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Oc tober was a  partic ula rly busy month for the IASB: five days of ‘ norma l’  

meetings, three days of jo int meetings with the FASB, three days of meetings on 
the financ ia l instruments p rojec t: a  tota l of eleven days of meetings… a  rec ord ! 

All this has genera ted  a  good  dea l of news, in partic ula r regard ing the p rojec t to 

review IAS 39. Beyond  the GAAP here p resents a ll the important dec isions made, 
some of whic h have immed ia te c onsequenc es for the 2009 reporting  period . 

Enjoy your read ing! 

Mic hel Barbet-Massin     Jean-Louis Lebrun  

 

����   Highlights  

IFRS News page 2 
 

����   A Closer Look 

 
IFRS 9 or a  first step  into IAS 39’ s 

rep lac ement page 4 

 
Dra ft standard  on fa ir va lue measurement  page 9 

 

Improvements to IFRSs, 2009 p rojec t  page 13 
 

����  Events and FAQs page 16 

News 
�

Creation of an Expert Advisory Panel 

On 22 Oc tober 2009, the Board  announc ed  tha t it was 
looking for c and ida tes to form an Expert Advisory Panel 

c harged  of advising the Board  on the p rac tic a l p rob lems of 

app lying the ‘ expec ted  c ash flow’  approac h for the 
impa irment of financ ia l instruments.  

 

The work of this expert g roup  should  inform the Board©s 
delibera tions on Phase 2 of the p rojec t to revise IAS 39 - 

Financ ia l instruments, regard ing impa irment. 

Classific ation of Rights Issues amendment 

On 8 Oc tober 2009, the IASB pub lished  an amendment to 

IAS 32 entitled  Classific a tion of Rights Issues. This amendment 

dea ls with rights issues in a  c urrenc y other than the func tiona l 
c urrenc y of the issuer.  In the past, these rights issues were 

trea ted  as deriva tive liab ilities. In future, and  under c erta in 

quite restric tive c ond itions, they will be c lassified  in equity, 
regard less of the c urrenc y in whic h the exerc ise p ric e is 

denomina ted . 

 
This amendment, whic h is expec ted  to be endorsed  in Europe 

before the end  of the year, is app lic ab le to financ ia l years 

from 1 Februa ry 2010. Ea rly app lic a tion is permitted .  
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�  The news is still dominated by the 
revision of IAS 39 - Financ ia l instruments 

Work on the fina lisa tion of p rovisions for c lassific a tion and  

measurement was c arried  on throughout Oc tober, and  

was c ompleted  a t the norma l monthly meeting . On 
2 November 2009, the IASB issued  the near-fina l d ra ft of the 

standard . Beyond  the GAAP sets out the essentia l of these 

dec isions in a  spec ia l study (page 4). 

�  A new request for c omments before the 
public ation of amendments to IAS 37 - 
Provisions 

In July, a fter long months of d isc ussion, the Board  

approved  the app lic a tion guidanc e for the measurement 
of p rovisions. This guidanc e will amend  c urrent p rac tic e, as 

they inc lude taking  ac c ount of a  marg in, whic h a  third  

party would  c harge in order to assume the risk, in a ll c ases. 
This guidanc e will ac c ord ing ly be the sub jec t of a  new 

exposure d ra ft to be pub lished  in Dec ember, while a  d ra ft 

of the future standard  will be p lac ed  on the IASB website 
during  January. 

 

The IASB intends to avoid  re-opening the deba te on a ll the 
other dec isions taken during  the c ourse of this revision, 

inc lud ing the rec ognition of any liab ility, regard less of the 

p robab ility tha t this liab ility will materia lise in an outflow or 
the transfer of an asset.  

 

During  the joint meeting , the FASB expressed  grea t 
reserva tions about this development in IAS 37 by the IASB. 

�  Net inc ome and c omprehensive inc ome 
joined in a single statement 

The IASB and  FASB have unanimously dec ided  to p rohib it 

the p resenta tion of net inc ome and  c omprehensive 

inc ome in separa te sta tements.  
 

An exposure d ra ft should  shortly be issued  p roposing a  

limited  amendment to IAS 1 – Presenta tion of financ ia l 
sta tements, deleting  the op tion of p resenta tion reta ined  

during  the revision of this same standard  pub lished  in 

Sep tember 2007.� �

�

�  The definition of a d isc ontinued 
operation in IFRS 5 may not be 
amended after a ll 

After ana lysis of c omments rec eived  on the exposure 

d ra ft c hang ing the definition of d isc ontinued  opera tions 

in IFRS 5, the IASB had  dec ided  to keep , as the basis for 
p resenting  d isc ontinued  opera tions in the sta tement of 

c omprehensive inc ome, the reportab le segment 

p resented  in the notes (and  no longer the opera ting  
segment defined  in IFRS 8 as p roposed  in the exposure 

d ra ft). 

 
After joint d isc ussions with the FASB, the IASB fina lly op ted  

to leave the definition of d isc ontinued  opera tions in IFRS 5 

unc hanged . As part of the c onvergenc e p rojec t, the 
FASB will shortly study whether it would  be appropria te to 

amend  the US GAAP to c onverge with IFRS 5. The 

definition of a  d isc ontinued  ac tivity in the US GAAP is not 
c urrently simila r to tha t used  in IFRS 5.  

 

Add itiona lly, the two Boards will work together in order to 
b ring  c onsistenc y to the notes on assets held  for sa le. 

�  IASB and FASB restate their desire for 
c onvergenc e 

The joint meeting  of the two Boards was an opportunity to 

resta te their desire for c onvergenc e in a  number of 

p rojec ts:  

�  c onsolida tion,  

�  financ ia l instruments – inc lud ing derec ognition,  

�  insuranc e c ontrac ts,  

�  p resenta tion of financ ia l sta tements,  

�  fa ir va lue measurement spec ific a tions etc .  
 

This intention may push bac k the fina lisa tion of c erta in 

p rojec ts by some months, without c ompromising the June 
2011 ob jec tive, so tha t joint delibera tions c an take p lac e.  

 

These joint meetings, whic h were hitherto held  twic e a  
year, will in future be held  monthly. The IASB work p lan will 

be revised  to reflec t the dec isions taken in Oc tober. 
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�  Presentation of financ ia l statements 

In Oc tober the IASB and  the FASB jointly took some 

important dec isions in p repara tion for the exposure d ra ft 
regard ing the way financ ia l sta tements should  be 

p resented  in future.  

 
The line-by-line sc hedule tha t rec onc iles c ash flows to 

c omprehensive inc ome has been abandoned  and  

rep lac ed  by an ana lysis of c hanges in the main ba lanc e 
sheet items during  the financ ia l year (c ash flows, ac c rua ls 

not from remeasurements, va lua tion ad justments, and  

other c hanges). 
 

The sta tement of c ash flows should  be p resented  using the 

d irec t method , while the rec onc ilia tion between the 
opera ting  result and  opera ting  c ash flows should  be 

c overed  in the notes. 

 
Fina lly, demonstra ting  the impac t of reva lua tions within the 

ga ins and  losses on the sta tement of c omprehensive 

inc ome has returned  to the agenda . The method  of 
p resenting  of these reva lua tion impac ts (in the notes, or 

p resenta tion of p rofit and  loss ac c ounts in the form of a  

matrix) has not yet been dec ided . The two Boards have 
identified  the nec essity of reac hing an agreement about 

wha t these "reva lua tion d ifferenc es" should  inc lude. 

 
 

�  Shaping the c onditions of rec ognition of 
revenue for c onstruc tion c ontrac ts 

The dec isions taken during  Oc tober should  have a  

struc turing impac t on the rec ognition of revenue 

envisaged  by the IASB and  the FASB, in partic ula r as 
regards c onstruc tion c ontrac ts. 

 

To fac ilita te the app lic a tion of the future standard , the 
IASB has dec ided  to base the a lloc a tion of the c ontrac t 

sa le p ric e on the segmenta tion of c ontrac ts, and  no 

longer on the basis of the most deta iled  level of eac h 
deliverab le. 

 

The segmenta tion adop ted  has been defined  on the basis 
of the c onc ep t of goods or servic es ©sold  separa tely©. 

 

The d ifferent methods of rec ognising  revenue by the 
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perc entage of c ompletion method  as c urrently app lied  

a re ma inta ined  for the rec ognition of revenue within a  
segment.  

 

These p rovisions, in add ition to the ind ic a tors for transfer 
of c ontrol defined  in Sep tember (see Beyond  the GAAP 

of Sep tember 2009), should  make it possib le to ana lyse 

the sc ope and  the method  of app lic a tion of revenue as 
work p rogresses.  

 

�  IAS 19 provisions on disc ount rates to 
remain unc hanged 

 
On 20 August 2009 the IASB pub lished  an exposure d ra ft 
p roposing to amend  IAS 19 p rovisions on the d isc ount 

ra tes to be used  when measuring  employee benefits in 

an illiquid  market in high-qua lity c orpora te bonds (see 
Beyond  the GAAP September 2009). The amendment 

was to have app lied  as from the financ ia l years end ing a t 

31 Dec ember 2009. 
 

The p roposa ls, genera lly well-rec eived  by the pub lic  in 

developed  c ountries, were overwhelming ly rejec ted  in 
emerg ing c ountries.  Assessing a  hypothetic a l yield  was 

c onsidered  a t onc e d iffic ult, and  unlikely to c ontribute to 

the sta ted  a im of improving c omparab ility. 
 

In c onsequenc e, the IASB eventua lly dec ided  not to 

fina lise this p rojec t. The existing  p rovisions of IAS 19 
therefore remain app lic ab le.  

 

Thus in the absenc e of an ac tive market in high-qua lity 
c orpora te bonds, an entity should  c ontinue to use sta te 

bond  yields when d isc ounting  post-emp loyment 

ob liga tions. 
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IFRS 9 or a first step into IAS 39’s replac ement 
�

The IASB has issued  on 2 November 2009 on its website the near-fina l d ra ft of the ©Classific a tion and  measurement© 

amendment whic h will be Phase 1 of the rep lac ement of IAS 39. The new standard  on financ ia l instruments now has its 
number: it will be IFRS 9! 

 

Beyond  the GAAP here offers an initia l outline of the main p rinc ip les of this amendment. We sha ll return in more deta il to 
the sc ope and  substanc e of this amendment in our next issue. 

�  Objec t and sc ope of the amendment: the first surprise 

We have long been familia r with the purpose of this first amendment: the c lassific a tion and  measurement of financ ia l 

instruments. 
 

However, the rec ent IASB dec ision to limit the sc ope to financ ia l assets is new. The IASB has exp la ined  this dec ision as 

being due to its intention to c onverge with the position of the US standard  setter. It is a lso p robab le tha t the Board  
would  like to have more time for delibera tions before ruling on the sub jec t of taking  ac c ount of the own c red it risk 

c omponent in the measurement of financ ia l liab ilities a t fa ir va lue.  

 
In p rac tic e, this therefore means tha t an entity whic h op ts for early app lic a tion of this amendment (see below) will only 

app ly it to its financ ia l assets. The existing  p rovisions of IAS 39 will still app ly to financ ia l liab ilities (retention inter a lia  of the 

p rovisions on embedded  deriva tives). The positioning of deriva tives between these two texts remains to be determined .  

�  Retention of a mixed measurement method  

The fina l version of the amendment reta ins a  mixed  measurement model based  on two measurement c a tegories:  

�  Fa ir va lue,  

�  Amortised  c ost, a  c a tegory only ava ilab le to deb t instruments under c erta in c ond itions. 
 

Deriva tives and  equity instruments (shares) will therefore be measured  a t fa ir va lue. The elimina tion of the exc ep tion 
whic h p reviously a llowed  measurement a t c ost for shares for whic h fa ir va lue c annot be reliab ly determined  has been 

c onfirmed . 

 
The following dec ision tree p resents an overview of the p rinc ip les of IFRS 9.  We will go a fter tha t in grea ter deta ils. 
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Amortised cost Fair value through P/L Fair value through OCI

Debt instrument Equity instrument

Trading?Collection of contractual cash 
flows?

Cash flows representative of a 
payment of principal and interest

on specified dates?

Fair value option?

Option for OCI?

Instrument within the
scope of IAS 39
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�  A c hoic e of two methods of presentation for the performanc e of equity instruments 

By default, the impac t of c hanges in the va lue of equity instruments will be rec ognised  in p rofit or loss. However, 

instrument by instrument, an entity may elec t to p resent performanc e in equity (Other Comprehensive Inc ome). 

However, this op tion will not be ava ilab le for those investments tha t a re held  for trad ing, for whic h c hanges in fa ir va lue 
must be rec ognised  in p rofit or loss.  

If this op tion is c hosen, c hanges in fa ir va lue rec ognised  in equity will not be rec yc led  in p rofit or loss. The inc ome 

genera ted  by the instrument will remain irrevoc ab ly in equity (OCI), even in the event of d isposa l, exc ep t for d ividends. 
�
The Board  has thus avoided  c onfronting  the c omplex deba te on the impa irment of equity instruments. Insofa r as a ll 

performanc e (la tent and  rea lised ) is rec ognised  in fa ir va lue on a  sing le line in the sta tement of c omprehensive 
inc ome (in p rofit or loss or in OCI), the remova l of the rec yc ling  mec hanism elimina tes any impa irment requirements. 

  

However, as a  c hange to the ED proposa l, the Board  has dec ided  to require rec ognition of d ividends rec eived  on 
equity instruments in p rofit or loss. The Board  has dec ided  to d istinguish: 

�  the inc ome rec eived  from the instrument (la tent or rea lised  loss or ga in) whic h may op tiona lly be rec ognised  in 
equity; 

�  from the inc ome rec eived  on the instrument (d ividend) whic h must be rec ognised  in p rofit or loss, regard less of 
the performanc e p resenta tion method  c hosen for this instrument.  
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�  Some debt instruments measured at amortised c ost, but the rest measured at fa ir value 

For deb t instruments, three c ond itions will have to be fulfilled  in order to c lassify the instrument in the amortised  c ost 

c a tegory. If any one of these c ond itions is not met, the instrument as a  whole will be c lassified  in the fa ir va lue c a tegory 
with rec ognition of c hanges in va lue in p rofit or loss. The elimina tion of the embedded  deriva tive c onc ep t has thus 

been c onfirmed . The ana lysis will therefore be c arried  out on the c ontrac t in its entirety. 

Condition 1: The asset is held  under a  business model whic h has the a im of c ollec ting  the c ontrac tua l c ash flows of 
the instrument. This c ond ition should  not lead  to a  p rohib ition on d isposa l before maturity (e.g . management of 

insuranc e portfolios on the basis of dura tion), but it c lea rly exc ludes management on a  ©held  for trad ing© basis. The 

ana lysis of this c ond ition will not be c onduc ted  instrument by instrument but a t a  higher level of aggrega tion, a t 
portfolio level a t least. 

Condition 2: The financ ia l asset p rovides a  c ontrac tua l right to rec eive c ash flows a t spec ified  da tes tha t a re solely 

payments of p rinc ipa l and  interest on the p rinc ipa l outstand ing. This c ond ition, based  on the c harac teristic s of the 
instrument, should  mean fa ir va lue c a tegorisa tion for instruments with a  leverage effec t (deriva tives) and  those 

whose yield  does not c orrespond  to either time va lue (interest) or to a  c red it risk assoc ia ted  with the p rinc ipa l 

amounts emp loyed  for a  fixed  time period  (e.g . the indexa tion of interest on an entity©s performanc e ind ic a tor).  

Condition 3: The entity elec ts not to use the fa ir va lue op tions for this instrument. Remember tha t this op tion is open 

to entities wishing to reduc e an ac c ounting  mismatc h resulting  from a  d ifferent measurement of two instruments 

whose ec onomic  effec ts should  offset eac h other. 

 

Contra ry to the p roposa l in the exposure d ra ft, a  deb t instrument ac quired  on the sec ondary market a t a  d isc ount 

reflec ting  an existing  c red it risk will not nec essa rily be c lassified  in the fa ir va lue c a tegory. 
The amendment adop ts a  ©look-through© approac h to instruments c a rrying  a  c onc entra tion of c red it risk (as a  result of 

tranc hing mec hanisms). Thus a  part of the fund  purc hased  would  only meet the sec ond  c ond ition insofa r as its assets 

taken as a  whole a lso fulfilled  this c ond ition. If the entity is unab le to app ly this ©look-through© approac h, c ond ition 2 is 
not fulfilled  for the purposes of this amendment. The instrument as a  whole will then be c lassified  in the fa ir va lue 

c a tegory.  

�  Rec lassific ation: prohib itions and an obligation 

In terms of rec lassific a tion, the genera l p rinc ip le is one of p rohib ition. In most c ases the entity will not be permitted  to 
rec lassify items between the c a tegories. 

 

An exc ep tion is the c ase of deb t instruments where rec lassific a tion between fa ir va lue and  amortised  c ost will be 
manda tory in the event of a  c hange of business model (i.e. when the response to c ond ition 1 is c hanged ). However, 

the Board  seems to think tha t suc h events will be inherently very infrequent. 
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�  Mandatory applic ation put bac k 

Following the dec isions taken on the ‘ Impa irment’  exposure d ra ft (Phase 2 of the revision of IAS 39), the da te of first 

app lic a tion will be delayed  until financ ia l years as of 1January 2013. Early app lic a tion of this amendment will be 
permitted .  

 

The rules for transition, whic h is retrospec tive in p rinc ip le, will be as follows:  

�  the da te of initia l app lic a tion may be any da te, a t the c hoic e of the entity, between issue of the amendment 
and  31 Dec ember 2010. Therea fter, an entity may determine the da te of initia l app lic a tion a t the beg inning of 

the reporting  period  only; 

�  the c hoic e of op tions and  other ana lyses (business models etc .) should  be c onduc ted  a t the da te of initia l 
app lic a tion with retrospec tive effec t; 

�  as an exc ep tion, entities dec id ing  to app ly this amendment before 1 January 2012 will not be required  to 
p resent c ompara tive years. In this instanc e the impac t of c hanges will be observed  in equity a t the sta rt of the 

c urrent reporting  period . 

�  Interac tion with the other projec t phases 

The IASB has ind ic a ted : 

�  tha t it will be possib le to app ly a  phase of the p rojec t early without early adop tion of the subsequently 
pub lished  phases;  

�  tha t in the event of early adop tion of a  g iven phase, a ll the p rec ed ing phases should  a lso be the sub jec t of 
early app lic a tion. 

 
On the basis of this p rinc ip le, and  assuming tha t phase 2 and  then phase 3 were to be pub lished  during 2010, an entity 

c ould  therefore c hoose between the following a lterna tives: 

 

Early applic ation permitted  

IAS 39 

(phases not early app lied ) 

Phase 1 

Classific a tion & 

Measurement of 
Financ ia l Assets 

Phase 2 

Impairment 

Phase 3 

Hedg ing 

Combination 1 X    

Combination 2 X X   

Combination 3 X X X  

Combination 4  X X X 
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A Closer Look�

This tab le suggests tha t it would  be unreasonab le to expec t tha t c omparab ility c ould  be ensured  before 

1 January 2013, partic ula rly as for reasons of simp lific a tion the tab le does not add ress:  

�  the amendment whic h will tac kle the trea tment of financ ia l liab ilities; 

�  the derec ognition p rojec t; 

�  c hanges whic h the Board  might make to a ll these texts before their mandatory app lic a tion date with a  view to 
c onvergenc e with the FASB; 

�  last but not least, the European Union endorsement p roc ess whic h might c ause European entities to observe 
d ifferent app lic a tion da tes from those envisaged  by the IASB. 

�  An appointment with Beyond the GAAP! 

As of next month, Beyond  the GAAP will p rovide a  first ind ic a tion of the expec ted  imp lementa tion issues and  the 
antic ipa ted  da te of imp lementa tion in Europe. 

 

 

Main c hanges c ompared to the provisions of the exposure draft: 

�  Exc lusion of financ ia l deb ts from the sc ope of the ana lysis 

�  Rec ognition of d ividends on equity instruments in p rofit and  loss even in the event of 
op ting  for p resenta tion in equity  

�  Elimina tion of the p rovisions rela ting  to deb t instruments ac quired  a t a  d isc ount 
reflec ting  an inc urred  c red it loss 

�  Partia l abandonment of p rovisions rela ting  to c red it risk c onc entra tions (tranc hing) in 
favour of a  ©look through© approac h. 

�  Mandatory rec lassific a tion between the fa ir va lue and  amortised  c ost c a tegories in 
the ra re c ase of a  c hange in business model. 

�  Change in the order and  desc rip tion of the elig ib ility c ond itions for the amortised  
c ost c a tegory  

�  Transitiona l methods 

�  Da te of mandatory initia l app lic a tion put bac k to 1 January 2013 
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In May the IASB pub lished  a  d ra ft standard  on fa ir va lue measurement. The a im is to p rovide a  sing le definition of fa ir 

va lue for a ll IFRSs, and  to b ring  together in a  sing le standard  the p rinc ip les of fa ir va lue measurement and  the 
app lic a tion guidanc e for a ll c ases in whic h fa ir va lue is used  in the standards. The IASB hopes thus to c la rify the 

definition of fa ir va lue and  to harmonise the measurement methods. 

 
This p rojec t is part of the p rogramme for the c onvergenc e of the IFRS and  the US GAAP, whic h is why the IASB proposa ls 

a re b road ly based  on the FASB rules on fa ir va lue measurement pub lished  rec ently (SFAS 157). 

The new standard  does not intend  to expand  the sc ope of the p rinc ip le of fa ir va lue beyond  wha t is required  in the 
existing  IFRSs, nor to c hange the c ond itions under whic h fa ir va lue is c urrently used . 

 

The future standard  would  app ly to a ll the standards whic h make referenc e to fa ir va lue either as a  manda tory or 
op tiona l measurement rule, or for d isc losures in the notes. However, the d ra ft p roposes to exc lude from its sc ope 

paragraph 49 of IAS 39, under whic h the fa ir va lue of a  financ ia l liab ility with a  demand  fea ture (e.g . a  demand  

deposit) c annot be less than the amount payab le on demand , d isc ounted  from the first da te tha t the amount c ould  
be required  to be pa id . These p rovisions will therefore be reta ined  in IAS 39. Further, IFRS 2 is likely to be amended , 

deleting  the term ©fa ir va lue© and  rep lac ing  it with a  word  referring  to d ifferent measurement p rinc ip les. 

 
The IASB a lso hopes to enhanc e d isc losures about fa ir va lue to enab le users of financ ia l sta tements to assess 

measurement methods used  and  to inform them about the reliab ility of the inputs used  to derive those fa ir va lues. 

 
The definitive version of this standard  should  be pub lished  during  the sec ond  ha lf of 2010 for p rospec tive app lic a tion 

from 1 January 2012. 

�  The main proposals of the exposure draft on fa ir value measurement 

A new definition of fa ir value 

The exposure d ra ft defines fa ir va lue as ©the p ric e tha t would  be rec eived  to sell an asset or pa id  to transfer a  liab ility in 

an orderly transac tion between market partic ipants a t the measurement da te’ . 

The new definition thus estab lishes the p rinc ip le of a  fa ir va lue c orrespond ing to an exit p ric e. 
 

In the c ase of an asset, an entity must measure it as would  a  well-informed  market seller; to measure a  liab ility, the entity 

must put itself in the p lac e of an ac quirer. The p ric e c orresponds to the p ric e whic h would  be rec eived  if the 
transac tion to sell the asset or transfer the liab ility took p lac e in the most advantageous market to whic h the entity has 

ac c ess a t the measurement da te. 

 
In the absenc e of an ac tua l transac tion a t the measurement da te, fa ir va lue measurements should  be based  on a  

hypothetic a l transac tion rea lised  by a  market partic ipant in the most advantageous market for the asset or liab ility. 

 

 

Draft standard on fa ir value measurement 
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Establishing a fa ir value hierarc hy 

The exposure d ra ft estab lishes a  fa ir va lue hiera rc hy tha t p rioritises into three levels depend ing on the use or otherwise 
of a  va lua tion model and  the inputs to va lua tion models used . 

�  Level 1 inputs a re quoted  p ric es in ac tive markets for identic a l assets or liab ilities tha t the entity c an ac c ess a t 
the measurement da te. 

�  Level 2 inputs a re fa ir va lues based  on a  va lua tion model using da ta  d irec tly observab le in a  (level 1) market or 
tha t c an be derived  from observed  p ric es; 

�  Level 3 c orresponds to fa ir va lues determined  through a  va lua tion model whic h uses inputs tha t a re not based  
on observab le market da ta . 

Disc losures  

The d ra ft standard  introduc es more d isc losures in the notes on a ll the assets and  liab ilities measured  a t fa ir va lue. 
 

The effec t on p rofit or loss or other c omprehensive inc ome for the period  of c omponents measured  on the basis of a  

model using signific ant unobservab le inputs (level 3) should  be p resented  in the notes. 

�  First lessons from the c omment letters 

To da te the IASB has rec eived  156 c omment letters in response to its exposure d ra ft. The first trends a re as follows. 

 

The idea  of a  standard  intended  to reduc e the c omplexity of fa ir va lue measurement and  standard ise its app lic a tion 
has been genera lly well rec eived , in partic ula r sinc e this c ontributes to the ob jec tive of c onvergenc e of IFRSs and  US 

GAAP. Nevertheless, the d ra ft has rec eived  numerous c ritic isms, rela ted  to: 

�  the d iffic ulty of answering  the question of ©how© to measure a t fa ir va lue without tac kling  the question of ©when© 
to use fa ir va lue measurement. This remark is genera lly akin to the idea  tha t fa ir va lue measurement should  be 
c losely linked  to the ec onomic  model of the measuring  entity; 

�  the use of fa ir va lue for non-financ ia l assets and  deb ts; 

�  the c onc ep t of exit p ric es, c onsidered  partic ula rly inappropria te for assets whic h the entity does not intend  to 
sell; for example, assets intended  for use in the entity©s ongoing ac tivities;  

�  the inappropria te na ture of exit p ric es for assets measured  a t fa ir va lue a t first rec ognition and  la ter rec ognised  
a t amortised  c ost. This point highlights the d ifferenc e tha t may exist between an entry and  an exit p ric e, in 
partic ula r when they refer to two d ifferent markets, as may be the c ase for bank loans orig ina ting  in a  p rimary 

market and  sold  in a  sec ondary market; 

�  the transfer p ric e, i.e. the p ric e tha t a  third  party would  pay to ac quire the liab ility, as a  referenc e for the fa ir 
va lue of a  liab ility. This transfer p ric e would  take into ac c ount the risk of non-performanc e assoc ia ted  with the 
liab ility, i.e. the reasons whic h would  p revent the fulfilment of the ob liga tion, inc lud ing the c red it risk. The 

measurement of a  liab ility a t fa ir va lue systematic a lly introduc es vola tility due to c hanges in c red it risk. Further, 

there a re few c ases in whic h the transfer p ric e of a  liab ility a re observab le in a  market. Severa l c ommenta tors 
have c ritic ised  this definition, p referring  the c onc ep t of repayment, being the amount required  to extinguish the 

ob liga tion, whic h seems to reflec t more c losely the fa ir va lue of a  liab ility in the absenc e of any intention of 

d isposa l. 
 

The exposure d ra ft has a lso been c ritic ised  for fa iling  to take up  the illustra tive examples of fa ir va lue measurement in an 

inac tive market, developed  in the Expert Advisory Panel’ s report. 
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�  Points for further d isc ussion 

Following the c omment letters rec eived , the IASB proposes to re-open d isc ussion of c erta in top ic s whic h were c ritic ised . 

The fa ir value measurement of debts 

This sub jec t was d isc ussed  a t leng th in the Disc ussion paper whic h p rec eded  the d ra ft, Cred it Risk in Liab ility 

Measurement. How to take ac c ount of c red it risk c hanges in remeasurement subsequent to initia l rec ognition is very 

c ontroversia l.  
For example, the rec ognition of a  ga in in the event of deteriora tion in the c red it qua lity of the issuer is c ounter-intuitive. 

The reference to the most advantageous market  

The exposure d ra ft assumes tha t the p rinc ipa l market is equiva lent by default to the most advantageous market 
bec ause it maximises the ga in from the transac tion. This p remise c ontrad ic ts an approac h whic h is based  on the entity©s 

ec onomic  model, and  d isregards c erta in restric tions in market ac c ess, the feasib ility of the transac tion bec ause of 

physic a l and  lega l c onstra ints. 

The measurement of unlisted equity instruments  

The exposure d ra ft on the c lassific a tion of financ ia l instruments p roposes to elimina te the exc ep tion whic h c onsists of 

rec ognising a t c ost equity instruments whic h have no quoted  p ric e in an ac tive market, and  for whic h fa ir va lue c annot 
be reliab ly determined .  

This point is a lso under d isc ussion in the c ontext of the red ra fting  of IAS 39. 

The c hoic e of inputs and valuation tec hniques in determining fa ir value in an inac tive market  

The exposure d ra ft c onsiders the partic ula r c ase of fa ir va lue measurement in the event of an inac tive market. Some 

c ommenta tors c onsider tha t the p roposed  p rovisions are spec ific  to the rec ent financ ia l c risis and  might not be relevant 

in the future. 

The single unit of ac c ount used for measurement 

The exposure d ra ft does not ind ic a te how a  b loc k of assets should  be va lued .  

For example, the sa le of a  share portfolio c an a ttrac t a  liquid ity d isc ount if the market is not c apab le of absorb ing the 
quantity. However in other c irc umstanc es the transfer of a  b loc k of identic a l shares c an be ac c ompanied  by a  c ontrol 

p remium. 

What is the fa ir value when the ©highest and best© use differs from the entity©s c urrent use? 

The d isc ussion should  c la rify the question of highest and  best use. The d ra ft standard  p roposes to measure an asset in 

terms of its highest and  best use, and  not its c urrent use. Some c ritic isms point to the fac t tha t the measurement of an 

asset based  on highest and  best use c ould  c ause the asset to be rec ognised  a t an overva lued  amount whic h would  
not be c onsistent with the c ash flows it genera tes. 

 

The opponents of this p rinc ip le c onsider tha t this exc ess va lue, even if it reflec ts the highest and  best use of the asset, 
should  not be rec ognised . It c omp lic a tes the va lua tion method  and  does not p rovide useful information for the users of 

financ ia l sta tements.  

Sc ope 

Questions remain as to the appropria teness of exc lud ing IFRS2 and  IAS 39.49 on the fa ir va lue of a  financ ia l liab ility with 

a  demand  fea ture. 
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�  Conc lusion 

The a im of this exposure d ra ft is to b ring  together in a  sing le standard  the p rinc ip les of fa ir va lue measurement in IFRSs in 

order to reduc e its c omplexity and  standard ise its app lic a tion. This is a  p ra iseworthy ob jec tive. However, it is d iffic ult to 
measure a ll the c onsequenc es. The d ra ft goes further than the US projec t, as the referenc e to fa ir va lue is more 

frequent in IFRSs than in the US GAAP. This is partic ularly so for the orig ina l measurement of financ ia l assets and  liab ilities 

and  for the rec ognition of c erta in non-financ ia l assets (agric ultura l p roduc ts for example). 
 

Henc e though this d ra ft does not p ropose to amend  the sc ope of fa ir va lue measurement, it does put forwa rd  c erta in 

amendments whic h c ould  have an impac t on the va lua tion tec hniques adop ted  by entities, partic ula rly for non-
financ ia l liab ilities and  assets. 

 

The exposure d ra ft a lso requires an entity to p rovide d isc losures tha t would  enab le financ ia l sta tements’  users to assess 
the impac t of instruments whose fa ir va lue is determined  using inputs whic h a re not observab le in a  market. This 

add itiona l requirement c ould  represent a  c onsiderab le burden of work for p reparers. 
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On 26 August 2009 the IASB pub lished  its third  annua l IFRS improvements p rojec t and  c a lled  for users to submit their 

c omments by 24 November 2009. 
 

The exposure d ra ft on improvements for 2009 p roposes 15 c hanges to ten standards and  one interp reta tion. The ma in 

c hanges p roposed  rela te to c onsolida tion and  business c ombina tions.  

�  Rec ognition of c ontingent c onsideration not determined at the date of a business 
c ombination under the former IFRS 3 

Under the former IFRS 3, c ontingent c onsidera tions a re inc luded  in the ac quisition c osts when payment is p robab le and  
it is possib le to assess the amount reliab ly. Thus ad justments in the c onsidera tion on ac quisition a ffec t the c onsidera tion 

for the business c ombina tion without time limit.  

 
In the revised  standard , c ontingent c onsidera tions a re inc luded  in the determina tion of the fa ir va lue a t the ac quisition 

da te, even if they a re potentia l in na ture. Beyond  the a lloc a tion period , any c hange in the deb t c orrespond ing to 

c ontingent c onsidera tion is reflec ted  in p rofit or loss.  
 

The question is how ad justments in the c onsidera tion transferred  on ac quisition ac c ounted  for under the p revious IFRS 3 

should  be trea ted  onc e the new standards IFRS 3R and  IAS 27R are app lic ab le (see question no 33 of our b roc hure 
"Business c ombina tions and  c onsolida tion: – a  summary of the new standards in 40 Q&As"). In this instanc e, the IASB 

proposes to c ontinue to rec ognise c hanges in the c orrespond ing deb t aga inst goodwill. 

�  Treatment of voluntarily exc hanged share-based payment awards in the ac quiree 
against share-based payment awards in the ac quirer 

In its ana lysis of the c osts of business c ombina tions, the revised  IFRS 3 d istinguishes between the following two situa tions: 

�  the ac quirer is ob liged  to exc hange shared -based  payment awards in the ac quiree for share-based  payment 
awards in the ac quirer; 

�  the ac quirer volunta rily exc hanges shared -based  payment awards in the ac quiree for share-based  payment 
awards in the ac quirer. 

�
In the first c ase, the rep lac ement c ost is ana lysed  as part of the business c ombina tion, for the portion of the rights 

a lready ac quired  by the emp loyees. In the sec ond  c ase, rep lac ement is c onsidered  as a  mod ific a tion of the p lan, not 
as part of the c onsidera tion transferred  in the business c ombina tion.  

 

The IASB proposed  tha t the two c ases should  be trea ted  identic a lly. Thus, whether the exc hange of share-based  
payment awards is ob liga tory or volunta ry, a  part a t least of the rep lac ement c ost is inc luded  in measuring  the 

c onsidera tion transferred  in the business c ombina tion. 

�

Improvements to IFRSs, 2009 projec t 
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�  Measurement of non-c ontrolling interests 

The amendment a ims to c la rify tha t the c hoic e of measuring  non-c ontrolling  interests either a t fa ir va lue or a t the non-

c ontrolling  interest’ s p roportiona te share of the va lues a ttributed  to the ac quiree’ s identifiab le assets and  liab ilities a t 
the da te of the business c ombina tion app lies only to instruments tha t a re entitled , a t the da te when c ontrol passes, to a  

p roportiona te share of the assets, i.e. only to minority interests (the sec urities existing  a t tha t da te)  

 
Other instruments tha t meet the definition of a  non-c ontrolling  interest, suc h as share-based  payments, the equity 

portion of a  c onvertib le bond , stoc k op tions etc . should  be measured  a t fa ir va lue or in ac c ordanc e with the 

app lic ab le IFRSs (e.g . IFRS 2 for share-based  payment awards). 

�  Ac c ounting for investments in assoc iates 

The Board  has ind ic a ted  the ac c ounting  trea tment app lic ab le where an entity holds an investment in an assoc ia te a  

portion of whic h is held  through the intermed ia ry of a  venture c ap ita l organisa tion1 whic h has op ted  to measure these 

investments a t fa ir va lue in p rofit or loss. 
 

The question then a rises of whether the entire investment in the assoc ia te should  be rec ognised  by the equity method , 

whic h would  have the effec t of elimina ting  the exc ep tion authorised  for the venture c ap ita l entity, or whether the two 
portions of the investment c an be measured  d ifferently (fa ir va lue for the investment in the venture c ap ita l organisa tion, 

and  the equity method  for the d irec t hold ing).  

 
The Board  p roposes to adop t the sec ond  approac h, but emphasises tha t signific ant influenc e should  be assessed  when 

taking  ac c ount of the two portions.  

 

Examp le:  

Entity A holds 15% of entity B and  c ontrols a  venture organisa tion whic h itself holds 25% of entity B. Entity A exerc ises 

signific ant influenc e on entity B. The investment in B held  by the venture c ap ita l entity is measured  a t fa ir va lue 

through p rofit or loss in its ac c ounts. In the ac c ounts of A, the venture entity©s hold ings in B a re measured  by the 

same method  (i.e. fa ir va lue through p rofit or loss) while the investment in B held  d irec tly by A is measured  by the 

equity method . 

�  Applic ation of IFRS 5 in the c ase of loss of signific ant influenc e or of joint c ontrol 

By ana logy with the trea tment of losses of c ontrol under IFRS 5 (i.e. subsid ia ries), the IASB proposes tha t an entity should  

c lassify its interests in an assoc ia te or a  jointly c ontrolled  entity as held  for sa le when it is c ommitted  to a  sa le p lan 
involving  loss of signific ant influenc e or of joint c ontrol. 

 

Examp le:  

Entity A holds 25% of entity B. It dec ides to sell 10% of sha res in B, whic h will result in a  loss of signific ant influenc e. In 

this instanc e, the entity must c lassify a ll its interests as an asset held  for sa le and  p resent them on a  separa te line a t 

the bottom of the sta tement of financ ia l position.  

 
 
1 Or mutua l funds, unit trusts and  simila r entities inc lud ing  investment-linked  insuranc e funds. 
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�  Other proposed amendments 

Standard  Summary of proposed amendment  

IFRS 1 - IFRS 1 First-time 
Adoption of Interna tiona l 

Financ ia l Reporting  

Standards 

Requires an entity first adop ting  the standard  tha t c hanges its ac c ounting  
polic ies or its use of the exemptions c onta ined  in IFRS 1, a fter pub lishing 

interim ac c ounts, to exp la in these c hanges and  to upda te the 

rec onc ilia tions (p revious ac c ounting  standard / IFRS) pub lished  p reviously.  
 

Authorises an entity first adop ting  the standard  to reta in as a  deemed  

c ost any reva lua tion oc c urring  during  the period  c overed  by the first IFRS 
sta tements but a fter the da te of transition. 

IFRS 7 - Financ ia l instruments: 

d isc losures 

Cla rifies the level of d isc losures required  about the na ture and  extent of 

risks a rising from financ ia l instruments. 

IAS 1 - Presenta tion of 

financ ia l sta tements  

Ind ic a tes tha t an entity must p resent the deta il of the c omponents of 

c hanges in equity either in the sta tement of c hanges in equity or in the 

notes to the financ ia l sta tements. 

IAS 8 - Ac c ounting  Polic ies, 
Changes in Ac c ounting  

Estimates and  Errors 

Harmonises the terminology of the standard  with tha t of the forthc oming 
c onc ep tua l framework.  

IAS 27 - Consolida ted  and  
Separa te Financ ia l 

Sta tements 

 

Cla rifies tha t an entity estab lishing separa te IFRS sta tements must app ly 
the p rovisions of IAS 39 (and  not IAS 36) to test the amount of its 

investments in subsid ia ries, jointly c ontrolled  entities and  assoc ia tes for 

impa irment;  it matters little whether these investments a re rec ognised  a t 
c ost or a t fa ir va lue through p rofit or loss. 

 

Ind ic a tes tha t the amendments to IAS 21, IAS 28 and  IAS 31 resulting  from 
the revised  IAS 27 in January 2008 should  be app lied  p rospec tively. 

IAS 34 - Interim Financ ia l 

Reporting  

Emphasises the level of d isc losures whic h an entity must p rovide in its 

c onsolida ted  interim financ ia l sta tements, in partic ula r for financ ia l 
instruments and  fa ir va lue. 

 

IAS 40 - Investment Property  

Removes the requirement to transfer investment p roperty to inventory 

when it is developed  for sa le.  

 
Provides ind ic a tions on the rec ognition of investment p roperty whic h an 

entity p roposes to sell. This p roperty should  be ac c ounted  for under IFRS 5 

if the c riteria  for c lassific a tion as held  for sa le a re met. Otherwise (i.e.  if the 
c riteria  for c lassific a tion as held  for sa le a re not met) they will c ontinue to 

be rec ognised  under IAS 40 but will be presented  separa tely in the 

sta tement of financ ia l position. Disc losures under IFRS 5 would  then be 
required . 

IFRIC 13 - Customer Loya lty 
Programmes 

Cla rifies the meaning of fa ir va lue in the partic ula r c ase of c ustomer 
loya lty p rogrammes.  

�
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�  Frequently asked questions 

IAS /  IFRS 

�  How should  we trea t a  financ e lease c ontrac t whic h 
takes effec t on c ompletion of c onstruc tion (c a rried  out 

by the lessor)? 

�  Ac c ounting  trea tment of a  p rogramme of infrastruc ture 
inspec tion and  repa ir; 

�  Must the c onsolida ted  c ompara tive sta tement of 
financ ia l position be resta ted  when a  subsid ia ry 

c lassified  as held  for sa le c eases to be so? 

�  Can goodwill impa irment ac c ounted  for, due to the 
app lic a tion of IFRS 5, be reversed  a fter the dec ision not 
to c lassify any longer a  group  of assets as held  for sa le? 

�  Deferred  tax impac t of the new Ita lian fisc a l measures 
on p roperty reva lua tions 

 

 

 

�

�  Events/ public ations  

 Mazars Insight – Business c ombinations phase II 

The IASB has substantia lly amended  the ac c ounting  

p rinc ip les for business c ombina tions and  c onsolida tion. The 
revised  IFRS 3 and  IAS 27 a re effec tive for annua l periods 

beg inning on or a fter 1 July 2009 (earlier app lic a tion is 

permitted ). The essentia l aspec ts of these amendments a re 
p resented  in a  new Mazars Insight:  "Business c ombina tions 

and  c onsolida tion – Key points of the new standards in 40 

questions and  answers". 
This pub lic a tion is ava ilab le free on request. 

“ IFRS News”  Seminar  

The next session organised  by Franc is Lefèbvre Formation 
foc using on IFRS news will take p lac e in Paris on 

18 Dec ember 2009. 

 
Registra tion forms c an be ob ta ined  from Franc is Lefèbvre 

Formation, 13-15 rue Viète, 75017 Paris 

 – www.flf.fr +33 (0)1 44 01 39 99.  
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Upc oming meetings of the 
IASB, IFRIC and EFRAG 

�

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

 IASB IFRIC EFRAG  

 16 - 20 November 2009 5 - 6 November 2009 11 - 13 and  16 November 2009 

 14 - 18 Dec ember 2009 7 - 8 January 2010 11 - 11 Dec ember 2009 

 18 - 22 January 2010 4 -5 Marc h 2010 27 - 29 January 2010 

 

Beyond  the GAAP is pub lished  by Mazars. The purpose of this newsletter is to keep  readers informed of ac c ounting developments. Beyond  the GAAP may under no c irc umstanc es be 
assoc ia ted , in whole or in part, w ith an op inion issued  by Mazars. Desp ite the metic ulous c are taken in p reparing this pub lic a tion, Mazars may not be held  liab le for any errors or omissions 

it m ight c onta in. 
 

The d ra fting of the p resent ed ition was c ompleted  on 2 November 2009. 

�  MAZARS – Oc tober 2009�
� �

Events and FAQ 


