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With a view to explaining itsproposalsmore effectively and, if possible,
convincing the stakeholdersof their validity, the IASB multiplied itswebcastsin
March: replacement of IAS37, presentation of itemsin OCI, classfication and
measurement of financial liabilities, amortised cost and impairment of financial
instruments, lease accounting...!

Though the publication of a numberof documentswhich were expected before
31 March hasheen delayed, the IASBisneverthelessdemonstrating its

determination to meet the G20 target of convergence with USGAAP by June
2011.

Enjoy your reading!

Michel Barbet-Massin Jean-LouislLebrun
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Hisspeech also offered an opportunity to defend the project
forthe reform of IAS39, at a time when Europe has
postponed the endorsement of IFRS9 until a till

page 15 underdetermined date. Sr David Tweedie reiterated that IFRS
9 wasnot intended to increase the use of fairvalue
accounting.

Further, in response to the concernsemanating from Europe,
the Chairman of the IASBrecalled that the treatment of
liabilitieshad been removed from the first verson of the
standard published last November. SrDavid Tweedie also

Edouard Fossat, Vincent GUi"ard, Julien Herveau, Patrick Le emphas$d that the IASB'sdecisonsto date regard |ng the
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classfication and measurement of financial liabilitieswould
not result in an increase in the use of fair value measurement.



Determination of functional currency of an
investment holding company

In January 2010, the IFRIC received a request forguidance
on the determination of the functional currency of an
investment holding company in itsseparate financial
statements.

The issue iswhether an investment holding company should
take into account the local currency of the country in which
it hasitsregistered office and in which it raisesfundsorthe
functional currency of itssubsidiariesabroad.

IAS21 providesa hierarchy of indicators, and statesthat
when the indicatorsare mixed and the functional currency
isnot obvious, an entity should use itsjudgement to
determine itsfunctional currency. The IFRIC consdered the
guestion at itsMarch meeting, and on the basis of this
principle confirmed itsdecision not to provide an
interpretation on thisissue.

However, there exist divergent practicesin thisarea. Some
believe that the indicatorslisted in paragraph 9 of IAS21 (in
particular, which currency mainly influencessalespricesand
costs) are not applicable to an investment holding
company. If thisisso, only the indicatorsin paragraph 10 (in
particular the currency in which fundsfrom financing
activitiesare generated) should be analysed. Therefore, the
conclusion would be that the functional currency of a
holding company isthe currency of the country in which the
holding company hasitsregistered office.

However, othersbelieve that the currency which influences
an investment holding company'scapacity to meet its
obligationsto repay itsloansor meet itsexpensesisthe
functional currency of subsidiariesabroad. Asthe holding
company'sprincipal source ofincome isthe dividendsit
receivesfrom itssubsidiaries, the conclusion would be that
the functional currency of the holding company isthe same
asthat of itssubsidiaries.

Degspite the comment lettersreceived calling on the IFRIC to
take up a position on thiswidespread issue, the IFRIC
consdered that any guidance it could provide would be in
the nature of application guidance ratherthan an
interpretation. The divergent practicesmight therefore
continue.

Highlight's

IFRS News

Application of IFRS5 in the event of loss
of joint control or significant influence

In March 2010, the IASBdecided not to finalise the
proposed amendment to IFRS5 regarding partial disposals
of jointly controlled entitiesor entitiessubject to significant
influence.

Thisproposal, published last August aspart of the third
project forannual improvementsto IFRS aimed to present
the whole of a holding in a jointly controlled entity oran
associate asheld for sale, when it iscommitted to a sale
planinvolving loss of joint control or significant influence.

The treatment proposed wasthusanalogousto that
presented in IFRS5 for a partial disposal of a subsidiary
leading to lossof control.

At the time the proposal wasjustified by the IASB on the
groundsthat loss of control, lossof joint control and lossof
significant influence are majoreconomic events. The
impactin termsof presentation and measurement on the
balance sheet should therefore be identical.

Thisline of argument, however, arisng out of debatesin
the course of Phase Il of the Busnesscombinations
project, hasbeen called into question by the February
Board meeting during itsdeliberationson the joint
venturesproject (ED 9).

At that meeting, the IASBdecided to remove all reference
to 'a majoreconomic event'in current standardsor
projectswhen addressing the issue of lossof control or of
significant influence.

In thiscontext, the initially proposed amendment to IFRS5
presented above willbe addressed in the forthcoming
standard on joint arrangements.



Presentation of items of OCl in a single
statement: exposure draft expected
shortly

At a joint meeting in October 2009, the IASBproposed to
eliminate the option to present the comprehensive income
in one ortwo statementsprovided by IAS1R (that became
effective snce 1 January 2009). Thisproposal should be
confirmed in a forthcoming exposure draft aspart of the
Presentation of Financial Satementsproject for which a
further exposure draft isexpected during the second
quarter of 2010.

If thisproposalisapproved (final ssandard expected by the
end of the year, formandatory application no earlier than
1January 2012), an entity will have to present in a single
statement the income and expense forming the profit or
loss, but also the other elementsof the comprehensive
income or OCI (i.e. those that are not recognised in profit
orlosshut asa component separate from equity).

Thissingle statement would neverthelesspresent two
distinct components: profit orlossand comprehensive
income. Further, earningsper share would continue to be
calculated on profit orloss. No measure of "comprehensive
income pershare"would be required.

The elimination of the option to present the comprehensive
income in one ortwo statementswasstrongly criticised by
a good number of commentators, mainly preparers, during
the comment period following the publication of the
discusson paperon Phase Bof the Presentation of
financial ssatementsproject.

If the IASBhasdecided to passoverthese objections, it is
principally because the FASB'sdecisonson recognition
and measurement of financial instrumentsrequire
increased use of the OClcategory.

The IASBtherefore hopesthat the elimination of thisoption
will bring more consistency to IFRSfinancial statementsand
make it easierto identify areasof divergence with the US
GAAP asregardsrecognition of lossesand gainsin OCI.

Thisexposure draft should also be an opportunity to clarify
the issue of recycling in profit or loss of itemsfirst
recognised in OCI.
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It would thusbe proposed that componentsof the OCI
which are likely one day to be reclassfied should be
presented separately from those which will neverbe
reclassfied.

Even though these proposalsdo not challenge the
existence of the profit orloss, some commentators will
probably claim that such proposalsmay weaken the
importance of an aggregate that would become no
more than a sub-total.

The IASBitself acknowledgesthat work isrequired to
reach a conceptual definition of the performance of an
entity in order to clarify the distinction between profit or
lossand OCI.

Debt/ equity distinction:

In the course of a joint meeting with the FASB, the IASB
held further discussionson the amendmentsto IAS32 to
limit weaknessesin the standard asregardsthe debt/
equity distinction.

Deliberationsduring March have thusbeen an
opportunity to restate the principle which statesthat the
contractual obligationsof an instrument take
precedence over'economic compulson®.

Therefore, if the issuer of an instrument hasno contractual
obligation to deliver cash or other financial assetsto the
holder of the instrument, the instrument should be
classified asequity and not asa liability.

Extension of the comment period for the
IAS 37 exposure draft

AtitsMarch meeting, the IASBdecided to extend the
deadline forcommentson itsexposure draft on IAS37.
The comment period willnow end on 19 May, and not on
12 April 2010 asinitially proposed.

The final standard wasanticipated during the second
quarter of 2010, in accordance with the IASBwork plan
updated on 3 March. Itisnow very unlikely that this
timetable willbe met.



Conceptual Famework for Hnancial
Reporting: The Reporting Entity

On 11 March 2010, the IASBand the FASB published for
comment the exposure draft entitled "The Conceptual
Famework for Fnancial Reporting: The Reporting Entity".

Thisjoint publication ispart of the project to establish a
conceptual framework common to the IFRSand the US
GAAP. It followsthe publication in May 2008 of a discussion
paperon the reporting entity concept (see Beyond the
GAAP, N° 12-May 2008).

Underthe termsof the exposure draft, a reporting entity is
a circumscribed area of economic activitieswhose
financial information, which cannot be obtained directly,
hasthe potential to be useful to investors, lendersand
other creditorsin making decisonsabout providing
resourcesto the entity and in assessing whetherthe
management and the governing board of that entity have
made efficient and effective use of the resources
provided.

The exposure draft statesthat an entity controlsanother
entity when it hasthe powerto direct the activitiesof that
other entity to generate benefitsfor (or limit lossesto) itself.

Fnally it proposesthat a portion of an entity could qualify
asa reporting entity if the economic activities of that
portion can be distinguished from the rest of the entity and
financialinformation about that portion of the entity is
usefulin making decisonsabout providing resourcesto
that portion of the entity.

Commentsmay be submitted until 16 July 2010.

Thisexposure draft can be consulted at
http://www.iasb.org/NR/rdonlyres/ 363A9F3B-D41C-41E7-
9715-79715E815BB1/0/EDConceptualfameworkMarl0.pdf
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Future standard on joint arrangements:
the IASB agrees transitional provisions.

In March, the IASBdiscussed the transitional provisons
which should be adopted in the future standard on joint
arrangements (that will replace IAS31 “Interestsin Joint
Ventures’).

In respect of interestsin jointly controlled entities
previously accounted for using the proportionate
consolidation method (IAS31), and which would
henceforth be accounted for using the equity method,
the IASBdecided that, at the transition date, there should
be aggregation of the proportionate consolidated assets
and liabilitiesinto a single line item.

The IASBreviews the scope of its
income tax project

In response to the very negative commentsregarding the
exposure draft entitled "Income tax" published in March
2009, the IASBdecided at the end of last yearto review
the scope of thisproject.

At the 18 March 2010 meeting, the Board decided to limit
the scope of the project to questionsof uncertain tax
positionsand deferred tax on investment propertiesat fair
value. An exposure draft on these two topicsshould be
published before the end of the second half of 2010.

Further, the Board also suggested amending IAS12 by
including a number of proposalswhich attracted a
consensusamong commentatorson the previous
exposure draft. These amendmentscould be ratified
underthe annualimprovementsprocess.



Endorsement of annual improvements

The European Commisson hasendorsed the
improvementsto IFRSpublished by the IASBin April 2009.

The amendments (IFRS2, IFRS5, IFRS8, IAS1, IAS7,IAS17,
IAS36, IAS38, IAS39, IFRIC 9 and IFRIC 16) are applicable
to the financial years starting after 31 December 2009 (for
more details, see the special study published in our April
2009 edition).

The EU Regulation No 243/2010, 23 March 2010, can be
consulted at: http://eur-
lex.europa.eu/LexUriServ/LexUriServ.d 0 ?uri=0J:L:2010:077:
0033:0041:EN:PDF
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Endorsement of the IRS2 amendments
on intra-group transactions

The European Commisson hasendorsed the
amendmentsto IFRS2 published by the IASBin June 2009.

These amendmentsdeal with issuesin respect of intra-
group transactions. They specify how a subsidiary should
recognise in itsindividual financial statements
transactionsin which a share-based paymentismade by
another entity in the group.

These amendmentsare applicable to financial years
starting after 31 December 2009.

The EU Regulation No 244/2010 23 of 2010 March 2010
can be consulted at: http://eur-
lex.europa.eu/lLexUriServ/LexUriServ.do?uri=0J:L:2010:077:
0042:0049:EN:PDF
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The IASBupdated itswork plan

On March 3 the IASBpublished a revised work plan on itswebsite. The changesin the work plan issued on 6 November
2009 take account of the IASB'srevised estimatesof progresson itscurrent projects.
Beyond the GAAP here reportsthe main changesto the IASBswork plan.

Consolidation project

The consolidation project hasbeen divided into two partsto take account of February'sdecison to combine the
disclosuresrequirementsfor subsidiaries, joint venturesand associateswithin a comprehensive disclosure standard (see
Beyond the GAAP, N°32 - February 2010).

Thisproject will therefore include a section including the ED 10 proposalsand a disclosuressection. The FASB set a goal
of publishing an Exposure Draft in the second quarter of 2010 on consolidation. The IASBwill reconsider the draft in the
light of the UScommentsand any stakeholderresponsesbefore the finalisation of the standard. The definitive standard
replacing IAS27 and SC 12 should therefore be published in the last quarter of 2010, rather than the third quarter. The
standard on disclosuresisexpected during the second half of the year.

Derecognition

A new exposure draft willbe published during the year, presenting a detailed alternative to the approach set out in the
March 2009 exposure draft. Thisapproach would derecognise (almost) all of the transferred cash flows, whether via
disposal of an instrument followed by reinvestment orvia a partial disposal (repo transactionst would form an exception
to thisprinciple).

The final standard isexpected no earlierthan the end of the year.

FHnancial instruments - IAS39 Replacement (IFRS9)

Phase 1: Classification and Measurement: an exposure draftisexpected by the end of the first half of the yearto
addressfinancial liabilities (see page 13).

Phase 2: Amortised Cost and Impairment: the exposure draft comment period endson 30 June 2010. The final standard
isexpected by the end of the year

Phase 3: Hedging: an exposure draftisexpected by the end of the first half of the year. Some issuesmay be differed to
2011.

Discontinued operations

A new exposure draft, originally scheduled for the first quarter of 2010, will finally be published taking into account the
IASBsmajoramendmentsto the proposalsset out in the first exposure draft of September 2008.
The final standard isexpected during the second half of the year.

Income taxes

In October, the IASBdecided to halt the projectin itsexisting form (exposure draft published in March 2009). Before
undertaking a more fundamental review of the principlesforrecognition and measurement of income taxes, the IASB
decided in March to publish an exposure draft focusing on certain practical aspects(see page 4).

Publication isexpected during the third quarter of 2010.

Joint ventures

The publication of the standard which will replace IAS31 hasbeen postponed until the second quarter of 2010 (instead
of the first quarter asscheduled in the November 2009 work plan).

Post-employment benefits

One of the main proposalsof the coming exposure draft on recognition of defined benefits (initially expected in the first
guarter 2010) will be the recognition of actuarial gainsand lossesdirectly in othercomprehensive income.

1 Sale and repurchase agreement
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Revenue Recognition: where are we now?

In December 2008, aspart of a project conducted jointly with the FASB, the IASB published a Discussion Paperon the
recognition of revenue entitled Preliminary Viewson Revenue Recognition in Contractswith Customers.

This DP outlinesthe main thrust of a future standard to replace IAS18 Revenue and IAS11 Construction Contractsby
2011. The Boardspropose to adopt a single revenue recognition model, which could apply to both construction
contractsand to the sale of goodsand services.

During the comment period, which ended in June 2009, the two Boardsreceived 211 comment letters (these can be
accessed on the IASBweb site).

Snce the DPwaspublished, the IASBhasindicated that the future exposure draft willbe based on the model set out in
the DP and hasprovided further clarification regarding the conceptsof performance obligation and transfer of control.

The ED isexpected in the second quarter of 2010. Round tableswillbe held during the second half of the year and the
final ssandard isexpected during the second quarter of 2011. Thisstandard willnot be of mandatory application before
2013.

Application of the future standard should be fully retrospective. The IASBhasnot yet announced whether early
application willbe authorised.

Given the significant effect of thisproject for many entities, Beyond the GAAP hasdecided to provide an update on
the progressof the tentative decisonstaken by the IASB, alone orin concert with the FASB, in the run-up to the
publication of the exposure draft.

In brief, what did the comment letters say?

The analysisof the comment lettersreceived in response to the DPwaspresented by the staff during the IASB meeting
of July 2009.

It emerged from thisanalysisthat although respondentssupported the single model proposed by the Board for revenue
recognition, they felt that the principlesset out in the DP were not enough precise and that they needed to be
developed if they were to be applied consistently. Application guidance and examplesshould be provided on the key
issues, such asthe identification and measurement of performance obligations, and the date on which these
obligationsare satisfied.

Many respondentsbelieved that the concept of transfer of control (of goodsor services) used to determine the date
on which an obligation issatisfied needed clarification, since it wasa centralconcept in the model. They claimed that
indicatorsfor determining when control istransferred were needed. Some believed that the current notion of risksand
rewardsin IAS18 should be introduced in the model (at least asindicatorsof transfer of control).

Some respondentsalso noted that the principlesset outin IAS11 and IAS18, although different from each other,
worked wellin practice and provided decison-useful information to usersof financial sstatements. They believed that
the principlesset out in the DP would result in a lossof information.

Certain respondentsalso feared that the proposed requirementsin the DP would prevent the use of the ‘percentage of
completion’ method (in particular for some construction contracts) and require revenue recognition on completion of
these contracts. Such respondentsnoted that such revenue recognition pattern would not provide decision-useful
information.
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Finally some European respondents (in particularthe EFRAG) proposed an alternative modelaccording to which
revenue would be recognised continuously overthe course of the contract asthe contract progresses (i.e. based on
the activity). They claim that thismodelwould be a better way of presenting the entity'sperformance overthe past
period, and would thusprovide userswith betterinformation.

Scope of the future standard

The scope of the DPisvery broad and targetsall areasof activity (even though the DP doesnot suggest any possble
exceptions).

During itsdeliberations, the IASBindicated that the scope of the ED would exclude:
Insurance contracts!? (in the scope of IFRS4);
Fnancial instruments (in the scope of IAS39);

Lease contracts(in the scope of IAS17).

Revenue recognition principle

According to the DP, revenue allocated to a performance obligation (i.e.to a component of the contract) is
recognised when control of the good or service that relatesto the performance obligation istransferred.

Thistransfer of control may be continuousand, therefore, may encompassthe transfer stuationsset out in IFRIC 15
Agreementsforthe Construction of Real Estate.

According to the Board, control of an asset isdefined as'an entity'spresent ability to direct the use of and receive the
benefit from that good or service'. The Board also indicated that an entity should assessthe transfer of control from the
perspective of the customer.

In practice, the Board proposed the following situationsthat indicate that the customer hasobtained control
(continuously or otherwise) of the promised asset:

The customer hasan unconditional obligation to pay for the asset (and the paymentisnon-refundable);
The customer haslegal title to the asset;

The customer can sellthe asset to (orexchange the asset with) another party;

The customer hasphysical possession of the asset;

The customer hasthe practical ability to take possession of the asset;

The customer specifiesthe design or function of the asset;

The customer hascontinuing managerial involvement with the asset;

The customercan secure or settle debt with the asset.

1t should be noted thata DPon insurance contractshasbeen published in 2007.

BEE MAZARS
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Analysiswill be required to validate the relevance of these indicatorsand to apply them to the actual contractual
clauses. Thisanalysisshould make it possible to determine whetherrevenue from construction contractsmay continue
to be recognised underthe percentage of completion method.

Identifying performance obligations

Thisissue hasalready been tackled several timesby the IFRIC (in particularin IFRIC 13 on Customer Loyalty Programmes
and IFRIC 15, Agreementsforthe Construction of Real Estate). The DP suggestsadopting an approach along the same
linesasthat adopted by the IFRRIC, by separately identifying and recognising the revenue from each ‘component’ of
the contract, known asa '‘performance obligation'.

Identification of the different componentsof a contractisvital, because it determinesthe pattern of revenue
recognition.

Asmany respondentsstressed the difficulty of allocating the contract price to the different performance obligations,
the IASBdecided that allocation should be made by contract ssgment. The ssgment would be defined asthe
aggregate of different performance obligationsmarketed together and for which there are observable market data.

Allocation of the contract price to each segment would lead to identify a different margin foreach segment, even
though the price hasbeen negotiated forthe ssgmentsasa whole. Thiswould thusintroduce a significant change with
the current IAS11 provisions.

Sale of goods with warranties

In the DP, the IASBassumed that a sale accompanied by a warranty would ssgment the contract into two separate
performance obligations, the delivery of the good and the provison of the warranty. In the light of the comments
received, the two Boardshave taken thisanalysisfurther and have identified two typesof warranty:

If the objective of a warranty isto provide a customer with cover for latent defects(i.e. those that exist when
the asset istransferred to the customer but which are not yet apparent), thiswarranty isnot a performance
obligation in itself, but ispar of the obligation to delivera compliant product. Thistype of guarantee should
include legal warranties. ltsaccounting treatment requiresthe “neutralisation” of part of the revenue
representing an estimate of the number of defective productsor parts, and of the “recording” asinventoriesa
part of the goods"supplied” (asif a part of the goodswasplaced on consignment with the customers) ;

If the objective of a warranty isto provide a customer with cover for faultsthat arise afterthe product is
transferred to the customer (eg optional warranties), which isequivalent to an insurance contract, thistype of
warranty representsa separate performance obligation and a portion of revenue should therefore be
allocated to that obligation.

A portion of revenue would be deferred in both cases. However, in the first case above, deferred revenue would be
measured on a cost-plusbasis, whereas, in the second case above, deferred revenue would be measured on a market
price orrate.

The entity’sobligation in a given jurisdiction to pay compensation if itsproductscause harm ordamage would not give

rise to a separate performance obligation. Instead, the entity would account forsuch obligationsin accordance with
IAS37 .

BEE MAZARS
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Sale of goods with right of return

Goodsmay be sold with a right of return granted to customers, such asthe customer'sright to withdraw during a certain
period, or buy-back clauses.

In the DP, the IASBidentified the right of return asa separate performance obligation.

Afterdeliberation, the Board concluded that:

an entity should not recognise revenue forthe goodsthat are expected to be returned but instead recognise a
refund liability for the expected (probability weighted) amount of refundsto customers;

thisprovision for refundsshould be updated periodically;

an entity should recognise an asset foritsright to recover goodson settling the refund liability (on the basis of
the expected present value and the original cost of the goodssupplied).

Sale of goods with the option to acquire additional goods or services

The Board also decided that, when recognising revenue, it wasappropriate to take account of optionsforthe supply of
additionalgoodsand servicesand optionsto renew.

an option to acquire additional goodsor servicesin a contract with a customer would be recognised asa
performance obligation only if the option providesa material right to the customer that the customer would not
receive without entering into that contract. The Board decided that an entity can use variousmethodsto
allocate consideration to those optional goodsand services. In some cases, an entity can estimate the
standalone selling price of an option asa bassforallocation. That estimate would reflect the discount the
customerwould obtain when exercising the option, adjusted for the discount that the customercould receive
without exercising the option and the likelihood that the option would be exercised;

for contractswith renewal options, an entity would allocate the transaction price to the optional goodsand
servicesby reference to the goodsand servicesexpected to be provided and the corresponding expected
consideration (requirement smilar to the proposalsin the DP on lease accounting).

Measurement of Revenue

According to the DP, total revenue that an entity may recognise correspondsto the consideration agreed in the
contract (discounted where applicable). The recognition of revenue on the basisof fairvalue (oran “exit price”), at
one time under consideration by the IASB, hastherefore been abandoned for contractswithin the scope of the DP.

The Board hasconfirmed that performance obligations (falling within the scope of the future ssandard and thus
excluding insurance contracts, financial instrumentsand leases) would not be remeasured (exceptin the event of
onerouscontracts, see below).

The Board hasconfirmed that if a contract containsseveral performance obligations (components), the contractual
price isallocated to each segment (a segment corresponding to the aggregate of different performance obligations

marketed together, see above) proportionally to the sale price of each good or service relating to these obligations.

The sale price of each good or service correspondsto the price at which the entity sellsor could sell thisgood or service

BEE MAZARS
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Estimates of uncertain consideration

The recognition criteria for uncertain consideration were not considered in the two Boards preliminary discussions.

Contrary to the current practice, uncertain consderation should be recognised on the basisof revisable estimates
(based on the probability of the possible outcomes).

However, thisrecognition would only occur if the entity can identify the possible outcomesand reasonably estimate the
related probabilities. Thiswould be the case if the entity:

hasexperience with identical or smilartypesof contracts; and

doesnot expect circumstancessurrounding those typesof contractsto change significantly.

Onerous contracts

According to the DP, the amount of the contractual selling price initially allocated to each performance obligation is
not subsequently remeasured unlessthe performance obligation becomesonerous. A performance obligation is
deemed onerouswhen the expected cost of satisfying the performance obligation exceedsthe amount initially
allocated. In thiscase, a lossisimmediately recognised for the difference.

The Board hasconfirmed that only performance obligationsrelative to onerouscontractswillbe remeasured.

The entity should carry out an oneroustest:

at segment level, and not forthe contract asa whole. Thisdecision, given that the Board hasopted for the
allocation of the transaction price by sesgment pro rata to the price forwhich the sesgmentscould be sold
separately (see above) may in some caseslead to account for a lossinitially (if there are significant differences
in margin between segments). In thiscase, assuming that the contract asa whole isprofitable, the conditions
under which the transaction price are allocated are reviewed so that no ssgment isinitially onerous (i.e. the loss
takesthe form of a “discount” allocated pro rata to the different ssgments).

on a direct costsbasis (that is, all coststhat relate directly to the specific contract orthat were incurred only
because the entity entered into the contract).

Contract costs

The ED should contain the following provisions:

the costsincurred in obtaining a contract (eg. selling, advertisng and marketing costs), costsrelating to the
performance obligationsalready satisfied and abnormalamountsof wasted labour or material willbe
expensed immediately when they are incurred.

if costsincurred to perform a contract do not meet the definition of an asset under other IFRSstandards (for
example inventories, PP&Eorintangible assets), they will be capitalised if they generate a resource that the
entity can use to satisfy itsperformance obligations, if they relate directly to a contract or a future contract,
and if they will probably be recovered in the course of a contract.

It should be noted that in current practice, (see IAS11), costsincurred in obtaining a contract are capitalised if it is
probable that the contract willbe obtained.

BEE MAZARS






A Qo Lok B

Hnancial liabilities: a first look at the forthcoming
exposure draft

On 12 November, the IASBpublished part one of IFRS9 on financial instruments, which dealswith the issues of
classfication and measurement of financial assets. At the last moment, the IASBdecided to limit the scope of this
standard to financial assets, postponing to a later date the publication of the part relating to financial liabilitiesin the
form of an exposure draft.

Beyond the GAAPtakesa look at the reason forthisdelay and setsout the main tentative decisonsretained by the
Board forthe forthcoming exposure draft.

Why was publication delayed?

IFRS9 wasoriginally intended to deal with issuesrelating to the measurement of financial assetsand liabilities. Thus
financial liabiltieswould have to be measured either at fairvalue, or at amortised cost. In the initial draft, financial
liabilitieswere measured in their entirety at amortised cost aslong asthe following three conditionswere met:

a. the instrument isheld within a busnessmodel whose objective isto hold the instrument to pay the
contractual cash flows (by contrast with management on the basisof fair value);

b. the instrument comprisesonly cash flowsrepresenting repayment of the principal orinterest on the
outstanding capital (time value of money and counterparty risk) ;

C. the entity electsnot to use the fairvalue option for thisinstrument.

If any of these three conditionswasnot met, the instrument had to be measured in itsentirety at fairvalue on the
statement of financial position.

At the time, some stakeholdersfelt that thisapproach could result in an increasing number of liabilitiesmeasured at fair
value. In particular, thisincrease wasexplained by the removal of the concept of an embedded derivative, meaning
that many “structured” liabilitieswould not satisfy the condition set out in point b above.

All financial liabilities classfied in the "fair value" category would be remeasured through profit or loss. Thistype of
treatment could thuslead entitiesto recognise gainsin profit and losseach time that their credit quality deteriorated.
Thiswascriticised by many stakeholderswho felt that it wascounterintuitivel.

Given the concernsreceived by stakeholders, the Board decided to differthe publication of the part of the standard
dealing with financial liabilitiesin order to further discussthisissue.

Forexample, an entity issuesa 10-year bond with a notional value of 100 at a rate of 5%. At the end of the first year, asa result of deterioration in its
credit risk, the rate at which the entity isnow in a position to borrow goesup to 7% (assuming that the risk-free interest rate remainsunchanged).
Consequently, the market value of the debt automatically changesfrom 100 to 87, generating a gain of 13 in profit or loss, even though the financial

situation of the entity hasdeteriorated.
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What are the main tentative decisions of the Board?

Fve monthshave passed since the first version of IlRS9 waspublished. The IASBhastaken advantage of thistime to
consult the variousstakeholdersand ispreparing to publish an exposure draft presenting the model which it proposesto
use. Beyond the GAAP presentsthe main tentative decisions.

The exposure draft islikely to propose four categoriesof financial liabilities:

unstructured financial liabilitiesmanaged undera businessmodel based on payment of contractual cash
flows: these willbe measured at amortised cost;

structured financial liabiltiesmanaged undera busnessmodelbased on payment of contractual cash flows:
these willbe treated on the basisof the existing provisonsof IAS39 on structured financial liabilities, i.e. by
separating the embedded derivative from the host contractin order that the lattercan be measured at
amortised cost while the structured componentismeasured at fair value;

financial liabilitiesnot managed undera busnessmodelbased on payment of contractual cash flows: these
willbe measured on the balance sheet at fairvalue. Changesin fairvalue willimpact profit or loss;

financial liabilitiesfor which the entity electsvoluntarily for fair value measurement: these willbe measured on
the statement of comprehensive income at fairvalue. Changesin fair value willbe recognised in Other
Comprehensive Income forthe part relating to the "credit risk" component only, while the residual change will
affect profit and loss.

The IASB presentsthisapproach asa marginal development of the current provisionsof IAS39 (the main changesbeing
limited to the “Fair Value Option” category).

What are the main issues of these proposals?

In anticipation of the exposure draft and clarification of how thisapproach would be implemented, Beyond the GAAP
liststhe main issuesof these proposals:

no symmetry between financial assetsand financial liabilities: earlier raised by the IASB, the symmetry of analysis
and treatment between assetsand liabilitiesin IFRS9 isunlikely to be retained;

the embedded derivative conceptisback: removed from the treatment of financial assetsin phase one of IFRS
9 with the aim of smplification, the concept would be reintroduced on the liabilitiesside;

a new measurement method: IAS39 currently includesthree measurement methods(amortised cost,
separation of the embedded derivative and fair value through profit orloss). IFRS9 islikely to add a fourth
measurement method based on fair value with recognition of the "credit risk"component in Other
Comprehensive Income;

a new operational difficulty: measuring the "credit risk" component separately. In the aftermath of the financial
crisis, characterised by lasting tensionsin the market for liquidity, it will be interesting to see how the IASB will
define this"credit risk" component.

Beyond the GAAP willpropose an in-depth analysisof the exposure draft assoon asitispublished and report on the first
stakeholders reactions.
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Events/publications
Fequently asked questions
Seminarson “Current developmentsin IFRS’

Mazars Technical Department willhost a number of IAY IFRS
seminarsthroughout 2010 dedicated to current
developmentsin IFRS These seminars, organised by Francis
Lefébvre Formation, willbe held 25 June, 24 Septemberand
10 December 2010.

Analyssand proposed accounting treatment of a PPP
(Public-Private Partnership) from the point of view of the
grantor;

Accounting treatment of an adjustment to the cost of
To register, please contact FrancisLefebvre Formation — an investment in an associate;

www_fif.fr, +33 (0)1 44 01 39 99. Construction contract: accounting treatment for

indemnitiesdue to the customer.

IASB IFRIC BEFRAG

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 September 2010 14 - 16 July 2010

Beyond the GAAPispublished by Mazars. The purpose of thisnewsdetteristo keep readersinformed of accounting developments. Beyond the GAAP may underno circumstancesbe
associated, in whole orin part, with an opinion issued by Mazars. Despite the meticulouscare taken in preparing thispublication, Mazarsmay not be held liable forany ermorsor omissonsit
might contain.

The drafting of the present edition wascompleted on 9 April 2010
Mazars—April 2010



