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AMENDMENTS TO IFRS 7—OCTOBER 2010

Amendments to the Basis for Conclusions on
IFRS 7 Financial Instruments: Disclosures

The heading before paragraph BC24 and paragraph BC24 are deleted. After
paragraph BC65 headings and paragraphs BC65A-BC65N are added.

Disclosures relating to transfers of financial assets

BC65A

BC65B

BC65C

Background

In March 2009, in conjunction with the Memorandum of Understanding
between the IASB and the US Financial Accounting Standards Board
(FASB) to improve and achieve convergence of IFRS and US standards for
derecognition, the IASB published an exposure draft to replace the
derecognition requirements of IAS 39 and to improve the disclosure
requirements in IFRS 7 relating to the transfer of financial assets and
liabilities. In response to feedback received on the exposure draft the
IASB developed more fully the alternative model described in the
exposure draft and the boards discussed the alternative model.

In May 2010 the boards reconsidered their strategies and plans for the
derecognition project in the light of:

(@) their joint discussions of the alternative derecognition model
described in the exposure draft;

(b) the June 2009 amendments to the US GAAP derecognition
guidance by the FASB, which reduced the differences between IFRSs
and US GAAP by improving requirements relating to derecognition
of financial assets and liabilities; and

(c) the feedback the IASB received from national standard-setters on
the largely favourable effects of the IFRS derecognition
requirements during the financial crisis.

As a result, in June 2010 the IASB and the FASB agreed that their
near-term priority was on increasing the transparency and comparability
of their standards by improving and aligning the disclosure requirements
in IFRSs and US GAAP for financial assets transferred to another entity.
The boards also decided to conduct additional research and analysis,
including a post-implementation review of some of the FASB’s recently
amended requirements, as a basis for assessing the nature and direction
of any further efforts to improve or align IFRSs and US GAAP.
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DISCLOSURES—TRANSFERS OF FINANCIAL ASSETS

As a result, the Board decided to finalise the derecognition disclosures
and related objectives, proposed in the exposure draft. Accordingly, in
October 2010 the Board issued Disclosures—Transfers of Financial Assets
(Amendments to IFRS 7), requiring disclosures to help users of financial
statements:

(a) tounderstand the relationship between transferred financial assets
that are not derecognised in their entirety and the associated
liabilities; and

(b) to evaluate the nature of and risks associated with the entity’s
continuing involvement in derecognised financial assets.

Transferred financial assets that are not derecognised in their
entirety

When financial assets are transferred but not derecognised, there has
been an exchange transaction that is not reflected as such in the financial
statements as a result of the accounting requirements. The Board
concluded that in those situations, users of financial statements need to
understand the relationship between those transferred financial assets
and the associated liabilities that an entity recognises. Understanding
that relationship helps users of financial statements in assessing an
entity’s cash flow needs and the cash flows available to the entity from its
assets.

The Board observed that IFRS 7 required disclosures about transferred
financial assets that are not derecognised in their entirety. The Board
decided to continue requiring those disclosures because they provide
information that is useful in understanding the relationship between
transferred financial assets that are not derecognised and associated
liabilities.

However, the Board also decided that the following additional disclosures
were necessary:

(@) a qualitative description of the nature of the relationship between
transferred assets and associated liabilities, including restrictions
arising from the transfer on the reporting entity’s use of the
transferred assets; and

(b) a schedule that sets out the fair value of the transferred financial
assets, the associated liabilities and the net position when the
counterparty to the associated liabilities has recourse only to the
transferred assets.
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BC65H The Board concluded that these disclosures would provide information

BC651

BC65]

BC65K

BC65L

that is useful in assessing the extent to which the economic benefits
generated by assets of an entity cannot be used in an unrestricted
manner, as is implied when assets are recognised in an entity’s statement
of financial position. In addition, the disclosures would provide
information about liabilities that will be settled entirely from the
proceeds received from the transferred assets, and thus identify liabilities
for which the counterparties do not have claims on the assets of the entity
in general. For those assets for which the underlying cash flows are
committed to be used to satisfy related liabilities, the Board noted that a
schedule that sets out the fair value of the transferred financial assets, the
associated liabilities and the net position (in addition to showing the cash
flow relationship between those assets and liabilities) also provides a
means of understanding the net exposure of an entity following a
transfer transaction that fails derecognition.

Transferred financial assets that are derecognised

The Board was asked by users of financial statements, regulators and
others to review the disclosure requirements for what are often described
as ‘off balance sheet’ activities. Transfers of financial assets, particularly
securitisation of financial assets, were identified as forming part of such
activities.

The Board concluded that when an entity retains continuing involvement
in financial assets that it has derecognised, users of financial statements
would benefit from information about the risks to which the entity
remains exposed. Such information is relevant in assessing the amount,
timing and uncertainty of the entity’s future cash flows.

The Board observed that IFRS 7 already requires certain disclosures by
class of financial instrument or by type of risk. However, the IFRS
requires the information at an aggregated level, so information specific
to derecognition transactions is often not available. In response to
requests from users and others the Board concluded that disclosures
specific to derecognition transactions were necessary.

The Board concluded that the disclosures should focus on the risk
exposure of an entity, and should provide information about the timing
of the return and the cash outflow that would or may be required to
repurchase the derecognised financial assets in the future. The Board
reasoned that a combination of disclosures about the strike price or
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DISCLOSURES—TRANSFERS OF FINANCIAL ASSETS

repurchase price to repurchase assets, the fair value of its continuing
involvement, the maximum exposure to loss and qualitative information
about an entity’s obligations to provide financial support are relevant in
understanding an entity’s exposure to risks.

In addition, the Board concluded that information about an entity’s gain
or loss on derecognition and the timing of recognition of that gain or loss
provides information about the proportion of an entity’s profit or loss
that arises from transferring financial assets in which the entity also
retains continuing involvement. Such information is useful in assessing
the extent to which an entity generates profits from transferring
financial assets while retaining some form of continuing involvement
and thus exposure to risk.

The Board observed that the total amount of proceeds from transfer
activity (that qualifies for derecognition) in a reporting period may not be
evenly distributed throughout the reporting period (eg if a substantial
proportion of the total amount of transfer activity takes place in the
closing days of a reporting period). The Board decided that, if transfer
activity is concentrated around the end of reporting periods, disclosure of
this fact provides an indication of whether transfer transactions are
undertaken for the purpose of altering the appearance of the statement
of financial position rather than for an ongoing commercial or financing
purpose. In such cases, the amendments require disclosure of when the
greatest transfer activity took place within that reporting period, the
amount recognised from the transfer activity in that part of the reporting
period, and the total amount of proceeds from transfer activity in that
part of the reporting period.
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