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Editorial There is no Christmas b reak for the IASB! The standard  setter has been very busy 

with no fewer than 9 exposure d ra fts c urrently in p rogress. Severa l doc uments 
were pub lished  on 23 Dec ember for c omments by the end  of January… Suc h 

haste c an be exp la ined  by the desire to make these texts app lic ab le to the 

2008 ac c ounts. As part of their wishes for 2009, some might wish to see serenity 
added  to the p rinc ip les of ac c ountanc y.  

 

All the c ontributors to DOCTR’ in wish you a  Happy New Year. 

Happy read ing! 

Mic hel Barbet-Massin     Jean-Louis Lebrun  

News 
�

A standard on regulated operations c oming soon 

In November, the IFRIC c onsidered  the appropria teness of 
p reparing  an interp reta tion on regula ted  opera tions. The issue 

was to determine under whic h c irc umstanc es the regula tion 

c ond itions (ta riffing in partic ula r) c ould  c rea te assets and  
liab ilities to be rec ognised . The IFRIC c onc luded  tha t the 

agenda c riteria  were not met, ma inly bec ause d ivergenc e in 

p rac tic e does not seem to be signific ant. On sta ff p roposa l, 
the Board  dec ided  to add  this new projec t to its agenda . This 

dec ision is unexpec ted  from a  Board  whose agenda is 

a lready extremely c rowded  and  whic h has a lways shown an 
unwillingness to p repa re standards a imed  a t spec ific  

industries. 

 
During  their d isc ussions, severa l members of the Board  

stressed  the qua lity of the ana lysis doc ument p repared  by the 

sta ff. The doc ument was in fac t p repared  by Sébastien 
Landry, senior manager a t Mazars who is c urrently a ttac hed  

to the IASB 

Review of the IASC Foundation Constitution: second 
step 

On 8 Dec ember 2008, the IASCF, the IASB Foundation, 

pub lished  for pub lic  c omment a  doc ument on the sec ond  
part of the five-yearly review of its Constitution.  

This doc ument add resses the c onstitutiona l issues tha t were 

not add ressed  by the first pa rt (see July-August 2008 issue of 
Beyond  the GAAP). It espec ia lly c overs emergenc y due 

p roc ess p roc edures, fund ing a rrangements and  the IASB’s 

agenda-setting  p roc edures.  Comments a re welc ome before 
31 Marc h 2009. 
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�  New exposure draft on IAS 24 

On 11 Dec ember 2008 the IASB pub lished  the exposure 

d ra ft “ Rela tionships with the sta te”  with p roposed  
amendments to IAS 24 Rela ted  Party Disc losures. This text 

sets out to simp lify the d isc losure requirements on rela ted  

parties for Sta te-c ontrolled  entities. 
 

Sta te-c ontrolled  entities would  be exempted  from 

provid ing  full deta ils about transac tions with the Sta te or 
with other Sta te-c ontrolled  entities. They would  be required  

to p rovide genera l d isc losures about the type and  extent 

of signific ant transac tions. With this exposure d ra ft, the IASB 
a lso fina lises the definitions of a  rela ted  party and  of a  

transac tion with a  rela ted  party. 

 
The IASB invites c omments by 13 Marc h 2009. 

�  Embedded derivatives and 
rec lassific ations 

On 22 Dec ember the IASB pub lished  an exposure d ra ft to 

amend  IFRIC 9 Reassessment of Embedded  Deriva tives. 

This exposure d ra ft sta tes tha t an assessment of embedded  
deriva tives must be c arried  out when rec lassifying financ ia l 

assets.  

 
Embedded  deriva tives, as their name suggests, a re 

deriva tive instruments inc luded  in host c ontrac ts tha t may 

be non-financ ia l c ontrac ts. IAS 39 requires them to be 
separa ted  from the host c ontrac t when spec ific  c ond itions 

a re met. These c ond itions must be ana lysed  a t the time of 

signa ture of the c ontrac t.  
 

The pub lic a tion of an amendment to IAS 39 in Oc tober 

2008 a llowing for the rec lassific a tion of c erta in financ ia l 
assets c rea ted  possib le unintended  c onsequenc es. Did  the 

rec lassific a tion of an asset require a  review of the 

rec ognition of embedded  deriva tives?  Some believed  
tha t suc h a  review was not required , on the basis of the 

IFRIC 9 interp reta tion whic h forb ids suc h review. IFRIC 9 

had  been d ra fted  and  pub lished  a t a  time when 
rec lassific a tions were not a llowed .  

 

The IASB amendment therefore p rovides c la rific a tion: 
embedded  deriva tives will have to be reviewed  a t the 

time of rec lassific a tion. The review must be c onduc ted  on 

the basis of the c ond itions a t the da te of ac quisition or 
subsc rip tion of the instrument.  

 

The c omment period  is reduc ed  to one month and  will 
end  on 21 January 2009. The amendment should  be 

app lic ab le from the end  of 2008. 

�  Ac c ounting for financ ia l instruments: no 
c hange expec ted in the short term 

During  its Dec ember meeting , the Board  add ressed  the 

various top ic s b rought to its a ttention by the European 
Commission in a  letter da ted  27 Oc tober (see the 

Oc tober and  November issues of Beyond  the GAAP). 

These various top ic s (impa irment of financ ia l instruments, 
end  of the irrevoc ab le na ture of the fa ir va lue op tion) will 

be add ressed  within the la rger p rojec t for revising  IAS 39. 

At the same time, the FASB has adop ted  p rovisions to 
elimina te a ll d isc repanc ies between the two sets of 

standards in the trea tment for CDOs. 

�  IFRS 7: The IASB publishes a new draft 
amendment  

On 23 Dec ember the IASB pub lished  an exposure d ra ft 

with p roposa ls to require add itiona l d isc losures on 
investments in deb t instruments. Disc losures would  

c ompare in tabula r form the fa ir va lue, amortised  c ost 

and  book va lue of the relevant investments. The exposure 
d ra ft a lso p roposes tha t entities d isc lose the impac t there 

would  have been on p rofit or loss had  a ll deb t instruments 

been ac c ounted  for a t fa ir va lue or a t amortised  c ost.  
 

The IASB invites c omments by 15 January so tha t these 

p rovisions c an be app lied  from the 2008 ac c ounts. 
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�  Fair value rec ognition methods 

During  its Dec ember meeting , the Board  took dec isions on 

a ll the most c omplex issues: rec ognition of initia l p rofits and  
losses, rec ognition of c red it sp read  for the va lua tion of 

deb t, fa ir va lue of a  deb t rec ognised  on the basis of 

transfer p ric ing , definition of the benc hmark market, 
c hoic e of a  sc enario for the op timisa tion of the return on 

an asset, etc .  

 
Almost a ll the Board ’ s dec isions to da te suggest tha t we 

c an expec t an exposure d ra ft in line with the US standard . 

�  What should be the basis for the 
rec ognition of debt and other liabilities? 

The Board  has rea ffirmed tha t the c red it risk a ttac hed  to a  

deb t must be ac c ounted  for when determining the fa ir 
va lue of the deb t. However, the IASB believes tha t there 

must be a  pub lic  deba te on the relevanc e of rec ognising  

deb t a t fa ir va lue for users of financ ia l sta tements.  
 

A p roposa l and  an invita tion to c omment will be p repared  

in the first qua rter of 2009 as the basis for the 
c onsulta tion/ deba te p roposed  by the Board . The pub lic  

will be invited  to p rovide c omments on the relevanc e of 

rec ognising deb t a t fa ir va lue in the ba lanc e sheet and  on 
the relevanc e of the c hanges in va lue taken into ac c ount 

in the p rofit or loss. The Board  will a lso seek c omments on 

potentia l a lterna tive va lua tion bases. 

�  Adoption of the revised IAS 1 

The Revised  IAS 1 Presenta tion of Financ ia l Sta tements was 

adop ted  by the European Commission on 17 Dec ember 
2008. The revised  IAS 1, pub lished  by the IASB in Sep tember 

2007, has been substantia lly re-written. The amendments 

a re p rimarily terminolog ic a l, on the denomina tion of 
financ ia l sta tements in partic ula r. For example, the term 

“ ba lanc e sheet”  is rep lac ed  by “ sta tement of financ ia l 

position” . 
 

The c hanges should  not have a  signific ant impac t, as 

evidenc ed  by the c onc lusion of the impac t study c arried  
out in Europe as part of the adop tion p roc ess (see the 

June 2008 issue of Beyond  the GAAP). 

 
The app lic a tion of the revised  standard  is mandatory for 

annua l periods sta rting  on 1 January 2009. Early 

app lic a tion is permitted .  

�  Adoption of IFRIC 13 

The IFRIC 13 Customer Loya lty Programmes interp reta tion 

was adop ted  by the European Union on 16 Dec ember 

2008 and  pub lished  in the OJEC on 17 Dec ember.  
 

The interp reta tion, pub lished  on 1 July 2007, p rovides an 

implementa tion guide for the rec ognition of p roduc ts 
linked  to c ustomer loya lty p rogrammes. The sa le and  the 

“ points”  awarded  to the c ustomer must be rec orded  

separa tely. Loya lty awards a re rec ognised  a t fa ir va lue. 
The portion of turnover c orrespond ing to the future benefit 

is deferred , as a  deb t is ac c ounted  for before benefits a re 

awarded .  
 

Artic le 2 of Regula tion (EC) No 1262/ 2008 sets the da te of 

app lic a tion, a t the la test, as from the c ommenc ement 
da te of its first financ ia l year sta rting  a fter 31 Dec ember 

2008. As a  reminder, the da te of app lic a tion was set by the 

IASB for annua l periods beginning on or a fter 1 July 2008. 
The app lic a tion da te in Europe is therefore delayed  by 6 

months c ompared  with the one set by the IASB.  

 
This d isc repanc y app lies to c ompanies whose annua l 

period  does not c oinc ide with the c a lendar yea r. 
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�  Adoption of the revised IAS 23 

The amendments to IAS 23 Borrowing Costs were adop ted  

by the European Union on 10 Dec ember 2008 and  pub lished  
in the OJEC on 17 Dec ember 2008. The app lic a tion of the 

revised  version of IAS 23 is manda tory for annua l periods 

beg inning on or a fter 1 January 2009. Early app lic a tion is 
permitted . 

 

Please note tha t the IASB has removed  the op tion of 
rec ognising borrowing c osts immed ia tely in the result. The 

revised  IAS 23 requires borrowing c osts to be c ap ita lised  and  

to form part of the c ost of the qua lifying  assets financ ed  by 
a  loan.  

�  Adoption of an amendment to IFRS 2 

The amendment to IFRS 2 Vesting Cond itions and  

Canc ella tions was adop ted  by the European Union on 16 
Dec ember 2008 and  pub lished  in the OJEC on 17 

Dec ember 2008. 

 
The amendment sta tes tha t: 

�  the c ond itions for the ac quisition of rights a re limited  to 
either servic e c ond itions or performanc e c ond itions, 

�  a ll c anc ella tions sha ll rec eive the same ac c ounting  
trea tment, whether they a re initia ted  by the entity or by 
a  third  party.  

 

The app lic a tion of the revised  version of IFRS 2 is mandatory 
for annua l periods beginning on or a fter 1 January 2009. 

Early app lic a tion is permitted . 

�  Adoption of IFRIC 14 

The interp reta tion IFRIC 14 IAS 19 The Limit on a  Defined  
Benefit Asset, Minimum Fund ing Requirements and  their 

Interac tion was adop ted  by the European Commission on 

16 Dec ember 2008. It was pub lished  in the OJEC on 17 
Dec ember.  

 

Artic le 2 of Regula tion (EC) No 1263/ 2008 sets the da te of 

app lic a tion, a t the la test, as from the c ommenc ement 
da te of its first financ ia l year sta rting  a fter 31 Dec ember 

2008. As a  reminder, the da te of app lic a tion was set by the 

IASB for annua l periods beginning on or a fter 1 January 
2008. The app lic a tion da te in Europe is therefore delayed  

by one year c ompared  with the one set by the IASB.  

Therefore, for the European entities, the interp reta tion is not 
manda tory a t 31 Dec ember 2008 year end . 

 

Please note tha t IFRIC 14 sta tes tha t: 

�  if the p lan has a  surp lus, the la tter must be rec ognised  
on the basis of the ec onomic  benefit “ ava ilab le”  

either as a  refund  or as a  reduc tion in future 

c ontributions. Ava ilab ility means the unc ond itiona l 
right to a  refund  or to a  reduc tion in future 

c ontributions, and  does not have to be immed ia te;  

�  the minimum fund ing liab ility requires the rec ognition 
of a  p rovision only when the ac c umula tion of minimum 
fund ing makes the surp lus unava ilab le for a  refund  or a  

reduc tion of future c ontributions.  

�  European impac t study for IFRS 3 and IAS 
27  

On 18 November 2008 the European Commission 

pub lished  its c onc lusions on the impac t study1 for the 
revised  IFRIC 3 and  the revised  IAS 27.  

 

The c ost/ benefit ana lysis c a rried  out by the European 
Commission c onc luded  tha t the revised  IFRS 3 and  the 

revised  IAS 27: 

�  meet the qua lita tive adop tion c riteria , and  

�  p rovide a  benefit.  
 
The c onc lusion of the impac t study therefore rec ommends 

the adop tion of these two standards by the European 

Union. 
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CESR: new extrac t from the ac c ounting studies 
database 

A Closer Look 

The CESR (Committee of European Sec urities Regula tors) pub lished  a  new extrac t from its ac c ounting  stud ies da tabase 
in Dec ember 2008. This is the fourth time tha t the CESR has pub lished  part of the ac c ounting  stud ies shared  between the 
various European stoc k market regula tors. 
 
This pub lic a tion inc ludes 15 dec isions on a  variety of sub jec ts rang ing from the p resenta tion of interim financ ia l 
sta tements to c onsolida tion or financ ia l instruments.  
 
Beyond  the GAAP has summarised  the pub lic a tion on your beha lf��

�  Business c ombinations and c onsolidation 

This is the ma jor theme of this extrac t, with 6 dec isions rela ting  to the app lic a tion of IFRS 3, IAS 38, IAS 27 and  IAS 28. The 

top ic s c over: 

�  Reverse ac quisition: the d irec tion of an ac quisition is defined  a t the da te of c ontrol. It c annot not be c hanged  
a fterwards even if the purc hasing entity is lega lly absorbed  by the ac quired  entity for tax reasons; 

�  Control: a  signific ant perc entage of the voting  rights or a  stric t ma jority is not a lways suffic ient to ob ta in c ontrol. The 
da tabase mentions the c ase of a  limited  partnership , in whic h c erta in partners may be g iven spec ific  rights both in 

the by-laws and  by law. 

�  Signific ant influenc e: signific ant influenc e may exist even when the issuer holds less than 20% of the voting  rights of 
an entity. Signific ant influenc e may a lso exist even if the issuer has dec ided  not to be represented  on the Board .  

�  Ac quired  intangib le assets: ac quired  intangib le assets must be rec ognised  separa tely if they c an be measured  
reliab ly and  if they have d ifferent useful lives. The da tabase mentions the c ase of “ p re-pa id ”  and  “ post-pa id ”  

c ustomer rela tionships in mob ile telephony.  

�  Useful life of intang ib le assets: ac quired  c ontrac ts sha ll not be c onsidered  as having an indefinite useful life bec ause 
they c an be renewed  without limita tion. An undetermined  useful life does not mean tha t it is indefinite.  

�  Presentation of financ ia l statements 

This top ic  is c overed  by 4 extrac ts from the da tabase: 

�  Disc losure of risks in the management report: IFRS 7 a llows the d isc losure of risks to whic h the entity is exposed  in a  
sta tement separa te from the financ ia l sta tements and  their inc orpora tion in a  c ross-referenc ed  append ix. IFRS 7 

estab lishes two c ond itions: the d isc losure must be pub lished  a t the same time as the financ ia l sta tements, and  on 
the same terms. In the c ase p resented , the d isc losure was inc luded  in the management report. The c ross-referenc e 

was not inc luded  in the append ix. In add ition, there was a  fa ilure to exp la in tha t the management report had  not 

been not aud ited . The regula tor has c onsidered  tha t the “ on the same terms”  c riterion had  not been met, sinc e the 
management report was not aud ited  while the financ ia l sta tements were.  

�  Interim financ ia l sta tements: the pub lic a tion of interim financ ia l sta tements under IAS 34 requires the d isc losure of 
c erta in mandatory information. The CESR reitera tes tha t segmenta l informa tion and  rela ted  pa rty transac tions must 

be d isc losed  in a ll interim sta tements. 
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A Closer Look 

�  Interim financ ia l sta tements and  business c ombina tions: the p resenta tion of an interim financ ia l sta tement requires 
the entity to p rovide the d isc losures required  by IFRS 3 when a  business c ombina tion has taken p lac e during  the 

period .  

�  Interim financ ia l sta tements and  c ompara tive information: the CESR sta tes tha t IAS 34 p rovides exp lic it guidanc e on 
the c ompara tive periods to be shown in an interim sta tement.  

�  Financ ia l Instruments 

The CESR has pub lished  two dec isions on the c lassific a tion of financ ia l instruments: 

�  Instruments g iving entitlement to a  fixed  d ividend  independently of the result of the entity sha ll not be c lassified  as 
equity instruments.  

�  The rights of minority shareholders hold ing  a  put op tion sha ll not be c lassified  as minority interests. The put op tion 
inc urs for the issuer an ob liga tion to buy bac k its own equity instruments. This ob liga tion meets the definition of a  

financ ia l liab ility.  

�  Other topic s 

The other dec isions pub lished  by the CESR c onc ern the following top ic s: 

�  Deferred  tax assets: if an entity has inc urred  losses for severa l years, the rec ognition of deferred  tax assets in respec t 
of c a rried  forward  losses must be justified  by c onvinc ing  a rguments. Budget estimates will not be suffic ient.  

�  Current /  non-c urrent inventories: ageing inventories (a lc ohols, sp irits etc .) a re part of the norma l opera ting  c yc le of 
an issuer spec ia lised  in the p roduc tion and  sa le of wines and  sp irits. For this reason, the inventories a re c urrent 

assets, even if the ageing proc ess c an exc eed  15 yea rs.  

�  Defined  c ontribution p lans: the CESR reitera tes tha t a  p lan whic h is not a  defined  c ontribution p lan is, by definition, 
a  defined  benefit p lan. It is not possib le to define a  volunta ry c ontribution p lan outside the sc ope of IAS 19 

p rovisions.  
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A Closer Look 

At the Washington Summit on 15 November 2008, the members of the G20 resta ted  the top ic s to be add ressed  in 

p riority to support g rowth and  c arry out the nec essary reforms to financ ia l systems in the very short term. 
 

As expressed  by the Financ ia l Stab ility Forum (see the Sep tember 2008 issue of Beyond  the GAAP), the issues a t stake 

inc lude: 

�  The rec ognition of off-ba lanc e sheet items and  the relevant financ ia l d isc losures, 

�  The measurement of c omplex and  illiquid  financ ia l instruments, in financ ia l c risis situa tions in partic ula r, 

�  The improvement of IASCF governanc e to support financ ia l stab ility. 
 

Other sub jec ts were a lso d isc ussed  during  the Summit, suc h as the organisa tion and  relevanc e of measures c arried  out 

by a ll the pa rtic ipants, whether pub lic  or p riva te initia tives. 
 

The IASB has a lready pub lished  its works rela ted  to off-ba lanc e sheet items and  financ ia l instruments. 

�  Rec ognition of off-balanc e sheet items: 

On 18 Dec ember, the IASB pub lished  the exposure d ra ft ED 10 whic h suggests a  sing le definition of c ontrol app lic ab le 
to a ll entities, and  enhanc ed  financ ia l d isc losures for c onsolida ted  and  non-c onsolida ted  entities. 

 

Please note tha t the IASB p lans to pub lish p roposa ls to take into ac c ount the impac t of the derec ognition of c erta in 
financ ia l instruments on the c ontrol of struc tured  entities by 31 Marc h 2009. These p roposa ls a re in line with a  wider 

p rojec t a iming to enhanc e the standard  on financ ia l instruments. 

�  Measurement of c omplex and illiquid financ ia l instruments, in partic ular at times of 
financ ia l c risis: 

The IASB pub lished  two exposure d ra fts add ressing these issues a t the end  of Dec ember 2008.  

�  The first a ims to ac hieve c onsistenc y between the “ flash”  amendment on the rec lassific a tion of c erta in financ ia l 
assets, pub lished  in Oc tober 2008, and  the IFRIC 9 interp reta tion on the review of embedded  deriva tives.  

�  The sec ond  a ims to enhanc e financ ia l d isc losure on investments in deb t instruments, and  to reinforc e the 
c omparab ility of those instruments wha tever their c lassific a tion. 

 

 
Fina lly, the IASB has added  the improvement of the standard  on long-term asset impa irment to its agenda . The IASB 

a ims to further enhanc e c onvergenc e with US GAAP standard  for the d isc losures and  the ac c ounting  trea tment of the 

release of impa irment p rovisions. 

�

The IASB and the financ ia l c risis: where do we stand? 
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The IASB pub lished  a  Disc ussion Paper (DP) on revenue rec ognition in Dec ember 2008. This widely antic ipa ted  
doc ument outlines the ma in p rovisions of a  future standard  to rep lac e both IAS 18 Revenue and  IAS 11 Construc tion 

Contrac ts by 2011. This doc ument was jointly p repared  with the FASB. 

 
Beyond  the GAAP provides a  summary of the ma in c harac teristic s of the DP. 

�  A broad sc ope of applic ation 

The IASB proposes a  sing le revenue rec ognition model for a ll c ontrac ts with c ustomers.  

 
A c ontrac t is defined  as an agreement between two or more parties tha t c rea tes enforc eab le ob liga tions (ob liga tions 

tha t may be b rought before Court). Suc h an agreement does not need  to be in writing . A c ustomer is defined  as a  

party whic h has c ontrac ted  with an entity to ob ta in goods or servic es tha t represent an output of the entity’ s ord inary 
ac tivities.  

 

No revenue c an therefore be rec ognised  in the absenc e of a  c ontrac t with a  c ustomer! 
 

The sc ope of the DP is very b road . All c onstruc tion c ontrac ts, sa le of goods and  rendering  of servic es, would  be 

ac c ounted  for under the same princ ip les. However, the IASB is c onsidering  whether the p roposed  model c ould  app ly to 
a ll c ontrac ts, notab ly: 

�  Insuranc e c ontrac ts. The IASB notes tha t there is an ac tive p rojec t on the agenda  on this matter (DP Insuranc e). 
Interac tions between these two p rojec ts a re not ana lysed  in deta il, but in the Board ’ s view, the p roposed  revenue 

rec ognition model might app ly for some c ontrac ts tha t the insuranc e p rojec t is c onsidering , but not a ll of them. 

�  Contrac ts in the bank sec tor. The IASB ind ic a tes tha t the p roposed  model in the DP might not a lways be relevant. It 
should  be noted  tha t the DP does not hand le spec ific  questions rela ting  to the bank sec tor.  

�  Princ ip le for the rec ognition of revenue 

A c ontrac t with a  c ustomer c rea tes rights and  ob liga tions. Ac c ord ing to the DP, revenue is rec ognised  when the entity 

sa tisfies its ob liga tions in the c ontrac t, i.e. transfers the goods or servic es p romised  in the c ontrac t. The transfer is c a rried  
out when the c ustomer ob ta ins c ontrol of the goods or servic es, typ ic a lly when the goods a re delivered  or when the 

servic es a re p rovided .  

 
In most transac tions in industria l and  c ommerc ia l sec tors, the p rinc ip les set out in the DP should  not c hange muc h in 

p rac tic e with the exc ep tion of some c onstruc tion c ontrac ts and  rendering  of servic es c ontrac ts.  

 
In these c ontrac ts, the revenue c ould  be rec ognised  when the asset is delivered  or a t the c ompletion da te, and  not a t 

regula r interva ls throughout the c onstruc tion p roc ess as it is c urrently the c ase.  

IASB Disc ussion Paper on Revenue Rec ognition 
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�  Identific ation of the c omponents of a c ontrac t 

This issue has been add ressed  severa l times by the IFRIC (in IFRIC 13 on c ustomer loya lty p rogrammes and  IFRIC 15 on 

c onstruc tion of rea l esta te in partic ula r). The DP proposes to adop t a  simila r position to tha t of the IFRIC by identifying 

and  rec ognising  separa tely the revenue linked  to eac h c omponent of a  c ontrac t, here c a lled  “ performanc e 
ob liga tions” . 

 

A performanc e ob liga tion is a  p romise made by an entity in a  c ontrac t to transfer goods or servic es to a  c ustomer. This 
c ontrac tua l p romise may be exp lic it or imp lic it. When a  c ontrac t c onta ins severa l performanc e ob liga tions, they a re 

rec ognised  separa tely when the p romised  goods or servic es a re transferred  to the c ustomer a t d ifferent times.  

 
For example, a  c ontrac t for the sa le of goods with a  two-year ma intenanc e period  inc ludes two c omponents: the sa le 

of the goods and  the ma intenanc e servic e. The revenue linked  to eac h c omponent is rec ognised  separa tely, on 

delivery of the goods and  over the ma intenanc e period  respec tively.  
 

The identific a tion of the various c omponents of a  c ontrac t is very important, as it determines the ra te of rec ognition of 

the revenue. 
 

In the c ase of a  c ontrac t for both the sa le of goods and  the p rovision of servic es (as in c onstruc tion c ontrac ts), it is not 

a lways easy to determine the various performanc e ob liga tions (or c omponents) of the c ontrac t, and  when they a re 
sa tisfied . Consider a  c ontrac t to deliver steel g irders, whic h require three months to manufac ture. The performanc e 

ob liga tions may be ana lysed  as: 

�  the delivery of goods if the terms of the c ontrac t spec ify tha t the g irders a re transferred  to the c ustomer a fter the 
three months’  manufac turing  period . In this c ase, the revenue is rec ognised  a t the delivery da te, and  the entity 
rec ognises inventories (work in p rogress) during  the manufac turing  p roc ess. 

�  the p rovision of goods and  servic es during  the manufac turing  p roc ess if the terms of the c ontrac t spec ify tha t the 
c ustomer must pay for the work c ompleted  to da te and  has the unc ond itiona l right to take over the work in 

p rogress a t any time. In this c ase, the revenue is rec ognised  throughout the manufac turing  p roc ess when work in 
p rogress is transferred  to the c ustomer. 

�  Rec ognition of revenue 

The tota l amount of revenue tha t an entity may rec ognise is equa l to the transac tion p ric e agreed  upon in the c ontrac t 

(upda ted  if nec essary). The rec ognition of revenue on the basis of a  fa ir va lue (or an exit p ric e), a t one time c onsidered  
by the IASB, would  therefore be abandoned  for c ontrac ts in the sc ope of the DP.   

 

At the time of signa ture of the c ontrac t, no revenue may be rec ognised  as: 
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�  the rights and  ob liga tions a re c onsidered  as equiva lent a t this da te, and  

�  no ob liga tion has been met a t this da te. 
 

If the c ontrac t inc ludes severa l performanc e ob liga tions (c omponents), the transac tion p ric e is a lloc a ted  to eac h 
performanc e ob liga tion on the basis of the rela tive selling  p ric e of the goods and  servic es underlying  those 

performanc e ob liga tions. The amount initia lly a lloc a ted  to eac h performanc e ob liga tion is rec ognised  as revenue 

when the goods a re delivered  or when the servic es a re p rovided . 
 

The selling p ric e of eac h good  or servic e c orresponds to the p ric e a t whic h the entity sells or c ould  sell this good  or 

servic e on a  stand -a lone basis. In the c ase where the good  or servic e is not sold  separa tely, the selling  p ric e may be 
estimated , for example on the basis of an approac h c onsisting  of: 

�  estimating  the expec ted  c osts of meeting  the ob liga tion, add ing the marg in tha t the entity demands on simila r 
goods or servic es; 

�  using  market p ric es, ad justing  them if nec essa ry to reflec t the struc ture of the c osts and  marg in of the entity. 
 
It should  be noted  tha t some c ontrac ts, notab ly in the bank and  insuranc e sec tors, c ould  be exc luded  from the sc ope 

of the DP (see above) and  ac c ounted  for on the base of a  fa ir va lue (Compare DP Insuranc e). 

�  Contrac t losses (onerous obligations) 

The amount of the transac tion p ric e initia lly a lloc a ted  to eac h performanc e ob liga tion should  not be revised  unless tha t 
performanc e ob liga tion is deemed  onerous. A performanc e ob liga tion is deemed  onerous when the antic ipa ted  c ost 

of meeting  the performanc e ob liga tion exc eeds the amount initia lly a lloc a ted  to it. In this c ase, a  loss for the d ifferenc e 

is immed ia tely rec ognised . The marg in inc luded  in the amount a lloc a ted  to eac h ob liga tion is used  as a  “ c ushion”  
before rec ognising  a  loss.  

�  Effec ts of the DP on existing prac tic e 

The ma in points on whic h the DP c ould  impac t the c urrent p rac tic e a re: 

a) Sc ope of the DP  

 

Sc ope of the DP is very b road  and  needs to be spec ified , espec ia lly for c ontrac ts in the bank and  insuranc e sec tors 

(see above). Therefore, it is d iffic ult to identify a ll the impac ts of the DP. 
 



�

�


 
 �

� �
� �
� �
� �
� �
� �
� �
� �

� �� �� �� �� �� �� �� �� �� �� �� �� �� �
� �

A Closer Look 

b) Questioning revenue rec ognition for work in progress in c erta in c onstruc tion and rendering of servic es 
c ontrac ts.  

 

The revenue would  be rec ognised  only when the entity sa tisfies its performanc e ob liga tions, i.e. when it transfers the 

goods or servic es. The revenue linked  to c onstruc tion c ontrac ts or the rendering  of servic es c ontrac ts would  be 
rec ognised  throughout the c onstruc tion p roc ess or the rendering  of servic es p roc ess only if the c ustomer ob ta ins c ontrol 

of the goods (the work in p rogress) or servic es during the c ourse of the c onstruc tion p roc ess or the rendering of servic es 

p roc ess. If the c ontrol of the goods or servic e is transferred  to the c ustomer only a t the end  of the c onstruc tion p roc ess, 
no revenue c an be rec ognised  before tha t da te. 

 

c ) Systematic  identific ation of the c omponents of the contrac t. 

 

Eac h c omponent (or performanc e ob liga tion) should  be identified  separa tely if the goods or the servic es rela ted  to 

eac h ob liga tion a re transferred  a t d ifferent times. The systematic  app lic a tion of this p rinc ip le would  for example require 
the rec ognition of warranties and  other post-delivery servic es inc luded  in c ontrac ts for the sa le of goods as a  separa te 

c omponent. The revenue a lloc a ted  to these ob liga tions would  be rec ognised  only when they a re met. Currently, the 

tota l revenue is genera lly rec ognised  a t the da te of delivery of the goods, and  p rovision is set aside to c over the c osts 
rela ted  to these ob liga tions. 

 

d) Costs incurred in obtaining c ontrac ts.  

 

These c osts would  be rec ognised  as expenses inc urred , as they do not meet the definition of an asset. In the c urrent 

p rac tic e (see IAS 11), the c osts of ob ta ining  c ontrac ts a re c ap ita lised  when there is a  high p robab ility of c onc lud ing the 
c ontrac t. This p rovision ta rgets spec ific a lly c ommissions pa id  to sa lespersons. 

 

 
Revenues a re a  key ind ic a tor of a  c ompany’s ac tivity. There is no doub t tha t c omments will be p lentiful! Comments a re 

welc ome until 19 June 2009, 
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The IASB pub lished  the exposure d ra ft ED 10 Consolida ted  Financ ia l Sta tements on 18 Dec ember 2008. Comments a re 

welc ome by 20 Marc h 2009.  

 
This pub lic a tion is the response of the IASB to the rec ommendations of the Financ ia l Stab ility Forum and  the G20 in the 

c urrent financ ia l c risis and  to the c ritic isms expressed  about the lac k of d isc losures on off-ba lanc e sheet items. 

 
In this doc ument, the IASB p its forward  a  sing le definition of c ontrol app lic ab le to both “ trad itiona l”  subsid ia ries and  to 

ad  hoc  entities (now c a lled  “ struc tured ”  entities).  

 
The exposure d ra ft a lso inc ludes examples and  c la rific a tions regard ing severa l aspec ts where exerc ising judgement 

may be d iffic ult. 

�  A new definition of c ontrol 

Ac c ord ing to the new definition, “ a  reporting  entity c ontrols another entity when the reporting  entity has the power to 
d irec t the ac tivities of tha t other entity to genera te returns for the reporting  entity” . 

 

With this new definition, the IASB seeks to avoid  d iffic ulty in the ana lysis of c ontrol without need ing to know whether the 
entity fa lls under the sc ope of app lic a tion of SIC 12. 

 

Please note tha t the c urrent definition of c ontrol (“ power to govern the financ ia l and  opera ting  polic ies of an entity so 
as to ob ta in benefits from its ac tivities” ) mainly foc uses on the ab ility to take stra teg ic  or financ ing dec isions regard ing 

the ac tivity. However, the SIC 12 interp reta tion is based  on the ana lysis or risks and  benefits. 

 
Three c omponents a re therefore nec essary to define c ontrol in the exposure d ra ft: 

�  The power to d irec t the ac tivities of tha t entity, 

�  The existenc e of returns for the group , 

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

 

Power to d irec t ac tivities 

The exposure d ra ft sta tes tha t the power over the financ ia l and  opera ting  stra teg ic  polic ies of an entity is only one way 
to d irec t the ac tivities of tha t entity. Thus a  ma jority of voting  rights does not a lways b ring  with it the power to d irec t the 

ac tivities of the entity, for example due to c onstra ints imposed  by a  c ontrac t or by the c onstitution, or when the entity is 

under lega l supervision (reorganisa tion under Court supervision, for example). 
 

In c ontrast, the c onsolida ting  entity may sometimes d irec t the ac tivities of the entity without hold ing  a  ma jority of the 

voting  rights. Among suc h situa tions, the doc ument develops the situa tion of de fac to c ontrol by the ma jority 
shareholder when there is a  high level of d ispersion of the other hold ings in the hands of non-organised  minority 

shareholders. 

 

Exposure Draft ED 10 - Consolidated Financ ia l 
Statements 
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The exposure d ra ft reitera tes tha t c ontrol does not need  to be absolute, and  tha t c erta in minority shareholders may 

hold  rights without p reventing  the ma jority shareholder from c ontrolling  the entity. The exposure d ra ft p rovides examples 
of suc h “ p rotec tive rights”  (right of veto over c erta in dec isions whic h would  inc ur a  signific ant c hange in the ac tivity of 

the entity, for example). 

 
Fina lly, as opposed  to the c urrent standard , c a ll op tions and  other potentia l voting  rights tha t a re immed ia tely 

exerc isab le have no more systematic  c onsequenc es on the level of c ontrol. The holder of suc h op tions may however 

c ontrol the entity if other fac ts and  c irc umstanc es p rovide him with the power to exerc ise c ontrol (these other fac ts and  
c irc umstanc es a re not c learly mentioned). 

Generating return for the c onsolidating entity 

The exposure d ra ft sta tes tha t the return for the c onsolida ting  entity may be positive or nega tive and  may not be made 
of d ividends. The c onsolida ting  entity must be exposed  to the variab ility of the returns genera ted  by the c ontrolled  

entity and  must a lso have the ab ility to have an influenc e on the return (this is the third  c ond ition for c ontrol). 

 
Among possib le returns, the Board  mentions d ividends or any other form of d istribution to the shareholders, the 

varia tions in the va lue of the subsid ia ry a ttributab le to the c onsolida ting  entity. The returns may a lso inc lude revenue 

from the p rovision of servic es, revenue and  exposure to risks rela ted  to loans or treasury fac ilities granted  to the 
subsid ia ry, tax benefits, ac c ess to the c ash of the subsid ia ry, a  form of synergy benefiting  only to the c onsolida ting  entity 

as well as c ost reduc tion.  

 
The exposure d ra ft a lso refers to the supposed  link between the exposure to the varia tions of returns and  the level of 

c ontrol. The party tha t ob ta ins the highest returns from the entity is genera lly the one with the grea test power on tha t 

entity.  

�  Treatment of struc tured entities 

The exposure d ra ft inc ludes a  la rge part on the c ontrol of struc tured  entities. It sta tes tha t the ana lysis of c ontrol of a  

struc tured  entity sha ll be based  on a ll relevant c omponents, inc lud ing the 6 following items: 

�  The ob jec tive and  the struc ture of the relevant entity, 

�  The returns rec eived  by the c onsolida ting entity from the struc tured  entity, 

�  The ac tivities of the struc tured  entity, and  whether these ac tivities a re p redetermined  or not, 

�  The linked  c ontrac ts, 

�  The ab ility of the c onsolida ting  entity to c hange the restric tions or the p redetermina tion of the financ ia l and  
opera ting  stra teg ic  polic ies, 

�  The fac t tha t the c onsolida ting  entity ac ts as a  third  party agent or tha t a  third  party is the agent of the 
c onsolida ting  entity. 

 

These c omponents a re b road ly in line with the ana lysis guidelines of the c urrent SIC 12 interp reta tion. 
 

A member of the Board  c onsiders tha t more p rec isions should  be b rought to measure the ab ility to d irec t the ac tivities 

of struc tured  entities. When it is not possib le to determine who is in a  position to d irec t the ac tivities of the struc tured  
entity, this member p roposes to c ome bac k to ana lysis based  on the risks and  rewards “ fa ll bac k”  test. 
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�  Disc losures 

The exposure d ra ft a lso requires a  signific ant inc rease in d isc losure for struc tured  entities in whic h the c onsolida ting  or 

non-c onsolida ting  entity is involved  due to the absenc e of c ontrol. 

 

While the sta ted  ob jec tives of this exposure d ra ft a re to inc lude in a  sing le doc ument the p rovisions on the 
measurement of c ontrol on any form of entity, its app lic a tion guidanc e, illustra tive examples and  basis for c onc lusions 

will require a  thorough ana lysis in order to identify a ll the c onsequenc es of this doc ument on the c urrent rules for 

c onsolida tion. In this respec t, we notic e tha t 3 members of the Board  have expressed  themselves aga inst the 
pub lic a tion of the exposure d ra ft. Therefore, one c an expec t tha t this new revision of the IAS 27 standard  will be 

reviewed  c arefully and  will be sub jec t to a  number of c omments. 

 

 

Fina lly, the d isc ussions on c onsolida tion a re not finished , as the IASB c onsiders a  review of the signific ant influenc e 
c onc ep t and  of the equiva lenc e method .  
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Subsc ribe to Beyond the GAAP � �� �� �� �� �� �� �� �� �� �� ��

Beyond  the GAAP, MAZARS’  monthly newsletter on ac c ounting  standards, is 100% free. To subsc ribe, send  an e-mail 
to doc trine@mazars.fr inc lud ing: 

Your first and  last name, 
Your c ompany,  

Your e-mail add ress 

You will begin rec eiving  Beyond  the GAAP the following month by e-mail in pd f format. 
 

 

If you no longer wish to rec eive Beyond  the GAAP, send  an e-mail to doc trine@mazars.fr with “ unsubsc ribe”  as the sub jec t of your message. 
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�  Events/ public ations  

The Doc trine team proposes two new tec hnic a l pub lic a tions: 

�  Business c ombina tion and  c onsolida tion: a  summary 
of the new standards in 40 Q&As. 

�  Disc losures on rela ted  parties pub lished  on 31 
Dec ember 2007: p rac tic es adop ted  by Eurostoxx 50 
c ompanies. 

 

These pub lic a tions a re ava ilab le on our website 
www.mazars.fr under the Med ia  head line. 

�

�  Frequently asked questions 

�  Consequenc e of the c anc ella tion of a  stoc k op tion 

p lan when the c ond itions for the ac quisition of rights a re 

not met a t the da te of ac quisition;  

�  Classific a tion of a  subsid ia ry in the p roc ess of being sold  
as a  d isc ontinued  ac tivity; 

�  Ac quisition of a  subsid ia ry held  for sa le; 

�  Qua lific a tion of a  hedging opera tion; 

�  Ac quisition made through an exc hange: whic h 
trea tment when the market c ap ita lisa tion is below the 

net book va lue?; 
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Events and FAQ 

Upc oming meetings of the 
IASB, IFRIC and EFRAG 

� �� �� �� �� �� �� �� �� �� �� �� �

 IASB IFRIC EFRAG  

 19 - 23 January 2009 5 - 6 Marc h 2009 21 - 23 January 2009
 16 - 20 February 2009 7 - 8 May 2009 25 - 27 February 2009
 16 - 20 Marc h 2009 9 - 10 July 2009 25 - 27 Marc h 2009 
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