Summaries of International Accounting Standards

The following list links to a brief summary of the individual International Accounting Standard currently in force or issued recently and not yet effective. Where an IAS has been superseded by a subsequent International Accounting Standard, it is not listed.

The official full text of the Standards is available only by purchasing the annual Bound Volume or subscribing to IAS on CD-ROM. The following unofficial summaries are, by their nature, incomplete.

· IAS 1: Presentation of Financial Statements 

· IAS 2: Inventories 

· IAS 7: Cash Flow Statements 

· IAS 8: Net Profit or Loss for the Period, Fundamental Errors and Changes in Acco... 

· IAS 10: Events After the Balance Sheet Date 

· IAS 11: Construction Contracts 

· IAS 12: Income Taxes 

· IAS 14: Segment Reporting 

· IAS 15: Information Reflecting the Effects of Changing Prices 

· IAS 16: Property, Plant and Equipment 

· IAS 17: Leases 

· IAS 18: Revenue 

· IAS 19: Employee Benefits 

· IAS 20: Accounting for Government Grants and Disclosure of Government Assistance 

· IAS 21: The Effects of Changes in Foreign Exchange Rates 

· IAS 22: Business Combinations 

· IAS 23: Borrowing Costs 

· IAS 24: Related Party Disclosures 

· IAS 26: Accounting and Reporting by Retirement Benefit Plans 

· IAS 27: Consolidated Financial Statements 

· IAS 28: Investments in Associates 

· IAS 29: Financial Reporting in Hyperinflationary Economies 

· IAS 30: Disclosures in the Financial Statements of Banks and Similar Financial I... 

· IAS 31: Financial Reporting of Interests in Joint Ventures 

· IAS 32: Financial Instruments: Disclosure and Presentation 

· IAS 33: Earnings per Share 

· IAS 34: Interim Financial Reporting 

· IAS 35: Discontinuing Operations 

· IAS 36: Impairment of Assets 

· IAS 37: Provisions, Contingent Liabilities and Contingent Assets 

· IAS 38: Intangible Assets 

· IAS 39: Financial Instruments: Recognition and Measurement 

· IAS 40: Investment Property 

· IAS 41: Agriculture 
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IAS 1: Presentation of Financial Statements


IAS 1: Presentation of Financial Statements supersedes: 

· IAS 1, Disclosure of Accounting Policies; 

· IAS 5, Information to be Disclosed in Financial Statements; and 

· IAS 13, Presentation of Current Assets and Current Liabilities. 


IAS 1 (revised 1997) was approved by the IASC Board in July 1997 and became effective for financial statements covering periods beginning on or after 1 July 1998.

In May 1999, IAS 10: Events After the Balance Sheet Date, amended paragraphs 63(c), 64, 65(a) and 74(c). The amended text become effective for annual financial statements covering periods beginning on or after 1 January 2000.

The following SIC Interpretations relate to IAS 1: 

· SIC 8: First-Time Application of IASs as the Primary Basis of Accounting; and 

· SIC 18: Consistency - Alternative Methods.

Summary of IAS 1 

IAS 1 defines overall considerations for financial statements: 

· Fair presentation 

· Accounting policies 

· Going concern 

· Accrual basis of accounting 

· Consistency of presentation 

· Materiality and aggregation 

· Offsetting 

· Comparative information 

Four basic financial statements: IAS 1 prescribes the minimum structure and content, including certain information required on the face of the financial statements: 

· Balance sheet (current/noncurrent distinction is not required) 

· Income statement (operating/nonoperating separation is required) 

· Cash flow statement (IAS 7: Cash Flow Statements sets out the details) 

· Statement showing changes in equity. Various formats are allowed: 

· The statement shows: 

· (a) each item of income and expense, gain or loss, which, as required by other IASC Standards, is recognised directly in equity, and the total of these items (examples include property revaluations (IAS 16: Property, Plant and Equipment), certain foreign currency translation gains and losses (IAS 21: The Effects of Changes in Foreign Exchange Rates), and changes in fair values of financial instruments (IAS 39: Financial Instruments: Recognition and Measurement)); and 

· (b) net profit or loss for the period, but no total of (a) and (b). Owners' investments and withdrawals of capital and other movements in retained earnings and equity capital are shown in the notes. 

· Same as above, but with a total of (a) and (b) (sometimes called "comprehensive income"). Again, owners' investments and withdrawals of capital and other movements in retained earnings and equity capital are shown in the notes. 

· The statement shows both the recognised gains and losses that are not reported in the income statement and owners' investments and withdrawals of capital and other movements in retained earnings and equity capital. An example of this would be the traditional multicolumn statement of changes in shareholders' equity.


Other matters addressed: 

· Notes to financial statements 

· Requires certain information on the face of financial statements 

· Income statement must show:
--revenue
--results of operating activities
--finance costs
--income from associates and joint ventures
--taxes
--profit or loss from ordinary activities
--extraordinary items
--minority interest
--net profit or loss

· Offsetting (netting) 

· Summary of accounting policies 

· Illustrative Financial Statements 

· Disclosure of compliance with IAS 

· Limited "true and fair override" if compliance is misleading 

· Requires compliance with Interpretations 

· Definitions of current and noncurrent 

	IAS 2: Inventories


IAS 2, Inventories, became effective for financial statements covering periods beginning on or after 1 January 1995.

In May 1999, IAS 10: Events After the Balance Sheet Date, amended paragraph 28. The amended text became effective for annual financial statements covering periods beginning on or after 1 January 2000.

In December 2000, IAS 41: Agriculture, amended paragraph 1 and inserted paragraph 16A. The amended text is effective for annual financial statements covering periods beginning on or after 1 January 2003.

One SIC Interpretation relates to IAS 2:

· SIC 1: Consistency - Different Cost Formulas for Inventories

Summary of IAS 2 

· Inventories should be measured at the lower of cost and net realisable value. Net realisable value is selling price less cost to complete the inventory and sell it. 

· Cost includes all costs to bring the inventories to their present condition and location. 

· If specific cost is not determinable, the benchmark treatment is to use either the first in, first out (FIFO) or weighted average cost formulas. An allowed alternative is the last in, first out (LIFO) cost formula. When LIFO is used, there should be disclosure of the lower of (i) net realisable value and (ii) FIFO, weighted average or current cost. 

· The cost of inventory is recognised as an expense in the period in which the related revenue is recognised. 

· If inventory is written down to net realisable value, the write-down is charged to expense. Any reversal of such a write-down in a later period is credited to income by reducing that periodVs cost of goods sold. 

· Required disclosures include: 

· accounting policy, 

· carrying amount of inventories by category, 

· carrying amount of inventory carried at net realisable value, 

· amount of any reversal of a write-down, 

· carrying amount of inventory pledged as security for liabilities, 

· cost of inventory charged to expense for the period, and 

· LIFO disclosures mentioned above. 

	IAS 7: Cash Flow Statements


IAS 7, Cash Flow Statements, became effective for financial statements covering periods beginning on or after 1 January 1994.

Summary of IAS 7 

· The cash flow statement is a required basic financial statement. 

· It explains changes in cash and cash equivalents during a period. 

· Cash equivalents are short-term, highly liquid investments subject to insignificant risk of changes in value. 

· Cash flow statement should classify changes in cash and cash equivalents into operating, investing, and financial activities. 

· Operating: May be presented using either the direct or indirect methods. Direct method shows receipts from customers and payments to suppliers, employees, government (taxes), etc. Indirect method begins with accrual basis net profit or loss and adjusts for major non-cash items. 

· Investing: Disclose separately cash receipts and payments arising from acquisition or sale of property, plant, and equipment; acquisition or sale of equity or debt instruments of other enterprises (including acquisition or sale of subsidiaries); and advances and loans made to, or repayments from, third parties. 

· Financing: Disclose separately cash receipts and payments arising from an issue of share or other equity securities; payments made to redeem such securities; proceeds arising from issuing debentures, loans, notes; and repayments of such securities. 

· Cash flows from taxes should be disclosed separately within operating activities, unless they can be specifically identified with one of the other two headings. 

· Investing and financing activities that do not give rise to cash flows (a nonmonetary transaction such as acquisition of property by issuing debt) should be excluded from the cash flow statement but disclosed separately. 

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


IAS 8 (revised 1993), Net Profit or Loss for the Period, Fundamental Errors and Extraordinary Items, became effective for annual financial statements covering periods beginning on or after 1 January 1995.

IAS 35: Discontinuing Operations, supersedes certain paragraphs of IAS 8. IAS 35 became operative for annual financial statements covering periods beginning on or after 1 January 1999.

IAS 40: Investment Property, amended paragraph 44, which also is now set in bold italic type. IAS 40 was operative for annual financial statements covering periods beginning on or after 1 January 2001.

One SIC Interpretation relates to IAS 8: 

· SIC 8: First-Time Application of IASs as the Primary Basis of Accounting. 


Summary of IAS 8 

· Separate disclosure of extraordinary items of profit or loss is required on the face of the income statement, after the total of profit or loss from ordinary activities. Such extraordinary items are rare and beyond management control. Examples are expropriation of assets and effects of natural disasters. 

· Items of income or expense arising from ordinary activities that are abnormal because of their size, nature or incidence are separately disclosed, usually in the notes. 

· A change in accounting estimate should be reflected prospectively. The nature and effect of the change should be disclosed, even if the effect will only be significant in a future period. If the effect cannot be quanitified, that fact should be disclosed. 

· A correction of a fundamental error should be treated as a prior period adjustment (benchmark) or recognised in current profit or loss (allowed alternative). The nature and effect of the change in the current and prior periods should be disclosed. 

· A change in accounting policy should be treated retrospectively by restating all prior periods presented and adjusting opening retained earnings (benchmark). If the adjustments relating to prior periods cannot be reasonably determined, the change may be accounted for prospectively. An allowed alternative for the adjustment arising from a retrospective change in accounting policy is to include it in the determination of the net profit or loss for the current period. 

· Disclosure is required of the reasons for and effect and accounting treatment of the change. 

· A change in accounting policy should be made only if required by statute or by an accounting standard-setting body, or if the change results in a more appropriate presentation of financial statements. 

· IAS 8 disclosure requirements for discontinued operations have been replaced by IAS 35

	IAS 10: Events After the Balance Sheet Date


IAS 10 was approved by the IASC Board in March 1999 and became effective for annual financial statements covering periods beginning on or after 1 January 2000. 

Summary of IAS 10 

· an enterprise should adjust its financial statements for events after the balance sheet date that provide further evidence of conditions that existed at the balance sheet; 

· an enterprise should not adjust its fiancial statements for events after the balance sheet date that are indicative of conditions that arose after the balance sheet date; 

· if dividends to holders of equity instruments are proposed or declared after the balance sheet date, an enterprise should not recognise those dividends as a liability; 

· an enterprise may give the disclosure of proposed dividends (required by IAS 1: Presentation of Financial Statements) either on the face of the balance sheet as an appropriation within equity or in the notes to the financial statements; 

· an enterprise should not prepare its financial statements on a going concern basis if management determines after the balance sheet date either that it intends to liquidate the enterprise or to cease trading, or that it has no realistic alternative but to do so; 

· there should no longer be a requirement to adjust the financial statements where an event after the balance sheet date indicates that the going concern assumption is not appropriate for part of an enterprise; 

· an enterprise should disclose the date when the financial statements were authorised for issue and who gave that authorisation. If the enterpriseVs owners or others have the power to amend the financial statements after issuance, the enterprise should disclose that fact; and 

· an enterprise should update disclosures that relate to conditions that existed at the balance sheet date in the light of any new information that it receives after the balance sheet date about those conditions.

	IAS 11: Construction Contracts


IAS 11, Construction Contracts, became effective for annual financial statements covering periods beginning on or after 1 January 1995.

In May 1999, IAS 10: Events After the Balance Sheet Date, amended paragraph 45. The amended text was effective for annual financial statements covering periods beginning on or after 1 January 2000.

Summary of IAS 11 

· If the total revenue, past and future costs, and the stage of completion of a contract can be measured or estimated reliably, revenues and costs should be recognised by stage of completion (the "percentage-of-completion method"). 

· Expected losses should be recognised immediately. 

· If the outcome cannot be measured reliably, costs should be expensed, and revenues should be recognised to the extent that costs are recoverable ("cost recovery method"). 

· Disclosure requirements include (for each major contract or class of contracts): 

· Amount of contract revenue recognised. 

· Method for determining that revenue. 

· Method for determining stage of completion. 

· For contracts in progress, disclose aggregate costs incurred, recognised profits or losses, advances received, and retentions. 

· Gross amount due from customers under the contract(s). 

· Gross amount owned to customers under the contract(s). 

	IAS 12: Income Taxes


IAS 12 (revised 1996), Income Taxes, became effective for annual financial statements covering periods beginning on or after 1 January 1998.

IAS 12 was amended in May 1999 by IAS 10: Events After the Balance Sheet Date. The amended text was effective for annual financial statements covering periods beginning on or after 1 January 2000.

IAS 12 was amended further in April 2000 to revise cross-references and terminology as a result of the issuance of IAS 40: Investment Property. The amended text was effective for annual financial statements covering periods beginning on or after 1 January 2001.

In October 2000, the IASC Board approved limited revisions to IAS 12. The revisions addressed the accounting treatment for income tax consequences of dividends. The revised text was effective for annual financial statements covering periods beginning on or after 1 January 2001.

The following SIC Interpretations relate to IAS 12: 

· SIC 21: Income Taxes - Recovery of Revalued Non-Depreciable Assets; and 

· SIC 25: Income Taxes - Changes in the Tax Status of an Enterprise or its Shareholders. 

Summary of IAS 12 

· Accrue deferred tax liability for nearly all taxable temporary differences. 

· Accrue deferred tax asset for nearly all deductible temporary differences if it is probable a tax benefit will be realised. 

· Accrue unused tax losses and tax credits if it is probable that they will be realised. 

· Use tax rates expected at settlement. 

· Current and deferred tax assets and liabilities are measured using the tax rate applicable to undistributed profits. 

· Non-deductible goodwill: no deferred tax. 

· Unremitted earnings of subsidiaries, associates, and joint ventures: Do not accrue tax. 

· Capital gains: Accrue tax at expected rate. 

· Do not "gross up" government grants or other assets or liabilities whose initial recognition differs from initial tax base. 

	IAS 14: Segment Reporting


IAS 14, Segment Reporting, became effective for annual financial statements covering periods beginning on or after 1 July 1998. 

IAS 14 (revised) applies to enterprises whose equity or debt securities are publicly traded, including enterprises in the process of issuing equity or debt securities in a public securities market, but not to other economically significant entities.

IAS 36, Impairment of Assets, sets out certain disclosure requirements for reporting impairment losses by segment.

Summary of IAS 14 

Basis of Segment Reporting: 

· Public companies must report information along product and service lines and along geographical lines 

· One basis of segmentation is primary, the other is secondary 

· Segment accounting policies the same as consolidated. 

Segment Disclosures: 

· The following should be disclosed for each primary segment:
--revenue (external and intersegment shown separately); --operating result (before interest and taxes);
--carrying amount of segment assets;
--carrying amount of segment liabilities;
--cost to acquire property, plant, equipment, and intangibles;
--depreciation and amortisation;
--non-cash expenses other than depreciation;
--share of profit or loss of equity and joint venture investments;
--the basis of inter-segment pricing.

· The following should be disclosed for each secondary segment:
--revenue (external and intersegment shown separately);
--carrying amount of segment assets;
--cost to acquire property, plant, equipment, and intangibles;
--the basis of inter-segment pricing.

Segment definition: 

· Segments are organisational units for which information is reported to the board of directors and CEO unless those organisational units are not along product/service or geographical lines, in which case use the next lower level of internal segmentation that reports product and geographical information. 

· Never construct segments solely for external reporting purposes. 

· 10% materiality thresholds. 

· Segments must equal at least 75% of consolidated revenue. 

	IAS 15: Information Reflecting the Effects of Changing Prices


Note: This standard is not mandatory.
Board Statement October 1989

At its meeting in October 1989, the Board of IASC approved the following statement to be added to IAS 15, Information Reflecting the Effects of Changing Prices:

"The international consensus on the disclosure of information reflecting the effects of changing prices that was anticipated when IAS 15 was issued has not been reached. As a result, the Board of IASC has decided that enterprises need not disclose the information required by IAS 15 in order that their financial statements conform with International Accounting Standards. However, the Board encourages enterprises to present such information and urges those that do to disclose the items required by IAS 15."


Summary of IAS 15

Disclosure requirements: 
Enterprises applying IAS 15 should disclose the following information on a general purchasing power or a current cost basis: 

· depreciation adjustment; 

· cost of sales adjustment; 

· monetary items adjustment; and 

· the overall effect of the above and any other adjustments. 

	IAS 16: Property, Plant and Equipment


IAS 16, Property, Plant and Equipment, became effective on 1 January 1995.

In July 1997, IAS 16 was amended by IAS 1: Presentation of Financial Statements.

In April and July 1998, various paragraphs of IAS 16 were revised to be consistent with IAS 22: Business Combinations, IAS 36: Impairment of Assets, and IAS 37: Provisions, Contingent Liabilities and Contingent Assets. The revised Standard (IAS 16 (revised 1998)) became operative for annual financial statements covering periods beginning on or after 1 July 1999. 

In April 2000, the scope of IAS 16 was amended by IAS 40: Investment Property. IAS 40 is operative for annual financial statements covering periods beginning on or after 1 January 2001.

In January 2001, the scope of IAS 16 was amended by IAS 41: Agriculture. IAS 41 is operative for annual financial statements covering periods beginning on or after 1 January 2003.

The following SIC Interpretations relate to IAS 16: 

· SIC 14: Property, Plant and Equipment - Compensation for the Impairment or Loss of Items; and 

· SIC 23: Property, Plant and Equipment - Major Inspection or Overhaul Costs.


Summary of IAS 16 

· Property, plant and equipment should be recognised when (a) it is probable that future benefits will flow from it, and (b) its cost can be measured reliably. 

· Initial measurement should be at cost. 

· Subsequently, the benchmark treatment is to use depreciated (amortised) cost but the allowed alternative is to use an up-to-date fair value. 

· Depreciation: 

· Long-lived assets other than land are depreciated on a systematic basis over their useful lives. 

· Depreciation base is cost less estimated residual value. 

· The depreciation method should reflect the pattern in which the asset's economic benefits are consumed by the enterprise. 

· If assets are revalued, depreciation is based on the revalued amount. 

· The useful life should be reviewed periodically and any change should be reflected in the current period and prospectively. 

· Significfant costs to be incurred at the end of an asset's useful life should either be reflected by reducing the estimated residual value or by charging the amount as an expense over the life of the asset. 

· Revaluations (allowed alternative): 

· Revaluations should be made with sufficient regularity such that the carrying amount does not differ materially from that which would be determined using fair value at the balance sheet date. 

· If an item of PP&E has been revalued, the entire class to which the asset belongs must be revalued (for example, all buildings, all land, all equipment). 

· Revaluations should be credited to equity (revaluation surplus) unless reversing a previous charge to income. 

· Decreases in valuation should be charged to income unless reversing a previous credit to equity (revaluation surplus). 

· If the revalued asset is sold or otherwise disposed of, any remaining revaluation surplus either remains as a separate component of equity or is transferred directly to retained earnings (not through the income statement). 

· If an asset's recoverable amount falls below its carrying amount, the decline should be recognised and charged to income (unless it reverses a previous credit to equity). 

· Gains or losses on retirement or disposal of an asset should be calculated by reference to the carrying amount. 

· Required disclosures include: 

· Reconciliation of movements. 

· Capital commitments. 

· Items pledged as security. 

· If assets are revalued, disclose historical cost amounts. 

· Change in revaluation surplus. 

IAS 16 is included in:

	IAS 17: Leases


IAS 17, Leases, became effective for annual financial statements covering periods beginning on or after 1 January 1999. 

In April 2000, various paragraphs were amended, and a paragraph inserted, by IAS 40: Investment Property. IAS 40 is effective for annual financial statements covering periods beginning on or after 1 January 2001.

In January 2001, various paragraphs were amended by IAS 41: Agriculture. IAS 41 is effective for annual financial statements covering periods beginning on or after 1 January 2003.

One SIC Interpretation relates to IAS 17: 

· SIC 15: Operating Leases - Incentives.


Summary of IAS 17 

· Finance leases are those that transfer substantially all risks and rewards to the lessee. 

· Lessee should capitalise a finance lease at the lower of the fair value and the present value of the minimum lease payments. 

· Rental payments should be split into (i) a reduction of liability, and (ii) a finance charge designed to reduce in line with the liability. 

· Lessee should calculate depreciation on leased assets using useful life, unless there is no reasonable certainty of eventual ownership. In the latter case, the shorter of useful life and lease term should be used. 

· Lessee should expense operating lease payments. 

· For lessors, finance leases should be recorded as receivables. Lease income should be recognised on the basis of a constant periodic rate of return. 

· For a sale and leaseback that results in a finance lease, any excess of proceeds over carrying amount should be deferred and amortised over the lease term. 

· IAS 17 (revised) requirss enhanced disclosures by lessees, including disclosure of rental expenses, sublease rentals, and a description of leasing arrangements. 

· IAS 17 (revised) requires enhanced disclosures by lessors, such as disclosure about future minimum rentals and amounts of contingent rentals included in net profit or loss. 

· IAS 17 (revised) requires that a lessor should use the net investment method to allocate finance income. The net cash investment method is no longer permitted. 

	IAS 18: Revenue


IAS 18, Revenue, became operative for annual financial statements covering periods beginning on or after 1 January 1995.

Summary of IAS 18 

· Revenue should be measured at fair value of consideration received or receivable. Usually this is the inflow of cash. Discounting is needed if the inflow of cash is significantly deferred without interest. If dissimilar goods or services are exchanged (as in barter transactions), revenue is the fair value of the goods or services received or, if this is not reliably measurable, the fair value of the goods or services given up. 

· Revenue should be recognised when:

· significant risks and rewards of ownership are transferred to the buyer; 

· managerial involvement and control have passed; 

· the amount of revenue can be measured reliably; 

· it is probable that economic benefits will flow to the enterprise; and 

· the costs of the transaction (including future costs) can be measured reliably. 

· For services, similar conditions apply by stage of completion if the outcome can be estimated reliably. 

· Interest revenue is recognised on a time-proportion basis using the effective interest rate. 

· Dividend revenue is recognised when the shareholderVs right to receive the dividend is legally established. 

· If revenue has been recognised but collectibility of a portion of the amount is doubtful, bad debt expense should be recognised when the revenue is recognised. 

· Revenues and related expenses must be matched. If future related expenses cannot be measured reliably, revenue recognition should be deferred. 

· Required disclosures include: 

· Revenue recognition accounting policies. 

· Amount of each significant category of revenue recognised. 

· Amount of revenue from exchanges of goods or services.

	IAS 19: Employee Benefits


IAS 19, Employee Benefits, became effective for financial statements covering periods beginning on or after 1 January 1999.

Certain paragraphs were amended in May 1999 by IAS 10: Events After the Balance Sheet Date. The amended text became effective for annual financial statements covering periods beginning on or after 1 January 2000.

IAS 19 was amended in 2000 to change the definition of plan assets and to introduce recognition, measurement and disclosure requirements for reimbursements. The amendments became effective for annual financial statements covering periods beginning on or after 1 January 2001. 

Summary of IAS 19 

POST-EMPLOYMENT BENEFITS INCLUDING PENSIONS 

Defined Contribution Plans 

· Contributions of a period should be recognised as expenses. 

Defined Benefit Plans 

· Current service cost should be recognised as an expense. 

· All companies use the projected unit credit method (an accrued benefit method) to measure their pension expense and pension obligation. 

· Projected benefit methods may not be used. 

· The discount rate is the interest rate on high quality corporate bonds of maturity comparable to plan obligations. 

· Measure plan assets and reimbursement rights at fair value. 

· Present defined benefit obligations net of plan assets. Present reimbursement rights as a separate asset. 

· A net pension asset on the balance sheet may not exceed the present value of available refunds plus the available reduction in future contribution due to a plan surplus. 

· If the net cumulative unrecognised actuarial gains and losses exceed the greater of (a) 10% of the present value of the plan obligation and (b) 10% of the fair value of plan assets, that excess must be amortised over a period not longer than the estimated average remaining working lives of employees participating in the plan. Faster amortisation, including immediate income recognition for all actuarial gains and losses, is permitted if an enterprise follows a consistent and systematic policy. 

· Past service cost should be recognised over the average period until the amended benefits become vested. 

· The effect of termination, curtailment, or settlement should be recognised when the event occurs. 

OTHER EMPLOYEE BENEFITS 

· Including vacations, holidays, accumulating sick pay, retiree medical and life insurance, etc. 

· Accrual basis during period of employee service. 

TABLE COMPARING IAS 19 (REVISED 2000) WITH U.S. GAAP 

	 
	IAS 19
	USA

	Actuarial valuation methods
	Projected Unit Credit only
	Projected Unit Credit only

	Measurement date
	Balance sheet date
	Up to 3 month before B/S date

	Attribution of benefit to periods:
	 
	 

	Attribution starts
	When employee becomes entitled to benefits (conditional or unconditional)
	When plan grants credit

	Attribution ends
	When entitlement is no longer conditional on future service
	Pension costs: end of service
OPEBs: full eligibility

	Attribution method
	Note 1
	Note 2

	Discount rate
	Rate on high quality corporate bonds at B/S date
	Effective settlement rate / return on high-quality fixed-income investments 

	Measurement assumes future benefit increases?
	If part of formal or constructive terms of the plan
	If regular or automatic

	Actuarial gains and losses
	Optional 10% corridor (note 3)
	Optional 10% corridor (note 3)

	Spread past service cost for current and former employees?
	Note 4
	Yes

	Past service cost - amortisation basis
	Straight-line
	Employee / year

	Additional minimum liability in certain cases?
	No
	Pensions - yes
OPEBs - no

	Measurement of plan assets
	Fair value (note 5)
	Market Related or Market Value

	Limit on recognition of an overall asset
	Yes (note 6)
	No

	Curtailment and settlement loss: timing of recognition 
	When occurs
	When probable

	Include unrecognised actuarial gains/losses (A) and past service cost (P) in:
	 
	 

	Curtailment gains and losses?
	A+P
	P

	Settlement gains and losses?
	A+P
	A

	Multi-employer plans with defined benefit characteristics
	Use defined benefit accounting
	Use defined contribution accounting

	Analyse balance sheet and income statement?
	Yes
	Yes

	Delayed transition allowed?
	Yes (note7)
	Yes (note7)


Notes: 

1. Plan benefit formula (but use straight-line if formula is back-loaded) 

2. Pension costs: plan benefit formula, unless back-loaded. OPEBs: straight-line unless front-loaded 

3. Inside 10% corridor: may ignore. Outside 10% corridor: must amortise, but may recognise faster. 

4. Spread over average period until the amended benefits become vested 

5. New IAS 19 - do not use discounted cash flows if a market value (not clear under old IAS 19) 

6. Asset limited to unrecognised actuarial losses and past service cost, plus present value of available refunds and reductions in future contributions. 

7. New IAS 19 - may spread transitional increase (not decrease) in liability over up to 5 years. Old IAS 19, USA and UK - may spread transitional increase or decrease over remaining working life (USA - longer in some cases). 

OPEBs = Other Post-employment Benefits 

	IAS 20: Accounting for Government Grants and Disclosure of Government Assistance


IAS 20, Accounting for Government Grants and Disclosure of Government Assistance became effective for financial statements covering annual periods beginning on or after 1 January 1984 and was reformatted in 1994 to adopt the revised format adopted for International Accounting Standards from 1991 onwards.

In January 2001, the scope of IAS 20 was amended by IAS 41: Agriculture. The amendment becomes effective for financial statements covering annual periods beginning on or after 1 January 2003.

One SIC Interpretation relates to IAS 20: 

· SIC 10: Government Assistance - No Specific Relation to Operating Activities.


Summary of IAS 20 

· Grants should not be credited directly to equity. They should be recognised as income in a way matched with the related costs. 

· Grants related to assets should be deducted from the cost or treated as deferred income. 

	IAS 21: The Effects of Changes in Foreign Exchange Rates


IAS 21, The Effects of Changes in Foreign Exchange Rates, became effective for annual financial statements covering periods beginning on or after 1 January 1995.

IAS 21 does not deal with hedge accounting for foreign currency items (other than items that hedge a net investment in a foreign entity). IAS 39, Financial Instruments: Recognition and Measurement deals with this topic.

The following SIC Interpretations relate to IAS 21: 

· SIC 7: Introduction of the Euro; 

· SIC 11: Foreign Exchange - Capitalisation of Losses Resulting from Severe Currency Devaluations; and 

· SIC 19: Reporting Currency - Measurement and Presentation of Financial Statements Under IAS 21 and IAS 29.



Summary of IAS 21 

Foreign currency transactions 

· Transactions should be translated on the date of the transaction. Thus, income statement items are translated at the average exchange rate. 

Investments in foreign entities that are integral to the operations of the parent 

· Subsequently, monetary balances should be translated at the closing rate, and nonmonetary balances at the rate that relates to the valuation basis. This means the rate on acquisition date for nonmonetary assets carried at historical cost and the rate at valuation date for revalued nonmonetary assets. 

· Differences on monetary items should be taken to income, unless the items amount to a net investment in a foreign entity, in which case they are reported in equity until the asset or liability is disposed of. 

· The financial statements of foreign operations that are integral to the operations of the parent should be treated as above. 

Investments in other foreign entities 

· Financial statements of other entities should be translated using closing rates for balance sheets and transaction rates (or, in practice, average rates) for income and expenses. Differences should be taken directly to equity. 

Disclosures:
· translation differences included in net income 

· analysis of translation differences in equity 

· changes in rates after balance sheet date 

· foreign exchange risk management policies 

	IAS 22: Business Combinations


IAS 22, Business Combinations, became effective for annual financial statements for periods beginning on or after 1 January 1995.

In October 1996, certain paragraphs were revised to be consistent with IAS 12: Income Taxes. The revisions became operative for annual financial statements covering periods beginning on or after 1 January 1998.

In July 1998, various paragraphs of IAS 22 were revised to be consistent with IAS 36: Impairment of Assets, IAS 37: Provisions, Contingent Liabilities and Contingent Assets, and IAS 38: Intangible Assets, and the treatment of negative goodwill was also revised. The revised Standard (IAS 22 (revised 1998)) became operative for annual financial statements covering periods beginning on or after 1 July 1999.

In October 1998, the IASC staff published separately a Basis for Conclusions for IAS 38, Intangible Assets and IAS 22 (revised 1998). The portion of the Basis for Conclusions that refers to the revisions made to IAS 22 in 1998 is available in an Adobe Acrobat document. 

In 1999, various paragraphs were amended to be consistent with IAS 10: Events After the Balance Sheet Date. The amended text became effective for annual financial statements covering periods beginning on or after 1 January 2000.

The following SIC Interpretations relate to IAS 22: 

· SIC 9: Business Combinations - Classification either as Acquisitions or Unitings of Interests; and 

· SIC 22: Business Combinations - Subsequent Adjustment of Fair Values and Goodwill Initially Reported.



Summary of IAS 22 

Two types of business combinations 

· Acquisitions: All business combinations are presumed to be acquisitions, and accounted for using the purchase method, except in very limited circumstances, designated a 'uniting of interests'; and 

· Uniting of interests: A uniting of interests is an unusual business combination in which an acquirer cannot be identified. Such combinations must be accounted for by the pooling of interests method. 


Acquisition (Purchase Method of Accounting) 

· Definition: A business combination in which one of the enterprises (the acquirer) obtains control over the net assets and operations of another enterprises (the acquiree) in exchange for the transfer of assets, incurrence of a liability, or issue of equity.

· For an acquisition, assets and liabilities should be recognised if it is probable that an economic benefit will flow and if there is a reliable measure of cost or fair value.

· Assets and liabilities of the acquired company are included in the consolidated financial statements at fair value (acquirerVs purchase price).

· The difference between the cost of the purchase and the fair value of the net assets is recognised as goodwill.

· there is a rebuttable presumption that goodwill has a maximum useful life of 20 years. Consistent with the amortisation requirements for intangible assets in IAS 38, Intangible Assets, if there is persuasive evidence that the useful life of goodwill will exceed 20 years, an enterprise should amortise the goodwill over its estimated useful life and:

· test goodwill for impairment at least annually in accordance with IAS 36, Impairment of Assets; and

· disclose the reasons why the presumption that the useful life of goodwill will not exceed 20 years from initial recognition is rebutted and also the factor(s) that played a significant role in determining the useful life of goodwill.

· The Standard does not permit an enterprise to assign an infinite useful life to goodwill.

· If goodwill is written down for impairment, the writedown is not reversed.

· The benchmark treatment is not to apply fair valuation to the minority's proportion of net assets; the allowed alternative is to fair value the whole of the net assets.

· Fair values are calculated by reference to intended use by the acquirer.

· a provision for restructuring costs may only be recognised at the date of acquisition where the restructuring is an integral part of the acquirer's plan for the acquisition and, among other things, the main features of the restructuring plan were announced at, or before, the date of acquisition so that those affected have a valid expectation that the acquirer will implement the plan.

Recognition criteria for such a provision are based on those in IAS 37, Provisions, Contingent Liabilities and Contingent Assets, except that IAS 22 requires a detailed formal plan to be in place no later than three months after the date of acquisition or the date when the annual financial statements are approved if sooner (IAS 37 requires the detailed formal plan to be in place at the balance sheet date). This difference from IAS 37 acknowledges that an acquirer may not have enough information to develop a detailed formal plan by the date of acquisition. It does not undermine the principle that no restructuring provision should be recognised if there is no obligation immediately following the acquisition.

IAS 22 also places strict limits on the costs to be included in a restructuring provision. For example, such provisions are limited to costs of restructuring the operations of the acquiree, not those of the acquirer.

· negative goodwill should always be measured and initially recognised as the full difference between the acquirer's interest in the fair values of the identifiable assets and liabilities acquired less the cost of acquisition. 

· IAS 22 requires negative goodwill to be presented as a deduction from (positive) goodwill. It should then be recognised as income as follows:

· to the extent that negative goodwill relates to expectations of future losses and expenses that are identified in the acquirer's plan for the acquisition and that can be measured reliably, negative goodwill should be recognised as income when the identified future losses and expenses occur; and

· to the extent that it does not relate to future losses and expenses, negative goodwill not exceeding the fair values of the non-monetary assets acquired should be recognised as income over the remaining average useful life of the depreciable/amortisable non-monetary assets acquired. Negative goodwill in excess of the fair values of the non-monetary assets acquired should be recognised as income immediately.

Uniting of Interests (Pooling of Interests Method of Accounting) 

· Definition: A business combination in which the shareholders of the combining enterprises combine control over the whole of their net assets and operations, to achieve a continuing mutual sharing in the risks and benefits attaching to the combined entity such that neither party can be identified as the acquirer. Criteria: 

· the substantial majority of voting common shares of the combining enterprises are exchanged or pooled;

· the fair value of one enterprise is not significantly different from that of the other enterprise;

· the shareholders of each enterprise maintain substantially the same voting rights and interests in the combined entity, relative to each other, after the combination as before. 

· Carrying amounts on the books of the combining companies are carried forward.

· No goodwill is recognised.

· Prior financial statements are restated as if the two companies had always been combined.

	IAS 23: Borrowing Costs


IAS 23, Borrowing Costs, became effective for annual financial statements covering periods beginning on or after 1 January 1995.

One SIC Interpretation relates to IAS 23: 

· SIC 2: Consistency - Capitalisation of Borrowing Costs.


Summary of IAS 23 

· The benchmark treatment is to treat borrowing costs as expenses. 

· The allowed alternative is to capitalise those directly attributable to construction. 

· If capitalised and funds are specifically borrowed, the borrowing costs should be calculated after any investment income on temporary investment of the borrowings. If funds are borrowed generally, then a capitalisation rate should be used based on the weighted average of borrowing costs for general borrowings outstanding during the period. Borrowing costs capitalised should not exceed those actually incurred. 

· Capitalisation begins when expenditures and borrowing costs are being incurred and construction of the asset is in progress. 

· Capitalisation suspends if construction is suspended for an extended period, and ends when substantially all activities are complete.

	IAS 24: Related Party Disclosures


IAS 24, Related Party Disclosures, was approved by the Board in March 1984. It was reformatted in 1991, however no substantive changes were made to the original approved text.

Summary of IAS 24 

· Related parties are those able to control or exercise significant influence. Such relationships include: 

· Parent-subsidiary relationships (see IAS 27: Consolidated Financial Statements). 

· Entities under common control. 

· Associates (see IAS 28: Investments in Associates). 

· Individuals who, through ownership, have significant influence over the enterprise and close members of their families. 

· Key management personnel. 

· Disclosures include: 

· Nature of relationships where control exisits, even if there were no transactions between the related parties. 

· Nature and amount of transactions with related parties, grouped as appropriate.

	IAS 26: Accounting and Reporting by Retirement Benefit Plans


IAS 26, Accounting and Reporting by Retirement Benefit Plans, was approved by the IASC Board in June 1986 and reformatted in 1991. No substantive changes were made to the original approved text.

Summary of IAS 26 

· This Standard applies to accounting and reporting by retirement benefit plans. 

· It establishes separate standards for reporting by defined benefit plans and by defined contribution plans. 

	IAS 27: Consolidated Financial Statements


IAS 27, Consolidated Financial Statements, was approved by the IASC Board in June 1988 and reformatted in 1994. No substantive changes were made to the original approved text.

In December 1998, certain paragraphs were amended to replace references to IAS 25, Accounting for Investments, by references to IAS 39, Financial Instruments: Recognition and Measurement.

In October 2000, paragraph 13 was amended to make the wording consistent with similar paragraphs in other related International Accounting Standards. 
One SIC Interpretation relates to IAS 27: 

· SIC 12: Consolidation - Special Purpose Entities.


Summary of IAS 27 

· A subsidiary is defined as a company controlled by another enterprise (the parent). 

· If a parent has one or more subsidiaries, consolidated financial statements are required. 

· All subsidiaries must be included, unless control is temporary or if there are severe long-term restrictions on the transfer of funds from the subsidiary to the parent. 

· Intragroup balances and transactions and resulting unrealised profits must be eliminated. 

· The difference between reporting dates of consolidated subsidiaries should be no more than three months from the parentVs. 

· Uniform accounting policies should be followed for the parent and its subsidiaries or, if this is not practicable, the enterprise must disclose that fact and the proportion of items in the consolidated financial statements to which different policies have been applied. 

· In the parentVs separate financial statements, subsidiaries may be shown at cost, at revalued amounts, or using the equity method. 

· Required disclosures include: 

· Name, country, ownership, and voting percentages for each significant subsidiary. 

· Reason for not consolidating a subsidiary. 

· Nature of relationship if parent does not own more than 50% of the voting power of a consolidated subsidiary. 

· Nature of relationship if the parent does own more than 50% of the voting power of a subsidiary excluded from consolidation. 

· The effect of acquisitions and disposals of subsidiaries during the period. 

· In the parentVs separate financial statements, a description of the method used to account for subsidiaries. 

	IAS 28: Investments in Associates


IAS 28, Investments in Associates, was approved by the IASC Board in November 1988 and reformatted in 1994. No substantive changes were made to the original approved text.

In July 1998, certain paragraphs were revised to be consistent with IAS 36: Impairment of Assets.

In December 1998, IAS 39: Financial Instruments: Recognition and Measurement, replaced references to IAS 25, Accounting for Investments, by references to IAS 39.

In March 1999, amendments were made to conform terminology and references in IAS 28 to that in IAS 10: Events After the Balance Sheet Date, and IAS 37: Provisions, Contingent Liabilities and Contingent Assets.

In October 2000, certain paragraphs were revised to be consistent with similar paragraphs in other related International Accounting Standards. The amended paragraphs become effective when an enterprise applies IAS 39 for the first time.

The following SIC Interpretations relate to IAS 28: 

· SIC 3: Elimination of Unrealised Profits and Losses on Transactions with Associates; and 

· SIC 20: Equity Accounting Method - Recognition of Losses. 


Summary of IAS 28 

· An associate is an enterprise, other than a subsidiary or joint venture, over which the investor has significant influence. Significant influence means the power to participate in financial and operating policy decisions. Such influence is presumed to exist if the investor owns more than 20 per cent of the associate. 

· Associates should be accounted for by the equity method in consolidated financial statements. However, if an investment was acquired and held exclusively with an intent to dispose of it in the near future, it should be accounted for by the cost method. 

· In parent company accounts, associates can be reported at equity or as long-term investments (cost or revalued amounts). 

· An investor should discontinue using the equity method if (a) it ceases to have significant influence over the associate or the associate operates under long-term restrictions that impair its ability to transfer funds to the investor. 

· Under the equity method, the investor recognises its proportionate share of the associateVs reported net profit or loss whether or not remitted as a dividend. The investor must amortise any goodwill implicit in the investment. 

· Equity-method investments are reported as non-current assets in the investor's balance sheet. 

· The carrying amount of an equity-method investment should be reduced to recognise non-temporary impairment. 

	IAS 29: Financial Reporting in Hyperinflationary Economies


IAS 29, Financial Reporting in Hyperinflationary Economies, was approved by the IASC Board in April 1989 and reformatted in 1994. No substantive changes were made to the original approved text.

The following SIC Interpretation relates to IAS 29: 

· SIC 19: Reporting Currency - Measurement and Presentation of Financial Statements Under IAS 21 and IAS 29.


Summary of IAS 29 

· Hyperinflation is indicated if cumulative inflation over three years is 100 per cent or more (among other factors). 

· In such a circumstance, financial statements should be presented in a measuring unit that is current at the balance sheet date. 

· Comparative amounts for prior periods are also restated into the measuring unit at the current balance sheet date. 

· Any gain or loss on the net monetary position arising from the restatement of amounts into the measuring unit current at the balance sheet date should be included in net income and separately disclosed.

	IAS 30: Disclosures in the Financial Statements of Banks and Similar Financial Institutions


IAS 30, Disclosures in the Financial Statements of Banks and Similar Financial Institutions, was approved by the IASC Board in June 1990 and reformatted in 1994. No substantive changes were made to the original approved text.

In 1998, certain paragraphs were amended to replace references to IAS 25, Accounting for Investments, by references to IAS 39: Financial Instruments: Recognition and Measurement.

In 1999, certain paragraphs were amended to replace references to IAS 10, Contingencies and Events Occurring After the Balance Sheet Date, by references to IAS 37: Provisions, Contingent Liabilities and Contingent Assets, and conform the terminology used to that in IAS 37. 

Summary of IAS 30 

· This standard prescribes special disclosures for banks and similar financial institutions. 

· A bank's income statement should group income and expense by nature and should report the principal types of income and expense. 

· Income and expense items may not be offset except (a) those relating to hedges and (b) assets and liabilities for which the legal right of offset exists. 

· Specific minimum line items for income and expenses are prescribed. 

· A bank's balance sheet should group assets and liabilities by nature. 

· Assets and liabilities may not be offset unless a legal right of offset exists and the offsetting is expected at realisation. 

· Specific minimum line items for assets and liabilities are prescribed. 

· Disclosures are required of various kinds of contingencies and commitments, including off-balance-sheet items. 

· Disclosures are required of information relating to losses on loans and advances. 

· Other required disclosures include: 

· Maturities of various kinds of liabilities. 

· Concentrations of assets, liabilities, and off-balance-sheet items. 

· Net foreign currency exposures. 

· Market values of investments. 

· Amounts set aside as appropriations of retained earnings for general banking risks. 

· Secured liabilities and pledges of assets as security. 

	IAS 31: Financial Reporting of Interests in Joint Ventures


IAS 31, Financial Reporting of Interests in Joint Ventures was approved by the IASC Board in November 1990 and reformatted in 1994. No substantive changes were made to the original text.

In July 1998, conforming changes were made to render IAS 31 consistent with IAS 36: Impairment of Assets. The revised text (IAS 31 (revised 1998)) became effective for annual financial statements covering periods beginning on or after 1 July 1999.

In December 1998, certain paragraphs were amended to replace references to IAS 25, Accounting for Investments, by references to IAS 39: Financial Instruments: Recognition and Measurement.

In March 1999, amendments were made to render IAS 31 consistent with the terminology in IAS 37: Provisions, Contingent Liabilities and Contingent Assets.

In October 2000, the Standard was amended to ensure consistency with related International Accounting Standards with respect to terminology in IAS 39: Financial Instruments: Recognition and Measurement.

One SIC Interpretation relates to IAS 31: 

· SIC 13: Jointly Controlled Entities - Non-Monetary Contributions by Venturers.


Summary of IAS 31 

· A joint venture is a contractual arrangement subject to joint control. These are of three types: 

· Jointly controlled operations. 

· Jointly controlled assets. 

· Jointly controlled entities. 

· Jointly controlled operations should be recognised by the venturer by including the assets and liabilities that it controls and the expenses that it incurs and its share of the income that it earns from the sale of goods or services by the venture. 

· Jointly controlled assets should be recognised on a proportional basis. 

· Jointly controlled entities should be recognised in consolidated financial statements as follows: 

· The benchmark treatment is proportional consolidation (see IAS 27: Consolidated Financial Statements). 

· The allowed alternative is the equity method (see IAS 28: Investments in Associates). 

· However, interests held for resale or under severe long-term restrictions should be treated as investments. 

	IAS 32: Financial Instruments: Disclosure and Presentation


Recognition and measurement of financial instruments are addressed in a separate IASC standard, IAS 39, Financial Instruments: Recognition and Measurement. IAS 39 requires certain disclosures about financial instruments in addition to those required by IAS 32.

IAS 32, Financial Instruments: Disclosures and Presentation was approved by the IASC Board in March 1995.

In December 1998, certain paragraphs were amended and a paragraph inserted to reflect the issuance of IAS 39: Financial Instruments: Recognition and Measurement.

In October 2000, the Standard was amended to eliminate disclosure requirements that become redundant as a result of IAS 39. The changes to IAS 32 become effective when an enterprise applies IAS 39 for the first time.

The following SIC Interpretations relate to IAS 32: 

· SIC 5: Classification of Financial Instruments - Contingent Settlement Provisions; 

· SIC 16: Share Capital - Reacquired Own Equity Instruments (Treasury Shares); and 

· SIC 17: Equity - Costs of an Equity Transaction. 

Summary of IAS 32 

Presentation 

· Financial instruments should be classified by issuers into liabilities and equity, which includes splitting compound instruments into these components. 

· Classification reflects substance, not form. 

· An obligation to deliver cash or other financial asset is debt. 

· Mandatorily redeemable preferred stock is debt. 

· Split accounting is required for compound financial instruments (such as convertible securities). 

· The cost of a financial liability (interest) is deducted in measuring net profit or loss. 

· The cost of equity financing (dividends) are a distribution of equity. 

· Offsetting on the balance sheet is permitted only if the holder of the financial instrument can legally settle on a net basis. 

Disclosures 

· Terms and conditions. 

· Interest rate risk (repricing and maturity dates, fixed and floating interest rates, maturities). 

· Credit risk (maximum exposure and significant concentrations). 

· Fair values of financial instruments. 

· Financial assets carried at a value in excess of fair value. 

	IAS 33: Earnings per Share


IAS 33, Earnings per Share, was approved by the IASC Board in January 1997 and became effective for annual financial statements covering periods beginning on or after 1 January 1998.

In 1999, the Standard was amended to replace references to IAS 10, Contingencies and Events Occurring After the Balance Sheet Date, by references to IAS 10: Events After the Balance Sheet Date.

The following SIC Interpretation relates to IAS 33: 

· SIC 24: Earnings Per Share - Financial Instruments and Other Contracts that May Be Settled in Shares. 


Summary of IAS 33 

· IAS 33 applies only to publicly-listed companies. 

· Disclose basic (undiluted) and diluted net income per ordinary share on the face of the income statement with equal prominence. 

· For each class of common having different dividend rights. 

· Diluted EPS reflects potential reduction of EPS from options, warrants, rights, convertible debt, convertible preferred, and other contingent issuances of ordinary shares. 

· Numerator for basic EPS is profit after minority interest and preference dividends. 

· Denominator for basic EPS is weighted average outstanding ordinary shares. 

· "If converted method" to compute dilution from convertibles. 

· "Treasury stock method" to compute dilution of options and warrants. 

· Pro forma EPS to reflect issuances, exercises, and conversions after balance sheet date. Use net income to assess whether dilutive. 

· Will be effective for financial reporting periods beginning on or after 1 January 1998.

	IAS 34: Interim Financial Reporting


IAS 34, Interim Financial Reporting, was approved by the IASC Board in February 1998 and became effective for financial statements covering periods beginning on or after 1 January 1999.

In April 2000, Appendix C was amended by IAS 40: Investment Property. The amended text became effective for annual financial statements covering periods beginning on or after 1 January 2001.

Summary of IAS 34 

IAS 34, Interim Financial Reporting: 

· contains both presentation and a measurement guidance, 

· defines the minimum content of an interim financial report, and 

· sets out the accounting recognition and measurement principles to be followed in any interim financial statements. 

IAS 34 does not specify which enterprises must publish interim financial reports, how frequently, or how soon after the end of an interim period. Those are deemed matters that are best left to be decided by law or regulation. IAS 34 applies if an enterprise is required or elects to publish an interim financial report in accordance with International Accounting Standards. In IAS 34, IASC expresses encouragement that public enterprises ought to provide, at least, half-yearly reports within 60 days after mid-year. 

IAS 34 defines the minimum content of an interim financial report as a condensed balance sheet, condensed income statement, condensed cash flow statement, condensed statement showing changes in equity, and selected explanatory notes. An enterprise might choose to go beyond that and present full financial statements or something in between full and condensed. If condensed financial statements are provided, they must contain, at a minimum, the same headings and subtotals as were in the enterpriseVs latest annual financial statements, plus only selected notes. 

Interim financial statements, complete or condensed, must cover the following periods: 

· a balance sheet at the end of the current interim period, and comparative as of the end of the most recent full financial year; 

· income statements for the current interim period and cumulatively for the current financial year to date, with comparative statements for the comparable interim periods of the immediately preceding financial year; 

· a statement of changes in equity cumulatively for the current financial year to date and comparative for the same year-to-date period of the prior year; and 

· a cash flow statement cumulatively for the current financial year to date and comparative for the same year-to-date period of the prior financial year.

The notes in an interim financial report are viewed primarily as an update since the last annual report. Examples of those kinds of notes would include disclosures about changes in accounting policies, seasonality or cyclicality, changes in estimates, changes in outstanding debt or equity, dividends, segment revenue and result, events occurring after balance sheet date, purchases or disposals of subsidiaries and long-term investments, restructurings, discontinuing operations, and changes in contingent liabilities or contingent assets. 

Because research has shown that an investor is much better able to use interim information to make forecasts if recurring and nonrecurring cash flow and earnings data are segregated, IAS 34 requires special disclosures about unusual events and transactions. 

Enterprises are required to apply the same accounting policies in their interim financial reports as in their latest annual financial statements. The frequency of an enterpriseVs reporting - annual, half-yearly, or quarterly - does not affect the measurement of its annual results. To achieve that objective, measurements for interim reporting purposes are made on a year-to-date basis. 

An appendix to IAS 34 contains guidance for applying the basic recognition and measurement principles at interim dates to such items as employer payroll taxes, periodic maintenance costs, provisions, year-end bonuses, contingent lease payments, intangible assets, pensions, compensated absences, income taxes, depreciation, inventories, foreign currency translation, and impairments.

	IAS 35: Discontinuing Operations


IAS 35, Discontinuing Operations, was approved by the IASC Board in April 1998 and became effective for annual financial statements covering periods beginning on or after 1 January 1999. 

This Standard supersedes certain requirements previously contained in IAS 8: Net Profit or Loss for the Period, Fundamental Errors and Changes in Accounting Policies.

In 1999, various paragraphs were amended to conform to the terminology used in IAS 10: Events After the Balance Sheet Date and IAS 37: Provisions, Contingent Liabilities and Contingent Assets.

Summary of IAS 35 

The objectives of IAS 35 are to establish a basis for segregating information about a major operation that an enterprise is discontinuing from information about its continuing operations and to specify minimum disclosures about a discontinuing operation. 

IAS 35 is a presentation and disclosure Standard. It focuses on how to present a discontinuing operation in an enterprise's financial statements and what information to disclose. It does not establish any new principles for deciding when and how to recognise and measure the income, expenses, cash flows, and changes in assets and liabilities relating to a discontinuing operation. Instead, it requires that enterprises follow the recognition and measurement principles in other International Accounting Standards. 

A discontinuing operation is a relatively large component of an enterprise - such as a business or geographical segment under IAS 14: Segment Reporting - that the enterprise, pursuant to a single plan, either is disposing of substantially in its entirety or is terminating through abandonment or piecemeal sale. 

IAS 35 requires that disclosures about a discontinuing operation begin at the earlier of the following: 

· an enterprise has entered into an agreement to sell substantially all of the assets of the discontinuing operation; or 

· its board of directors or other similar governing body has both approved and announced the planned discontinuance. 

Required disclosures include: 

· a description of the discontinuing operation; 

· the business or geographical segment(s) in which it is reported in accordance with IAS 14: Segment Reporting; 

· the date that the plan for discontinuance was announced; 

· the timing of expected completion (date or period), if known or determinable; 

· the carrying amounts of the total assets and the total liabilities to be disposed of; 

· the amounts of revenue, expenses, and pre-tax profit or loss attributable to the discontinuing operation, and related income tax expense; 

· the amount of any gain or loss that is recognised on the disposal of assets or settlement of liabilities attributable to the discontinuing operation, and related income tax expense; 

· the net cash flows attributable to the operating, investing, and financing activities of the discontinuing operation; and 

· the net selling prices received or expected from the sale of those net assets for which the enterprise has entered into one or more binding sale agreements, and the expected timing thereof, and the carrying amounts of those net assets. 

Financial statements for periods after initial disclosure must update those disclosures, including a description of any significant changes in the amount or timing of cash flows relating to the assets and liabilities to be disposed of or settled and the causes of those changes. 

The disclosures would be made if a plan for disposal is approved and publicly announced after the end of an enterprise's financial reporting period but before the financial statements for that period are approved. The disclosures continue until completion of the disposal. 

Comparative information for prior periods that is presented in financial statements prepared after initial disclosure must be restated to segregate the continuing and discontinuing assets, liabilities, income, expenses, and cash flows. This improves the ability of a user of financial statements to make projections. 

Appendices to IAS 35 provide (a) illustrative disclosures and (b) guidance on how prior period information should be restated to conform to the presentation requirements of IAS 35. 

	IAS 36: Impairment of Assets


IAS 36, Impairment of Assets, was approved by the IASC Board in April 1998 and became effective for annual financial statements covering periods beginning on or after 1 July 1999.

In July 1998, the approval of IAS 38, Intangible Assets, and IAS 22, Business Combinations, resulted in changes in cross-references and terminology in IAS 36. In addition, IAS 38 added a definition of "active market" to the Standard. Finally, a minor wording inconsistency in Appendix A was corrected.

In April 2000, IAS 40, Investment Property, amended the scope of the Standard. The amendment is became operative for annual financial statements covering periods beginning on or after 1 January 2001.

Summary of IAS 36 

IAS 36 addressed mainly accounting for impairment of goodwill, intangible assets and property, plant and equipment. The Standard includes requirements for identifying an impaired asset, measuring its recoverable amount, recognising or reversing any resulting impairment loss, and disclosing information on impairment losses or reversals of impairment losses. 

IAS 36 prescribes how an enterprise should test its assets for impairment, that is: 

· the procedures that an enterprise should apply to ensure that its assets are not overstated in the financial statements; 

· how an enterprise should assess the amount to be recovered from an asset (the "recoverable amount"); and 

· when an enterprise should account for an impairment loss identified by this assessment. 

Fundamental Requirement of IAS 36 

An impairment loss should be recognised whenever the recoverable amount of an asset is less than its carrying amount (sometimes called "book value"); 

Other Requirements of IAS 36 

· the recoverable amount of an asset is the higher of its net selling price and its value in use, both based on present value calculations; 

· net selling price is the amount obtainable from the sale of an asset in an armVs length transaction between knowledgeable willing parties, less the costs of disposal; 

· value in use is the amount obtainable from the use of an asset until the end of its useful life and from its subsequent disposal. Value in use is calculated as the present value of estimated future cash flows. The discount rate should be a pre-tax rate that reflects current market assessments of the time value of money and the risks specific to the asset; 

· an impairment loss should be recognised as an expense in the income statement for assets carried at cost and treated as a revaluation decrease for assets carried at revalued amount; 

· an impairment loss should be reversed (and income recognised) when there has been a change in the estimates used to determine an assetVs recoverable amount since the last impairment loss was recognised; 

· the recoverable amount of an asset should be estimated whenever there is an indication that the asset may be impaired. IAS 36 includes a list of indicators of impairment to be considered at each balance sheet date. In some cases, the International Accounting Standard applicable to an asset may include requirements for additional reviews; 

· in determining value in use, an enterprise should use:
(a) cash flow projections based on reasonable and supportable assumptions that reflect the asset in its current condition and represent managementVs best estimate of the set of economic conditions that will exist over the remaining useful life of the asset. Estimates of future cash flows should include all estimated future cash inflows and cash outflows except for cash flows from financing activities and income tax receipts and payments; and
(b) a pre-tax discount rate that reflects current market assessments of the time value of money and the risks specific to the asset. The discount rate should not reflect risks for which the future cash flows have been adjusted; 

· if an asset does not generate cash inflows that are largely independent from the cash inflows from other assets, an enterprise should determine the recoverable amount of the cash-generating unit to which the asset belongs. A cash-generating unit is the smallest identifiable group of assets that generates cash inflows that are largely independent of the cash inflows from other assets or group of assets. Principles for recognising and reversing impairment losses for a cash-generating unit are the same as those for an individual asset. The concept of cash-generating units will often be used in testing assets for impairment because, in many cases, assets work together rather than in isolation. IAS 36 includes guidance and examples on how to identify the cash-generating unit to which an asset belongs and further requirements on how to measure an impairment loss for a cash-generating unit and to allocate this loss between the assets of the unit; 

· an impairment loss recognised in prior years should be reversed if, and only if, there has been a change in the estimates used to determine recoverable amount since the last impairment loss was recognised. However, an impairment loss should only be reversed to the extent the reversal does not increase the carrying amount of the asset above the carrying amount that would have been determined for the asset (net of amortisation or depreciation) had no impairment loss been recognised. An impairment loss for goodwill should only be reversed if the specific external event that caused the recognition of the impairment loss reverses. A reversal of an impairment loss should be recognised as income in the income statement for assets carried at cost and treated as a revaluation increase for assets carried at revalued amount; 

· when impairment losses are recognised or reversed an enterprise should disclose certain information by class of assets and by reportable segments. Further disclosure is required if impairment losses recognised or reversed are material to the financial statements of the reporting enterprise as a whole; and 

· on first adoption of IAS 36, the requirements should be applied prospectively only, that is, prior periods will not be restated. 

	IAS 37: Provisions, Contingent Liabilities and Contingent Assets


IAS 37, Provisions, Contingent Liabilities and Contingent Assets, was approved by the IASC Board in July 1998 and became operative for annual financial statements covering periods beginning on or after 1 July 1999.

Summary of IAS 37 

IAS 37 requires that: 

· provisions should be recognised in the balance sheet when, and only when: an enterprise has a present obligation (legal or constructive) as a result of a past event; it is probable (i.e. more likely than not) that an outflow of resources embodying economic benefits will be required to settle the obligation; and a reliable estimate can be made of the amount of the obligation; 

· provisions should be measured in the balance sheet at the best estimate of the expenditure required to settle the present obligation at the balance sheet date, in other words, the amount that an enterprise would rationally pay to settle the obligation, or to transfer it to a third party, at that date. For this purpose, an enterprise should take risks and uncertainties into account. However, uncertainty does not justify the creation of excessive provisions or a deliberate overstatement of liabilities. An enterprise should discount a provision where the effect of the time value of money is material and should take future events, such as changes in the law and technological changes, into account where there is sufficient objective evidence that they will occur; 

· the amount of a provision should not be reduced by gains from the expected disposal of assets (even if the expected disposal is closely linked to the event giving rise to the provision) nor by expected reimbursements (for example, through insurance contracts, indemnity clauses or suppliersV warranties). When it is virtually certain that reimbursement will be received if the enterprise settles the obligation, the reimbursement should be recognised as a separate asset; and 

· a provision should be used only for expenditures for which the provision was originally recognised and should be reversed if an outflow of resources is no longer probable. 

IAS 37 sets out three specific applications of these general requirements: 

· a provision should not be recognised for future operating losses; 

· a provision should be recognised for an onerous contract - a contract in which the unavoidable costs of meeting the obligations under the contract exceed the expected economic benefits; and 

· a provision for restructuring costs should be recognised only when an enterprise has a detailed formal plan for the restructuring and has raised a valid expectation in those affected that it will carry out the restructuring by starting to implement that plan or announcing its main features to those affected by it. For this purpose, a management or board decision is not enough. A restructuring provision should exclude costs - such as retraining or relocating continuing staff, marketing or investment in new systems and distribution networks - that are not necessarily entailed by the restructuring or that are associated with the enterpriseVs ongoing activities. 

IAS 37 prohibits the recognition of contingent liabilities and contingent assets. An enterprise should disclose a contingent liability, unless the possibility of an outflow of resources embodying economic benefits is remote, and disclose a contingent asset if an inflow of economic benefits is probable

	IAS 38: Intangible Assets


IAS 38, Intangible Assets, was approved by the IASC Board in July 1998 and became operative for annual financial statements covering periods beginning on or after 1 July 1999.

IAS 38 supersedes: 

· IAS 4, Depreciation Accounting, with respect to the amortisation (depreciation) of intangible assets; and 

· IAS 9, Research and Development Costs. 

In 1998, IAS 39: Financial Instruments: Recognition and Measurement, amended a paragraph of IAS 38 to replace the reference to IAS 25, Accounting for Investments, by reference to IAS 39.

One SIC Interpretation relates to IAS 38: 

· SIC 6: Costs of Modifying Existing Software.


Summary of IAS 38 

IAS 38 applies to all intangible assets that are not specifically dealt with in other International Accounting Standards. It applies, among other things, to expenditures on: 

· advertising, 

· training, 

· start-up, and 

· research and development (R&D) activities. 

IAS 38 supersedes IAS 9, Research and Development Costs. IAS 38 does not apply to financial assets, insurance contracts, mineral rights and the exploration for and extraction of minerals and similar non-regenerative resources. Investments in, and awareness of the importance of, intangible assets have increased significantly in the last two decades. 

The main features of IAS 38 are: 

· an intangible asset should be recognised initially, at cost, in the financial statements, if, and only if: 

(a) the asset meets the definition of an intangible asset. Particularly, there should be an identifiable asset that is controlled and clearly distinguishable from an enterprise's goodwill; 

(b) it is probable that the future economic benefits that are attributable to the asset will flow to the enterprise; and 

(c) the cost of the asset can be measured reliably. 

This requirement applies whether an intangible asset is acquired externally or generated internally. IAS 38 also includes additional recognition criteria for internally generated intangible assets; 

· if an intangible item does not meet both the definition, and the criteria for the recognition, of an intangible asset, IAS 38 requires the expenditure on this item to be recognised as an expense when it is incurred. An enterprise is not permitted to include this expenditure in the cost of an intangible asset at a later date; 

· it follows from the recognition criteria that all expenditure on research should be recognised as an expense. The same treatment applies to start-up costs, training costs and advertising costs. IAS 38 also specifically prohibits the recognition as assets of internally generated goodwill, brands, mastheads, publishing titles, customer lists and items similar in substance. However, some development expenditure may result in the recognition of an intangible asset (for example, some internally developed computer software); 

· in the case of a business combination that is an acquisition, IAS 38 builds on IAS 22: Business Combinations, to emphasise that if an intangible item does not meet both the definition and the criteria for the recognition for an intangible asset, the expenditure for this item (included in the cost of acquisition) should form part of the amount attributed to goodwill at the date of acquisition. This means that, among other things, unlike current practices in certain countries, purchased R&D-in-process should not be recognised as an expense immediately at the date of acquisition but it should be recognised as part of the goodwill recognised at the date of acquisition and amortised under IAS 22, unless it meets the criteria for separate recognition as an intangible asset; 

· after initial recognition in the financial statements, an intangible asset should be measured under one of the following two treatments: 

(a) benchmark treatment: historical cost less any amortisation and impairment losses; or 

(b) allowed alternative treatment: revalued amount (based on fair value) less any subsequent amortisation and impairment losses. The main difference from the treatment for revaluations of property, plant and equipment under IAS 16 is that revaluations for intangible assets are permitted only if fair value can be determined by reference to an active market. Active markets are expected to be rare for intangible assets; 

· intangible assets should be amortised over the best estimate of their useful life. IAS 38 does not permit an enterprise to assign an infinite useful life to an intangible asset. It includes a rebuttable presumption that the useful life of an intangible asset will not exceed 20 years from the date when the asset is available for use. IAS 38 acknowledges that, in rare cases, there may be persuasive evidence that the useful life of an intangible asset will exceed 20 years. In these cases, an enterprise should amortise the intangible asset over the best estimate of its useful life and: 

(a) test the intangible asset for impairment at least annually in accordance with IAS 36: Impairment of Assets; and 

(b) disclose the reasons why the presumption that the useful life of an intangible asset will not exceed 20 years is rebutted and also the factor(s) that played a significant role in determining the useful life of the asset; 

· required disclosures on intangible assets will enable users to understand, among other things, the types of intangible assets that are recognised in the financial statements and the movements in their carrying amount (book value) during the year. IAS 38 also requires disclosure of the amount of research and development expenditure recognised as an expense during the year; and 

· IAS 38 is operative for annual accounting periods beginning on or after 1 July 1999. IAS 38 includes transitional provisions that clarify when the Standard should be applied retrospectively and when it should be applied prospectively. 

To avoid creating opportunities for accounting arbitrage in an acquisition by recognising an intangible asset that is similar in nature to goodwill (such as brands and mastheads) as goodwill rather than an intangible asset (or vice versa), the amortisation requirements for goodwill in IAS 22: Business Combinations are consistent with those of IAS 38. 

	IAS 39: Financial Instruments: Recognition and Measurement


IAS 39, Financial Instruments: Recognition and Measurement, became effective for annual financial statements covering financial years beginning on or after 1 January 2001. Retrospective application is not permitted.

In October 2000, the IASC Board approved five limited revisions to IAS 39 and other related International Accounting Standards (IAS 27, IAS 28, IAS 31, and IAS 32) to improve specific paragraphs and help ensure that the Standards are applied consistently. These changes become effective when an enterprise applies IAS 39 for the first time. The revisions:

· require consistent accounting for purchases and sales of financial assets for each category of financial assets using either trade date accounting or settlement date accounting; 

· eliminated a requirement in IAS 39 as originally approved for a lender to recognise collateral received from a borrower in its balance sheet; 

· provide more explicit requirements for impairment recognition; 

· require consistent accounting in the consolidated financial statements for temporary investments in equity securities in accordance with IAS 39 and other International Accounting Standards; and 

· eliminated redundant disclosure requirements for hedges in IAS 32.


Summary of IAS 39 

· Under IAS 39, all financial assets and financial liabilities are recognised on the balance sheet, including all derivatives. They are initially measured at cost, which is the fair value of whatever was paid or received to acquire the financial asset or liability. 

· An enterprise should recognise normal purchases and sales of financial assets in the market place either at trade date or settlement date. Certain value changes between trade and settlement dates are recognised for purchases if settlement date accounting is used. 

· Transaction costs should be included in the initial measurement of all financial instruments. 

· Subsequent to initial recognition, all financial assets are remeasured to fair value, except for the following, which should be carried at amortised cost: 

(a) loans and receivables originated by the enterprise and not held for trading; 

(b) other fixed maturity investments with fixed or determinable payments, such as debt securities and mandatorily redeemable preferred shares, that the enterprise intends and is able to hold to maturity; and 

(c) financial assets whose fair value cannot be reliably measured (generally limited to some equity securities with no quoted market price and forwards and options on unquoted equity securities). 

· An enterprise should measure loans and receivables that it has originated and that are not held for trading at amortised cost, less reductions for impairment or uncollectibility. The enterprise need not demonstrate an intent to hold originated loans and receivables to maturity. 

· An intended or actual sale of a held-to-maturity security due to a non-recurring and not reasonably anticipated circumstance beyond the enterpriseVs control does not call into question the enterpriseVs ability to hold its remaining portfolio to maturity. 

· If an enterprise is prohibited from classifying financial assets as held-to-maturity because it has sold more than an insignificant amount of assets that it had previously said it intended to hold to maturity, that prohibition expires at the end of the second financial year following the premature sales. 

· After acquisition most financial liabilities are measured at original recorded amount less principal repayments and amortisation. Only derivatives and liabilities held for trading (such as securities borrowed by a short seller) are remeasured to fair value. 

· For those financial assets and liabilities that are remeasured to fair value, an enterprise will have a single, enterprise-wide option either to: 

(a) recognise the entire adjustment in net profit or loss for the period;
or 

(b) recognise in net profit or loss for the period only those changes in fair value relating to financial assets and liabilities held for trading, with the non-trading value changes reported in equity until the financial asset is sold, at which time the realised gain or loss is reported in net profit or loss. For this purpose, derivatives are always deemed held for trading unless they are designated as hedging instruments. 

· IAS 39 requires that an impairment loss be recognised for a financial asset whose recoverable amount is less than carrying amount. Guidance is provided for calculating impairment. 

· IAS 39 establishes conditions for determining when control over a financial asset or liability has been transferred to another party. For financial assets a transfer normally would be recognised if (a) the transferee has the right to sell or pledge the asset and (b) the transferor does not have the right to reacquire the transferred assets. With respect to derecognition of liabilities, the debtor must be legally released from primary responsibility for the liability (or part thereof) either judicially or by the creditor. If part of a financial asset or liability is sold or extinguished, the carrying amount is split based on relative fair values. 

· Hedging, for accounting purposes, means designating a derivative or (only for hedges of foreign currency risks) a non-derivative financial instrument as an offset in net profit or loss, in whole or in part, to the change in fair value or cash flows of a hedged item. Hedge accounting is permitted under IAS 39 in certain circumstances, provided that the hedging relationship is clearly defined, measurable, and actually effective. 

· Hedge accounting is permitted only if an enterprise designates a specific hedging instrument as a hedge of a change in value or cash flow of a specific hedged item, rather than as a hedge of an overall net balance sheet position. However, the approximate income statement effect of hedge accounting for an overall net position can be achieved, in some cases, by designating part of one of the underlying items as the hedged position. 

· For hedges of forecasted transactions that result in the recognition of an asset or liability, the gain or loss on the hedging instrument will adjust the basis (carrying amount) of the acquired asset or liability. 

· IAS 39 supplements the disclosure requirements of IAS 32 for financial instruments. 

· The new Standard is effective for annual accounting periods beginning on or after 1 January 2001. Earlier application is permitted as of the beginning of a financial year that ends after issuance of IAS 39. 

· On initial adoption of IAS 39, adjustments to bring derivatives and other financial assets and liabilities onto the balance sheet and adjustments to remeasure certain financial assets and liabilities from cost to fair value will be made by adjusting retained earnings directly. 

IAS 39 is included in:



Bound Volume (printed version)



Bound Volume (CD-Rom version)

	Comparison of IASC and U.S. Standards on Financial Instruments


IASB staff have prepared a comparison of IAS 39 with FASB Standards.

	IAS 39 Implementation Guidance


When the IASC Board voted to approve IAS 39 in December 1998, the Board instructed its staff to monitor implementation issues and to consider how best to respond to such issues and thereby help financial statement preparers, auditors, financial analysts, and others understand IAS 39 and those preparing to apply it for the first time.

In March 2000, the IASC Board approved an approach to publish implementation guidance on IAS 39 in the form of Questions and Answers (Q&A) and appointed an IAS 39 Implementation Guidance Committee (IGC) to review and approve the draft Q&A and to seek public comment before final publication. Also, the IAS 39 Implementation Guidance Committee may refer some issues either to the IASB's International Financial Reporting Interpretations Committee (IFRIC) or to IASB.

In July 2001, the IGC issued a consolidated set of IAS 39 Implementation Guidance - Questions and Answers approved as of 1 July 2001. The document contains questions and answers (Q&A) that have been approved for issuance in final form. The Q&A are based largely on inquiries received by IASC or by national standard-setters.

There is also a publication, Accounting for Financial Instruments - Standards, Interpretations and Implementation Guidance, which is available from IASB Publications. That book contains the current text of IAS 32 and IAS 39, SIC Interpretations related to the accounting for financial instruments as well as those IAS 39 Implementation Guidance Questions and Answers that had been approved in final form as of 1 July 2001.

In November 2001, the IGC issued a document with the final versions of 17 Q&A and two illustrative examples that were issued in draft form for public comment in June 2001. That document replaces pages 477-541 in the publication Accounting for Financial Instruments - Standards, Interpretations, and Implementation Guidance, which was published in July 2001. Draft Questions 10-22, 18-3, 38-6, 52-1, and 112-3 were eliminated in the final document, primarily because the issues involved are being addressed in the Board’s current project to amend IAS 39. All IAS 39 Implementation Guidance Committee Q&As issued in final are included in the Bound Volume International Accounting Standards 2002.

	IAS 39 Compared with FASB Standards


	This comparison was prepared originally by Paul Pacter, as published in Accountancy International Magazine, June 1999. It has been amended to reflect the changes approved by the IASC Board in 2000. 

Only two accounting standard-setters have adopted comprehensive standards for recognising and measuring financial instruments - the US Financial Accounting Standards Board and the International Accounting Standards Committee. How similar are the two sets of standards? In my judgment, quite similar, particularly with respect to which financial instruments are recognised, how they are measured in the balance sheet, when they are removed (derecognised), when impairment is recognised, and the circumstances in which hedge accounting is (and is not) appropriate. 

This article summarises the principles in both sets of standards and highlights where they are similar and where they are not. 

IAS 39
FASB STANDARDS
Especially 114, 115, 125, 133
IASC: Scope
FASB: Scope
All enterprises

Same

Covers recognition, measurement, derecognition, and hedge accounting

Same

IASC: Definitions
FASB: Definitions
A financial instrument is any contract that gives rise to both a financial asset of one enterprise and a financial liability or equity instrument of another enterprise.

A financial asset is cash, a contractual right to receive cash or another financial asset from another enterprise, a contractual right to exchange financial instruments with another enterprise under conditions that are potentially unfavourable, or an equity instrument of another enterprise.

A financial liability is any liability that is a contractual obligation to deliver cash or another financial asset to another enterprise, or to exchange financial instruments with another enterprise under conditions that are potentially unfavourable.

Same

If an enterprise has a contractual obligation that it can settle either by paying out a financial assets or its own equity securities, and if the number of equity securities required to settle the obligation varies with changes in their fair value so that the total fair value of the equity securities paid always equals the amount of the contractual obligation, the obligation should be accounted for as a financial liability, not as equity.

FASB standards do not require that such an obligation be classified as a liability.

A derivative is a financial instrument— 

(a) - whose value changes in response to the change in a specified interest rate, security price, commodity price, foreign exchange rate, index of prices or rates, a credit rating or credit index, or similar variable (sometimes called the ‘underlying’); 

(b) - that requires no initial net investment or little initial net investment relative to other types of contracts that have a similar response to changes in market conditions; and 

(c) - that is settled at a future date.

FASB definition states that a derivative is a financial instrument or other contract. 

(a) – same 

(b) – same 

(c) – FASB definition requires that the terms of the derivative contract require or permit net settlement. 

IASC: Initial Recognition and Measurement
FASB: Initial Recognition and Measurement
All financial assets and financial liabilities are recognised on the balance sheet, including all derivatives

Same

Initially, they are measured at the fair value of whatever was paid or received to acquire the financial asset or liability. 

Same

Transaction costs are included in the initial measurement of all financial instruments.

FASB does not address transaction costs. Such costs can be included in or excluded in initial measurement of financial instruments.

An enterprise will recognise normal purchases and sales of securities in the market place either at trade date or settlement date. If settlement date accounting is used for purchases, IAS 39 requires recognition of certain value changes between trade and settlement dates so that the income statement effects are the same for all enterprises.

FASB does not address trade date vs. settlement date. Value change between trade and settlements dates may be included in or excluded from measurement of net income.

IASC: Subsequent Measurement of Financial Assets...
FASB: Subsequent Measurement of Financial Assets...
...At Fair Value:
...At Fair Value:
All financial assets held for trading

Same

All debt securities, equity securities, and other financial assets that are not held for trading but nonetheless are available for sale – except those unquoted equity securities whose fair value cannot be measured reliably by another means are measured at cost subject to an impairment test. 

All debt securities, equity securities, and other financial assets that are not held for trading but nonetheless are available for sale – except all unquoted equity securities are measured at cost subject to an impairment test.

All derivative assets and derivative liabilities, unless they are linked to and must be settled by an unquoted equity whose fair value cannot be measured reliably

FASB does not require fair value for any unquoted equity security but their standard does not make an exception from fair value for a derivative that is indexed to an unquoted equity whose fair value cannot be measured reliably

Certain derivatives that are embedded in non-derivative instruments

Same

...At Cost:
...At Cost:
Originated loans and receivables

Same

Enterprise does not have to demonstrate intent and ability to hold to maturity for originated loans and receivables
Same

Certain other fixed-maturity investments that the enterprise intends and has the ability to hold to maturity 

Same

Strict tests for held-to-maturity

Same

An intended or actual sale of a held-to-maturity security due to a non-recurring and not reasonably anticipated circumstance beyond the enterprise's control does not call into question the enterprise's ability to hold its remaining portfolio to maturity.

Same

Tainting of held-to-maturity category by early sale causes all remaining held-to-maturity assets to be measured at fair value.

Same

If an enterprise is prohibited from classifying financial assets as held-to-maturity because it has actually sold some such assets before maturity, that prohibition expire at the end of the second financial year following the premature sales. 

FASB standard is silent as to whether or when such "tainting" is ever cured.

Unquoted equity instruments (such as ordinary shares) whose fair value cannot be reliably measured, along with derivatives that are linked to and must be settled by delivery of such unquoted equities

FASB reports all unquoted equity instruments at cost even if fair value can be measured reliably by means other than a quotation in an active market.

FASB requires fair value measurement for all derivatives, including those linked to unquoted equity instruments if they are to be settled in cash.

Write-down against net profit or loss for impairment or uncollectibility if recoverable amount of a financial asset carried at cost exceeds carrying amount

Same

Reversal of write-down into net profit or loss if fair value recovers.

Write-down results in new cost basis and reversal of value is not recognised.

IASC: Subsequent Measurement – Financial Liabilities
FASB: Subsequent Measurement – Financial Liabilities
All financial liabilities are measured at original recorded amount less principal repayments and amortisation except for derivative liabilities and liabilities held for trading (such as securities borrowed by a short seller), which are remeasured to fair value.

Same

IASC: Reporting Fair Value Changes
FASB: Reporting Fair Value Changes
For those financial assets and liabilities that are remeasured to fair value, an enterprise has a single, enterprise-wide option to either: 

(a) recognise the entire adjustment in net profit or loss for the period; or

(b) recognise in net profit or loss for the period only those changes in fair value relating to financial assets and liabilities held for trading, with value changes in non-trading items reported in equity until the financial asset is sold, at which time the realised gain or loss is reported in net profit or loss. 

FASB requires option (b) for all enterprises.

IASC: Derecognition
FASB: Derecognition
A financial asset is derecognised if

· the transferee has the right to sell or pledge the asset; and 

· the transferor does not have the right to reacquire the transferred assets. (However, such a right does not prevent derecognition if either the asset is readily obtainable in the market or the reacquisition price is fair value at the time of reacquisition.)

In addition to those criteria, FASB requires that the transferred assets be legally isolated from the transferor even in the event of the transferor’s bankruptcy.

A financial liability is derecognised if the debtor is legally released from primary responsibility for the liability (or part thereof) either judicially or by the creditor.

Same

Guidance in IAS 39 includes the following example. A bank transfers a loan to another bank, but to preserve the relationship of the transferor bank with its customer, the acquiring bank is not allowed to sell or pledge the loan. Although the inability to sell or pledge would suggest that the transferee has not obtained control, in this instance the transfer is a sale provided that the transferor does not have the right or ability to reacquire the transferred asset.

While a similar example is not included in FASB Standards, FASB Standards might be interpreted as prohibiting derecognition by the transferor bank.

IASC: Hedge Accounting
FASB: Hedge Accounting
Hedge accounting is permitted in certain circumstances, provided that the hedging relationship is clearly defined, measurable, and actually effective.

Same

Use of noncash hedging instruments is restricted to exposure to hedges of any risk of gain or loss from changes in foreign currency exchange rates arising in fair value hedges, cash flow hedges, or hedges of a net investment in a foreign operation.

Use of noncash hedging instruments is restricted to fair value hedges of the exposure to hedges of risk of gain or loss from changes in foreign currency exchange rates arising in firm commitments or hedges of a net investment in a foreign operation.

Three types of hedges are defined:

Fair value hedge

Cash flow hedge

Hedge of a net investment in a foreign entity

.

Fair value hedge definition: a hedge of the exposure to changes in the fair value of a recognised asset or liability (such as a hedge of exposure to changes in the fair value of fixed rate debt as a result of changes in interest rates). 

However, a hedge of an unrecognised firm commitment to buy or sell an asset at a fixed price in the enterprise’s reporting currency is accounted for as a cash flow hedge

Same... 

...except that a hedge of an unrecognised firm commitment to buy or sell an asset at a fixed price in the enterprise’s reporting currency is accounted for as a fair value hedge.

Fair value hedge accounting: The gain or loss from remeasuring the hedging instrument at fair value is recognised immediately in net profit or loss. At the same time, the gain or loss on the hedged item attributable to the risk being hedged adjusts the carrying amount of the hedged item and is recognised immediately in net profit or loss.

Same

Cash flow hedge accounting: The portion of the gain or loss on the effective hedging instrument is recognised initially directly in equity. Subsequently, that amount is included in net profit or loss in the same period or periods during which the hedged item affects net profit or loss (for example, through cost of sales, depreciation, or amortisation). 

Same

Cash flow hedge accounting: For a hedge of forecasted sales, the gain or loss on the hedging instrument will be included in net profit or loss in the same period as the sales revenue is recognised.

Same

Cash flow hedge accounting: For a hedge of a forecasted asset and liability acquisition, the gain or loss on the hedging instrument will adjust the basis (carrying amount) of the acquired asset or liability. The gain or loss on the hedging instrument that is included in the initial measurement of the asset or liability is subsequently included in net profit or loss when the asset or liability affects net profit or loss (such as in the periods that depreciation expense, interest income or expense, or cost of sales is recognised).

Cash flow hedge accounting: For a hedge of a forecasted asset and liability acquisition, the gain or loss on the hedging instrument will remain in equity when the asset or liability is acquired. That gain or loss will subsequently included in net profit or loss in the same period as the asset or liability affects net profit or loss (such as in the periods that depreciation expense, interest income or expense, or cost of sales is recognised). Thus, net profit or loss will be the same under IAS and FASB Standards, but the balance sheet presentation will be net under IAS and gross under FASB.

Hedge of a net investment in a foreign entity: accounted for same as a cash flow hedge.

Same

Specific designation: The enterprise must designate a specific hedging instrument as a hedge of a change in value or cash flow of a specific hedged item, rather than as a hedge of an overall net balance sheet position. However, the approximate income statement effect of hedge accounting for an overall net position can be achieved, in some cases, by designating part of one of the underlying items as the hedged position.

Same




	IAS 40: Investment Property


IAS 40, Investment Property, became effective for annual financial statements covering periods beginning on or after 1 January 2001.

This Standard supersedes IAS 25, Accounting for Investments, with respect to accounting for investment property. IAS 25 was withdrawn when this Standard came into effect.

In January 2001, IAS 41: Agriculture, made a minor amendment to the scope of IAS 40. The amended text is operative for annual financial statements covering periods beginning on or after 1 January 2003.

Summary of IAS 40 

Scope 

· IAS 40 covers investment property held by all enterprises and is not limited to enterprises whose main activities are in this area.

· Investment property is property (land or a building - or part of a building - or both) held (by the owner or by the lessee under a finance lease) to earn rentals or for capital appreciation or both.

· Investment property does not include:

· property held for use in the production or supply of goods or services or for administrative purposes (see IAS 16, Property, Plant and Equipment);

· property held for sale in the ordinary course of business (see IAS 2, Inventories);

· property being constructed or developed for future use as investment property - IAS 16 applies to such property until the construction or development is complete, at which time the property becomes investment property and IAS 40 applies. However, IAS 40 does apply to existing investment property that is being redeveloped for continued future use as investment property;

· an interest held by a lessee under an operating lease, even if the interest was a long-term interest acquired in exchange for a large up-front payment (see IAS 17: Leases).

· forests and similar regenerative natural resources (see IAS 41: Agriculture); and 

· mineral rights, the exploration for and development of minerals, oil, natural gas and similar non-regenerative natural resources (see project on Extractive Industries). 

Accounting Models 

Under IAS 40, an enterprise must choose either: 

· a fair value model: investment property should be measured at fair value and changes in fair value should be recognised in the income statement; or

· a cost model (the same as the benchmark treatment in IAS 16, Property, Plant and Equipment): investment property should be measured at depreciated cost (less any accumulated impairment losses). An enterprise that chooses the cost model should disclose the fair value of its investment property. 

An enterprise should apply the model chosen to all its investment property. A change from one model to the other model should be made only if the change will result in a more appropriate presentation. The Standard states that this is highly unlikely to be the case for a change from the fair value model to the cost model. 

In exceptional cases, there is clear evidence when an enterprise that has chosen the fair value model first acquires an investment property (or when an existing property first becomes investment property following the completion of construction or development, or after a change in use) that the enterprise will not be able to determine the fair value of the investment property reliably on a continuing basis. In such cases, the enterprise measures that investment property using the benchmark treatment in IAS 16 until the disposal of the investment property. The residual value of the investment property should be assumed to be zero. The enterprise measures all its other investment property at fair value. 

	IAS 41: Agriculture


IAS 41, Agriculture, becomes effective for financial statements covering periods beginning on or after 1 January 2003. 

Summary of IAS 41 

IAS 41 prescribes the accounting treatment, financial statement presentation and disclosures related to agricultural activity. 

Recognition and Measurement 

· biological assets should be measured at their fair value less estimated point-of-sale costs, except where fair value cannot be measured reliably;

· agricultural produce harvested from an enterpriseVs biological assets should be measured at its fair value less estimated point-of-sale costs at the point of harvest. However, this Standard does not deal with processing of agricultural produce after harvest. IAS 2: Inventories, or another applicable International Accounting Standard should be applied in accounting for agricultural produce after the point of harvest;

· there is a presumption that fair value can be measured reliably for a biological asset. However, that presumption can be rebutted only on initial recognition for a biological asset for which market-determined prices or values are not available and for which alternative estimates of fair value are determined to be clearly unreliable. Once the fair value of such a biological asset becomes reliably measurable, an enterprise should measure it at its fair value less estimated point-of-sale costs;

· if an active market exists for a biological asset or agricultural produce, the quoted price in that market is the appropriate basis for determining the fair value of that asset. If an active market does not exist, an enterprise uses market-determined prices or values (such as the most recent market transaction price) when available;

· in some circumstances, market-determined prices or values may not be available for an asset in its current condition. In these circumstances, an enterprise uses the present value of expected net cash flows from the asset discounted at a current market-determined pre-tax rate in determining fair value;

· a gain or loss arising on initial recognition of biological assets and from the change in fair value less estimated point-of-sale costs of biological assets should be included in net profit or loss for the period in which it arises;

· a gain or loss arising on initial recognition of agricultural produce should be included in net profit or loss for the period in which it arises;

· the Standard does not establish any new principles for land related to agricultural activity. Instead, an enterprise follows IAS 16: Property, Plant and Equipment, or IAS 40: Investment Property, depending on which standard is appropriate in the circumstances. Biological assets that are physically attached to land are recognised and measured at their fair value less estimated point-of-sale costs separately from the land;

· an unconditional government grant related to a biological asset measured at its fair value less estimated point-of-sale costs should be recognised as income when the government grant becomes receivable. If a government grant related to a biological asset measured at its fair value less estimated point-of-sale costs is conditional, including where a government grant requires an enterprise not to engage in specified agricultural activity, an enterprise should recognise the government grant as income when the conditions attaching to the government grant are met;

· if a government grant relates to a biological asset measured at its cost less any accumulated depreciation and any accumulated impairment losses, IAS 20: Accounting for Government Grants and Disclosure of Government Assistance, should be applied.


Disclosure 

The Standard includes the following new disclosure requirements for biological assets measured at cost less any accumulated depreciation and any accumulated impairment losses: 

· a separate reconciliation of changes in the carrying amount of those biological assets;

· a description of those biological assets;

· an explanation of why fair value cannot be measured reliably;

· the range of estimates within which fair value is highly likely to lie (if possible);

· the gain or loss recognised on disposal of the biological assets;

· the depreciation method used;

· the useful lives or the depreciation rates used; and

· the gross carrying amount and the accumulated depreciation at the beginning and end of the period.

In addition:

· If the fair value of biological assets previously measured at cost less any accumulated depreciation and any accumulated impairment losses subsequently becomes reliably measurable, an enterprise should disclose a description of the biological assets, an explanation of why fair value has become reliably measurable, and the effect of the change; and 

· significant decreases expected in the level of government grants related to agricultural activity covered by this Standard should be disclosed. 

