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IFRS news is your quarterly update on things relating to
International Financial Reporting Standards (IFRS). We’ll bring
you up to speed on topical issues and significant developments,
provide comments and give our point of view.
In this edition we start by considering the latest news
from the IASB and conclude with IFRS-related news at
Grant Thornton.
If you would like to view a list of the new Standards and
Interpretations and their effective dates, please visit ifrs.org
or follow the links below:
• Standard-setting projects
• Research, maintenance and other projects
• Completed agenda decisions
A list of documents currently out for comment by the IASB
and the comment deadlines is also available at ifrs.org.
We are currently finalising a new publications strategy
for 2020 and as a result some of our publications will
change in the upcoming months. Watch this space!
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IASB issues Interest Rate
Benchmark Reform
(Amendments to IFRS 9, IAS 39 and IFRS 7)
The International Accounting Standards Board (IASB) has
published Interest Rate Benchmark Reform (Amendments to
IFRS 9, IAS 39 and IFRS 7), in response to the ongoing reform of
interest rate benchmarks around the world. The amendments
aim to provide relief for hedging relationships.
Many interbank offer rates (IBORs) are expected to be replaced by new benchmark Risk-Free Rates (RFRs) in the next few years.
One of the biggest issues presented by the replacement of IBORs is the potential effect on hedge accounting given the extensive
use of interest rate benchmarks in global financial markets, and it’s this subject that’s addressed by the IASB’s amendments.
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The amendments
The main amendments can be summarised as follows:
Topic

Summary

Highly probable
requirement and
prospective assessments
of hedge effectiveness

Where an entity currently designates IBOR cash flows, the replacement of IBORs with new
interest rate benchmarks raises questions over whether it will be possible to make the assertion
that those cash flows will still occur in a hedge of highly probable future cash flows, and whether
the hedging relationship meets the requirements to be viewed as effective on a prospective basis?
The Board therefore has provided exceptions for determining whether a forecast transaction is
highly probable or whether it’s no longer expected to occur. Specifically, the amendments state
that an entity should apply those requirements assuming that the interest rate benchmark on
which the hedged cash flows are based is not altered as a result of interest rate benchmark
reform.
It also includes exceptions to the hedge accounting requirements in IFRS 9 and IAS 39 so that an
entity assumes that the interest rate benchmark on which the hedged cash flows are based, and/
or the interest rate benchmark on which the cash flows of the hedging instrument are based, are
not altered as a result of interest rate benchmark reform when the entity determines whether:
• there is an economic relationship between the hedged item and the hedging instrument
applying IFRS 9
• or the hedge is expected to be highly effective in achieving offsetting by applying IAS 39.

Designating a component
of an item as the hedged
item

The changes amend the hedge accounting requirements in IFRS 9 and IAS 39 for hedges of the
benchmark component of interest rate risk that is not contractually specified and that is affected
by interest rate benchmark reform.
Specifically, it states that an entity applies the requirement (that the designated risk component
or designated portion is separately identifiable) only at the inception of the hedging relationship.
There is one exception to this, and that is when an entity frequently resets a hedging relationship
because both the hedging instruments and the hedged item frequently change, the entity applies
the requirement only when it initially designates a hedged item in that hedging relationship.

Without these amendments, the uncertainty surrounding the
replacement of IBORs and the form this will take, could result
in entities having to discontinue hedge accounting solely
because of the reform’s effect on their ability to make
forward-looking assessments.
Disclosures about the extent to which an entity’s hedging
relationships are affected by the amendments are also
required.
The IASB has stated that the exceptions above are mandatory
for all hedging relationships directly affected by the interest
rate benchmark reform. It also confirms that the exceptions
apply for a limited period. Specifically, an entity prospectively
ceases to apply the amendments at the earlier of:
• when the uncertainty arising from interest rate benchmark
reform is no longer present with respect to the timing and
the amount of the interest rate benchmark-based cash
flows; and
• when the hedging relationship is discontinued, or when
a forecast transaction is no longer expected to occur, the
entire amount accumulated in the cash flow hedge reserve
with respect to that hedging relationship is reclassified to
profit or loss.

The Board has not provided an end to the application of the
proposed exception relating to the separate identification
requirement outlined above.
The amendments are not intended to provide relief if a
hedging relationship no longer meets the requirements of
hedge accounting for any other reasons than those included
in the amendments.
Effective date and transition
In acknowledgement of the speed with which interest rate
benchmark reform is progressing, the amendments are
effective for annual periods beginning on or after 1 January
2020, with earlier application permitted. They should be
applied retrospectively, with early application permitted.
Grant Thornton International Ltd comment
We welcome the IASB’s amendments which provide relief
from the effects of interest rate benchmark reform on
hedge accounting. Reporting entities need clarity on the
impact on hedge accounting urgently and are therefore
pleased to see this first phase of this project finalised.
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Grant Thornton responds
to proposed amendments
to IFRS 17
Grant Thornton International Ltd has responded to the IASB’s
Exposure Draft ED/2019/4 ‘Amendments to IFRS 17’.
In our letter, we are supportive overall of the proposed amendments, which we believe will address some of the most pressing
concerns surrounding implementation of the Standard without unduly disrupting the process for those insurers who have
already started it.
To review our full letter, download it here.

Grant Thornton responds
to proposed amendments
to IAS 12
Grant Thornton International Ltd has responded to the IASB’s
Exposure Draft ED/2019/5 ‘Deferred Tax related to Assets
and Liabilities arising from a Single Transaction (Proposed
amendments to IAS 12)’.
We are supportive of the IASB project to address this issue considering that it has become more prevalent with
IFRS 16 being effective as of 1 January 2019, however we have some concerns about how the IASB is proposing
to amend IAS 12. We notably have concerns that there is insufficient guidance to determine whether the tax
deductions should be attributed to the lease liability or the lease asset. This lack of guidance may result in
diversity in practice, rather than reduce diversity in practice which is an objective of these amendments. We
also have concerns about the introduction of a “cap” or limit on the amount of deferred tax liability to be recognised.
To review our full letter, download it here.

4 IFRS News: Quarter 4 2019

Grant Thornton responds
to proposed amendments
to IAS 1 and IFRS Practice
Statement 2
Grant Thornton International Ltd has responded to the IASB’s
Exposure Draft ED/2019/6 ‘Disclosures of Accounting Policies
(Proposed amendments to IAS 1 and IFRS Practice Statement 2)’.
We are overall supportive of the proposed amendments as we believe they will improve the Standard from how it is worded today.
However, we have a few suggestions and some concerns surrounding the implementation of these amendments to the Standard
which are detailed in our letter.
To review our full letter, download it here.
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Grant Thornton news

Insights into IFRS 3: Definition of a Business
We have published an article on IFRS 3’s new Definition of a
Business. In October 2018, the IASB issued ‘Definition of a Business’
making amendments to IFRS 3 ‘Business Combinations’.

Accounting

Advisory

Insights into IFRS 3

Global

Definition of a Business (Amendments to IFRS 3)

The amendments are a response to feedback received from the post-implementation review of
IFRS 3. They clarify the definition of a business, with the aim of helping entities to determine whether
a transaction should be accounted for as an asset acquisition or a business combination.
In our article we explain the new definition and how it has changed. We describe the optional
concentration test and provide some practical examples in applying it.

In October 2018, the IASB issued ‘Definition of a Business’
making amendments to IFRS 3 ‘Business Combinations’.
The amendments are a response to feedback received from
the post-implementation review of IFRS 3 (‘the Standard’).
They clarify the definition of a business, with the aim of
helping entities to determine whether a transaction should
be accounted for as an asset acquisition or a business
combination.
In summary, the amendments:
• clarify the minimum attributes that the acquired set of
activities and assets must have to be considered a business
• remove the assessment of whether market participants are
able to replace missing inputs or processes and continue
to produce outputs
• narrow the definition of a business and the definition
of outputs
• add an optional concentration test that allows a simplified
assessment of whether an acquired set of activities and
assets is not a business.

How have the amendments changed
the definition?
The amendments replace the wording in the definition of a
business as follows:
Old Definition
‘An integrated set of activities and assets that is capable
of being conducted and managed for the purpose of
providing a return in the form of dividends, lower costs
or other economic benefits directly to investors or other
owners, members or participants.’

New Definition
‘An integrated set of activities and assets that is capable
of being conducted and managed for the purpose of
providing goods or services to customers, generating
investment income (such as dividends or interest) or
generating other income from ordinary activities.’
The changes narrow the definition by:
• focusing on providing goods and services to customers
• removing the emphasis from providing a return to
shareholders
• removing the reference to ‘lower costs or other economics
benefits’.
Insight
The last change mentioned above reflects the fact that
many asset acquisitions are made with the motive of
lowering costs but may not involve acquiring a substantive
process.

To view this publication, download it from here.

Sue Almond recognised for “Outstanding Contribution
to Accounting and Finance”
Sue Almond, Grant Thornton International Ltd’s global head
of audit, was recognised with the “Outstanding Contribution
to Accounting and Finance Award” at the British Accountancy
Awards in September.
The award panel’s comments highlighted that “Sue has had a distinguished career in the audit
and assurance profession, firmly focused on the international arena. She has been recognised for
this award for her work in developing the audit field, always striving to move the industry forward,
promoting the opportunities that change and technology can bring.”
In congratulating Sue, Peter Bodin, global CEO, commented: “This is a prestigious award and richly deserved. I’ve always said
that the quality of our people is what makes the real difference. It’s great to see Sue’s outstanding contribution recognised by our
profession and to have her on our team.”
This award honours a person who has been instrumental in developing the audit profession and has always
strived to move this field forward, promoting the opportunities that change and technology can bring.
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