subordination, the
Board believes that it is reasonable to assume dbaimercial law does not
intend to create leveraged credit exposure for ggr@editors such as trade
creditors. Thus, the Board believes that the cragk associated with general
creditors does not preclude the contractual cashsflrepresenting the payments
of principal and interest on the principal amountstanding. Consequently, the
credit risk associated with any secured or senddnillties ranking above general
creditors should also not preclude the contractash flows from representing
payments of principal and interest on the princgrabunt outstanding.

Almost all respondents disagreed with the amprda the exposure draft for
investments in contractually linked instrumentstfoe following reasons:

(@) It focused on form and legal structure rathkant the economic
characteristics of the financial instruments.

© IFRS Foundation 11
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(b) It would create structuring opportunities beeaus the focus on the
existence of a waterfall structure, without consitdera of the
characteristics of the underlying instruments.

(c) It would be an exception to the overall classifion model, driven by
anti-abuse considerations.

In particular, respondents argued that thegsals in the exposure draft would
conclude that some tranches provide credit pratectand therefore were
ineligible for measurement at amortised cost, @liengh that tranche might have
a lower credit risk than the underlying pool of iastents that would themselves
be eligible for measurement at amortised cost.

The Board did not agree that the proposalgshén exposure draft were an
exception to the overall classification model.He Board’s view, those proposals
were consistent with many respondents’ view that &mgntial instrument that
creates contractual subordination should be subjettte proposed classification
criteria and no specific guidance should be reqguie apply the classification
approach to these instruments. However, it noted fbatcontractually linked
instruments that effect concentrations of credik,rimany respondents did not
agree that the contractual cash flow characteristitsrmined by the terms and
conditions of the financial asset in isolation beseflected the economic
characteristics of that financial asset.

Respondents proposed other approaches in whichvestor ‘looks through’ to

the underlying pool of instruments of a waterfallusture and measures the
instruments at fair value if looking through is npossible. They made the
following points:

(a) Practicability: The securitisation transactions intended to beresded
were generally over-the-counter transactions in kvithe parties involved
had sufficient information about the assets togrenfan analysis of the
underlying pool of instruments.

(b)  Complexity:Complex accounting judgement was appropriate teaethe
complex economic characteristics of the instruminparticular, in order
to obtain an understanding of the effects of thatrem@tual terms and
conditions, an investor would have to understanduth@erlying pool of
instruments. Also, requiring fair value measureménit were not
practicable to look through to the underlying poblinstruments would
allow an entity to avoid such complexity.

(c) Mechanics:Amortised cost measurement should be availableibaliof
the instruments in the underlying pool of instrutseémad contractual cash
flows that represented payments of principal anerést on the principal
amount outstanding. Some also suggested that instrs that change the
cash flow variability of the underlying pool of instnents in a way that is
consistent with representing solely payments ofgipel and interest on
the principal amount outstanding, or aligned curyénterest rates with
the issued notes, should not preclude amortisechoeasurement.

© IFRS Foundation
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(d) Relative exposure to credit risklany favoured use of a probability-
weighted approach to assess whether an instrumerd f@aver or higher
exposure to credit risk than the average creditafsthe underlying pool
of instruments.

The Board was persuaded that classificatiorechawlely on the contractual
features of the financial asset being assesseddesification would not capture
the economic characteristics of the instruments wl@oncentrated credit risk
arises through contractual linkage. Therefore,Bbard decided that, unless it is
impracticable, an entity should ‘look through’ tesass the underlying cash flow
characteristics of the financial assets and tosasdee exposure to credit risk of
those financial assets relative to the underlyiogl pf instruments.

The Board concluded that the nature of contsdly linked instruments that effect
concentrations of credit risk justifies this apmiodecause the variability of cash
flows from the underlying pool of instruments isederence point, and tranching
only reallocates credit risk. Thus, if the contmattcash flows of the assets in the
underlying pool represent payments of principal amgrest on the principal
amount outstanding, any tranche that is expos#iteteame or lower credit risk (as
evidenced by the cash flow variability of the thaaaelative to the overall cash
flow variability of the underlying instrument poolyould also be deemed to
represent payments of principal and interest onptivecipal amount outstanding.
The Board also took the view that such an appreamhid address many of the
concerns raised in the comment letters with regastructuring opportunities and
the focus on the contractual form of the finaneis$et, rather than its underlying
economic characteristics. The Board also noted ithatrder to understand and
make the judgement about whether particular tydefinancial assets have the
required cash flow characteristics, an entity wolldve to understand the
characteristics of the underlying issuer to enthaethe instrument’s cash flows are
solely payments of principal and interest on thigipal amount outstanding.

To apply this approach, the Board decidedahagntity should:

(@) determine whether the contractual terms of #seidd instrument (the
financial asset being classified) give rise to céslws that are solely
payments of principal and interest on the princigadount outstanding.
The Board concluded that the issued instrument rhase contractual
cash flows that are solely payments of principal amrest on the
principal amount outstanding.

(b) look through to the underlying pool of instrum until it can identify the
instruments that are creating (rather than simphsjng through) the cash
flows.

(c) determine whether one or more of the instrumantke underlying pool
has contractual cash flows that are solely paymehtgrincipal and
interest on the principal amount outstanding. Ttear concluded the
underlying pool must contain one or more instruraetitat have
contractual cash flows that are solely paymentsriicipal and interest
on the principal amount outstanding.

© IFRS Foundation 13
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(d)

(e)

()

assess whether any other instruments in therlyimagpool only:

0] reduce the cash flow variability of the undenlyi pool of
instruments in a way that is consistent with repriisgnsolely
payments of principal and interest on the princigahount
outstanding, or

(ii) align the cash flows of the issued financialsets with the
underlying pool of financial instruments.

The Board concluded that the existence of suclrumsints does not
preclude the cash flows from representing solelyngnts of principal
and interest on the principal amount outstandirtge Board determined
that the existence of other instruments in the pwoolld, however,
preclude the cash flows representing solely paymehtgrincipal and
interest on the principal amount outstanding. Bamgple, an underlying
pool that contains government bonds and an insmtintieat swaps
government credit risk for (riskier) corporate dteisk would not have
cash flows that represent solely principal and egkemon the principal
amount outstanding.

measure at fair value any issued instrumemthith any of the financial
instruments in the underlying pool:

0] have cash flows that do not represent solelyrgyts of principal
and interest on the principal amount outstanding; o

(ii) could change so that cash flows may not represelely payments
of principal and interest on the principal amouutstanding at any
point in the future.

measure at fair value any issued instrument whogosure to credit risk
in the underlying pool of financial instrumentgjigater than the exposure
to credit risk of the underlying pool of financiaistruments. The Board

decided that if the range of expected losses oristfiged instrument is

greater than the weighted average range of expdo®sks on the

underlying pool of financial instruments, then tissued instrument

should be measured at fair value.

The Board also decided that if it were not ficable to look through to the
underlying pool of financial instruments, entitishould measure the issued
instrument at fair value.

Financial assets acquired at a discount that reflects incurred
credit losses

The exposure draft proposed that if a findrasaet is acquired at a discount that
reflects incurred credit losses, it cannot be meabat amortised cost because:

@

the entity does not hold such financial assetsollect the cash flows
arising from those assets’ contractual terms; and

© IFRS Foundation



BC45

BC46

BC47

BC48

BC49

IFRS 9 BC

(b) an investor acquiring a financial asset at suctiscount believes that the
actual losses will be less than the losses thatefllected in the purchase
price. Thus, that asset creates exposure to signifivariability in actual
cash flows and such variability is not interest.

Almost all respondents disagreed with the Bsaodinclusion that these assets
cannot be held to collect the contractual cash floWwkey regarded that
conclusion as an exception to a classification @ggn based on the entity's
business model for managing the financial assatpatticular, they noted that
entities could acquire and subsequently manage sisslets as part of an
otherwise performing asset portfolio for which thejestive of the entity's
business model is to hold the assets to colledractual cash flows.

Respondents also noted that an entity’s eapents about actual future cash
flows are not the same as the contractual cash fbdwise financial asset. Those
expectations are irrelevant to an assessment ofirthacial asset's contractual
cash flow characteristics.

The Board agreed that the general classificapproach in IFRS 9 should apply
to financial assets acquired at a discount th&ctf incurred credit losses. Thus,
when such assets meet the conditions in paragrahhtiey are measured at
amortised cost.

Alternative approaches to classification

In its deliberations leading to the exposuatdthe Board discussed alternative
approaches to classification and measurement. tticpiar, it considered an
approach in which financial assets that have basic features, are managed on a
contractual yield basis and meet the definitiohoahs and receivables in IAS 39
would be measured at amortised cost. All other firdnassets would be
measured at fair value. The fair value changegdoh period for those financial
assets with basic loan features that are managed contractual yield basis
would be disaggregated and presented as follows:

(@) changes in recognised value determined on aart@ed cost basis
(including impairments determined using the incdriess impairment
requirements in IAS 39) would be presented in pafibss; and

(b) any difference between the amortised cost measura) and the fair
value change for the period would be presented herotomprehensive
income.

The Board also considered variants in whichfinfincial assets and financial
liabilities would be measured at fair value. One afatriwould be to present both
the amounts in paragraph BC48(a) and (b) in profitloss, but separately.
Another variant would be to measure all financiatrin®ents (including financial

assets that meet the two conditions specified inetfposure draft and meet the
definition of loans and receivables in IAS 39) at faalue in the statement of
financial position. All financial instruments (inding financial liabilities) with
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basic loan features that are managed on a cortlagield basis would be
disaggregated and presented as described in pahaB@48(a) and (b).

BC50 Respondents noted that the alternative apprdescribed in paragraph BC48 and
both variants described in paragraph BC49 wouldlrésunore financial assets
and financial liabilities being measured at failuea Respondents also noted that
the alternative approach would apply only to finaheissets. Lastly, almost all
respondents noted that splitting gains and losetsden profit or loss and other
comprehensive income would increase complexity addice understandability.
The Board concluded that those approaches wouldresatlt in more useful
information than the approach in IFRS 9 and didawoisider them further.

BC51 The Board also considered and rejected thdowimlg approaches to
classification:

(@) Classification based on the definition of held foading: A few
respondents suggested that all financial assetdirzanttial liabilities that
are not ‘held for trading’ should be eligible foeasurement at amortised
cost. However, in the Board's view, the notion of thé&r trading’ is too
narrow and cannot appropriately reflect all situagion which amortised
cost does not provide useful information.

(b)  Three-category approactBome respondents suggested retaining a three-
category approach, ie including a third categomyilsir to the available-
for-sale category in IAS 39. However, in the Boardisw such an
approach would neither significantly improve noruee the complexity
of the reporting for financial instruments.

(c) Classification based only on the business modelsmall number of
respondents thought the contractual terms of theument condition was
unnecessary and that classification should depetelyson the entity’s
business model for managing financial instrumemtewever, in the
Board’s view, determining classification solely dmetbasis of how an
entity manages its financial instruments would redol misleading
information that is not useful to a user in undamging the risks
associated with complex or risky instruments. ThaarBoconcluded, as
had almost all respondents, that the contractusth dlaw characteristics
condition is required to ensure that amortised ¢®stsed only when it
provides information that is useful in predictifgetentity’s future cash
flows.

(d)  Amortised cost as the default optiohhe Board considered developing
conditions that specified when a financial assettrbesmeasured at fair
value, with the requirement that all other finanér@truments would be
measured at amortised cost. The Board rejectedairpach because it
believes that new conditions would have to be dgezlan the future to
address innovative financial products. In additidre Board noted that
such an approach would not be practical becausentty €an apply
amortised cost only to some types of financialrinsents.
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(e) Originated loan approach:in developing an approach to distinguish
between financial assets measured at fair valueaamortised cost the
Board considered a model in which only loans origidaby the entity
would qualify for amortised cost measurement. TharBacknowledged
that for originated instruments the entity potdhtihas better information
about the future contractual cash flows and creskt than for purchased
loans. However, the Board decided not to pursue apptoach, mainly
because some entities manage originated and perthaans in the same
portfolio. Distinguishing between originated and pased loans, which
would be done mainly for accounting purposes, wooitblve systems
changes. In addition, the Board noted that ‘origgiddoans’ might easily
be created by placing purchased loans into an tmesg vehicle. The
Board also noted that the definition of loans aekivables in IAS 39 had
created application problems in practice.

Tainting

The Board considered whether it should prohaitentity from classifying a
financial asset as measured at amortised cose iethity had previously sold or
reclassified financial assets rather than holdimgnt to collect the contractual
cash flows. A restriction of this kind is often call&ainting’. However, the
Board believes that classification based on thety&ntbusiness model for
managing financial assets and the contractual ltashcharacteristics of those
financial assets provides a clear rationale forsueament. A tainting provision
would increase the complexity of application, bewwgbrohibitive in the context
of that approach and could give rise to classificatinconsistent with the
classification approach. However, the Board amendesl 1 Presentation of
Financial Statement® require an entity to present separately instaéement of
comprehensive income all gains and losses arisiogn fthe derecognition of
financial assets measured at amortised cost. TlaedBalso amended IFRS 7 to
require an entity to disclose an analysis of thgsi@s and losses, including the
reasons for derecognising those financial asséissd requirements enable users
of financial statements to understand the effettéececognising before maturity
instruments measured at amortised cost and alseides transparency in
situations where an entity has measured financgdtasat amortised cost on the
basis of having an objective of managing thosetasseorder to collect the
contractual cash flows but regularly sells them.

Embedded derivatives

An embedded derivative is a derivative compbrafna hybrid (combined)
contract that also includes a non-derivative hadh the effect that some of the
cash flows of the combined contract vary like thehcllows of a stand-alone
derivative contract. IAS 39 requires an entity teess all contracts to determine
whether they contain one or more embedded derisativat are required to be
separated from the host and accounted for as stané-derivatives.
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Many respondents to the discussion pdpeducing Complexity in Reporting
Financial Instrumentcommented that the requirements and guidance in3AS
are complex, rule-based and internally inconsisteespondents, and others, also
noted the many application problems that arise frequirements to assess all
non-derivative contracts for embedded derivatives, & required, to account for
and measure those embedded derivatives separatsigral-alone derivatives.

The Board discussed three approaches for atingdfor embedded derivatives:
(a) to maintain the requirements in IAS 39;

(b) to use ‘closely related’ (used in IAS 39 to deteme whether an
embedded derivative is required to be separateth ftbe host) to
determine the classification for the contract snahtirety; and

(c) to use the same classification approach fofirmdincial assets (including
hybrid contracts).

The Board rejected the first two approache® Bbard noted that both would
rely on the assessment of whether an embedded tiliis ‘closely related’ to
the host. The ‘closely related’ assessment in IAS3thsed on a list of examples
that are inconsistent and unclear. That assesssalgo a significant source of
complexity. Both approaches would result in hybr@htcacts being classified
using conditions different from those that would dyplied to all non-hybrid
financial instruments. Consequently, some hybridtieaets whose contractual
cash flows do not solely represent payments of jabcand interest on the
principal amount outstanding might be measurednadréised cost. Similarly,
some hybrid contracts whose contractual cash flowsdet the conditions for
measurement at amortised cost might be measuriir aalue. The Board also
believes that neither approach would make it eafierusers of financial
statements to understand the information that &irzrstatements present about
financial instruments.

Therefore, the exposure draft proposed thditiesn should use the same
classification approach for all financial instrungnincluding hybrid contracts

with hosts within the scope of the proposed IFRSWéfficial hosts’). The Board

concluded that a single classification approachalbfinancial instruments and

hybrid contracts with financial hosts was the onlypraach that responded
adequately to the criticisms described above. Toar® noted that using a single
classification approach improves comparability byswing consistency in

classification, and hence makes it easier for usermderstand the information
that financial statements present about finanostriiments.

In the responses to the exposure draft, sespondents, mainly preparers, stated
their preference for keeping or modifying the bifaion model that was in
IAS 39. They noted that:

(a) eliminating the requirement to account for edds=l derivatives as stand-
alone derivatives would lead to increased volatilityprofit or loss and
result in accounting that did not reflect the utgieg economics and risk
management or business model considerations inamsdction. For
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example, the components of some hybrid financiatriments may be
managed separately.

structuring opportunities would be created, forample if an entity
entered into two transactions that have the sameostic effect as
entering into a single hybrid contract.

However, the Board confirmed the proposals i@ #xposure draft for the
following reasons:

@)

(b)

(©

(d)

The elimination of the embedded derivativesdgote for hybrid
contracts with financial hosts reduces the complexit financial
reporting of financial assets by eliminating anottlassification approach
and improves the reporting for financial instrungeriany constituents
agreed with this conclusion.

In the Board’s view, the underlying rationale gzparate accounting for
embedded derivatives is not to reflect risk managenactivities, but to

avoid entities circumventing the recognition and aswement

requirements for derivatives. Accordingly it is amception to the

definition of the unit of account (the contract) timated by a wish to

avoid abuse. It would reduce complexity to eliminate anti-abuse
exception.

The Board noted the concerns about structusipprtunities referred to
in paragraph BC58(b). However, two contracts repressot units of
account. Reconsideration of the unit of accounnfopart of a far broader
issue for financial reporting that is outside theope of the Board's
considerations in IFRS 9. In addition, embeddedvdive features often
do not have contractual cash flows that represeynpats of principal
and interest on the principal amount outstandirdythos the entire hybrid
contract would not be eligible to be measured atréisgal cost. However,
the Board noted that this would provide more rehtvanformation
because the embedded derivative feature affectsatie flows ultimately
arising from the hybrid contract. Thus, applyinge tltlassification
approach to the hybrid contract in its entirety vdodépict more faithfully
the amount, timing and uncertainty of future cdetw$.

In the Board’s view, accounting for the hybridntract as one unit of
account is consistent with the project's objective—itmprove the
usefulness for users in their assessment of théndimamount and
uncertainty of future cash flows of financial instrents and to reduce the
complexity in reporting financial instruments.

Because the Board decided that the scope of IFRSHIs stage should be assets
within the scope of IAS 39, this decision appliesyotd hybrid contracts with
financial asset hosts.

The Board decided not to consider at this taghanges to the requirements in
IAS 39 for embedded derivatives in hybrid contragith non-financial hosts.

The Board acknowledged that those requirements lae acmplex and have
resulted in some application problems, including thuestion of whether
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particular types of non-financial contracts are witthe scope of IAS 39. The
Board accepted the importance of ensuring thapamgyosals for hybrid contracts
with non-financial hosts should also address whiat+irancial contracts should
be within the scope of IFRS 9. The Board also naétedimportance for many
non-financial entities of hedge accounting for rioncial items, and the

relationship to both scope and embedded derivadgairements. Therefore, the
Board concluded that the requirements for hybridtiazts with non-financial

hosts should be addressed in a later phase ofdferpto replace IAS 39.

Option to designate a financial asset at fair value

IAS 39 allows entities an option to designatdnitial recognition any financial
asset or financial liability as measured at failueathrough profit or loss if one
(or more) of the following three conditions is met:

(@) Doing so eliminates or significantly reduceseasurement or recognition
inconsistency (sometimes referred to as an ‘acaogimhismatch’) that
would otherwise arise from measuring assets or tiegsilon different
bases or recognising the gains and losses on thatifferent bases.

(b) A group of financial assets, financial liab#éii or both is managed and its
performance is evaluated on a fair value basisadoordance with a
documented risk management or investment strategg, information
about the group is provided internally on that gdsi the entity's key
management personnel.

(c) The financial asset or financial liability cairts one or more embedded
derivatives (and particular other conditions dézamliin paragraph 11A of
IAS 39 are met) and the entity elects to accountHerhybrid (combined)
contract in its entirety.

However, in contrast to IAS 39, IFRS 9 requires:

(a) any financial asset that is not managed withbusiness model that has
the objective of collecting contractual cash flowwsbe measured at fair
value; and

(b) hybrid contracts with financial asset hostscacltassified in their entirety,
hence eliminating the requirement to identify ardoant for embedded
derivatives separately.

Accordingly, the Board concluded that the conditiordescribed in
paragraph BC61(b) and (c) are unnecessary fordinhassets.

The Board retained the eligibility conditiorsdribed in paragraph BC61(a)
because it mitigates some anomalies that resuth fiee different measurement
attributes used for financial instruments. In margr, it eliminates the need for
fair value hedge accounting of fair value exposwhbsen there are natural offsets.
It also avoids problems arising from a mixed measw@nt model when some
financial assets are measured at amortised costetatéd financial liabilities are

measured at fair value. A separate phase of theeqirég considering hedge
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accounting, and the fair value option will be bettensidered in that context. The
Board also noted that particular industry sect@lgele it is important to be able
to mitigate such anomalies until other IASB projeats completed (eg insurance
contracts). The Board decided to defer consideraifochanges to the eligibility

condition set out in paragraph BC61(a) as parthef future exposure draft on
hedge accounting.

Almost all the respondents to the exposuret digfported the proposal to retain
the fair value option if such designation elimirsata significantly reduces an
accounting mismatch. Although some respondents wprdter an unrestricted

fair value option, they acknowledged that an uniest fair value option has

been opposed by many in the past and it is noogpiate to pursue it now.

Reclassification between fair value and amortised
cost categories

The exposure draft proposed to prohibit reifi@stion of financial assets
between the amortised cost and fair value categofies Board’s rationale for
that proposal was as follows:

(a) Requiring (or permitting) reclassifications wdutot make it easier for
users of financial statements to understand thanmdtion that financial
statements provide about financial instruments.

(b) Requiring (or permitting) reclassifications wduilncrease complexity
because detailed guidance would be required to fgpeasihen
reclassifications would be required (or permittedyd &he subsequent
accounting for reclassified financial instruments.

(c) Reclassification should not be necessary becalassification is based on
the entity’'s business model and that business misdebt expected to
change.

In their responses, some users questioned uefulness of reclassified
information, noting concerns about the consistemagl rigour with which any
requirements would be applied. Some were also coedetimat opportunistic
reclassifications would be possible.

However, almost all respondents (including masirs) argued that prohibiting
reclassification is inconsistent with a classifioatiapproach based on how an
entity manages its financial assets. They notetlithan approach based on an
entity’s business model for managing financial esseeclassifications would
provide useful, relevant and comparable informatimrusers because it would
ensure that financial statements faithfully repné$®w those financial assets are
managed at the reporting date. In particular, mests stated that, conceptually,
reclassifications should not be prohibited when thassification no longer
reflects how the instruments would be classifiethéf items were newly acquired.
If reclassification were prohibited, the reportetbirmation would not reflect the
amounts, timing and uncertainty of future cash flows
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The Board was persuaded by these argumentslemided that reclassification
should not be prohibited. The Board noted that jbithg reclassification
decreases comparability for like instruments madagéhe same way.

Some respondents contended that reclassifisathould be permitted, rather
than required, but did not explain their justifioat However, the Board noted
that permitting reclassification would decrease carapility, both between

different entities and for instruments held by =g entity, and would enable an
entity to manage its profit or loss by selecting timing of when future gains or
losses are recognised. Therefore, the Board dettidedeclassification should be
required when the entity's business model for mamaghose financial assets
changes.

The Board noted that, as highlighted by maspondents, such changes in business
model would be very infrequent, significant and destrable and determined by the
entity’s senior management as a result of extemialkternal change.

The Board considered arguments that reclaatgin should also be permitted or
required when contractual cash flow characteristfca financial asset vary (or

may vary) over that asset’s life based on its ndfjcontractual terms. However,
the Board noted that, unlike a change in busines$einthe contractual terms of
a financial asset are known at initial recognitidn. entity classifies the financial

asset at initial recognition on the basis of thetactual terms over the life of the
instrument. Therefore the Board decided that rsiflaation on the basis of a
financial asset’s contractual cash flows shouldb@opermitted.

The Board considered how reclassificationsushbe accounted for. Almost all
respondents said that reclassifications shouldcbeumted for prospectively and
should be accompanied by robust disclosures. ThardBeeasoned that if
classification and reclassification are based @nhthsiness model within which
they are managed, classification should alwaysaeflee business model within
which the financial asset was managed at the regodie. To apply the
reclassification retrospectively would not refledwhthe financial assets were
managed at the prior reporting dates.

The Board also considered the date at whithgsifications could take effect. Some
respondents stated that reclassifications shouleftexted in the entity’'s financial
statements as soon as the entity’s business modehé relevant instruments
changes. To do otherwise would be contradictory the objective of
reclassification—ie to reflect how the instrumeguts managed. However, the Board
decided that reclassifications should take effemnfthe beginning of the following
reporting period. In the Board’s view, entities skiobe prevented from choosing a
reclassification date to achieve an accountingltesbe Board also noted that a
change in an entity's business model is a sigmfi@nd demonstrable event;
therefore, an entity will most likely disclose suahevent in its financial statements
in the reporting period in which the change in bass model takes place.

The Board also considered and rejected thaafislg approaches:

(a) Disclosure approachQuantitative and qualitative disclosure (instead of
reclassification) could be used to address whewgl#ssification no longer
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reflects how the financial assets would be classifiethey were newly
acquired. However, in the Board’'s view, disclosurendé an adequate
substitute for recognition.

(b)  One-way reclassificationReclassification would be required only to fair
value measurement, ie reclassification to amortisest measurement
would be prohibited. Proponents of this approachcatdd that such an
approach might minimise abuse of the reclassificatequirements and
result in more instruments being measured at fawes However, in the
Board’s view, there is no conceptual reason to regugclassification in
one direction but not the other.

Measurement

BC75

BC76

Exception in IAS 39 from fair value measurement for some
unquoted equity instruments (and some derivatives | inked
to those instruments)

The Board believes that measurement at aradrtisst is not applicable to equity
investments because such financial assets haveomoactual cash flows and
hence there are no contractual cash flows to amort&S 39 contains an
exception from fair value measurement for investisiémequity instruments (and
some derivatives linked to those investments) dlwahot have a quoted price in
an active market and whose fair value cannot babiglimeasured. Those equity
investments are required to be measured at cost ilpairment, if any.
Impairment losses are measured as the differerteeebe the carrying amount of
the financial asset and the present value of eturfaiture cash flows discounted
at the current market rate of return for a simfiilaancial asset.

The exposure draft proposed that all investsném equity instruments (and
derivatives linked to those investments) shouldrieasured at fair value for the
following reasons:

(a) For investments in equity instruments and deires, fair value provides
the most relevant information. Cost provides ljtieany, information
with predictive value about the timing, amount anttertainty of the
future cash flows arising from the instrument. Innpa&ases, fair value
will differ significantly from historical cost (thiss particularly true for
derivatives measured at cost under the exception).

(b) To ensure that a financial asset accountedirfider the cost exception is
not carried above its recoverable amount, IAS 3ireg an entity to
monitor instruments measured at cost for any innpait. Calculating any
impairment loss is similar to determining fair valdie the estimated
future cash flows are discounted using the currearket rate of return for
a similar financial asset and compared with theygagramount).
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(c) Removing the exception would reduce complexiyecause the
classification model for financial assets would nloave a third
measurement attribute and would not require an iaddit impairment
methodology. Although there might be an increaséhen complexity of
determining fair values on a recurring basis thamnglexity would be
offset (at least partially) by the fact that allugy instruments and
derivatives have one common measurement attrittuis;the impairment
requirements would be eliminated.

Many respondents agreed that cost does netderaiseful information about
future cash flows arising from equity instrumentsd ahat conceptually such
equity instruments should be measured using a mumzasurement attribute
such as fair value. Some of those respondents glgnagreed with the removal
of the exception, but suggested that disclosuresldvdwave to include
information about the uncertainties surrounding sneament.

However, many respondents (mainly preparem fnon-financial entities and
some auditors) disagreed with the proposal to el the current cost
exception on the grounds of the reliability and fubess of fair value
measurement and the cost and difficulty involvedétermining fair value on a
recurring basis. They generally preferred to keegpst exception, similar to
that in IAS 39. Some noted that the proposals wawdtl reduce complexity,
because they would increase complexity in measumenfeirthermore, a few
believed that cost could provide useful informatibthe financial asset is held
for the long term.

The Board considered those arguments as fallows
(@) Reliability and usefulness of fair value measurement

Respondents noted that IAS 39 included a cost excepecause of the
lack of reliability of fair value measurement forarficular equity
instruments and contended that this rationaleilisvslid. They believe
that, given the lack of available reliable inforioat any fair value
measurement would require significant managemerggomnt or might
be impossible. They also believe that comparabiibyild be impaired by
the requirement to measure such equity instrumertsfair value.
However, those respondents had considered the guestieliability of
fair value for the instruments concerned in isolatiin the Board’s view,
the usefulness of information must be assessedstgall four of the
qualitative characteristics in the Framework: raligh understandability,
relevance and comparability. Thus, cost is a ridigland objective)
amount, but has little, if any, relevance. In tr@aRi’s view measuring all
equity instruments at fair value, including thodeatt are currently
measured using the cost exception in IAS 39, mdwisctiteria in the
Framework for information to be reliable if appr@teé measurement
techniques and inputs are employed. The Board nbigdits project on
fair value measurement will provide guidance on hawmeet that
objective.
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(b)  Cost and difficulty involved in determining fair uvalon a recurring basis

Many respondents, particularly in emerging econsmiid that they
faced difficulty in obtaining information that migbe relied on to use in
valuation. Others said that they would inevitably reéavily on external
experts at significant cost. Many questioned whethe requirement to
determine fair value on a recurring basis would im@csignificant costs
and efforts that are not offset by the incremebihefit to usefulness
from fair value. The Board considered the costseguiring such equity
investments to be measured at fair value from teespectives of
valuation methodology and expertise, as well asathibty to obtain the

information required for a fair value measurem@itte Board noted that
valuation methods for equity investments are welleltgped and are
often far less complex than those required for ofimancial instruments
that are required to be measured at fair valududiltg many complex
derivative products. Although some expressed condbat smaller

entities applying IFRSs might not have internalteys or expertise to
determine easily the fair value of equity investisdreld, the Board noted
that basic shareholder rights generally enable ratityeto obtain the

necessary information to perform a valuation. Tleai acknowledged
that there are circumstances in which the cost térdening fair value

could outweigh the benefits from fair value measwaetnin particular,

the Board noted that, in some jurisdictions, esgitiold high numbers of
unquoted equity instruments that are currently anted for under the
cost exception and the value of a single investniergonsidered low.
However, the Board concluded that if the volume of thvestments
individually or aggregated is material the incretaébenefit of fair value

generally outweighs the additional cost becausehef impact of the

investments on the financial performance and positif the entity.

The Board noted that there are some circumssain which cost might be
representative of fair value and decided to provatiitional application

guidance on those circumstances to alleviate soirtbeoconcerns expressed.
However, the Board also noted that those circumssanarild never apply to

equity investments held by particular entities sashfinancial institutions and
investment funds.

The Board considered whether a simplified aggiicdo measurement should be
provided for equity instruments when fair value meement was impracticable.
The Board also discussed possible simplified measent approaches, including
management’s best estimate of the price it wouldeptcto sell or buy the
instrument, or changes in the share of net asdetsever, the Board concluded
that a simplified measurement approach would add ptexity to the
classification approach and reduce the usefulnésmformation to users of
financial statements. Those disadvantages wouldeadatffset by the benefit of
reduced cost to preparers of financial statements.
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Gains and losses

Investments in equity instruments

IFRS 9 permits an entity to make an irrevoeatlection to present in other
comprehensive income changes in the value of amwgstment in equity
instruments that is not held for trading. The téenuity instrument’ is defined in
IAS 32 Financial Instruments: Presentatioifhe Board noted that in particular
circumstances a puttable instrument (or an instnirtteat imposes on the entity
an obligation to deliver to another party a prarshare of the net assets of the
entity only on liquidation) is classified as equitjowever, the Board noted that
such instruments do not meet the definition of quity instrument.

In the Board’s view, fair value provides the sinaiseful information about
investments in equity instruments to users of fai@nstatements. However, the
Board noted arguments that presenting fair valulesgand losses in profit or loss
for some equity investments may not be indicatifehe performance of the
entity, particularly if the entity holds those etyuinstruments for non-contractual
benefits, rather than primarily for increases ie thalue of the investment. An
example could be a requirement to hold such ansinwvent if an entity sells its
products in a particular country.

The Board also noted that, in their valuatafnan entity, users of financial
statements often differentiate between fair valuanges arising from equity
investments held for purposes other than generatiregtment returns and equity
investments held for trading. Thus, the Board bekethat separate presentation
in other comprehensive income of gains and lossesdme investments could
provide useful information to users of financiatetments because it would allow
them to identify easily, and value accordingly, #issociated fair value changes.

Almost all respondents to the exposure dragipstted recognition of fair value
gains and losses in other comprehensive incomedaiticular equity investments.
They agreed that an entity should make an irrevlecelection to identify those
equity instruments. However, some users did not stighese proposals in the
exposure draft.

The concerns expressed in the comment lettens as follows:

(@) Dividends: The exposure draft proposed that dividends on tequi
instruments measured at fair value with changesgrésed in other
comprehensive income would also be recognised ieratbmprehensive
income. Nearly all respondents objected to that@sap They argued that
dividends are a form of income that should be priegkin profit or loss in
accordance with IAS 1Bevenueand noted that those equity investments
are sometimes funded with debt instruments whossrdst expense is
recognised in profit or loss. As a result, presantitividends in other
comprehensive income would create a ‘mismatch’. Solisted
investment funds stated that without recognisingdéivd income in profit
or loss their financial statements would become ringdess to their
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investors. The Board agreed with those arguments.Bidard noted that
structuring opportunities may remain because didecould represent a
return of investment, rather than a return on itnmest. Therefore, the
Board decided that dividends that clearly represergcovery of part of
the cost of the investment are not recogniseddfitpr loss. However, in
the Board's view, those structuring opportunities ldote limited
because an entity with the ability to control omdfigantly influence the
dividend policy of the investment would not accofartthose investments
in accordance with IFRS 9. Furthermore, the Boarcidéel to require
disclosures that would allow a user to compare easigy dividends
recognised in profit or loss and the other faiueathanges.

(b) Recycling:Many respondents, including many users, did nppett the
proposal to prohibit subsequent transfer (‘recyg)if fair value changes
to profit or loss (on derecognition of the investise in an equity
instrument). Those respondents supported an appribat maintains a
distinction between realised and unrealised gaisl@sses and said that
an entity’'s performance should include all realisgains and losses.
However, the Board concluded that a gain or losshose investments
should be recognised once only; therefore, recognia gain or loss in
other comprehensive income and subsequently tnaimgfdt to profit or
loss is inappropriate. In addition, the Board nateat recycling of gains
and losses to profit or loss would create somettsigilar to the
available-for-sale category in IAS 39 and would adae requirement to
assess the equity instrument for impairment, whichd hcreated
application problems. That would not significanttygrove or reduce the
complexity of the financial reporting for financiassets. Accordingly, the
Board decided to prohibit recycling of gains ansisks into profit or loss
when an equity instrument is derecognised.

(c) Scope of exceptionSome respondents asked the Board to identify a
principle that defined the equity instruments to abhithe exception
should apply. However, they did not specify what firaiciple should be.
The Board previously considered developing a ppiecto identify other
equity investments whose fair value changes shoallgresented in profit
or loss (or other comprehensive income), includirgjstinction based on
whether the equity instruments represented a ‘gfi@tévestment’.
However, the Board decided that it would be difficdind perhaps
impossible, to develop a clear and robust princtplet would identify
investments that are different enough to justifgifierent presentation
requirement. The Board considered whether a lishditators could be
used to support the principle, but decided thah sutist would inevitably
be rule-based and could not be comprehensive entugiddress all
possible situations and factors. Moreover, the Baasted that such an
approach would create complexity in application withmecessarily
increasing the usefulness of information to uséfsancial statements.

(d) Irrevocability of the exceptionA small number of respondents believed
that an entity should be able to reclassify equnisgruments into and out
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BC87

BC88

BC89

of the fair value through other comprehensive ineaategory if an entity
starts or ceases to hold the investments for tgagdimposes. However, the
Board decided that the option must be irrevocablerovide discipline to

its application. The Board also noted that the aptio designate a
financial asset as measured at fair value is aleedcable.

An entity may transfer the cumulative gain assl within equity. In the light of
jurisdiction-specific restrictions on componentsegjuity, the Board decided not
to provide specific requirements related to thatsfer.

IFRS 9 amends IFRS 7 to require additionatldsires about investments in
equity instruments that are measured at fair vétweugh other comprehensive
income. The Board believes those disclosures walige useful information to
users of financial statements about instrumentsegmted in that manner and the
effect of that presentation.

The Board noted that permitting an optiondntities to present some gains and
losses in other comprehensive income is an excefaiohe overall classification
and measurement approach and adds complexity. HowneBoard believes
that the requirement that the election is irrevéeatogether with the additional
disclosures required, addresses many of those gmce

Effective date

BC90

BCI1

BC92
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The Board recognises that many countriesinedime for translation and for
introducing the mandatory requirements into law.abidition, entities require
time to implement new standards. The Board usuaty an effective date of
between six and eighteen months after issuing as.IHowever, the Board has
adopted a phased approach to publishing IFRS ®is@s not possible.

In the response to the exposure draft, regaadirged that:

(@) it would be helpful to preparers if the Board eves permit all phases of
the project to replace I1AS 39 to be adopted at dneestime.

(b) it would be helpful to entities that issue iresure contracts if the effective
date of IFRS 9 were aligned to the forthcoming IFdtSaccounting for
insurance contracts. Most of an insurer's assedsfinancial assets and
most of its liabilities are insurance liabilities financial liabilities. Thus,
if an insurer applies IFRS 9 before it applies aew IFRS on insurance,
it might face two rounds of major change in a speriod. This would be
disruptive for both users and preparers.

(c) because a number of countries will adopt IFRStheé next few years, it
would be helpful to entities in those countrieshié Board did not require
them to make two changes in a short period of time.

With these factors in mind, the Board decideshould require entities to apply
the requirements of IFRS 9 for annual periods begm on or after
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1 January 2013. The Board intends that this dateallol entities to adopt at the
same time the guidance from all phases of the grtgereplace IAS 39.

The Board will consider delaying the effectilete of IFRS 9 if the impairment
phase of the project to replace IAS 39 makes suwi#lay necessary, or if the new
IFRS on insurance contracts has a mandatory eféedate later than 2013, to
avoid an insurer having to face two rounds of charige short period.

The Board decided to permit earlier applicatid IFRS 9 to allow an entity to
apply the new requirements on classification andsuneanent of financial assets.
This enables entities to use IFRS 9 in their 20@8ual financial statements and
meets one of the objectives of the phased approactip have improved
classification and measurement requirements fanfifal assets in place for 2009
year-ends.

The effect of transition will be significantrfeome entities. As a result, there will
be less comparability between entities that appRIP and those that do not.
Accordingly, IFRS 9 includes additional disclosuralsout the transition to
IFRS 9.

Transition

BC96

BC97

BC98

BC99

IAS 8Accounting Policies, Changes in Accounting Estimaied Errorsstates
that retrospective application results in the moséful information to users
because the information presented for all perisdsoimparable. Therefore, the
exposure draft proposed retrospective applicatidnjest to some transition relief
in particular circumstances. The Board consideheddifficulties and associated
costs of full retrospective application of the prsgls in the exposure draft.

Most respondents agreed, in principle, withuig retrospective application,
but many questioned the practicability of the appto In particular, many noted
that the extensive exceptions to retrospectiveiegin that would be required
to make such transition practicable significantlgduced (and possibly
eliminated) any benefit that users might obtainnfreequiring comparative
information to be restated.

The Board considered whether to require prdseapplication, but noted that
such an approach does not provide comparable iafiitsmfor users of financial

statements. In addition, the Board noted that aagsition approach (such as
prospective application) that requires resetting #ffective interest rate for
financial assets measured at amortised cost redneassefulness of information
about interest income.

The Board decided to require retrospectiveliegdpn but provide transition
relief to address particular difficulties that mighrise from retrospective
application. The Board also noted that IAS 8 setstramsition requirements that
apply if retrospective application is impracticalded prohibits the use of
hindsight when applying a new accounting policy furiar period.
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Transition relief

Impracticability exceptions

The Board acknowledged that it may be imprabte for an entity to apply the
effective interest method or impairment requireraentlAS 39 retrospectively in
some situations. The process would be cumbersomeariicular for an entity
with a large number of financial assets that were/ipusly measured at fair
value but are measured at amortised cost in accoedwith the approach in
IFRS 9. Several loss events and reversals mighg bagurred between the date
when the asset was initially recognised and the datritial application of the
IFRS. IFRS 9 requires that if applying the impainherequirements is
impracticable or requires the use of hindsight,eatity should use previously
determined fair value information to determine wieeth financial asset was
impaired in comparative periods. IFRS 9 also rezpthat the fair value at the
date of initial application of the new requiremest®muld be treated as the new
amortised cost carrying amount of that financiadeadn that case. The Board
rejected proposals that entities should be perdyitbet not required, to treat the
fair value at the date of initial application asatised cost because it would
impair comparability and require significant guidarabout when such an option
should be permitted.

The Board noted that an entity would not hdeeermined the fair value of an
investment in an unquoted equity instrument (or exivdtive on such an
investment) that was previously accounted for in oedance with
paragraphs 46(c) and 66 of IAS 39. Moreover, antyemnill not have the
necessary information to determine fair value sgiectively without using
hindsight. Accordingly, IFRS 9 requires such instemts to be measured at fair
value at the date of initial application.

Hybrid contracts

An entity may not have previously determirteel fair value of a hybrid contract
in its entirety. Moreover, an entity will not havieet necessary information to
determine fair value retrospectively without usirigdsight. However, an entity
would have been required to measure both the embtedeevative and host
separately at fair value to apply the disclosuguirements in IFRS 7. Therefore,
in comparative periods, IFRS 9 requires the sumthef fair value of the

embedded derivative and the host to be used agpnxmation of the fair value
of the entire hybrid contract.

The proposals in the exposure draft would hassulted in fair value
measurement for many hybrid contracts for whichah#wedded derivative was
accounted for separately in accordance with IAS 8erespondents asked for
such treatment under IAS 39 to be ‘grandfatheretie Board noted that many
such requests had been related to the proposethériaof hybrid contracts with
financial liability hosts, which are not includedtime IFRS. Therefore the Board
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decided not to permit an option to grandfather hlytwontracts with financial
hosts that were bifurcated in accordance with IAS 8%m@ accounting policy
choice because it would impair comparability, andawse some such contracts
may still have a significant remaining maturity.

Assessment of the objective of the entity’s busines s model
for managing financial assets

IFRS 9 requires an entity to assess whetleeolbfective of an entity’s business
model is to manage financial assets to collectcthr@ractual cash flows on the
basis of circumstances at the date of initial agpion. The Board believes it
would be difficult, and perhaps impossible, to asskat condition on the basis of
circumstances when the instrument first satisfiegl técognition criterion in
IAS 39.

Assessment of qualifying criteria for fair value op tion

The Board decided that the assessment of ehatfinancial asset or financial
liability meets the eligibility criterion for desigition under the fair value option
should be based on the circumstances at the datetiaf application. IFRS 9
changes the classification of some financial assetfuding eliminating two of
the three eligibility criteria in IAS 39 for the faralue option for financial assets.
Therefore, the Board believes that an entity shaaktbnsider at transition its
original assessment of whether to designate a fiahasset or financial liability
as at fair value through profit or loss.

Comparative information

As noted above, many respondents were conc#ratthe inevitable exceptions
to full retrospective application would result instaed information that is
incomplete. They proposed an approach similarabuked on first-time adoption
of IFRSs and when entities adopted IAS 39 in 200%vhith the requirement to
provide comparative information was waived. Some oedpnts believe that
such an approach would address the concerns thaiugh IAS 1 requires only
one year of comparative information, the legal aedulatory frameworks in
many jurisdictions require further comparative pds to be presented. In those
situations, the restatement of comparatives woulditieally impossible for an
entity wishing to adopt IFRS 9 early.

In the Board’s view, waiving the requirementréstate comparatives strikes a
balance between the conceptually preferable methbduld retrospective
application (as stated in IAS 8) and the practiégbibf adopting the new
classification model within a short time frame. Adtiagly, the Board decided
that it would permit, but not require, restatemehtcomparative periods by
entities that implement IFRS 9 for reporting pesdzkginning before 1 January
2012. However, those considerations would be lessicafe for entities that
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BC110

BC111

BC112
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adopted outside a short time frame. Thereforeatedtcomparative information
is required if an entity adopts IFRS 9 for repagtperiods beginning on or after
1 January 2012.

Date of initial application

The exposure draft stated that the date ibélirapplication would be the date

when an entity first applies the requirements in RBS. Many respondents

questioned whether the date of initial applicatonld be an arbitrary date between
the date of issue of the IFRS (or even earlier) tmedmandatory effective date,
resulting in a loss of comparability over a longipe of time. The Board agreed

that a free choice would impair comparability, Imated it intended that entities

should be able to apply the IFRS in 2009 or 2048rftial statements. Accordingly,

the IFRS requires the date of initial applicatiorbe the beginning of a reporting
period, but provides relief from this requirememnt éntities applying the IFRS for

reporting periods beginning on or before 1 Jan@ady.

Hedge accounting

The Board decided not to carry forward thec#igetransition provisions on
hedge accounting proposed in the exposure draftusecthey are not necessary.

Transitional disclosures

The exposure draft proposed disclosures fitities that apply the new IFRS 9
early. However, many noted that such disclosures woeldseful for all entities
applying IFRS 9 for the first time, and not onlylgaadopters. The Board noted
that the information necessary to make those discés would be readily
available to the entity to make the necessary muentries on transition and to
account for the financial assets in the future. Adcgly, IFRS 9 requires all
entities to supply additional disclosures on traoisi

The Board rejected a proposal in the comrtedtars that entities should apply
disclosures similar to those based on IFRSrét-time Adoption of International
Financial Reporting Standardexplaining the transition to the new IFRS. The
Board noted that the disclosures in IFRS 1 relatérst-time adoption and not to
changes in accounting policies. Disclosures abouaingés in an accounting
policy are required by IAS 8.

Transition for future phases

The Board does not intend to require entities apply IFRS 9 early also to apply
early any future requirements arising from the @cbjto improve IAS 39.
However, to reduce the number of versions of IFRS$ dan be applied, the
Board intends that any future additions to IFRS%8 be applied only if the entity
also applies requirements published before them.
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Transitional insurance issues

The Board noted that insurers may face paatiqgroblems if they apply IFRS 9
before they apply the phase Il standard on inseranatracts (‘the new IFRS 4).
To avoid accounting mismatches in profit or losapminsurers classify many of
their financial assets as available for sale. ¢fisthinsurers apply IFRS 9 before
the new IFRS 4, they might decide to classify mahyheir financial assets at
amortised cost (assuming they meet the relevanditons in IFRS 9). When
those insurers later apply the new IFRS 4, they miph to reclassify those
assets from amortised cost to fair value througdfitpor loss, but that may not
generally be possible in accordance with IFRS 9sTtwse insurers might have
either to classify those assets at fair value thinoprofit or loss during the
intervening period or to continue to classify thamamortised cost when they
apply the new IFRS 4. Either choice might lead t@ezounting mismatch.

The Board considered whether it could redumh snismatches by maintaining
the available-for-sale category for insurers uthtdy can apply the new IFRS 4.
However, if the Board did so, it would have to credatailed and arbitrary
descriptions of the entities and instruments to Wwhiat approach would apply.
The Board concluded that permitting the continuatid that category would not
provide more useful information for users.

The Board will consider in developing the né¥R$ 4 whether to provide an
option for insurers to reclassify some or all fioiah assets when they first apply
the new IFRS 4. This would be similar to the optinrparagraph 45 of IFRS 4
Insurance Contractgnd paragraph D4 of IFRS 1. The Board included such
option in IFRS 4 for reasons that may be equallidvfar phase II.

Shadow accounting for participating contracts

Some insurers expressed concerns that amrgowp mismatch will arise if the
assets backing participating insurance liabiliiiedude equity investments and
the insurer elects to present gains and losseshosetinvestments in other
comprehensive income. That accounting mismatch woaltse because
paragraph 30 of IFRS 4 does not give explicit axtjoto apply ‘shadow

accounting’ in such cases.

The Board acknowledges that this accountirggnaich is undesirable. However,
for the following reasons, the Board did not amearchgraph 30 of IFRS 4:

(@) This accounting mismatch will arise only if arsiirer elects to present
gains and losses on equity investments in othepoehensive income.

(b) As described in paragraph BC84, in creatingdption to present gains
and losses on equity investments in other compshernincome, the
Board’s intention was to provide a presentationradtéve for some
equity investments in which presenting fair valuéngaand losses in
profit or loss may not be indicative of the perfame of the entity,
particularly if the entity holds those equity instrents for non-contractual
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benefits, rather than primarily to generate incesam the value of the
investment. The Board did not intend to provide aternative for
investments in any other circumstances, includfngni entity intends to
hold an equity investment over a long time franmethle Board’s view, if
an insurer holds investments with the primary olbjecbf realising a
profit from increases in their value, for the beénef either the insurer
itself or its policyholders, the most transpardatp to present those value
changes is in profit or loss.

Summary of main changes from the exposure draft

BC118 The main changes from the exposure draft are:

34

@)

(b)

(©

(d)

(€)

()

At this stage, IFRS 9 deals with the classifaatand measurement of
financial assets only, rather than financial asaatsfinancial liabilities as
proposed in the exposure draft.

IFRS 9 requires entities to classify financiasets on the basis of the
objective of the entity’'s business model for mangghe financial assets
and the characteristics of the contractual cashisfldt points out that the
entity’s business model should be considered farsd, that the contractual
cash flow characteristics should be considered &myfinancial assets
that are eligible to be measured at amortised lmesause of the business
model. It states that both classification condii@re essential to ensure
that amortised cost provides useful information.

Additional application guidance has been addedhow to apply the
conditions necessary for amortised cost measurement

IFRS 9 requires a ‘look through’ approach fanvastments in
contractually linked instruments that effect concations of credit risk.
The exposure draft had proposed that only the mesior tranche could
have cash flows that represented payments of pehaipd interest on the
principal amount outstanding.

IFRS 9 requires (unless the fair value opti®relected) financial assets
purchased in the secondary market to be recogrisadnortised cost if

the instruments are managed within a business ntiogiehas an objective
of collecting contractual cash flows and the finahcsset has only
contractual cash flows representing principal arndrést on the principal

amount outstanding even if such assets are acqaired discount that

reflects incurred credit losses.

IFRS 9 requires that when an entity elects w®spnt gains and losses on
equity instruments measured at fair value in ottmenprehensive income,
dividends are to be recognised in profit or losse Exposure draft had
proposed that those dividends would be recognised other
comprehensive income.
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(9) IFRS 9 requires reclassifications between amedticost and fair value
classifications when the entity’s business modelngka. The exposure
draft had proposed prohibiting reclassification.

(h) For entities that adopt IFRS 9 for reportingipes before 1 January 2012
IFRS 9 provides transition relief from restatingmgzarative information.

0] IFRS 9 requires additional disclosures foreditities when they first apply
the IFRS.

Cost-benefit considerations

BC119

BC120

BC121

BC122

The objective of financial statements isravgle information about the financial
position, performance and changes in financialtpwsif an entity that is useful
to a wide range of users in making economic decssido attain this objective,

the Board endeavours to ensure that an IFRS wilt emsgnificant need and that
the overall benefits of the resulting informatiarstify the costs of providing it.

Although the costs to implement a new IFRS mightbeborne evenly, users of
financial statements benefit from improvements iimarficial reporting, thereby
facilitating the functioning of markets for capitahd credit and the efficient
allocation of resources in the economy.

The evaluation of costs and benefits is rezgdg subjective. In making its
judgement, the Board considered the following:

(a) the costs incurred by preparers of financiteshents;

(b) the costs incurred by users of financial st&ets when information is not
available;

(c) the comparative advantage that preparers madeveloping information,
compared with the costs that users would incur toeldgv surrogate
information;

(d) the benefit of better economic decision-makamsy result of improved
financial reporting; and

(e) the costs of transition for users, preparedsathers.

The objective of IFRS 9 is to present infatiorathat is useful to users for their
assessment of the amounts, timing and uncertaifitjutore cash flows of

financial assets. However, the Board also consid#redcost of implementing
IFRS 9 and applying it on a continuous basis. Dutirgdevelopment of IFRS 9
the Board conducted an extensive outreach progranoneonsult users,

preparers, auditors, regulators and others. Thasgitees helped the Board
evaluate the relative costs and benefits of IFRS 9.

IFRS 9 should improve the ability of usersutmlerstand the financial reporting
for financial assets by:

(@) reducing the number of classification categori#l financial assets will
be subsequently measured at either amortised cdsirovalue. Hybrid
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contracts with financial asset hosts will be clasdifand measured in their
entirety thereby eliminating the complex and ruésséd requirements in
IAS 39.

(b) having a single impairment methodology thaggplied to all financial
assets that are not measured at fair value. Manstiteents criticised the
multitude of impairment methodologies in IAS 39.

(c) providing a clear rationale for why financialsats are measured in a
particular way, which aligns the measurement atteiltatthe way that an
entity manages its financial assets and their eotinl cash flow
characteristics.

There are costs involved in the adoption andoing application of IFRS 9.
Those costs will depend on an entity's volume andhplexity of financial
instruments as well the industry and jurisdictionwhich the entity operates.
However, those costs should be minimised because =RS3ess complex and
rule-based than the equivalent requirements in 18SCbnsequently, the Board
believes that the benefits of IFRS 9 outweigh th&so
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Appendix
Amendments to the Basis for Conclusions on other
IFRSs

This appendix contains amendments to the Basiémclusions on other IFRSs that are
necessary in order to ensure consistency with IFR&d the related amendments to other IFRSs.
Amended paragraphs are shown with new text uneertmd deleted text struck through.

IFRS 1 First-time Adoption of International Financial
Reporting Standards

IFRS 1 (as revised in November 2008)

BCAl1 The Basis for Conclusions on IFRS 1 is amerafedescribed below.
In paragraph BC58A a footnote is added to the rater¢o ‘IAS 39’ as follows:

* In November 2009 the IASB amended some of the reqénts of
IAS 39 and relocated them to IFR$®ancial Instruments

In paragraphs BC63A, BC89 and BCB89A the first refeeeto ‘IAS 39’
is footnoted as follows:

* In November 2009 the IASB amended the requiremefitfAS 39
relating to classification and measurement of asadhin the scope of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9
applies to all assets within the scope of IAS 39sTdragraph refers to
matters relevant when IFRS 1 was issued.

In paragraph BC65 the reference to IAS 39 and iragraph BC66 the first
reference to ‘IAS 39’ are footnoted as follows:

* IFRS 9 Financial Instrumentsissued in November 2009, amended the
requirements in IAS 39 to identify and separatelyoaat for derivatives
embedded in a financial host within the scope 83P. The requirements
in 1AS 39 continue to apply for derivatives embetide non-financial
hosts and financial hosts outside the scope of IBRShis Basis for
Conclusions has not been updated for changes uireagents since IFRIC

9 Reassessment of Embedded Derivatvesissued in March 2006.

In paragraph BC74 the reference to ‘IAS 39’ is fatél as follows:

* In November 2009 the IASB amended the requiremefitfAS 39
relating to classification and measurement of asadhin the scope of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9
applies to all assets within the scope of IAS 39agaphs BC74(b) and
(c) and BC81-BCB83A discuss matters relevant when IER@s issued.
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The heading ‘Available-for-sale financial assets’owd paragraph BC81 is
footnoted as follows:

* IFRS 9 Financial Instrumentsissued in November 2009, eliminated the
category of available-for-sale financial assetsag@aphs BC81-BC83A
discuss matters relevant when IFRS 1 was issued.

IFRS 2 Share-based Payment

BCA2 In the Basis for Conclusions on IFRS 2 the hmegdbove paragraph BC25 is
footnoted as follows:

* In November 2009 the IASB amended some of the reqmeénts of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9
applies to all assets within the scope of IAS 39.

IFRS 3 Business Combinations

BCA3 The Basis for Conclusions on IFRS 3 is amerafedescribed below.

In paragraph BC185, the reference to ‘IASR8ancial Instruments: Recognition
and Measuremehtand in paragraphs BC256 and BC437(c), the refsrerio
‘IAS 39’ are footnoted as follows:

* In November 2009 the IASB amended the requiremefitfAS 39
relating to classification and measurement of asadhin the scope of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9
applies to all assets within the scope of IAS 39saragraph discusses
matters relevant when IFRS 3 was issued.

In paragraph BC244 the reference to ‘IAS 39’ is fmbéd as follows:

* In November 2009 the IASB relocated to IFRS Fnancial
Instrumentsthe requirements on the accounting for financisrgntees
and commitments to provide loans at below-markieré@st rates.

IFRS 4 Insurance Contracts

BCA4  The Basis for Conclusions on IFRS 4 is ameratedescribed below.

In paragraph BC11 the reference to ‘IAS Bfiancial Instruments: Recognition
and Measuremehtin paragraphs BC22(c) and BC146 the first rafeee to
‘IAS 39’ and in paragraphs BC28(b), BC40, BC41(b§ 35, BC73(d) and BC82
the references to ‘IAS 39’ are footnoted as follows:

* In November 2009 the IASB amended some of the reqénts of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9
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applies to all assets within the scope of IAS 39sTaragraph discusses
matters relevant when IFRS 4 was issued.

In paragraphs BC47 and BC161 the reference to ‘I&Ss3footnoted as follows:

* IFRS 9Financial Instrumentsissued in November 2009, amended the
requirements in IAS 39 to identify and separatelgoaat for derivatives
embedded in a financial host within the scope of SFR. The
requirements in IAS 39 continue to apply for deiived embedded in
non-financial hosts and financial hosts outsidestt@pe of IFRS 9. This
Basis for Conclusions has not been updated forgdsin requirements
since IFRIC 9Reassessment of Embedded Derivatiwaes issued in
March 2006.

In paragraph BC145(b) ‘available for sale’ is foated as follows:

* IFRS 9 Financial Instrumentsissued in November 2009, eliminated
the category of available-for-sale financial assets

The heading ‘Issues related to IAS 39’ above papyRC166 is footnoted as
follows:

* In November 2009 the IASB amended the requiremaft IAS 39
relating to classification and measurement of asgdéthin the scope of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9
applies to all assets within the scope of IAS 38aBraphs BC166-BC194
discuss matters relevant when IFRS 4 was issued.

In the dissenting opinions on IFRS 4 the hegsliabove paragraphs DO7, DO9
and DO18 are footnoted as follows:

* In November 2009 the IASB amended the requiremeiittAS 39
relating to classification and measurement of asadhin the scope of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9
applies to all assets within the scope of IAS 39.

IFRS 5 Non-current Assets Held for Sale and
Discontinued Operations

BCAG6

The Basis for Conclusions on IFRS 5 is ameratedescribed below.

In paragraph BC8(b) the reference to ‘IASHBAancial Instruments: Recognition
and Measuremehis footnoted as follows:

* In November 2009 the IASB amended some of the reqmeénts of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9
applies to all assets within the scope of IAS 39.
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In paragraph BC13 the footnote to ‘IAS 39’ is detetend replaced by the
following footnote:

* In November 2009 the IASB amended some of the reqmeénts of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9
applies to all assets within the scope of IAS 39.

In paragraph BC54(b) the reference to ‘IAS 39’ istfmted as follows:

* [IFRS 9 Financial Instrumentsissued in November 2009, eliminated
the category of held-for-trading financial asseBaragraph BC54
discusses matters relevant when IFRS 5 was issued.

In paragraph BC58 the reference to ‘available-ade’sis footnoted as follows:

* [IFRS 9 Financial Instrumentsissued in November 2009, eliminated
the category of available-for-sale financial assé®aragraph BC58
discusses matters relevant when IFRS 5 was issued.

IFRS 7 Financial Instruments: Disclosures

BCA7

40

The Basis for Conclusions on IFRS 7 is ameratedescribed below.
In the rubric below the title a paragraph is addetbfows:

In November 2009 the requirements of IAS 39 relatmglassification and

measurement of assets within the scope of IAS 36 wedocated to IFRS 9
Financial InstrumentsThe text of this Basis for Conclusions has beerketha

up to reflect those changes: new text is underliaad deleted text is struck
through.

Paragraph BC14 is amended to read as follows:

BC14 Paragraph 8 requires entities to disclose néiish assets_by the
measurement categories in IFRSF@ancial Instrumentsand financial
liabilities by the measurement categories in IAS B®hancial
Instruments: Recognition and Measuremefte Board concluded that
disclosures for each measurement category wouldstassers in
understanding the extent to which accounting pdieiffect the amounts
at which financial assets and financial liabilita® recognised.

Paragraph BC15 is amended to read as follows:

BC15 The Board also concluded that separate diseaxf the carrying amounts
of financial assets and financial liabilities treae -classified-as-held-for
i e designated upon initial recogmiths financial assets
and financial liabilities at fair value through fitoor loss and those
mandatorily measured at fair value is useful beeauwsh designation is at

the discretion of the entity.
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The heading above paragraph BC23 is amended tcasetallows and paragraph
BC23B is added as follows:

Reclassification (paragraphs 12B and-12A—12D)

BC23B In November 2009 the Board revised the reqergs relating to
reclassification of financial assets in IFRS Fnancial Instruments
Accordingly, the Board revised the disclosure regents relating to
reclassification of financial assets.

Paragraphs BC33 and BC34 are amended to read@sdol

BC33 Paragraph 20(a) requires disclosure of incetagment gains and losses
by the measurement categories in IAS 39 and measutartassifications
in IFRS 9 (which complement the balance sheet discéo requirement
described in paragraph BC14). The Board conclublatithe disclosure is
needed for users to understand the financial pedoce of an entity’s
financial instruments, given the different measwembases in IAS 39
and IFRS 9.

BC34 Some entities include interest and dividerobine in gains and losses on
financial assets and financial liabilities-held-teading _measured at fair
value through profit or loss and others do not. dssist users in
comparing income arising from financial instrumenmtsross different
entities, the Board decided that an entity shoigdldse how the income
statement amounts are determined. For examplenptiéy should disclose
whether net gains and losses on financial assédisanrcial liabilities-held
foertrading_measured at fair value through profitlass include interest
and dividend income (see Appendix B, paragraph B5(e)

IAS 1 Presentation of Financial Statements

BCA8

The Basis for Conclusions on IAS 1 is amendedessribed below.

In paragraph BC38A the reference to ‘IASEf8ancial Instruments: Recognition
and Measuremehtand in paragraph BC38B the reference to ‘IAS 3% a
footnoted as follows:

* In November 2009 the IASB amended the requiremefitfAS 39

relating to classification and measurement of asadhin the scope of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9

applies to all assets within the scope of IAS 39.a@aphs BC38A—
BC38D discuss matters relevant when IAS 1 was issued.

In paragraphs BC49 and BC69 the references tol&blaifor-sale’ are footnoted
as follows:

* IFRS 9 Financial Instrumentsissued in November 2009, eliminated
the category of available-for-sale financial assefhis paragraph
discusses matters relevant when IAS 1 was issued.
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In paragraphs BC77 the reference to ‘held-to-mptlnvestments’ is footnoted
as follows:

* [IFRS 9 Financial Instrumentsissued in November 2009, eliminated
the category of held-to-maturity financial assetsThis paragraph
discusses matters relevant when IAS 1 was issued.

IAS 17 Leases

BCA9 In the Basis for Conclusions on IAS 17 the refiee to ‘IAS 39Financial
Instruments: Recognition and Measuremémtparagraph BC21 is footnoted as
follows:

* In November 2009 the IASB amended some of the reqénts of
IAS 39 and relocated them to IFR$®ancial Instruments

IAS 19 Employee Benefits

BCA10 The Basis for Conclusions on IAS 19 is amerakedescribed below.
In paragraph BC48W the reference to ‘availablesale’ is footnoted as follows:

* IFRS 9 Financial Instrumentsissued in November 2009, eliminated
the category of available-for-sale financial assets

In paragraph BC75A the reference to ‘IASEf@ancial Instruments: Recognition
and Measuremehis footnoted as follows:

* In November 2009 the IASB amended some of the reqénts of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9
applies to all assets within the scope of IAS 39.

IAS 27 Consolidated and Separate Financial Statements

BCAl11l The Basis for Conclusions on IAS 27 is ameratedescribed below.

In paragraph BC22 the reference to ‘IAS Bfiancial Instruments: Recognition
and Measuremehis footnoted as follows:

* In November 2009 the Board amended some of thairements of
IAS 39 and relocated them to IFR$®ancial Instruments

In paragraphs BC65-BC66C the references to IAS 8%cmtnoted as follows:

BC65 Paragraph 29 of IAS 27 (as revised in 2000njagrd investments in
subsidiaries to be measured in any one of three imagyparent’s separate
financial statements. These were cost, the equithadeor as available-
for-sale financial assets in accordance with IAS ¥dtagraph 12 of IAS
28 (as revised in 2000) permitted the same chdioesnvestments in
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associates in separate financial statements, aadna@h 38 of IAS 31 (as
revised in 2000) mentioned that IAS 31 did not iatkca preference for
any particular treatment for accounting for intéseia jointly controlled
entities in a venturer’s separate financial statéserhe Board decided to
require use of cost or IAS 3dor all investments included in separate
financial statements.

BC66 Although the equity method would provide userthvgiome profit and
loss information similar to that obtained from colidation, the Board
noted that such information is reflected in theestor's economic entity
financial statements and does not need to be pdvid the users of its
separate financial statements. For separate statentbe focus is upon
the performance of the assets as investments. dlaedBconcluded that
separate financial statements prepared using ditieefair value method
in accordance with IAS 3%r the cost method would be relevant. Using
the fair value method in accordance with IAS 3@ould provide a
measure of the economic value of the investmentsiglthe cost method
can result in relevant information, depending om plirpose of preparing
the separate financial statements. For examplg, riteey be needed only
by particular parties to determine the dividendime from subsidiaries.

BC66A As part of its annual improvements project ubedgn 2007, the Board
identified an apparent inconsistency with IFRS 5. Tihconsistency
relates to the accounting by a parent in its sépdimancial statements
when investments it accounts for in accordance with 39 are classified
as held for sale in accordance with IFRS 5. Pardg@® requires an
entity that prepares separate financial statememtaccount for such
investments that are classified as held for salén@uded in a disposal
group that is classified as held for sale) in adaoce with IFRS 5.
However, financial assets that an entity accountsnfaccordance with
IAS 39 are excluded from IFRS 5's measurement requiresnent

BC66B Paragraph BC13 of the Basis for Conclusianf&S 5 explains that the
Board decided that non-current assets should béudea from the
measurement scope of IFRS 5 only ‘if (i) they dreay carried at fair
value with changes in fair value recognised in profiloss or (ii) there
would be difficulties in determining their fair vauess costs to sell.” The
Board acknowledged in the Basis for ConclusionsFRS 5 that not all
financial assets within the scope of IAS' 28e recognised at fair value
with changes in fair value recognised in profit @sd, but it did not want
to make any further changes to the accountingif@antial assets at that
time.

BC66C Therefore, the Board amended paragraph 3&psovements to IFRSs
issued in May 2008 to align the accounting in searfinancial
statements for those investments that are accotmtéa accordance with
IAS 39" with the measurement exclusion that IFRS 5 providether
assets that are accounted for in accordance with B8S before
classification as held for sale. Thus, an entityuth continue to account
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for such investments in accordance with IAS 39 witnay imeet the held
for sale criteria in IFRS 5.

* IFRS 9Financial Instrumentsissued in November 2009,
eliminated the category of available-for-sale ficiah
assets.

" In November 2009 the Board amended the requirements
of IAS 39 relating to classification and measuremeht
assets within the scope of IAS 39 and relocated ttem
IFRS 9Financial Instruments

BCA12 In the dissenting opinions on the amendmessised in May 2008, the references
to IAS 39 are footnoted as follows:

DO3 These Board members acknowledge that a new pemefd choose to
apply paragraph 38(b) of IAS 27 and account forintsestment in the
original parent in accordance with IAS 3Binancial Instruments:
Recognition and Measureméntiowever, the new parent then would be
required to account for the investment in accordawith IAS 39 in
subsequent periods and to account for all othessiments in the same
category in accordance with IAS'39

"In November 2009 the Board amended the requirenoénts
IAS 39 relating to classification and measuremerdassfets
within the scope of IAS 39 and relocated them to IFRS
Financial Instruments

IAS 28 Investments in Associates

BCA13 The Basis for Conclusions on IAS 28 is ameratedescribed below.

In paragraph BC7 the reference to ‘IAS Bfancial Instruments: Recognition
and Measuremehis footnoted as follows:

* In November 2009 the Board amended some of thairements of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9
applies to all assets within the scope of IAS 39.

In paragraph BC9 the first reference to ‘IAS 3%detnoted as follows:

* In November 2009 the Board amended the requiresneftlAS 39

relating to classification and measurement of asadhin the scope of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9

eliminated the available-for-sale category and jisrentities to make an
irrevocable election to present in other compretvensincome

subsequent changes in the fair value of an invedtrive an equity
instrument that is not held for trading.
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In paragraph BC22 the first reference to ‘IAS 39%dstnoted as follows:

* In November 2009 the Board amended the requiresnehtiAS 39
relating to classification and measurement of asadthin the scope of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9
applies to all assets within the scope of IAS 39.

In paragraph BC26 the reference to ‘IAS 39’ is fatéd as follows:

* IFRS 9 Financial Instrumentsissued in November 2009, eliminated
the category of available-for-sale financial assets

IAS 31 Investments in Joint Ventures

BCA14 The Basis for Conclusions on IAS 31 is ameraedescribed below.

In paragraph BC7 the reference to ‘IAS Bfancial Instruments: Recognition
and Measuremehis footnoted as follows:

* In November 2009 the Board amended some of thairements of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9
applies to all assets within the scope of IAS 39.

In paragraph BC9 the first reference to IAS 39 @tifioted as follows:

* In November 2009 the Board amended the requiresneftlAS 39

relating to classification and measurement of asadhin the scope of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9

eliminated the available-for-sale category and jisrentities to make an
irrevocable election to present in other compretvensincome

subsequent changes in the fair value of an invedtrivte an equity
instrument that is not held for trading.

In paragraph BC17 the first reference to ‘IAS 3%dstnoted as follows:

* In November 2009 the IASB amended the requiremefittAS 39
relating to classification and measurement of asaghin the scope of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9
applies to all assets within the scope of IAS 39.

IAS 32 Financial Instruments: Presentation

BCA15 The Basis for Conclusions on IAS &Mhancial Instruments: Presentatiois
amended as described below.

In paragraph BC2 the reference to ‘IAS Bfancial Instruments: Recognition
and Measuremehis footnoted as follows:

* In November 2009 the Board amended some of thairements of
IAS 39 and relocated them to IFR$®ancial Instruments
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In paragraph BC25 the reference to ‘IAS 39, paragrdf’ is footnoted as
follows:

* In November 2009 the requirements of IAS 39, paaphr43 relating
to the initial measurement of financial assets welecated to paragraph
5.1.1 of IFRS Financial Instruments

In paragraphs BC26, BC29 and BC53(a), the refesetcdAS 39’ are footnoted
as follows:

* In November 2009 the requirements on measuremeassets within
the scope of IAS 39 were moved from IAS 39 to IFR%ifancial
Instruments

IAS 39 Financial Instruments: Recognition and
Measurement

BCA16 The Basis for Conclusions on IAS Bthancial Instruments: Recognition and
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Measuremenis amended as described below.
The following paragraph is added to the rubric:

In November 2009 the Board amended the requiren@ntdS 39 relating to
classification and measurement of assets withirsttwpe of IAS 39 and relocated
them to IFRS Financial InstrumentsAccordingly, the following were deleted:
paragraphs BC13 and BC14, the heading above paggBC25 and paragraphs
BC25-BC29, paragraph BC70, the heading above pagygBC1l04A and
paragraphs BC104A-BC104E, the headings above papigrBC125, BC127 and
BC129 and paragraphs BC125-BC130, the heading apaxegraph BC221 and
that paragraph and the heading above paragraph BC2# that paragraph.

The following are deleted: paragraphs BC13 and BQhé, heading above
paragraph BC25 and paragraphs BC25-BC29, parads@pt0, the heading
above paragraph BC104A and paragraphs BC104A-BC1héHeadings above
paragraphs BC125, BC127 and BC129 and paragraphi2®B®C130, the
heading above paragraph BC221 and that paragraghtten heading above
paragraph BC222 and that paragraph.

The following footnotes are added:

At the end of Superseded by IFRSHnancial Instruments
paragraph BC11E

At the end of IFRS 9Financial Instrumentspplies to combined instruments
paragraph BC11F in which a derivative is embedded in a host thaitisin the
scope of IFRS 9. However, the requirements of 18S 3
continue to apply to derivatives embedded in noartial
hosts and financial hosts outside the scope of BERS
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To the reference to In November 2009 the Board amended the requirenoénts

‘IAS 39" in
paragraph BC12

At the end of
paragraph BC16

To the heading
above
paragraph BC37

To the heading
above paragraph
BC40A

IAS 39 relating to classification and measuremerdssiets
within the scope of IAS 39 and relocated them to IERS
Financial InstrumentsIFRS 9 applies to all assets within
the scope of IAS 39.

IFRS 9Financial Instrumentsissued in November 2009,
eliminated the category of loans and receivables.

IFRS 9Financial Instrumentspplies to combined
instruments in which a derivative is embedded lost that
is within the scope of IFRS 9. However, the requireisien
of IAS 39 continue to apply to derivatives embedoted
non-financial hosts and financial hosts outsidestt@pe of
IFRS 9.

IFRS 9Financial Instrumentspplies to combined
instruments in which a derivative is embedded lst that
is within the scope of IFRS 9. However, the requireisien
of IAS 39 continue to apply to derivatives embedoted
non-financial hosts and financial hosts outsidestt@pe of
IFRS 9.

The second sentencl-RS 9Financial Instrument®liminated the requirement to
in paragraph BC40Bseparate embedded derivatives from financial heiksn

To the heading
‘Recognition and

the scope of IFRS 9. However, this amendment is still
relevant to derivatives embedded in host insurance
contracts and other host contracts outside theesabp
IFRS 9.

In November 2009 the requirements for the recogmivib
assets within the scope of IAS 39 were relocatedREIB

derecognition’ aboveFinancial Instruments

paragraph BC41

To the heading
‘Measurement’
above paragraph
BC70A

To the reference to
‘IAS 39" in
paragraph BC72
The reference to
‘held-to’maturity’ in
paragraph BC80A

The relevant paragraphs relating to measuremeassts
within the scope of IAS 39 have been relocated irBihsis
for Conclusions on IFRS Binancial InstrumentsThe
remaining paragraphs still apply to financial lials

within the scope of IAS 39 and have not been amended.

IFRS 9Financial Instrument®liminated the loans and
receivables and available-for-sale categories fildg139.

IFRS 9Financial Instrumentsissued in November 2009,
eliminated the category of held-toaturity financial asset:s
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To the heading IFRS 9Financial Instrumentsissued in November 2009,
‘Impairment of amended the measurement requirements for investritent
investments in equity instruments. However, the section on impaitme
equity instruments’ remains relevant for assets that are measuredatise
above cost in accordance with IFRS 9.

paragraph BC105

To the reference to IFRS 9Financial Instrumentsissued in November 2009,
‘loans and eliminated the category of loans and receivables.
receivables’ in

paragraph BC111

The reference to IFRS 9Financial Instrumentsissued in November 2009,
‘held-to-maturity’ in eliminated the held-to-maturity category.
paragraph BC201(f)

IAS 40 Investment Property

BCAl7

BCA18

48

The Basis for Conclusions on IAS 4f0vestment Propertyis amended as
described below.

In paragraph BC8 the reference to ‘IAS Bfancial Instruments: Recognition
and Measuremehand in paragraph BC9 the reference to ‘IAS 39’ fa@noted
as follows:

* In November 2009 the Board amended the requiresnefttAS 39
relating to classification and measurement of asadhin the scope of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9
applies to all assets within the scope of IAS 39.

The Basis for Conclusions on IAS 40 (2008)estment Propertis amended as
described below:

In paragraph B35 the reference to ‘IAS 39’ is fodgubas follows:

* [IFRS 9 Financial Instrumentsissued in November 2009, eliminated
the held-to-maturity category.

In paragraph B63(a) the reference to ‘IAS 39’ istfmded as follows:

* IFRS 9 Financial Instrumentsissued in November 2009, eliminated
the category of available-for-sale financial assets

The footnote to paragraph B67(a)(i) is amendedbmids (new text underlined):

" Paragraph 69 was replaced by paragraph 46 whemABB tevised
IAS 39 in 2003. In 2009 paragraph 46 of IAS 39 waslaesd by
paragraph 5.2.1 of IFRSHEnancial Instruments
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IAS 41 Agriculture

BCA19 The Basis for IASC’s Conclusions on IAS 41 issached as described below.

In paragraph B48 the reference to ‘IAS Bancial Instruments: Recognition
and Measuremehtand in paragraph B54 the first reference to ‘IAS are
footnoted as follows:

* In November 2009 the IASB amended some of the reqmeénts of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9
applies to all assets within the scope of IAS 39.

IFRIC 4 Determining whether an Arrangement contains a
Lease

BCA20 The Basis for Conclusions on IFRIC 4 is amehale described below.

In paragraph BC14 the reference to ‘IAS Bfiancial Instruments: Recognition
and Measuremehis footnoted as follows:

* In November 2009 the Board amended some of thairements of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9
applies to all assets within the scope of IAS 39.

IFRIC 5 Rights to Interests arising from Decommissioning,
Restoration and Environmental Rehabilitation Funds

BCA21 The Basis for Conclusions on IFRIC 5 is amehae described below.

In paragraph BC6 the reference to ‘IAS Bfancial Instruments: Recognition
and Measuremehaind in paragraphs BC12, BC20 and BC24 the fieftrence
in each to ‘IAS 39’ are footnoted as follows:

* In November 2009 the Board amended the requiresneftlAS 39
relating to classification and measurement of asadhin the scope of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9
applies to all assets within the scope of IAS 39.

In paragraph BC11 a footnote is added to the reéeréo ‘IAS 39’ as follows:

* IFRS 9 Financial Instrumentsissued in November 2009, eliminated
the categories of available-for-sale and held-tdunity financial assets.
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IFRIC 9 Reassessment of Embedded Derivatives

BCA22 The Basis for Conclusions on IFRIC 9 is amehale described below.

In paragraph BC2 the reference to ‘IAS Bfancial Instruments: Recognition
and Measuremehis footnoted as follows:

* IFRS 9Financial Instrumentsissued in November 2009, amended the
requirements in IAS 39 to identify and separatelgoaat for derivatives
embedded in a financial host within the scope of SFR. The
requirements in IAS 39 continue to apply for deiiwed embedded in
non-financial hosts and financial hosts outsidesttegpe of IFRS 9.

IFRIC 10 Interim Financial Reporting and Impairment

BCA23 The Basis for Conclusions on IFRIC 10 is ansehds described below.
In paragraphs BC2 and BC9 the references to ‘IASa88footnoted as follows:

* In November 2009 the IASB amended the requiremefittAS 39

relating to classification and measurement of asagthin the scope of
IAS 39 and relocated them to IFRS Binancial Instruments
Consequently, no financial assets are carriedsdt co

IFRIC 12 Service Concession Arrangements

BCA24 The Basis for Conclusions on IFRIC 12 is aneehds described below.
In paragraph BC59 the reference to ‘IAS 39’ is fatéd as follows:

* In November 2009 the IASB amended the requiremefitfAS 39
relating to classification and measurement of asadhin the scope of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9
applies to all assets within the scope of IAS 39.

The heading above paragraph BC60 is footnotedliasvia

* IFRS 9Financial Instrumentsissued in November 2009, amended the
requirements in IAS 39 for the classification ofetsswithin the scope of
IAS 39. This Basis for Conclusions has not been tgatior changes in
requirements since IFRIC 12 was issued.
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IFRIC 17 Distributions of Non-cash Assets to Owners

BCA25 The Basis for Conclusions on IFRIC 17 is aneehds described below.

In paragraph BC22 the reference to ‘IAS Bfiancial Instruments: Recognition
and Measuremehis footnoted as follows:

* In November 2009 the IASB amended the requiremefitfAS 39
relating to classification and measurement of asadhin the scope of
IAS 39 and relocated them to IFRSFhancial InstrumentsIFRS 9
applies to all assets within the scope of IAS 39.

Paragraph BC28(a) is footnoted as follows:

* IFRS 9 Financial Instrumentsissued in November 2009, requires all
investments in equity instruments to be measuréaiatalue.

In paragraph BC29 the reference to paragraph AGkibtsoted as follows:

* IFRS 9 Financial Instrumentsissued in November 2009, amended
paragraphs AG80 and AG81 of IAS 39 so that they apply tm
derivatives on unquoted equity instruments.

In paragraph BC32 the reference to ‘IAS 39’ is fatél as follows:

* |FRS 9 Financial Instrumentsissued in November 2009, eliminated
the requirement in IAS 39 for some assets to be umedsusing a
historical cost basis.

In paragraph BC47(e) the reference to ‘availabtestde’ is footnoted as follows:

* IFRS 9 Financial Instrumentsissued in November 2009, eliminated
the category of available-for-sale financial assets

© IFRS Foundation 51



IFRS 9 BC

Dissenting opinions

DO1

DO2

DO3

DO4
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Dissenting opinion of James J Leisenring

Mr Leisenring supports efforts to reduce the dewity of accounting for
financial instruments. In that regard, he suppomsuiring all financial
instruments to be measured at fair value, with the&surement being recognised
in profit or loss. He finds no compelling reasonatetl to improving financial
reporting to reject that approach. It is an apphothat maximises comparability
and minimises complexity.

It maximises comparability because all finangiatruments would be measured
at one attribute within an entity and across emtitidlo measurement or
presentation would change to reflect either arhjtdistinctions or management
behaviour or intentions. IFRS 9 emphasises managenmentions and
behaviour, which substantially undermines compaitgbil

Complexity of accounting would be drastically reeld if all financial
instruments were measured at fair value. The apprdavoured by Mr
Leisenring provides at least the following simpkfiions:

(@) no impairment model is necessary.

(b) criteria for when a given instrument must or bamrmeasured with a given
attribute are unnecessary.

(c) there is no need to bifurcate embedded deviestor to identify financial
derivatives.

(d) it eliminates the need for fair value hedge oacting for financial
instruments.

(e) it eliminates the disparity in the measuremanterivatives within and
outside the scope of IAS 39.

® it minimises the incentives for structuring risactions to achieve a
particular accounting outcome.

(9) no fair value option would be needed to eliménatcounting mismatches.

(h) it provides a superior foundation for develgpamcomprehensive standard
for the derecognition of financial instruments thstnot present in a
mixed attribute model.

Mr Leisenring accepts that measuring more ingntsat fair value increases
measurement complexity, but this increase is mihim@mpared with the
reductions in complexity that would be otherwise eaecbd. There is no
disagreement that derivatives must be measurearatdlue. Those instruments
raise the most difficult measurement issues, ds icetruments have many fewer
problems. Indeed, some suggestions for an impairmexdel would measure at
fair value the credit loss component of cash imsemnts. If that were to be the
conclusion on impairment (an expected loss appipathvould minimise the
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incremental fair value measurement complexity ofording at fair value
instruments now at amortised cost.

Mr Leisenring recognises that measuring all imegnts at fair value through
profit or loss raises presentation issues aboagdiggation of fair value changes.
However, he does not believe that these issues sugmountable.

Investors have often told both the IASB and the BAgt fair value of financial
instruments recognised in profit or loss provides most useful information for
their purposes. There is a worldwide demand for aprored and common
solution to the accounting for financial instrumeninvestors are disappointed
that the Board will not take this opportunity to reakvith other standard-setters,
truly substantive changes rather than these minghahges that perpetuate all
the legitimate concerns that have been expressad #i® mixed attribute model.

IFRS 9 does to some extent reduce complexitythmit reduction is minimal.
Certain measurement classifications are eliminatgdothers have been added.
Mr Leisenring does not think that, on balance, tisisan improvement over
IAS 39.

Fundamental to IFRS 9 is the distinction betwésntial instruments measured
at amortised cost and those at fair value. Mr Leisg is concerned that neither
of the two conditions necessary for that determimatiis operational.
Paragraph BC56 criticises IAS 39 because the embedelévative requirement
of that standard is based on a list of examples. Mexyehe basic classification
model of IFRS 9 is based on lists of examples irag@aphs B4.4, B4.13 and
B4.14. The examples are helpful but are far frommagstive of the issues that will
be problematic in applying the two criteria for déigation at amortised cost.

Mr Leisenring also thinks that the two criteri@ &mconsistently applied. When
the objective of the entity’s business model ishtdd the assets to collect the
contracted cash flows of an instrument there is eguirement that the entity
must actually do so. The cash flow characteristicshe instrument are also
ignored when the guidance is applied to investmémtsontractually linked
instruments (tranches). In those circumstancescdmractual cash flows of the
instrument are ignored and one is required to ko&ugh to the composition of
assets and liabilities of the issuing entity. Thiek through’ requirement is also
potentially complex and in Mr Leisenring’s opinids likely to be not very
operational. Mr Leisenring also objects to elimingt the requirement to
bifurcate derivatives embedded in cash instrumerts objection is primarily
because of concern that the two criteria to qudéifyamortised cost will not be
operational. The pressure on those two conditioriso@ienormous because there
will be an incentive to embed derivatives in a castrument in anticipation that
the instrument might qualify for amortised cost. iDatives should be at fair
value whether embedded or standing alone and achtfan requirement would
achieve that accounting. If Mr Leisenring were cdefit that the criteria for
amortised cost could be applied as intended he waoldbe as concerned
because instruments with embedded derivatives woaldttfair value in their
entirety.
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Mr Leisenring is concerned that, in the currenisis, instruments that have
provided some of the most significant losses wheasmed at fair value would

be eligible for amortised cost. That conclusiomdg responsive to the present
environment. The approach also allows actively twadiebt instruments,

including treasury securities, to be at amortisambt.c These results are
unacceptable and reduce the usefulness of repaftadhation for investors.

The Board is required by Eameworkto be neutral in its decision-making and
to strive to produce neutral information to maxienibe usefulness of financial
information. IFRS 9 fails in that regard becausgridduces information based on
free choice, management intention and managemedrdvhmr. Reporting that
will result from this approach will not produce nelitrinformation and
diminishes the usefulness of financial reporting.

The Board is insistent in paragraph BC27 thabaating based on a business
model is not free choice but never explains whycdiee of a business model is

not a management choice. The existence of a traatingunt, a fair value option

and the objective of a business model are alldrexces.

The classification of selected equity instruraeitfair value with the result of the
remeasurement reported outside profit or lossde al free choice. The Board
concludes that reporting fair value changes inipmfloss may not reflect the
operating performance of an entity. Mr Leisenrirguld accept accounting for
changes in fair value of some instruments outsidefitpor loss in other
comprehensive income. That accounting, however, Idhoot be a free choice
and why that presentation is superior in definecuriristances should be
developed. In addition, when these securities ateé aoy realised gains and
losses are not ‘recycled’ to profit or loss. Thahcusion is inconsistent with the
Board’s conclusion that dividends received on the@sdgruments should be
reported in profit or loss. Such dividends wouldresgnt a return on investment
or a form of ‘recycling’ of changes in the valuetbé instruments.

Mr Leisenring believes that a business modetaigly relevant in writing
accounting standards. Identical transactions, sigirid obligations should be
accounted for in the same way if comparability ofaficial information is to be
achieved. The result of applying IFRS 9 ignores emrycern for comparability of
financial information.

The credit crisis has provided confirmation thdrastic change in accounting for
financial instruments is desirable. However, manyehsaid that while they agree
that the approach suggested by Mr Leisenring woudd shperior, and a
significant improvement, the world is not ready tobgace such change. It is
unclear to Mr Leisenring what factors need to besgmé for the optimal solution
to be acceptable. He has concluded that it is laghvisage circumstances that
would make the case any more compelling for fundaahenhange and
improvement than the present circumstances. TherefBRS 9 will inevitably
preserve a mixed attribute model and the resultimgplexity for a significant
period of time.
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IFRS 9 BC

An objective of replacing IAS 39 was to provideasib for convergence with
accounting standards issued by the FASB. Mr Leisgnis concerned that
IFRS 9 does not provide such a basis. As a conseguatiowing early adoption
of the IFRS is undesirable. For convergence todnéeged significant changes in
the IFRS are inevitable. Early adoption of the IFRE therefore necessitate
another costly accounting change when convergeraehisved. Permitting early
adoption of this IFRS is also undesirable as itrpsr a lack of comparability in
accounting for many years due to the deferred redwéffective date.

Mr Leisenring would accept that if, for reasotiseo than the desire to provide
useful information to investors, his approach iditigally unattainable, an

alternative could be developed that would be opamati That approach would
require all financial assets and financial liagkt to be recorded at fair value
through profit or loss except originated loans iretd by the originator, trade
receivables and accounts payable. If certain dévies were embedded in an
instrument to be accounted for at amortised castdirivative would be either
bifurcated and accounted for at fair value or timéire instrument would be
measured at fair value. Either approach would begeable.

Dissenting opinion of Patricia McConnell

Ms McConnell believes that fair value is the tneslevant and useful
measurement attribute for financial assets. Howesber,acknowledges that many
investors prefer not to measure all financial assétfair value. Those investors
believe that both amortised cost and fair valuegrawide useful information for
particular kinds of financial assets in particidacumstances. Therefore, in order
to meet the objective of developing high qualitypbgl accounting standards that
serve the interests of all investors, Ms McConrmdlieves that no single
measurement attribute should have primacy overhanofThus any new IFRS
setting classification and measurement principles financial assets should
require disclosure of sufficient information in themary financial statements to
permit determination of profit or loss and finari@asition using both amortised
cost and fair value. For example, when a measureatéitiute other than fair
value is used for financial assets, informationwabair value should be displayed
prominently in the statement of financial positidine Board did not adopt such
disclosure in IFRS 9, as discussed in paragraph6BBC18 of the Board's
Basis for Conclusions.

As stated in paragraph BC8, an objective of thar@in developing IFRS 9 was
to reduce the number of classification categories ffnancial instruments.
However, Ms McConnell believes that IFRS 9 has natoamplished that
objective. IFRS 9 would permit or require the follogyicategories: (1) amortised
cost, (2) a fair value option through profit ordder financial assets that qualify
for amortised cost but for which amortised cost wloateate an accounting
mismatch, (3) fair value through profit or loss febt instruments that fail to
qualify for amortised cost, (4) fair value thoughofit or loss for trading
securities, (5) fair value through profit or logs fquity securities not held for
trading and (6) fair value through other comprehensncome for equity
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investments not held for trading. Ms McConnell daest view those six
categories as a significant improvement over theaiegories in IAS 39; like the
categories in IAS 39, they will hinder investors’ emstanding of an already
complex area of financial reporting.

IFRS 9 sets out two criteria for measuring fi@nassets at amortised cost:
(1) the way the entity manages its financial asgbtsiness model’) and (2) the
contractual cash flow characteristics of its finah@issets. On the surface, this
appears to be an improvement over IAS 39’s criteribat was based on
management’s intention to trade, hold availablestde, hold to maturity, or hold
for the foreseeable future. However, Ms McConneit$i it difficult to see how
IFRS 9's criterion based on the objective of thétgs business model differs
significantly from management’s intention. In hgirdon selection of a business
model is a management choice, as is the decisitiate a trading account, use
the fair value option for debt instruments or tleér fvalue option for equity
instruments with gains and losses reported in otleenprehensive income. In
paragraphs BC27 and BC28 the Board argues thattiseleof a measurement
method based on an entity’'s business model is ficeachoice. Ms McConnell
does not find the arguments persuasive.

IFRS 9 permits an entity to make an irrevocatéetion to present in other
comprehensive income changes in the value of amgsiment in equity

instruments that is not held for trading. Ms McCelhrtould accept accounting
for changes in fair value of some instruments detgdrofit or loss in other

comprehensive income. However, that treatment shoatdbe a free choice;
criteria for that presentation should be developecddition, the Board decided
that when those securities are sold any realisedsgand losses are not
‘reclassified’ to profit or loss. That conclusios inconsistent with the Board’s
decision to report dividends received on thesestments in profit or loss. Such
dividends represent a return on investment or @& fofr ‘reclassifying’ changes in

the value of the instruments.

In addition, Ms McConnell believes the ‘lookdbgh’ guidance for contractually
linked investments (tranches) is an exception t® ohthe criteria necessary for
applying amortised cost, namely the contractuah dasv characteristics of the
instrument. In those circumstances the contraatash flows of the instrument
are ignored. Instead an entity is required to ‘Itlmdough’ to the underlying pool
of instruments and assess their cash flow charatitsriand credit risk relative to
a direct investment in the underlying instrumemts. McConnell believes that
this provision adds complexity to the IFRS and mbuthe usefulness of the
reporting for financial assets. Moreover, since atity is required to ‘look
through’ only upon initial recognition of the fineial asset, subsequent changes
in the relative exposure to credit risk over the lof a structured investment
vehicle would be ignored. Consequently, Ms McConbelieves it is possible
that highly volatile investments, such as those agnsub-prime residential
mortgage loans, would be reported at amortised cost.
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Amendments to guidance on other IFRSs

The following amendments to guidance on IFRSs areessacy in order to ensure
consistency with IFRS Binancial Instrumentand the related amendments to other IFRSs.
In the amended paragraphs, new text is underlinetidaieted text is struck through.

IFRS 1 First-time Adoption of International Financial
Reporting Standards

IGAL In the guidance on implementing IFRS 1 (botheJ@2003 and November 2008
versions), the heading above paragraph IG52 andypguias 1G52-1G55, 1G56,
IG57, IG58, IG58A and IG59 are amended as follows:

IAS 39 Financial Instruments: Recognition and
Measurement_and IFRS 9 Financial Instruments

IG52

IG53

IG54

IG55

An entity recognises and measures all finanasdets and financial
liabilities in its opening IFRS statement of fin@ic position in

accordance with IFRS 9 and IAS 39 respectively, eixespspecified in
paragraphs B2-B6 of the IFRS, which address derétmyrand hedge
accounting.

An entity recognises all financial assets andrftial liabilities (including

all derivatives) that qualify for recognition in@rdance with IAS 39 and
IFRS 9 and have not yet qualified for derecognitioraccordance with
IAS 39, except non-derivative financial assets ammh-derivative

financial liabilities derecognised in accordance hwjirevious GAAP

before 1 January 2004, to which the entity does aimose to apply
paragraph B3 (see paragraphs B2 and B3 of the IHR8)example, an
entity that does not apply paragraph B3 does nobgmise assets
transferred in a securitisation, transfer or otti@recognition transaction
that occurred before 1 January 2004 if those tdiwses qualified for

derecognition in accordance with previous GAAP. Howelfehe entity

uses the same securitisation arrangement or othlerecagnition

arrangement for further transfers after 1 Janua@@42 those further
transfers qualify for derecognition only if they etethe derecognition
criteria of IAS 39.

An entity does not recognise financial assets farancial liabilities that
do not qualify for recognition in accordance with |88 or IFRS 9, or
have already qualified for derecognition in accoaawith IAS 39.

When IAS 39 requires an entity to separate apeelhed derivative from
a host contract outside the scope of IFRS 9, titi@licarrying amounts of
the components at the date when the instrument §adisfies the
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IG56

IG57

1G58

recognition criteria in IAS 39 reflect circumstanasthat date (IAS 39
paragraph 11). If the entity cannot determine thtal carrying amounts
of the embedded derivative and host contract rgliabtreats_designates
the entire combined contract as a financial insaninheld for trading at
fair value through profit or loss (IAS 39 paragrd®). This results in fair
value measurement (except when the entity cannetrdete a reliable
fair value, see IAS 39 paragraph 46(c)), with changedair value
recognised in profit or loss.

In preparing its opening IFRS statement of rfirial position, an entity

applies the criteria in IAS 39 and IFRS 9 to idgnth the basis of the

facts and circumstances that exist at the dateaofition to IFRSs those
financial assets and financial liabilities that areasured at fair value and
those that are measured at amortised cost. Thiimgstiassifications are

applied retrospectively. In particular:

e —any-ofthe previous-categories.

For those financial assets and financial liabd measured at amortised
cost in the opening IFRS statement of financialitmmg an entity
determines their cost on the basis of circumstamcésting when the
assets and liabilities first satisfied the recdgnitcriteria in 1AS 39_or
IFRS 9. However,.....

An entity’s estimates oflean impairments ofaficial assets measured at
amortised cost at the date of transition to IFR8s @nsistent with
estimates made for the same date ...

IG58A An entity shall treat an adjustment to the yiag amount of a financial

IG59

asset or financial liability as a transition adjnsnt to be recognised in the
opening balance of retained earnings at the dateaokition to IFRSs

only to the extent that it results from adopting I8S and IFRS 9.

Because all derivatives, other than those that fim@ncial guarantee

contracts or are designated and effective hedgimgruments, are

classified-as-held-for-trading measured at faiu@ahrough profit or loss,

the differences between the previous carrying am@uhich may have

been zero) and the fair value of the derivatives @acognised as an
adjustment of the balance of retained earningshatbieginning of the

financial year in which IAS 39 and IFRS 9 are isially applied (other

than for a derivative that is a financial guarargesatract or a designated
and effective hedging instrument).

An entity may, in accordance with its previous GAARye measured
investments at fair value and recognised the retialn gain outside profit
or loss. If an investment is classified as at Value through profit or loss,
the pre-tAS-39 IFRS 9 revaluation gain that had beeognised outside
profit or loss is reclassified into retained eagsiron initial application of
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1AS-39 IFRS 9. If, on initial application 6HAS-3%RS 9, an investment
in_an equity instrument is classified as—availafdlesale at fair value
through other comprehensive income, then the -pre-BSSIFRS 9

revaluation gain is recognised in a separate coemorof equity.

Subsequently, the entity recognises gains and domsahe-available-for-
sale financial asset in other comprehensive incdexeept dividends,
which are recognised in profit or loss) and accuteslahe cumulative
gains and losses in that separate component diyegati-the-investment
is—impaired,—sold,—collected—or—otherwise—dispeséd @n subsequent
derecognition-erimpairment-of the-available-felestinancial-asset, the
entity reclassifies-to-profit-orloss-the cumulatyain-orloss-remaining in

equity-(tAS-39-paragraph-55(b)). may transfer thegiasate component of
equity within equity.

IGA2 IG Example 11 in paragraph IG63 is amended dsvist

The table ‘Reconciliation of equity at 1 JanuaryK2Qdate of transition
to IFRSs)’ is amended to read as follows:

Reconciliation of equity at 1 January 20X4 (date of  transition to IFRSs)
Effect of
Previous transition
Note GAAP to IFRSs IFRSs
CuU CuU Cu
1 Property, plant and equipment 8,299 100 8,399
2 Goodwill 1,220 150 1,370
2 Intangible assets 208 (150) 58
3 Financial assets 3,471 420 3,891
Total non-current assets 13,198 520 13,718
Trade and other receivables 3,710 0 3,710
4 Inventories 2,962 400 3,362
5 Other receivables 333 431 764
Cash and cash equivalents 748 0 748
Total current assets 7,753 831 8,584
Total assets 20,951 1,351 22,302
continued...
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...continued

Interest-bearing loans 9,396 0 9,396
Trade and other payables 4,124 0 4,124
6 Employee benefits 0 66 66
7 Restructuring provision 250 (250) 0
Current tax liability 42 0 42
8 Deferred tax liability 579 460 1,039
Total liabilities 14,391 276 14,667
Total assets less total
liabilities 6,560 1,075 7,635
Issued capital 1,500 0 1,500
5. Hedging reserve 0 302 302
9. Retained earnings 5,060 773 5,833
Total equity 6,560 1,075 7,635

Note 3 to the reconciliation of equity at 1 Janu20¥4 is amended as follows:

3 Financial assets are all classified-as-availabiedée_at fair value
through profit or loss in accordance with IFRSs arelcarried at their
fair value of CU3,891. They were carried at cost B3@71 in
accordance with previous GAAP. The resulting gain€d294
(CU420, less related deferred tax of CU126) are deuin-the

revaluation-surplus retained earnings.
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Note 8 to the reconciliation of equity at 1 Janu2@X4 is amended to read as
follows:

8 The above changes increased the deferred tax
liability as follows:
CuU
Hedging reserve (note 5) 129
Retained earnings 331
Increase in deferred tax liability 460

Because the tax base at 1 January 20X4 of the items
reclassified from intangible assets to goodwill 8}
equaled their carrying amount at that date, thiassification
did not affect deferred tax liabilities.

Note 9 to the reconciliation of equity at 1 Janu2@X4 is amended to read as
follows:

9 The adjustments to retained earnings are as follows:

CuU
Depreciation (note 1) 100
Financial assets (note 3) 420
Production overhead (note 4) 400
Pension liability (note 6) (66)
Restructuring provision (note 7) 250
Tax effect of the above (331)
Total adjustment to retained earnings 773
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The reconciliation of total comprehensive incomeZ0X4 is amended to read as

follows:
Reconciliation of total comprehensive income for 20 X4
Note Effect of
Previous transition
GAAP to IFRSs IFRSs
CuU CuU CuU
Revenue 20,910 0 20,910
1,2, Costofsales (15,283) (97) (15,380)
3
Gross profit 5,627 (97) 5,530
6 Other income 0 180 180
1 Distribution costs (1,907) (30) (2,937)
1,4 Administrative expenses (2,842) (300) (3,142)
Finance income 1,446 0 1,446
Finance costs (2,902) 0 (2,902)
Profit before tax 422 (247) 175
5 Tax expense (158) 74 (84)
Profit (loss) for the year 264 (173) 91
7 Cash flow hedges 0 (40) (40)
8 Tax relating to other
comprehensive income 0 (29) (29)
Other comprehensive income 0 (69) (69)
Total comprehensive income 264 (242) 22
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Note 6 to the reconciliation of total comprehensiveome for 20X4 is amended
as follows:

6 Available-for-sale-f Financial assets at fair vallmeugh profit or loss
carried-atfair value-in-accordance-with-1ERSs iaseal in value by
CU180 during 20X4. They were carried at cost in acaoce with
previous GAAP, Fair value changes have been includé&dther

income’.-The-entity-sold-available-for-sale finaal@ssets-during-the

IFRS 4 Insurance Contracts

IGA3

The guidance on implementing IFRS 4 is amendediescribed below.

In the table in IG Example 1, the ‘Treatment in RhBgolumn of contract type
1.18 is amended as follows:

Insurance risk is insignificant. Therefore, thettact is a financiakinstrament
asset within the scope fHAS-39 IFRS 9. Servicirgsfare within the scope o
IAS 18 (recognise as services are provided, subjearious conditions).

IG Example 4 in paragraph 1G10 is amended as follows:

IG Example 4: Shadow accounting

Background

At the inception of a contract, insurer A has DAC of Oue@lating to that
contract and the present value, at inception, of BEGRJ100. In other words,
DAC is 20 per cent of EGP at inception. Thus, for eactl of realised gross
profits, insurer A amortises DAC by CU0.20. For examilmsurer A sells
assets and recognises a gain of CU10, insurer A m@®DAC by CU2 (20 per
cent of CU10).

Before adopting IFRSs for the first time in 20X5suner A measured financial
assets on a cost basis. (Therefore, EGP under tiatis@al requirements
considers only realised gains and losses.) HowenderniFRSs, it classifies its
financial assets as measured at fair value thrpugfit or loss. availableforsalg.
N al fa A na Q na Q a \ oaA Q nanae a) e”'

any
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In 20X5, insurer A recognises unrealised gains of Cbolithe assets backing the
contract. and lin 20X6-insurer A it sells the as$et an amount equal to their

fa|r value at the end of 20)(5—&nel—te—eempt-y—mth—l3$4eelassmes—the—new

ad}ustment.
Application of paragraph 30 of the IFRS

Paragraph 30 of the IFRS permits, but does notireguasurerA to adopt shadoy
accounting. If insurer A adopts shadow accountingmiortises DAC in 20X5 by
an additional CU2 (20 per cent of CU10) as a resuthe change in the fair valye
of the assets.-Because-insurer-A-recognized-thegeharthe fairvalue-in-other
comprehensive-income, it Insurer A recognises thiitiadal amortisation of
CU2 in-ethercomprehensive-inecome profit or loss.

When msurer A sells the assets in 20X6, it makefnrtber adjustment to DAC

In summary, shadow accountmg treats an unreahaedngthe same way asa
realised ga| - t=t

tceal+seel If insurer A does not adopt shadow accogntmreahzed gains on
assets do not affect the amortisation of DAC.

IFRS 5 Non-current Assets Held for Sale and
Discontinued Operations

IGA3A

64

In the guidance on implementing IFRS 5 in tlablés in Example 10, both
references to ‘AFS financial assets’ are replacgd'lbvestments in equity
instruments’ and in the accompanying text the efee to ‘AFS financial assets
is replaced by ‘investments in equity instruments’in the first table in
Example 12 the reference to ‘AFS financial assetfeplace by ‘Investments in
equity instruments’.
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IFRS 7 Financial Instruments: Disclosures

IGA4 In the guidance on implementing IFRS 7, the dall paragraph IG13A is
amended to read as follows:

Assets measured at fair value
Fair value measurement at end of the
reporting period using:
Level 1 Level 2 Level 3
Description 31 Dec CuU Cu Cu
20X2 million million million
Financial assets at fair value
through profit or loss
Trading securities 100 40 55 5
Trading derivatives 39 17 20 2
Financial assets at fair value
through other comprehensive
income
Equity investments 75 30 40 5
Total 214 87 115 12
(Note: For liabilities, a similar table might be presented.)
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IGA5 The table in paragraph IG13B is amended to regdImpws:

Assets measured at fair value based on Level 3

Opening balance
Total gains or losses

in profit or loss

in other comprehensive
income

Purchases
Issues
Settlements

Transfers out of Level 3

Closing balance

Total gains or losses for the
period included in profit or loss
for assets held at the end of the
reporting period

Fair value measurement at the end of the

reporting period

Financial assets at fair value Total
Trading Trading Equity
securities  derivatives investments
CuU CuU CuU CuU
million million million million
6 5 3 14
2 2 - (4)
- - 1 1
1 2 1 4
- (1) - (1)
- (2 - (2
5 2 5 12
(1) (1) - (2

Gains or losses included in profit or loss for the period (above) are presented in trading
income and in other income as follows:

Total gains or losses included in profit or loss for the period

Total gains or losses for the period included in profit or loss
for assets held at the end of the reporting period

(Note: For liabilities, a similar table might be presented.)

Trading
Income

4

@

66
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IGA6 Paragraph 1G14 is amended as follows:

IG14 ... In these circumstances, the difference ballrecognised in profit or
loss in subsequent periods in accordance with IAS(f88 financial
liabilities) or IFRS 9 (for financial assets) anketentity’'s accounting
policy. Such recognition ...

In the illustrative disclosure following paragrafgbl4, the references to ‘1IAS 39’
are replaced with ‘IFRS 9'.

IGA7 Paragraph 1G36 is amended as follows:

IG36 The following example illustrates the applicatiof the disclosure
requirement in paragraph 40(a):

Interest rate risk

At 31 December 20X2, if interest rates at that datebdeen 10 basis
points lower with all other variables held constauaist-tax profit for
the year would have been CUL1.7 million (20X1—CU2.4ioni)
higher, arising malnly as a result of Iower |nteMense on varlablee
borrowmg -

: . i val " " ol Inssified as
availableforsale. If interest rates had beenddishpoints higher, wit
all other variables held constant, post-tax prefiuld have been
CUL1.5 million (20X1—CU2.1 million) lower, arising mdjnas a
result of hlgher |nterest expense on varlable kmngs—and—e{her

=

Profit is more sensitive to interest rate decreéisas increases

because of borrowings with capped interest ratess&hsitivity is
lower in 20X2 than in 20X1 because of a reductioadtstanding
borrowings that has occurred as the entity’s debthatured (see nofe
X). [footnote omitted] ...

IAS 1 Presentation of Financial Statements

IGA8 In the guidance on implementing IAS 1, the hegdibove paragraph IG7 and
paragraphs IG7—IG9 are deleted. Paragraph 1G2 is asdeawdfollows:

IG2  The guidance is in-three two sections. ParagrépB—IG6 provide examples
of the presentation of financial statements. Papwy IG7-IG9 _have been

deleted. —pm%de—an—emmple—ef—ﬂm—detemna&en%&ssmeaﬂen
0 0 39

Fmanelal—hqstpumepms—Reeegmnen—and—MeaswemEatagraphs IG10 and

IG11 provide examples of capital disclosures.
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IGA9 In the illustrative financial statements, referes to ‘Available-for-sale financial
assets’ are replaced by ‘Investments in equityrimsénts’. In the single
statements of comprehensive income the referenctodmote b against the
deleted line item ‘Available-for-sale financial aisSés deleted. The heading and
table ‘Disclosure of components of other comprehengicome’ are amended to
read as follows:

Part I: lllustrative presentation of financial state ments

Disclosure of components of other comprehensive inc ome [footnote omitted]
Notes

Year ended 31 December 20X7

(in thousands of currency units)

20X7 20X6
Other comprehensive income:
Exchange differences on translating
foreign operations [footnote omitted] 5,334 10,667
Investments in equity instruments (24,000) 26,667

Cash flow hedges:

Gains (losses) arising during the
year (4,667) (4,000)

Less: Reclassification adjustments
for gains (losses) included in profit
or loss 3,333 -

Less: Adjustments for amounts
transferred to initial carrying

amount of hedged items 667 (667) - (4,000)
Gains on property revaluation 933 3,367
Actuarial gains (losses) on defined
benefit pension plans 1,333
Share of other comprehensive income
of associates 400 (700)
Other comprehensive income (18,667 37,334

)

Income tax relating to components of
other comprehensive income 14,000 (9,334)
[footnote omitted]

Other comprehensive
income for the year (14,000) 28,000
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IGA10 The second paragraph in footnote (k) to thesitative financial statements is
amended as follows:

(k) The amount included in the translation, investis in equity instruments
available-foer-sale and cash flow hedge reserves esept other
comprehensive income for each component, net cdtaxnon-controlling
interests, eg other comprehensive income relat@avstments in equity
instruments—available-for-sale—financialassets 20X6 of 16,000 is
26,667, less tax 6,667, less non-controlling irgisd,000.

IGA11 The second paragraph in footnote (I) to thesttative financial statements is
amended as follows:

0] The amount included in the translation, investinin equity instruments
available-foer-sale and cash flow hedge reserves esept other
comprehensive income for each component, net cditaxnon-controlling
interests, eg other comprehensive income relatetheotranslation of
foreign operations for 20X7 of 3,200 is 5,334, l&ms 1,334, less non-
controlling interests 800.

IAS 18 Revenue

IGA12 Inthe appendix to IAS 18, examples 5 and 1d(@)amended as follows:
5

For a sale and repurchase agreement on an assettioétm a financial

asset, the terms of the agreement need to be addlysscertain whether,
in substance, the seller has transferred the aslsrewards of ownership
to the buyer and hence revenue is recognised. \Wigeseller has retained
the risks and rewards of ownership, even though lé&tel has been

transferred, the transaction is a financing arreregeg and does not give
rise to revenue. For a sale and repurchase agréemenfinancial asset,
IFRS 9 Financial Instrumentsand IAS 39 Financial Instruments:

Recognition and Measuremeaqiply-applies.

14 Financial service fees

(@) Fees that are an integral part of the effecinterest rate of a
financial instrument.

0] Origination fees received by the entity relating ttee
creation or acquisition of a financial asset otltban one
that under IFRS 94AS-39 is measured-classified-as a
financial-asset ‘at fair value through profit ords'.

Such fees may include compensation for activitieshsas
evaluating the borrower’s financial condition, ewalog
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and recording guarantees, collateral and other riggcu
arrangements, negotiating the terms of the instmyme
preparing and processing documents and closing the
transaction. These fees are an integral part oérg¢ing an
involvement with the resulting financial instrumesud,
together with the related transaction costs [fo@not
omitted] (as defined in IAS 39), are deferred and
recognised as an adjustment to the effective isteate.

IAS 27 Consolidated and Separate Financial Statements

IGA13 In the guidance on implementing IAS Zbnsolidated and Separate Financial
StatementslAS 28 Investments in Associateand IAS 3linterests in Joint
Ventures paragraph 1G7 is amended as follows:

IG7 1AS 39Financial Instruments: Recognition and Measurenamd IFRS 9
Financial Instrumentsdoes not apply to interests in subsidiaries,
associates and jointly controlled entities that @asolidated, accounted
for using the equity method or proportionately aditsted in accordance
with IAS 27, IAS 28 and IAS 31 respectively. When iostents
containing potential voting rights in substancerently give access to the
economic benefits associated with an ownership isterand the
investment is accounted for in one of the above wgsinstruments are
not subject to the requirements of IAS 39 and IFR$ @ll other cases,
instruments containing potential voting rights amecounted for in
accordance with IAS 39 and IFRS 9.

IAS 39 Financial Instruments: Recognition and
Measurement

IGA14 In the guidance on implementing IAS 39 the failog Questions and Answers
(Q&A) are deleted:

. Section B Definitions: B.12-B.23

. Section C Embedded Derivatives: C.3, C.5, C.11

. Section E Measurement: E.3.1, E.3.2, E.4.9, B.4.1

. Section F Hedged items: F.1.1, F.1.10, F.2.9-E,X12.19, F.2.20

IGA15 Inthe answer to Question B.4, the last paragimpimended as follows:

If the fixed leg is prepaid during the term, thatulkbbe regarded as a termination
of the old swap and an origination of a new instmitbat is evaluated under
IAS 39 and IFRS 9.

70 © IFRS Foundation



IGA16

IGA17

IGA18

IGA19

IGA20

IFRS 9 1G

In the answer to Question B.5, the referencelA® ‘39’ in the second last
sentence is replaced with ‘IAS 39 or IFRS 9'.

Question B.26 is amended as follows:

. ial : tai . | fixed
maturity-should—be—measured—at-amortised—cost. Hows amortised cost

calculated for financial assets measured at amor&sl cost in accordance with
IFRS 9?

In Q&As C.1 and C.2, references to ‘hybrid instant’ are replaced with ‘hybrid
contract’.

Q&A C.6 is amended as follows:

Entity A issues-aequires a five-year floating rate dbt instrument issued-by
Entity-B. At the same time, it enters into a five-yar pay-fixed variable,
receive-variable fixed interest rate swap with Enty BC. Entity A regards
the combination of the debt instrument and swap as synthetic fixed rate

instrument and-classifies-the-instrument-as—a-heltb-maturity investment;
sinee-it-has-the-pesitive-intention-and-ability-tchold-it-to-maturity: Entity A

contends that separate accounting for the swap isnappropriate since
IAS 39.AG33(a) requires an embedded derivative to belassified together
with its host instrument if the derivative is linked to an interest rate that can
change the amount of interest that would otherwisée paid or received on
the host debt contract. Is the entity’s analysis coect?

No. Embedded derivative instruments are terms anditions that are included
in non-derivative host contracts. It is generatigppropriate to treat two or more
separate financial instruments as a single combimsttument (‘synthetic
instrument’ accounting) for the purpose of applylA$ 39 or IFRS 9. Each of
the financial instruments has its own terms and itimmd$ and each may be
transferred or settled separately. Therefore, #i® thstrument and the swap are
classified separately. The transactions descrileed differ from the transactions
discussed in Question B.6, which had no substaneet dmm the resulting
interest rate swap.

In Q&A C.10, references to ‘combined instrumeare replaced with ‘combined
contract’.
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IGA21 The tables in Q&A D.2.1 are amended to read dmvst

Trade date accounting

Balances Financial Financial assets Financial assets
assets measured at fair value measured at fair
measured at  with changes presented value through
amortised in other comprehensive profit or loss
cost income

29 December 20X1

Financial asset - - -
Financial liability - - —
31 December 20X1

Receivable - 2 2
Financial asset - - -
Financial liability - - -

Other comprehensive
income (fair value
adjustment)

— (2) —

Retained earnings
(through profit or loss)

- - 2
4 January 20X2
Receivable - - -
Financial asset 1,000 1,003 1,003
Financial liability - - -

Other comprehensive
income (fair value
adjustment)

— (3) —

Retained earnings
(through profit or loss)

- - ®3)
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Trade date accounting

Balances

Financial
assets
measured at
amortised
cost

Financial assets measured
at fair value with changes
presented in other
comprehensive income

Financial assets
measured at fair
value through
profit or loss

29 December 20X1
Financial asset

Financial liability

1,000
(1,000)

1,000

(1,000)

1,000
(1,000)

31 December 20X1
Receivable
Financial asset
Financial liability

Other
comprehensive
income (fair value
adjustment)

Retained earnings
(through profit or
loss)

1,000
(1,000)

1,002

(1,000)

@)

1,002
(1,000)

@

4 January 20X2
Receivable
Financial asset
Financial liability

Other
comprehensive
income (fair value
adjustment)

Retained earnings
(through profit or
loss)

1,000

1,003

@)

1,003

©)
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IGA22 The tables in Q&A D.2.2 are amended to read dmvist

Settlement date accounting

Balances

Financial assets
measured at
amortised cost

Financial assets
measured at fair
value through
profit or loss

29 December 20X2
Receivable
Financial asset

Other comprehensive income (fair value
adjustment)

Retained earnings (through profit or loss)

1,000

1,010

10

31 December 20X2
Receivable
Financial asset

Other comprehensive income (fair value
adjustment)

Retained earnings (through profit or loss)

1,000

10

4 January 20X3

Other comprehensive income (fair value
adjustment)

Retained earnings (through profit or loss)

10

10
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Trade date accounting

Balances

Financial assets
measured at amortised
cost

Financial assets
measured at fair value
through profit or loss

29 December 20X2
Receivable
Financial asset

Other comprehensive
income (fair value
adjustment)

Retained earnings (through
profit or loss)

1,010

10

1,010

10

31 December 20X2
Receivable
Financial asset

Other comprehensive
income (fair value
adjustment)

Retained earnings (through
profit or loss)

1,010

10

1,010

10

4 January 20X3

Other comprehensive
income (fair value
adjustment)

Retained earnings (through
profit or loss)

10

10

IGA23

In the answer to Question D.2.3, the second papags amended as follows:

To illustrate: on 29 December 20X2 (trade date) Emitienters into a contract to
sell Note Receivable A, which is-earried measuredrairised cost, in exchange
for Bond B, which_meets the definition ef-will-be-stified-as held for trading
and is measured at fair value. Both assets havaravélue of CU1,010 on
29 December, while the amortised cost of Note Reckivab is CU1,000.

Entity A uses settlement date accounting-ferleamsreceivables financial assets
measured at amortised cost and trade date accguiotinassets that meet the

definition of held for trading. On 31 December 20Xiadhcial year-end), the fair
value of Note Receivable A is CU1,012 and the faiueaf Bond B is CU1,009.
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On 4 January 20X3, the fair value of Note Receivablie 8U1,013 and the fair
value of Bond B is CU1,007. The following entries arade:

The answer to Question E.1.1 is amended as fallows

For f|nanC|aI assets not measured at falr valumt_t]f_n proflt or loss-incremental

and—eemnmssrens transactlon costs are added tofamevalue at initial

recognition -ameunt—eriginally—recognised. For fin@h liabilities, transaction
costs are deducted from the fair value at mnmidqnltlon —d#eeﬂy—laelated—eests

a#e—net—at—fa#—vatee—thteegh—p#eﬁt—epless tram:tmn costs are subsegu ntly
included in the calculation of amortised cost uding effective interest method
and, in effect, amortised through profit or losgiothe life of the instrument.

Transaction costs expected to be incurred on tarsf disposal of a financial
instrument are not included in the measuremertt@financial instrument.

Q&A E.3.3 is amended as follows:

E3.3 IERS 9, IAS 39 and IAS 21 Exchange differences
arising on translation of foreign entities: other
comprehensive income or profit or loss?

IAS 21.32 and IAS 21.48 states that all exchange difences resulting from
translating the financial statements of a foreign peration should be
recognised in other comprehensive income until digsal of the net
investment. This would include exchange differencearising from financial

instruments carried at fair value, which would include beth financial assets
classified-as measured at fair value through profibr loss_in accordance with
IFRS 9 Financial I nstruments ard-financial-assets-that-are-available forsale.
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If the foreign operation is a subsidiary whose finacial statements are
consolidated with those of its parent, in the condidated financial statements
how are +AS-39.55 IFRS 9 and IAS 21.39 applied?

1AS-39 IFRS 9 applies in the accounting for finah@iatruments in the financial
statements of a foreign operation and IAS 21 apptigsanslating the financial
statements of a foreign operation for incorporaiiothe financial statements of
the reporting entity.

To illustrate: Entity A is domiciled in Country X ant$ functional currency and
presentation currency are the local currency ofriiiguxX (LCX). A has a foreign
subsidiary (Entity B) in Country Y whose functionalirency is the local
currency of Country Y (LCY). B is the owner of a débstrument, which-is
meets the definition of held for trading and isréfere measured-carried at fair
value-uhdertAS-39.

Q&A E.3.4 is amended as follows:

E.3.4 IFRS 9. IAS 39 and IAS 21 Interaction
between IERS 9, IAS 39 and IAS 21

IFRS 9 and IAS 39 includes requirements about the mearement of
financial assets and financial liabilities and therecognition of gains and
losses on remeasurement in profit or loss. IAS 21 études rules about the
reporting of foreign currency items and the recogrion of exchange
differences in profit or loss. In what order are IAS 21, ard IFRS 9 and
IAS 39 applied?

[AF1Statement of financial position

Generally, the measurement of a financial assanhantial liability at fair value,

cost or amortised cost is first determined in threifgn currency in which the item
is denominated in accordance with IFRS 9 and IAS B%n, the foreign

currency amount is translated into the functionatency using the closing rate
or a historical rate in accordance with IAS 21 (IASAZS83). For example, if a
monetary financial asset (such as a debt instrmisntmeasured—catried at
amortised cost_in_accordance with IFRS-9—under+AS @Bfortised cost is
calculated in the currency of denomination of tfiaancial asset. Then, the
foreign currency amount is recognised using thesiotp rate in the entity’s

financial statements (IAS 21.23). That applies rélgas of whether a monetary
item is measured at cost, amortised cost or fdwevin the foreign currency
(IAS 21.24). A non-monetary financial asset (suclamsnvestment in an equity
instrument) is translated using the closing raté it €arried_measured at fair
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value in the foreign currency (IAS 21.23(e))}-ancadbistorical-rate-if-it-is—not
od fai | | s b | iably
measured-(IAS-21-23(b)-andHAS-39.46(c)).

Profit or loss

Any exchange difference arising on recognisingnanetary itemat a rate
different from that at which it was initially recoged during the period, or
recognised in previous financial statements, i@gacsed in profit or loss or in
other comprehensive income in accordance with IAS(PAS 39.AG83,
IAS 21.28 and IAS 21.32), unless the monetary itedesignated as a cash flow
hedge of a highly probable forecast transacticimieign currency, in which case
the requirements for recognition of gains and Issse cash flow hedges in
IAS 39 apply (IAS 39.95). Differences arising fromagnising a monetary item
at a foreign currency amount different from thatwdtich it was previously
recognised are accounted for in a similar manniecesall changes in the carrying
amount relating to foreign currency movements shdaé treated consistently.
All other changes in the statement of financial fosi measurement of a
monetary item are recognised in profit or lossroother comprehensive income

in accordance W|th IFRS 9 or IAS %—Fepe*ammmmlgh—an—eiwfey—meegmses

Any changes in the carrying amount ohan-monetary itenare recognised in
profit or loss or in other comprehensive incomeaatordance with IFRS 9 or

IAS 39 (IAS 39 AGS3)—F9#example4epm;aiable4ete5<ﬂ¥anelal—assets4he
eu#eney—Fa{es—is—Feeegmsed—we&ker—eemprehenamme If the non- monetary

item is designated as a cash flow hedge of an ugnésed firm commitment or a
highly probable forecast transaction in foreignreocy, the requirements for
recognition of gains and losses on cash flow heagksS 39 apply (IAS 39.95).

When some portion of the change in carrying amadsmntecognised in other
comprehenswe mcome and some portlon is recogn||se|drof|t or loss, —ﬁer

recoghised-in—other—comprehensive—income), anyentihnot offset those two
components for the purposes of determining gaindosses that should be
recognised in profit or loss or in other comprelemécome.
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The answer to Question E.4.2 is amended as fallows

No. +AS-39:43 Paragraph 5.1 of IFRS 9 requires anfiied asset to be initially
measured at fair value. For a loan asset, thevédire is the amount of cash lent
adjusted for any fees and costs (unless a portibrthe amount lent is
compensation for other stated or implied rights poivileges). In addition,
paragraph 5.2.2 of IFRS 9 requires an entity to lyapie impairment
requirements in 1AS 39. IAS 39.58 requires that apaimment loss is recognised
only if there is objective evidence of impairmestaresult of a past event that
occurred after initial recognition. Accordingly,ig inconsistent with-tAS-39.43
paragraph 5.1 of IFRS 9 and IAS 39.58 to reducec#ineying amount of a loan
asset on initial recognition through the recogmitaf an immediate impairment
loss.

Question E.4.5 is amended as follows:

A financial institution calculates impairment in the unsecured portion of

leans—and-receivables financial assets measured ainortised cost on the
basis of a provision matrix that specifies fixed povision rates for the number

of days a-lean financial asset has been classifiad non-performing (zero per

cent if less than 90 days, 20 per cent if 90-180yda 50 per cent if 181-365
days and 100 per cent if more than 365 days). Canelresults be considered
to be appropriate for the purpose of calculating tle impairment loss on_the
financial assets measured at amortised costleansiéhreceivables under

IAS 39.63?

The last sentence of the answer to Question IsHdleted.

The answer to Question F.2.1 is amended as fallows

No. Derivative instruments—are always meet the dé&imibf -deemed held for
trading and are measured at fair value with gairslasses recognised in profit
or loss unless they are designated and effectidgihg instruments (IAS 39.9
and IFRS 9 paragraphs 4.1-4.5, 5.4.1 and 5.4.3anfexception, IAS 39.AG94
permits the designation of a purchased option ah#dged item in a fair value
hedge.

The answer to Question F.2.5 is amended as fallows

Yes. A derivative instrument that will be settled grasin be designated as the
hedging instrument in a cash flow hedge of the Wdiig of the consideration to
be paid or received in the future transaction #iitoccur on gross settlement of
the derivative contract itself because there wowldib exposure to variability in
the purchase or sale price without the derivativas Bpplies to all fixed price
contracts that are accounted for as derivativeguid 39 _and IFRS 9.

For example, if an entity enters into a fixed preoatract to sell a commodity and
that contract is accounted for as a derivative udd& 39 and IFRS 9 (for
example, because the entity has a practice ofngettich contracts net in cash or
of taking delivery of the underlying and sellingwviithin a short period after
delivery for the purpose of generating a profitnfrehort-term fluctuations in
price or dealer's margin), the entity may desigrtht fixed price contract as a
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cash flow hedge of the variability of the considieratto be received on the sale
of the asset (a future transaction) even thoughfittezl price contract is the
contract under which the asset will be sold. Also, ...

Q&A F.2.13 is amended as follows:

Is fair value hedge accounting permitted for expose to interest rate risk in
fixed rate loans that are -classified—as—toans—andeeeivables_measured at
amortised cost?

Yes. Under_IFRS 91AS- 39 loans—and receivables sfixee rate loans are
carried_measured at amortised cost. Banking iigtits in many countries hold
the bulk of their_fixed rate loans to collect thewontractual cash flows—and

receivablesuntib-maturity. Thus, changes in thevalue of such fixed rate loans
and-receivables that are due to changes in mankextest rates will not affect
profit or loss. IAS 39.86 specifies that a fair \albedge is a hedge of the
exposure to changes in fair value that is attribletdo a particular risk and that
can affect profit or loss. Therefore, IAS 39.86 nagypear to preclude fair value
hedge accountlng for flxed rate Ioans—and—reeeembﬂowever—ﬁ—feﬂews—frm

m%e—nsleanee#;ey—a;&ne%des@aa&edas—held&ﬂm&y—mestmems— Tthe entity
could sell them and the change in fair values watfielct profit or loss. Thus, fair
value hedge accounting is permitted for fixed tatens-and-receivables.

The last paragraph of the answer to QuestiodF.i2.amended as follows:

To illustrate: Entity A acquires a 10 per cent fixede government bond with a
remaining term to maturity of ten years. Entity Asdifies the bond as-available
fersale_ measured at amortised cost. To hedgé égainst fair value exposure on
the bond associated with the present value of theydst rate payments until
year 5, Entity A acquires a five-year pay-fixed aige-floating swap. ...

In the answer to Question F.5.6, referencesA& ‘89.55(a)’ are replaced with
‘IAS 39.55".

In the answer to Question F.6.4, the referencA® 39’ in the second sentence
is amended to ‘IAS 39 or IFRS 9'.

Q&A G.1 is amended as follows:

IAS 39 and IFRS 9 requires—financial-assets-classifleas—available for-sale
{AFS)}—and remeasurement of financial assets and finaial liabilities
measured at fair value-through-profitorloss-to-beremeasured-to-fairvalue.
Unless a financial asset or a financial liability isdesignated as a cash flow
hedging instrument, fair value changes for financih assets and financial
liabilities at fair value through profit or loss are recognised in profit or loss,
and fair value changes for-AES-assets financial agselesignated at fair value
through other comprehensive income are recognised other comprehensive
income. What disclosures are required regarding theamounts of the fair
value changes during a reporting period?

IFRS 7.20 requires items of income, expense anutsgaid losses to be disclosed.
This disclosure requirement encompasses itemsofre, expense and gains and
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losses that arise on remeasurement to fair valbherefore, an entity provides
disclosures of fair value changes, distinguishirgfwleen changes that are
recognised in profit or loss and changes that aeognised in other
comprehensive income. Further breakdown is provadezhanges that relate to:

(ba) financial assets or financial liabilities at faalue through profit or
loss, showing separately those fair value changdmancial assets or
financial liabilities (i) designated as such upnitial recognition and

(i) mandatorily classified as sueh-held-fertraglin accordance with
1AS-39 IFRS 9; and

(eb) hedging instruments.

In addition, IFRS 7.20A requires an entity to diseldhe amount of gain or loss
recognised in other comprehensive income for firmdmassets measured at fair
value through other comprehensive income, including amount transferred
within equity.

IFRS 7 neither requires nor prohibits disclosureahnponents of the change in
fair value by the way items are classified for inwrpurposes. For example, an
entity may choose to disclose separately the changfair value of those
derivatives that-in—acecordance—with meet the dédinitof held for trading in
IAS 39 -t-categerises—as-heldfortrading, but théte classifies as part of risk

management activities outside the trading portfolio

In addition, IFRS 7.8 requires disclosure of therygag amounts of financial
assets or financial liabilities at fair value thgbu profit or loss, showing
separately: (i) those designated as such uporalimiticognition and (ii) those
mandatorily classified as such-heldfortradingaotordance with IAS 39 and
IFRS 9.

12 Service Concession Arrangements

IGA37

In the illustrative examples accompanying IFRIZ, paragraphs IE7 and IE28
are amended as follows:

IE7 IFRS 9Financial Instrumentsnay require the entity to measure the-The
amounts due from the grantor at amortised costessnlthe entity
designates those amounts as measured at fair tratuegh profit or loss

finit E wable i S 13 ; i

Recognition—and—Measuremernif the The receivable is measured.at

amortised cost in accordance with IFRS 9, it is mess initially at fair
value and—t-is subsequently-measured at amortisst ie the amount
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initially recognised plus the cumulative interestthat amount calculated
using the effective interest method minus repayment

IFRS 9Financial Instrumentsnay require the entity to measure the- The amount
due from or at the direction of the grantor in exahe for the construction
services at amort|sed cost—meets—th&deﬂmﬂmﬂeeh;abi&m—ms%&waneral
ndhthe The receivable is measured at
amortised cost in accordance with IFRS 9, it is mess initially at fair value

and—ltis subsequently—measured at amortised ¢esthe amount initially

recognised plus the cumulative interest on thatarhminus repayments.
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