2.4 Fair value measurement

and generally representative of fair value. However, the definition of a closing price may represeng
different things on different exchanges for different types of financial instruments. For example, g
closing price may range from the last transaction price for the day to a price derived from a compli-
cated calculation or process. If an asset or a liability is subject to a bid-ask spread (see 2.4.250), theq
an entity needs to assess the nature of the closing price. [/FRS /3.B34]

2.4.280.130 In some cases, the quoted price in an active market may not represent fair value at
the measurement date — e.g. if a significant event takes place after the close of a market but before
the measurement date, such as the announcement of a business combination. In that case, an entity
chooses an accounting policy, to be applied consistently, for identifying those events that may affect
fair value measurements. This exception is limited to situations in which the significant event takes
place after the close of the market but before the measurement date. It does not apply to situations in
which the event takes place after the measurement date. [IFRS 13.79(b)]

ExAMPLE 8 — ADIUSTMENT TO LEVEL | INPUTS — AFTERMARKET TRANSACTIONS

2.4.280.140 Company P invests in shares of Company T that are listed on the
London Stock Exchange (LSE). On the reporting date, P obtains the closing price of
the shares from the LSE. After the closing time of the LSE but still on the reporting
date, T makes a public announcement that affects the fair value of its shares; this is
evidenced by prices for a small number of aftermarket transactions in depository
receipts on the shares of T that are traded on the New York Stock Exchange.

2.4.280.150 In this example, P uses the aftermarket prices to make appropriais
adjustments to the closing price from the LSE, in order to measure the fair valuz
of the shares at the measurement date, Because the adjustment is derived-from
observed market prices, the resulting fair value measurement is a Level 2 mieasure-
ment.

2.4.280.160 In our experience, pricing data from aftermarket trades or tradeS\for identical or similar
assets or liabilities in another market may be useful to determine the exjsignce of a significant event
that affects the fair value measurement of an asset or liability. Pricing daia may also be used to de-
termine the amount of the adjustment to be made to the last quoted price sourced from the entity’s
principal (or most advantageous) market.

2.4.280.170  If an entity uses pricing data from aftermarket trades or trades for identical or similar
assets or liabilities in another market to determine the amount of the adjustment, then it should sup-
port that adjustment through an analysis of how the pricing data or their underlying factors affect the
fair value of the asset or liability.

2.4.280.180  This analysis may be based on quantitative and qualitative factors to assess whether
the pricing data is relevant to the fair value measurement of the asset or liability being measured.
For example, if an entity uses a statistical method in its analysis, then to the extent that the analysis
supports a correlation coefficient that is other than 1:1, that factor may need to be applied to pricing
data from aftermarket trades or trades for identical or similar assets or liabilities in another market
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to develop the adjustment to be applied to the last quoted price in the entity’s principal (or most
advantageous) market.

2.4.280.190 This analysis may also include a comparison between the pricing data from aftermarket
(rades or trades for identical or similar assets or liabilities in another market and the subsequent price
in the entity’s principal (or most advantageous) market. To the extent that a difference is found through
this analysis, an adjustment to the last quoted price from the entity’s principal (or most advantageous)
market may need to reflect this difference.

ExAMPLE 9 — ADJUSTMENT TO LEVEL 1 INPUTS — OIL FUTURES CONTRACTS

24280200 Company G holds oil futures contracts at the New York Mercantile
Exchange (NYMEX). On the reporting date, G obtains the closing price of the oil
futures from NYMEX. On the reporting date, but subsequent to the closing time of
NYMEX, there is a public announcement that affects oil prices and related financial
ipstruments. This is evidenced by prices of oil forward contracts transacted in the
over-the-counter market on the reporting date.

2.4.280.210 G needs to evaluate the futures prices with forward contracts to fac-
tor how correlated the futures and forward markets are. If this analysis supports a
correlation, and the correlation coefficient is other than 1:1, then that factor may
need to be applied to the aftermarket forward prices to determine the appropriate
adjustments to the price quoted on NYMEX.

2.4.280,220 Because of the adjustment to the price obtained from the principal
market, the resulting fair value measurement would generally be expected to be a
Level 2 measurement. However, if the unobservable inputs are significant, then a
Level 3 designation would be appropriate.

2.4280.230 An entity may measure the fair value of a liability or its own equity instruments using
the quoted price of an identical instrument traded as an asset. However, there may be specific differ-
ences between the item being measured and the asset. This may happen, for example, if the identical
instrument traded as an asset includes a credit enhancement that is excluded from the liability’s unit
of account (see 2.4.80 and 380). [IFRS 13.39b), 79c]]

2.4.280.240  Any adjustment to a quoted price in an active market will result in the fair value measure-
ment being categorised into a lower level of the fair value hierarchy. Although a price that is adjusted
based on one of the limited circumstances in 2.4.280.70 is no longer a Level 1 measurement, in our
view an entity should not make other adjustments to that measurement (e.g. for market or other risks),
except if the criteria to make one of the other adjustments to Level 1 prices in 2.4.280.70 are met. We
believe that the circumstances that allow an entity to exceptionally adjust Level 1 inputs only allow
for adjustments related to those circumstances. [IFRS 13.79]

24.280.250  Positions in a single asset or liability (including a group of identical assets or liabilities)

that are traded in an active market are measured at fair value within Level 1 as the product of the
quoted price for the individual asset or liability and the quantity held. This is the case even if:
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. . Disclosures
2.5 Consolidation

. - o . _— ity W i isks he other
the percentage attributable to the NCL If the derecognition criteria have not been met in respect gfy entity considers the risks that the other fanm} \?as designed to creale. an;l ;h;résks ih:;flfl7 ;ﬁ]
remaining shares to be sold, then NCI are measured without taking the agreement to sell into acegy 3 -.;.'l - was designed o pass on to the reporting entity and other parties, see 2.5.230. [IFRS I2.57
EXAMPLE 36 — AGREEMENT TO SELL OWNERSHIP INTERESTS IN THE FUTURE b In addition, IFRS 12 requires an entity to provide disclosure about its relationships with

35850 lidated structured entities that it sponsors even if it does not have an interest in them at the
ol

with Company Q to sell 40% of its shares in S at the reporting date and an additig Er
20% at the end of each year for the next three years. The price of the shares toj§
sold will be based on a fixed price determined at the agreement date. |

2583020  Company P owns 100% of Company S. P enters into an agreeme ,@ﬁmg date (see 2.5.910). [IFRS 12.27-28]

FORTHCOMING REQUIREMENTS

(0 IFRS 14 permits first-time adopters of IFRS to continue accounting for regulatory

account balances in accordance with their previous accounting policies. If an entity elects

y IFRS 14, then under TFRS 12 it is required to provide additional disclosures relating

the regulatory deferral account balances, or net movements therein, in its first IFRS financial
e in subsequent periods (see 6.2A.120). [IFRS 14.825-B25]

~ statements and in su

i

2.5.830.30  If P retains control of 8, then P considers the derecognition criteg
in IAS 39 to determine the percentage attributable to the NCL. If the derecognitig
criteria have not been met in respect of the remaining shares to be sold, then g}
NCI would be measured based on a 40% interest at the reporting date.

2.5.840 Contingent consideration in seller’s financial statements 25860 Aggregation®
2.5.840.10 A receivable relating to contingent consideration in the seller’s financial statements 25860.10 (~rhe disclosures may be aggregated for interests in su_m!ar énlll.w:s. with the Tfﬂ:; of
accounted for under IAS 39 if the receivable meets the definition of a financial instrument. [IAS 324G aggregation being disclosed. A quantitative and qualitative analysis, taking into account the di Ier-
3 ent ri sk ard return characteristics of each entity, is made in order to determine the aggregation level.
, : ' : i . ‘ . 2+ o ; : i els: by ctivities, by industry or
2.5.840.20  Contingent consideration receivable is accounted for as a contingent asset in accordang JoRS 12 gives the following examples of aggregation levels: by nature of activities by industry
with IAS 37 if it is a non-financial asset —e.g. property (see 3.12.876). [JAS 37.31-35] . geography. [IFRS 124, B2-B6]
86020 Asaminimum, information is given separately for imeresl? i<n each of subsidiaries, joint
2.5.850 DISCLOSURES ventures, joint operations, associates and unconsolidated structured entities. [IFRS 12.B4]
1.5._351!.::} IFR.S 12 requires disclosure of t—hc _51gniﬁcgnt judgerm:ntEa and assumptitss that 25870 Structured entities
entity has made in determining the nature of its interest in another entity or arrangeiment. It o hesn dasigivedl o it Vot or sl et
. T ’ . EiTe ; = ‘ ity i i gned so / . ghts
contains extensive disclosure requirements for subsidiaries and unconsolidated §ttuctured en 2587010 A ‘structured entity’ is an entity that : ash en desig . bt am x:::tinﬁ richts relate
s : : i ; ; AN . : : : ; idi , such as w roting rights
These disclosures are illustrated in KPMG's Guide to financial statements sevigs. The discussion| are not the dominant factor in deciding who CD"FTC_' S the ‘3ntf1}' f5‘ P
this section focuses only on areas of uncertainty in practice. [IFRS 12.7] only to administrative tasks and the relevant activities are directed by means of contractua B

ments. [IFRS 12.4]
2.5.850.20  The objective of IFRS 12 is to require disclosure that helps tsers of financial statemen

to evaluate: 3585020  Whether an investee is a structured entity is a key factor in determining the extent of
: ’ ! v S ! " i i S 12.
® the nature of, and risks associated with, an entity’s interests in other entities; and disclosures required under IFR . . . i
i ity’ 3 i iti H : ' ® Paragraphs 10(b)(ii) and 14-17 of [FRS 12 require an entity to disclose the nature of and changes
® the effects of those interests on the entity’s financial position, financial performance and ca - . . - 2.5.900)
flows. [IFRS 12.1] in the risks associated with its interests in consolidated structured entities (see 2.3. ;

® Paragraphs 24-31 of IFRS 12, supported by B25-B26, require an entity to disclose information

e 3 - - 7 2 it1 2.5 910)
o 2 . . g z 3 about its interests in unconsolidated structured entities (see 2.3, ;
2.5.850.30 In this context, ‘interests in other entities” are contractual and non-contractual involve

ment that exposes an entity to variability of returns from the performance of the other entity. .
interests may, for example, take the form of equity or debt instruments, but the definition is broad &
interests can also comprise other forms of involvement, such as the provision of funding, liquidij
support, credit enhancement and/or guarantees. However, an interest in another entity does not e

2587030  The discussion in 2.5.880-890 is focused on determining the population of entities that
are in the scope of these disclosure requirements.

. : . 2.5.880 Characteristics
solely as a result of a typical customer-supplier relationship. [IFRS 12.4] . :
25880.10  To supplement the definition, IFRS 12 indicates that a structured entity often (i.e. not
2.5.850.40 Interests in another entity are the basis for many of the disclosures in IFRS 12. Und ch always) has some or all of the following characteristics:
standing the purpose and design of the other entity (see 2.5.50) may assist in identifying such interesi8 & restricted activities;
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2.6 Business combinations

2.6.10 SCOPE#

2.6.10.10 IFRS 3 does not apply to the formation of a joint venture; the acquisition of ap
(group of assets) that does not meet the definition of a business; or a combination of entities gr fy
nesses under common control. [IFRS 3.2] )
2.6.10.20 Transactions that give rise to the formation of a joint venture are outside the scgpg
[FRS 3 (see 3.6.350). However, [FRS 3 is applied to a business combination entered into by
venture after its formation. [/FRS 3.2(a)]

2.6.10.30 If an entity acquires an asset or a group of assets (including any liabilities assyp
that does not constitute a business, then the transaction is outside the scope of IFRS 3 becs .
cannot meet the definition of a business combination. Such transactions are accounted for as g
acquisitions in which the cost of acquisition is allocated between the individual identifiable assefs;
liabilities in the group based on their relative fair values at the date of acquisition. For a discugs
of the acquisition of tax losses other than in a business combination, see 3.13.1210. [IFRS 3.2(h)]

2.6.10.40 A business combination in which all of the combining entities or businesses are ultimaf
controlled by the same party or parties both before and after the combination, and that control isy
transitory, is outside the scope of IFRS 3. For a detailed discussion of common control transactiog
see chapter 5.13. [IFRS 3.2(c)]

2.6.15 FORTHCOMING REQUIREMENTS

2.6.15.10
that the scope exclusion for joint ventures (see 2.6.10.20) applies to all joint arrangemstts - .8
joint ventures and joint operations — and only in the financial statements of the joint airaigement
itself. [IFRS 3.2(a)]

2.6.20 IDENTIFYING A BUSINESS COMBINATION

2.6.20.10 A ‘business combination” is a transaction or other event in which an acquirer obiai

control of one or more businesses. An acquirer may obtain control in a number of ways includin
for example. by transferring cash or other assets, incurring liabilities, issuing equity instrumentsg
without transferring consideration. The structure of a transaction or event does not affect the deld
mination of whether it is a business combination; whether an acquirer obtains control of one or md

businesses is the determining factor. [/FRS 3.85]

2.6.20.20

and managed to provide a return to investors (or other owners, members or participants) by way

dividends, lower costs or other economic benefits. A business generally consists of inputs, pro eS8

applied to those inputs and the ability to create outputs. [/FRS 3.4, B7]

2.6.20.30 For a transaction or event to be a business combination, the activities and assets @
which the acquirer has obtained control is required to constitute a business. [/FRS 3.3]
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A ‘business’ is an integrated set of activities and assets that is capable of being conduci

Identifving a business combination

Inputs, processes and outputs

For an integrated set of activities and assets to be considered a business, the set needs t_o
th inputs and processes. Qutputs are not required t!:; qualify as a _busmess as long as there is
ty Lo create outpuis. If the acquired set includes only inputs, then it is accounted for as an asset
ion rather than as a business combination (see 2.6.10.30). The key terms are defined as follows.

DIESCRIPTION Examiries

Economic resources that create (or have the Non-current assets (including intangible

ability to create) outputs when one or more assets or rights to use non-current assets),
processes are applied to them. intellectual property, the ability to obtain

access to necessary materials or rights, and

employees.

Sy4tems, standards, protocols, conventions or Strategic management processes, operational

\ules that create (or have the ability to create) processes and resource management process-
outputs when they are applied to inputs. es. These processes are typically documented,
but an organised workforce with the neces-
sary skills and experience following rules
and conventions may provide the necessary
processes that are capable of being applied to
inputs to create cutputs. Accounting, billing,
payroll and other administrative systems are

not typically processes used to create outputs.

The result of inputs and processes applied to Goods and services.

those inputs that provide, or have the ability
to provide, a return in the form of economic
benefits.

263020  The acquisition of all of the inputs and processes used by the seller in operating a

ﬁnﬁms is not necessary for the activities and assets acquired to meet the definition of a busi-
iﬁss.Wha! is important is that a market participant (see 2.4.90 in the context of fair value) would
Eé%ﬁpable of producing outputs by integrating what was acquired either with its own inputs and
processes or with inputs and processes that it could obtain. Therefore, it is not relevant whether
the seller operated the set as a business or whether the acquirer intends to operate it as a business.

[iFRS 3.85, B11)

2630.30 In our view, a significant characteristic of a business is that the underlying activities
and assets are integrated. A group of assets without connecting activities 1s unlikely to represent a

263040 If the acquiree has employees and the related employment contracts are transferred to
ﬂfﬂ&:qumer then this may indicate that a business has been acquired. However, in our view a group
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2.10 Hyperinflation

any impairment. Otherwise, a non-monetary asset purchased during the reporting period jg g [
up to reflect the change in the price index from that at the date of acquisition to that at the

date. However, if an asset or liability has been revalued, then it is adjusted only from the

valuation. If the item is stated at the fair value at the reporting date (e.g. investment properiyl

it is not restated. [IAS 29.12-16] '

2.10.90.50 Deferred taxes are calculated in accordance with IAS 12 after the restateme
monetary items (see chapter 3.13).

-

2.10.100 Step 3: Restate statement of profit or loss and OCI :

2.10.100.10 A hyperinflationary statement of profit or loss and OCI includes the gain or Joge
holding monetary assets or liabilities and income and expenses during the period. The gaing
from holding monetary assets or liabilities is included in profit or loss. Any income earned or '.
incurred during the period will need to be indexed up from the date initially recorded to refig
purchasing power at the reporting date. For practical reasons, average indexation rates may
able if the overall result is not materially different from the result that would be obtained by jng
individual items of income and expense based on the date at which the transaction took placed

"1

experience, a single annual average often may not be appropriate due to the speed and expog
way in which the index rises in a hyperinflationary economy. [/AS 29.26]

S Sl il b J0 b
*

2.10.100.20  The gain or loss from holding monetary assets or liabilities is an economic cg
Suppose that an entity held 1,000 of cash (and 1,000 of share capital), and had no othera ;
abilities or transactions throughout a year when the CPI index has moved from 100 to 150, The,
has made an economic loss, and current purchasing power accounting forces this to_ajpesy
financial statements. The economic loss exists as follows: the entity would need 1,505-f cash;
reporting date to be in the same purchasing power position as having 1,000 of cath\at the begil
of the reporting period, and a loss of 500 has actually occurred.

n_l_"q%g

2.10.110 Worked example of IAS 29 restatements

ExXAMPLE 2 — RESTATEMENTS TO REFLECT PURCHASING POWER(AT'REPORTING DATE

210.110.10  Company H was incorporated in December 2012 with a cash cag
contribution of 100, and started its operations in 2013.

e Twpem—

2.10.110.20  The following facts are also relevant for this example.
® In December 2013, H bought a piece of land for 600, and entered into al

year loan. The land is measured at cost.
® In October 2014, H bought inventories, which remained unsold on 31 Deg

ber 2014. : 1
® H’s functional currency has i}_een considered hyperinflationary since 2012
2.10.110.30  The following table shows a general price index of the econof
which H operates, on specified dates.

394

Restating financial statements for hyperinflation

Price index at: |
4] December 2012 100 |
31 December 2013 150
31 October 2014 180
31 December 2014 200
Average price index during 2014 175
Statements of financial position before IAS 29 restatement
31 Dec 2014 31 Dec 2013
HISTORICAL HISTORICAL
PURCHASING PURCHASING
POWER POWER
Share capital (contributed on 31 December 2012) 100 100
Retained earnings 1,050 800
Total equity 1,150 900
31 Dec 2014 31 Dec 2013
HISTORICAL HISTORICAL
PURCHASING PURCHASING
POWER POWER
Land (acquired on 31 December 2013) 600 600
Investment securities held for trading 250 150
Inventories (acquired on 31 October 2014) 100
Trade receivables 500 200
Cash 100 350
Loan payable (400) (400)
Net assets 1,150 900
Statement of profit or loss and OCI before IAS 29 restatement
2014
Revenue 1,150 .
Gain on change in fair value of investment securities 100 |
Interest on loan payable (100}
Other expenses (900)
250
395



3.4 Investment property

ExampLE 4A — UNDETERMINED FUTURE USE OF PROPERTY

3.4.60.130  Company E pays 400 to acquire an interest in a piece of emp :
has not yet decided what it will do with the land, but it acquired the inte;
it considered the asking price to be a bargain. E classifies the land as i
property, because the land is held for an undetermined future use; it is 4
to inventory if and when development for sale commences (see 3.4.200),

3.4.60.140

0.1 In some cases, the determination of whether land has an undetermined fupyrs
quires judgement and is dependent on the specific facts and circumstances. In our view. ;--
significant uncertainty about whether an entity is able to develop land for its own use 01-! i,-f_.-
the ordinary course of business as intended by management, then the land is deemed to be ,.7
undetermined future use and is classified as investment property. We believe that factors -.
account to determine if property is held for an undetermined future use include, but are
to, the following.

Definition and classification

B — [JNDETERMINED FUTURE USE — INVENTORY OR OWNER OCCUPIED

4.4.60.160 Modifying Example 4A, Company E evaluates two development
options: construction of a hotel that it will own and operate, and construction of
a residential complex with a view to selling individual units in the complex in the
ordinary course of business. E’s ultimate decision will depend on the outcome of

- detailed project development proposals and market analysis. This process is expected

to take two years to complete and management has already begun the process of
developing the alternative proposals and has obtained the necessary permils o
construct either development option.

3460170  We believe that the criteria for investment property classification are
ot met because management intends to hold the developed property either for
its own use or for sale in the ordinary course of business. Because the developed
property will not be held to earn rental income or for capital appreciation, and
the,< is no uncertainty about whether the property can be developed for own use
;- sule in the ordinary course of business, investment property classification is not

1 zppropriate (see 3.4.10.20).

Does the entity intend to
hold the property either
to earn rentals or for

required in order to use the
properiy for an entity’s own

capital appreciation? oo qrfarsalg o e
ordinary course of business?,
Yes No
st ; P] {I @ .
use for own use rather |
Yes
Y y
Is any planned interim
" use of the property: Property does not meet the No Yes
incidentalfi °]gnjﬁ a“n criteria for investment -«
the entity’s operations? property classification. J
Yes
Y
The property should be L
classified as investment

property.

-

The determination of the degree of uncertainty surrounding the ability to use he|
erty as intended and the significance of any planned interim use will require judgement based€
specific facts and circumstances.

3.4.60.150
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84C — UNDETERMINED FUTURE USE — OBTAINING PERMITS

3.460.180  Modifying Example 4B, Company E purchased the land for the purpose
of developing a residential complex with the intention to sell once construction is com-
pleted. In the jurisdiction in which the land is located, E is required to obtain various
substantive permils from the local government authority before any construction activi-
ties may commence. Receipt of such permits is dependent on approval of the planned
use of the property and completion of environmental impact studies. E estimates that
the process of obtaining the permits will take at least five years to complete. E
cannot be certain that the necessary permits will be granted and will continue to
review the best use of the property in order to maximise its investment in the land.

3.460.190  In this case, E cannot begin physical development work immediately

because the land is not zoned for the intended use. Therefore, E should consider

all relevant facts and circumstances in order to assess the appropriate classification.

These include:

® the degree of uncertainty about whether the permits will be obtained — e.g.
probability that all required permits will be obtained;

® the length of time to obtain the permits;

existence of regulatory restrictions on the use of the property; and

® the other options that E may pursue to realise the value of the land —e.g. using
the land as owner-occupied property.

3.4.60.195  In this example, considering all facts and circumstances, if there is
significant uncertainty about whether E will be able to use the land as planned for
sdle, then we believe that E should classify the land as investment property.
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3.5 Associates and the equiry method Applying the equity method

ExampLE 7B — SHARE OPTIONS ISSUED TO ASSOCIATE EMPLOYEES — ENTRIES ON Expg = of the proceeds and the offsetting credit entry are made to the investor’s interest in
. see 3.5.400.10). If the warrant is unexercised, then we believe that an investor should

.

—counting policy, to be applied consistently, of either recognising an entry in profit or loss

3.5.400.50  Continuing Example 7A, assume that at the end of the vestj ]
all options vest and are exercised. Each option has an exercise price of 3, Cgg O sing it in equity. Example 8 illustrates both approaches.
records the following entry. 1 i

Under the first approach, the investor recognises a gain in profit or loss when the war-
on the basis that there has been an increase in the investor’s net assets in the investee.
oh views the event as an increase in the net assets in the investee, as though the investee
- the warrant for no consideration. This also results in similar accounting to that applied
.l interest in the investee were received for no consideration, with the resulting excess
anised in profit or loss.

In C’s financial statements DemiT

Cash 3.000
Shareholders” equity (parent)

To recognise exercise of options ar associate level

(1,000x 3)

Under the second approach, the investor recognises an adjustment in equity when the
sires. This is on the basis that the investor’s share of the expired warrant should also be
. bgcause it represents additional net assets of the investee that are to the benefit of its
that have been realised with no additional ownership interests being issued. Under this
rec)gnising a gain in profit or loss would not be appropriate because no equivalent gain is
d ~w the investee.

3.5.400.60  The issue of new share options results in a dilution of Co
interest in C by 10% (30% - (600 / (2,000 + 1,000)); B maintains significan|
ence over C (see 3.5.570.20). Immediately before the shares are issued, |

assets totalling 11,000. B records the following entry.

In B’ financial statements Desrr _ WARRANTS ISSUED BY ASSOCIATE

s cn it it of ous). 200 3.5.410.20  Investor Q holds 40% of Associate A. A issues a warrant to a third

party for a cash premium of 100, exercisable in two years. After two years, the
third party does not exercise the warrant and it expires. A's net assets are 1,000

Investment in associate

To recognise dilution of investment in associate at

investor level — unchanged during the period except for the cash received on issuing the warrant.

% On issue, A records the receipt of cash and the warrant issued. Q does not record
Calculation of loss on dilution an entry.
B’s share of net assets before exercise (11,000 x 30%%)

*s financi D CrED

B’s share of net assets after exercise ({11,000 + 3,000) x 20%: RaAs o ssemesity g ¥
Cumulative adjustment required Cash 100
Less: adjustment previously recognised for share-based Equity 100
payment expense (60 x 5 years) To recard receipt of cash on issue af warrant

Loss on dilution
3541030  Under the first approach (see 3.5.410.15), the investor recognises a
gain in profit or loss when the warrant expires. Accordingly, Q records the follow-

ing entry.

Note
(1) Netassets lost (11,000 x 10%)

Share of proceeds on exercise of options (3.000 x 2(%)

Cumulative adjustment required
In Qs financial statements DEesIT CRrEDIT
L
Investment in associate (100 x 40%) 40
3.5.410 Warrants Gain on lapse of warrants (profit or loss) 40 |
3.5410.10  Inour view, when an equity-accounted investee issues a warrant (option) to  thil Ta record expiration of warrant |

for cash, no entry should be recognised by the investor because both the debit entry to reco il
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3.8 Inventories
Cost

ated to the cost of inventory

that Z will buy 10,000 beds from Y. Therefore, in our view Z should -—
beds at the expected cost of 90 per unit and recognise a receivable for

following are recognised as an expense and are not alloc

ot of financial position:
including goodwill impairment losses;

pated rebate. h at losses.
E y amounts of wasted material, labour or other production costs (see 3.8.190); and
e snistrati $ ted to the production of inventory —€.g. the costs of operating
3.8. it ; ] stration COStS unrela g
3.8.160.40  Ifitis not probable that the required criteria to earn the rebate will be met, or ghy add;t;;m wh
, Or the ' artm {

of the rebate cannot be estimated reliably, then the purchase cost is measured at the
- I - - 3
payable, until such time as it becomes probable that a rebate will be received and the =
ITHOW

rebate can be estimated reliably
f80 ' Decommissioning and restoration costs incurred as a conse
ina particular period are part of the cost of that inventory (see 3.2.70.30). Accordingly, the

any changes 10 an existing obligation for decommissioning and restoration costs related to
have been sold are recognised in profit or loss. [IAS 16.16(c), 18, IFRIC 1.4]

" Decommissioning and restoration costs
quence of the production of

3.8 5 i : :
: :ﬁ.lﬁ{l.. o If 1!1& discount or rebate is recognised subsequent to when the item is sold,
view the proportion of the discount attributable to the sold items should be recognised I_
ment to cost of sales at the same time as the discount or rebate is recognised. N
" Allocation of fixed production overheads

The aliosation of fixed production overheads is based on the normal capacity of produc-
iriec A0 inefficiency is recognised in profit or loss, classified as other expenses or, if an

-5 sXpenses based on function, allocated to the appropriate function. (18 2.13]

ExampLE 4B — VOLUME DISCOUNT — NOT PROBABLE TO BE EARNED

3.8.160.60  [If, in the fact pattern described in Example 4A, it had not ini
probable that Z would buy the required 10,000 beds; then Z would have

ekt Sl b T S i an entity considers the following factors:
¥ ) 5 '

In determining what constitutes normal capacity,
product life cycles and the reliability

3-3-1:50:65 Assume that after nine months, Z has bought 9,000 beds and cog _ e of the business, economic factors, the status of
tI{a[ i probable that it will meet the minimum purchase of 10,000 : foasts, y
Ve e 1% i, A ot s, 00 e b Ly
: s have been sold. and shut-downs;
octed levels of activity to be achieved on average over a num
fluctuations or circumstances.

and expected utilisation of production facilities, including planned main-

ber of periods, adjusted for

3.8.160.67  Inour view, Z should reduce the cost of each of \

4 g the remawnmg be
_1[] —i.e. 30,000 (3,090 x 10) of the rebate should be allocated tc reduce
inventory. The remaining 60,000 should be recognised in profivor loss immed
as a reduction of cost of sales.

5 — ALLOCATING FIXED PRODUCTION OVERHEADS

3819030  Assume that under normal operating conditions Company J expects
to produce 100 coffee machines a year. Budgeted and actual fixed production
overheads for 2014 are 800. Therefore, the fixed overhead cost per machine based

on normal production levels is 8.

J.S,Im:;o : In our view, incentives for early payment (settlement discounts) should be treafg
TEd“Cll'fm in the purchase price. Generally, when such discounts are not taken, the cost of
is lh:-? higher amount payable before discount, provided that payment is not de‘ferred beyond
credit terms (see 3.8.150). This approach is consistent with IhEJaSSlllTIpIiOI'I that there is
element when payment is within normal credit terms. 1

During 2014, due to problems with the production machinery and
es. The production over-

Is of 100 (i.e. 8 per unit).
640 (80 x 8) is allocated
ncurred.

3.8.190.40
decreased demand, J produces only 80 coffee machin

heads are allocated based on the normal production leve
1 Therefore, of the total production overheads of 800, only
3.8.1 "U 10 The costs of production or conversion include all direct costs such as labour, M to inventory. The other 160 is recognised as an expense as it is i
and direct jm-'f:rheads and an allocation of fixed and variable production m;erheads Thes;
the depreciation and maintenance of factory buildings and equipment; amonisatio.n of i _ _
assets <suc]1 as software used in the production process; and the cost c;f factory manage V
_EldFIunlstrallon. Labour costs include taxes and employee benefit costs associated with 18
l[i:;:c;l:]ed directly in the production process. The costs do not need to be external or increm

3.8.170 Costs of production or conversion

3819050  However, if during 2014 in response 0 increased demand for coffee
machines ] increased production shifts and produced 130 machines, then the amount
allocated to the inventory would be limited to the actual expenditure. Therefore,
if the total production overheads remain constant at 800, then a cost of 6.15 (800 /

130) is allocated to each machine.
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3.10 Impairment of non-financial assets

Specific application issues

ASSET CARRYING RECOVERABLE REVERSAL OF MNotes
AMOUNT POST- AMOUNT BASED IMPAIRMENT {1 Pro rats allocation of the 70 (280 - 210) impairment loss o the building and machinery only. For examgle, the building
IMPALRMENT ON FAIR VALUE AT INIHVIDLAL is impaired by 19— (41 ./ 150) x TO
LESS COSTS OF ASSET LEVEL {2y Excess impairment loss of 13 related to the building —ie: 19 less capof &
DISPOSAL
Goodwill B s B
Land 100 130 30
Building 41 35 . PRESENTATION
Tattineey 109 25 - JAS 36 does not specify the line item in profit or loss in which an impairment loss should
Total 250 190 30 ed: however, it does require disclosure of the line items in which impairment losses are
CGU recoverable amount I_EH-S%J 26]
Impairment loss ] 1 e i v B i ;
: By If an entity classifies expenses based on their function (see 4.1.30), then any loss is

1o the appropriate function. In our view, in the rare case that an impairment loss cannot
to a fin(Ction, then it should be included in other expenses as a separate line item if it is
it —e.g¢ imipairment of goodwill (see 4.1.30.10) _ with additional information given in a note.

1

31042580  In applying Step 1, X reverses 30 (130 - 100) of the impairm
previously recognised against land. The carrying amount of the CGU aft
is 70 greater than its recoverable amount of 210. This impairment loss of
located to the assets within the CGU in Step 2. E

in our view, an impairment loss that is recognised in published interim financial state-
QG 1d be presented in the same line item in the annual financial statements. We believe that
even if the asset is subsequently sold and the gain or loss on disposal is included in a line
ent from impairment losses in the annual financial statements.

31042590 In Step 2, X compares the revised carrying amount of the
cluding any increase as a result of impairment reversals in Step 1, toits
amount. In Step 2. X follows the same process as in 3.10.425.30 and 50. '

ASSET Post-  Promata  CarrYING Recov- Inpamr-  ALLOCATE
STEP 1 IMFAIR- AMOUNT ERABLE MENT LOSS ~ HEMAINING 4 10,440 SPECIFIC APPLICATION ISSUES
CARRYING MENT AFTER AMOUNT ALLO- IMPAIRATAT - . .
AMOUNT ALLO-  PRO RATA BASED CATED s 10450 Allocanng gﬂﬂdWﬂl to CGUs
camoN®™  IMPAIR- ON FAIR -
MENT VALUE LESS The guidance in 3.10.160 discusses the impairment testing of goodwill. However, before
ALLO-  COSTS'OF impairment testing, it is necessary (o understand how goodwill is allocated to CGUs or
i CGUs, and how that allocation may change over time,
Goodwill . - = o =
Ein 130 - 130 {30 . f Level at which to allocate goodwill
P = (19 ae 3 (®) -2 _ Each unit or group of units to which goodwill is allocated:
tncty’ e (51) 58 5 (51 LI -' represent the lowest level within the entity for which information about goodwill is avail-
Howal 280 (70) 210 190 (57) (35 nd monitored for internal management purposes; and
eee not be larger than an operating segment, determined in accordance with IFRS 8 before
recoverable . - . = =
arstnE 210 g the aggregation criteria of IFRS 8 (see 5.2.50). [14S 36.80-84]
Impairment ,
loss (70) 0 The allocation test related to operating segments in [FRS 8 applies regardless of whether
Impairment ) y isrequired to present segment information (see 5.2.1 0).
reversal 30 ks
Net l80  Goodwill is allocated to the lowest level at which it is monitored for internal manage-
;’;‘:“m'm s Doses. This is to avoid the need to develop additional reporting systems to support goodwill
— testing. However, this does not mean that entities can avoid testing goodwill at a level

1 an operating segment by simply not monitoring goodwill explicitly.
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3.13 Income taxes Determine if recognition exemption applies and if recognition criteria met

-~ - might have associated tax effects that affect the financial statements. For example, an entity

is no corresponding remeasurement of the tax base. On settlement of the an investment in a subsidiary in the foreseeable future. In this case. it recognises deferred

the net receipt of 10 is taxed. 2 sorary differences arising from that investment (see 3.13.260.40-50). Suppose that part of
A ces arises from translating the financial statements of foreign operations; in [hi; case, the

3.13.160.90  §’s policy may be to transfer the gain on the forward of 1() fg effect in respect of these differences will be recognised in OCI (see 3.13.530.10).

to the carrying amount of inventory — i.e. make a basis adjustment (see e

In this case, the initial carrying amount of the inventory is 90, and ate b In some jurisdictions, foreign currency gains and losses are netted for tax purposes, and the

difference of 10 arises on the inventory. > : s) is taxable (deductible) in instalments over several years. In our view, if a single tax base

applicable tax law. then it is appropriate to present a net deferred tax liability (asset). [IAS 12.5]

3.13.160.100  Conversely, §s policy may be to transfer the gain of 10 to prof
when the inventory affects profit or loss. In this case, the initial carryin

An entity operating in a hyperinflationary economy will make current purchasing power
the inventory is 100 and no temporary difference arises on the inventopy

< 1o its assets (see chapter 2.10). Although the carrying amount in the financial statements
1 the tax base remains stated in the historical measuring unit. In such cases, temporary
e arise and are recognised in full. [14S 12.JE.A.18]

3.13.165 FORTHCOMING REQUIREMENTS Other differences

Srinevdifferences that arise between IFRS and the corresponding tax treatment may
& 102 deferred tax liability (asset), because an item that affects the accounting will not be
; drductible in the future. Although there is no definition of such items in IFRS, they are
v ted to as ‘permanent’ differences.

3.13.165.10 Under IFRS 9, the accounting policy choice described in 3.13.160.50-1(
available. If a cash flow hedge of a forecast transaction subsequently results in the g
of a non-financial item, then IFRS 9 requires an entity to:
® remove the entire related amount accumulated in the cash flow hedge reserve: and’
® include it directly in the initial cost or other carrying amount of the item (see 7.

IFRS 9.6.5.11(d) |
| | 8 — ‘PERMANENT’ DIFFERENCES

Bk rorsien uTencics and Inpecin/stion 3,13.180.20  One of Company D's investees has declared a dividend of 100. D has

recognised a receivable in its financial statements. In D’s jurisdiction, dividends are

tax-exempt. In this case, no deferred tax liability is recognised, following either of

the following analyses.

® The tax base of the receivable is zero and therefore there is a temporary differ-
ence of 100; however, a tax rate of zero will apply when the cash is received.
Therefore, no deferred tax liability is recognised.

® The tax base of the receivable is 100 because, in substance, the full amount will

3.13.170.20  If the asset is part of a unit paying tax in Germany, theh, the tax basis in euro s be tax-deductible — i.e. the economic benefits are not taxable. ’]herc[-‘or._n_..ng

lated from euro to sterling at the exchange rate at the reporting datz. Therefore, book deferred tax liability is recognised, because the tax base is equal to the carrying

at the historical value, whereas the tax base is translated to the current rate at each repo amount of the asset. [IAS 12.7]

This translation difference may create temporary differences. Deferred tax is recognised

porary difference in line with the general principles for recognising income tax assets and!

(see 3.13.320 and 330). .

3.13.170.10 Sometimes, temporary differences are created when changes in exchange rig \
changes in the tax basis rather than the book basis. This situation usually arises when

a functional currency that is different from the currency of the country in which itds Jom
example, an entity based in the UK may have some operations in Germany forgiich stef
functional currency (see 2.7.30). As a result, non-monetary property, plant and €quipmentin
is translated from euro into sterling once, using the historical rate at the transaction date. [i

DETERMINE IF RECOGNITION EXEMPTION APPLIESAND
IF RECOGNITION CRITERIA MET

3.13.170.30  This applies even when the non-monetary assets are part of a foreign branch thal :
Initial recognition exemption

same functional currency as its parent. In that case, the special recognition criteria regardingl
in subsidiaries, associates and joint arrangements (see 3.13.260) do not apply. This is bee

- General principles
monetary assets are those of the entity itself, not the overall investment. [IAS 12.4], IEA.17, IEBS 4 p P

Deferred tax is not recognised for certain temporary differences that arise on the initial
tion of assets and liabilities. The exemption is not conceptual in nature and is one of the more
spects of the standard to apply. The exemption applies to:

ed tax liability (but not a deferred tax asset) that arises from the initial recognition of
Will (see 3.13.990); and '

3.13.170.40  The foreign currency translation reserve arising from the translation of foreign of
in the consolidated financial statements does not in itself result in deferred tax assets or li
foreign currency translation reserve is neither an asset nor a liability, and does not give rise
differences. However, exchange differences arising on the translation of the financial statementSo8
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3.13 Income taxes Dividends

3.13.760.70 TTEI'-’- r.eva!uallon is credited to a revaluation reserve in equipy 31377030 For a discussion of the accounting for the potential income tax effects
purposes). On distribution of the revaluation reserve, further income tax of such distributions in the financial statements of a parent, see 3.13.260.
arate of 15% (the normal income tax rate of 40% minus the 25% tax g

In our view, withholding taxes attributable to investment income (e.g. dividends received)
recognised as part of income tax expense, with the investment income recognised on a
_This is because neither [AS 18 nor IAS 12 provides any mechanism for income tax paid
et against the underlying income. [IAS 12.2]

3.13.760.80  Company C revalues its property, plant and equipment for ta
but no revaluation is recognised under IFRS. On 31 December 2014,
amount under IFRS equals the tax base before a revaluation of 100, C

following entries.
Dividend credits
DeBrr ) ) ) . —
10 In some tax jurisdictions, an entity may ‘attach’ credits to a dividend payment that are
Income tax (profit or loss) 25 the shareholder to offset tax payable on the dividend. These credits provide relief from double
| Income tax payable ‘pecause the profits from which the dividend is paid have already been taxed at the entity level.
To recognise current tax (100 x 25%) 44 A — CREDIT ATTACHED TO DIVIDEND PAYMENT
Deferred tax asset 40 ¥ A
11%.780.20  In Country T, shareholders are taxed on the gross amount of the divi-
Tacome piox (peufit or kass) dend plus any credit attached. However, they then receive a deduction against tax
To recognise deferred tax asset (100 x 40%) payable for the amount of the credit; the tax rate is 30%.

31378030 Company B receives a dividend of 100 from Company C, with an

3.13.760.90  No deferred tax liability is recognised for the additional tax to be paid on distribufj ‘attached” dividend credit of 43 (30 /(100% - 30%)).

the related dividend is recognised (see 3.13.750.10). The recognition of the deferred tax con

of the tax revaluation, which in Example 42B is in profit or loss, is discussed in 3.13.570, SATO0: Byt inealonloted 3 fllowe:

3.13.770 Dividend withholding tax Dividend received 100

| Dividend credit received 43

3.13.770.10  In some tax jurisdictions, a dividend withholding tax is payable-Ci'di Taxable income 143

shareholders. Such taxes are not attributable to the entity paying the dividand instead, Income tax at 30% 43

collects and pays them to the tax authorities on behalf of the shareholder. Therefore, such Less deduction (43)
S5

recognised directly in equity as part of the distribution to shareholders{[I15 12.654] T bl
dx payable

EXAMPLE 43 — DIVIDEND WITHHOLDING TAX

For accounting purposes, an entity needs to determine how it should present the dividend

3.13.770.20  Company M declares a dividend of 200, 20% of which is
in profit or loss — either net or gross of the dividend credit.

the tax authorities. M records the following entry.

060 In our view, net presentation is more appropriate. This is because the dividend credit
amechanism to ensure that certain dividends (or parts thereof) are tax-exempt. We believe
t presentation reflects that substance.

Distribution (equity) 200

Liability (to shareholders) E44B — CREDIT ATTACHED TO DIVIDEND PAYMENT — (GROSS VS NET PRESENTATION

Liability (to the tax authorities)
3.13.780.70  Continuing Example 44 A, the table below illustrates the net and gross
presentation of the dividend credit for Company B. As noted in 3.13.780.60, we
believe that the net presentation reflects the substance of the transaction.

To recognise distribution aof dividend and resulting
withholding rax
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4.4 Employee benefits Plan assets

4.4.600.20 For a discussion of insurance policies issued to the plan by the reporting epg Plan assets may include non-financial assets such as property; in our view, they should
related party of the reporting entity, see 4.4.660. ogsured at fair value, even if they were transferred to the fund by the entity in settlement of
tions due to the fund and were previously measured at cost by the entity. The measurement
4.4.600.30 Plan assets exclude contributions receivable from the reporting entity and g 1e under IFRS 13 reflects any special characteristic of the assets —e.g. their location or age
instruments issued by the reporting entity and held by the fund that cannot be transfe 0). Differences between the carrying amount of the asset derecognised by the entity and
parties — e.g. non-transferable loans by the fund to the reporting entity (see 4.4.1500), [745g ue of the contribution made may result in a gain or loss on contribution.

£.4.600.40 In our view, the requirement for financial instruments to be transferable to qualify
assets applies to instruments issued by all entities that are part of the group — i.e. parent, inters
and ultimate parent, and subsidiaries — in both separate and consolidated financial stateqy

B E 12 — PLAN ASSETS — TRANSFER OF NON-FINANCIAL ASSETS TO PLAN

44.620.40  Company B contributes property to its plan with a carrying amount
of 100 and a fair value of 160 in settlement of contributions due to the fund of
160. The gain of 60 arising on the contribution of the asset could be viewed either
as a plan asset remeasurement gain recognised in OCL or as a gain recognised in
profit or loss by B in the period in which the asset is contributed. Because B has
transferred the risks and rewards of ownership to the fund and the plan assets are
nat consolidated by B, in our view B should recognise the gain of 60 in profit or
‘oss in the period in which the asset is contributed.

4.4.600.50 In our view, financial instruments of associates and joint ventures in which g
ties have invested qualify for treatment as plan assets if they are transferable and the ol.her
treatment as plan assets are met. If financial instruments issued by associates and joint veny
not transferable, then we believe that an entity can still treat them as plan assets — in both g
and consolidated financial statements — because they are not part of the group. This is an aeg
policy choice that should be applied consistently.

4.4.610 Replacement assets In some cases, the entity may continue to use the asset after the asset has been contributed

plan — e.g. a leaseback of a contributed office building. In such cases, the entity considers

4.4.610.10  In some cases, assets of the fund can be returned to the entity in situations { 2
ements for the transfer of risks and rewards of ownership under IAS 17, which may affect

when it is for reimbursement of employee benefits paid or when the fund is in surplus (see 4
In these cases, the entity is typically required to provide replacement assets to the fund. In
an entity’s ability to replace existing plan assets does not preclude classification of the assefg
assets, if the current fair value of the replacement assets is required to be equal to or hi
the fair value of the assets replaced and the substitution can be made only if the trustess of
agree. We believe that this is similar to the sale of the assets by the fund. However\ilis ¢
such cases that the entity delivers equivalent or greater current fair value to be considered
a sale. This is because any below-market exchange represents a transfer of valuto the en i
would preclude the assets from qualifying as plan assets (see 4.4.560).

Assets that do not qualify as plan assets

In our view, investments held by employee benefit plans that do not qualify as plan assets
be accounted for by the entity in the same way as its other financial assets (see chapters 7.5
) but also might be classified as a reimbursement right (see 4.4.640). If the investments include
of the entity itself, then the requirements for treasury shares apply (see 7.3.420).

Reimbursement rights

4.4.620 Measurement :
0 Ifan entity will be reimbursed for expenditure that is required to settle a defined benefit

on, but the reimbursement right does not give rise to a plan asset (see 4.4.560), then the re-
ent right is recognised as a separate asset when recovery is virtually certain. For example,
urance policy that is not a plan asset generally gives rise to a reimbursement right. [JAS 79.716]

4.4.620.10  Plan assets are measured at fair value in accordance with IFRS 13, which s
of chapter 2.4. For assets measured at fair value that have a bid and ask price, IFRS 13
use of the price within the bid-ask spread that is the most representative of fair value in
stances. Under IFRS 13, the use of bid prices for long positions and ask prices for short p
permitted but not required. For further discussion of the use of inputs based on bid and askpri
measuring fair value, see 2.4.250. [IAS 19.57(a)(iii), IFRS 13.70] may include an associate or joint venture (see 4.5.120.60)). Therefore, a right to receive assets
her group entity —e.g. parent, subsidiary — to fund employee benefit obligations is not treated
nbursement right in the consolidated financial statements. However, it may be appropriate to
€ a reimbursement right in the separate financial statements of the entity providing that the

in paragraph 116 of IAS 19 are met. [IFRS 4.1G2.Ex1.21]

4.4.620.20  The requirement to measure plan assets at fair value overrides the requirement
other standards. Therefore, in our view if the plaft has a controlling interest in another
the investment should be measured at fair value and-the underlying entity should not be cons
(see 4.4.1490). Similarly, shares of the plan sponsor (employer) that qualify as plan assets
measured at fair value and not presented as a deduction from equity, which is normally the rea : ) Reimbursement rights are accounted for in the same way as plan assets — i.e. they are
of treasury shares (see 7.3.420). ' ed at fair value and the changes in fair value of the reimbursement rights are accounted for in

1012 1013

In our view, the reimbursement right needs to be due from a party outside the group @



4.5 Share-based paymenis Modifications and cancellations of employee share-based payment transactions

fied such that only the non-market performance target is modified, and all other terms and cong _ Increases in number of equity instruments granted
remain the same, then the incremental fair value is zero (see 4.5.1270.10). This is beca p
value measured on an IFRS 2 basis —i.e. without adjustments for service and non-market pe
conditions — is the same before and after the modification. [IFRS 2.27, B43(a)]

g0 1f a modification increases the number of equity instruments granted, then the entity
ises the fair value of the additional equity instruments measured at the date of modification.
ﬂ'jﬂiﬁona] share-based payment cost is attributed over the period from the date of modification
end of the vesting period of the additional equity instruments. [IFRS 2.B43(b]]

45.1250.20 If an award that contains a market condition is modified by an entity to
market condition easier to meet, then this is a modification of a vesting condition that ig
to employees. The original market condition is taken into account in estimating the fair
the original grant at the date of modification. If it is unlikely that the original market g,
will be met at the date of modification, then the fair value of the original award at the
modification may be significantly lower than the fair value of the original award as de
at grant date.

Beneficial modifications of service and non-market performance conditions

10 If the modification changes a service condition or non-market performance condition in a
- that is beneficial to an employee —e.g. by reducing the vesting period or by modifying or elimi-
non-market performance condition — then the remaining grant-date fair value is recognised using
ced vesting expectations with true-up to actual outcomes (see 4.5.1280-1290). [IFRS 2.B43(c)]

Modification of service condition
ExAaMPLE 15 — MODIFICATION OF SHARE-BASED PAYMENT THAT 1S BENEFICIAL

gs0.10  If a service period is reduced, then the entity uses the modified vesting period when
g the regrfitements of the modified grant-date method. In the period of change, the entity
es the’Cuimulative amount to be recognised at the reporting date based on the new vesting
itions. (IFRS 2.B43(c]]

45125030 On 1 January 2014, Company D granted 1,000 shares for no
tion to its CEO, subject to a two-year service condition and the share price acl
a target of 120. At grant date, the share price is 100 and the grant-date
of the equity instrument granted, including consideration of the possibility of
meeting the share price target, is 80.

45.1280.20 Company S grants an equity-settled share-based payment with a
grant-date fair value of 1,000 subject to a five-year service period. At the beginning
of year 3, the service period is reduced to four years. In this case, S calculates the
cumulative amount to be recognised at the end of year 3 based on the new vesting
period and recognises the difference to the amounts recognised in previous years
({1,000 x 3/4) - 400 = 350).

45125040 In July 2015, the share price decreases to 70 and D now estim At
it is highly unlikely that the share price target will be met. To motivate the &
the market condition is reduced to a share price target of 75. The fair \rahv-‘

equity instrument granted considering the market condition immediatel Lefon
modification is 1 and immediately after the modification is 56; the increiaen al
value is therefore 55 per share.

1 January 2014 July 2015 31 December 2 280,30 If an employee leaves before vesting date, then an entity may respond by amending
(grant date) (vesting terms of the share-based payment or granting a new award such that the award vests despite the
T oyee not having completed the service period originally required. This fact pattern could be seen

aforfeiture of the original award and a grant of a new award. Forfeiture due to voluntary termina-
lion of employment by the employee would result in a true-up to zero of the original award. A grant
;ﬁi&m award would result in recognition of the new grant-date fair value immediately because no

© sharepriceat?s further services are provided. [IFRS 2.27, B42, B43(c)]
Market condition modified 1511304(1 In our view, if on termination of employment by either the employee or the employer, the

oyer accelerates the vesting period such that the employee receives the award despite not having
m;lleted the requisite service period, then this is a modification of the award and not a forfeiture of the
mel award (forfeiture would result in true-up to zero) and a grant of a new unrelated award (which
?!’_l_ﬂﬁmsult in recognising the new grant-date fair value immediately because no further services are
: mlbd} This is because IFRS 2 illustrates an acceleration of the vesting period as an example of a
Wodification that is beneficial to an employee. The accounting would be the same if the acceleration
Eﬁl’E!Sl]ng were treated as the forfeiture of the original grant and a grant of a replacement award. This
isbecause the grant of a replacement award is also treated as a modification (see 4.5.1430). [IFRS 2.27]

45125050 D recognises the grant-date fair value of the equity instruments g8
of 80,000 (1,000 x 80) over 2014 and 2015 in respect of the original gi :
ditionally, D recognises the increrental fair value of 55,000 (1,000 x 55) in 204
assuming that the CEO fulfils the service requirement. The total compensati
that will be recognised of 135,000 is greater than the fair value of the mo
award of 56,000.
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5.1 Leases Definitions

. If there is no modification to the original lease, then basing the classification on the leased

start customisation until I June 2014, the commencement date of the lease is | May .
; existing condition more accurately refiects the substance of the lease economics. [JAS 17.4]

this is the date on which the lessee is entitled to use the leased asset. [145 J 7.4]

2014

5.1.50.20 The lease term includes the non-cancellable period of the contract and a B p1E 2 — NEW LEASE CLASSIFICATION — ECONOMIC LIFE VS USEFUL LIFE

periods for which the lessee has an option to continue to lease the asset and for which,
of inception of the lease, it is judged reasonably certain that the lessee will exercise thay
non-cancellable lease is a lease cancellable only on the occurrence of some remote con ..
the permission of the lessor, if the lessee enters an equivalent lease, or on payment of g
that continuation of the lease is reasonably certain. [745 77.4]

5.1.60.30 Company L leases a new asset with an economic life of 10 years to
Company M under a five-year lease with no option for renewal. At the end of the lease
term, the remaining economic life of the asset is assessed as seven years. Following
expiry of the initial lease, L grants M a new five-year lease over the asset. The new
lease does not contain a bargain purchase option and title does not transfer at the end
of the lease term. For the purpose of determining the lease classification for the lessee,

5.1.50.25 For example, if the lease term is nine years but the lessee can cancel the
we believe that the economic life is seven years and that the contract life is five years,

penalty (and without the permission of the lessor) at the end of the third and sixth ye
non-cancellable period of the contract would be three years. The substance of the arranoe
at the end of the third and sixth years, the lessee has an option to extend the lease. It‘ i
inception of the lease it is judged reasonably certain that the lessee will not cancel the le
effectively exercise its options to extend at the end of the third and sixth years, then the

will be nine years. [JAS 17.4] 3

Residual values

There are two types of residual value to be considered by the parties to a lease contract:
eed residdalvalue and un-guaranteed residual value. A “guaranteed residual value’ is the fixed
minalifé\amount that is required to be paid to the lessor at the end of the lease term or on
sal of the Teased asset. An ‘un-guaranteed residual value’ is the amount that the lessor expects
or fom the leased asset following the end of the term; however, realisation of that amount is
-ured by a party external to the lessor. [IAS [7.4]

5.1.50.30 IFRS does not provide specific guidance on how to assess when it should be ‘ .
‘reasonably certain’ that a lessee would exercise an option to renew the lease. The ass u
degree of certainty is based on facts and circumstances at inception of the lease rather
lessee’s intentions. Factors relevant to the assessment may include, for example:
® the amount of the rentals payable in the secondary lease period compared with expe

rates for a similar asset during that period;
® the significance of continued use of the asset to the lessee’s business model: and
® the ability of the lessee to recover costs that it incurs improving the leased asset.

The amount of the minimum lease payments reflects whether the residual value is guar-
d or un-guaranteed. The lessor includes in the determination of the minimum lease payments
idual value guaranteed by the lessee, a party related to the lessee or a third party unrelated to
or that is financially capable of discharging the obligations under the guarantee. The lessee
des a guaranteed residual value in the determination of the minimum lease payments only if
ee Or a party related to the lessee has guaranteed the residual value. For a lessee, the amount
ed in the minimum lease payments in respect of a residual value guarantee is the maximum
nt that the lessee could, in any event, be required to pay. An un-guaranteed residual value is
s excluded from the determination of the minimum lease payments, but is nevertheless part of
or’s gross investment in a finance lease (see 5.1.330.10). [IAS 17.4]

5.1.50.40 In our view, if it is believed that a lessee will be economically compellca
lease, then this indicates that renewal is reasonably certain. Conversely, if the leste= !
modest discount on market rents in the secondary lease period, then this may increase the |
that the lessee will renew but, in the absence of other factors, will rarely depianstrate that
reasonably certain.
| %, T 51.70.30 For further discussion of residual value guarantees and third party guarantees, see 5.1.378.

51.60.10 A leased asset's economic life is the period over which the asset is expected Contingent rent

able —e.g. by the current lessee and any subsequent user. The economic life is used when ¢t
the lease term with the asset’s life to evaluate whether the lease is an operating or a final
(see 5.1.100). A leased asset’s useful life, which may be shorter than its remaining ecom
the period over which the economic benefits of the asset are expected to be consumed by
A lessee depreciates an asset capitalised under a finance lease over the shorter of the lease fer
the asset’s useful life, unless it is reasonably certain that the lessee will obtain ownership by

of the lease term, in which case the depreciation period is the useful life. [IAS 17.4, 28]

The guidance in this section on the application of contingent rentals in determining
imum lease payments applies equally to both operating and finance leases and both lessees and
‘Contingent rent’ is the portion of lease payments that is not fixed in amount. This definition
fically refers to future amounts that are not fixed because they are potential incremental pay-
inked to future changes in indices, sales, use of equipment etc. The calculation of minimum
paymentis includes the lease payments that are known at the lease inception date, based on the
ent variable market rate or current price level. [IAS 17.4]

ol

5.1.60.20 In our view, when an asset that was previously leased subsequently becomes ) 0 This can be illustrated by considering an ‘interest-only’ lease, in which the periodic lease
of a new lease, the economic life of the asset for the purpose of assessing the lease classifics ts are calculated by multiplying an underlying monetary amount by a market interest rate
new lease is the remaining economic life of the asset measured from the commencement da ML in addition, there is a final lease payment of the underlying monetary amount. In such cases, the
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5.3 Earnings per share Application to specific instruments

of potential ordinary shares of a subsidiary, associate or joint venture (investees) is dete

a two-step approach.

® Step I: They are included in diluted EPS of the investee. The impact on the investee's dijys
depends on the form of the instruments — e.g. if the instrument is an option, then the .
in 5.3.270 is relevant. 1

® Step 2: The resulting diluted EPS of the investee is then included in the parent’s or im
diluted EPS based on the parent’s or investor’s holding of the instruments of the investee |, 3
All, IE10] B

nined b

Notes
(1y P's eamings for the period
(1) Ps sharc of §'s camings attributable 1o ordinary shares —i.e. ((%.000 / 10,000) x (294 x 10.0007)
(3) P's share of §'s eamings attributable to options ~ i.¢. (500 / 1,000 x (2294 x 200))
(4) P weighted-average ordinary shares outstanding
AR

M50 Inour view, the guidance in 5.3.420.10 also applies if options or warrants that entitle the
to the ordinary shares of a subsidiary are issued by the parent rather than by the subsidiary itself.

EXAMPLE 19 — POTENTIAL ORDINARY SHARES ISSUED BY NON-WHOLLY OWNED SUBSIDAR

DILUTED EPS CALCULATION o Instruments of a subsidiary, associate or joint venture — e.g. convertible instruments or

ans — that may entitle their holders to the parent’s or the investor’s ordinary shares are considered

ae the potential ordinary shares of the parent or the investor. Their impact on the numerator or

sminator depends on the form of the instruments —e.g. if they are convertible instruments, then
dance in 5.3.240 is relevant. [IAS 33. AlI(b)]

5342020  Company S is a subsidiary of Company P. The following fagg
respect of S are relevant for this example. o
® § has 10,000 ordinary shares and 1,000 options outstanding, of which Pg

9,000 and 500, respectively. 5l
® The options have an exercise price of 40.

® The average market price of 8’s ordinary share was 50 in 2014. . - : 3 st
e In 2014, S’s profit was 30,000. ) 3010 "Il some circumstances, written put options may represent a (potential) obligation to

' ~ 2 subsidiary’s equity instruments held by non-controlling shareholders (NCI puts) for cash or

o A a
5.3.420.25 The following facts in respect of P are also relevant for this . ot financial asset. For these instruments, TAS 32 requires the parent to recognise a financial liability
e P has 5,000 ordinary shares outstanding. " o 2ne present value of the redemption price in its consolidated financial statements (see 7.3.190).

e In 2014, P’s profit (excluding any distributed and undistributed earnings 0
subsidiaries) was 7,000. i ‘QO
»

Waitten put option over NCI

3020  Although IAS 33 contains specific requirements on written puts on an entity’s own or-
iry shares (see 5.3.310), the EPS implications of NCI puts in the consolidated financial statements
ess clear. This is because the guidance in paragraph A1l of IAS 33 that deals with instruments
sidiaries, joint ventures or associates (see 5.3.420.10) does not address put options written on
es of these entities. Therefore, in our view in determining its diluted EPS in the consolidated
al statements, an entity should choose an accounting policy, to be applied consistently, based on
the following two approaches.

% Approach 1: Apply the guidance applicable to potential ordinary shares of a subsidiary
(see 5.3.420.10) to NCI puts. This is on the basis that although paragraph Al 1(a) of IAS 33 does
" 1ot address NCI puts, the approach that a subsidiary is required to apply to written put options
“on its own shares in accordance with paragraph 63 of IAS 33 should also be applied in the con-
solidated financial statements of the parent for NCI puts. Under this approach, it is assumed that
the subsidiary would issue new shares to raise financing to buy the shares subject to the INCI put.
% Approach 2: Ignore the NCI puts. This is on the basis that paragraph A11(a) of 1AS 33 does not
“address NCI puts. This approach does not assume that the subsidiary would issue new shares to
' naise financing to buy the shares subject to the put. Therefore, there would be no potential ordinary
- shares because once the NCI put is exercised the underlying shares would not be outstanding from
* the group’s perspective. [JAS 33.63, AI0-ALT]

5.3.420.30  To determine the diluted EPS of P, the diluted EPS of S is colould
first. :

§'s diluted EPS = 30,000™ /(10,0007 + 200%1) = 2.94

Notes

(1)  S5°s earmings for the period

(2)  Weighted-average ondinary shares

(3) Incremental shares related o weighted-average options outstanding. All opouns are dilutive because their exend
price is below the average market price of $'s ordinary shares for the period. The incremental shares arc cakuly
as follows.

Shares issued on assumed exercise of options
Less: shares that would be issued at average market price
Incremental shares

() Calculaied as d proceeds from excrcise of 40,000 (40 x 1,000}, divided by average market price of 50

5.3.420.40  Assuming that the options outstanding are dilutive at P’s level (i€
the parent level), §’s diluted EPS is then included in P’s diluted EPS based on

i

holding of S’s equity instruments. %

030  Webelieve that the accounting policy choice in 5.3.430.20 is available regardless of whether
INCI puts are written by the parent or the subsidiary — i.e. whether it is the parent or the subsidiary
Bat has the obligation o settle. This is because economically, at a consolidated level, it makes no dif-
- ence which group entity has written the instrument.

P’s diluted EPS = (7,000°" + 26,460™ + 294) / 5,000* = 6.75
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3.13 Common control transactions and Newco formations .
: Common control transactions

1005 DesiT CrepiT
y
Core;’p[an y r Entries in IP2
1005% Cash 80
- Yy Y y v Distribution (equity) 50
| ompany
Sli"'lﬂ!' | Cﬂrgga_n}- l | Con;_spaﬂy I [ Cnrgﬁany J Investment in subsidiary (53) 100
v 0% ;‘ Profit or loss (see 5.13.120.12) (130 - 100) 30
Company _____—/ To recognise disposal of 83
2 Rl e e I
i 5.13.120.40  In applying exchange amount accounting, the acquirer (S1) and the
"“H)';'”“-Z" In applying book value accounting, the acquirer (S1) and the tran transferor (IP2) record the following entries, in the same way as if the transaction
(f ) record the following entries, recognising the difference between the book ve had been with a third party for the actual price paid.
i the transferee (S3) and the consideration paid/received as an equity trans
with the s_hareho[der (P)— i.e.as if §3 had been purchased for its book value of DEsT CrEDIT
and the difference of 20 paid back as a distribution made/contribution received, LN
! ntries in S1
| D
[ e Investment in subsidiary (S3) 80
Entries in S1 Cash 80
Investment in subsidiary (S3) 100 To recognise acquisition of §3
Cash
Contribution (equity) Entries in [P2
To recognise acquisition of §3 Cash 80
Entries in IP2 Profit or loss 20
Cash [nvestment in subsidiary (S3) 100
80 Ay P
| Distribution (equity) # To recognise disposal of 83
Investment in subsidiary (S3)
To recognise disposal of 53
TR i 5.13.130 Downstream transfers @
5.13.120.30 i ; ; S IINGS p . - i
P2 = ’ In appiyujlgfmr 1rai'ue GEoOIg the acquirer (31) and the n'azisfgm:-,i 513.130.10 In a ‘downstream transfer’, a direct subsidiary of the transferor becomes an indirect
) record the following entries, recognising the difference between the fair valug subsidiary.
oii :}I:T_h transferee (S3) and the consideration paid/received as an equity transaction '
wi e shareholder (P) —i.e. as i P . 4 '
gt of(S{]:: = bfcg :3' h:-jd bfwﬂ Purchased for its fa_Jr value of l3ﬂ._,u 1313020 Ina downstream transfer, the accounting in the acquirer’s separate financial statements
: i s a distribution made/contribution received. is unchanged from the accounting in a sideways transfer (see 5.13.120).
'.|
Dhsex Crepit i 513.130.30  The accounting in the transferor’s separate financial statements is affected because the
Entries in §1 transferee is now an indirect rather than a direct subsidiary of the transferor. In our view, there is no
Investment in subsidiary (53) x s ] loss on such a transaction as the transferor does not lose any value. Accordingly, we believe that the
Cash & i transaction should be accounted for as follows.
Contribution (equity) : SI'J: .“ ® A surplus or deficit is computed in the same way as for a sideways transfer (see 5.13.120).
To recognise acquisition of §3 '| ® The actual price received and the benchmark — i.e. book value, or fair value if fair value ac-
| counting is applied — are compared; any surplus in the price received is recognised as a dividend
o o o TSI T received and any deficit is recorded as an additional investment in the acquirer.
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