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As March 2004 – the IASB’s self-imposed deadline for “no further change impacting 2005
implementation” – fast approaches, the IAS world is moving quickly.

Publication of IFRS information
CESR, the Committee of European Securities Regulators, has proposed that companies
transitioning to IFRS should include within their 2003 financial statements an explanation of
how they intend to move to IFRS, their progress to date and any major differences thus far
identified. In their 2004 financial statements, such companies should be encouraged to
disclose quantitative information on the effect of moving to IFRS as soon as such
information is sufficiently reliable. If this is not possible at the time of announcing 2004
results, then an update of the 2003 explanatory disclosure should be given.

Consequently, many companies with December year-ends have formed the view that the
demand for IFRS quantitative information from investors and analysts will become significant
in September/October 2004 as firms announce their 2004 interim results and set their 
2005 budgets.

Although the IASB has determined that IAS 32/39 2004 comparatives need not be provided
– and even if the SEC agrees with this – most large UK companies with significant treasury
operations believe they will need to provide IAS 32/39 comparatives so as to be able to
respond meaningfully to financiers’ and analysts’ questions.

Prospective effectiveness for hedge accounting
At its October meeting, the Board reversed an earlier decision to introduce the words
“highly effective” into paragraph 146 of IAS 39 in place of “almost fully offset”. If this
change had been made, the 80%-125% hedge effectiveness guideline – which currently
applies in assessing retrospectively whether a hedge has been highly effective – would in
practice also have been applied to the prospective assessment. However, as things now
stand, the original stricter line will apply, albeit with an accompanying example which will
clarify that “almost fully offset” does not require 100% correlation.

FASB convergence
August 2003 saw the first set of IASB proposals to emerge from the project to eliminate a
variety of differences between IFRS and US GAAP. ED 4, Disposal of Non-Current Assets and
Reporting of Discontinued Operations, is intended to achieve substantial convergence with
respect to the classification, measurement and presentation of assets held for sale, and also
the classification and presentation of discontinued operations.

Further proposals, from both the IASB and FASB, are anticipated in the coming months,
with FASB addressing areas such as changes in accounting policy and asset exchanges.

For information about the content of IAS PLUS (UK) please contact:
• Veronica Poole: vepoole@deloitte.co.uk
• Richard Olver: rolver@deloitte.co.uk
• Mark Rhys: mrhys@deloitte.co.uk
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IASB news
Timetable for releasing final 2005 IFRS. After these are published, the IASB is committed
to a ‘stable platform’ for transition to IFRS in Europe. No new standards will take effect until
after 2005. Story on page 3.

IASB will release ‘preliminary final’ improved IFRS. To give European companies
maximum preparation time. Page 4.

Three EDs published. During the third quarter, the IASB published exposure drafts on: 
Fair Value Hedge Accounting for a Portfolio Hedge of Interest Rate Risk (page 5). Disposal of
Non-current Assets and Presentation of Discontinued Operations (page 6). 
Insurance Contracts (page 7).

Agenda project updates 

• Extractive Industries: page 8.

• Share-Based Payment: page 8.

• Business Combinations – Phases I and II: page 9.

• Consolidation, including SPEs: page 10.

• Revenue, Liabilities, and Equity: page 10.

• Amendments to IAS 32 and IAS 39: page 11.

• Disclosure of Financial Risks: page 12.

• Comprehensive Income (Performance Reporting): page 12.

• Convergence – Short-term Issues: page 13.

• Improvements to IFRS: page 13.

• Standards for Small and Medium-Sized Entities: page 14.

• Insurance Contracts – Phase II: page 14.

• IFRIC update: page 15.

IASB member Harry Schmid will retire. Page 16.

Other news. Guidelines for valuing property under IFRS (page 16). Impact of ED 5 on the
insurance industry (page 16). Convergence handbook updated (page 16).

Convergence of IFRS and US GAAP. Purchased R&D (page 17). Share-based 
payment (page 17).

Upcoming meeting dates. Page 17.

News about IFRS in Europe. Europe completes endorsement of IFRS (page 18). 
Disclosing impact of IFRS (page 18).

New publications from Deloitte Touche Tohmatsu.
Executive Briefings on ED 5 (page 18). Tax impact of adopting IFRS in UK (page 18).

IAS Plus – November 2003
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Timetable for IASB’s active agenda projects

Accounting Standards for Small and Medium-Sized Entities

Amendments to IAS 32 and IAS 39

Business Combinations – Phase I

Business Combinations – Phase II
– Application of the Purchase Method

Consolidation (Including Special Purpose Entities)

Convergence – Short-term Issues. Includes:
– Asset Disposals and Discontinued Operations
– Other amendments arising from the joint project with

FASB
– Employee Benefits
– Replacement of IAS 20

Disclosure of Financial Risk and Other Disclosures about
Activities of Financial Institutions

Extractive Industries

First-Time Adoption of IFRS

Improvements to International Accounting Standards

Insurance Contracts – Phase I

Insurance Contracts – Phase II

Performance Reporting

Revenue Recognition, Liabilities, and Equity: Concepts

Share-Based Payment

• Timetable not yet announced.

• Exposure draft was issued June 2002.

• Exposure draft on macro hedging was issued August 2003.

• Final standards in 4th quarter 2003 (without macro hedging)
and 1st quarter 2004 (with macro hedging).

• Expected effective date December 2005 year ends.

• Exposure drafts were issued December 2002.

• Final standards in 1st quarter 2004.

• Expected effective date December 2005 year ends.

• Exposure draft in 4th quarter 2003.

• Final standards in 2004.

• Expected effective date after 2005 year ends.

• Exposure draft in 2004.

• Exposure draft on Disposal of Non-current Assets and
Presentation of Discontinued Operations was issued 
August 2003.

• Replacement of IAS 20 Exposure Draft expected 2004.

• Other exposure drafts 4th quarter 2003.

• Final standards in 2004 except Employee Benefits for which
timing is not determined.

• Expected effective date December 2005 year ends except
Employee Benefits.

• Exposure draft in 2004.

• Final standard in 2004 or 2005.

• Expected effective date after 2005 year ends.

• Exposure draft in 4th quarter 2003.

• Final standard in 2004.

• Expected effective date after 2005 year ends.

• Final standard was issued 19 June 2003.

• Exposure draft was issued May 2002.

• Final standards in 4th quarter 2003.

• Expected effective date December 2005 year ends.

• Exposure draft was issued August 2003.

• Final standard in 1st quarter 2004.

• Expected effective date December 2005 year ends (except
certain fair value disclosures 2006 year ends).

• Exposure draft 2004.

• Final standard timetable not yet established.

• Expected effective date after 2005 year ends.

• Exposure draft – timing is under review.

• Final standard – timing is under review.

• Expected effective date after 2005 year ends.

• Exposure draft in 1st quarter 2004.

• Final standard in 2004.

• Expected effective date after 2005 year ends.

• Exposure draft was issued in November 2002.

• Final standard in 1st quarter 2004.

• Expected effective date December 2005 year ends.

IAS Plus – November 2003
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You can always find an up-to-date
timetable at:
www.iasplus.com/agenda/timetabl.htm

For subscription information, go to the
IASB website at: www.iasb.org.uk
then click on Book Shop, then click on
Subscription Services.

Timetable for IASB projects
During the third quarter of 2003, the IASB published three exposure drafts:

• Disposal of Non-current Assets and Presentation of Discontinued Operations (part of the
project for convergence of IFRS and US GAAP).

• Insurance Contracts.

• Fair Value Hedge Accounting for a Portfolio Hedge of Interest Rate Risk.

Also the IFRIC issued a draft interpretation on Changes in Decommissioning, Restoration and
Similar Liabilities.

The Board also announced its plan for releasing final standards in the fourth quarter of 2003
and the first quarter of 2004. The plan is set out below. 

In addition, the Board made some changes in its project timetables, delaying several
exposure drafts or final standards. Presented on the previous page is a summary of the
timetable for the IASB’s active agenda projects.

IASB plan for releasing final standards for 2005
The IASB is committed to providing a ‘stable platform’ for the transition to IFRS in Europe 
in 2005. ‘Stable platform’ means issuing, by 31 March 2004, all of the new and revised
Standards that will be required for companies adopting IFRS in 2005, with no further
changes until after 2005. At its meeting on 22 September 2003 with representatives of the
accounting standard setting bodies in 40 countries, the IASB announced the following plans
for releasing various standards currently under development:

Fourth Quarter 2003: 

• Improvements – 12 revised IAS by 30 November.

• Amendments to IAS 32 and IAS 39 – by 30 November (without the proposed portfolio
hedging amendments). 

• Extractive Industries exposure draft.

First Quarter 2004 (all likely in March 2004): 

• Share-Based Payment. 

• Business Combinations Phase I – 3 standards. 

• Insurance Contracts Phase I. 

• Portfolio Hedging Amendments to IAS 39. 

• Asset Disposals and Discontinued Operations.

The Board also announced that each of its final standards and interpretations will be made
available on its website without charge. 

IASB will release ‘preliminary final’ drafts of improvements
standards
To give companies changing to IFRS the maximum preparation time, the IASB is making
available to subscribers the ‘preliminary final’ drafts of the revised IAS resulting from the
Improvements Project as soon as the ballots have been received from the 14 IASB members.
‘Preliminary final’ means that there may be some final changes made in the process of
preparing the printed versions. If any such changes are made, a revised version will be
placed on the IASB’s website. The standards, along with the bases for conclusions and
implementation guidance, will be available for purchase in printed form. 

The standards that will be available on-line in ‘preliminary final’ form are IAS 1, 2, 8, 10, 16,
17, 21, 24, 27, 28, 32, 33, 39, and 40. At the time of writing, the preliminary final versions
of IAS 2, Inventories, IAS 10, Events after the Balance Sheet Date, and IAS 33, Earnings per
Share, were available to subscribers.

IAS Plus – November 2003

4

IAS Plus  17/11/03  11:37 am  Page 4



Deloitte published a special global
edition of the IASPlus newsletter 
with details about the macro 
hedging exposure draft. You can
download it from:
www.iasplus.com/iasplus/iasplus.htm

You can download the exposure draft
from the IASB website.

IASB publishes macro hedging exposure draft
The IASB has issued an exposure draft on Fair Value Hedge Accounting for a Portfolio Hedge
of Interest Rate Risk, proposing a ‘macro hedging’ amendment to IAS 39. The ED would
permit an entity to use fair value hedge accounting for a net portfolio hedge of interest rate
risk (known as a ‘macro hedge’) if specified conditions are met.

This amendment was not among the revisions to IAS 39 that the Board had proposed in 
July 2002. The Board has determined that this change is of a magnitude that warrants the
solicitation of public comment. Comment deadline is 14 November 2003. 

The Board will issue an amended IAS 39 without the macro hedging proposal by the end 
of 2003. A second version of IAS 39 revised, reflecting the final macro hedging decision, 
is planned for March 2004. 

The main features of the proposals are summarised below:

• The entity identifies a portfolio of items whose interest rate risk it wishes to hedge. 
The portfolio may include both assets and liabilities.

• The entity analyses the portfolio into time periods based on expected, rather than
contractual, repricing dates.

• The entity designates the hedged item as a percentage of the amount of assets 
(or liabilities) in each time period. All of the assets from which the hedged amount is
drawn must be items (a) whose fair value changes in response to the risk being hedged
and (b) that could have qualified for fair value hedge accounting under IAS 39 had they
been hedged individually.

• The entity designates what interest rate risk it is hedging. This risk could be a portion of
the interest rate risk in each of the items in the portfolio, such as a benchmark interest
rate like LIBOR.

• The entity designates a hedging instrument for each time period. The hedging instrument
may be a portfolio of derivatives (for instance, interest rate swaps) containing offsetting
risk positions.

• The entity measures the change in the fair value of the hedged item that is attributable to
the hedged risk. The result is recognised in profit or loss and in one of two separate line
items in the balance sheet (a line item within assets if the hedged item is an asset, within
liabilities if it is a liability).

• The entity measures the change in the fair value of the hedging instrument and recognises
this as a gain or loss in profit or loss. It recognises the fair value of the hedging instrument
as an asset or liability in the balance sheet.

• A change (up or down) in the amounts that are expected to be repaid or mature in a time
period will result in ineffectiveness. That ineffectiveness is the difference between (a) the
initial hedge ratio applied to the initially estimated amount in a time period and (b) that
same ratio applied to the revised estimate of the amount.

• Demand deposits and similar items with a demand feature (such as a bank’s ‘core
deposits’) cannot be designated as the hedged item in a fair value hedge for any period
beyond the shortest period in which the counterparty can demand repayment. Thus
deposits payable immediately on demand are not eligible for hedge accounting.

IAS Plus – November 2003
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IASB issues ED 4 on asset disposals and discontinuing operations
The IASB has issued Exposure Draft ED 4, Disposal of Non-Current Assets and Reporting of
Discontinued Operations. Comment deadline was 24 October 2003. ED 4 is part of the
Short-Term Convergence Project being undertaken jointly by the IASB and the FASB. 
It can be downloaded from www.iasplus.com. 

The proposals in ED 4 would achieve substantial convergence of IFRS with the requirements of
US SFAS 144, Accounting for the Impairment or Disposal of Long-Lived Assets, with respect to:

• classifying, measuring, and presenting assets held for sale; and 

• classifying and presenting discontinued operations.

ED 4 does not address impairment of long-lived assets that are not being disposed of, which
is covered by IAS 36, Impairment of Assets. The impairment recognition and measurement
standards in SFAS 144 are significantly different from those in IAS 36, but those differences
are not being addressed in the short-term convergence project. 

Significant features of ED 4 include:

Non-current assets held for sale

• Includes criteria for classifying non-current assets as held for sale that are identical to
those in SFAS 144.

• Non-current assets classified as held for sale should be measured at the lower of carrying
amount and fair value less costs to sell.

• Non-current assets classified as held for sale should not be depreciated.

• Assets and liabilities that are to be disposed of together in a single transaction should be
treated as a disposal group. The measurement basis proposed for non-current assets
classified as held for sale would be applied to the group as a whole, and any resulting
impairment loss would reduce the carrying amount of the non-current assets in the
disposal group.

• Non-current assets classified as held for sale, and assets and liabilities in a disposal group
classified as held for sale, should be presented separately in the balance sheet. The assets
and liabilities of a disposal group classified as held for sale should not be offset and
presented as a single amount.

Discontinued operations

• A discontinued operation is a component of an entity that either has been disposed of or
is held for sale and:

– whose operations and cash flows have been, or will be, eliminated from the ongoing
operations of the entity as a result of its disposal; and

– in which the entity will have no significant continuing involvement after its disposal.

• A component of an entity may be a business, geographical, or reportable segment 
(IAS 14), a cash-generating unit or group of cash generating units (IAS 36), or a subsidiary
(IAS 27).

• The revenue, expenses, and pre-tax profit or loss of a discontinued operation and the tax
expense relating thereto should be presented separately on the face of the income
statement.

The net cash flows attributable to the operating, investing, and financing activities of a
discontinued operation should be presented separately on the face of the cash flow
statement or disclosed in the notes.

IAS Plus – November 2003

Deloitte published a special global
edition of the IASPlus newsletter 
with details about ED 4. You can
download it from:
www.iasplus.com/iasplus/iasplus.htm

You can download our comment letter at:
www.iasplus.com/links/comment.htm

You can download the exposure draft
from the IASB website.
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IASB issues ED 5 on insurance contracts
The IASB has issued Exposure Draft ED 5, Insurance Contracts. Comment deadline was 
31 October 2003. ED 5 sets out the Board’s proposals in Phase I of a two-part project. 
ED 5 provides guidance on applying existing IFRS to accounting for insurance contracts and
requires additional disclosures. The Board intends this Standard to be effective in time for
the changeover to IFRS in Europe in 2005. 

Phase II is a comprehensive project that is taking a complete fresh look at insurance
accounting. We have prepared a special global edition of our IASPlus newsletter
summarising the proposals in the exposure draft. It can be downloaded from
www.iasplus.com. 

Here are some of the key proposals: 

• In recognising and measuring insurance liabilities, catastrophe and equalisation provisions
would be prohibited. 

• An insurer must carry out a loss recognition test relating to losses already incurred at each
balance sheet date and, if necessary, adjust its insurance liabilities through net profit or loss. 

• In applying IAS 39, an insurer would not be required to separate, and measure at fair
value, a policyholder’s option to surrender an insurance contract for a fixed amount. But
that exception would not apply if the surrender value varies based on the change in an
equity or commodity price or index. 

• If an insurance contract contains both an insurance component and a deposit (investment)
component, the deposit component must be treated as a financial liability or financial
asset under IAS 39. As a result, the insurer would not recognise premium receipts for the
deposit component as revenue. 

• The fair value of a demand feature (such as a demand deposit) can be no less than the
amount payable on demand. Cash surrender and maturity values of many traditional
insurance contracts would not generally be classified as a deposit component. 

• Insurance liabilities cannot be offset against related reinsurance assets. 

• Income and expense from reinsurance contracts cannot be netted against related expense
or income from the underlying insurance contracts. 

• ED 5 would not require discounting or specify a discount rate. 

• ED 5 would not prohibit or require deferral of policy acquisition costs. 

• ED 5 would not require all insurance subsidiaries of a single parent to use same
accounting policies. 

• An insurer cannot change the measurement basis for its insurance liabilities simply by the
purchase of reinsurance. 

• Many new disclosures are proposed, including fair values of insurance assets and
insurance liabilities (starting for financial statements for years ended 31 December 2006). 

IAS Plus – November 2003

Deloitte published a special global
edition of the IASPlus newsletter 
with details about ED 5. You can
download it from:
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You can download our comment letter at:
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IASB agenda project updates
On the next several pages, we note some of the key decisions made by the Board in the
third quarter of 2003 on its agenda projects. More detailed project information can be
found on our web site and on the IASB’s web site.

Project update: extractive industries
Status. At its meeting in April 2003, the Board decided to issue interim guidance on how
IFRS should be applied to exploration and evaluation costs incurred in the oil and gas and
mining industries (extractive industries). 

Key decisions to date. In September, the IASB approved in principle the proposals that will
be included in an exposure draft. The ED would clarify that:

• IFRS apply to entities in the extractive industries. Thus, exploration and evaluation costs
would be added to the scopes of both IAS 16 and IAS 38 (those Standards currently
exclude such costs). 

• Costs incurred in exploration and evaluation could continue to be accounted for using
existing accounting policies. 

• If an entity’s accounting policies treat exploration and evaluation costs as assets, it will not
be required to apply the concept of cash generating units as defined in IAS 36,
Impairment of Assets, for the purpose of testing for impairment tests. The ED will propose
a different cash generating unit for the extractive industries. 

• All capitalised exploration and evaluation costs will be subject to an annual 
impairment test.

What’s next? Exposure draft in fourth quarter of 2003, final standard in 2004, 
effective for 2005. 

Project update: share-based payment
Status. Exposure draft issued in November 2002. Comments were due 7 March 2003. 
Main proposals in ED 2:

• All share-based payment transactions recognised at fair value.

• Expense recognised when the goods or services received are sold or consumed.

• Same standards for all entities, listed and non-listed.

• Measure fair value at grant date:

– For employee options based on fair value of the option, using an option pricing model
that takes into account vesting conditions; and

– For shares or options given to non-employees, normally based on fair value of goods or
services received.

IASB consideration of comments on ED 2. The IASB has decided to replace the ‘units of
service’ measurement approach in ED 2 with the measurement approach in FASB Statement
123, Accounting for Stock-Based Compensation. Under SFAS 123, grant date measurement
includes an estimate of performance and vesting conditions with subsequent adjustment for
changes in estimates. 

What’s next? Final standard in first quarter of 2004, effective for 2005. The US FASB plans
to approve, in the first quarter of 2004, an exposure draft that is broadly consistent with the
IASB standard.

IAS Plus – November 2003

You can download our comment letter at:
www.iasplus.com/links/comment.htm 

You can download ED 2 from the IASB’s
website: www.iasb.org.uk

An observer from Deloitte Touche
Tohmatsu attends every IASB meeting,
and we publish the Board’s tentative
decisions on our web site,
www.iasplus.com, usually the next day.

This project is a limited scope project
addressing only costs incurred in
exploration and evaluation activities. The
IASB’s predecessor (IASC) published a
comprehensive discussion paper broadly
addressing accounting in the extractive
industries.
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Project update: Business Combination – phase I
Status. Exposure drafts were issued in December 2002, one proposing a new IFRS to
replace IAS 22, Business Combinations, and the other proposing amendments to IAS 36,
Impairment of Assets, and IAS 38, Intangible Assets. Key proposals:

• Purchase method would be used for all business combinations; uniting (pooling) of
interests prohibited.

• Goodwill and other intangible assets with indefinite lives would not be amortised, but
they would be tested for impairment at least annually.

• Amortisation continues for finite-lived intangible assets; no presumption of a maximum life.

• Negative goodwill will be an immediate gain.

• Minority’s share of acquired assets measured at fair value.

• Minority interest reported within equity in the balance sheet.

Consideration of comments on the EDs. To date, the Board has not decided to change
any of the foregoing key proposals, though it is re-examining issues relating to separating
and measuring acquired identifiable intangible assets from acquired goodwill.

What’s next? Final standards in first quarter of 2004, effective for 2005.

Project update: Business Combinations – phase II
Status. Phase II of IASB’s Business Combinations project has three components:

• Issues related to the application of the purchase method.

• Accounting for business combinations in which separate entities or operations of entities
are brought together to form a joint venture, including consideration of ‘fresh start
accounting’.

• Issues that were excluded from phase I:

– Business combinations involving entities (or operations of entities) under common
control;

– Business combinations involving two or more mutual entities (such as mutual insurance
companies or mutual cooperative entities); and 

– Business combinations in which separate entities are brought together to form a
reporting entity by contract only without the obtaining of an ownership interest.

Decisions in third quarter 2003. Previously, the Board had concluded that if less than a
100% interest is acquired, the acquirer should recognise all of the goodwill of the acquiree,
not just the acquirer’s share. This is called the ‘full goodwill method’. During the third
quarter the Board discussed how to allocate the full goodwill and any subsequent
impairments of that goodwill between the majority and minority investors. 

***HEADLINE NEWS*** At its October meeting, the Board agreed that, on transition, the
standard should apply retrospectively to minority interests (as regards the consequences of
the application of the full goodwill method).

The Board also agreed to converge with the FASB position on deferred tax assets that
subsequently meet the recognition criteria (i.e. they should be recognised in the income
statement, unless the adjustment occurs within a year of acquisition and does not relate to a
discrete, unforeseen post-acquisition event).

What’s next? The Board will issue an exposure draft on application of the purchase method
before the end of 2003, with a final standard in 2004. The proposed effective date is
expected to be 1 January 2006, with earlier application optional. The requirements would
have to be applied retrospectively, unless impracticable. However, all business combinations
that occur after the earliest business combination that has been retrospectively restated
must also be restated. 

A timetable has not been set for other components of the Phase II project, including
combinations of entities under common control and fresh start accounting.

IAS Plus – November 2003

You can download the Deloitte Touche
Tohmatsu comment letter on ED 3 and
the related EDs on impairment and
intangible assets from this link:
www.iasplus.com/links/comment.htm
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Consolidation including special purpose entities
Status. The Board is developing an exposure draft that would replace both IAS 27

and SIC 12. 

Key decisions to date. Control would continue to be the basis for consolidation. The
Board has tentatively developed the following criteria for assessing control:

• the ability to set strategic direction and to direct financing and operating policy and
strategy;

• the ability to access benefits; and

• the ability to use such power so as to increase, maintain or protect the amount of those
benefits.

What’s next? Exposure draft some time in 2004. The Board has not indicated a target date
for the final standard.

Project update: revenue,liabilities and equity
Status. This project addresses three interrelated issues:

• Distinction between liabilities and equity. 

• Definition of and recognition criteria for liabilities. 

• General principles for recognising revenue. 

The IASB is focusing first on the revenue recognition component in a joint project with the
FASB. The revenue recognition principles developed in this project would eliminate the
inconsistencies in the existing authoritative literature and accepted practices. 

The Board is exploring an approach that focuses on changes in assets and liabilities rather
than a notion of completion of an earnings process. The Board has tentatively agreed that
two criteria must be met to recognise revenue:

• The elements criterion requires that a change in assets or liabilities has occurred,
specifically:

– An increase in assets has occurred that increases equity, without a commensurate
investment by owners; and

– A decrease in liabilities has occurred that increases equity, without a commensurate
investment by owners (such as the forgiveness by owners of a debt owed to them by
the entity).

• The measurement criterion requires that the change in assets or liabilities can be
appropriately measured, specifically:

– The assets or liabilities are measured by means of a relevant attribute; and

– The increase in assets or decrease in liabilities is measurable with sufficient reliability.

***HEADLINE NEWS*** At the October tripartite meeting between the IASB, the FASB
and the AcSB, it was agreed that an approach based on the use of wholesale market fair
values (with retail market values used when wholesale prices were not available) should be
adopted as a working principle.

What’s next? The project is likely to lead to revisions of both the IASB Framework and 
IAS 18, Revenue, with both an exposure draft and final IFRS planned for 2004, but not
effective until after 2005.

IAS Plus – November 2003

The revisions to IAS 27 and SIC 12 are
not expected to be effective for 2005
reporting.

This is a joint project with the FASB. You
will find their project 
summary at:
www.fasb.org/project/index.shtml
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Project update: amendments to IAS 32 and IAS 39, financial instruments
Status. Exposure draft was issued in July 2002 proposing some major amendments to IAS
32 and IAS 39 on financial instruments. In August 2003, the Board issued a separate
exposure draft on macro hedging issues (see story page 4). 

Board deliberations during third quarter 2003. The Board made the following decisions:

• Purchased loans. The Board agreed IAS 39 should permit purchased loans to be
classified as originated loans if, in all other respects, they met the criteria for originated
loans. However, if they are purchased for trading, then they must be included in financial
assets held for trading. 

• Transaction costs. Transaction costs can include both external and internal costs, as long
as they are direct costs of acquiring financial assets (rather than allocated costs). Also,
transaction costs should not be included in the initial measurement of financial assets held
for trading. 

• Loan commitments. The Board agreed that loan commitments at rates other than
market rates of interest should be treated as financial guarantees. Therefore, they are
accounted for under IAS 39 at initial recognition and under IAS 37 subsequently. Loan
commitments at market are excluded from IAS 39. 

• Financial guarantees. The Board agreed that these should initially be measured at fair
value. Subsequent measurement should be the higher of the initial measurement and the
best estimate as defined in IAS 37. The Board noted that IAS 37 only applies here for
measurement purposes and not for recognition. 

• Hedging interest rate risk on held-to-maturity financial assets. The Board agreed to
prohibit the interest rate risk on held-to-maturity financial assets to be a hedged item for
hedge accounting purposes. 

• Changes in credit risk in the fair value measurement of financial liabilities. The
Board reaffirmed that changes in fair value should be recognised in the income statement
and agreed to add disclosure requirements on the credit risk. 

• Prospective effectiveness test. The Board agreed to modify paragraph 146 of IAS 39 by
introducing the words “highly effective” in place of “almost fully offset”. The 80%-125%
hedge effectiveness guideline – which currently applies in assessing retrospectively
whether a hedge has been highly effective – would be retained. As a result, the range of
80%-125% could become the guideline for prospective hedging designation as well as
for retrospective effectiveness testing, which would converge with the US practice. 
SEE ***HEADLINE NEWS*** BELOW – THE IASB HAS REVERSED THIS DECISION.

• Designation of a derivative. The Board agreed that a derivative should not be
designated as a hedging instrument for only a portion of the time period during which
the derivative remains outstanding. 

• Effective interest rate calculations. The Board agreed that the effective interest rate
should be determined based on the expected period to prepayment, where this can be
determined reliably, for financial instruments held at amortised cost with a call, put,
prepayment, or term extension option. Where the prepayment cannot be reliably
determined there is a default to the full contractual period. Credit losses incurred would
be taken into account in determining the effective interest rate in these circumstances.

• Hedge accounting – Internal transaction. The Board reaffirmed its position that
internal transactions related to hedge accounting should be eliminated for consolidation
purposes (as required in IAS 27). US GAAP allows an exception in specific cases. 

• IAS 39: Loan servicing rights. The Board agreed that loan servicing rights could be
designated as hedged items provided that the hedge conditions were met. 

• IAS 39: Originated loans. The Board agreed to amend the definition of originated loans
and receivables and to restrict the loans and receivables category to exclude those where
the holder may not recover substantially all of its initial investment other than because of
credit deterioration. 

• Transition to Revised IAS 32 and IAS 39. The Board agreed to extend the proposed
amendment to IFRS 1 to permit an entity that adopts IFRS for the first time before 
1 January 2006 to present comparative information in the first year of adoption of IFRS
that does not comply with IAS 39 and with the revised IAS 32. 

IAS Plus – November 2003

The amendments proposed to IAS 39 are
significant and generally will result in
greater recognition of fair values and fair
value changes for financial instruments.
The IASB has tentatively agreed to make
a number of changes to the proposals in
its exposure draft as a result of comments
received. 
Those changes relate to (among 
other issues):
• Derecognition
• Reversal of impairment losses
• Hedging with internal contracts
• Macro hedging
• Basis adjustment
There’s a summary of these 
changes at:
www.iasplus.com/agenda/ias39rev.htm
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***HEADLINE NEWS*** At its October meeting, the Board reversed its previous decision
(see above) in relation to the prospective consideration of hedge effectiveness. The words
“almost fully offset” will now be retained in paragraph 146 of IAS 39. However, the
standard will include an example which will clarify that “almost fully offset” does not require
100% correlation.

The Board also agreed to amend the proposed guidance on the initial measurement of
financial instruments to achieve greater convergence with US GAAP. In particular, when
applying a valuation technique, it would not be acceptable to extrapolate to later time
periods where the term of an instrument extends beyond the period for which market prices
are available.

What’s next? The final amendments to IAS 32 and IAS 39 will be issued in two stages. The
first versions of IAS 32 and 39, which will be issued before the end of 2003, will include all
decisions other than macro hedging. The second and final versions, which are expected by
the end of March 2004, will reflect the final macro hedging decisions. The revised Standards
will be effective for 2005.

Project update: disclosure of financial risk
Status. The Board has agreed that entities should disclose qualitative and quantitative
information about financial risks. See the comment in the sidebar (left) about the expanded
scope of this project.

Recent decisions. At its July 2003 meeting, the Board adopted the following disclosure
principle for this standard:

An entity shall disclose information that enables users of its financial statements to evaluate
the nature and extent of the risks arising from financial instruments that it was exposed to
during the reporting period and at the reporting date.

The Board agreed that, to implement that principle, the standard should require both
qualitative and quantitative disclosures about each financial risk. The risks for which
disclosure would be required would include credit risk (including credit quality of assets,
collateral, and credit enhancements), liquidity risk, and market risk. Also a capital disclosure
requirement would be added to IAS 1. 

What’s next? The Board plans to issue an exposure draft in 2004, so that entities would be
able to voluntarily adopt the final standard for 2005, though the effective date is expected
to be after 2005. Until the final standard is effective, IAS 30 and 32 will still apply to capital
risk disclosures. 

Project update: reporting comprehensive income (performance reporting)
Status. The Board is developing a standard for presenting performance – a new format for
the traditional income statement that will reflect all items of income and expense recognised
in the current period. Items would no longer be reported directly in equity; nor would
recycling of items from equity into profit or loss be allowed.

Key decisions to date. This is a presentation project that will not change any recognition
or measurement standards. The Board has reached a number of tentative decisions
regarding the format of a future statement of comprehensive income. Most notably:

• The statement would be divided into five main categories: business, financing, tax,
discontinuing activities and cash flow hedges. The business section would be a residual
category that comprises all items not falling to be included in one of the other four
categories.

• A further (columnar) distinction would be applied to the business, financing and
discontinued activities categories. This would require income and expenses that result
from remeasurements to be reported separately from other income and expenses.
Remeasurements would be defined as revisions of prices or estimates that change the
carrying value of assets and liabilities. They would include items such as fixed asset
revaluations and actuarial gains and losses on a pension scheme.

What’s next? IASB staff conducted some field-tests of the proposals. The Board is assessing
the results. It has recently announced that the timing of the exposure draft is under review.
In any event, the Board has indicated that it does not expect to make a final standard
mandatory in time for 2005 financial reporting.

IAS Plus – November 2003

The Board has begun using a new name
for this project: Financial Risk and Other
Amendments to Financial Instruments
Disclosures

IAS 30 applies to banks and other
financial institutions. Initially, the goal of
this project was to revise IAS 30, and its
scope was disclosures about financial
activities rather than financial
institutions. More recently, however, the
Board has concluded that the proposed
disclosures are relevant to all financial
instruments. Hence the scope of the
project has been amended to cover all
entities that have financial instruments.

The IASB is currently rethinking the
timetable for proceeding on this project. 
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***HEADLINE NEWS*** At the October joint IASB/FASB meeting, the two Boards
discussed the similarities and differences between their respective proposed approaches. It
was agreed to set up a joint working party to consider the project and propose a joint
solution for consideration by the Boards.

Project update: convergence – short-term issues: IFRS and US GAAP
Status. The objective of this project is to eliminate a variety of differences between
International Financial Reporting Standards and US GAAP. The project, which is being done
jointly by FASB and IASB, grew out of an agreement reached by the two boards in
September 2002. 

Two aspects of this project have gone beyond convergence of IFRS and US GAAP. They are:

• Improvements to IAS 19, Employee Benefits, including potential elimination of the
‘corridor approach’ now part of both IFRS and US GAAP.

• Replacement of IAS 20, Accounting for Government Grants and Disclosure of
Government Assistance.

Recent deliberations. During the third quarter of 2003, Board deliberations addressed
convergence issues relating to the following Standards:

IAS 12. The Board agreed (vote 12-2) that an entity should provide deferred taxes for future
income taxes payable on the undistributed earnings of subsidiaries. The Board agreed to
view a subsidiary as an investment and not as consolidated assets and liabilities that should
be treated at a group level. Moreover, it was specified that the deferred tax is neither linked
to the control notion nor to the distribution of dividends. Therefore a liability exists and
should be recognised based on the difference between the carrying value of the subsidiary
and the expected recoverable amount of the investment which includes retained earnings. 

IAS 19. The Board agreed to add the following additional disclosure requirements related to
defined benefit plans: 

• Five-year history of the surplus/deficit and (asset and liability amounts should be presented
separately). 

• Five-year history of experience adjustments.

IAS 37. The Board decided to amend the definition of a contingent liability in IAS 37 ‘a
contingent liability is a conditional obligation that arises from events and whose existence
will be confirmed only by the occurrence of one or more uncertain future events not wholly
within the control of the entity’.

What’s next? Exposure drafts are expected in the fourth quarter of 2003 (except for
employee benefits), with final standards in 2004, effective for 2005 except for segment
reporting and employee benefit issues. 

Project update: improvement to IFRS
Status. In May 2002, the IASB published an exposure draft of proposed amendments to 15
standards and consequential amendments to a number of other standards. The Board
received over 150 letters of comment on its exposure draft. Its consideration of those
comments is essentially finished. 

What’s next? Final standards are planned for the fourth quarter of 2003, effective for
2005. The Board has announced that it will make available on its website, but only to
subscribers, the ‘preliminary final’ texts of Standards being revised under the Improvements
Project. At the time of writing, three such preliminary final Standards (IAS 2, Inventories, 
IAS 10, Events after the Balance Sheet Date, and IAS 33, Earnings per Share) have 
been posted.
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The IASB and the FASB met jointly in
October 2003 in Toronto, Ontario,
Canada, and will meet again in October
2004 in Norwalk, Connecticut, USA.

We can expect at least a dozen final
revised IAS resulting from the
Improvements Project before the end of
2003, all effective for 2005.
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Project update: standards for small and medium-sized entities
Status. The basic intention of the IASB’s project to develop standards for small and medium-
sized entities (SMEs) is to reduce the burden of disclosure and to preserve the recognition
and measurement principles of the IFRSs unless, with Board approval, a case can be made
on cost-benefit grounds for some simplifications of IFRS standards applicable to SMEs. As of
July, this project has moved to the Board’s active agenda. 

Key decisions to date. The IASB’s SME GAAP should:

• be built on the same concepts as IFRS;

• allow easy transition to full IFRS for those SMEs that prosper; and

• focus on meeting the needs of users of SME financial reports.

An advisory panel has been formed to assist the Board in identifying the issues and
evaluating the alternatives.

The Board made the following decisions at its September 2003 meeting:

• The Board should describe the characteristics of SMEs for which it intends the standards,
but not prescribe quantitative ‘size tests’. National jurisdictions should determine which, if
any, entities should be permitted or required to follow IASB SME standards. 

• Development of IASB SME standards should start by extracting the fundamental concepts
from the IASB Framework and the principles and guidance from IFRSs and related
Interpretations.

• Any modifications to those concepts or principles must be based on the identified needs
of users of SME financial statements.

What’s next? The Board has not yet adopted a timetable for the SME project. The IASB
website indicates that an informal staff target is an exposure draft in 2004.

Project update: insurance contracts – phase II
Status. This longer-term project will develop a comprehensive standard on accounting for
insurance contracts. Recently, the IASB has concentrated on completing the exposure draft
on Phase I of this project (story on page 5). 

The IASB’s leanings in the Phase II project. The Board favours an asset and liability model that
requires an entity to identify and measure directly individual assets and liabilities arising from
insurance contracts, rather than creating deferrals of inflows and outflows. Under that
model, assets and liabilities arising from insurance contracts would be measured at fair value
(which involves discounting), except that:

• entity-specific assumptions and information may be used to determine fair value if
market-based information is not available; and

• the estimated fair value of an insurance liability shall not be less, but may be more, than
the entity would charge to accept new contracts with identical terms and remaining term
from new policyholders. 

What’s next? The Board expects to issue an exposure draft in 2004. Timetable for the final
IFRS is not yet announced. It would be effective after 2005.

IAS Plus – November 2003

The Board has not discussed Phase II at a
Board meeting since January 2003,
instead concentrating its effort on the
Phase I project.

The IASB has not yet decided the name
by which its standards for SMEs would be
referred in the auditor’s report or in the
basis for presentation note.
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IFRIC update

IFRIC issues draft interpretation on changes in decommissioning, restoration
ans similar liabilities
In September 2003, the International Financial Reporting Interpretations Committee has
issued Draft Interpretation D2, Changes in Decommissioning, Restoration and Similar
Liabilities. 

Under IAS 37, a provision must be recognised when an asset is acquired if the acquirer is
obligated to incur costs for decommissioning, restoration, and similar future activities. The
costs are included as part of the cost of the asset. The proposed Interpretation deals with
accounting for subsequent changes in the estimated cash flows relating to the provision.
The proposed Interpretation concludes, among other things, that decommissioning,
restoration and similar liabilities should be remeasured at each balance sheet date using a
current market-assessed discount rate. Comments were due by 3 November 2003. 

IFRIC’s September/October 2003 meeting
The IFRIC met on 30 September and 1 October and discussed the following topics:

• IAS 11: Combining and Segmenting Construction Contracts. 

• IAS 17: Whether an Arrangement Contains a Lease (Rights of Use of Assets). 

• IAS 19: Multiemployer Plan Exemption. 

• IAS 19: Plans with a Minimum Guarantee. 

• IAS 29: Initial Application and Deferred Taxes. 

• IAS 37: Decommissioning and Environmental Rehabilitation Funds. 

• IAS 41: Fair Value Measurement Issues in Agriculture. 

Five draft interpretations likely before year end
At the meeting of world accounting standard setters in London on 22 September 2003, the
Chairman of the IFRIC indicated that IFRIC is likely to issue five draft interpretations in the
fourth quarter of 2003. They will deal with:

• Rights of Use of Assets. 

• IAS 37, Decommissioning Funds. 

• IAS 19, Pension Plans with Minimum Return Guarantees. 

• IAS 19, Multi-Employer Pension Plans. 

• IAS 11, Construction Contracts.

Two Draft Interpretations (D1 on Emission Rights and D2 on Decommissioning) are currently
outstanding.
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IFRIC news on our web site:

Summaries of Interpretations:
www.iasplus.com/interps/interps.htm

IFRIC projects by topic:
www.iasplus.com/ifric/ifricissues.htm

Topics not added to IFRIC’s agenda:
www.iasplus.com/ifric/notadded.htm

Decommissioning Liabilities project:
www.iasplus.com/ifric/decomfunds.htm

You can download our comment letter at:
www.iasplus.com/links/comment.htm
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IASB Board Member Harry Schmid will retire in March 2004
IASB Member Harry K. Schmid will retire from the Board in March 2004, the IASC
Foundation has announced. Before joining the IASB, Mr. Schmid served as a Senior Vice
President of Nestlé, responsible for corporate reporting, and was involved in preparing
Nestlé’s financial statements for 40 years. 

The Trustees of the Foundation have begun a search for another individual with a
background in the preparation of financial accounts as Mr. Schmid’s successor.

Guidelines for valuing property under IFRS
The International Valuation Standards Committee (IVSC) has published a Consultation Paper
proposing guidance on the valuation of owner-occupied property under IAS 16, Property,
Plant and Equipment. The IVSC’s goal is consistent measurement of property that is carried
at revalued amount under IAS 16. John Edge, Chairman of the IVSC said: 

Although IAS 16 allows property to be carried at fair value in the accounts, it has no
guidance on how to arrive at that fair value. Yet the national accounting and 
valuation standards in those countries that currently permit revaluation of assets have
some significant differences. For example, ‘depreciated replacement cost’ is defined
differently in different countries. Or, in some countries owner-occupied property is
valued as if vacant; in others, it is valued on the basis of a capitalised notional 
lease. This can lead to differing valuation conclusions although all will be reported 
as ‘fair value’.  

Impact of ED 5 on the insurance industry
Standard & Poor’s, the securities analysis and ratings agency, has published a report,
International Accounting Standards: Threat or Opportunity?, analysing the potential impact
of the IASB’s Exposure Draft 5, Insurance Contracts (see story on page 6) on the insurance
industry. S&P concludes that while initially insurers and reinsurers will find the introduction
of IFRS to be traumatic, “ultimately, the capital markets, consumers, and the more
sophisticated financial statement users will reward insurers for their improved transparency
rather than penalizing them for volatility.” 

Benefits of adopting ED 5 that were cited by S&P, in addition to enhanced consistency and
transparency, include better understanding of the risks to which insurers are exposed, and
their potential rewards; more informed company managements and boards; better
alignment of product pricing and financial reporting; and regulatory benefits, possibly even
reduced regulatory filings and requirements. 

Convergence handbook update
The Institute of Chartered Accountants in England & Wales has issued the fourth update of
its Convergence Handbook, originally published in November 2000. The Handbook
compared IFRS and UK GAAP. This new update, which replaces all previous updates, reflects
the effects of standards and exposure drafts issued by the IASC, the IASB, and the UK
Accounting Standards Board up to the end of August 2003. 

IAS Plus – November 2003

You will find the Trustees’ search notice
on the IASB website: www.iasb.org.uk

IVSC standards can be viewed or
downloaded without charge from the
IVSC Website: www.ivsc.org

We are grateful to S&P for allowing us to
post the report on the IASPlus website:
www.iasplus.coam/agenda/insurei.htm

More information: www.icaew.co.uk/
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Convergence of IFRS and US GAAP

IASB and FASB converging on purchased in-process research and
development...
In its project on purchase method procedures, the US FASB has tentatively decided to
eliminate the existing US GAAP requirement to charge to expense certain in-process research
and development assets acquired in a business combination. The IASB’s proposed
amendments to IAS 38 clarify that, in a business combination, an acquirer must recognise
separately from goodwill “any of the acquiree’s in-process research and development
projects that meet the definition of an intangible asset”. 

...But not on tax effects on share-based payment
In separate meetings in July 2003, the IASB and the FASB reached different conclusions on
accounting for the income tax effects of share-based compensation transactions with
employees. The IASB reaffirmed the proposal in ED 2 that all tax effects of such transactions
should be recognised in profit or loss. The FASB, however, concluded that if a deduction
reported on a tax return for share-based compensation exceeds the cumulative
compensation expense recognised for accounting purposes, the tax benefit of the excess is a
direct credit to equity, which is the existing requirement of SFAS 123, Accounting for Stock-
Based Compensation. 

Upcoming meetings

International Accounting Standards Board
17-19 November 2003 (plus 20-21 November: 
Meeting with Standards Advisory Council), London
17-19 December 2003, London
21-23 January 2004, London

Standards Advisory Council
20-21 November 2003, London

International Financial Reporting Interpretations Committee
2-3 December 2003, London

IASC Foundation Trustees
4 November 2003, Brussels
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Except for administrative and personnel
matters, all of these meetings are open to
public observation. Registration forms
are on IASB’s web site.
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News about IFRS in Europe

Europe completes endorsement of IFRS (EX 32/39)
The European Commission has formally adopted a regulation endorsing IFRS and related
interpretations, as recommended by the Commission’s Accounting Regulatory Committee in
July. The endorsement confirms that IFRS must be followed under the terms of the general
IAS Regulation adopted by the European Parliament and the Council in 2002. 

The Commission’s endorsement covers all existing IASB standards and interpretations except
for IAS 32 and IAS 39 and related SICs 5, 16, and 17. IAS 32 and 39, which deal with
financial instruments, are not included because they are currently being revised by the IASB.
The EC has said that the endorsed IFRS will shortly be published in the official EU languages
in the Official Journal of the EU. In total, there are at present 34 existing IASs (including IAS
32 and IAS 39) and 31 existing interpretations (including SICs 5, 16, and 17), which cover
about 1,500 pages. 

Disclosing the impact of adopting IFRS in Europe
The Committee of European Securities Regulators has invited comments on a draft
recommendation on how companies should communicate the impact of the transition to
IFRS in 2005. Comments are requested by 20 November 2003. The draft recommendation
includes CESR’s proposed responses to the following questions:

• What information should companies publish before 1st January 2005, the most common
effective date of transition to IFRS, to explain to investors the potential impact of the new
standards? 

• Which accounting rules should be adopted by issuers for preparing quarterly (where
applicable) and half-year interim financial data that will be released in 2005? 

• How can comparability be achieved between interim or annual financial information for
2005 and earlier equivalent periods, to ensure investors can effectively interpret the
financial statements?

Publications from Deloitte

Executive briefing on ED 5, insurance contacts
Briefings from Global and United Kingdom perspectives are available at www.iasplus.com

Tax impact of adopting IFRS: United Kingdom alert
The first in a series of Alerts describing tax implications of adopting International Financial
Reporting Standards. The Alert notes: The Inland Revenue position is that they do not
believe IAS requires wholesale tax changes but there are circumstances where it is, or would
be, ‘good policy’ to depart from following the accounts for tax purposes. Future Alerts will
focus on transfer pricing and financial instruments, among other issues. 
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More information:
http://europa.eu.int/

You can download the accounting
directives here:
http://europa.eu.int/comm/
internal_market/accounting/
officialdocs_en.htm

More information:
www.europefesco.org/v2/default.asp
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