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To: AOSSG members Date: 8 November 2013 

From: Christina Ng Agenda Item: 10.1 

Subject: Financial Instruments Memorandum File:  

Note 

Comments or views shared at the 2013 Annual AOSSG Meeting may be preliminary only and may 

not be the final views of the Financial Instruments Working Group (WG) member organisations. 

Action 

Consider the observations expressed in this memorandum and prepare to participate in the annual 

meeting discussions, including consideration of any comments or questions for the IASB. 

Attachments 

Agenda paper 10.2 – AOSSG submission on ED/2012/4 Classification and Measurement: Limited 

Amendments to IFRS 9 

Agenda paper 10.3 – AOSSG submission on ED/2013/3 Financial Instruments: Expected Credit 

Losses 

Agenda paper 10.4 – Slides: Financial Instruments 

Background 

The IASB met in September
1
 and October

2
 2013 and made several tentative decisions on the 

Classification and Measurement: Limited Amendments to IFRS 9 (joint-project with the FASB), 

and Financial Instruments Impairment: Expected Credit Losses (IASB-only project at this stage) 

proposals. 

1. Due to the timing of the IASB’s next scheduled meeting (18-22 November 2013) and the 

Annual AOSSG Meeting (27-28 November 2013), IASB representatives intend to provide a 

verbal update at the Annual AOSSG Meeting of significant outcomes from their meeting. 

Financial Asset Classification and Measurement: Limited Amendments to IFRS 9 

2. In response to the feedback on the Discussion Paper Reducing Complexity in Reporting 

Financial Instruments (2008), the IASB decided to simplify the accounting for financial 

instruments by replacing IAS 39 Financial Instruments: Recognition and Measurement with 

                                                 

1 IASB September 2013 meeting papers for Classification and Measurement (Agenda item 6) and Impairment (Agenda 

item 5) can be referred on the IASB website (http://www.ifrs.org/Meetings/Pages/IASB-13-Sep-13.aspx) 

2 IASB October 2013 meeting papers for Classification and Measurement (Agenda item 6) and Impairment 

(Agenda item 5) can be referred on the IASB website (http://www.ifrs.org/Meetings/Pages/IASBOctober2013.aspx) 

file://apollo/Users/ChristinaN/AOSSG/5th%20meeting%20-%20November%202013/IASB%20website%20(http:/www.ifrs.org/Meetings/Pages/IASB-13-Sep-13.aspx
http://www.ifrs.org/Meetings/Pages/IASBOctober2013.aspx
kathleenj
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IFRS 9 Financial Instruments.  This was to be achieved by a phased approach
3
.  IFRS 9 

requires financial assets that are debt assets to be classified based on the entity’s business 

model and the financial asset contractual cash flow characteristics.  IFRS 9 requires debt 

assets to be measured at amortised cost or fair value through profit or loss (FVPL). 

3. Since IFRS 9 was issued, the IASB has been considering feedback from constituents 

regarding its application issues, and accordingly, issued ED/2012/4 Classification and 

Measurement: Limited Amendments to IFRS 9 in 2012.   

(a) One of the amendments in ED/2012/4 is to clarify the meaning of ‘solely payments of 

principal and interest’ (SPPI) used for determining whether a financial asset is eligible 

to be classified and measured at other than FVPL. 

(b) Another ED/2012/4 amendment is to introduce a third measurement category for debt 

assets to accommodate entities with a business model which is to hold financial assets 

for collection of contractual cash flows and hold for sale.  These debt assets would be 

measured at fair value through other comprehensive income (FVOCI), subject to the 

contractual cash flows test in IFRS 9. 

4. The comment period for ED/2012/4 closed on 28 March 2013.  Agenda paper 10.2 provides a 

background to the issues identified and detailed comments made by AOSSG members on 

ED/2012/4.  The main concerns highlighted in the AOSSG submission on ED/2012/4 will be 

discussed at the 2013 Annual AOSSG Meeting (Agenda paper 10.4). 

5. The following points may be useful to facilitate discussion at the Annual AOSSG Meeting. 

(a) In relation to the contractual cash flows characteristics or the proposed ‘modified 

economic relationship’: 

 Do members agree with the IASB’s tentative decision on the general approach of 

classifying financial assets using a ‘basic lending-type return’ criterion? [refer 

paragraphs 19-22 of IASB September 2013 meeting paper 6B] 

 Do members agree with the IASB’s tentative decision on the meaning of ‘time 

value of money’ [refer paragraphs 38-59 of IASB September 2013 meeting 

paper 6D] 

 Do members consider that the use of criteria such as ‘remote’ and ‘non-genuine’ 

assist in determining whether financial assets that have contingent or prepayment 

features would result in contractual cash flows that would meet the SPPI criteria? 

[refer IASB September 2013 meeting papers 6E and 6F] 

 Are the IASB’s recent tentative decisions concerning the notion of SPPI 

consistent with a principles-based standard?  That is, if the IASB were to broaden 

the notion of ‘interest’ on a principles-basis, do members still consider it 

                                                 

3 IFRS 9 issued in 2009 addresses classification and measurement of financial assets only.  IFRS 9 issued in 2010 

addresses classification and measurement of financial assets (as issued in 2009) and financial liabilities. 
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necessary to provide exceptions for the application of the SPPI criteria [refer 

paragraphs 25-61 of the IASB September 2013 meeting paper 6F]? 

(b) In relation to the proposal for a new measurement category for debt instruments 

(FVOCI)
4
: 

 Do members: (i) continue to support the introduction of a FVOCI measurement 

category for debt assets or (ii) prefer to retain only amortised cost and FVPL?  

Members should consider whether (i) entities would have a clear and consistent 

understanding of how to implement the FVOCI business model, and (ii) whether 

the proposed accounting of debt assets measured at FVOCI would result in an 

improvement to users compared to the current impairment model in IAS 39
5
. 

 Could the IFRS 9 amortised cost measurement category be expanded to 

accommodate debt assets that are depicted to be classified as and measured at 

FVOCI?  Some ED/2012/4 respondents have noted that IAS 39 does not prohibit 

debt assets that meet the SPPI criteria from being classified as ‘loans and 

receivables’, and accordingly, measured at amortised cost. 

Financial Instruments Impairment: Expected Credit Losses 

6. The IASB’s original proposal (ED/2009/12 Financial Instruments: Amortised Cost and 

Impairment) to incorporate expected credit losses (ECL) at inception into the effective 

interest rate calculation received some support for its conceptual approach.  The basis of the 

approach is that credit losses expected at inception of a loan are priced into contractual 

interest rates and accordingly, those ECL should be recognised over the life of the loan 

through a credit-adjusted effective interest rate.  However, the IASB received feedback from 

constituents with significant concerns that the impairment model proposed in ED/2009/12 is 

inoperable.  The IASB and FASB responded with a Supplement to ED/2009/12 with a revised 

model that recognises impairment based on a ‘good book’ measure (losses are recognised at 

the higher of time-proportional loss method and foreseeable future loss method) and a ‘bad 

book’ measure (full lifetime losses are recognised).  The feedback on the joint impairment 

model indicated concerns with the conceptual basis and whether the revised model would be 

operational. 

7. The IASB and FASB’s reaction to the feedback was to develop a third impairment approach 

with recognition of (i) a 12-month ECL
6
 (for Stage 1 financial instruments); and (ii) lifetime 

                                                 

4 Note that the IASB held an education session on the proposed business model and FVOCI measurement category in 

October 2013 (refer to footnote 2 of this memo for the IASB education materials) and plans to deliberate on the topic 

at its November 2013 meeting. 

5 AASB staff presented a working draft paper at the 2012 Annual AOSSG Meeting that provides a working draft 

example of the proposed accounting of debt assets measured at FVOCI and an analysis of the proposed reporting.  

This paper can be referred on the AOSSG website 

(http://www.aossg.org/docs/Meetings/Meeting_Nov_2012/Agenda_paper_12.2_2012_Annual_AOSSG_Meeting.pdf) 

6 ED/2013/3 defines 12-month ECL as ECL that result from those default events that are possible within the 12 months 

after the reporting date and requires the 12-month ECL to be recognised on financial instruments without inherent 

http://www.aossg.org/docs/Meetings/Meeting_Nov_2012/Agenda_paper_12.2_2012_Annual_AOSSG_Meeting.pdf
http://www.aossg.org/docs/Meetings/Meeting_Nov_2012/Agenda_paper_12.2_2012_Annual_AOSSG_Meeting.pdf
http://www.aossg.org/docs/Meetings/Meeting_Nov_2012/Agenda_paper_12.2_2012_Annual_AOSSG_Meeting.pdf
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ECL
7
 (for Stages 2 and 3 financial instruments).  This model is referred as the dual-

measurement model. 

8. The IASB and FASB then each conducted separate outreach on the dual-measurement model 

that subsequently triggered: 

(a) the FASB to depart from the dual-measurement model.  The FASB issued the Proposed 

Accounting Standards Update Financial Instruments—Credit Losses (Subtopic 825-15) 

which is a single-measurement model that would require lifetime ECL on all financial 

instruments to be recognised immediately on initial recognition and at all times.  The 

comment period for the FASB PSU closed on 30 May 2013; and 

(b) the IASB to continue to pursue the dual-measurement model.  The IASB issued 

ED/2013/3 Financial Instruments: Expected Credit Losses with a request for comment 

by 5 July 2013. 

9. Agenda paper 10.3 provides a background to the issues identified and detailed comments 

made by AOSSG members regarding the proposals in ED/2013/3.  The main concerns 

highlighted in the AOSSG submission on ED/2013/3 will be discussed at the 2013 Annual 

AOSSG Meeting (Agenda paper 10.4). 

10. At their joint-meetings in September and October 2013, the IASB and FASB were requested 

to make decisions in relation to their respective proposals on the assumption that they were to 

proceed to finalise their exposure drafts independently.  The IASB and FASB indicated that 

they would consider how best to resolve any differences that resulted from their tentative 

decisions at the end of their joint deliberations. 

11. The following points may be useful to facilitate discussion at the Annual AOSSG Meeting. 

(a) In relation to the recognition of lifetime ECL (Stages 2 and 3): 

 Do members consider the combination of absolute (i.e. the ‘initial credit risk’ and 

‘counterparty risk’ assessments) and relative credit risk assessments would 

simplify the trigger or recognition for lifetime ECL (i.e. moving financial 

instruments from impairment Stage 1 to Stages 2 or 3) [refer paragraph 45 of 

IASB October 2013 meeting paper 5A]? 

 Do members consider the ‘top-down approach’ [refer paragraph 41 of IASB 

September 2013 meeting paper 5A] feasible?  Some may consider that this 

approach is highly judgemental, arbitrary and requires a level of sophistication 

that may not be achievable for some entities. 

 Do members consider the ‘bottom-up approach’ [refer paragraph 47-52 of IASB 

September 2013 meeting paper 5A] may only work well in extreme situations 

                                                                                                                                                                  

credit loss, at inception (resulting in a day-one loss) and subsequently at every reporting date if credit risk has not 

significantly increased from inception. 

7 ED/2013/3 defines lifetime ECL as ECL that result from all possible default events over the life of the financial 

instrument and requires lifetime ECL to be recognised if credit risk has significantly increased from inception. 
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(such as the Greek sovereign debt crisis) and would not work well in a steady 

economic cycle where outright factors are difficult to identify by segmentation? 

 Do members consider that a significant increase in credit risk is most likely 

evident only on an individual instrument basis?  For example, when an entity 

experiences difficulty in cash collection on a particular loan, would transferring 

those that particular loan from stage 1 to stage 2 be relevant only for individual 

instruments, or would the entity transfer the whole portfolio if the credit risk 

characteristics of that particular loan is similar to the portfolio [refer 

paragraph 58(c) of IASB September 2013 meeting paper 5A, i.e. the IASB’s 

tentative approach in response to the issue of the responsiveness of the proposed 

model]? 

(b) In relation to the recognition of 12-month ECL (Stage 1): 

 Can we accept the proposed ‘12-month’ loss measurement objective without a 

conceptual rationale?  Members should consider whether (i) entities would have 

a clear and consistent understanding of how to implement the 12-month ECL, 

and (ii) whether the proposed 12-month ECL would result in an improvement to 

users compared to the current impairment model in IAS 39. 

 For example, how would the proposed 12-month ECL recognition on day-

one be applied to financial assets acquired in a business combination?  

IFRS 3 Business Combinations requires financial assets to be recognised at 

‘fair value’ on acquisition.  Assuming the loans are not credit-impaired on 

acquisition, would the acquirer be required to recognise a day-one loss on 

acquisition?  If so, would goodwill be increased or would a loss on 

acquisition be recognised.  Would either accounting outcome faithfully 

represent the transaction? 

 Is the meaning of the IASB’s tentative decision to clarify that the 12-month ECL 

is a “portion of lifetime ECL” clear? [refer IASB Update October 2013 or 

paragraph 69 of IASB October 2013 meeting paper 5C] 

 Should the IASB pursue principles and/or methods other than the proposed 12-

month measurement objective?  For example, do members consider the 12-month 

measurement objective more understandable and operational than the alternatives 

that are based on reasonable and supportable estimates identified as ‘foreseeable 

future period’, ‘loss emergence period’ and the ‘outlook period of more than 

12 months’?  Respondents to the Supplement to ED/2009/12 (issued in 2010) 

highlighted a concern regarding comparability if ECL were measured based on a 

foreseeable future period or loss emergence period or the outlook of more than 

12 months [refer paragraph 24-33 of IASB September 2013 meeting paper 5C]. 
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