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Why an IFRS for SMEs?

Goal

• To provide the world’s integrating capital markets 
with a common language for financial reporting

– in fulfilling this objective, take account of the 
needs of:

–small and medium-sized entities; and

–emerging economies.  

4

Why IFRS for SMEs?

• Full IFRSs meet the needs of capital providers in 
companies in public capital markets

• Users of the financial statements of SMEs do not 
have those needs.  They focus on assessing 
shorter-term cash flows, liquidity and solvency 

• Many SMEs find full IFRSs burdensome and not 
tailored to their users

• IASB’s goals for IFRS for SMEs:

– meet user needs

– while balancing costs and benefits

5 6Benefits of the IFRS for SMEs

• Improve access to credit

– bank lending decisions and monitoring outstanding loans

– supports lending based on the borrower’s financial performance and 
cash flows

– vendors evaluate finances of buyers (and vice versa)

– foreign loans and suppliers

– credit rating

• Improve access to equity capital

– non-management investors

– foreign venture capital

• Education and training

• Auditing efficiencies

• Ease burden where full IFRSs is now required



Use of IFRSs (domestic unlisted) 7

For domestic unlisted entities (SMEs)
Number of 

jurisdictions

IFRSs required for all 29

IFRSs required for some 23

IFRSs permitted for all or some 38

Source of information: www.iasplus.com

Use of IFRS for SMEs (domestic unlisted)

• Much support 

– welcoming press releases by World Bank, IFAC, AICPA, 
ICAEW, CAPA, FEE, SAICA, ACCA, etc

8
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Can I use 
the IFRS for SMEs?

10Who is it intended for?

Any entity that both: 

1. is not publicly accountable

– securities not publicly traded

– not a financial institution

2. produces general purpose financial statements 
(GPFS)

• present fairly financial condition, operating results, and cash flows

• for external capital providers and others

-over 99% of private entities around the world are expected to be eligible

- subsidiary of a listed company can use it if the sub itself is not publicly 
accountable

11Can SMEs simply choose to adopt it?

Depends on local law
• Which entities must produce GPFS is a public 

interest issue decided by legislature and 
regulators, not by IASB
– USA – yes.  IASB is now the second designated 

standard setter (along with FASB) in the AICPA code of 
ethics. 

– In some countries, on the other hand, currently only full 
IFRSs and local GAAP can be used.  There would need 
to be a change to local law to permit adoption of the 
IFRS for SMEs. 

12Can SMEs simply choose to adopt it?

What about the European Union?

• Neither required nor prohibited by the accounting 
directives

• Not inconsistent with the 4th and 7th Directives

• Member States can decide whether to permit or 
require, and for which entities

• Today there are about 55 different SME GAAPs in 
the EU!



13Jurisdiction plans for adoption

• Overview of 51 responses:

Number of 
Jurisdictions

Plan to require 19

Plan to permit 10

May require or permit 13

No plan to require or 
permit

9

Tbilisi, November 2009

Source: World standard-setters conference September 2009

14Jurisdiction plans for adoption

• Notes:
– Some who plan to require will allow 

SMEs to use full IFRSs or national 
equivalents

– Some will have an optional third level of 
GAAP for micro’s

– Permit or require does not necessarily 
mean all SMEs

15Jurisdiction plans for adoption

• Plan to require (19):
Bahamas
Bahrain
Brazil
Cyprus
El Salvador
Ireland
Kosovo
Lebanon
Malawi

Malaysia
Mongolia
Panama
Saudi Arabia
Singapore
Swaziland
South Africa
Turkey
Uganda
United Kingdom

16Jurisdiction plans for adoption

• Plan to permit (10):

Argentina
Austria
Chile
Denmark
Namibia

Nigeria
Sri Lanka
Tanzania
United States 
Uzbekistan

17Jurisdiction plans for adoption

• May require or permit (13):
Albania
Australia
Hong Kong
Iceland
Israel
Moldova
Netherlands

New Zealand
Norway
Romania
Slovakia
Sweden
Taiwan

18Jurisdiction plans for adoption

• No plan to require or permit (9):
Canada
France
Germany
Japan 
Malta
Mexico
Poland
Slovenia
Switzerland



19Jurisdiction plans for adoption

• Since the WSS meeting – plan to 
require or permit:
• Barbados
• Guyana
• Israel
• Trinidad

20What would the audit report say?

• ISA 700
Audit report must identify financial reporting 
framework and must give an opinion on the 
financial statements

• So, audit report is something like 
‘Fairly presents financial position, results of 
operations, and cash flows in conformity with the 
International Financial Reporting Standards for 
Small and Medium-sized Entities’
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About 
the IFRS for SMEs

22Good financial reporting made simple

• 230 pages

• Simplified IFRSs, but built on an IFRS foundation

• Suitable for entities without publicly accountability
– not listed

– not financial institutions

• Issued 7 July 2009

23The IFRS for SMEs

• Internationally recognised

• Designed specifically for SMEs

• Standalone ― sits side-by-side full IFRSs

• Attributes: 

– simplification

– stability

– usefulness

24Is it stand-alone or linked to full IFRS?

Completely stand-alone

• The only ‘fallback’ option to full IFRS is the option to 
use IAS 39 instead of the financial instruments 
sections of IFRS for SMEs



Steps to get to the final Standard

Along the way:

• Board deliberations at 44 public board meetings

• Four working group meetings (40 experts)

• Translations of ED (5 languages)

• 8 Standards Advisory Council meetings

• 5 World Standard Setters’ meetings

• 105 staff presentations and roundtables in 40 
countries

25 26How does it differ from full IFRSs?

• Tailored for SMEs and needs of users of their 
financial statements

• Much smaller (230 pages vs 2,800 in full IFRSs)

• Organised by topic

• No ‘black letter’

• Simplifications from full IFRSs

27How did we simplify?

1. Some topics in IFRSs omitted if irrelevant to 
SMEs

2. Where IFRSs have options, include only simpler 
option

3. Recognition and measurement simplifications

4. Reduced disclosures

5. Simplified presentation

6. Simplified drafting

1. Examples of topics omitted

• Segment reporting (full IFRS = IFRS 8)

• Interim financial reporting (full IFRS = IAS 34)

• Earnings per share (full IFRS = IAS 33)

• Insurance contracts (full IFRS = IFRS 4)

• Assets held for sale (full IFRS = IFRS 5)

28

292. Examples of omitted complex options

• Financial instruments options including:

– Available for sale

– Held to maturity

– Fair value option

• Proportionate consolidation

• Revaluation of PP&E

• Revaluation of intangibles

• Free choice on investment property

• Various options for government grants

3.1 Examples of R&M simplifications

• Borrowing costs

– expense as incurred (full IFRSs = asset if criteria met)

• Development costs

– expense as incurred (full IFRS = asset if conditions 
met)

30



3.2 R&M simplifications continued

Goodwill

• cost–amortisation–impairment model (full IFRSs = 
cost–impairment model)

• useful life presumption—10 years (full IFRS = 
indefinite useful life)

• impairment indicator approach (full IFRS = annual 
impairment test)

• Impairment test simplified

31 3.3 R&M simplifications continued

Indefinite life intangible assets

• cost–amortisation–impairment model (full IFRSs = 
cost–impairment model)

• useful life presumption—10 years (full IFRS = 
indefinite useful life)

• impairment indicator approach (full IFRS = annual 
impairment test)

32

3.4 R&M simplifications continued

Property, plant and equipment
• Review of depreciation method, depreciable amount 

and useful life

– indicator review trigger (full IFRS = annual review)

Intangible assets
• Review of amortisation method, depreciable amount 

and useful life

– indicator review trigger (full IFRS = annual review)

33 3.5 R&M simplifications continued

Financial instruments—accounting policy choice

– Section 11 Basic Financial Instruments and Section 12 
Additional Financial Instrument Issues

– IAS 39 (the only cross-reference to full IFRSs)

- Section 11 is amortised cost model (1 exception) 
- Many SMEs will have only basic financial instruments and 

so will need only section 11  
- Section 12 deals with derivatives, complex instruments and 

hedge accounting

34

353.5 continued

• Financial instruments

– two classifications, not four

– drop ‘continuing involvement approach’ for 
derecognition

– much simplified hedge accounting

3.6 R&M simplifications continued

• Operating leases

– straight-line expense, however, allow for general 
inflation increases (full IFRSs = straight-line expense.)

36



3.7 R&M simplifications continued

Biological assets

• much less fair value

• measurement circumstance driven

– fair value model

– cost–depreciation–impairment model (only when FV is 
not readily determinable without undue cost and effort)

Full IFRS—circumstance driven

- fair value model (rebuttable presumption = FV can be determined)

- cost–depreciation–impairment model if FV cannot be determined

37 3.8 R&M simplifications continued

• Investment property—circumstance driven

– fair value model

– cost method if cannot determine FV (undue cost and 
effort)

Full IFRS—accounting policy choice

- cost model

- fair value model

38

3.9 R&M simplifications continued

• Associates—accounting policy choice

– cost method (fair value if published quoted price);

– equity method; or

– at fair value through profit or loss (cost if FV cannot be 
measured reliably)

Full IFRS = equity method

39 3.10 R&M simplifications continued

• Joint ventures—accounting policy choice (no 
proportionate consolidation)

– cost method (fair value if published quoted price);

– equity method; or

– at fair value through profit or loss (cost if FV cannot be 
measured reliably)

Full IFRS—accounting policy choice

- equity method

- proportionate consolidation

40

3.11 R&M simplifications continued

Share-based payments

• Recognise an expense for equity-settled SBPs
using a 3-tier measurement hierarchy guidance 

1. observable market price for the instrument granted 

2. entity specific observable market data (eg recent 
transaction)

3. model, using market data to the extent possible

• Group plans—subsidiaries permitted to recognise 
reasonable allocation of group’s expense

41 3.12 R&M simplifications continued

Defined benefit plans (pensions and medical costs)

• Actuarial valuation method—circumstance driven

– If can get information without undue cost or effort, use 
IAS 19 method, ie PUC etc  

– If not, IAS 19 approach but ignore future salary increase, 
future service, or possible mortality during an 
employee’s period of service.  However, take account of 
life expectancy of employees after retirement age.  The 
resulting defined benefit pension obligation would reflect 
both vested and unvested benefits

42



3.13 R&M simplifications continued

Defined benefit plans (pensions and medical costs)

• Recognise actuarial gains and losses in the period 
in which they occur  

– accounting policy choice in other comprehensive income 
or in profit or loss

Full IFRSs has arbitrary corridor limits that defer 
recognition of certain actuarial gains and losses

43 3.14 R&M simplifications continued

Defined benefit plans (pensions and medical costs)

• Comprehensive valuations normally every three 
years  

– interim periods, valuations rolled forward for aggregate 
adjustments for employee composition and salaries, but 
without changing the turnover or mortality assumptions

• Outside actuary not required

• Group plans—subsidiaries permitted to recognise 
reasonable allocation of group’s expense

44

3.15 R&M simplifications continued

Government grants

• grant that does not impose specified future 
performance conditions—recognised in income 
when the grant proceeds are receivable

• grant that imposes specified future performance 
conditions—recognised only when the 
performance conditions are met

• grant received before the recognition criteria are 
satisfied are classified as liabilities

IAS 20 (full IFRSs) methods are prohibited

45 3.16 R&M simplifications continued

Non-current assets held for sale

• No separate categorisation/presentation

• Continue to depreciate (if PPE or intangible)

• Holding an asset for sale is an indicator of 
impairment

Full IFRSs = carry at lower of carrying amount 
and fair value less costs to sell

46

4. Reduced disclosures

• Full IFRSs:  More than 3,000 disclosures

• IFRS for SMEs:  approximately 300 disclosures

• Simplifications based on users’ needs and cost-
benefit

47 5. Simplified presentation

• Statement of financial position

– no ‘opening’ statement of financial position  

• Statement of income and retained earnings

– replaces statement of comprehensive income and 
statement of changes in equity when the only 
changes in equity arise from: 

– profit or loss

– payment of dividends

– corrections of prior period errors; and

– changes in accounting policies

48



6. Simplified drafting

• Starting point for IFRS for SMEs was ‘black 
letter’ paragraphs of full IFRSs

• These were simplified using criteria of

– user needs, and 

– cost-benefit

• Then these were rewritten into simple language

49 50Plan for maintenance

• Initial comprehensive review after 2 years 
implementation experience

–fix errors and omissions, lack of clarity

–consider need for improvements based on 
recent IFRSs and amendments to IASs

• Thereafter once every three years 
(approximately) omnibus exposure draft of 
updates

51Implementation guidance

• Released with the standard:
–illustrative financial statements 

–presentation and disclosure checklist

• SME Implementation Group will be formed to 
address questions

–guidance in the form of Q&As

• IASC Foundation training material
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IASC Foundation 
training material

Overview

• IASC Foundation does not certify accountants…

• However, is developing training material for use by others

• +35 standalone modules (1 for each section of the IFRS for 
SMEs)

• Training material = +1,000 A4 pages.  IFRS for SMEs = 230 A5 
(half size) pages 

• Developed by IASC Foundation education staff 

• Extensive multi-level peer review

• Expect in late December 2009

53 Access

• Free to download (PDF files of modules)

• Self study

• You can incorporate the modules (PDF files) into 
your IFRS for SMEs education and training 
programmes

• Asked development agencies to fund official 
translations into multiple languages

• High quality home-language material is essential for 
quality implementation in SMP/SME environment

54



• Each module includes:

– introductory material

– explanation of the requirements (including the full text of 
the requirements, ‘how to’ examples and explanations)

– discussion of important judgements

– comparison with full IFRSs

– test your knowledge—multiple choice

– apply your knowledge—case studies

Content 55

Proposal to the world’s development 
agencies and others

• Fund the official translation of the IASC Foundation’s IFRS for 
SMEs training material?

• Organise regional ‘train the trainers’ workshops?

– IASCF education staff willing to lead regional workshops

• Assist developing nations build sustainable IFRS for SMEs
application capacity?  

Regional Train the Trainers workshops are 
already being planned for 2010 in Asia, 
Caribbean, Latin America etc

56
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57Questions or comments?

Expressions of individual views 
by members of the IASB and 
its staff are encouraged. 

The views expressed in this 
presentation are those of the 
presenter. 

Official positions of the IASB on 
accounting matters are determined 
only after extensive due process 
and deliberation.
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Why a project on consolidation?

Inconsistencies in practice

• Tension between the IAS 27 control model and the risk and reward
emphasis in SIC-12

• Concerns that they are not being applied consistently

Credit crisis

• Timing

• Are the consolidation requirements for structured entities sufficient?

• Should reputational risk be a basis for consolidation?

• Are the current disclosure requirements adequate?

© 2008 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  | UK.  www.iasb.org
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The consolidation project

Objectives

• Develop a cohesive control-based model that encompasses structured 

financing and investment vehicles, replacing both:

– IAS 27 Consolidated and Separate Financial Statements

– SIC-12 Consolidation – Special Purpose Entities

• Provide clearer (and more explicit) principles of control and additional 

application guidance

• Provide information about entities that (correctly) are not consolidated but 

which create risks for the reporting entity

• Improve disclosures about restrictions on the assets and liabilities of the 

group

3
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Consolidation

ED10 Consolidated Financial Statements published in December 
2008

© 2009 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  | UK.  www.iasb.org

4

A reporting entity controls another entity when the reporting 
entity has the power to direct the activities of that other 

entity to generate returns for the reporting entity

Definition of 
control

•Current ability to enforce one’s will in 
directing the activities of the entity that 
significantly affect the returns

•Requires judgement—assessed on the 
basis of current facts and circumstances

•Receive or be exposed to 
returns that vary with the 
activities of the entity

•Can be wholly positive, 
wholly negative, or either 
positive or negative

Control of an entity
Power to direct activities

© 2009 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  | UK.  www.iasb.org

5

Voting rights (majority or less 
than majority)

Options and convertible 
instruments

Rights within other contractual 
arrangements

Or any combination 
of these

Control of an entity
SPEs, securitisation vehicles and similar entities

• Some entities have activities that are restricted to the extent that the entity 
is not directed by traditional means (eg by a governing body)

• Apply control definition and identify power and returns

• Consider all facts and circumstances including: 
– Purpose and design 
– Returns (eg exposure to variability of returns)
– Activities (eg some or all activities? What if policies pre-determined?)
– Related arrangements
– Ability to change restrictions or pre-determined policies
– Agents

© 2009 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  | UK.  www.iasb.org

6



Disclosures

Disclose information that enables users to evaluate:

• the basis of control and the related accounting consequences

• the interest that the non-controlling interests have in the group’s activities 

• the nature and financial effect of restrictions that are a consequence of 
assets and liabilities being held by subsidiaries

• the nature of, and risks associated with, the reporting entity’s involvement 
with securitisation and other similar vehicles that the reporting entity does 
not control

© 2009 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  | UK.  www.iasb.org

7 Feedback so far

• Control is the appropriate basis for consolidation (with risks and rewards 
being an indicator of control)

• The notion of a structured entity will be removed when assessing control

• Power with less than a majority of the voting rights will survive, but needs 
clearer indicators

• Agent-principal analysis well received but clarification of its application is 
required

• Guidance needed to address multiple parties with decision making rights

• Further guidance needed regarding protective and participating rights

• Mixed views from users and preparers regarding enhanced disclosures for 
off balance sheet entities

• Consideration should be given to fair value presentation of controlled 
investments held by investment companies

© 2009 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  | UK.  www.iasb.org

8

Interaction with other projects

Framework

• ED on Phase D: The Reporting Entity to be published in Q4 2009

• Comments on Consolidation ED have fed into the Reporting Entity ED 

Derecognition

• Derecognition ED published in March 2009

• Close cooperation between the two projects

Joint Arrangements

• Working towards a final IFRS in Q4 2009

• Close cooperation between the two projects
– Consolidation addresses control
– Joint arrangements addresses the sharing of control

© 2009 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  | UK.  www.iasb.org

9 Consolidation

• October 2009: IASB and FASB agreed to conduct their 
consolidation projects jointly

• Upcoming joint Board discussions on:
– Control with less than a majority of the voting rights
– Control because of options and convertible instruments
– Agent-principal analysis

– Kick-out / removal rights
– Remuneration of an agent

– Investment companies
– Disclosures for consolidated and unconsolidated entities

• Publication of FASB exposure draft: beginning Q2 2010

• Publication of consolidation standard: Q3 2010

© 2009 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  | UK.  www.iasb.org
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11Questions or comments?

Expressions of individual views 
by members of the IASB and 
its staff are encouraged. 
The views expressed in this 
presentation are those of the 
presenter. Official positions of 
the IASB on accounting matters 
are determined only after 
extensive due process 
and deliberation.



CIS Visit 
Thursday 26 November 2009 

 
 
 
 
 
 

 
 

 
 
 
 
 
 

Patricia McConnell 
Board Member 

IASB 
 
 
 
                                                                

Interview 



 



CIS Visit 
Thursday 26 November 2009 

 
 
 
 
 
 

 
 

 
 
 
 
 
 

Sue Lloyd 
Senior Technical Consultant 

IASB 
 
 
 
                                                                

Replacement of IAS 39 



 



International Financial Reporting Standards

The views expressed in this presentation are those of the presenter, 
not necessarily those of the IASC Foundation or the IASB

IASC Foundation

Replacement of IAS 39

November 2009

2008 IASC Foundation | 30 Cannon Street | London EC4M 6XH | UK | www.iasb.org

Timetable for IAS 39 replacement
One project – three phases

2008 IASC Foundation | 30 Cannon Street | London EC4M 6XH | UK | www.iasb.org
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Phases Due process

documents

Finalisation

1. Classification and 
Measurement

IFRS 9 
published 12 
Nov 2009

In time for year end 
financial statements 
2009 for financial 
assets

During 2010 for 
financial liabilities

2. Impairment 
methodology

November 2009 During 2010

3. Hedge Accounting

(Board deliberations        
ongoing)

Target first 
quarter 2010

During 2010

2008 IASC Foundation | 30 Cannon Street | London EC4M 6XH | UK | www.iasb.org

3Classification and Measurement - feedback

Restraints around OCI 
alternative

OCI presentation 
alternative

No reclassificationAmortised cost criteria

Alternative 
approaches (closer to 
FASB approach)

Mixed measurement 
model

X

2009 IASC Foundation | 30 Cannon Street | London EC4M 6XH | UK | www.iasb.org
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Overview of classification model  - IFRS 9
for financial assets only

Fair Value 
(No impairment)

Amortised cost
(one impairment 

method)Contractual cash flow 
characteristics

Entity’s business 
model for managing

+
FVO for 

accounting 
mismatch 
(option)

All other instruments:
• Equities
• Derivatives
• Some hybrid contracts
• …

Equities: 
OCI presentation 

available
(alternative)

Tentative decision – reclassification to be required when business model changes

2009 IASC Foundation | 30 Cannon Street | London EC4M 6XH | UK | www.iasb.org

5

Amortised cost 
– Entity’s business model for managing

• Business model 

– objective of holding instruments to collect or pay contractual cash 
flows rather than to sell prior to contractual maturity to realise fair 
value changes

– not an instrument by instrument approach to classification

• Will only assess contractual terms of instruments within such 
a business model

• No ‘tainting’ rules for assets at amortised cost

– gains or losses from derecognising such items to be presented 
separately with additional disclosures

2009 IASC Foundation | 30 Cannon Street | London EC4M 6XH | UK | www.iasb.org

6

Amortised cost 
- Contractual cash flow characteristics

Contractual terms that give rise to 
payments of 

Contractual cash flow 
characteristics

Interest =
Consideration for

•time value of money 
•credit risk

Principal Interest

•Redeliberated:

•Structured debt – look through

•Distressed debt 

•Non-recourse debt
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Amendments to embedded derivatives
(applicable only to financial assets)

Hybrid contracts

Financial host Non-financial host

IAS 39 guidance 
retained

No separation –
part of classification

2008 IASC Foundation | 30 Cannon Street | London EC4M 6XH | UK | www.iasb.org

8Equity investments – OCI alternative

Alternative presentation of fair value changes in other 
comprehensive income (OCI)

• Scope – investments in equity instruments not held for 
trading

• Features:

– alternative available instrument by instrument

– dividends recognised in P&L

– no recycling, impairment or change in presentation

2008 IASC Foundation | 30 Cannon Street | London EC4M 6XH | UK | www.iasb.org

9Fair value option (FVO) for financial assets*

Fair value option available, if…

Accounting 
mismatch

Managed on 
fair value basis

Embedded 
derivative(s) 

Not managed to 
collect contractual 
cash flows = FV

Hybrid contracts 
with financial host 

classified in entirety

*FVO unchanged for financial liabilities at this stage
2008 IASC Foundation | 30 Cannon Street | London EC4M 6XH | UK | www.iasb.org

10

Transition and effective date 

Transition

• Generally fully retrospective with some exceptions

• Comparatives only required for adopters from 1/1/12

Effective date

• Available for voluntary application in 2009 year end financial 
statements

• Mandatory adoption –1 January 2013

• Noted mandatory date may require subsequent 
reconsideration (to later date) depending on impairment and 
insurance Phase II

2008 IASC Foundation | 30 Cannon Street | London EC4M 6XH | UK | www.iasb.org

11Financial liabilities – way forward

• Feedback ≥ financial liabilities less urgent

• Board wants to address the own credit issue given 
discussion paper responses

• Tentatively decided during redeliberations to require ‘frozen 
credit spread’ for some liabilities otherwise at fair value

• Ultimately excluded financial liabilities from scope of new 
IFRS for 2009 year ends

• Allows more time to seek input on the best way to address 
own credit

• Objective ≥ revised classification and measurement for 
financial liabilities during 2010

Timetable for IAS 39 replacement
One project – three phases

2008 IASC Foundation | 30 Cannon Street | London EC4M 6XH | UK | www.iasb.org
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Phases Due process

documents

Finalisation

1. Classification and 
Measurement

IFRS 9 
published 12 
Nov 2009

In time for year end 
financial statements 2009 
for financial assets

During 2010 for financial 
liabilities

2. Impairment 
methodology

November 2009 During 2010

3. Hedge Accounting

(Board deliberations        
ongoing)

Target first 
quarter 2010

During 2010
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Current state:
Incurred loss impairment

IAS 39 requires an incurred loss approach for 
financial assets

• What does that mean?

Impairment loss only recognised when:

– Trigger (loss) event occurs

– Impact can be reliably estimated

• Consequence: 

– Expected losses not recognised before trigger events

– Overstates interest revenue before trigger event (front-
loading)

2008 IASC Foundation | 30 Cannon Street | London EC4M 6XH | UK | www.iasb.org

14Expected cash flow approach - Proposals

Main features
– interest revenue is recognised on the basis of expected 

cash flows (including initial expected credit losses)

– impairment results from an adverse change in credit loss 
expectations

– reversal of impairment loss when expectations change 
favourably

– re-estimation of expected cash flows each period end

Effective date

• Around 3 years after final standard with early 
(voluntary) application permitted

2008 IASC Foundation | 30 Cannon Street | London EC4M 6XH | UK | www.iasb.org
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Proposed impairment method:
Expected cash flow (ECF) approach

Main outcomes of the ECF approach include:

• Earlier recognition of impairment losses

• Eliminates front loading of interest revenue

• Better reflects underlying economics (eg pricing of 
instruments when lending decision is made)

2009 IASC Foundation | 30 Cannon Street | London EC4M 6XH | UK | www.iasb.org

16Impairment Presentation

Effect of changes in expectations

Presentation
(face of 
income 

statement)

--

=

Contractual interest revenue
Allocation of initial expected credit losses

Economic interest revenue (credit cost adjusted)

Interest expense

2009 IASC Foundation | 30 Cannon Street | London EC4M 6XH | UK | www.iasb.org

17Impairment Disclosure

Disclosure

Expected credit losses Quality of assets

Allowance account
Estimates and/or changes in 

estimates
 Loss triangle
 Others

Reconciliation of changes in 
non-performing assets
Vintage information

2008 IASC Foundation | 30 Cannon Street | London EC4M 6XH | UK | www.iasb.org

18Operational challenges

The IASB is aware of the operational challenges
of the model:

• Request for Information on feasibility in June 2009 

• Extensive outreach activities

• Expert advisory panel (EAP)

– Objectives:

– Advise the Board on how operational challenges of the ECF 
approach might be resolved

– Assist in field testing



Timetable for IAS 39 replacement
One project – three phases

2008 IASC Foundation | 30 Cannon Street | London EC4M 6XH | UK | www.iasb.org
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Phases Due process

documents

Finalisation

1. Classification and 
Measurement

IFRS 9 
published 12 
Nov 2009

In time for year end 
financial statements 2009 
for financial assets

During 2010 for financial 
liabilities

2. Impairment 
methodology

November 2009 During 2010

3. Hedge Accounting

(Board deliberations        
ongoing)

Target first 
quarter 2010

During 2010

Hedge Accounting – Broad direction

• Phasing:
– general hedge accounting first

– modification of fair value hedge accounting

– simplification of cash flow hedge accounting mechanics

– in the context of the general approach consider specific 
aspects:

– portfolio hedge accounting 

– hedge accounting for hedges of net investments in foreign 
operations

• Hedge accounting is not only an area of interest for 
financial institutions, but in particular for corporates

20

Tentative approach to hedge accounting

Fair value hedge accounting Cash flow hedge accounting

IA
S

 3
9

•Gains/losses on effective portion in OCI

•Any ineffectiveness recognised in P/L

•Hedged item is not remeasured

•Lower of test is not used for fair value hedges

•Items measured at amortised cost eligible as hedged items
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Fair value hedge Cash flow hedge

Cash flow hedge accounting mechanics

21 Next steps on hedge accounting…

• Continue outreach efforts

• Upcoming Board discussions on:

– objective of hedge accounting

– interaction with IFRS 9

– eligible hedged risks, items and instruments

– simplifications of existing hedge accounting 
requirements (in particular effectiveness testing)

– presentation and disclosures

• Finalise exposure draft

22
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