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IASB NEWS 

Preface to IFRS is adopte d.  The IASB has published the Preface to 
International Financial Reporting Standards setting out the Board’s 
objectives, due process, and the scope, authority, and timing of application of 
IFRSs.  See page 3. 

IASB seeks comments on improvements to IAS.  The IASB is proposing 
substantial changes to 14 of the existing IAS, and consequential amendments 
to others.  The exposure draft is 400 pages long.  See page 5.   

Major amendments to IAS 32 and IAS 39 are proposed.  The proposals 
include greater recognition of fair values and clearer guidance for 
derecognition.  See page 6. 

IASB adopts “asset ceiling” amendment to IAS 19.  The amendment fixes 
a perceived anomaly in IAS 19.  See page 6. 

IASB begins a project on Convergence Topics.  These are topics where one 
or more partner standard setters and the IASB have standards that are broadly 
similar but differ in a limited number of areas.  See page 7. 

Four EDs expected by September.  These are a revised Standard on 
business combinations (prohibit uniting of interests; non-amortisation plus 
impairment for intangibles with indefinite lives including goodwill) and 
related revisions to IAS 36 (impairment) and IAS 38 (intangibles), plus an 
exposure draft on first-time application of IFRS as the primary basis of 
reporting.  See page 8. 

IAS -related news from the United States.  Changes at FASB (page 12).  
Will the SEC let foreign issuers use IFRS (page 12)?  Personal certification of 
financial statements by CEOs and CFOs (page 13).  Should US move to 
“principles-based” standards (page 13)?  Foreign issuers must now file 
electronically (page 13).  FASB chairman comments on convergence (page 
14).  SEC commissioner: US should look to IASB on stock options (page 15). 

News about IAS in Europe.  Accounting regulation is adopted (page 16).  
Revised accounting directives are proposed (page 16).  EFRAG endorses 
existing IAS (page 16).  ECOFIN presses for accounting and disclosure 
reforms (page 17).  EC adopts auditor independence recommendations (page 
17).  FEE publishes three studies – enforcement of IAS in Europe (page 17), 
the state of the profession in Europe (page 18), and accounting for business 
combinations in Europe (page 18).  EC begins its second consultation on 
disclosure transparency (page 18).   

IAS adoption.  Australia will switch to IASB standards in 2005 (page 19).  
Unlike the approach being taken in Europe, an ‘endorsement mechanism’ to 
approve IASB standards would not be established in Australia.  

New publications from Deloitte Touche Tohmatsu.   Updated IAS in your 
Pocket (page 20), analysis of IASB’s insurance project (page 20), comparison 
of Dutch GAAP, US GAAP, and IAS (page 20), quality of earnings (page 
20), IAS and GAAP in 14 Central Europe countries (page 21), and 
commentary on special purpose entities (page 21). 
 

 For information about the content of IAS PLUS please contact: 
 Laurence Rivat: lrivat@deloitte.fr 
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We keep an up-to-date timetable in 
the Agenda section of 
www.iasplus.com . 

REVISED TIMETABLE FOR IASB PROJECTS 

During the second quarter of 2002, the IASB published the following 
pronouncements and proposals: 

q Final Preface to International Financial Reporting Standards 
q Final Standard, Amendment to IAS 19, Employee Benefits–The Asset 

Ceiling. 
q Exposure Draft, Improvements to International Accounting Standards 
q Exposure Draft, Proposed Amendments to IAS 32, Financial 

Instruments: Disclosure and Presentation, and IAS 39, Financial 
Instruments: Recognition and Measurement  

The table below reflects the timetable for IASB’s agenda projects based on 
IASB announcements and discussion at Board meetings.  

 
 

TIMETABLE FOR IASB’S ACTIVE AGENDA PROJECTS  

Business Combinations – Phase 1 q Exposure Draft in 3rd quarter 2002 

q Final Standard in 2003 

Business Combinations – Phase 2 q Timetable not yet established 

Consolidation (including Special Purpose Entities) q Timetable not yet established 

Convergence Topics q Timetable not yet established 

Disclosure and Presentation of Activities of 
Financial Institutions 

q Exposure Draft in 3rd quarter 2002 

q Final Standard in 2003. 

First -Time Application of IFRS  q Exposure Draft in 3rd quarter 2002 

q Final Standard in 2003 

IAS 32 and IAS 39 Amendments q Exposure Draft was issued June 2002 

q Comment deadline 14 October 2002 
q Final Standard 2003 

Improvements to International Accounting 
Standards 

q Exposure Draft was issued in May 2002 

q Comment deadline 16 September 2002 

q Final Standard in 2003 

Insurance Contracts q Exposure Draft in 4th quarter 2002 

q Final Standard in 2003 

Liabilities and Revenue Recognition q Timetable not yet established 

Performance Reporting q This is a partnership project with the UK 
Accounting Standards Board.   

q The nature of the initial document to be issued 
has not yet been decided.   

q Timing is undecided. 

Share-Based Payment q Exposure Draft in 4th quarter 2002 

q Final Standard in 2003 
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Once and for all, it is clear that 
bold and non-bold paragraphs in 
IAS and IFRS have equal 
authority.  The Preface addresses 
this and many other issues. 

SUMMARIES OF RECENT IASB PRONOUNCEMENTS 
AND PROPOSALS 
 
FINAL P REFACE TO IFRS 
 
On 23 May 2002, the IASB published a new Preface to International 
Financial Reporting Standards.  The purpose of the Preface is to set out the 
Board’s objectives, its procedures for due process reflecting the IASB’s new 
structure, and the scope, authority, and timing of application of International 
Financial Reporting Standards (IFRS).  The following table summarises the 
principal points addressed in the new Preface.  Copies of the Preface may be 
ordered directly from IASB. 
 

 
SUMMARY OF THE PREFACE TO  

INTERNATIONAL FINANCIAL REPORTING STANDARDS  

IASB’s Objectives 

q To develop, in the public interest, a single set of high quality, understandable and enforceable global 
accounting standards that require high quality, transparent, and comparable information in financial 
statements and other financial reporting to help participants in the world’s capital markets and other 
users make economic decisions. 

q To promote the use and rigorous application of those standards.  
q To work actively with national standard-setters to bring about convergence of national accounting 

standards and IFRS to high quality solutions.  

Scope of IFRS   

q IASB Standards are known as International Financial Reporting Standards (IFRS).  
q All International Accounting Standards (IAS) and Interpretations issued by the former IASC and SIC 

continue to be applicable unless and until they are amended or withdrawn.  
q IFRS apply to the general purpose financial statements and other financial reporting by profit -oriented 

entities – those engaged in commercial, industrial, financial, and similar activities, regardless of their 
legal form.  

q Entities other than profit -oriented business entities may also find IFRS appropriate.  
q General-purpose financial statements are intended to meet the common needs of shareholders, 

creditors, employees, and the public at large for information about an entity's financial position, 
performance, and cash flows.  

q Other financial reporting includes information provided outside financial statements that assists in the 
interpretation of a complete set of financial statements or improves users’ ability to make efficient 
economic decisions.  

q IFRS apply to individual company and consolidated financial statements.  
q A complete set of financial statements includes a balance sheet,  an income statement, a cash flow 

statement, a statement showing either all changes in equity or changes in equity other than those 
arising from investments by and distributions to owners, a summary of accounting policies, and 
explanatory notes.  

q If an IFRS allows both a ‘benchmark’ and an ‘allowed alternative’ treatment, financial statements 
may be described as conforming to IFRS whichever treatment is followed.  

q In developing Standards, IASB intends not to permit choices in accounting treatment. Further, IASB 
intends to reconsider the choices in existing IAS with a view to reducing the number of those choices.  

q IFRS will present fundamental principles in bold face type and other guidance in non-bold type (the 
‘black-letter’/‘grey -letter’ distinction). Paragraphs of both types have equal authority.  

q The provision of IAS 1 that conformity with IAS requires compliance with every applicable IAS and 
Interpretation requires compliance with all IFRS as well.  

 
   continued... 
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SUMMARY OF THE PREFACE TO  

INTERNATIONAL FINANCIAL REPORTING STANDARDS (continued) 

Due Process for IFRS   

q Due process steps for a Standard will normally include the following (* means required by IASB 
Constitution):  
q Staff work to identify and study the issues  
q Study of existing national  standards and practices  
q IASB consults with SAC about the advisability of adding the project to the IASB's agenda*  
q IASB normally forms an advisory group*  
q IASB publishes a discussion document for comment  
q IASB considers comments received on the discussion document  
q IASB publishes an exposure draft with at least 8 affirmative votes* (the exposure draft will 

include dissenting opinions and basis for conclusions)  
q IASB considers comments received on the exposure draft  
q IASB considers the desirability of holding a public hearing and of conducting field tests*  
q IASB approves the final Standard with at least 8 affirmative votes* (the Standard will include 

dissenting opinions and basis for conclusions). 
q IASB deliberates in meetings open to public observation.  

Due Process for Interpretations  

q Interpretations of IFRS will be developed by the International Financial Reporting Interpretations 
Committee (IFRIC) for approval by IASB  

q Due process steps for an Interpretation will normally include (* means required by IASB 
Constitution):  
q Staff work to identify and study the issues and existing national standards and practices  
q IFRIC studies national standards and practices  
q IFRIC publishes a draft Interpretation for comment if no more than 3 IFRIC members have voted 

against the proposal*  
q IFRIC considers comments received on the draft Interpretation within a reasonable period of time  
q IFRIC approves the final Interpretation if no more than 3 IFRIC members have voted against the 

proposal and submits it to IASB*  
q IASB approves the final Interpretation by at least 8 affirmative votes of IASB*.  

q IFRIC deliberates in meetings open to public observation. 

Effective Dates  

q Each IFRS and Interpretation will set out its own effective date and transition provisions. 

Language   

q English is the official language of IASB discussion documents, exposure drafts, IFRS, and 
Interpretations. IASB may approve translations if the process assures the quality of the translation, 
and IASB may license other translations. 
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In May, we published a Special 
Edition of the IAS Plus Newsletter (12 
pages, bullet points) summarising the 
main proposals in the 400-page IASB 
Exposure Draft.  The Special Edition 
may be downloaded from 
www.iasplus.com/iasplus/iasp0205.pdf.  
 

EXPOSURE DRAFT ON IMPROVEMENTS TO INTERNATIONAL 
ACCOUNTING STANDARDS  

On 15 May 2002, IASB published its exposure draft on Improvements to 
International Accounting Standards.  The ED proposes substantial 
revisions to the following standards  and lesser revisions to some others: 

q IAS 1, Presentation of Financial Statements  

q IAS 2, Inventories  

q IAS 8, Net Profit or Loss for the Period, Fundamental Errors and 
Changes in Accounting Policies  

q IAS 10, Events After the Balance Sheet Date  

q IAS 15, Information Reflecting the Effect of Changing Prices [to 
be withdrawn]  

q IAS 16, Property, Plant and Equipment  

q IAS 17, Leases  

q IAS 21, The Effects of Changes in Foreign Exchange Rates  

q IAS 24, Related Party Disclosures  

q IAS 27, Consolidated Financial Statements and Accounting for 
Investments in Subsidiaries  

q IAS  28, Accounting for Investments in Associates  

q IAS 31, Financial Reporting of Interests in Joint Ventures 

q IAS 33, Earnings Per Share  

q IAS 40, Investment Property  
The ED is available for free download from IASB’s web site 
www.iasb.org.uk.  Comments are due by 16 September 2002. 

The proposed effective date for all of the revisions is periods beginning 
on or after 1 January 2003, with earlier adoption encouraged.   

Here are some of the major proposals in the exposure draft: 

SOME KEY PROPOSALS IN THE IMPROVEMENTS EXPOSURE DRAFT  

Convergence: 
q The definition of related parties will be extended to cover further parties (for example, joint ventures and 

pension plans) and further information (for example, amounts of transactions and balances, terms and 
conditions, details of guarantees).  

q It will no longer be permitted to label items of income or expense as extraordinary items either in the 
income statement or in the notes.  

q The guidance on the calculation of earnings per share will be expanded and conformed to practice in a 
number of countries. 

Removal of options: 

q LIFO (last in, first out — an inventory valuation method sometimes used in the US and elsewhere) will 
be prohibited.  

q Corrections of all errors will now have to be accounted for retrospectively.  The option to account for 
non-fundamental errors through current income will be eliminated.  

q Similarly, voluntary changes in accounting policies will also have to be accounted for retrospectively.  
The alternative of recognising the effect in current income will be prohibited. 

q Goodwill and fair value adjustments recognised on the acquisition of a foreign entity must be accounted 
for at the closing rate (historical rate no longer permitted). 

Other improvements:  

q Requirements are introduced to ensure that compliance with standards does not lead to misleading 
results in jurisdictions where compliance is mandatory irrespective of circumstance.  

q Disclosure is required of the critical judgements made by management in applying accounting policies.  
q Disclosure is required of the key assumptions about uncertainties made by management that could cause 

material adjustment of the carrying amounts of assets and liabilities in financial statements in the next 
period.  

q Separate disclosure is required of the amounts by which inventories have been written down.  
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In releasing this Exposure Draft, 
IASB said it marks the first stage 
of the Board’s efforts to improve 
accounting for financial 
instruments.  The Board signalled 
its intention to pursue “a 
principles-based approach” – 
which would likely mean a more 
comprehensive fair value model.  
Such a project is not currently on 
the Board’s agenda, though it has 
been monitoring the comments on 
the proposal of the Joint Working 
Group on Financial Instruments 
through an “active research” 
project. 
 

EXPOSURE DRAFT ON AMENDMENTS TO IAS 32 AND IAS 39 
 
The IASB has issued an Exposure Draft proposing significant amendments 
to the two International Accounting Standards dealing with accounting for 
financial instruments, IAS 32 and IAS 39. Comments are due by 14 October 
2002.  The principal changes would: 

q Allow an entity to designate any financial instrument (including its own 
outstanding debt) irrevocably at initial recognition as an instrument that 
is measured at fair value with changes in fair value recognised in profit 
or loss.  

q Require that all fair value changes for available-for-sale financial 
instruments be recognised as a separate component of equity, with 
‘recycling’ through net profit or loss when the financial asset is sold or 
liability discharged (the option to recognise such fair value changes 
immediately in net profit or loss would be eliminated).  

q Add guidance for recognising impairment losses in groups of loans or 
other financial assets.  

q Prohibit reversal of impairment losses previously recognised for 
available-for-sale financial assets.  

q Treat hedges of firm commitments as fair value hedges rather than as 
cash flow hedges.  

q Prohibit ‘basis adjustment’ for hedges of forecasted transactions, 
though continue to require basis adjustment for fair value hedges.  

q Establish the principle of ‘no continuing involvement’ for deciding 
whether a financial asset should be derecognised.  An entity would not 
be permitted to derecognise assets to the extent that it could, or could be 
required to, reacquire control of the transferred asset, or could receive 
or be required to pay compensation based on the performance of the 
asset. 

The exposure draft may be downloaded from IASB’s web site: 
www.iasb.org.uk. 
 

Under IAS 19, actuarial gains and 
losses may be recognised 
gradually (amortised) if the 
cumulative unrecognised amount 
exceeds the greater of 10% of the 
employer’s gross benefit obligation 
or 10% of the fair value of the 
plan assets.  The excess outside 
this 10% ‘corridor’ is amortised 
over the expected average 
remaining working lives of the 
employees participating in the 
plan.  The amount within the 
corridor is not amortised.  This 
‘corridor approach’ was hotly 
debated by IASC during the 
development of IAS 19.   

IASB ADOPTS “ASSET CEILING” AMENDMENT TO IAS 19 

In May, the IASB published a limited amendment to IAS 19, Employee 
Benefits.  The amendment fixes a perceived problem caused by the 
interaction of two aspects of IAS 19 – the option to defer actuarial gains and 
losses and the limit on the amount that can be recognised as an asset (the 
‘asset ceiling’).  The Board concluded that IAS 19 was giving rise to 
counter-intuitive results because an actuarial loss in the pension plan could 
give rise to a reported gain in the entity's financial statements and an 
actuarial gain in the pension plan could give rise to a reported loss.  The 
amendment prohibits gain or loss recognition in these circumstances.  The 
amended Standard can be purchased directly from IASB. 

Prior to the amendment, the wording of the asset ceiling sometimes resulted 
in recognising a gain when a plan was in surplus solely as a result of 
deferring and amortising an actuarial loss or added past service cost in the 
current period.  Conversely, deferral of actuarial gains sometimes caused a 
loss to be recognised.  The IASB concluded that reporting gains and losses 
in these circumstances was not appropriate. 

The Deloitte Touche Tohmatsu letter of comment acknowledged that the 
current requirements in IAS 19.58 may result in the recognition of a gain or 
loss in the income statement that is the result of deferring the recognition of 
an actuarial gain or loss under IAS 19.92.  However, it is our view that the 
larger issue is the need for an asset ceiling and, ultimately, the acceptability 
of a “corridor” approach in accounting for actuarial gains and losses.  We 
believe that IASB should take up this and other issues related to applying 
IAS 19 as part of a larger convergence project on employee benefits. 

 
 



______________________________________________________________________________ 
Deloitte Touche Tohmatsu 7 July 2002 

 
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. 

IASB AGENDA PROJECT UPDATES 

Summaries of decisions reached on each IASB project are maintained on 
our web site www.iasplus.com .  Thes e are updated after each IASB 
meeting and are not repeated in this newsletter.  On the next several pages, 
we note key decisions made by the Board in the second quarter on those 
agenda projects for which no document was published during the quarter.   

 
As a means of identifying 
convergence topics with US 
GAAP, the US SEC has provided 
the IASB with a list of reconciling 
items reported in filings by IAS 
registrants.   

PROJECT UPDATE: CONVERGENCE TOPICS 

This project is focusing on topics where one or more partner standard setters 
and the IASB have standards that are broadly similar but differ in a limited 
number of areas.  IASB staff prepared comparisons of seven IASs with their 
equivalents in liaison countries to identify possible convergence topics.  

IAS 2, Inventories  

The project manager proposed that this standard does not include major 
convergence issues to be explored further. The Board agreed unanimously.  

IAS 10, Events after the Balance Sheet Date   

The Board concluded that this standard does not include major convergence 
issues to be explored further.   

IAS 12, Income Tax  

The project manager pointed out that the main difference between the 
liaison countries with regard to deferred tax accounting was concept of 
either a temporary or timing approach.  As convergence between these two 
approaches is a major project, the project manager proposed to address only 
convergence issues arising from application of the temporary approach.  The 
Board directed the staff to clarify the scope of a convergence project.  

IAS 14, Segment Reporting  

IAS 14, Segment Reporting, was identified as a potential convergence issue. 
The discussion focused on whether segment reporting under IAS and US 
GAAP would lead to comparable results and whether one approach was 
preferable to the other.  The Board asked its staff to obtain empirical data 
regarding the preference of the analyst community.  

IAS 23, Borrowing Costs  

The Board decided to address convergence on borrowing costs after the 
Canadian Accounting Standards Board finishes its project on initial 
measurement.  

IAS 28, Accounting for Investments in Associates  

The Board agreed to expand the scope of the staff’s analysis to include IAS 
31.  The results of the analysis will be presented and discussed at the 
meeting with the national standard setters in October 2002.  A possible 
outcome would be elimination of proportionate consolidation. 

IAS 35, Discontinuing Operations   

The project manager suggested looking at potential differences in the 
definition and timing aspects.  The Board agreed unanimously. Issues 
relating to impairment will not be included. 

IAS 19, Post-Employment Benefits  

The Board concluded that the differences between IAS 19 and the national 
standards should be addressed in a broad-scope convergence project.  The 
Board will discuss this issue with the Standards Advisory Council.  In 
addition, the staff was directed to summarise the similarities and differences 
between the standards.  
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We expect the IASB to publish an 
exposure draft in July.  The 
general approach is that IFRS 
applicable at the date of adoption 
should be applied retrospectively 
(with a few exceptions) when a 
company switches from national 
GAAP to IAS.   
 
All comparative information 
presented should be restated under 
IFRS.  Companies will need to 
prepare for the conversion to 
IFRS sufficiently in advance, in 
order to collect the information to 
prepare an opening balance sheet 
under IFRS at the “date of 
transition” to IFRS (the beginning 
of the earliest year presented) . 
 
 

PROJECT UPDATE: FIRST-TIME APPLICATION 

At its meeting in May , the Board reconsidered certain earlier tentative 
decisions and proposed:  

q To reverse its decisions at the March meeting on the treatment of 
available-for-sale financial assets and to require that, at the date of 
transition to IFRS, such instruments follow a treatment consistent with 
IAS 39.  As a result, in the opening IFRS balance sheet, the adjustment 
to fair value of an available-for-sale financial asset would be recognised 
in a separate component of equity, and gains or losses arising on 
subsequent disposal of the investment would include the ‘recycling’ in 
net profit or loss of all the fair value adjustments recognised in that 
separate component of equity.  At the March meeting, the Board had 
envisaged prohibiting the subsequent ‘recycling’ of any fair value 
adjustments (whether recognised or not in a separate component of 
equity) on available-for-sale financial assets existing at the date of 
transition to IFRS, to prevent ‘cherry-picking’ in the classification of 
financial instruments, particularly between the categories of financial 
assets as held-for-trading and available-for-sale.  

q To provide exemptions for the application of the proposed Standard on 
First-Time Application in the following two cases:  
q if an enterprise is a wholly owned subsidiary that already reports to 

its parent under IFRSs.  If this enterprise must prepare first IFRS 
financial statements for local GAAP purposes, it could use the 
financial information reported to the parent.  A reconciliation will 
be required to explain the transition from local GAAP to IFRS; and  

q if an enterprise adopts a full retrospective application of IAS 
requirements to prepare its first IFRS financial statements (the 
current SIC-8 approach).  

 
The Board’s principal 
conclusions: 

q All business combinations 
must use the purchase 
method.  Uniting of interests 
will no longer be permitted.   

q Intangible assets with finite 
useful lives acquired in a 
business combination should 
continue to be accounted for 
using an amortisation plus 
impairment test model.  

q Intangible assets with 
indefinite useful lives 
(whether or not acquired in a 
business combination) will not 
be subject to amortisation but 
should be tested for 
impairment at each year-end 
(or more frequently if events 
or changes in circumstances 
indicate that the asset might 
be impaired) by comparing the 
asset’s recoverable amount 
with its carrying amount.  

 

 

PROJECT UPDATE: BUSINESS COMBINATIONS – PHASE 1 
In April, the Board reaffirmed its prior decisions to issue an IFRS to replace 
IAS 22 and to issue revised versions of IAS 36 and IAS 38.  It made the 
following decisions on transition: 

q The effective dates of all three Standards would be for business 
combinations that are consummated (agreed to) after the Standards are 
issued and, in all other respects, for financial years beginning after the 
Standards are issued.  

q An entity electing early adoption would have to adopt all three 
Standards at the same time.  

q Amortisation will stop for any goodwill pre-existing at the time the 
Standards are adopted.  Instead, impairment testing will be required. 
This would apply also to goodwill implicit in an investment accounted 
for by the equity method.  

q Any negative goodwill pre-existing at the time the Standards are 
adopted should be credited directly to retained earnings.  This would 
apply also to negative goodwill implicit in an investment accounted for 
by the equity method.  

q An intangible asset acquired in a business combination before the 
Standards are adopted and that does not meet the recognition criteria in 
the revised IAS 38 would be reclassified as goodwill.  

q The revisions to IAS 38 would apply to intangible assets recognised at 
the time the Standards are adopted.  Any resulting change in estimated 
useful life (including a change from a finite life to an indefinite life) 
would be accounted for prospectively as a change in estimate.  
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 PROJECT UPDATE: BUSINESS COMBINATIONS – PHASE 1 

(continued) 
The Board voted in principle to approve all of the provisions of three 
exposure drafts that would revise IAS 22, IAS 36, and IAS 38.  IASB Staff 
were instructed to prepare ballot drafts for Board consideration 

At its May 2002 meeting, the Board discussed subsequent recognition of, or 
changes in the values assigned to, the acquiree’s identifiable assets, 
liabilities, and contingent liabilities.  The Board confirmed that at the 
acquisition date, the best estimate of fair values of net assets should be used.  
Regarding new information that comes to light after the acquisition has been 
initially accounted for, the B oard agreed that an adjustment to the initial 
numbers (and hence to goodwill) should only be made where it is an 
adjustment for an error.  The adjustment of the error in the fair values 
should be made as a prior year adjustment.  Revisions of estimates other 
than errors should not lead to an adjustment to the fair values but, instead, 
should recognised in the income statement.  The IFRS will provide guidance 
on what is an error and what is a change of estimate.  
 

The parts of Phase 2 dealing with 
applicati on of the purchase 
method and new basis accounting 
are being handled as joint projects 
with the US Financial Accounting 
Standards Board.  

 
 

PROJECT UPDATE: BUSINESS COMBINATIONS – PHASE 2 
 
In April, the Board formally added to its agenda Phase 2 of its Business 
Combinations project.  The project is expected to cover: 

q Application of the purchase method – that is, accounting procedures, 
including the following: 
–Issues relating to minority interest (whether a minority interest’s share 
of goodwill should be recognised and whether the purchase of a 
minority interest should be treated as the purchase of equity).  
–Treatment of successive share purchases. 
–Measurement of consideration for the acquisition, including 
measurement date, acquisition date, whether to depart from quoted 
market prices, direct costs, and contingent consideration. 
–Measurement of the identifiable net assets acquired, including 
restructuring provisions, deferred revenue, income taxes, assets to be 
disposed of, contingencies, revisions to original fair value estimates. 

q New basis accounting. 
q Certain issues that are excluded from Phase 1 of the Business 

Combinations project:  
–Combinations of entities under common control. 
–Combinations in which separate entities are brought together to form a 
reporting entity by contract only without obtaining an ownership 
interest.  

The Board has so far agreed that the accounting for a business combination 
should be based on the assumption that the transaction is an exchange of 
equal values.  The total amount to be recognised should be measured based 
on the fair value of the consideration paid or the fair value of the net assets 
acquired, whichever is more clearly evident: 

q If the consideration paid is cash or other assets (or liabilities incurred) 
of the acquiring entity, the fair value of the consideration paid 
determines the total amount to be recognised in the financial statements 
of the acquiring entity. 

q If the consideration is in the form of equity instruments, the fair value 
of the equity instruments ordinarily is more clearly evident than the fair 
value of the net assets acquired, and thus will determine the total 
amount to be recognised by the acquiring entity.  
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 PROJECT UPDATE: BUSINESS COMBINATIONS – PHASE 2 

(continued) 
 
The Board has also agreed that in a business combination, the acquiring 
entity obtains control over the acquired entity and is therefore responsible 
for the assets and liabilities of the acquired entity.  An amount equal to the 
fair value, on the date control is obtained, should be assigned to the 
identifiable assets acquired and liabilities assumed: 

q If the total fair value exchanged in the purchase transaction exceeds the 
amounts recognised for identifiable net assets, that amount is the 
implied fair value of goodwill. 

q If the total fair value exchanged in the purchase transaction is less than 
the amounts recognised for identifiable net assets, that amount should 
be recognised as a gain in the income statement. 

 
While the Board has not yet taken 
a formal vote on whether to 
require recognition or disclosure 
of the fair values of share-based 
payments, Board member 
comments indicate a general 
agreement with a recognition 
approach. 
 

PROJECT UPDATE: SHARE-BASED PAYMENT 

The Board discussed this project at all three of its meetings in the second 
quarter of 2002.  It has tentatively agreed that, in principle, all share-based 
payment transactions should be measured at the fair value of the shares or 
options issued.  It has also tentatively agreed that, where an observable 
market price does not exist, an option-pricing model should be used to 
estimate the fair value of share options. 

The Board considered whether unlisted companies should be exempted or 
permitted to use a different measurement method and has tentatively agreed 
that there should be no exceptions to the fair value measurement method.  
However, the IFRS should provide guidance on estimating expected 
volatility for the purposes of applying an option pricing model to options 
granted by unlisted companies. 

 
The replacement for IAS 30 will 
focus on activities (deposit-taking, 
lending, and securities business) 
regardless of the type of entity that 
undertakes those activities. 
 

PROJECT UPDATE: ACTIVITIES OF FINANCIAL INSTITUTIONS 

The Board did not discuss this project during the first or second quarters of 
2002.  The project involves reconsideration of IAS 30 and focuses on 
disclosure and presentation issues relating to deposit -taking, lending, and 
securities business activities.  Goals of the project are to eliminate 
redundancies between IAS 30 and other Standards, bring the existing IAS 
30 requirements up to date, and to enhance disclosures, particularly in the 
areas of risk exposure, asset quality, and capital adequacy.  
 

The Board is leaning toward a 
single performance statement for 
all rec ognised income and expense 
items, with no ‘recycling’.  Also, 
no more extraordinary items, and 
all changes in accounting policy 
reflected by retrospective 
restatement (not cumulative effect 
in earnings). 
 
 
 

PROJECT UPDATE: PERFORMANCE REPORTING 

Board discussions of performance reporting during the second quarter of 
2002 examined a two-column approach to the performance statement, as 
follows: 

Column 1 
Income and Expenses 
Relating to Current 
Period Operations  

Column 2 
Income and Expenses Resulting 
from Revisions to Prior 
Expectations about Future 
Periods (Remeasurements) 

 
Total  
 

The two columns are a consequence of the following principle previously 
approved by the Board:  

 Income and expenses resulting from the remeasurement of an asset or 
liability should be reported separately. ‘Remeasurement’ refers to the 
revision of estimates embedded in the carrying values of assets and 
liabilities.   

Discussions in May and June centred on how various items of income and 
expense would be reported under this two-column approach. 
 



______________________________________________________________________________ 
Deloitte Touche Tohmatsu 11 July 2002 

 
The IASC steering committee has 
been reconstituted as an IASB 
advisory group.  It developed in 
June 2001 a Draft Statement of 
Principles to serve as the basis for 
IASB discussions.  The DSOP can 
be downloaded from IASB’s web 
site (www.iasb.org.uk).   

While the DSOP is not a formal 
IASB discussion document, IASB 
has invited those who wish to 
comment to send their views 
directly to Peter Clark, the project 
manager: pclark@iasb.org.uk.  

IASB plans to publish an exposure 
draft of a Standard in the fourth 
quarter of 2002. 

PROJECT UPDATE: INSURANCE CONTRACTS  

At its meeting in May 2002, the Board acknowledged that the timetable for 
completion of the project on insurance contracts will not enable companies 
that will have to apply IFRS in 2005 for the first  time to prepare for the 
change sufficiently in advance.  Therefore, in addition to continuing its 
work on the main project, the Board envisages publishing guidelines (or 
maybe a Standard) that would explain how an insurance company can be 
compliant with IFRS while no Standard on insurance contracts is available. 
This guideline would include:  

q A reminder that all existing IFRS are applicable, including IAS 39 on 
financial instruments. However, the Board acknowledges that some 
guidance may be needed on how to apply IAS 39 to certain specific 
features of insurance activities.  

q An indication that, as long as the IASB has not published a Standard on 
insurance contracts, an enterprise should continue to apply its current 
accounting policies, as long as they do not conflict with the Framework.  

q If possible, guidance on the treatment of catastrophe provisions and 
equalisation reserves, discounting of liabilities, and deferred acquisition 
costs. However, the Board acknowledges that it might be difficult to 
come to a consensus on the latter two items as long as the main project 
is not completed.  

q Requirements for enhanced disclosures of the accounting policies 
followed by an insurance company, specific risks (particularly 
insurance risks) and how risk and uncertainty is considered in preparing 
the financial statements.  
 

Except for administrative and 
personnel matters, all of these 
meetings are open to public 
observation.  Registration forms 
are on IASB’s web site. 
 
 

UPCOMING MEETINGS OF IASB, SAC, IASCF, IFRIC 
International Accounting Standards Board (IASB) 

q 17-19 July 2002, London, UK  
q 18-20 September 2002, Norwalk, CT, USA  
q 23-25 and 28-29 October 2002, London, UK (28-29 October with 

National Standard Setters)  
q 12-16 November 2002, Hong Kong SAR, China (15-16 November with 

the Standards Advisory Council).  Also IASB will conduct an IAS 
Workshop in Hong Kong on 20 November.  

q 18-20 December 2002, London, UK  
 
Standards Advisory Council (SAC) 

q 15-16 November 2002, Hong Kong SAR, China 
 
Trustees of the IASC Foundation (IASCF) 

q 19 November 2002, Hong Kong SAR, China 
 
International Financial Reporting Interpretations Committee (IFRIC) 

q 23-24 July 2002, London, UK 
q 28-29 August 2002, London, UK 
q 25-26 November 2002, London, UK 
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 NEWS FROM THE UNITED STATES  

FASB’s web site: 
www.fasb.org 

CHANGES AT FASB 

On 1 July 2002, Robert Herz became the Chairman of the US Financial 
Accounting Standards Board, replacing Edmund Jenkins, who retired.  Mr. 
Herz had been a part -time member of the IASB since its formation last year. 

The Trustees of the Financial Accounting Foundation, which oversees 
FASB, have changed the FASB voting requirement for standards and 
exposure drafts from 5 out of 7 to a simple 4-3 majority.  The voting 
requirement for IASB is also a simple majority.   

FASB has reorganised its research and technical activities staff into three 
components: 

q major projects and technical activities (to be headed by Suzanne Q. 
Bielstein, formerly Assistant Director, Research and Technical 
Activities),  

q technical application and implementation activities (director to be 
named), and 

q planning, development and support activities (to be headed by 
Kimberley R. Petrone, formerly Project Manager).   

The Director, Technical Application and Implementation Activities will 
serve as Chair of the EITF.  Until that position is filled, G. Michael Crooch, 
an FASB Board member and former member of IASC, serves as the EITF 
Chair.  
 

Details: 
www.sec.gov/news/speech/ 
spch554.htm  

WILL THE SEC LET FOREIGN COMPANIES USE IFRS WITHOUT 
RECONCILIATION? 

In an 18 April 2002 speech in Germany titled “Moving Toward the 
Globalization of Accounting Standards”, the Chief Accountant of the SEC, 
Robert K. Herdman, raised the possibility that the SEC will accept financial 
statements from foreign registrants prepared on the basis of IFRS without 
reconciliation to US GAAP:  

 The prospect that 7,000 listed companies in the European Union 
member states will be satisfying their listing requirements by 
disseminating financial statements prepared under IAS is one that we 
at the SEC must give serious consideration to vis à vis our filing 
requirements. The following matters will influence whether the SEC 
will arrive at the result you all, I am sure, hope for – that we would 
accept those filings in the U.S.: 
q The standards themselves, through the IASB’s existing projects 

on improvements, etc., as well as what I hope can be achieved 
through cooperative efforts between the IASB and the FASB, 
achieve sufficient short-term convergence. 

q Infrastructure is sufficiently developed so that the standards are 
interpreted and applied in the manner intended with sufficient 
consistency across countries and firms.  IFRIC alone is not 
enough, I believe, to accomplish that goal. 

q Training of thousands of accountants and auditors who have not 
previously worked with IAS, keeping in mind the standards will 
be moving targets. 

q Continued progress is made in the areas of regulatory oversight 
of the auditing profession and in CESR’s* determination of 
appropriate regulation of filing  

 
*CESR is the Committee of European Securities Regulators, also called 
European Securities Regulators Committee, or ESRC.  The European 
Commission created the committee in June 2001 as part of its plan for a 
single securities market in Europe. 
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Details: 
www.sec.gov/news/press/ 
2002-88.htm  
 
List of the 947 companies:  
www.sec.gov/news/press/2002-
96.htm  

SEC ORDERS MANAGEMENT CERTIFICATION OF FINANCIAL 
STATEMENT ACCURACY 

The US Securities and Exchange Commission has posted (www.sec.gov) a 
list of 947 companies whose chief executive and chief financial officers are 
now required to personally certify in writing, under oath, that their most 
recent reports filed with Commission are both complete and accurate. 
Officers who make false certifications will face personal liability.  The 
companies are domestic SEC registrants with annual revenues above $1.2 
billion.  
 

 FINANCIAL TIMES URGES US TO MOVE TO ‘PRINCIPLES-
BASED STANDARDS  

In an editorial titled “The World After WorldCom”, the Financial Times  on 
27 June 2002 said: 

 It is time for US accounting standards to move away from prescriptive 
rule-making towards the alternative used in many other countries, 
which focuses on ‘substance over form’.  US regulators have been 
suspicious of principles-based standards drafted by the International 
Accounting Standards Board, arguing that the US approach is 
superior. As the list of US accounting scandals mounts, it is hard to 
maintain such a position.  

 

Details: 
www.sec.gov/news/press/ 
2002-63.htm  

SEC REQUIRES FOREIGN ISSUERS TO FILE ELECTRONICALLY 

The US SEC has amended Regulation S-T, the Commission's rules 
governing electronic filing, to eliminate the current exemption of foreign 
issuers from mandated EDGAR filing.  EDGAR is the SEC’s Electronic 
Data Gathering, Analysis, and Retrieval system.  Starting 4 November 2002, 
foreign companies (including Canadian issuers operating under the 
Multijurisdictional Disclosure System) and foreign governments must file 
their Securities Act and Exchange Act documents electronically. 
 

Details: 
www.sec.gov/news/press/ 
2002-75.htm  

FREE REAL-TIME ACCESS TO ALL SEC FILINGS 

The US Securities and Exchange Commission’s web site has begun 
providing free, real-time access to its EDGAR database of corporate filings.  
Previously, EDGAR filings did not appear on the SEC’s web site for at leas t 
24 hours.  The SEC requires all public companies (except those with less 
than $10 million in assets and fewer than 500 shareholders) to file 
registration statements, quarterly and annual reports, and other forms 
electronically through the EDGAR system. 
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Details:   
www.fasb.org/ 
annualreport/FAF_2001_AR.pdf 

FASB CHAIRMAN COMMENTS ON CONVERGENCE 

In the 2001 annual report of the US Financial Accounting Foundation, 
Edmund L. Jenkins, who retired from the FASB chairmanship on 30 June 
2002, addressed how the FASB is supporting convergence of International 
Accounting Standards:  

q The FASB has jointly agreed with the other standard setters and the 
International Accounting Standards Board (IASB) to commitments 
and protocols that mutually support efforts of cooperation and 
convergence of accounting standards that should create truly 
efficient global markets.  

q Central to the FASB’s participation in the development of 
international accounting standards is its commitment to increasing 
global comparability while maintaining the highest quality 
accounting standards in the U.S.  

q In supporting convergence, the FASB’s goal is to ensure that 
international accounting standards are of the highest quality. To 
accomplish that goal, the FASB supports the IASB as the focal point 
for the development of international accounting standards. The 
FASB intends to participate as fully as possible in the IASB’s 
process while maintaining the highest quality standards 
domestically. In September 2001, the FASB and the IASB agreed to 
work together on a second phase of the former’s business 
combinations project. The focus of this joint project is on procedures 
for applying the purchase method of accounting.  

 

 GOLDMAN SACHS CEO CALLS FOR GLOBAL STANDARDS 

In a presentation to the National Press Club in Washington, Henry M. 
Paulson, Jr., CEO of Goldman Sachs, called for major changes in how 
public companies are run, audited, and regulated, and for convergence of 
global accounting systems:  

 Reform of the U.S. Rules-Based Accounting System: This is  
where the most change is needed, Mr. Paulson said. Today, US 
GAAP accounts for the vast majority of the world’s economic 
activity, and is generally viewed as the best accounting system in 
the world.  The ‘European system’, which is less rule oriented and 
more judgment based, is clearly different and successful in its own 
right.  The goal should be convergence of accounting systems, 
incorporating the best from both models.  To do this, we need a 
new approach to standard setting.  

 A Long Hard Look:  Mr. Paulson encouraged the SEC to “take a 
long, hard look at how accounting standards are set in the US”, 
including governance of FASB, selection of FASB members, the 
FASB standards -setting process “with all of its time delays”, and 
its resources.  

 Fair Value Accounting: Mr. Paulson urged the FASB to review 
historical cost accounting which, he said, is “hopelessly 
antiquated for companies primarily engaged in financial services 
or for companies heavily involved with financial instruments, such 
as Enron.  Instead of requiring such companies to record the 
current, fair market value of all financial assets and liabilities, the 
historic cost model allows them to record certain financial assets 
and liabilities at their historic cost.  And while the value of 
financial instruments can vary greatly with the fluctuations of the 
market, institutions that use historic cost methodology – primarily 
banks – are not required to account for those movements in their 
financial statements.  The result is that investors, regulators and 
the media have no way of quantifying the real economic impact” 
of these instruments. 
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Details: 
www.sec.gov/news/speech/ 
spch550.htm  

SEC COMMISSIONER SUGGESTS US LOOK TO IASB 
PROGRESS ON STOCK OPTIONS  

In a speech to the American Bar Association, US SEC Commissioner Isaac 
C. Hunt suggested that failure to expense the cost of stock options could 
result in “more capital being invested in companies that on the surface 
appear to be high growth earnings companies because their labour costs are 
not fully reflected in their financial numbers”.  He notes, however, that the 
FASB has “many more important priorities that must be addressed before it 
can re-examine accounting for option compensation.  For example, 
accounting for special purpose entities and revenue recognition issues must 
be FASB priorities.”  Because the International Accounting Standards 
Board is currently examining this issue, Commissioner Hunt suggests that 
“it very well may be prudent to see what they come up with before FASB or 
the Commission addr ess this issue.” 

 

 USA ACCOUNTING ROUNDUP NEWSLETTERS POSTED TO 
IASPLUS.COM 

We have begun posting issues of Accounting Roundup, a newsletter 
published by Deloitte & Touche (United States), summarising recent 
accounting and financial reporting developments in the United States of 
America.  Most issues include IASB-related topics.  Accounting Roundup is 
published periodically as developments warrant – generally at least 
monthly.  Issues starting with 11 January 2002 are available at 
www.iasplus.com/country/usa.htm. 
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Details: 
http://europa.eu.int/comm/ 
internal_market/en/ 
company/account/news/  
index.htm  
 
 
 
 
 
 
 
 
 

NEWS ABOUT IAS IN EUROPE 

On our website www.iasplus.com , we maintain a comprehensive 
summary of IAS-related events taking place in Europe.  Presented below are 
the key events of the past three months. 
 

EUROPE ADOPTS REGULATION REQUIRING IAS BY 2005 

The Council of the European Union has adopted an IAS Regulation 
requiring listed companies, including banks and insurance companies, to 
prepare their consolidated accounts in accordance with International 
Accounting Standards (IAS) from 2005 onwards.  Member States may defer 
application until 2007 for those companies that are listed both in the EU and 
elsewhere and that currently use US GAAP or other GAAP as their primary 
basis of accounting [this is expected to be mostly some German companies], 
as well as for companies that have only publicly traded debt securities.  

The goal of the Regulation is to eliminate barriers to cross-border trading in 
securities by ensuring that company accounts throughout the EU are 
reliable, transparent, and comparable.  The Regulation has the force of law 
without requiring transposition into national legislation.  Member States 
have the option of extending the requirement s of the Regulation to unlisted 
companies and to the production of individual accounts. 

“To ensure appropriate political oversight”, the Regulation establishes a 
new EU mechanism to “assess IAS to give them legal endorsement” before 
they can be used in Europe.  The mechanism includes an Accounting 
Regulatory Committee to advise the Commission in this regard and sets a 
deadline of 31 December 2002 for decisions regarding existing IAS.  Under 
the Regulation, IAS can only be adopted if they (a) are not contrary to EU 
Directives, (b) are conducive to the European public good, and (c) meet the 
criteria of understandability, relevance, reliability, and comparability.  The 
Regulation requires that the Commission consider the views of national 
accounting standard setters; securities, banking and insurance regulators; 
central banks including the ECB; the accounting profession; and users and 
preparers of accounts.   

The private sector in Europe has created an organisation called the European 
Financial Reporting Advisory Group (EFRAG) to present coordinated views 
to the new Accounting Regulatory Committee and to the Commission itself.  
EFRAG’s new web site can be found at www.efrag.org.   
 

Details: 
Same link as above.  

EUROPE PROPOSES REVISED ACCOUNTING DIRECTIVES  

The European Commission has proposed to amend the existing European 
Union Accounting Directives as part of its plan to create an integrated 
financial services market in Europe.  The proposal complements the IAS 
Regulation [see previous story] that will require all EU companies listed on 
a regulated market to use IAS from 2005 onwards and will allow Member 
States to extend the IAS requirement to all companies.  The proposed 
changes will remove all inconsistencies between the Directives and IAS in 
existence at 1 May 2002.  
 

 EFRAG RECOMMENDS THAT EC ENDORSE ALL EXISTING IAS 

In response to a request from the European Commission, EFRAG’s 
Technical Expert Group has reviewed IAS 1-41 and all extant SICs and has 
concluded that (a) they are not contrary to the true and fair principle in the 
4th and 7th Directives and (b) they meet the required criteria of 
understandability, relevance, reliability, and comparability.  EFRAG 
concludes that “it is in the European interest that the process of adoption of 
the current standards should now be set in motion.  Accordingly, we 
recommend endorsement of the current standards ‘en bloc’.”  
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You will find comprehensive 
information about the use of IAS 
in Europe on our web site: 
www.iasplus.com .    

POLICY RECOMMENDATIONS FROM ECOFIN 

At its meeting in April, the European Council of Finance Ministers 
published a communiqué urging the following policy actions: 

q Speedy adoption this year of the Proposed Regulation requiring the use 
of IAS by listed EU companies from 2005, in line with the Barcelona 
Council conclusions [this was subsequently done]. 

q Preparation of the Commission’s endorsement decision of existing IAS 
so as to make it possible for listed EU companies to prepare the change -
over in time for the 2005 deadline. 

q Further development of EU and national enforcement mechanisms so as 
to ensure proper and harmonised application of IAS within the EU in 
co-ordination with the Committee of European Securities Regulators 
(CESR). 

q Sustained and co -ordinated upstream pressure within the IAS process to 
ensure that new IAS continue to follow the principle-based approach 
and reflect, as much as possible, European concerns. 

q Continuation of the dialogue with US authorities to encourage their 
acceptance of IAS financial statements prepared by listed EU 
companies for listing within the US without reconciliation to US GAAP 
from 2005 onwards. 

q EU support for global convergence through the IAS process on 
important accounting issues such as the treatment of financial 
instruments, share based payments and off-balance sheet financing 
schemes. 

q Urgent modernisation of existing Accounting Directives in order to 
apply IAS principles to unlisted companies, when a Member State so 
chooses [proposals have been published]. 

q Before Summer 2002, publication by the Commission of a second 
consultative document on Regular Reporting.  This document will 
address issues such as the periodicity of financial reporting (quarterly 
reporting) and on-going disclosure obligations [this has been done].  

 
International Standards on 
Auditing are developed by the 
International Auditing and 
Assurance Standards Board of 
IFAC.  Their web site is: 
www.iaasb.org. 

EC ADOPTS AUDITOR INDEPENDENCE RECOMMENDATIONS 

The European Commission has adopted non-binding recommendations 
regarding auditor independence.  The recommendations are intended as a 
framework within which all of the general issues of statutory auditors’ 
independence should be considered.  Section A of the recommendations sets 
out the overarching independence requirements for statutory auditors and 
discusses the scope of persons to whom independence rules should apply.  
Section B reviews a range of specific circumstances in which threats to 
independence could arise and provides guidance on the measures a statutory 
auditor should take to mitigate such threats in relation to a particular 
statutory audit.  An annex provides related explanations and guidance.  Full 
text of the recommendations may be downloaded from 
www.iasplus.com/resource/euaudit.pdf. 
 

 FEE STUDY: ENFORCEMENT OF IAS IN EUROPE 

The European Federation of Accountants (FEE) has published a discussion 
paper that examines how IFRS should be enforced in order to ensure the 
consistent and rigorous application of financial reporting standards 
throughout Europe by 2005.  The discussion paper calls for creation of a 
European enforcement coordination mechanism as a partnership among 
national enforcement bodies, including securities regulators (such as COB 
in France or CONSOB in Italy) and review panels (such as the UK Financial 
Reporting Review Panel). 
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Visit FEE’s web site: 
www.fee.be   

FEE POSITION PAPER ON THE STATE OF ACCOUNTING AND 
AUDITING IN EUROPE 

FEE has also published a position paper on the Role of Accounting and 
Auditing in Europe .  The report identifies a series of action items in light of 
recent high profile international business failures and concerns about the 
current state of corporate governance and financial reporting in Europe.  The 
paper may be downloaded from www.iasplus;.com/resource/fee0205.pdf. 
 

 FEE STUDY ON ACCOUNTING FOR BUSINESS COMBINATIONS 
IN EUROPE 

FEE has published the results of a study of accounting practices for 96 
business combinations in 16 European countries in 1999 and 2000.  Using 
the IAS 22 definition of a business combination, the study examines in 
detail the following six issues:  

q What is being obtained: shares (in entities) or other assets. 
q What is the consideration: transferring shares or other assets. 
q The substance of the transaction: an acquisition or a uniting. 
q How is it accounted for: purchase, pooling or fresh start. 
q Calculation of goodwill. 
q Treatment of goodwill. 
 

 EC SECOND PUBLIC  CONSULTATION ON DISCLOSURE 
TRANSPARENCY 

The European Commission has invited a second and final round of 
comments on the information that must be provided by companies whose 
securities are traded on regulated markets.  The Commission intends to 
submit a proposal for new legislation to the European Parliament and the 
Council by the end of 2002.  Among the proposals on which comment is 
sought is a differential approach to financial report ing.  An equity issuer 
whose annual turnover exceeds €25 million would have to provide, on a 
quarterly basis, a condensed set of financial statements and a management 
report.  Smaller equity issuers would also report quarterly, but only on net 
turnover and profit or loss before and after deduction of tax.  Issuers of debt 
securities whose shares were not publicly traded could be subject only to 
half-yearly reporting requirements.  
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 NATIONAL ADOPTIONS OF IAS 

 

Details at the FRC web site: 
http://www.frc.gov.au/ 

AUSTRALIA PROPOSES TO REPLACE NATIONAL STANDARDS 
WITH IAS 

On 3 July 2002, the Australian Financial Reporting Council (FRC) 
announced its support for the adoption by Australia of International 
Accounting Standards by 1 January 2005.  The FRC is the body established 
under Australian law to oversee the process for setting accounting standards 
in Australia, including overseeing the operations of the Australian 
Accounting Standards Board (AASB).  The FRC proposal, which is subject 
to the Government's support for necessary amendments of the Corporations 
Act, would mean that, from 1 January 2005, the accounting standards 
applicable to reporting entities under the Act will be the standards issued by 
the International Accounting Standards Board.  After that date, audit reports 
will refer to companies' compliance with IASB standards.  
 

 CANADA PROPOSES TO ALLOW CERTAIN FOREIGN 
ISSUERS TO USE IAS OR THEIR NATIONAL GAAP 

The Canadian Securities Administrators have proposed that certain eligible 
foreign issuers would be allowed to submit financial statements prepared 
using International Accounting Standards or using GAAP in Australia, 
France, Germany, Hong Kong, Italy, Japan, Mexico, the Netherlands, New 
Zealand, Singapore, South Africa, Spain, Sweden, Switzerland, and the UK.  
The CSA is also proposing that Canadian companies registered with the US 
SEC could use US GAAP, with a reconciliation to Canadian GAAP for the 
first two years in which US GAAP is used. Comments on the proposal are 
due 19 September 2002.  
 

 IAS ARE MANDATORY IN KYRGYZSTAN AND GUYANA 

Kyrgyzstan has enacted a law making IAS mandatory for banks and limited 
companies by 31 December 2003.  Other large and medium-sized 
enterprises must apply IAS by 2005, and small enterprises by 2006.  The 
law came into force on 29 April.  

In Guyana, all companies must prepare their financial reports using 
International Accounting Standards. 
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 NEW FROM DELOITTE TOUCHE TOHMATSU 

There is no charge to download 
these documents from our web site  
Just go to www.iasplus.com, then 
click IAS Resources, then click 
Deloitte Touche Tohmatsu 
Publications Relating to IAS.  

Please note that the 25-page 
summary of the IAS-US-Dutch 
GAAP comparison on our web site 
is free.  The full report was 
published by a Dutch industry 
group, which imposes a charge for 
their report.   
 
 

UPDATED IAS IN YOUR POCKET IS AVAILABLE 

We have published a new version of our very popular mini-guide to IAS – 
IAS in Your Pocket.  This little 80-page booklet includes: 

q Chronology of IASC and IASB. 
q Details about the IASB structure. 
q Recent developments in adoption of IAS/IFRS around the world.  
q Summaries of each IAS and each Interpretation. 
q For each IAS, key tentative conclusions of the IASB about possible 

amendments to the IAS. 
q Background on each of the IASB agenda projects. 
q Useful contact information. 

A PDF version of IAS in Your Pocket can be downloaded at 
www.iasplus.com/links/pubs.htm.   
  

 
 
 

NEW DELOITTE ANALYSIS OF IASB INSURANCE PROJECT 

Deloitte Touche Tohmatsu has published an analysis of the Future IAS on 
Insurance Contracts, updated as of May 2002.  Electronic copies of the 
booklet may be downloaded from www.iasplus.com/resource/insa4.pdf.  For 
additional information please contact Deloitte Touche Tohmatsu partners 
Catherine Guttmann (cguttmann@deloit te.fr) or Laurence Rivat 
(lrivat@deloitte.fr). 
 

 

 

COMPARISON OF DUTCH GAAP, US GAAP, AND IAS 

Deloitte & Touche in the Netherlands has published, together with the 
Confederation of Netherlands Industry and Employers (VNO-NCW), the 
third edition of Accounting Standards Compared: Differences between IAS, 
NL-GAAP, and US-GAAP.  This 221-page report analyses the differences 
in financial reporting between Netherlands legislation and regulations, IASB 
Standards, and US GAAP.  A summary, which highlights the main GAAP 
differences, may be downloaded from 
www.iasplus.com./resource/iasnlus.pdf.  The full report must be ordered 
from VNO-NCW at www.vno -ncw.nl/frames/frame_order.htm. (EUR 30.00 
for members / EUR 55.00 for non -members of the VNO-NCW) 
 

 NEW DELOITTE PUBLICATION ON QUALITY OF EARNINGS  

Deloitte & Touche (USA) has published Quality of Earnings, the second in 
a series of booklets intended to help members of management, audit 
committees, boards of directors, and others better understand and assess key 
accounting, business, and other issues that companies currently face.  You 
can download this booklet and the earlier Integrity and Quality booklet from 
our web site: www.iasplus.com/links/pubs.htm. 
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 DELOITTE & TOUCHE STUDY COMPARES IAS AND GAAP IN 14 

CENTRAL EU ROPE COUNTRIES 

Deloitte & Touche (Central Europe) has published a comparison of 
International Accounting Standards with generally accepted accounting 
practice in Albania, Bulgaria, Belarus, Croatia, Czech Republic, Estonia, 
Hungary, Latvia, Lithuania, Poland, Republic of Macedonia, Romania, 
Slovakia, and Slovenia.  The comparison is based on the accounting 
legislation effective in these 14 countries as of December 31, 2000.  In 
certain countries, changes to the accounting legislation have occurred since 
that date, generally in the direction of greater conformity with IAS.  The 
study is available on our web site at www.iasplus.com/links/pubs.htm. 
 

 
DELOITTE & TOUCHE COMMENTARY ON SPECIAL PURPOSE 
ENTITIES 

We have posted on our IAS web site the April/May 2002 edition of Deloitte 
& Touche For the Record.  The subject of that issue is Improving the 
Transparency of Special Purpose Entities, and it addresses these from a US 
GAAP standpoint.  The report may be downloaded at 
www.iasplus.com/resource/spedt.pdf. 
 

Details: www.iosco.org IOSCO CAUTIONS ON NON-GAAP EARNINGS 
MEASURES 

The IOSCO Technical Committee has issued a “Cautionary Statement” 
urging issuers, investors, and others to use care when presenting and 
interpreting non-GAAP measures of results.  These are often identified by 
such terms as operating earnings, cash earnings, earnings before one-time 
charges, EBITDA (earnings before interest, taxes, depreciation, and 
amortisation), adjusted earnings, and pro forma net income.  IOSCO 
“reminds issuers of the responsibility in all instances to ensure that the 
information they provide to the public is not misleading.  Selective editing 
of financial information may be misleading if it results in the omission of 
material information. Issuers are cautioned that regulatory actions may be 
taken if information is disclosed in a manner considered misleading.”  
 

Details: www.iosco.org IOSCO CITES PROGRESS TOWARD GLOBAL 
ACCOUNTING STANDARDS 
In the final communiqué of the XXVIIth Annual Conference (18-24 May 
2002) of the International Organization of Securities Commissions, IOSCO 
noted considerable progress toward acceptance of IAS by its members: 

 Following up on its Resolution Concerning the Use of IASC 
Standards for the Purpose of Facilitating Multinational Securities 
Offerings and Cross Border Listings adopted by the Presidents’ 
Committee in May 2000, IOSCO conducted a survey of the 
acceptance of International Accounting Standards by IOSCO 
members. The results indicate that many jurisdictions permit 
incoming issuers to use IAS, and others are actively working towards 
this end. Moreover, since May 2000, there have been a number of 
developments promoting the use of IAS. These include: (i) the 
decision of the EU Council of Ministers (ECOFIN Council) requiring 
the use of IAS by 2005; (ii) the completion of the reconstitution of the 
IASB into a full-time independent standard setter, and (iii) the 
formation of the Committee of European Securities Regulators with a 
special sub-group devoted to these issues. Looking ahead, to further 
these efforts, IOSCO encourages the IASB and national standard 
setters to work cooperatively and expeditiously to achieve 
convergence in order to facilitate cross-border offerings and listings 
and encourages regulators to address the broader issues of consistent 
interpretation, application and enforcement.  
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ACCOUNTING STANDARDS UPDATE IN THE EUROPE-AFRICA REGION 
 
FRANCE 
Contact: Laurence Rivat 
 
 
 

At its June meeting, the Conseil National de la Comptabilité (CNC) 
approved the following texts: 

q Avis n° 2002-05, Presentation of individual financial statements of 
investment companies. 

q Avis n° 2002-06, Presentation of consolidated financial statements of 
investment companies. 

q Avis n° 2002-07, Depreciation/amortisation and impairment of assets.  

To become mandatory, these texts must be approved by the Comité de la 
Réglementation Comptable (CRC).  Approval is expected to be received 
before the end of the year.  The CRC will also set out the effective dates and 
transitional requirements for these texts.  

Avis 2002-05 and 2002-06 lay down requirements for a prescribed format of 
the elements of financial statements (balance sheet, income statement, 
notes) of investment companies. 

Avis 2002-07 revises current requirements for the depreciation/amortisation 
and impairment of assets.  The text was written with the objective of 
harmonising the requirements with: 

q IAS 16, Property, Plant and Equipment. 

q IAS 38, Intangible Assets. 

q IAS 36, Impairment of Assets. 

However, in some cases the harmonisation exercise was limited due t o: 

q The existing link between accounting and taxation in individual 
financial statements. 

q The current IASB projects on these topics. 

As a result, for example: 

q Depreciation may be calculated differently in individual and 
consolidated financial statements. 

q Some intangible assets may not be amortised. 

q Recoverable amount is calculated based on the higher of net selling 
price and ‘value in use’.  However, the text does not require the 
discounting of cash flows in determining ‘value in use’.  The text also 
includes much less guidance than IAS 36.  (e.g. it does not include the 
concept of cash-generating units). 

The CNC will reconsider these new requirements once the IASB has 
finalised its projects on Business Combinations – Phase I and Improvements 
to IFRS. 
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GERM ANY 
Contact: Reinhard 
Scharpenberg   

In April 2002 three German Accounting Standards (GAS) were published in 
the Federal Gazette: GAS 1a “Exempting Consolidated Financial 
Statements in accordance with § 292a of the Commercial Code – 
Consolidated financial statements in accordance with US GAAP: Goodwill 
and other non-current intangible assets”, GAS 10 “Deferred taxes in 
consolidated financial statements” and GAS 11 “Related Party Disclosures”. 

GAS 1a takes the affirmative view that consolidated financial stat ements 
drawn up in accordance with internationally accepted accounting principles 
still meet the requirements for exemption as promulgated by § 292a of the 
Commercial Code. The revised accounting treatment for goodwill under 
SFAS 142 would not change this presumption. 

GAS 10 refers to deferred tax issues in consolidated financial statements. 
Contrary to IAS 12, Income Taxes, where the balance sheet liability method 
is applied, deferred taxes under GAS 10 are based on the income statement 
liability method. T hus only timing differences affecting the income 
statement qualify for deferred taxes. However, deviating from current 
German accounting practice, differences reversing only on the disposal of 
an asset or liability are also included in the definition of timing differences.  

For timing differences arising on consolidation, deferred tax has to be 
recognised. In contrast to IAS 12 deferred tax is always recognised, 
irrespective of whether negative goodwill arises or increases. 

The provisions of GAS 11 regarding related parties, related party 
transactions and information to be disclosed are similar to those in IAS 24, 
Related Party Disclosures. In contrast to the international standard, the 
scope of GAS 11 requires only capital market oriented companies preparing 
group accounts to disclose related party relationships. Other enterprises are 
encouraged to apply the requirements of this standard. 

In addition to the above, the GASB issued an exposure draft E-GAS 17 
“Revenue”. This exposure draft addresses the recognition and measurement 
of revenue from the sale of assets and rendering of services. The scope of E-
GAS 17 is more comprehensive than the one in IAS 18, Revenue, in that it 
also covers construction contracts.  The approach of E-GAS 17 aims to 
establish consistent requirements regarding revenue recognition and 
measurement. The proposed accounting treatment of E-GAS 17 is similar or 
even identical to IAS 18 and IAS 11, Construction Contracts, respectively. 
As a major difference E-GAS 17 requires the existence of an actual 
arrangement or contract regarding the sales of goods or rendering of 
services before revenue can be recognised. 

SOUTH AFRICA 
Contact: Graeme Berry 

T he Accounting Practices Board (APB) in South Africa (SA) has a policy of 
harmonising SA Statements of Generally Accepted Accounting Practice 
(GAAP) with IAS. 

With the exception of the effective dates of the Statements, all SA 
Statements are similar to IAS.  

The following SA Exposure Drafts are still outstanding: 

q ED 140: Report of Historical Financial Information to be Included in a 
Prospectus  
(No equivalent IAS ED exists). 

The Accounting Practices Committee (APC) is revising the process of 
issuing local Statements of Generally Accepted Accounting Practice 
(GAAP). As part of this process they intend t o clean out the AC 300-series 
Opinions and, where required, replace such Opinions with an AC 500-series 
Interpretation. 
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SOUTH AFRICA, continued 
 
 
 
 

The AC 300 series are opinions issued by the Accounting Issues Task Force, 
established by the South African Institute of Chartered Accountants 
(SAICA), in order to provide a forum for timely review of accounting issues 
that are, or could be subject to divergent, or unsatisfactory treatment in 
practice.  Task force opinions do not override principles establis hed by 
Generally Accepted Accounting Practice (GAAP) in the AC 100 and 400 
series, but offer guidance to preparers, auditors and users of financial 
statements, thus facilitating the standardisation of accounting treatments. 

The AC 500-series pronouncements  will be approved for issue by the 
Accounting Practices Board and will have the same authority as the 
AC 100 – series Statements of GAAP and AC 400 – series Interpretations. 

Most of the AC 300 – series Opinions have subsequently been withdrawn 
and the first two proposed AC 500 - series pronouncements are now being 
exposed for public comment. They are: 

q ED 152 (proposed AC 500) – Preface to the AC 500-series of 
Statements of Generally Accepted Accounting Practice. 

q ED 153 (proposed AC 501) – Accounting for Secondary Tax on 
Companies. 

The following SA Draft Interpretations were issued and accepted as part of 
the AC 400 series: 

q AC 427 – Evaluating the Substance of Transactions in the Legal Form 
of a Lease (immediate effect). 

q AC 428 – Business combinations – “Date of Exchange” and Fair Value 
of Equity Instruments (immediate effect). 

q AC 429 – Disclosure – Service Concession Arrangements (immediate 
effect). 

q AC 430 – Reporting currency – Translation from Measurement 
Currency to Presentation Currency (effective 1/1/2002). 

q AC 431 – Revenue – Barter Transactions Involving Advertising 
Services (effective 1/1/2002). 

q AC 433 – Consolidation and Equity Method – Potential Voting Rights 
and Allocation of Ownership Interests (effective 1/1/2002). 

The following SA Draft Interpretations are still outstanding: 

q ED-SIC 432 – Intangible Assets – Web Site Costs. 

q ED-SIC 434 – Financial instruments – Instruments or Rights 
Redeemable by the Holder. 

As the IASB has indicated that it will not pursue finalisation of SIC D -34 
(this Interpretation will be included in the improvements of IAS 32/39), it is 
unclear whether the AITF will continue to work on this Interpretation. 

GAAP monitoring panel 

The South African Institute of Chartered Accountants approved the 
principles of an arrangement with the JSE Securities Exchange to monitor 
financial statements of listed companies, with a view to taking action 
against companies which do not comply with the requirements of 
accounting standards. 
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SOUTH AFRICA, continued 
 

Joint disciplinary task team 

In the light of the recent corporate failures, the SAICA, together with the 
Public Accountants and Auditors’ Board (PAAB) recently joined forces to 
form a Joint Disciplinary Task Team to review the disciplinary process of 
the accountancy profession. The decision to form the task team was the 
result of the SAICA board’s decision in 2001 to tighten up on the 
disciplinary processes of the profession.   

The Task Team was given a broad mandate to review the current 
disciplinary processes of the two organisations in order to recommend 
improvements and harmonisation in the public interest.  The mandate 
included consideration of the following specific issues: 

q The ability to obtain and subpoena evidence and witnesses, both by a 
statutory body and a voluntary association.  

q How the disciplinary needs of both SAICA and the PAAB can be met 
without double trials.  

q The credibility of the process in the eyes of both the public and the 
members of both bodies.  

q The acceptability of “plea-bargaining” as a mechanism for improving 
the efficiency of the process.  

q The optimum level of resources needed to be able to conduct the 
process effectively and the level of expenditure needed to sustain the 
process 

q The appropriateness of sentences imposed by both bodies in the light of 
current society norms 

q The composition of the committees taking into account the availability 
of volunteers and the trend towards longer and more complex hearings 

q The increasing difficulty of proving cases and the adequacy of evidence 

q If and how the processes can be accelerated. 

The Task Team, which has been meeting since January 2002 has issued a 
final report to be considered by the respective boards of SAICA and PAAB. 

In accordance with the recommendations of the task team, the report has 
been made available for the information of members. 

SWEDEN 
Contact: Peter Wallén 
 

The Swedish Financial Accounting Standards Council (standards for 
listed entities) 

The Swedish Financial Accounting Standards Council (SFASC) has issued 
two new accounting standards, which will be effective for financial years 
beginning on or after January 1, 2003. 

q SFASC 22 – Presentation of Financial Statements (based on IAS 1, 
Presentation of Financial Statements). 

q SFASC 24 – Investment property (based on IAS 40, Investment 
Property). 

The major differences between the above standards and IAS are: 

SFASC 22 

q SFASC 22 requires additional disclosures if the financial statements are 
not prepared under the going concern assumption. IAS 1 does not 
include such disclosure requirement. 

q According to the Swedish standard, assets must be classified in current 
and fixed assets, while IAS 1 permits the company to classify assets in 
other groups, mainly based on liquidity. 

q The Swedish Annual Account Act prescribes that all debts maturing 
later than five years after the balance sheet date must be disclosed in the 
notes. This disclosure requirement is incorporated in the SFASC. 
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SWEDEN, continued 
 

q IAS 1 permits consolidated financial statements to be prepared in 
accordance with IAS and the individual financial statements of the 
parent company in accordance with local standards. SFASC 22 states 
that the Standard shall be applied for both the consolidated financial 
statements and the individual financial statements of the parent 
company. 

q IAS 1 allows companies to use different accounting methods for certain 
assets, however this is not permitted by the Swedish Annual Account 
Act and therefore not permitted by SFASC 22. In those cases where 
different rules can be applied in the parent company and the 
consolidated financial statements, this is specified in the respective 
Standard. 

SFASC 24 

q According to IAS 40, a company can choose to value investment 
property at fair value or historical cost, while SFASC 24 only permits 
historical cost. 

q IAS 40 replaces parts of IAS 25, Accounting for Investments. As 
SFASC has not issued any Standard based on IAS 25, there are no 
references to such Standard. 

SFASC has also issued the following two new exposure drafts: 

q SFASC Exposure Draft – Inventory (based on IAS 2, Inventories). 

q SFASC Exposure Draft – Government Grants (based on IAS 20, 
Accounting for Government Grants and Disclosure of Government 
Assistance). 

The exposure drafts are proposed to be effective for financial years 
beginning on or after January 1, 2003. 

The Swedish Accounting Standards Board (standards for non-listed 
entities) 

There are no new Standards issued by the Swedish Accounting Standards 
Board (SASB).  However the SASB is currently reviewing two new areas in 
order to issue general advice and guidance on: 

q Changes in accounting principles. 

q Sole ownership. 

In addition the SASB has made a proposal to the Swedish Ministry of 
Justice regarding the possibility to make retroactive changes to issued 
financial statements. In the proposal, the SASB suggests a clarification to 
the accounting legislation that retroactive changes in financial statements 
are not permitted. In addition SASB suggests that the legislation should 
include how identified errors in issued financial statements should be 
corrected. 
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UNITED KINGDOM 
Contact: Veronica Poole 

ASB issues Exposure Drafts to align with International Accounting 
Standards 

On 15 May, the same day as the IASB issued its Exposure Draft on the 
Improvements Project, the Accounting Standards Board (ASB) published 
seven Financial Reporting Exposure Drafts (FREDs) relating to the first 
stage of a three phase programme to align UK accounting standards with 
International Accounting Standards (IFRS). The draft documents are 
ultimately intended to align UK standards with IFRS in these areas. 

The ASB has announced its intention to align UK accounting standards with 
IFRS sooner than the EU imposed 2005 deadline for listed companies, 
wherever possible. The programme to align standards will be split into three 
phases. FREDs that either revise existing standards or introduce new 
standards are to be issued in each of these phases for discussion over the 
next three years to 2005. This programme will be arguably the largest 
consultative process that the UK accounting profession has ever undertaken. 
The ASB’s claimed aim is to help ease the 2005 adoption of international 
accounting standards for group financial statements of listed companies, and 
in doing so will also adopt the substance of IFRS for individual financial 
statements and unlisted companies. This in essence is replacing the ‘big 
bang’ approach of an implementation in 2005 with a phased transition over 
three years. As part of the first phase the ASB has issued seven exposure 
drafts. With the exception of FRED 23 on hedge accounting, these cover 
topics and pick up proposals that are also included in the IASB’s Exposure 
Draft on the Improvements Project. 

No paper has been issued specifically by the ASB in respect of the phased 
implementation approach; instead it is discussed in the FRED relating to the 
following topics:  

q FRED 23 Financial Instruments: Hedge accounting. 

q FRED 24 The effects of changes in foreign exchange rates; Financial 
reporting in hyperinflationary economies. 

q FRED 25 Related parties disclosures.  

q FRED 26 Earnings per share. 

q FRED 27 Events after the balance sheet date. 

q FRED 28 Inventories; Construction and service contracts. 

q FRED 29 Property, plant and equipment; Borrowing costs.  

Of these exposure drafts, FRED 23 is likely to be the most significant, with 
the other FREDs only proposing minor changes compared to current UK 
GAAP. 

FRED 23 

The UK currently has very little guidance on hedge accounting, despite the 
very significant effect it can have on an entity’s financial statements. FRED 
23 will place limits on the use of hedge accounting and hedge accounting 
techniques. These cover hedges of net investments in foreign operations. 
FRED 23 is based on the hedging section of IAS 39 ‘Financial Instruments: 
Recognition and Measurement’, but not an exact replica. FRED 23’s 
requirements are less exacting t han the relevant part of IAS 39. 
Consequently it should be emphasised that compliance with FRED 23 
would not result in compliance with IAS 39, however compliance with IAS 
39 is likely to result in compliance with FRED 23 (in all but one area). The 
additional requirements of IAS 39 are expected to come in at phase II or 
phase III. 
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UNITED KINGDOM, continued ASB issues Exposure Draft on Financial Instruments 

The Accounting Standards Board (ASB) has issued in June an Exposure 
Draft entitled FRED 30 ‘Financial Instruments: Disclosure and Presentation; 
Recognition and Measurement’.  The paper is based on the IASB’s recently 
published proposals for revisions to IAS 32 ‘Financial Instruments: 
Disclosure and Presentation’, and on IAS 39 ‘Financial Instruments: 
Recognition and Measurement’.  It sets out proposals on accounting for 
financial instruments which will result in the withdrawal of FRS 4 ‘Capital 
Instruments’ and FRS 13 ‘Derivatives and Other Financial Instruments: 
Disclosures’. 

The Proposals 

FRED 30 applies to banks and to companies with capital instruments listed 
or publicly traded, and to contain all the requirements of IAS 32 and IAS 39 
except those on recognition, derecognition and ‘recycling’.  The recognition 
and derecognition criteria will not change from current UK practice.  
Amounts that under IAS 39 are required to be taken to equity and ‘stored’ 
there until they are ‘recycled’ to the profit and loss account, under UK 
proposals are to be either taken to the statement of total recognised gains 
and losses, or recognised on the balance sheet and then released to the 
income statement at a later stage.  

The proposals assume that the changes required to be made to companies 
legislation to permit fair value accounting will come into effect in 2004.  On 
this basis, the proposed implementation timetable is likely to be as follows:  

q Presentation – assuming that the IASB indicates that IAS 32 is unlikely 
to change before 2005, UK standards should be amended (with effect 1 
January 2004) to implement its requirements in full.  FRS 4 (and related 
UITFs) would be withdrawn; 

q Disclosure – effective 1 January 2004, UK standards on financial 
instruments disclosures (FRS 4 & 13) will be replaced by a UK 
standard implementing IAS 32 disclosure requirements; 

q Measurement & hedge accounting – to become effective on 1 January 
2004 so that if an entity chooses to use fair value accounting, it must 
then adopt IAS 39 fair value measurement and hedge accounting model 
in full. From 2005, the fair value measurement requirements of IAS 39 
will become mandatory; and  

q Recognition – no change to current UK requirements until IAS is fully 
adopted.  

The effect of these proposals is that:  

q IAS 32 requirements will be implemented for all banks and for 
companies having listed or publicly traded capital instruments, effective 
1 January 2004; and 

q IAS 39 requirements will be available at the same time for entities that 
choose to adopt fair value accounting.  
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UNITED KINGDOM, continued 
 

The main changes to the existing UK requirements are as follows: 

Presentation 

q The ‘non-equity’ category in shareholders’ funds will be removed; 
more capital instruments will be classified as liabilities (e.g. redeemable 
preference shares); 

q Split accounting will be used for compound instruments, (e.g. 
convertible debt will be split into its equity and liability components); 
and 

q The offset rules for debit and credit balances in the balance sheet will 
be different, and we believe it will be harder to get offset treatment 
under the FRED 30 proposals. 

Disclosure 

q The existing requirements will be replaced by IAS 32 requirements, 
which in some aspects are less detailed; and  

The disclosure requirements will be extended to include listed insurance 
companies and groups. 

Measurement 

It is expected that the Companies Act will be amended to permit 
measurement of financial assets and liabilities at fair value with an 
immediate recognition of all changes in fair value in the profit and loss 
account. If the fair value measurement rules are applied, then the company 
will: 

q Measure all derivatives, available-for -sale assets and instruments held 
for trading at fair value; 

q Measure all other financial instruments at amortised cost, unless an 
election is made on initial recognition to measure them at fair value; 
and 

q Recognise in the profit and loss account all changes in the fair value of 
financial instruments, except those arising on valuation of available -for -
sale assets, which should be recognised in the statement of total 
recognised gains and losses. 

Hedging 

q Companies that elect in 2004 to adopt fair value accounting, and also 
choose to adopt hedge accounting, must then follow all the IAS 39 rules 
on hedge accounting, which go much further than the FRED 23 
requirements.  

Exposure Draft proposing amendments to FRS 17 “Retirement 
Benefits” announced. 

The Accounting Standards Board announced early July its intention to issue 
an Exposure Draft proposing an amendment to FRS 17 “Retirement 
benefits” which will defer the full accounting impact of FRS 17 and, 
instead, extend the period during which FRS 17 information is given in 
footnotes. This will not affect the eventual inclusion of pension assets and 
liabilities on -balance sheet, or the ASB’s encouragement to apply FRS 17 in 
full early. 
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