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Editorial With a  view to exp la ining its p roposa ls more effec tively and , if possib le, 

c onvinc ing the stakeholders of their va lid ity, the IASB multip lied  its webc asts in 
Marc h: rep lac ement of IAS 37, p resenta tion of items in OCI, c lassific a tion and  

measurement of financ ia l liab ilities, amortised  c ost and  impa irment of financ ia l 

instruments, lease ac c ounting ...! 
 

Though the pub lic a tion of a  number of doc uments whic h were expec ted  before 

31 Marc h has been delayed , the IASB is nevertheless demonstra ting  its 
determina tion to meet the G20 ta rget of c onvergenc e with US GAAP by June 

2011. 

 

Enjoy your read ing! 
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News 
�

Sir David Tweedie addresses the ECOFIN Counc il 
 
On 16 Marc h, IASB Chairman Sir David  Tweed ie, add ressed  

the EU's ECOFIN Counc il. He resta ted  the IASB's intention to 

meet the ob jec tive set by the G20 summit in Pittsburgh last 
Sep tember: to ac hieve c onvergenc e with US GAAP by June 

2011.  

 
His speec h a lso offered  an opportunity to defend  the p rojec t 

for the reform of IAS 39, a t a  time when Europe has 

postponed  the endorsement of IFRS 9 until a  still 
underdetermined  da te. Sir David  Tweed ie reitera ted  tha t IFRS 

9 was not intended  to inc rease the use of fa ir va lue 

ac c ounting .  
 

Further, in response to the c onc erns emana ting  from Europe, 

the Cha irman of the IASB rec a lled  tha t the trea tment of 
liab ilities had  been removed  from the first version of the 

standard  pub lished  last November. Sir David  Tweed ie a lso 

emphasised  tha t the IASB's dec isions to da te regard ing the 
c lassific a tion and  measurement of financ ia l liab ilities would  

not result in an inc rease in the use of fa ir va lue measurement. 
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�  Applic ation of IFRS 5 in the event of loss 
of joint c ontrol or signific ant influenc e 

In Marc h 2010, the IASB dec ided  not to fina lise the 

p roposed  amendment to IFRS 5 regard ing partia l d isposa ls 

of jointly c ontrolled  entities or entities sub jec t to signific ant 
influenc e. 

 

This p roposa l, pub lished  last August as part of the third  
p rojec t for annua l improvements to IFRS, a imed to p resent 

the whole of a  hold ing in a  jointly c ontrolled  entity or an 

assoc ia te as held  for sa le, when it is c ommitted  to a  sa le 
p lan involving loss of joint c ontrol or signific ant influenc e.  

 

The trea tment p roposed  was thus ana logous to tha t 
p resented  in IFRS 5 for a  partia l d isposa l of a  subsid ia ry 

lead ing to loss of c ontrol. 

�
At the time the p roposa l was justified  by the IASB on the 
grounds tha t loss of c ontrol, loss of joint c ontrol and  loss of 

signific ant influenc e a re ma jor ec onomic  events. The 

impac t in terms of p resenta tion and  measurement on the 
ba lanc e sheet should  therefore be identic a l. 

 

This line of a rgument, however, a rising  out of deba tes in 
the c ourse of Phase II of the Business c ombina tions 

p rojec t, has been c a lled  into question by the February 

Board  meeting  during its delibera tions on the joint 
ventures p rojec t (ED 9).  

 

At tha t meeting , the IASB dec ided  to remove a ll referenc e 
to 'a  ma jor ec onomic  event' in c urrent standards or 

p rojec ts when add ressing the issue of loss of c ontrol or of 

signific ant influenc e. 
 

In this c ontext, the initia lly p roposed  amendment to IFRS 5 

p resented  above will be add ressed  in the forthc oming 
standard  on joint a rrangements. 

 

�  Determination of func tional c urrenc y of an 
investment hold ing c ompany 

In January 2010, the IFRIC rec eived  a  request for guidanc e 

on the determina tion of the func tiona l c urrenc y of an 

investment hold ing  c ompany in its separa te financ ia l 
sta tements.  

 

The issue is whether an investment hold ing c ompany should  
take into ac c ount the loc a l c urrenc y of the c ountry in whic h 

it has its reg istered  offic e and  in whic h it ra ises funds or the 

func tiona l c urrenc y of its subsid ia ries abroad . 
 

IAS 21 p rovides a  hiera rc hy of ind ic a tors, and  sta tes tha t 

when the ind ic a tors a re mixed  and  the func tiona l c urrenc y 
is not obvious, an entity should  use its judgement to 

determine its func tiona l c urrenc y. The IFRIC c onsidered  the 

question a t its Marc h meeting , and  on the basis of this 
p rinc ip le c onfirmed  its dec ision not to p rovide an 

interp reta tion on this issue. 

 
However, there exist d ivergent p rac tic es in this a rea . Some 

believe tha t the ind ic a tors listed  in paragraph 9 of IAS 21 (in 

partic ula r, whic h c urrenc y mainly influenc es sa les p ric es and  
c osts) a re not app lic ab le to an investment hold ing  

c ompany. If this is so, only the ind ic a tors in paragraph 10 (in 

partic ula r the c urrenc y in whic h funds from financ ing 
ac tivities a re genera ted ) should  be ana lysed . Therefore, the 

c onc lusion would  be tha t the func tiona l c urrenc y of a  

hold ing c ompany is the c urrenc y of the c ountry in whic h the 
hold ing c ompany has its reg istered  offic e. 

 

However, others believe tha t the c urrenc y whic h influenc es 
an investment hold ing  c ompany's c apac ity to meet its 

ob liga tions to repay its loans or meet its expenses is the 

func tiona l c urrenc y of subsid ia ries abroad . As the hold ing  
c ompany's p rinc ipa l sourc e of inc ome is the d ividends it 

rec eives from its subsid ia ries, the c onc lusion would  be tha t 

the func tiona l c urrenc y of the hold ing  c ompany is the same 
as tha t of its subsid ia ries. 

 

Desp ite the c omment letters rec eived  c a lling on the IFRIC to 
take up  a  position on this widespread  issue, the IFRIC 

c onsidered  tha t any guidanc e it c ould  provide would  be in 

the na ture of app lic a tion guidanc e ra ther than an 
interp reta tion. The d ivergent p rac tic es might therefore 

c ontinue. 
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�  Presentation of items of OCI in a single 
statement: exposure draft expec ted 
shortly 

At a  joint meeting  in Oc tober 2009, the IASB proposed  to 
elimina te the op tion to p resent the c omprehensive inc ome 

in one or two sta tements p rovided  by IAS 1R (tha t bec ame 

effec tive sinc e 1 January 2009). This p roposa l should  be 
c onfirmed in a  forthc oming exposure d ra ft as part of the 

Presenta tion of Financ ia l Sta tements p rojec t for whic h a  

further exposure d ra ft is expec ted  during  the sec ond  
quarter of 2010.  

 

If this p roposa l is approved  (fina l standard  expec ted  by the 
end  of the year, for manda tory app lic a tion no earlier than 

1 January 2012), an entity will have to p resent in a  sing le 

sta tement the inc ome and  expense forming the p rofit or 
loss, but a lso the other elements of the c omprehensive 

inc ome or OCI (i.e. those tha t a re not rec ognised  in profit 

or loss but as a  c omponent separa te from equity).  
 

This sing le sta tement would  nevertheless p resent two 

d istinc t c omponents: p rofit or loss and  c omprehensive 
inc ome. Further, ea rnings per share would  c ontinue to be 

c a lc ula ted  on p rofit or loss. No measure of "c omprehensive 

inc ome per share" would  be required . 
 

The elimina tion of the op tion to p resent the c omprehensive 

inc ome in one or two sta tements was strong ly c ritic ised  by 
a  good  number of c ommenta tors, ma inly p reparers, during  

the c omment period  following the pub lic a tion of the 

d isc ussion paper on Phase B of the Presenta tion of 
financ ia l sta tements p rojec t. 

 

If the IASB has dec ided  to pass over these ob jec tions, it is 
p rinc ipa lly bec ause the FASB's dec isions on rec ognition 

and  measurement of financ ia l instruments require 

inc reased  use of the OCI c a tegory.  
 

The IASB therefore hopes tha t the elimina tion of this op tion 

will b ring  more c onsistenc y to IFRS financ ia l sta tements and  
make it easier to identify a reas of d ivergenc e with the US 

GAAP as regards rec ognition of losses and  ga ins in OCI. 

 
This exposure d ra ft should  a lso be an opportunity to c la rify 

the issue of rec yc ling in p rofit or loss of items first 

rec ognised  in OCI.  
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It would  thus be p roposed  tha t c omponents of the OCI 

whic h a re likely one day to be rec lassified  should  be 
p resented  separa tely from those whic h will never be 

rec lassified . 

 
Even though these p roposa ls do not c ha llenge the 

existenc e of the p rofit or loss, some c ommenta tors will 

p robab ly c la im tha t suc h p roposa ls may weaken the 
importanc e of an aggrega te tha t would  bec ome no 

more than a  sub-tota l. 

 
The IASB itself ac knowledges tha t work is required  to 

reac h a  c onc ep tua l definition of the performanc e of an 

entity in order to c la rify the d istinc tion between p rofit or 
loss and  OCI. 

�  Debt/  equity d istinc tion:  

In the c ourse of a  joint meeting  with the FASB, the IASB 

held  further d isc ussions on the amendments to IAS 32 to 
limit weaknesses in the standard  as regards the deb t /  

equity d istinc tion. 

 
Delibera tions during  Marc h have thus been an 

opportunity to resta te the p rinc ip le whic h sta tes tha t the 

c ontrac tua l ob liga tions of an instrument take 
p rec edenc e over "ec onomic  c ompulsion".  

 

Therefore, if the issuer of an instrument has no c ontrac tua l 
ob liga tion to deliver c ash or other financ ia l assets to the 

holder of the instrument, the instrument should  be 

c lassified  as equity and  not as a  liab ility. 
 

�  Extension of the c omment period for the 
IAS 37 exposure draft 

At its Marc h meeting , the IASB dec ided  to extend  the 

dead line for c omments on its exposure d ra ft on IAS 37. 

The c omment period  will now end  on 19 May, and  not on 
12 April 2010 as initia lly p roposed .  

 

The fina l standard  was antic ipa ted  during  the sec ond  
quarter of 2010, in ac c ordanc e with the IASB work p lan 

upda ted  on 3 Marc h. It is now very unlikely tha t this 

timetab le will be met. 
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�  Conc eptual Framework for Financ ia l 
Reporting: The Reporting Entity  

On 11 Marc h 2010, the IASB and  the FASB pub lished  for 
c omment the exposure d ra ft entitled  "The Conc ep tua l 

Framework for Financ ia l Reporting : The Reporting  Entity". 

 
This joint pub lic a tion is part of the p rojec t to estab lish a  

c onc ep tua l framework c ommon to the IFRS and  the US 

GAAP. It follows the pub lic a tion in May 2008 of a  d isc ussion 
paper on the reporting  entity c onc ep t (see Beyond  the 

GAAP, N° 12-May 2008).  

 
Under the terms of the exposure d ra ft, a  reporting  entity is 

a  c irc umsc ribed  a rea  of ec onomic  ac tivities whose 

financ ia l information, whic h c annot be ob ta ined  d irec tly, 
has the potentia l to be useful to investors, lenders and  

other c red itors in making dec isions about p rovid ing  

resourc es to the entity and  in assessing whether the 
management and  the governing board  of tha t entity have 

made effic ient and  effec tive use of the resourc es 

p rovided .  
 

The exposure d ra ft sta tes tha t an entity c ontrols another 

entity when it has the power to d irec t the ac tivities of tha t 
other entity to genera te benefits for (or limit losses to) itself. 

 

Fina lly it p roposes tha t a  portion of an entity c ould  qua lify 
as a  reporting  entity if the ec onomic  ac tivities of tha t 

portion c an be d istinguished  from the rest of the entity and  

financ ia l information about tha t portion of the entity is 
useful in making dec isions about p rovid ing  resourc es to 

tha t portion of the entity. 

 
Comments may be submitted  until 16 July 2010. 

 
This exposure d ra ft c an be c onsulted  a t 
http :/ / www.iasb .org / NR/ rdonlyres/ 363A9F3B-D41C-41E7-
9715-79715E815BB1/ 0/ EDConc eptua lFrameworkMar10.pd f 
�
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�  Future standard on joint arrangements: 
the IASB agrees transitional provisions. 

In Marc h, the IASB d isc ussed  the transitiona l p rovisions 

whic h should  be adop ted  in the future standard  on joint 

a rrangements (tha t will rep lac e IAS 31 “ Interests in Joint 
Ventures” ). 

 

In respec t of interests in jointly c ontrolled  entities 
p reviously ac c ounted  for using  the p roportiona te 

c onsolida tion method  (IAS 31), and  whic h would  

henc eforth be ac c ounted  for using  the equity method , 
the IASB dec ided  tha t, a t the transition da te, there should  

be aggrega tion of the p roportiona te c onsolida ted  assets 

and  liab ilities into a  sing le line item.  
 

�  The IASB reviews the sc ope of its 
inc ome tax projec t  

In response to the very nega tive c omments regard ing the 

exposure d ra ft entitled  "Inc ome tax" pub lished  in Marc h 

2009, the IASB dec ided  a t the end  of last year to review 
the sc ope of this p rojec t.  

 

At the 18 Marc h 2010 meeting , the Board  dec ided  to limit 
the sc ope of the p rojec t to questions of unc erta in tax 

positions and  deferred  tax on investment p roperties a t fa ir 

va lue. An exposure d ra ft on these two top ic s should  be 
pub lished  before the end  of the sec ond  ha lf of 2010. 

 

Further, the Board  a lso suggested  amend ing IAS 12 by 
inc lud ing a  number of p roposa ls whic h a ttrac ted  a  

c onsensus among c ommenta tors on the p revious 

exposure d ra ft. These amendments c ould  be ra tified  
under the annua l improvements p roc ess. 
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�  Endorsement of the IFRS 2 amendments 
on intra-group transac tions 

The European Commission has endorsed  the 
amendments to IFRS 2 pub lished  by the IASB in June 2009.  

 

These amendments dea l with issues in respec t of intra -
group  transac tions. They spec ify how a  subsid ia ry should  

rec ognise in its ind ividua l financ ia l sta tements 

transac tions in whic h a  share-based  payment is made by 
another entity in the group . 

 

These amendments a re app lic ab le to financ ia l years 
sta rting  a fter 31 Dec ember 2009. 

 

The EU Regula tion No 244/ 2010 23 of 2010 Marc h 2010 
c an be c onsulted  a t: http :/ / eur-

lex.europa .eu/ LexUriServ/ LexUriServ.do?uri=OJ:L:2010:077:

0042:0049:EN:PDF 

�  Endorsement of annual improvements 

The European Commission has endorsed  the 
improvements to IFRS pub lished  by the IASB in April 2009. 

 

The amendments (IFRS 2, IFRS 5, IFRS 8, IAS 1, IAS 7, IAS 17, 
IAS 36, IAS 38, IAS 39, IFRIC 9 and  IFRIC 16) a re app lic ab le 

to the financ ia l years sta rting  a fter 31 Dec ember 2009 (for 

more deta ils, see the spec ia l study pub lished  in our April 
2009 ed ition).  

 

The EU Regula tion No 243/ 2010, 23 Marc h 2010, c an be 
c onsulted  a t: http :/ / eur-

lex.europa .eu/ LexUriServ/ LexUriServ.do?uri=OJ:L:2010:077:

0033:0041:EN:PDF 
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Beyond  the GAAP, MAZARS’  monthly newsletter on ac c ounting  standards is 100% free.  

To subsc ribe, send  an e-ma il 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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The IASB updated its work p lan 

On Marc h 3 the IASB pub lished  a  revised  work p lan on its website. The c hanges in the work p lan issued  on 6 November 

2009 take ac c ount of the IASB's revised  estimates of p rogress on its c urrent p rojec ts.  
Beyond  the GAAP here reports the main c hanges to the IASB's work p lan. 

Consolidation projec t  

The c onsolida tion p rojec t has been d ivided  into two parts to take ac c ount of February's dec ision to c ombine the 
d isc losures requirements for subsid ia ries, joint ventures and  assoc ia tes within a  c omprehensive d isc losure standard  (see 

Beyond  the GAAP, N°32 - February 2010).  

 
This p rojec t will therefore inc lude a  sec tion inc lud ing the ED 10 p roposa ls and  a  d isc losures sec tion. The FASB set a  goa l 

of pub lishing an Exposure Dra ft in the sec ond  quarter of 2010 on c onsolida tion. The IASB will rec onsider the d ra ft in the 

light of the US c omments and  any stakeholder responses before the fina lisa tion of the standard . The definitive standard  
rep lac ing  IAS 27 and  SIC 12 should  therefore be pub lished  in the last quarter of 2010, ra ther than the third  quarter. The 

standard  on d isc losures is expec ted  during  the sec ond  ha lf of the year. 

Derec ognition  

A new exposure d ra ft will be pub lished  during  the year, p resenting a  deta iled  a lterna tive to the approac h set out in the 

Marc h 2009 exposure d ra ft. This approac h would  derec ognise (a lmost) a ll of the transferred  c ash flows, whether via  

d isposa l of an instrument followed  by reinvestment or via  a  partia l d isposa l (repo transac tions1 would  form an exc ep tion 
to this p rinc ip le). 

The fina l standard  is expec ted  no earlier than the end  of the year. 

Financ ia l instruments - IAS 39 Replacement (IFRS 9) 

Phase 1: Classific a tion and  Measurement: an exposure d ra ft is expec ted  by the end  of the first ha lf of the year to 

add ress financ ia l liab ilities (see page 13). 

Phase 2: Amortised  Cost and  Impairment: the exposure d ra ft c omment period  ends on 30 June 2010. The fina l standard  
is expec ted  by the end  of the year 

Phase 3: Hedging: an exposure d ra ft is expec ted  by the end  of the first ha lf of the year. Some issues may be d iffered  to 

2011. 

Disc ontinued operations 

A new exposure d ra ft, orig ina lly sc heduled  for the first quarter of 2010, will fina lly be pub lished  taking  into ac c ount the 

IASB's ma jor amendments to the p roposa ls set out in the first exposure d ra ft of Sep tember 2008.  
The fina l standard  is expec ted  during  the sec ond  ha lf of the year. 

Inc ome taxes 

In Oc tober, the IASB dec ided  to ha lt the p rojec t in its existing  form (exposure d ra ft pub lished  in Marc h 2009). Before 
undertaking  a  more fundamenta l review of the p rinc ip les for rec ognition and  measurement of inc ome taxes, the IASB 

dec ided  in Marc h to pub lish an exposure d ra ft foc using on c erta in p rac tic a l aspec ts (see page 4). 

Pub lic a tion is expec ted  during  the third  quarter of 2010. 

Joint ventures 

The pub lic a tion of the standard  whic h will rep lac e IAS 31 has been postponed  until the sec ond  quarter of 2010 (instead  

of the first quarter as sc heduled  in the November 2009 work p lan). 

Post-employment benefits 

One of the main p roposa ls of the c oming exposure d ra ft on rec ognition of defined  benefits (initia lly expec ted  in the first 

quarter 2010) will be the rec ognition of ac tua ria l ga ins and  losses d irec tly in other c omprehensive inc ome. 
 
1 Sa le and  repurc hase agreement  
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Revenue Rec ognition:  where are we now? 

In Dec ember 2008, as part of a  p rojec t c onduc ted  jointly with the FASB, the IASB pub lished  a  Disc ussion Paper on the 

rec ognition of revenue entitled  Preliminary Views on Revenue Rec ognition in Contrac ts with Customers.  
 

This DP outlines the main thrust of a  future standard  to rep lac e IAS 18 Revenue and  IAS 11 Construc tion Contrac ts by 

2011. The Boards p ropose to adop t a  sing le revenue rec ognition model, whic h c ould  app ly to both c onstruc tion 
c ontrac ts and  to the sa le of goods and  servic es. 

 

During  the c omment period , whic h ended  in June 2009, the two Boards rec eived  211 c omment letters (these c an be 
ac c essed  on the IASB web site).  

 

Sinc e the DP was pub lished , the IASB has ind ic a ted  tha t the future exposure d ra ft will be based  on the model set out in 
the DP and  has p rovided  further c la rific a tion regard ing the c onc ep ts of performanc e ob liga tion and  transfer of c ontrol.  

 

The ED is expec ted  in the sec ond  qua rter of 2010. Round  tab les will be held  during  the sec ond  ha lf of the year and  the 
fina l standard  is expec ted  during  the sec ond  quarter of 2011. This standard  will not be of mandatory app lic a tion before 

2013. 

 
App lic a tion of the future standard  should  be fully retrospec tive. The IASB has not yet announc ed  whether early 

app lic a tion will be authorised . 

 
Given the signific ant effec t of this p rojec t for many entities, Beyond  the GAAP has dec ided  to p rovide an upda te on 

the p rogress of the tenta tive dec isions taken by the IASB, a lone or in c onc ert with the FASB, in the run-up  to the 

pub lic a tion of the exposure d ra ft. 

�  In brief, what d id the c omment letters say? 

The ana lysis of the c omment letters rec eived  in response to the DP was p resented  by the sta ff during  the IASB meeting  

of July 2009. 

 
It emerged  from this ana lysis tha t a lthough respondents supported  the sing le model p roposed  by the Board  for revenue 

rec ognition, they felt tha t the p rinc ip les set out in the DP were not enough p rec ise and  tha t they needed  to be 

developed  if they were to be app lied  c onsistently. App lic a tion guidanc e and  examples should  be p rovided  on the key 
issues, suc h as the identific a tion and  measurement of performanc e ob liga tions, and  the da te on whic h these 

ob liga tions a re sa tisfied .  

 
Many respondents believed  tha t the c onc ep t of transfer of c ontrol (of goods or servic es) used  to determine the da te 

on whic h an ob liga tion is sa tisfied  needed  c la rific a tion, sinc e it was a  c entra l c onc ep t in the model. They c la imed  tha t 

ind ic a tors for determining  when c ontrol is transferred  were needed . Some believed  tha t the c urrent notion of risks and  
rewards in IAS 18 should  be introduc ed  in the model (a t least as ind ic a tors of transfer of c ontrol). 

 

Some respondents a lso noted  tha t the p rinc ip les set out in IAS 11 and  IAS 18, a lthough d ifferent from eac h other, 
worked  well in p rac tic e and  p rovided  dec ision-useful information to users of financ ia l sta tements. They believed  tha t 

the p rinc ip les set out in the DP would  result in a  loss of informa tion. 

 
Certa in respondents a lso feared  tha t the p roposed  requirements in the DP would  p revent the use of the ‘ perc entage of 

c ompletion’  method  (in partic ula r for some c onstruc tion c ontrac ts) and  require revenue rec ognition on c ompletion of 

these c ontrac ts. Suc h respondents noted  tha t suc h revenue rec ognition pa ttern would  not p rovide dec ision-useful 
information. 
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Fina lly some European respondents (in partic ula r the EFRAG) p roposed  an a lterna tive model ac c ord ing to whic h 

revenue would  be rec ognised  c ontinuously over the c ourse of the c ontrac t as the c ontrac t p rogresses (i.e. based  on 
the ac tivity). They c la im tha t this model would  be a  better way of p resenting  the entity's performanc e over the past 

period , and  would  thus p rovide users with better information. 

�  Sc ope of the future standard  

The sc ope of the DP is very b road  and  ta rgets a ll a reas of ac tivity (even though the DP does not suggest any possib le 
exc ep tions). 

 

During  its delibera tions, the IASB ind ic a ted  tha t the sc ope of the ED would  exc lude: 

�  Insuranc e c ontrac ts 1 (in the sc ope of IFRS 4) ; 

�  Financ ia l instruments (in the sc ope of IAS 39); 

�  Lease c ontrac ts (in the sc ope of IAS 17). 

�  Revenue rec ognition princ ip le 

Ac c ord ing to the DP, revenue a lloc a ted  to a  performanc e ob liga tion (i.e. to a  c omponent of the c ontrac t) is 

rec ognised  when c ontrol of the good  or servic e tha t rela tes to the performanc e ob liga tion is transferred .  

 
This transfer of c ontrol may be c ontinuous and , therefore, may enc ompass the transfer situa tions set out in IFRIC 15 

Agreements for the Construc tion of Rea l Esta te. 

 
Ac c ord ing to the Board , c ontrol of an asset is defined  as 'an entity's p resent ab ility to d irec t the use of and  rec eive the 

benefit from tha t good  or servic e'. The Board  a lso ind ic a ted  tha t an entity should  assess the transfer of c ontrol from the 

perspec tive of the c ustomer. 
 

In p rac tic e, the Board  p roposed  the following situa tions tha t ind ic a te tha t the c ustomer has ob ta ined  c ontrol 

(c ontinuously or otherwise) of the p romised  asset: 

�  The c ustomer has an unc ond itiona l ob liga tion to pay for the asset (and  the payment is non-refundab le); 

�  The c ustomer has lega l title to the asset; 

�  The c ustomer c an sell the asset to (or exc hange the asset with) another party; 

�  The c ustomer has physic a l possession of the asset; 

�  The c ustomer has the p rac tic a l ab ility to take possession of the asset; 

�  The c ustomer spec ifies the design or func tion of the asset; 

�  The c ustomer has c ontinuing manageria l involvement with the asset; 

�  The c ustomer c an sec ure or settle deb t with the asset. 
 

 
1 It should  be noted  tha t a  DP on insuranc e c ontrac ts has been pub lished  in 2007.��
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Ana lysis will be required  to va lida te the relevanc e of these ind ic a tors and  to app ly them to the ac tua l c ontrac tua l 

c lauses. This ana lysis should  make it possib le to determine whether revenue from c onstruc tion c ontrac ts may c ontinue 
to be rec ognised  under the perc entage of c ompletion method . 

�  Identifying performanc e obligations  

This issue has a lready been tac kled  severa l times by the IFRIC (in partic ula r in IFRIC 13 on Customer Loya lty Programmes 

and  IFRIC 15, Agreements for the Construc tion of Rea l Esta te). The DP suggests adop ting  an approac h a long the same 
lines as tha t adop ted  by the IFRIC, by separa tely identifying and  rec ognising  the revenue from eac h 'c omponent' of 

the c ontrac t, known as a  'performanc e ob liga tion'. 

 
Identific a tion of the d ifferent c omponents of a  c ontrac t is vita l, bec ause it determines the pa ttern of revenue 

rec ognition. 

 
As many respondents stressed  the d iffic ulty of a lloc a ting  the c ontrac t p ric e to the d ifferent performanc e ob liga tions, 

the IASB dec ided  tha t a lloc a tion should  be made by c ontrac t segment. The segment would  be defined  as the 

aggrega te of d ifferent performanc e ob liga tions marketed  together and  for whic h there a re observab le market da ta . 
 

Alloc a tion of the c ontrac t p ric e to eac h segment would  lead  to identify a  d ifferent marg in for eac h segment, even 

though the p ric e has been negotia ted  for the segments as a  whole. This would  thus introduc e a  signific ant c hange with 
the c urrent IAS 11 p rovisions.  

 

Sale of goods with warranties 

In the DP, the IASB assumed  tha t a  sa le ac c ompanied  by a  warranty would  segment the c ontrac t into two separa te 

performanc e ob liga tions, the delivery of the good  and  the p rovision of the warranty. In the light of the c omments 

rec eived , the two Boards have taken this ana lysis further and  have identified  two types of warranty: 

�  If the ob jec tive of a  warranty is to p rovide a  c ustomer with c over for la tent defec ts (i.e. those tha t exist when 
the asset is transferred  to the c ustomer but whic h a re not yet apparent), this warranty is not a  performanc e 

ob liga tion in itself, but is part of the ob liga tion to deliver a  c ompliant p roduc t. This type of guarantee should  

inc lude lega l wa rranties. Its ac c ounting  trea tment requires the “ neutra lisa tion”  of part of the revenue 
representing an estimate of the number of defec tive p roduc ts or parts, and  of the “ rec ord ing”  as inventories a  

part of the goods "supp lied " (as if a  part of the goods was p lac ed  on c onsignment with the c ustomers) ; 

�  If the ob jec tive of a  warranty is to p rovide a  c ustomer with c over for faults tha t a rise a fter the p roduc t is 
transferred  to the c ustomer (eg  op tiona l wa rranties), whic h is equiva lent to an insuranc e c ontrac t, this type of 
warranty represents a  separa te performanc e ob liga tion and  a  portion of revenue should  therefore be 

a lloc a ted  to tha t ob liga tion. 

 
A portion of revenue would  be deferred  in both c ases. However, in the first c ase above, deferred  revenue would  be 

measured  on a  c ost-p lus basis, whereas, in the sec ond  c ase above, deferred  revenue would  be measured  on a  market 

p ric e or ra te.  
 

The entity’ s ob liga tion in a  g iven jurisd ic tion to pay c ompensa tion if its p roduc ts c ause harm or damage would  not g ive 

rise to a  separa te performanc e ob liga tion. Instead , the entity would  ac c ount for suc h ob liga tions in ac c ordanc e with 
IAS 37 .  
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Sale of goods with right of return 

Goods may be sold  with a  right of return granted  to c ustomers, suc h as the c ustomer's right to withd raw during a  c erta in 
period , or buy-bac k c lauses. 

 

In the DP, the IASB identified  the right of return as a  separa te performanc e ob liga tion.  
 

After delibera tion, the Board  c onc luded  tha t:  

�  an entity should  not rec ognise revenue for the goods tha t a re expec ted  to be returned  but instead  rec ognise a  
refund  liab ility for the expec ted  (p robab ility weighted ) amount of refunds to c ustomers;  

�  this p rovision for refunds should  be upda ted  period ic a lly; 

�  an entity should  rec ognise an asset for its right to rec over goods on settling  the refund  liab ility (on the basis of 
the expec ted  p resent va lue and  the orig ina l c ost of the goods supp lied ). 

 

Sale of goods with the option to ac quire additional goods or servic es 

The Board  a lso dec ided  tha t, when rec ognising  revenue, it was appropria te to take ac c ount of op tions for the supp ly of 
add itiona l goods and  servic es and  op tions to renew.  

�  an op tion to ac quire add itiona l goods or servic es in a  c ontrac t with a  c ustomer would  be rec ognised  as a  
performanc e ob liga tion only if the op tion p rovides a  materia l right to the c ustomer tha t the c ustomer would  not 

rec eive without entering  into tha t c ontrac t. The Board  dec ided  tha t an entity c an use various methods to 
a lloc a te c onsidera tion to those op tiona l goods and  servic es. In some c ases, an entity c an estimate the 

standa lone selling  p ric e of an op tion as a  basis for a lloc a tion. Tha t estimate would  reflec t the d isc ount the 

c ustomer would  ob ta in when exerc ising  the op tion, ad justed  for the d isc ount tha t the c ustomer c ould  rec eive 
without exerc ising  the op tion and  the likelihood  tha t the op tion would  be exerc ised ; 

�  for c ontrac ts with renewa l op tions, an entity would  a lloc a te the transac tion p ric e to the op tiona l goods and  
servic es by referenc e to the goods and  servic es expec ted  to be p rovided  and  the c orrespond ing expec ted  

c onsidera tion (requirement simila r to the p roposa ls in the DP on lease ac c ounting).  

�  Measurement of Revenue 

Ac c ord ing to the DP, tota l revenue tha t an entity may rec ognise c orresponds to the c onsidera tion agreed  in the 

c ontrac t (d isc ounted  where app lic ab le). The rec ognition of revenue on the basis of fa ir va lue (or an “ exit p ric e” ), a t 

one time under c onsidera tion by the IASB, has therefore been abandoned  for c ontrac ts within the sc ope of the DP. 

The Board  has c onfirmed  tha t performanc e ob liga tions (fa lling  within the sc ope of the future standard  and  thus 
exc lud ing insuranc e c ontrac ts, financ ia l instruments and  leases) would  not be remeasured  (exc ep t in the event of 

onerous c ontrac ts, see below). 

 
The Board  has c onfirmed  tha t if a  c ontrac t c onta ins severa l performanc e ob liga tions (c omponents), the c ontrac tua l 

p ric e is a lloc a ted  to eac h segment (a  segment c orrespond ing to the aggrega te of d ifferent performanc e ob liga tions 

marketed  together, see above) p roportiona lly to the sa le p ric e of eac h good  or servic e rela ting  to these ob liga tions.  
 

The sa le 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 

separa tely.  
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Estimates of unc erta in consideration 

The rec ognition c riteria  for unc erta in c onsidera tion were not c onsidered  in the two Boards' p reliminary d isc ussions.  
 

Contra ry to the c urrent p rac tic e, unc erta in c onsidera tion should  be rec ognised  on the basis of revisab le estimates 

(based  on the p robab ility of the possib le outc omes). 
 

However, this rec ognition would  only oc c ur if the entity c an identify the possib le outc omes and  reasonab ly estimate the 

rela ted  p robab ilities. This would  be the c ase if the entity: 

�  has experienc e with identic a l or simila r types of c ontrac ts ; and  

�  does not expec t c irc umstanc es surround ing those types of c ontrac ts to c hange signific antly. 

�  Onerous c ontrac ts 

Ac c ord ing to the DP, the amount of the c ontrac tua l selling p ric e initia lly a lloc a ted  to eac h performanc e ob liga tion is 

not subsequently remeasured  unless the performanc e ob liga tion bec omes onerous. A performanc e ob liga tion is 

deemed  onerous when the expec ted  c ost of sa tisfying the performanc e ob liga tion exc eeds the amount initia lly 
a lloc a ted . In this c ase, a  loss is immed ia tely rec ognised  for the d ifferenc e.  

 

The Board  has c onfirmed  tha t only performanc e ob liga tions rela tive to onerous c ontrac ts will be remeasured . 
 

The entity should  c arry out an onerous test: 

�  a t segment level, and  not for the c ontrac t as a  whole. This dec ision, g iven tha t the Board  has op ted  for the 
a lloc a tion of the transac tion p ric e by segment p ro ra ta  to the p ric e for whic h the segments c ould  be sold  

separa tely (see above) may in some c ases lead  to ac c ount for a  loss initia lly (if there a re signific ant d ifferenc es 
in marg in between segments). In this c ase, assuming tha t the c ontrac t as a  whole is p rofitab le, the c ond itions 

under whic h the transac tion p ric e a re a lloc a ted  a re reviewed  so tha t no segment is initia lly onerous (i.e. the loss 

takes the form of a  “ d isc ount”  a lloc a ted  p ro ra ta  to the d ifferent segments).  

�  on a  d irec t c osts basis (tha t is, a ll c osts tha t rela te d irec tly to the spec ific  c ontrac t or tha t were inc urred  only 
bec ause the entity entered  into the c ontrac t). 

�  Contrac t c osts 

The ED should  c onta in the following p rovisions: 

�  the c osts inc urred  in ob ta ining  a  c ontrac t (eg . selling , advertising  and  marketing  c osts), c osts rela ting  to the 
performanc e ob liga tions a lready sa tisfied  and  abnorma l amounts of wasted  labour or materia l will be 
expensed  immed ia tely when they a re inc urred . 

�  if c osts inc urred  to perform a  c ontrac t do not meet the definition of an asset under other IFRS standards (for 
example inventories, PP&E or intang ib le assets), they will be c ap ita lised  if they genera te a  resourc e tha t the 

entity c an use to sa tisfy its performanc e ob liga tions, if they rela te d irec tly to a  c ontrac t or a  future c ontrac t, 
and  if they will p robab ly be rec overed  in the c ourse of a  c ontrac t.  

 

It should  be noted  tha t in c urrent p rac tic e, (see IAS 11), c osts inc urred  in ob ta ining a  c ontrac t a re c ap ita lised  if it is 
p robab le tha t the c ontrac t will be ob ta ined . 
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�  Disc losures 

Although d isc losures rema in to be spec ified , they may inc lude: 

�  the na ture of c ontrac ts c onc luded  with c ustomers, and  the ac c ounting  polic ies; 

�  the p rinc ipa l judgements used  in ac c ounting  for c ontrac ts with c ustomers; 

�  a  rec onc ilia tion of the beg inning and  end ing net c ontrac t position(s) when relevant (eg . for c onstruc tion 
c ontrac ts); 

�  information about onerous c ontrac ts (eg . the c ontext and  the reasons exp la ining  the loss). 

�



�

�


 � �A Closer Look�

� �
� �
� �
� �
� �
� �
� �
� �

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

Financ ia l liabilities: a first look at the forthc oming 
exposure draft 

On 12 November, the IASB pub lished  part one of IFRS 9 on financ ia l instruments, whic h dea ls with the issues of 
c lassific a tion and  measurement of financ ia l assets. At the last moment, the IASB dec ided  to limit the sc ope of this 

standard  to financ ia l assets, postponing to a  la ter da te the pub lic a tion of the part rela ting  to financ ia l liab ilities in the 

form of an exposure d ra ft.  
 

Beyond  the GAAP takes a  look a t the reason for this delay and  sets out the main tenta tive dec isions reta ined  by the 

Board  for the forthc oming exposure d ra ft. 

�  Why was public ation delayed? 

IFRS 9 was orig ina lly intended  to dea l with issues rela ting  to the measurement of financ ia l assets and  liab ilities. Thus 

financ ia l liab ilities would  have to be measured  either a t fa ir va lue, or a t amortised  c ost. In the initia l d ra ft, financ ia l 

liab ilities were measured  in their entirety a t amortised  c ost as long as the following three c ond itions were met: 
 

a . the instrument is held  within a  business model whose ob jec tive is to hold  the instrument to pay the 
c ontrac tua l c ash flows (by c ontrast with management on the basis of fa ir va lue); 

b . the instrument c omprises only c ash flows representing  repayment of the p rinc ipa l or interest on the 
outstand ing c ap ita l (time va lue of money and  c ounterparty risk) ; 

c . the entity elec ts not to use the fa ir va lue op tion for this instrument. 
 

If any of these three c ond itions was not met, the instrument had  to be measured  in its entirety a t fa ir va lue on the 

sta tement of financ ia l position.  
 

At the time, some stakeholders felt tha t this approac h c ould  result in an inc reasing number of liab ilities measured  a t fa ir 

va lue. In partic ula r, this inc rease was exp la ined  by the remova l of the c onc ep t of an embedded  deriva tive, meaning 
tha t many “ struc tured ”  liab ilities would  not sa tisfy the c ond ition set out in point b  above. 

 

All financ ia l liab ilities c lassified  in the "fa ir va lue" c a tegory would  be remeasured  through p rofit or loss. This type of 
trea tment c ould  thus lead  entities to rec ognise ga ins in p rofit and  loss eac h time tha t their c red it qua lity deteriora ted . 

This was c ritic ised  by many stakeholders who felt tha t it was c ounterintuitive1.  

 
Given the c onc erns rec eived  by stakeholders, the Board  dec ided  to d iffer the pub lic a tion of the part of the standard  

dea ling  with financ ia l liab ilities in order to further d isc uss this issue. 

 
 

 
1For example, an entity issues a  10-year bond  with a  notiona l va lue of 100 a t a  ra te of 5%. At the end  of the first yea r, as a  result of deteriora tion in its 

c red it risk, the ra te a t whic h the entity is now in a  position to borrow goes up  to 7% (assuming tha t the risk-free interest ra te remains unc hanged). 

Consequently, the market va lue of the deb t automatic a lly c hanges from 100 to 87, genera ting  a  ga in of 13 in p rofit or loss, even though the financ ia l 

situa tion of the entity has deteriora ted . 
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�  What are the main tentative dec isions of the Board?  

Five months have passed  sinc e the first version of IFRS 9 was pub lished . The IASB has taken advantage of this time to 

c onsult the various stakeholders and  is p reparing  to pub lish an exposure d ra ft p resenting  the model whic h it p roposes to 
use. Beyond  the GAAP presents the ma in tenta tive dec isions. 

 

The exposure d ra ft is likely to p ropose four c a tegories of financ ia l liab ilities:  

�  unstruc tured  financ ia l liab ilities managed  under a  business model based  on payment of c ontrac tua l c ash 
flows: these will be measured  a t amortised  c ost; 

�  struc tured  financ ia l liab ilities managed  under a  business model based  on payment of c ontrac tua l c ash flows: 
these will be trea ted  on the basis of the existing  p rovisions of IAS 39 on struc tured  financ ia l liab ilities, i.e. by 

separa ting  the embedded  deriva tive from the host c ontrac t in order tha t the la tter c an be measured  a t 
amortised  c ost while the struc tured  c omponent is measured  a t fa ir va lue; 

�  financ ia l liab ilities not managed  under a  business model based  on payment of c ontrac tua l c ash flows: these 
will be measured  on the ba lanc e sheet a t fa ir va lue. Changes in fa ir va lue will impac t p rofit or loss; 

�  financ ia l liab ilities for whic h the entity elec ts volunta rily for fa ir va lue measurement: these will be measured  on 
the sta tement of c omprehensive inc ome a t fa ir va lue. Changes in fa ir va lue will be rec ognised  in Other 
Comprehensive Inc ome for the part rela ting  to the "c red it risk" c omponent only, while the residua l c hange will 

a ffec t p rofit and  loss.  

 
The IASB presents this approac h as a  marg ina l development of the c urrent p rovisions of IAS 39 (the main c hanges being 

limited  to the “ Fa ir Va lue Option”  c a tegory).  

�  What are the main issues of these proposals? 

In antic ipa tion of the exposure d ra ft and  c la rific a tion of how this approac h would  be imp lemented , Beyond  the GAAP 
lists the main issues of these p roposa ls: 

�  no symmetry between financ ia l assets and  financ ia l liab ilities: ea rlier ra ised  by the IASB, the symmetry of ana lysis 
and  trea tment between assets and  liab ilities in IFRS 9 is unlikely to be reta ined ; 

�  the embedded  deriva tive c onc ep t is bac k: removed  from the trea tment of financ ia l assets in phase one of IFRS 
9 with the a im of simp lific a tion, the c onc ep t would  be reintroduc ed  on the liab ilities side;  

�  a  new measurement method : IAS 39 c urrently inc ludes three measurement methods (amortised  c ost, 
sepa ra tion of the embedded  deriva tive and  fa ir va lue through p rofit or loss). IFRS 9 is likely to add  a  fourth 

measurement method  based  on fa ir va lue with rec ognition of the "c red it risk" c omponent in Other 

Comprehensive Inc ome; 

�  a  new opera tiona l d iffic ulty: measuring  the "c red it risk" c omponent separa tely. In the a ftermath of the financ ia l 
c risis, c harac terised  by lasting  tensions in the market for liquid ity, it will be interesting  to see how the IASB will 

define this "c red it risk" c omponent.  

 
Beyond  the GAAP will p ropose an in-dep th ana lysis of the exposure d ra ft as soon as it is pub lished  and  report on the first 

stakeholders’  reac tions. 
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�  Frequently asked questions 

IAS/ IFRS 

�  Ana lysis and  p roposed  ac c ounting  trea tment of a  PPP 
(Pub lic -Priva te Partnership ) from the point of view of the 

grantor; 

�  Ac c ounting  trea tment of an ad justment to the c ost of 
an investment in an assoc ia te; 

�  Construc tion c ontrac t: ac c ounting  trea tment for 
indemnities due to the c ustomer. 

Events and FAQ 

�  Events/ public ations  

Seminars on “ Current developments in IFRS”  

Mazars’  Tec hnic a l Department will host a  number of 

seminars throughout 2010 ded ic a ted  to c urrent 

developments in IFRS. These seminars, organised  by Franc is 
Lefèbvre Formation, will be held  25 June, 24 Sep tember and  

10 Dec ember 2010.  

 
To reg ister, p lease c ontac t Franc is Lefèbvre Formation – 

www.flf.fr, +33 (0)1 44 01 39 99. 

 

 

 

 

�� �� � �� �� �� �� �� �� �� �
� � �

� �
� �
� �
� �
� �
� �
� �

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

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

�

� �� �� �� �� �� �� �� �� �� �� �� �

 IASB IFRIC EFRAG  

 19 - 23 April 2010 6 - 7 May 2010 5 - 7 May 2010 

 17 - 21 May 2010 8 - 9 July 2010 9 - 11 June 2010 

 14 - 18 June 2010 2 Sep tember 2010  14 - 16 July 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 9 April 2010 

�  Mazars – April 2010�
�


