
Dissenting opinions

Dissent of Anthony T Cope, James J Leisenring and
Warren J McGregor from the issue of IAS 39 in
December 2003

DO1 Messrs Cope, Leisenring and McGregor dissent from the issue of this Standard.

DO2 Mr Leisenring dissents because he disagrees with the conclusions concerning

derecognition, impairment of certain assets and the adoption of basis

adjustment hedge accounting in certain circumstances.

DO3 The Standard requires in paragraphs 30 and 31 that to the extent of an entity’s

continuing involvement in an asset, a liability should be recognised for the

consideration received. Mr Leisenring believes that the result of that accounting

is to recognise assets that fail to meet the definition of assets and to record

liabilities that fail to meet the definition of liabilities. Furthermore, the

Standard fails to recognise forward contracts, puts or call options and

guarantees that are created, but instead records a fictitious ‘borrowing’ as a

result of rights and obligations created by those contracts. There are other

consequences of the continuing involvement approach that has been adopted.

For transferors, it results in very different accounting by two entities when they

have identical contractual rights and obligations only because one entity once

owned the transferred financial asset. Furthermore, the ‘borrowing’ that is

recognised is not accounted for like other loans, so no interest expense may be

recorded. Indeed, implementing the proposed approach requires the specific

override of measurement and presentation standards applicable to other similar

financial instruments that do not arise from derecognition transactions. For

example, derivatives created by derecognition transactions are not accounted for

at fair value. For transferees, the approach also requires the override of the

recognition and measurement requirements applicable to other similar

financial instruments. If an instrument is acquired in a transfer transaction

that fails the derecognition criteria, the transferee recognises and measures it

differently from an instrument that is acquired from the same counterparty

separately.

DO4 Mr Leisenring also disagrees with the requirement in paragraph 64 to include an

asset that has been individually judged not to be impaired in a portfolio of

similar assets for an additional portfolio assessment of impairment. Once an

asset is judged not to be impaired, it is irrelevant whether the entity owns one or

more similar assets as those assets have no implications for whether the asset

that was individually considered for impairment is or is not impaired. The

result of this accounting is that two entities could each own 50 per cent of a

single loan. Both entities could conclude the loan is not impaired. However, if

one of the two entities happens to have other loans that are similar, it would be

allowed to recognise an impairment with respect to the loan where the other

entity is not. Accounting for identical exposures differently is unacceptable.

Mr Leisenring believes that the arguments in paragraph BC115 are compelling.

DO5 Mr Leisenring also dissents from paragraph 98 which allows but does not

require basis adjustment for hedges of forecast transactions that result in the
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recognition of non-financial assets or liabilities. This accounting results in

always adjusting the recorded asset or liability at the date of initial recognition

away from its fair value. It also records an asset, if the basis adjustment

alternative is selected, at an amount other than its cost as defined in IAS 16

Property, Plant and Equipment and further described in paragraph 16 of that

Standard. If a derivative were to be considered a part of the cost of acquiring an

asset, hedge accounting in these circumstances should not be elective to be

consistent with IAS 16. Mr Leisenring also objects to creating this alternative as

a result of an improvement project that ostensibly had as an objective the

reduction of alternatives. The non-comparability that results from this

alternative is both undesirable and unnecessary.

DO6 Mr Leisenring also dissents from the application guidance in paragraph AG71

and in particular the conclusion contained in paragraph BC98. He does not

believe that an entity that originates a contract in one market should measure

the fair value of the contract by reference to a different market in which the

transaction did not take place. If prices change in the transacting market, that

price change should be recognised when subsequently measuring the fair value

of the contract. However, there are many implications of switching between

markets when measuring fair value that the Board has not yet addressed.

Mr Leisenring believes a gain or loss should not be recognised based on the fact a

transaction could occur in a different market.

DO7 Mr Cope dissents from paragraph 64 and agrees with Mr Leisenring’s analysis

and conclusions on loan impairment as set out above in paragraph DO4. He

finds it counter-intuitive that a loan that has been determined not to be

impaired following careful analysis should be subsequently accounted for as if it

were impaired when included in a portfolio.

DO8 Mr Cope also dissents from paragraph 98, and, in particular, the Board’s decision

to allow a free choice over whether basis adjustment is used when accounting

for hedges of forecast transactions that result in the recognition of non-financial

assets or non-financial liabilities. In his view, of the three courses of action open

to the Board—retaining IAS 39’s requirement to use basis adjustment,

prohibiting basis adjustment as proposed in the June 2002 Exposure Draft, or

providing a choice—the Board has selected the worst course. Mr Cope believes

that the best approach would have been to prohibit basis adjustment, as

proposed in the Exposure Draft, because, in his opinion, basis adjustments result

in the recognition of assets and liabilities at inappropriate amounts.

DO9 Mr Cope believes that increasing the number of choices in international

standards is bad policy. The Board’s decision potentially creates major

differences between entities choosing one option and those choosing the other.

This lack of comparability will adversely affect users’ ability to make sound

economic decisions.

DO10 In addition, Mr Cope notes that entities that are US registrants may choose not

to adopt basis adjustment in order to avoid a large reconciling difference to

US GAAP. Mr Cope believes that increasing differences between IFRS-compliant

entities that are US registrants and those that are not is undesirable.
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DO11 Mr McGregor dissents from paragraph 98 and agrees with Mr Cope’s and

Mr Leisenring’s analyses and conclusions as set out above in paragraphs DO5

and DO8–DO10.

DO12 Mr McGregor also dissents from this Standard because he disagrees with the

conclusions about impairment of certain assets.

DO13 Mr McGregor disagrees with paragraphs 67 and 69, which deal with the

impairment of equity investments classified as available for sale. These

paragraphs require impairment losses on such assets to be recognised in profit

or loss when there is objective evidence that the asset is impaired. Previously

recognised impairment losses are not to be reversed through profit and loss

when the assets’ fair value increases. Mr McGregor notes that the Board’s

reasoning for prohibiting reversals through profit or loss of previously impaired

available-for-sale equity investments, set out in paragraph BC130 of the Basis for

Conclusions, is that it ‘ ... could not find an acceptable way to distinguish

reversals of impairment losses from other increases in fair value’. He agrees

with this reasoning but believes that it applies equally to the recognition of

impairment losses in the first place. Mr McGregor believes that the significant

subjectivity involved in assessing whether a reduction in fair value represents an

impairment (and thus should be recognised in profit or loss) or another decrease

in value (and should be recognised directly in equity) will at best lead to a lack of

comparability within an entity over time and between entities, and at worst

provide an opportunity for entities to manage reported profit or loss.

DO14 Mr McGregor believes that all changes in the fair value of assets classified as

available for sale should be recognised in profit or loss. However, such a major

change to the Standard would need to be subject to the Board’s full due process.

At this time, to overcome the concerns expressed in paragraph DO13, he believes

that for equity investments classified as available for sale, the Standard should

require all changes in fair value below cost to be recognised in profit or loss as

impairments and reversals of impairments and all changes in value above cost to

be recognised in equity. This approach treats all changes in value the same way,

no matter what their cause. The problem of how to distinguish an impairment

loss from another decline in value (and of deciding whether there is an

impairment in the first place) is eliminated because there is no longer any

subjectivity involved. In addition, the approach is consistent with IAS 16

Property, Plant and Equipment and IAS 38 Intangible Assets.

DO15 Mr McGregor disagrees with paragraph 106 of the Standard and with the

consequential amendments to paragraph 2753 of IFRS 1 First-time Adoption of
International Financial Reporting Standards. Paragraph 106 requires entities to

apply the derecognition provisions prospectively to financial assets.

Paragraph 27 of IFRS 1 requires first-time adopters to apply the derecognition

provisions of IAS 39 (as revised in 2003) prospectively to non-derivative financial

assets and financial liabilities. Mr McGregor believes that existing IAS 39

appliers should apply the derecognition provisions retrospectively to financial

assets, and that first-time adopters should apply the derecognition provisions of

IAS 39 retrospectively to all financial assets and financial liabilities. He is

53 As a result of the revision of IFRS 1 in November 2008, paragraph 27 became paragraph B2.
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concerned that financial assets may have been derecognised under the original

IAS 39 by entities that were subject to it, which might not have been

derecognised under the revised IAS 39. He is also concerned that non-derivative

financial assets and financial liabilities may have been derecognised by first-time

adopters under previous GAAP that would not have been derecognised under the

revised IAS 39. These amounts may be significant in many cases. Not requiring

recognition of such amounts will result in the loss of relevant information and

will impair the ability of users of financial statements to make sound economic

decisions.
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Dissent of John T Smith from the issue in March 2004 of
Fair Value Hedge Accounting for a Portfolio Hedge of
Interest Rate Risk (Amendments to IAS 39)

DO1 Mr Smith dissents from these Amendments to IAS 39 Financial Instruments:

Recognition and Measurement—Fair Value Hedge Accounting for a Portfolio Hedge of
Interest Rate Risk. He agrees with the objective of finding a macro hedging

solution that would reduce systems demands without undermining the

fundamental accounting principles related to derivative instruments and

hedging activities. However, Mr Smith believes that some respondents’ support

for these Amendments and their willingness to accept IAS 39 is based more on

the extent to which the Amendments reduce recognition of ineffectiveness,

volatility of profit or loss, and volatility of equity than on whether the

Amendments reduce systems demands without undermining the fundamental

accounting principles.

DO2 Mr Smith believes some decisions made during the Board’s deliberations result

in an approach to hedge accounting for a portfolio hedge that does not capture

what was originally intended, namely a result that is substantially equivalent to

designating an individual asset or liability as the hedged item. He understands

some respondents will not accept IAS 39 unless the Board provides still another

alternative that will further reduce reported volatility. Mr Smith believes that

the Amendments already go beyond their intended objective. In particular, he

believes that features of these Amendments can be applied to smooth out

ineffectiveness and achieve results substantially equivalent to the other methods

of measuring ineffectiveness that the Board considered when developing the

Exposure Draft. The Board rejected those methods because they did not require

the immediate recognition of all ineffectiveness. He also believes those features

could be used to manage earnings.
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Dissent of Mary E Barth, Robert P Garnett and Geoffrey
Whittington from the issue in June 2005 of The Fair Value
Option (Amendment to IAS 39)

DO1 Professor Barth, Mr Garnett and Professor Whittington dissent from the

amendment to IAS 39 Financial Instruments: Recognition and Measurement—The
Fair Value Option. Their dissenting opinions are set out below.

DO2 These Board members note that the Board considered the concerns expressed by

the prudential supervisors on the fair value option as set out in the December

2003 version of IAS 39 when it finalised IAS 39. At that time the Board

concluded that these concerns were outweighed by the benefits, in terms of

simplifying the practical application of IAS 39 and providing relevant

information to users of financial statements, that result from allowing the fair

value option to be used for any financial asset or financial liability. In the view

of these Board members, no substantive new arguments have been raised that

would cause them to revisit this conclusion. Furthermore, the majority of

constituents have clearly expressed a preference for the fair value option as set

out in the December 2003 version of IAS 39 over the fair value option as

contained in the amendment.

DO3 Those Board members note that the amendment introduces a series of complex

rules, including those governing transition which would be entirely unnecessary

in the absence of the amendment. There will be consequential costs to preparers

of financial statements, in order to obtain, in many circumstances, substantially

the same result as the much simpler and more easily understood fair value

option that was included in the December 2003 version of IAS 39. They believe

that the complex rules will also inevitably lead to differing interpretations of the

eligibility criteria for the fair value option contained in the amendment.

DO4 These Board members also note that, for paragraph 9(b)(i), application of the

amendment may not mitigate, on an ongoing basis, the anomaly of volatility in

profit or loss that results from the different measurement attributes in IAS 39

any more than would the option in the December 2003 version of IAS 39. This is

because the fair value designation is required to be continued even if one of the

offsetting instruments is derecognised. Furthermore, for paragraphs 9(b)(i),

9(b)(ii) and 11A, the fair value designation continues to apply in subsequent

periods, irrespective of whether the initial conditions that permitted the use of

the option still hold. Therefore, these Board members question the purpose of

and need for requiring the criteria to be met at initial designation.
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Dissent of James J Leisenring and John T Smith from
the issue in October 2008 of Reclassification of Financial
Assets (Amendments to IAS 39 and IFRS 7)

DO1 Messrs Leisenring and Smith dissent from Reclassification of Financial Assets
(Amendments to IAS 39 and IFRS 7). The amendments to IAS 39 are asserted to

level the playing field with US GAAP. It accomplishes that with respect to the

classification of financial instruments to the held-to-maturity category of loans

and receivables from other classifications. However, once reclassified, the

measurement of impairment and when that measurement is required are quite

different and a level playing field in accounting for these instruments is not

achieved. Messrs Leisenring and Smith would have been willing to support the

alternative approach considered by the Board that would have closely aligned

the impairment requirements of US GAAP with IFRSs.

DO2 As described in paragraph BC11E, in October 2008 the Board received requests to

address differences between the reclassification requirements of IAS 39 and

US GAAP. SFAS 115 permits a security to be reclassified out of the trading

category in rare situations. SFAS 65 permits a loan to be reclassified out of the

Held for Sale category if the entity has the intention to hold the loan for the

foreseeable future or until maturity. IAS 39 permitted no reclassifications for

financial assets classified as held for trading. The Board was asked to consider

allowing entities applying IFRSs the same ability to reclassify a financial asset

out of the held-for-trading category as is permitted by SFAS 115 and SFAS 65.

DO3 Messrs Leisenring and Smith both believe that the current requirements in IFRSs

for reclassification are superior to US GAAP and that the accounting for

impairments in US GAAP is superior to the requirements of IAS 39.

DO4 Furthermore, Messrs Leisenring and Smith do not believe that amendments to

standards should be made without any due process.
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