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IASB publishes Discussion Paper on Hedge Accounting

On 17 April 2014, the International Ac-
counting Standards Board (IASB) pub-
lished for public comment a Discussion
Paper exploring an approach to better
reflect entities’ dynamic risk manage-
ment activities in their financial state-
ments, otherwise known as macro
hedging.

Many financial institutions and other
entities manage risks, such as interest
rate risk, dynamically on a portfolio ba-
sis rather than on an individual contract
basis. Dynamic risk management is a
continuous process because the risks
that such entities face evolve over time,
as does their approach to managing
those risks. However, the existing ac-
counting requirements of IAS 39 are
generally considered to be difficult to
apply when accounting for such transac-
tions.

As part of its comprehensive response
to the global financial crisis, the IASB is
replacing IAS 39 with an entirely new
financial instruments accounting Stand-
ard, known as IFRS 9 Financial Instru-
ments. That project is in the final stages
of completion. However, the IASB de-
cided to treat as a separate project the
macro hedging component of these
reforms in order to elicit views from a
broader range of constituents. The Dis-
cussion Paper represents the first stage
in this project, by seeking public com-
ment on a possible approach to ac-
counting for an entity’s dynamic risk
management activities, the portfolio

revaluation approach (PRA).

Under the PRA:

= Exposures that are risk-managed
dynamically would be revalued
for changes in the managed risk
through profit or loss.

= Fair value changes arising from
risk management instruments
that are used to manage this risk
(derivatives) would also be rec-
ognised in profit or loss.

= The success of an entity’s dy-
namic risk management is cap-
tured by the net effect of the
above measurements in profit or
loss.

= Fair valuation of the risk expo-
sures that are dynamically man-
aged is not required.

= The PRA also addresses the
needs of users by providing a
more comprehensive set of dis-
closures concerning an entity’s
dynamic risk management activi-
ties.

The Discussion Paper: Accounting for
Dynamic Risk Management: a Portfolio
Revaluation Approach to Macro Hedg-
ing is available for comment until 17
October 2014.

The Discussion Paper is available on the
IASB website as follows: here

A high level ‘Snapshot’ summary of the
Discussion Paper is available here.
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http://www.ifrs.org/Open-to-Comment/Pages/International-Accounting-Standards-Board-Open-to-Comment.aspx
http://www.ifrs.org/Current-Projects/IASB-Projects/Financial-Instruments-A-Replacement-of-IAS-39-Financial-Instruments-Recognitio/Phase-III-Macro-hedge-accounting/DP-April-2014/Pages/Discussion-Paper-and-Comment-letters.aspx
http://www.ifrs.org/Current-Projects/IASB-Projects/Financial-Instruments-A-Replacement-of-IAS-39-Financial-Instruments-Recognitio/Phase-III-Macro-hedge-accounting/DP-April-2014/Documents/Snapshot-DP-Accounting-for-Dynamic-Risk-Management-April-2014.pdf
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2.1 IAASB re-proposes ISA addressing information in
annual reports; and further clarifies auditor effort
and reporting responsibilities

On 18 April 2014, the International Auditing and As-
surance Standards Board (IAASB) released for re-
exposure an enhanced International Standard on Au-
diting (ISA) 720 (Revised), The Auditor’s Responsibili-
ties Relating to Other Information. The proposed
standard clarifies and strengthens the scope and fo-
cus of auditor efforts on information included in enti-
ties’ annual reports, other than the audited financial
statements, and introduces new auditor reporting
responsibilities.

Under the proposed ISA, the auditor would now be
required to perform limited procedures to evaluate
the consistency of the other information with the
audited financial statements. In addition, while read-
ing the other information, the auditor would be re-
sponsible to consider whether there is a material in-
consistency between the other information and the
auditor’s knowledge obtained during the course of
the audit, and to remain alert for other indications
that the other information appears to be materially
misstated. The terms ‘other information’ and ‘annual
report’ are defined and explained in the standard in
order to make the scope of the standard as clear as
possible, while also enabling its appropriate applica-
tion in light of differing corporate reporting regimes
and practices in a wide variety of jurisdictions and
circumstances.

The IAASB invites all stakeholders to comment on
the IAASB Exposure Draft of Proposed ISA 720. To
access the Exposure Draft or submit a comment,
visit the IAASB’s website at www.iaasb.org/
publications-resources._ Comments are requested
by 18 July 2014.

2.2 ISCA issues AGS 5 (Revised)

The Institute of Singapore Chartered Accountants
(ISCA) has issued a revised version of Audit Guid-
ance Statement (AGS) 5 Audit of Entities in Specific
Industries, Professions or Vocations.

AGS 5 provides guidance to auditors on the rele-
vant legislations and recommended audit proce-
dures in the audit of solicitors’ accounts, charities
and trade unions. As there have been revisions to
the relevant legislations affecting these areas since
AGS 5 was last revised in January 2008, AGS 5 is
revised accordingly to ensure that the guidance
provided therein is updated and relevant.

AGS 5 (Revised) is applicable with effect from 10
May 2014. Please click here for AGS 5 (Revised).

Updates on SIATP website

The Singapore Institute of Accredited Tax Professionals (SIATP) has issued a significant num-
ber of Tax Alerts since the previous issue of the RT Review Times (2014/4).

For details of these tax alerts, please refer to SIATP’s website: http://www.siatp.org.sg/
index.php/tax-news
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Disclaimer Statement

This newsletter contains general information only and RT LLP is not, by means of this document, rendering any professional advice or services. This newsletter is not a substi-
tute for such professional advice or services, nor should it be used as a basis for any decision or action that may affect your business. Before making any decision or taking
any action that may affect your business, you should consult a professional advisor.

Whilst every care has been taken in compiling this newsletter, RT LLP makes no representations or warranty (expressed or implied) about the accuracy, suitability, reliability
or completeness of the information for any purpose.

RT LLP, its partners, its employees or agents accept no liability to any party for any loss, damage or costs howsoever arising, whether directly or indirectly from any action or
decision taken (or not taken) as a result of any person relying on or otherwise using this publication or arising from any omission from it.
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