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2 Structure of this manual
The siracture of this manual is as follows:

@ chapter Al provides background information on the TASE and on the
application of IFRSs globally;

@ chapters A2 to A41 and appendices AT to A3 deal with the frame-
work and Standards issued by the TASE and Interpretations of those
Standards, and appendix A4 deals with the International Financial
Reporting Standard for Small and Medium-sized Entities (IFRS for
SMEs);

® Volume B deals with accounting for financial instrumentis for entities
that have adopted IFRS @ Financial Instruments. It covers 1AS 32
Fingneial Instriments: Presentation, 1AS 39 Financial Instruments: Recog-
uition and Measuvement (as amended by IFRS 9, IFRS 7 Financial
Instruments: Disclosures and IFRS 2; and

= Volume C deals with accounting for financial instruments for entities

that have not yet adopted IFRS 9. It covers 1AD 32, TAL 39 (prior to
amendment by HRS 9), and IFRS 7.

Transitional requirements are discussed for Standards that have become
effective for perlods beginning after 1 January 2010, In addition. when
IFRS 1 First-thme Adoption of International Financial Reporting Standards
reguives comnpliance with the transitional requiremenis in Standards, the
relevant requirements are explained.




A1 Aboui International Financial Reporting Standards

2015, and 23 if a decision is teken to move o mandatory application of
IFRSs, thers will be a five-to-seven-year preparation period. The timing for
the final decisions has not vet been set. :

IFRSs are Ipoked to in developing national GAAP to varying degrees in
China, Indonesia, Thatland and Vietnam, but significant differences exist,

4.6 Use of IFRSs in other parts of the world

Many countries in the rest of the world are either already requiring or

permitiing IFRSs or are in the process of moving to IFKESs. South African
listed companies must use 1FRSs, and many of the former Soviet Union
countries have adopted (in part or comprehensively) IFRSs as their pri-
mary accounting framework, For a detailed country-by-country list of the
status of adoption of IFRSs, see wuwniasplus.com.

5 IFRS for Small and Mediummsizedé |
Entities

In july 2009, the TASB issued the IFRS for Sraail and Mediwmn-sized
Entities (SMEs). It is a self-contained Standard of about 230 pages tatlored
for the needs and capabilities of smaller businesses. Many of the principles
in full IFRSs for recognising and measuring assets, liabilities, income, ard
expenses have been simplified; topics not relevant to SMEs have becn
omitted; and the number of required disclosures has been sigiuficantly
reduced. To lessen the reporting burden for SMFs further, revisions to the
TFRS for SMEs will be limited to once every three years. It was effective
irnmediately on issue.

The [FRS for SMEs is separate from full TF RSs and it iberefore available for
any jurisdiction to adopt whether or pot it has adepred Full IFRSs. 1t is also

for each jurisdiction to determine which entities should use the Standard.

See appendix Ad for an overview of the IFRS for SMEs,
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Purpose and status of the Conceptual Framework A2

p{ember 2010, the [ASE and the US FASBE completed the first phase of
ir joint project to develop an improved and converged conceptual
work for IFRSs and US GAARP At that time, they issued two chapters
e C{}ﬂif’;ﬁi wal Framework for Financial Reporting {the Conceptual Frame-
k).~ Chapter 1 The objective of general purpose financial reporting and
prer 3 Qualifative characteristics of useful financigl information.

£ Conceptual Framework project is being carried out in phases (see
action 9). As each phase is finalised, the relevant paragraphs in the
eork for the Preparation and Presentation of Financial Statements (the
SR’ predecessor framework) are replaced.

“chapter follows the text of the Conceptual Framework for Finarcial
eporting in the IASE's 2011 Bound Volume. It incorporates the two
hapters of the Conceptual Framework completed in September 2010, with

cemaining text {sections 6 fo 8 below) carried forward from the
ad scessor framework pending completion of the remaining phases.

he Conceptual Framework sets out the concepts underlying the prepara-
s and presentation of Hinancial statements for external users. A compre-
ensive discassion of each of the fopics covered in the Conceptual
ramework is bevond the scope of this text. The {ollowing sections
refore provide a very brief summary of the matters discussed therein.

: Termim}%ngy

Purpose and status of the Conceptual
Framework

1e pitrpose of the Concepiual Frasmework is:

to assist the IASB in the development of future IFR5s and in its
teview of existing IFRSs;
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o  io assist the IASB in promoting harmonisation of reguiations,
lures relating to the presentation of

accounting standards and proced
financial statements by providing a basis for reduding the musmber of
alternative accounting treatments permitted by IFRSs;

s to assist national standard-setiing bodies in developing national
standards;
fal i ie anpivine (FRSa and i
& to assist preparers of financial statements in applying (FRSs and in
~ C
dealing with topics that have yet to form the subject of an IFR5;

2 to assist 1udi¢tnr% in forming an opinion as o whether mmm:iai
staternents comply with IFRSs;

e o assigt users of financial statements in interpreting the information
contained in financial statements prepared in conformity with IF RSs;
and

® 0 "}TGV%QE. those who are imterested in the work of the TASE with
information about its approach to the formulation of 1FR5s.

The tozwmmm Framework is not itself an International F nammﬁ Report—
ing Standard and, thercfore, it does not define standards for particular
recognition, measurement, presentation or disciosure issues. There may be
conflicts between the Conceptual Framework and individual Standards or
Interpretations, which are being addressed by the IASE over time. When
such a conflict arises, the Standard or Interpretation takes precedence. T b
is a key point in that it clarifies that the principles af the Comcential
Framework cannot be used to justify a treatment that contraveaes an

extant [FRS.

The objective of general purpose financial reporting A2

i the absence of a Standard or an Interpretation that specifically applies to
a fransaction or event, 1AS B Accounting Policies, Changes in Accousnting
Fstimates and Errors requires that management should use ifs judgement in
developing and applying an accounting policy that results in information
shat is relevant and reliable. In malking that judgement, TAS 831 requires
management to consider first the requirements and guidance in Standards
and Interpretations dealing with similar and related issues, and second the
definitions, recognition criteria and measurement mnkepts for assets,
liabilities, mcome and expenses in the Conceptual Framework {see sec
tion 3.3 of chapter A5),

3 Beoope

The Concepiual Framework deals specilically with

@ the objective of general purpose financial reporting {sec section 4
below);

& e gualitative characteristics of useful financial information {sce
section 5 below;

e the definition, recognition and measurement of the elements from
which financial statements are constructed {(see sections & and 7

balow); and

e concepts of capital and capital maintenance (see section & below).

4 The objective of general purpose
financial reporting

Chapter 1 of the Conceptual Framework addresses the Qb; ctive of general
purpose financial reporting (hereafter, just “financial reporting”) ~ which is
considerad to be the fourdation of the Conceptual Pramework from which

the other aspects (io be dealt with in later chapters) flow logically,

The ebiective of financial reporting is identified as being “to provide
financial information about the veporting entity that is useful to existing
and potential investors, lenders and other credifors In making dedisions
abput providing resources to the entity. Those decisions involve buying,
seiling or holding equity and debt instruments, and providing ox :Li‘hs‘"‘%}:,
loans and other forms of credit”. [CFROB21

el
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A2 Conceptual framework for financial reporting

The primary users of general purpose firancial reports are identified as
existing and potential investors, fenders and other creditors who cannot
require the entity to provide information directly to them and who,
consequently, rely on general purpose financial reports for much (but not
alh) of the financial information they need. [CFOB5] Other parties (e.g.
regidators and members of the public) may make use of general purpose
financial reports but the information ncluded therein is not primarily
directed to such parties. [CF:OB10]

The needs of all of the primary users are not the same - and the
Conceptual Framework establishes the principle that, in developing IFRSs,
the TASB “will seek to provide the information set that will meet the needs
of the maximum number of primary users”, {CF.OBg]

Information is considered to be ‘useful’ if it helps the primary users of
general purpose financial reports to assess the prospects for future net
cash mnflows to an entity; such an assessment enables the primary users to
estimate the return that they can expect from transacting with the entity.
[CHODB3]

To assess an entity’s prospects for future net cash inflows, the primary
users need information regarding (1) the resources of the entity and claims
against the entity, and (2) how efficiently and effectively the entity’s
management has discharged its responsibilities. [CEAORY]

4.1 Information about the resources of the entity and
claims against the entity

General purpose financial reports provide information about:

[CFOB12 & OB15]

e the financial position of an entity (i.e. information about its economic

resources and claims against if);

The objective of general purpose financial reporting A2

@ the fnancial performance of an entity; and

e the effects of other events and transactions that affect the entity's
economic resources and claims against it (e.g. issuing debt or equity
securities). :

Information about the nature and amounts of an entity’s economic
resources and claims against it is useful for assessing its financial strengths
and weaknesses, such as the liquidity of the entity and its financing needs.
ffzrmation about priorities and payment requirements of existing claims
Felus users to predict how future cash flows will be distributed among
Hose with a daim against the entity. [CHOB13]

Information about the performance of an entity helps users to understand
the return that the entity has produced from its economic resources {which
is an indication of how well management has discharged its stewardship
responsibilities). Information regarding the performance of an entity is
prepared using the accrual basis of accounting (Le. focusing on the effects
of events and transactions when they occur and not necessarily when cash
is received or paid), which is considered to provide a better basis for
assessing the entity’s past and future performance than information solely
about cash receipt and payments. [CF.OB16 & 17]

Information about an entity’s cash flows during a period is also consid-
ered to be useful in the assessment of the entity’s ability to generate future
net cash inflows; it helps users to undesstand an entity’s operations,
evaluate its financing and investing activites, assess its lquidity or
solvency and interpret other information about financial performance.
ICEOR20]

Finally, information regarding changes in the entity’s resources and claims
against it for reasons other than financial performance {e.g. the issue of
additional ownership shares) is needed to provide users of general par-
pose financial reports with a complete understanding of why the entity’s
economic resources and claims against it have changed and the implica-
tions of those changes for its future financial performance. [CROB21]
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5 Qualitative characteristics of useful
finaﬂciaﬁ statements

Chapter 3 of the Conceptual Framework considers the (’uﬁhtaiwe charac
teristics of deciston-useful financial information, and constraints on ihz
information that can be provided by financial reposting, so as to identify
the types of information that are likely to be most useful to the primary
users of general purpose finanaal reports.

The Conceptual Framework states that if financial information is to be
useful, it must be relevant and faithfully represent what it purports to
represent; these are the two fundamental qualitative characteristics of
useful financial information ~ ‘relevance’ and ‘faithful representation’.
[CFOC4 & 5] Information must be both relevant and faithfully repre-
sented if it is to be useful, Neither a faithful representation of an irvelevant
phenomenon nor an unfaithful representation of a relevant phenomenon
helps users make good decisions. HCFQCTT

The usefulness of financial information is considered 1o be enhanced if itis
comparable, verifiaHv timely and understandable, [CF:QC5] ‘Compara-
bility, ‘verifiability’, ‘timeliness’ and ‘understandability’ are therefore
described as enhancing qualitative characteristics. [CRQC 19} The Concep-
taal Framework notes that such evhancement should be maximised fo the

extent p“a‘:-ﬂbie However, these qualitative characteristics cannot make
information useful if the information is irrelevani or not faithfully repre-

sented. [CRQU33]

Dualitative characieristics of useful financial statements A2

51 Fundamental qualitative characteristics

511 Relevance

Financial information is yelevant when it is “capable of making a differ-
pnce i the decisions made by users”, [CEQU6] Information is capable of
making a difference in a dedision-making process if it has predictive value
{i.e. it can be used as an input to predict future outcomes), confirmatory
value (Le. it provides feedback about previous evaluations) or both.

Tn determining whether or not information is relevani to the needs of
LSETs, px.‘é parers of financial information need to take account of the nature
and materiality of the information. Information is considered to be mat-
erial if cmitting it or misstating it could influence the decisions of users
taken on the basis of the financial information. Because materiality is an
entity-specitic characteristic to be determined in the context of an indi-
vidual entity’s financial report, the IASB has concluded that it cannot
specify a uniform quantitative threshold for materiality or predetermine
what could be material in a particular situation, [CRQCI o

5.1.2 Faithful representation

Relevant financial information must also be faithfully represented to be
useful. A faithful representation is one that is “complete, neutral, and free
from error” to the extent possible.,

ROz - QCir;% o

e A depiction is ‘complete” if it i !rsd(,q all of the ‘infﬁl'ﬁ’ih’?ﬂ that a
user needs to understand what is being veported, including all
necessary descriptions and explanations.

e A depiction is ‘mentral’ if it is without bias in the selection or
presentation of financial information {i.e. it is not slanted, weighted,
emphasised, de-emphasised or otherwise manipulated to increase
the probability that financial information will be received favourably
or unfavourably by users).

% A depiction is “free from error’ if there are no errors or omissions in
the information provided and the process used o produce the

27
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reported information has been selected and apphied with no errors in
the process. In this context, free from error does not mean perfectly
accurate in all respects.

52 Enhancing qualitative characteristics

Comparability, verifiability, timeliness and understandability are qualita-
tive characteristics that enhance the usefulness of information that is
relevant and faithfully represented. The enhancing qualitative characteris-
tics may also help determine which of two ways should be used to depict
an event or transaction if both are considered equally relevant and
faithfully represented, [CF.QC19]

5.2.1 Comparability

Information about an entity is considered to be more useful if it can be
compared with similar information about other entities and with similar
information about the same entity for another period or another date.
Comparability is the qualitative characteristic that enables users to iden-
tify and understand similarities in, and differences among, items.
[CRQC20 & 21]

Using the same methods for the same items, either from peried to periqd
within an entity or in a single period across entities (i.e. consistency), holps
to achieve comparability. [CF:.QC22]. Although an economic eveni or
transacton can sometimes be faithfully represented in multiple ways,
permitting alternative accounting methods for the same economic phe-
nomenon diminishes comparability. [CF.QC25]

522 Verifiability

Verifiability means that different knowledgeable and independent observ-
ers could reach consensus, although not necessarily complete agreement;
that a particular depiction is a faithful representation. Quantified informa-
tion need not be a single point estimate to be verifiable ~ a range of
possible amounts and the related probabilities can also be verified. Verifi-
ability helps assure users that information faithfully represents the events
or transactions it purports to represent. [CFR.QC26]

Verification can be direct or indirect. Direct verification means verifying an
amount or other representation through direct observation {e.g. by count-
ing cash), Indirect verification means checking the inputs t© a model,
formula or other technique and recalculating the outputs using the same
methodology, [CHQC27]

28
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it may not be possible to verify some explanations and forward-looking
financial mformation unti a future period, if at all. To help users decide
whether they want to use that infermation, i would normally be neces-
sary to disclose the underlying assumptions, the methods of compiling the
information and other factors and circumstances that support the informa-
ton. JCF0C28]

523 Timeliness

Timeliness means having information available to decision-makers in time
tp be capable of influencing their decisions. Generally, the older the
information is the less useful it is. Howevern some information may
continue to be timely long after the end of a reporting period because, for
example, some users may need to identify and assess trends. {CF.QC24]

5.2.4 Understandability

Classifying, characterising and presenting information clearly and con-
diselv makes it understandable. [CHOQC30]

The Conceptual Framework allows a preparer to assutne that users have a
reasonable knowledge of business and economic activities, and that users
review and analyse the information diligently. Complex financial informa-
tion should not be excluded from financial reports in order to make those
financial reports easier to understand, because the resulting information
would be incomplete and, therefore, potentially misleading, [CF:QC31 &
32]

5.3 The cost constraint on financial reporting

The Conceptual Framework acknowledges that cost is a pervasive con-
straint on the information that can be provided by financial reporting,
Reporting financial information imposes costs, and it is important that
those costs are justified by the benefits of reporting that information.
{CE(C35]

Costs are incurred by providers of financial information in collecting,
processing, verifying and disseminating financial information; users of
financial information also incur costs when analysing and interpreting the
information provided. If needed information is not provided, users incur
additional costs to obtain that information elsewhere or to estimate it
[CROC36]

In applying the cost constraint when developing IFRSs, the JASB assesses
whether the benefits of reporting particular information are iikely to

29



Az Conceptual framework for financial reporting

justify the costs incurred to provide and use that information. The Board
seeks to consider costs and benefits in relation to financial reporting
generally and not just in relation o individual reporting entities. That dees
not mean that assessments of costs and benefits always justify the same
teporting requirements for all entities. Differences may be appropriate
because of different sizes of entities, different ways of raising capital
{publicly or privately), different users’ needs or other factors. [TFRQOU38 &
39

6 Assumptions underlying the gﬁarepamﬁ.@m
of financial statements

Chapter 4 of the Conceptual Framework identifies ‘going concern” as one
asswmption underlying the preparation of fnancial statements. This

assumption {together with a number of other general features of financial
statements introduced in IAS 1 Presentation of Financial Siatemenis) is
discussed in chapter A4

7 The elements of financial statements

Chapter 4 of the Conceptual Framework (carried forward from the [ASE's
predecessor framework) provides definitions for the elements of financial
staternenis, as well as principles for the recognition and measurermen: ot
those elements.

7.1 Assels

7.0.1  Definition

The Conceptial Framework defines an asset as & respurce controlled by
the entity as a result of past events and from which future economic

benefits are expected o flow to the entity, [CF4.4(a)]

The future economic beneflit emboedied in an asset is the potential to
contribute, directly or indivectly, to the flow of cash and cash equivalents.
{CF4.8] Such benefits may flow to the endity in a number of ways —e.g. by
use in the production process, by exchange for other assets, as settlement
of a Hability, or by distribution to the owners of the entity.

Many assets have physical form ~ but that is not essential to the existence
of an asset. For example, intangibles such as patents and copyrights are
assets if future economic benefits are expected to flow from them fo the
entity and if they are controled by the entity. [CF4.11]

3
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he entity’s control over those future economic benefits will most come-
monty be evidenced by legal ownership, but that is not essential. For

example, property held on lease is an asset if the entity controls the

" benefits thet are expected to flow from it [CFA4.12]

The entity will usually have legal righis over an asset — but not pecessarily
so. For example, know-how obtained from a development activity may
meet the definition of an asset when, by keeping the know-how secret, an
entity controls the benefits that are expected to flow from it [CF4.12]

The assets of an entity must result fromm a past transaction or event. Assels
are most usually acquired by purchasing or producing them - but this will
not abways be the case {e.g when assels may be received Dy way of
goverament grant or contributions from equity participants). [CF4.13]

There is a “‘close assoclation” between incurring expenditure and generat-
ing assets, but the two do not necessarily coincide. An entity may incur
expenditure with a view to obtaining future economic benefits, buf the

wditure may not result in an item satisfying the definition of an asset.

Egually, an itemr may satisfy the definition of an asset without any
sxpenditure having been incurred {e.g. a donated asset). [CF4.14]

g 1y
7 4.2

Recognition

An asset should be recopgnised in the balance sheet when:
HCE4 441

& it is probable that the future economic benetits will flow to the entity;
and :

a  the asset has a cost or value that can be messured reliably.

The assessment of the degree of uncertainty atiaching to the flow of future
econemic benefits s made on the basis of the evidence available when the
financial statements are prepared. An assel s not recognised in the balance
sneet when expenditure has been incurred from which it is considered
mnprobable that economuic benefifs will flow to the endily beyond the
current accounting period. Instead, such a transaction is dealt with as an
expense in the income statement,

e Ay N 2

713 Measurement

The determination of the monetary amount at which an asset is (o be
recognised in the balance sheet Involves the selection of a particular basis
of measurement. '
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The most commeon bases of measurement for assets are;
ICT4.55]

@ historical cost —~ assets are recorded at the amount of cash or cash
equivalents paid or the fair value of the consideration given to
acquire them at the time of their acquisition;

®  current cost - assets are carried at the amount of cash or cash
equivalents that would have to be paid if the same or an equivalent
asset was acquired currently;

¢  realisable value — assets are carried at the amount of cash or cash
equivalents that could currently be obtained by selling the asset in an
orderly disposal; and

@  present value - assets are carried at the present discounted value of
the future net cash inflows that the ifem is expected to generate in the
normal course of business.

The Conceptual Framework does not indicate a preference for any of these
meagurement bases. It points cut that the measurement basis most com-
mondy adopted is historical cost ~ often combined with other bases. For
example, inventories are usually carried at the lower of cost and net
realisable value. HCF:4.56]

7.2 Liabilites

7.2.1  Definition

The Conceptual Framework defines a lisbility as a presen: obligation of
the entity arising from past events, the settlement of which is expected o
result in an ouiflow from the entity of resources embudying economic
benefits, [CF:4.4(b)]

Arn essential characteristic of a liability is that the entity has a present
obligation. An obligation is a duty or responsibility to act or perform in a
certaine way. Obligations may be legally enforceable (e.g. a binding con-
tract or a stabwtory reguirement}). Obligations also arise, however, from
normal business practice, custom and a desire to maintain good business
relations or to act in an equitable manper. For example, an entity may
decide as a matter of policy to rectify faults in its products after the
warranty period has expired, even though it has no legal obligation to do
so, with the objective of maintaining its reputation with customers.
[{CF4.15]

The Conceptual Framework draws a distinction between a present obliga-
ton and a future commitment. A decision by management to acquire an

32
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set or t0 Ingur expenditure in the future does not, of itself, create a

sresent obligation. An obligation nermally arises only when the goods are
delivered or an irrevocable agreement is entered into. [CR4.16}

The settiement of a Hability usually involves the entity giving up resources

Cembodying economic benefits — whether by payment of cash, transfer of
other assets, provision of services, replacement of the obligation by
" another obligation, or conversion of the obligation o equity. [CF:4.17]

7.2.2 Recognition

A liability should be recognised in the balance sheet when:
[CF:4.46]

s it is probable that an outflow of resources embodying economic
" benefits will result from the setflement of a present obligation; and

e _the amount at which the settlement will take place can be measured
retiably.

In practice, obligations under contracts that are equally proportionately
unperformed {e.g. liabilities for inventories ordered but not yet received)
are generally not recognised as Habilities in the financial statements (see
chapter Ai2 for a discussion of executory coniracts).

7.2.3 Measurement

The determination of the monetary amount at which a liabifity is to be
recognised in the balance sheet involves the selection of a particular basis
of measurement.

The most common bases of measurement for Habilities are:
H(F4.55]

2 historical cost - liabilities are recorded at the amount of the proceeds
received in exchange for the obligation or at the amounts of cash or
cash equivalents expected to be paid to satisfy the hability in the
normal course of business;

#  current cost - labilities are carried at the undiscounted amount of
cash or cash eguivalents that would be required to settle the obliga-
ton currently;

@ settlement value ~ Habilities are carried at their settlement values, Le
at the undiscounied amounts of cash or cash equivalenis expected to
be paid to satisfy the Babilities in the normal course of business; and

33
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An expense is recognised jmmediately in the income statement in those
cases when the expenditure produces no future economic penefits, or
when future economic benefits do not qualify, or cease to qualify, for
recognition in the balance sheet as an asset. [CHA.52]

An expense is also recognised in the income statement when a lisbility is
incurred without the recognition of an asset, e.g. when a lability arises
under a product warranty. [CF:4.53]

7.6 Transactions with equity participants

The definitions of both income and expenses set out in the previous
sections exclude contributions from and distributions to equity partici-
panis. These exclusions are based on the principle that profit or loss of the
entity cannot be created simply by transferring resources to or from the
owners of the entity,

8§ Concepts of capital and capital
maintenance

The Conceptual Framework identifies two concepts of capital mainte-
nance:
HCF4.58]

®  financial capital maintenance ~ under which profit is eartied only if
the financial {or money) amount of the net assets at the end of the
reporting period exceeds the financial (or money) snount of net
assets at the beginning of the reporting period, atter excluding any
distributions to, and contributions from, owrers during the period:
and

®  physical capital maintenance — under which a profif is earned only i
the physical productive capacity (or operating capability} of the
entity {or the resources or funds needed to achieve that capacity) at
the end of the period exceeds the physical productive capacity at the
beginning of the period, after excluding any distributions to, and
contributions {rom, owners during the period.

The Conceptual Framework does not indicate a preference for either of
these concepts of capital mainienance. '

The selection of a concept of capital maintenance {and of the measurement

basis to be used) determines the accounting model used in preparation of
the financial statements. The Conceptual Framework acknowledges that
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different accounting models exhibit different degrees of relevance and
reliability, and that preparers of financial staternents should seek s balance
between those characteristics,

g Future developments

At the time of writing, the IASB and the FASDS have completed Phase A In
their joint project to develop a common conceptual framework {compris-
ing 2 chapters ~ see section 1 above). The remaining stages in the project
are listed below.

Phase B: Definitions of elements, recognition and derecognition

Phase Measurement

Phase [x Reporting entity concept

Phase E: Boundaries of financial reporting, and presentation and dis-
closure

Pripee B Purpose and status of the framework

Phase G Application of the framework to not-for-profit entities

Phase H: Remaining issues, if necessary

in March 2010, an exposure draft of the reporting entity chapter (Fhase 12}
was published, with comments to be submitted by 16 July 2010, The IASB
and the FASE have had some follow-up discussions on the responses to
the exposure draft, and preliminary discussions on Fhases B and C, but
further progress has been limited by the priority given to other projects
since mid-2000,

In July 2011, the IASB published a request for views to consul on its
agenda; after that consuitation is complete, the Board will decide whether
and how to continue with the common concepiual framework project.
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Core principle and scope  Al8

Introduction

23 Borrowing Costs prescribes the accounting treatiment for borrowing

Standard was significantly revised in March 2007, when the option to
pense all borrowing costs {including those directly atiributable to the
aé'qﬁisitian, constructon or production of qualifying asscts) was removed

h effect Tor annual periods beginning on or after 1 January 2009, The
sndard was mwost recently amended ine May 2008 by Improvemenis lo

# core principle of TAS 23 is that borrowing costs directly attributable to
'chuisiﬁaﬂ, construction or production of a gqualifying asset form part
e cost of that asset. Gther borrowing costs are recognised as an

interest expense calculated using the effective interest method as
described in IAS 39 Financial Instrignents: Recognition and Measure-
ment;

finance charges in respect of finance leases recognised in accordance
with [AS 17 Leases; and

exchange differences arising from foreign currency borrowings o the
‘extent that they are regarded as an adjustiment to inferest costs.

- Theé effective inferest method is a method of calculating the amortised cost
of @ financial asset or o financial lability and of allocating the interest
income or inlerest expense over the relevant period. The effective interest
Iate i the rate that exactly discounts estimated future cash paviments or
Teceipis through the expected life of the financial instrument or, when
appropriate, a shorter period to the net carrying amount of the financial
asset or financial lability, The calculation includes all fees and points paid
or received between parties to the contract that are an ingegral part of the
effective interest rate, transaction costs, and all other premiums or dis-
counts. {IAS 39:9] See section 4.1 of chapter C6 (or, for entities that have
adopted IFRS 2, section 4.1 of chapter B6) for further discussion.




teality s not required o apply 1AS 23 1o borrowing costs direct
attributable to the acguisition, construction ar production of:

{1A5 23:4]

{a} a qualifying asset {see 3.1 below) measured at fair value {eg,
biological asset or an investment Property under constriction m
ured at fair value); or
inventories that are manufactured, or otherwise produced, in la
quaniities on a repetitive basis.

Exchange differences to be included in borrowing
cosis

Core prinviple and scope  AlB
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AlS Borrowing costs Recognition of bﬂrz:awing costs AIR

mputed interest on convertible debt instruments

Recognition of borrowing costs

ing costs that are divectly atiributable to the acquisition, construc-
nroduction of a qualifying asset are capitalised as part of the cost of

e avatitying asset. Other borrowing costs are recognised as an expense in
“irind in which they are incurred. [TAS 23:8 & 91

2.2 Costs associated with shares and similar insbrunzents
classified as financial liabilities

IAS 23 does not deal with the actual or imputed cost of equity, including
preferred capital not classified as a lability. [IAS 23:31

Jepending on the crewmstances, any of the following may be gualifying

nventories:



Al8  Borrowing cosis

intangible assets;
investment properties;
manufac-iuﬁng plants; and
power generation facilities,

the following are not qualifying assets:
HAS 23:7]

assets that are ready for their intended use or sale when acquired; |

financial assets: and

inventories that are manufactured, or otherwise produced, over
short period of Hime.

311 Assets with an extended delivery period

Recognition of borrowing costs A8

quity method investments




A8 Borrowing costs

3.1.4  Joinily controlled entities accounted for using

proportionaie consolidation (entities that have not
yet adopted IFRS 11)

3.2 Beorrowing costs eligible for capitalisation
The borrowing costs that are eligible for capitalisation are those bu; rowing
costs that would have been avoided if the expenditure on the qua alifying

asset had not been made, [TAS 23 1]

RO

313 Joint operations (entities that hape adopted IFRS 11y

Recopgnition of borrowing costs  Al8

1.1 Specific borrowing costs

en funds are borrowed specifically for the purpose of acquiring or
snstracting a qualifying asset, the amount of borrowing costs eligible for
- S i s &3

3 L A -
; taation i Aoty HITOWINE Costs incu ' oge funds durine
weapitalisation is the actual borrowing costs incurred on those fu ing

the period, [IAS 23:12]

he financing arrangements may result in the specific borrowings being

ch i is bei ils 5 finance the
drawn down pnor to sore or all of the funds bemg utilised o finar




Al8  Borrowing costs

Recognition of borrowing costs  AlB

3.2.2 General borrowing costs

When a qualifying asset is funded from a pool of general borrowings, the
amount of the borrowing costs eligible for capitalisation is not so obvigy
While the basic principles still apply, there may be practical difﬁcu%ﬁeg
identifying a direct relationship between the particular borrowings:
fised and the qualifying assets. BR

3.2.2.1  Calculation of capitalisation rate

In these circumstances, 1AS 23:14 requires that the amount of the borros
ing costs to be capifalised should be determined by applying an EYel i e
ate capitalisation rate to the expenditure on the qualifying asset.

The capitalisation rate is calculated as follows:
HAS 23:14]

Total general borrowing costs for the period (ie. excluding specific

Expenditure to which the capitalisation rate is applied
borrowings) '

R i Sount of expenditure on a qualifving asset used in the calculation
Weighted average total general borrowings (ie. excluding specific a P 1 ying

borrowings)

nsist only of payments of cash, transfers of other assets or the
nphion of interest-bearing liabilities, and shouid be reduced by any
ale deposits, progress payments or grants received in connection with

ualifying asset. The average carrving amount of the asset during a
cluding borrowing costs previcusly capitalised, is normally a
"le-appmximation of the expenditures to which the capitalisation
pplied in that period. [1AS 23:18]

Borrowing costs capitalised limited to the borrowing costs
incurred

pitalisation of general borrowing costs calculated using the capitali-
n rate is subject to the condition that the amount of borrowing costs
alised should not exceed the actual borrowing costs incurred during
satne period. {IAS 23:14]




Recogniiion of borrowing ¢osts  A18

1026 Use of insurance proceeds to fund the reconstruction of
an gssed T _ /




Recognition of borrowing costs  Al8

Al1% Borrowing cosis

3.3 Interaction of capitalisation of borrowing costs and
hedge accounting

The interaction between the capitalisation of borrowing costs and hedge
accounting is discussed at 2.6 in chapter C10 {or, for entities that have
adopted IFRS 9, 2.6 in chapter B16). :

34 Period of capitalisation

3.4.1 Commencement of capitalisation

IAS 23:17 states that borrowing costs should be capitalised from the
commencement date. The commencement date for casiadsation is the
date when the following three conditions are first met: :

»  expenditures for the asset are being incurred:

@ borrowing costs are being incurred; and

e  activities that are necessary to prepare the asset for its intended use

or sale are being undertaken.

-activities, does not entitle an entity to capitalise related borrowing
5. [TAS 23:197 A typical example is the holding of land banks that are
tundergoing activities necessary to prepare them for their intended use.
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