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Beyond the GAAP

There isno Chrissmasbreak forthe IASB! The standard setter hasbeen very busy
with no fewerthan 9 exposure draftscurrently in progress. Several documents
were published on 23 Decemberforcommentsby the end of January... Such
haste can be explained by the desre to make these textsapplicable to the
2008 accounts. Aspart of their wishesfor 2009, some might wish to see serenity
added to the principlesof accountancy.

All the contributorsto DOCTR'in wish you a Happy New Year.
Happy reading!

Michel Barbet-Massin Jean-LouislLebrun
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A standard on regulated operationscoming soon

In November, the IFRIC considered the appropriatenessof

Highlights preparing an interpretation on regulated operations. The issue
IFRSNews page 2 wasto determine under which circumstancesthe regulation
Europe page 3 conditions (tariffing in particular) could create assetsand
liabilitiesto be recognised. The IFRIC concluded that the
agenda criteria were not met, mainly because divergence in
A Closer Look practice doesnot seem to be significant. On staff proposal,
the Board decided to add thisnew project to itsagenda. This
CEXR new extract from the accounting decison isunexpected from a Board whose agenda is
studiesdatabase page 5 already extremely crowded and which hasalwaysshown an
The IASBand the financial criss: where do unwilingnessto prepare standardsaimed at specific
we stand? page 7 industries.
IASB Discussion Paperon Revenue page 8
Exposure Draft ED 10 - Consolidated During their discussions, several membersof the Board
Fnancial Satements page 12 stressed the quality of the analyssdocument prepared by the
staff. The document wasin fact prepared by Sébastien
Events and FAQ page 15 Landry, seniormanager at Mazarswho iscurrently attached
to the IASB
Editors-in-Chief: Review of the IASC Foundation Constitution: second
Michel Barbet-Massin, Jean-LouisLebrun step
Columnists: On 8 December 2008, the IASCF, the IASB Foundation,
Claire Dusser, Catherine Fass, Francoise Hores, Edouard published for public comment a document on the second
Fossat, Patrick Le Hao, Pascal Jauffret, Maxime Smoen, part of the five-yearly review of its Constitution.

Amaud Verchére

Contact us:

Mazars

Exaltis, 61, rue Henri Régnault
92 075 — La Défense —Fance
Tel: +33 (0)1 49 97 60 00

Thisdocument addressesthe constitutional issuesthat were
not addressed by the first part (see July-August 2008 issue of
Beyond the GAAP). It especially coversemergency due
processprocedures, funding arrangementsand the IASB's
agenda-setting procedures. Commentsare welcome before
31 March 2009.

NES MAZARS



New exposure draft on IAS 24

On 11 December 2008 the IASB published the exposure
draft “Relationshipswith the state” with proposed
amendmentsto IAS24 Related Party Disclosures. Thistext
setsout to smplify the disclosure requirementson related
partiesfor Sate-controlled entities.

Sate-controlled entitieswould be exempted from
providing full detailsabout transactionswith the Sate or
with other State-controlled entities. They would be required
to provide general disclosuresabout the type and extent
of dgnificant transactions. With thisexposure draft, the IASB
also finalisesthe definitions of a related party and of a
transaction with a related party.

The IASBinvitescommentsby 13 March 2009.

Embedded derivatives and
reclassifications

On 22 Decemberthe IASBpublished an exposure draft to
amend IFRIC 9 Reassessment of Enbedded Derivatives.
Thisexposure draft statesthat an assessment of embedded
derivativesmust be carried out when reclassifying financial
assets.

Embedded derivatives, astheirname suggests, are
derivative instrumentsincluded in host contractsthat may
be non-financial contracts. IAS39 requiresthem to be
separated from the host contract when specific conditions
are met. These conditionsmust be analysed at the time of
signature of the contract.

The publication of an amendment to IAS39in October
2008 allowing for the reclassification of certain financial
assetscreated possble unintended consequences. Did the
reclassfication of an asset require a review of the
recognition of embedded derivatives? Some believed
that such a review wasnot required, on the basisof the
IFRIC 9 interpretation which forbidssuch review. IFRIC 9
had been drafted and published at a time when
reclassificationswere not allowed.

Highlight s

IFRS news

The IASBamendment therefore providesclarification:
embedded derivativeswill have to be reviewed at the
time of reclassfication. The review must be conducted on
the basisof the conditionsat the date of acquistion or
subscription of the instrument.

The comment period isreduced to one month and will
end on 21 January 2009. The amendment should be
applicable from the end of 2008.

Accounting for financial instruments: no
change expected in the short term

During itsDecember meeting, the Board addressed the
varioustopicsbrought to itsattention by the European
Commission in a letterdated 27 October (see the
Octoberand Novemberissuesof Beyond the GAAP).
These varioustopics (impairment of financial instruments,
end of the irrevocable nature of the fairvalue option) will
be addressed within the larger project for revisng IAS 39.
At the same time, the FASBhasadopted provisonsto
eliminate alldiscrepanciesbetween the two sets of
standardsin the treatment for CDOs.

IFRS7: The IASB publishes a new draft
amendment

On 23 Decemberthe IASBpublished an exposure draft
with proposalsto require additional disclosureson
investmentsin debt instruments. Disclosureswould
compare in tabular form the fairvalue, amortised cost
and book value of the relevant investments. The exposure
draft also proposesthat entitiesdisclose the impact there
would have been on profit orlosshad alldebt instruments
been accounted for at fairvalue orat amortised cost.

The IASBinvitescommentsby 15 January so that these
provisonscan be applied from the 2008 accounts.
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Fair value recognition methods

During itsDecember meeting, the Board took decisonson
allthe most complexissues: recognition of initial profitsand
losses, recognition of credit spread for the valuation of
debt, fairvalue of a debt recognised on the basis of
transfer pricing, definition of the benchmark market,
choice of a scenario for the optimisation of the return on
an asset, etc.

Almost all the Board’sdecisonsto date suggest that we
can expect an exposure draft in line with the USstandard.

What should be the basis for the
recognition of debt and other liabilities?

The Board hasreaffimed that the credit risk attached to a
debt must be accounted for when determining the fair
value of the debt. However, the IASBbelievesthat there
must be a public debate on the relevance of recognising
debt at fair value for usersof financial statements.

A proposal and an invitation to comment willbe prepared
in the first quarter of 2009 asthe basisfor the
consultation/debate proposed by the Board. The public
will be invited to provide commentson the relevance of
recognising debt at fairvalue in the balance sheet and on
the relevance of the changesin value taken into account
in the profit or loss. The Board will also seek commentson
potential alternative valuation bases.

Highlight's

Europe
Adoption of the revised IAS 1

The Revised IAS1 Presentation of Financial Satementswas
adopted by the European Commisson on 17 December
2008. The revised IAS1, published by the IASBin September
2007, hasbeen substantially re-written. The amend ments
are primarily terminological, on the denomination of
financial statementsin particular. Forexample, the term
“balance sheet” isreplaced by “statement of financial
position”.

The changesshould not have a significantimpact, as
evidenced by the conclusion of the impact study carried
out in Europe aspart of the adoption process(see the
June 2008 issue of Beyond the GAAP).

The application of the revised standard ismandatory for
annual periodsstarting on 1 January 2009. Early
application ispermitted.

Adoption of IFRIC 13

The IFRRIC 13 Customer Loyalty Programmesinterpretation
wasadopted by the European Union on 16 December
2008 and published in the OJEC on 17 December.

The interpretation, published on 1 July 2007, providesan
implementation guide for the recognition of products
linked to customer loyalty programmes. The sale and the
“points’ awarded to the customer must be recorded
separately. Loyalty awardsare recognised at fairvalue.
The portion of turnover corresponding to the future benefit
isdeferred, asa debtisaccounted forbefore benefitsare
awarded.

Article 2 of Regulation (EC) No 1262/2008 setsthe date of
application, at the latest, asfrom the commencement
date of itsfirst financial year starting after 31 December
2008. Asa reminder, the date of application wasset by the
IASBforannual periodsbeginning on or after 1 July 2008.
The application date in Europe istherefore delayed by 6
monthscompared with the one set by the IASB.

Thisdiscrepancy appliesto companieswhose annual
period doesnot coincide with the calendaryear.
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Adoption of the revised IAS 23

The amendmentsto IAS23 Borrowing Costswere adopted
by the European Union on 10 December 2008 and published
in the OJEC on 17 December 2008. The application of the
revised verson of IAS23 ismandatory forannual periods
beginning on or after 1 January 2009. Early application is
permitted.

Please note that the IASBhasremoved the option of
recognising borrowing costsimmediately in the result. The
revised IAS23 requiresborrowing coststo be capitalised and
to form part of the cost of the qualifying assetsfinanced by
a loan.

Adoption of an amendment to IFRS2

The amendment to IFRS2 Vesting Conditionsand
Cancellationswasadopted by the European Union on 16
December 2008 and published in the OJEC on 17
December 2008.

The amendment statesthat:

the conditionsfor the acquistion of rightsare limited to
either service conditionsor performance conditions,

allcancellationsshall receive the same accounting
treatment, whether they are initiated by the entity or by
a third party.

The application of the revised verson of IFRS2 ismandatory
forannual periodsbeginning on or after 1 January 2009.
Early application ispermitted.

Adoption of IFRIC 14

The interpretation IFRIC 14 IAS19 The Limit on a Defined
Benefit Asset, Minimum Funding Requirementsand their
Interaction wasadopted by the European Commission on
16 December 2008. It waspublished in the OJEC on 17
December.

Highlight's

Article 2 of Regulation (EC) No 1263/2008 setsthe date of
application, at the latest, asfrom the commencement
date of itsfirst financial year starting after 31 December
2008. Asa reminder, the date of application wasset by the
IASBfor annual periodsbeginning on or after 1 January
2008. The application date in Europe istherefore delayed
by one yearcompared with the one set by the IASB.
Therefore, for the European entities, the interpretation isnot
mandatory at 31 December 2008 year end.

Please note that IFRIC 14 statesthat:

if the plan hasa surplus, the latter must be recognised
on the basisof the economic benefit “available”
eitherasa refund orasa reduction in future
contributions. Availability meansthe unconditional
right to a refund orto a reduction in future
contributions, and doesnot have to be immediate;

the minimum funding liability requiresthe recognition
of a provision only when the accumulation of minimum
funding makesthe surplusunavailable fora refund ora
reduction of future contributions.

European impact study for IFRS3 and IAS
27

On 18 November 2008 the European Commission
published itsconclusonson the impact study? for the
revised IFRIC 3 and the revised IAS27.

The cost/benefit analysiscarried out by the European
Commission concluded that the revised IFRS3 and the
revised IAS27:

meet the qualitative adoption criteria, and

provide a benefit.

The conclusion of the impact study therefore recommends
the adoption of these two standardsby the European
Union.
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CESR new extract from the accounting studies
database

The CESR(Committee of European Securities Regulators) published a new extract from itsaccounting studiesdatabase
in December 2008. Thisisthe fourth time that the CESRhaspublished part of the accounting studiesshared between the
various European stock market regulators.

Thispublication includes 15 decisionson a variety of subjectsranging from the presentation of interim financial
statementsto consolidation or financial instruments.

Beyond the GAAP hassummarised the publication on your behalf

Business combinations and consolidation

Thisisthe majortheme of thisextract, with 6 decisionsrelating to the application of IFRS3, IAS38, IAS27 and IAS28. The
topicscover:

Reverse acquistion: the direction of an acquistion isdefined at the date of control. It cannot not be changed
afterwardseven if the purchasing entity islegally absorbed by the acquired entity for tax reasons;

Control: a significant percentage of the voting rightsor a strict majority isnot always sufficient to obtain control. The
database mentionsthe case of a limited partnership, in which certain partnersmay be given specific rightsboth in
the by-lawsand by law.

Sgnificant influence: significant influence may exist even when the issuer holdslessthan 20% of the voting rights of
an entity. Sgnificant influence may also exist even if the issuer hasdecided not to be represented on the Board.

Acquired intangible assets: acquired intangible assetsmust be recognised separately if they can be measured
reliably and if they have different useful lives. The database mentionsthe case of “pre-paid” and “post-paid”
customer relationshipsin mobile telephony.

Useful life of intangible assets: acquired contractsshallnot be considered ashaving an indefinite useful life because
they can be renewed without limitation. An undetermined useful life doesnot mean that it isindefinite.

Presentation of financial statements

Thistopic iscovered by 4 extractsfrom the database:

Disclosure of risksin the management report: IFRS7 allowsthe disclosure of risksto which the entity isexposed in a
statement separate from the financial statementsand theirincorporation in a crossreferenced appendix. IFRS7
establishestwo conditions: the disclosure must be published at the same time asthe financial ssatements, and on
the same terms. In the case presented, the disclosure wasincluded in the management report. The crossreference
wasnot included in the appendix. In addition, there wasa failure to explain that the management report had not
been not audited. The regulatorhasconsidered that the “on the same terms’ criterion had not been met, since the
management report wasnot audited while the financial ssatementswere.

Interim financial statements: the publication of interim financial ssatementsunderIAS34 requiresthe disclosure of
certain mandatory information. The CESRreiteratesthat ssgmental information and related pary transactions must
be disclosed in all interim statements.
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Interim financial ssatementsand busnesscombinations: the presentation of an interim financial ssatement requires
the entity to provide the disclosuresrequired by IFRS3 when a businesscombination hastaken place during the
period.

Interim financial statementsand comparative information: the CESR statesthat IAS34 providesexplicit guidance on
the comparative periodsto be shown in an interim statement.

Fnancial Instruments

CESRhaspublished two decisionson the classfication of financial instruments:

Instrumentsgiving entitlement to a fixed dividend independently of the result of the entity shall not be classfied as
equity instruments.

The rightsof minority shareholdersholding a put option shall not be classified asminority interests. The put option
incursfor the issuer an obligation to buy back itsown equity instruments. Thisobligation meetsthe definition of a
financial liability.

Other topics

otherdecisonspublished by the CESRconcern the following topics:

Deferred tax assets: if an entity hasincurred lossesfor several years, the recognition of deferred tax assetsin respect
of carried forward lossesmust be justified by convincing arguments. Budget estimateswill not be sufficient.

Current / non-current inventories: ageing inventories (alcohols, spiritsetc.) are part of the normal operating cycle of
an issuer specialised in the production and sale of winesand spirits. For thisreason, the inventoriesare current
assets, even if the ageing processcan exceed 15 years.

Defined contribution plans: the CESRreiteratesthat a plan which isnot a defined contribution plan is, by definition,
a defined benefit plan. It isnot possible to define a voluntary contribution plan outside the scope of IAS19
provisons.
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The IASB and the financial crisis: where do we stand?

At the Washington Summit on 15 November 2008, the membersof the G20 restated the topicsto be addressed in
priority to support growth and carry out the necessary reformsto financial systemsin the very short term.

Asexpressed by the Fnancial Sability Forum (see the September 2008 issue of Beyond the GAAP), the issuesat stake
include:

The recognition of off-balance sheetitemsand the relevant financial disclosures,
The measurement of complex and illiquid financial instruments, in financial crisis Stuationsin particular,

The improvement of IASCFgovernance to support financial stability.

Other subjectswere also discussed during the Summit, such asthe organisation and relevance of measurescarried out
by all the participants, whether public or private initiatives.

The IASBhasalready published itsworksrelated to off-balance sheetitemsand financial instruments.

Recognition of off-balance sheet items:

On 18 December, the IASB published the exposure draft ED 10 which suggestsa single definition of control applicable
to all entities, and enhanced financial disclosuresfor consolidated and non-consolidated entities.

Please note that the IASBplansto publish proposalsto take into account the impact of the derecognition of certain
financial instrumentson the control of structured entitiesby 31 March 2009. These proposalsare in line with a wider
project aiming to enhance the standard on financial instruments.

Measurement of complex and illiquid financial instruments, in particular at times of
financial crisis:

The IASB published two exposure draftsaddressing these issuesat the end of December 2008.

The first aimsto achieve consistency between the “flash” amendment on the reclassfication of certain financial
assets, published in October 2008, and the IFRIC 9 interpretation on the review of embedded derivatives.

The second aimsto enhance financial disclosure on investmentsin debt instruments, and to reinforce the
comparability of those instrumentswhatever their classfication.

Finally, the IASBhasadded the improvement of the standard on long-term asset impairment to itsagenda. The IASB
aimsto furtherenhance convergence with USGAAP standard for the disclosuresand the accounting treatment of the
release of impairment provisions.
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IASB Discussion Paper on Revenue Recognition

The IASB published a Discussion Paper (DP) on revenue recognition in December 2008. Thiswidely anticipated
document outlinesthe main provisions of a future standard to replace both IAS18 Revenue and IAS11 Construction
Contractsby 2011. Thisdocument wasjointly prepared with the FASB.

Beyond the GAAP providesa summary of the main characteristics of the DP.

A broad scope of application
The IASBproposesa single revenue recognition model for all contractswith customers.

A contract isdefined asan agreement between two or more partiesthat createsenforceable obligations (obligations
that may be brought before Court). Such an agreement doesnot need to be in writing. A customer isdefined asa
party which hascontracted with an entity to obtain goodsor servicesthat represent an output of the entity’sordinary
activities.

No revenue can therefore be recognised in the absence of a contract with a customer!

The scope of the DPisvery broad. All construction contracts, sale of goodsand rendering of services, would be
accounted forunderthe same principles. However, the IASBisconsdering whether the proposed model could apply to
all contracts, notably:

Insurance contracts. The IASB notesthat there isan active project on the agenda on thismatter (DP Insurance).
Interactionsbetween these two projectsare not analysed in detail, but in the Board’sview, the proposed revenue
recognition model might apply forsome contractsthat the insurance project isconsidering, but not all of them.

Contractsin the bank sector. The IASBindicatesthat the proposed modelin the DP might not alwaysbe relevant. It
should be noted that the DP doesnot handle specific questionsrelating to the bank sector.

Principle for the recognition of revenue

A contract with a customer createsrightsand obligations. According to the DP, revenue isrecognised when the entity
satisfiesitsobligationsin the contract, i.e. transfersthe goodsor servicespromised in the contract. The transferiscarried
out when the customer obtainscontrol of the goodsor services, typically when the goodsare delivered orwhen the
servicesare provided.

In most transactionsin industrial and commercial sectors, the principlesset out in the DP should not change much in
practice with the exception of some construction contractsand rendering of servicescontracts.

In these contracts, the revenue could be recognised when the asset isdelivered or at the completion date, and not at
regularintervalsthroughout the construction processasit iscurrently the case.
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Identification of the components of a contract

Thisissue hasbeen addressed several timesby the IFRIC (in IFRIC 13 on customer loyalty programmesand IFRIC 15 on
construction of real estate in particular). The DP proposesto adopt a smilar position to that of the IFRIC by identifying
and recognising separately the revenue linked to each component of a contract, here called “performance
obligations’.

A performance obligation isa promise made by an entity in a contract to transfergoodsor servicesto a customer. This
contractual promise may be explicit orimplicit. When a contract containsseveral performance obligations, they are
recognised separately when the promised goodsor servicesare transferred to the customer at different times.

Forexample, a contract for the sale of goodswith a two-year maintenance period includestwo components: the sale
of the goodsand the maintenance service. The revenue linked to each component isrecognised separately, on
delivery of the goodsand overthe maintenance period respectively.

The identification of the variouscomponentsof a contract isvery important, asit determinesthe rate of recognition of
the revenue.

In the case of a contract for both the sale of goodsand the provison of services (asin construction contracts), it isnot
alwayseasy to determine the variousperformance obligations (or components) of the contract, and when they are
satisfied. Consider a contract to deliver steel girders, which require three monthsto manufacture. The performance
obligationsmay be analysed as:

the delivery of goodsif the termsof the contract specify that the girdersare transferred to the customer after the
three months manufacturing period. In thiscase, the revenue isrecognised at the delivery date, and the entity
recognisesinventories (work in progress) during the manufacturing process.

the provision of goodsand servicesduring the manufacturing processif the termsof the contract specify that the
customer must pay forthe work completed to date and hasthe unconditional right to take overthe work in
progressat any time. In thiscase, the revenue isrecognised throughout the manufacturing processwhen work in
progressistransferred to the customer.

Recognition of revenue
The total amount of revenue that an entity may recognise isequal to the transaction price agreed upon in the contract
(updated if necessary). The recognition of revenue on the basisof a fairvalue (or an exit price), at one time considered

by the IASB, would therefore be abandoned forcontractsin the scope of the DP.

At the time of sgnature of the contract, no revenue may be recognised as:
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the rightsand obligationsare considered asequivalent at thisdate, and

no obligation hasbeen met at thisdate.

If the contract includesseveral performance obligations (components), the transaction price isallocated to each
performance obligation on the basis of the relative selling price of the goodsand servicesunderlying those
performance obligations. The amount initially allocated to each performance obligation isrecognised asrevenue
when the goodsare delivered or when the servicesare provided.

The selling price of each good or service correspondsto the price at which the entity sellsor could sell thisgood or
service on a stand-alone basis. In the case where the good or service isnot sold separately, the selling price may be
estimated, forexample on the basisof an approach consisting of:

estimating the expected costsof meeting the obligation, adding the margin that the entity demandson similar
goodsor services;

using market prices, adjusting them if necessary to reflect the structure of the costsand margin of the entity.

It should be noted that some contracts, notably in the bank and insurance sectors, could be excluded from the scope
of the DP (see above) and accounted foron the base of a fairvalue (Compare DP Insurance).

Contract losses (onerous obligations)

The amount of the transaction price initially allocated to each performance obligation should not be revised unlessthat
performance obligation isdeemed onerous. A performance obligation isdeemed onerouswhen the anticipated cost
of meeting the performance obligation exceedsthe amount initially allocated to it. In thiscase, a lossfor the difference
isimmediately recognised. The margin included in the amount allocated to each obligation isused asa “cushion”
before recognising a loss.

Efects of the DP on existing practice
The main pointson which the DP could impact the current practice are:

a) Scope ofthe DP

Scope of the DPisvery broad and needsto be specified, especially for contractsin the bank and insurance sectors
(see above). Therefore, it isdifficult to identify all the impactsof the DP.
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b) Questioning revenue recognition for work in progressin certain construction and rendering of services
contracts.

The revenue would be recognised only when the entity satisfiesitsperformance obligations, i.e. when it transfersthe
goodsor services. The revenue linked to construction contractsor the rendering of servicescontractswould be
recognised throughout the construction processor the rendering of servicesprocessonly if the customer obtains control
of the goods (the work in progress) or servicesduring the course of the construction processor the rendering of services
process. If the control of the goodsor service istransferred to the customer only at the end of the construction process,
no revenue can be recognised before that date.

c) Systematic identification of the components of the contract.

Each component (or performance obligation) should be identified separately if the goodsorthe servicesrelated to
each obligation are transferred at different times. The systematic application of thisprinciple would for example require
the recognition of warrantiesand other post-delivery servicesincluded in contractsforthe sale of goodsasa separate
component. The revenue allocated to these obligationswould be recognised only when they are met. Currently, the
total revenue isgenerally recognised at the date of delivery of the goods, and provision isset asde to coverthe costs
related to these obligations.

d) Costsincurred in obtaining contracts.

These costswould be recognised asexpensesincurred, asthey do not meet the definition of an asset. In the current
practice (see IAS11), the costsof obtaining contractsare capitalised when there isa high probability of concluding the
contract. Thisprovison targetsspecifically commissonspaid to salespersons.

Revenuesare a key indicatorof a company’sactivity. There isno doubt that commentswill be plentifull Commentsare
welcome until 19 June 2009,

MAZARS
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Exposure Draft ED 10 - Consolidated Fnancial
Satements

The IASB published the exposure draft ED 10 Consolidated Fnancial Satementson 18 December 2008. Commentsare
welcome by 20 March 2009.

Thispublication isthe response of the IASBto the recommendationsof the Fnancial Sability Forum and the G20 in the
current financial crisisand to the criticismsexpressed about the lack of disclosureson off-balance sheet items.

In thisdocument, the IASB pitsforward a single definition of control applicable to both “traditional” subsidiariesand to
ad hoc entities (now called “structured” entities).

The exposure draft also includesexamplesand clarificationsregarding several aspectswhere exercisng judgement
may be difficult.

A new definition of control

According to the new definition, “a reporting entity controlsanother entity when the reporting entity hasthe power to
direct the activitiesof that other entity to generate returnsfor the reporting entity”.

With thisnew definition, the IASB seeksto avoid difficulty in the analyssof control without needing to know whether the
entity fallsunder the scope of application of SC 12.

Please note that the current definition of control (“powerto govern the financial and operating policiesof an entity so
asto obtain benefitsfrom itsactivities’) mainly focuseson the ability to take strategic orfinancing decisonsregarding
the activity. However, the SC 12 interpretation isbased on the analysisorrisksand benefits.

Three componentsare therefore necessary to define control in the exposure draft:
The powerto direct the activitiesof that entity,
The existence of returnsfor the group,

The ability to use power to maximise returns (in other words, the link between power and returns)

Power to direct activities

The exposure draft statesthat the power overthe financial and operating strategic policiesof an entity isonly one way

to direct the activitiesof that entity. Thusa majority of voting rightsdoesnot alwaysbring with it the power to direct the

activitiesof the entity, forexample due to constraintsimposed by a contract or by the constitution, or when the entity is
underlegal supervison (reorganisation under Court supervison, forexample).

In contrast, the consolidating entity may sometimesdirect the activitiesof the entity without holding a majority of the

voting rights. Among such situations, the document developsthe stuation of de facto control by the majority
shareholderwhen there isa high level of dispersion of the other holdingsin the handsof non-organised minority

shareholders.
\\‘9
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The exposure draft reiteratesthat controldoesnot need to be absolute, and that certain minority shareholdersmay
hold rightswithout preventing the majority shareholder from controlling the entity. The exposure draft providesexamples
of such “protective rights’ (right of veto over certain decisonswhich would incur a significant change in the activity of
the entity, forexample).

Finally, asopposed to the current standard, calloptionsand other potential voting rightsthat are immediately
exercisable have no more systematic consequenceson the level of control. The holder of such optionsmay however
control the entity if other factsand circumstancesprovide him with the powerto exercise control (these otherfactsand
circumstancesare not clearly mentioned).

Generating return for the consolidating entity

The exposure draft statesthat the return forthe consolidating entity may be positive or negative and may not be made
of dividends. The consolidating entity must be exposed to the variability of the returnsgenerated by the controlled
entity and must also have the ability to have an influence on the return (thisisthe third condition for control).

Among possble returns, the Board mentionsdividendsor any other form of distribution to the shareholders, the
variationsin the value of the subsidiary attributable to the consolidating entity. The returnsmay also include revenue
from the provision of services, revenue and exposure to risksrelated to loansortreasury facilitiesgranted to the
subsidiary, tax benefits, accessto the cash of the subsidiary, a form of synergy benefiting only to the consolidating entity
aswellascost reduction.

The exposure draft also refersto the supposed link between the exposure to the variationsof returnsand the level of
control. The party that obtainsthe highest returnsfrom the entity isgenerally the one with the greatest power on that
entity.

Treatment of structured entities

The exposure draft includesa large part on the control of structured entities. It statesthat the analyssof control of a
structured entity shallbe based on allrelevant components, including the 6 following items:

The objective and the structure of the relevant entity,

The returnsreceived by the consolidating entity from the structured entity,

The activitiesof the structured entity, and whetherthese activitiesare predetermined or not,
The linked contracts,

The ability of the consolidating entity to change the restrictionsor the predetermination of the financial and
operating strategic policies,

The fact that the consolidating entity actsasa third party agent orthat a third party isthe agent of the
consolidating entity.

These componentsare broadly in line with the analyssguidelinesof the current SC 12 interpretation.

A memberofthe Board consdersthat more precisonsshould be brought to measure the ability to direct the activities
of structured entities. When it isnot possble to determine who isin a position to direct the activitiesof the structured
entity, thismember proposesto come backto analyssbased on the risksand rewards“fallback” test.
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Disclosures

The exposure draft also requiresa significant increase in disclosure for structured entitiesin which the consolidating or
non-consolidating entity isinvolved due to the absence of control.

While the stated objectivesof thisexposure draft are to include in a single document the provisonson the
measurement of control on any form of entity, itsapplication guidance, illustrative examplesand basisfor conclusons
will require a thorough analysisin orderto identify allthe consequencesof thisdocument on the current rulesfor
consolidation. In thisrespect, we notice that 3 membersof the Board have expressed themselvesagainst the
publication of the exposure draft. Therefore, one can expect that thisnew revision of the IAS27 standard willbe
reviewed carefully and willbe subjectto a number of comments.

Fnally, the discussionson consolidation are not finished, asthe IASBconsidersa review of the significant influence
concept and of the equivalence method.

Subscribe to Beyond the GAAP
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Events/publications

The Doctrine team proposestwo new technical publications: )
_ o o Fequently asked questions
Businesscombination and consolidation: a summary

of the new standardsin 40 Q&As. Consequence of the cancellation of a stock option

Disclosureson related partiespublished on 31 plan when the conditionsforthe acquistion of rightsare
December 2007: practicesadopted by Eurostoxx 50 not met at the date of acquisition;
companies.

Clasdfication of a subsidiary in the processof being sold

o ) ) asa discontinued activity;
These publicationsare available on our website

www.mazarsfrunderthe Media headline. Acquistion of a subsidiary held for sale;

Qualification of a hedging operation;

Acquisition made through an exchange: which
treatment when the market capitalisation isbelow the

Upcoming meetings of the
IASB, IFRIC and EFRAG

IASB IFRIC ERAG
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16 - 20 March 2009 9 - 10 July 2009 25 - 27 March 2009
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