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The Bottom Line
• The ED would affect entities preparing IFRS financial statements after a period
of severe hyperinflation.
• The ED proposes that when an entity’s date of transition to IFRSs is on, or after,
the functional currency normalisation date, the entity may elect to measure
assets and liabilities at fair value on the date of transition to IFRSs and use that
fair value as the deemed cost of those assets and liabilities in the opening IFRS
statement of financial position.
• The ED proposes that if an entity elects to measure assets and liabilities at fair
value and to use that fair value as the deemed cost in its opening IFRS
statement of financial position, the entity’s first IFRS financial statements would
describe the circumstances of how and why the functional currency became
subject to severe hyperinflation and the circumstances that led to those
conditions ceasing.
• The comment period ends on 30 November 2010.

The proposals
On 30 September 2010, the International Accounting Standards Board (IASB) published
an exposure draft, ED/2010/12 Severe Hyperinflation, which sets out proposed guidance
on how an entity should resume presenting IFRS-compliant financial statements after a
period in which it was unable to comply with IFRSs because it had a functional currency
that was subject to severe hyperinflation.
The ED is intended to apply in the following circumstances:
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• An entity is unable to prepare IFRS-compliant financial statements because it operates
in a severe hyperinflationary economy.
• During the severe hyperinflation, there is neither a reliable general price index nor a
functional currency that can be exchanged into a relatively stable currency.
• Subsequently, the functional currency of the entity changes to another currency or the
conditions that led to the functional currency being subject to severe hyperinflation
cease (referred to as “normalisation”).
In the above circumstances, the entity would meet the criteria to be a first-time adopter
when it is able to present IFRS-compliant financial statements even if the entity had
applied IFRSs prior to the period of severe hyperinflation.
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The ED proposes to add an exemption to IFRS 1 First-time Adoption of International Reporting Standards such that
when an entity’s date of transition to IFRSs is on, or after, the functional currency normalisation date, the entity may
elect to measure assets and liabilities at fair value on the date of transition to IFRSs and use that fair value as the
deemed cost of those assets and liabilities in the opening IFRS statement of financial position.
Any adjustments arising from this election are accounted for in accordance with paragraph 11 of IFRS 1, and the entity
should recognise those adjustments directly in retained earnings (or, if appropriate, in another category of equity) at the
date of transition to IFRSs.
An entity that elects to measure assets and liabilities at fair value and to use that fair value as the deemed cost in its
opening IFRS statement of financial position subsequent to currency normalisation would be required to disclose in its
first IFRS financial statements an explanation of how, and why, the entity had, and then ceased to have, a functional
currency that was subject to severe hyperinflation.
With respect to comparative information, the IASB noted that entities should consider whether the disclosure of nonIFRS comparative information in accordance with IFRS 1 paragraph 22 would provide more useful information to users
of the financial statements.

Observation
The ED addresses very narrow circumstances in which reliable measurement in accordance with IFRSs is not
possible as a result of severe hyperinflation. Accounting by parents, investors and venturers for their investments
in entities that are subject to severe hyperinflation is not addressed.

Effective date
The ED comment period ends on 30 November 2010. The ED does not specify an effective date; however, earlier
application would be permitted.

IFRS in focus

2

Key contacts

IFRS global office
Global IFRS Leader – Clients and Markets
Joel Osnoss
ifrsglobalofficeuk@deloitte.co.uk
Global IFRS Leader – Technical
Veronica Poole
ifrsglobalofficeuk@deloitte.co.uk
Leader – Global IFRS Communications
Randall Sogoloff
ifrsglobalofficeuk@deloitte.co.uk

IFRS centres of excellence
Americas
Canada
LATCO
United States

Robert Lefrancois
Fermin del Valle
Robert Uhl

iasplus@deloitte.ca
iasplus-LATCO@deloitte.com
iasplusamericas@deloitte.com

Asia-Pacific
Australia
China
Japan
Singapore

Bruce Porter
Stephen Taylor
Shinya Iwasaki
Shariq Barmaky

iasplus@deloitte.com.au
iasplus@deloitte.com.hk
iasplus-tokyo@tohmatsu.co.jp
iasplus-sg@deloitte.com

Europe-Africa
Belgium
Denmark
France
Germany
Luxembourg
Netherlands
Russia
South Africa
Spain
United Kingdom

Laurent Boxus
Jan Peter Larsen
Laurence Rivat
Andreas Barckow
Eddy Termaten
Ralph ter Hoeven
Michael Raikhman
Graeme Berry
Cleber Custodio
Elizabeth Chrispin

BEIFRSBelgium@deloitte.com
dk_iasplus@deloitte.dk
iasplus@deloitte.fr
iasplus@deloitte.de
luiasplus@deloitte.lu
iasplus@deloitte.nl
iasplus@deloitte.ru
iasplus@deloitte.co.za
iasplus@deloitte.es
iasplus@deloitte.co.uk
Back to contents

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee, and its network
of member firms, each of which is a legally separate and independent entity. Please see www.deloitte.com/about for a detailed
description of the legal structure of Deloitte Touche Tohmatsu Limited and its member firms.
“Deloitte” is the brand under which tens of thousands of dedicated professionals in independent firms throughout the world
collaborate to provide audit, consulting, financial advisory, risk management, and tax services to selected clients. These firms are
members of Deloitte Touche Tohmatsu Limited (DTTL), a UK private company limited by guarantee. Each member firm provides
services in a particular geographic area and is subject to the laws and professional regulations of the particular country or
countries in which it operates. DTTL does not itself provide services to clients. DTTL and each DTTL member firm are separate and
distinct legal entities, which cannot obligate each other. DTTL and each DTTL member firm are liable only for their own acts or
omissions and not those of each other. Each DTTL member firm is structured differently in accordance with national laws,
regulations, customary practice, and other factors, and may secure the provision of professional services in its territory through
subsidiaries, affiliates, and/or other entities.
This publication contains general information only, and none of Deloitte Touche Tohmatsu Limited, its member firms, or its and
their affiliates are, by means of this publication, rendering accounting, business, financial, investment, legal, tax, or other
professional advice or services. This publication is not a substitute for such professional advice or services, nor should it be used as
a basis for any decision or action that may affect your finances or your business. Before making any decision or taking any action
that may affect your finances or your business, you should consult a qualified professional adviser.
None of Deloitte Touche Tohmatsu Limited, its member firms, or its and their respective affiliates shall be responsible for any loss
whatsoever sustained by any person who relies on this publication.
© 2010 Deloitte Touche Tohmatsu Limited
Designed and produced by The Creative Studio at Deloitte, London. 6880A

