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International Financial Reporting Standard 2

IFRS 2

Share-based Payment

In February 2004 the International Accounting Standards Board (IASB) issued IFRS 2
Share-based Payment. The IASB amended IFRS 2 to clarify its scope in January 2008 and to
incorporate the guidance contained in two related Interpretations (IFRIC 8 Scope of IFRS 2
and IFRIC 11 IFRS 2—Group and Treasury Share Transactions) in June 2009.

Other Standards have made minor consequential amendments to IFRS 2. They include
[FRS 10 Consolidated Financial Statements (issued May 2011), IFRS 11 Joint Arrangements (issued
May 2011), IFRS 13 Fair Value Measurement (issued May 2011), IAS 19 Employee Benefits (issued
June 2011) and Annual Improvements to [FRSs 2010-2012 Cycle (issued December 2013).
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Wnal Financial Reporting Standard 2 Sharebased Payment (IFRS 2) is set out in

paragraphs 1-64 and Appendices A-C. All the paragraphs have equal authority.
Paragraphs in bold type state the main principles. Terms defined in Appendix A are in
italics the first time they appear in the Standard. Definitions of other terms are given in
the Glossary for International Financial Reporting Standards. TFRS 2 should be read in
the context of its objective and the Basis for Conclusions, the Preface to International
Financial Reporting Standards and the Conceptual Framework for Financial Reporting. IAS 8
Accounting Policies, Changes in Accounting Estimates and Errors provides a basis for selecting
and applying accounting policies in the absence of explicit guidance.
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introduction

Reasons for issuing the IFRS

IN1

IN2

Entities often grant shares or share options to employees or other parties. Share
plans and share option plans are a common feature of employee remuneration,
for directors, senior executives and many other employees. Some entities issue
shares or share options to pay suppliers, such as suppliers of professional
services.

Until this IFRS was issued, there was no [FRS covering the recognition and
measurement of these transactions. Concerns were raised about this gap in
IFRSs, given the increasing prevalence of share-based payment transactions in
many countries.

Reasons for amending IFRS 2 in June 2009

IN2A

Dn June 2009 the International Accounting Standards Board amended IFRS 2 to
clarify its scope and the accounting for group cash-settled share-based payment
transactions in the separate or individual financial statements of the entity
receiving the goods or services when that entity has no obligation to settle the
share-based payment transaction. The amendments also incorporate the
guidance contained in the following Interpretations:

® IFRIC 8 Scope of IFRS 2
° IFRIC 11 IFRS 2—Group and Treasury Share Transactions.
As a result, the Board withdrew IFRIC 8 and IFRIC 11.

Main features of the IFRS

IN3

IN4

The IFRS requires an entity to recognise share-based payment transactions in its
financial statements, including transactions with employees or other parties to
be settled in cash, other assets, or equity instruments of the entity. There are no
exceptions to the IFRS, other than for transactions to which other Standards
apply.

The IFRS sets out measurement principles and specific requirements for three
types of share-based payment transactions:

(a) equity-settled share-based payment transactions, in which the entity
receives goods or services as consideration for equity instruments of the
entity (including shares or share options);

(b) cash-settled share-based payment transactions, in which the entity
acquires goods or services by incurring liabilities to the supplier of those
goods or services for amounts that are based on the price (or value) of the
entity's shares or other equity instruments of the entity; and
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IN5

A92

(€) transactions in which the entity receives or acquires goods or servic
and t.he terms of the arrangement provide either the emitv.or tleS
supplier of those goods or services with a choice of whether riue ent'}e
settles the transaction in cash or by issuing equity instruments ¢

For equity-settled share-based payment transactions, the IFRS requires an enti

to n.ieasgre the goods or services received, and the corresponding incrc"lsr; l'ty
equity, directly, at the fair value of the goods or services received, unless [h;t fi l'n
value cannot be estimated reliably. If the entity cannot estimale!reliat;l the f'a'“-
value of the goods or services received, the entity is required to mE'lszre tha?r
\{ablue. and the corresponding increase in equity, indirectly, by refen;nce =
fair value of the equity instruments granted. FLII‘thErDlOI‘CJ:‘ ' ==

(a) for transactions with employees and others providing simi ic
the entity is required to measure the fair valuepof the ezs:tnynlzfr:ilr;:eg
granted, because it is typically not possible to estimate reliably the f?s
Yalue of employee services received. The fair value of tl{e e '%r

Instruments granted is measured at grant date. safl

{b) for ransactions wi E
th partie p Yy
l 1es other tllﬂn employees (H]]d I.hDSE plUV]dIng

similar services), there is a rebuttable presumption that the fair value of

the goods or services received can be estimated reliably. That fair value is

measured at the date the entity obtains the goods or the counre;parw

1'enders‘sewice. In rare cases, if the presumption is rebutted Lh;e

TIEIDS&CTlOH is measured by reference to the fair value of the e;p.u'tv

Instruments granted, measured at the date the entity obtains the Uood;
' 8

or the counterparty renders service.

(c) f‘or 8oods or services measured by reference to the fair value of the equils
msuumen.ts granted, the IFRS specifies that all non-vesting C{)T‘fl;l;.)nl%
fll"e taken into account in the estimate of the fair value of n‘t» é( uilh
msm.n-nen ts.  However, vesting conditions' that ape % m;rke{

conditions are not taken into account when estimating ‘the fe;i;' value of

the shares or options at the relevant measurement date (as specified
above). Instead, vesting conditions are taken inte aecount by adjustin

the DUII.leT of equity instruments included in the measuren.lusnlj of [h%

transat:tlon amount so that, ultimately, the amount recognised for 0‘00(1';

f)r services received as consideration for the equity insterentq Ur:ntcd

is based on the number of equity instmments. that evcntulll?y vest

Hen‘ce. on a cumulative basis. no amount is recognised for ﬂobdﬁ 01

h.E‘l'VICC‘S received if the equity instruments granted do not vest b;ﬂus\e of

failure to satisfy a vesting condition (other than a market ccﬁditi;n)

(d) the TFRS requires the fair value of equity instruments granted to be based
on Ir%a.r‘l(er prices, if available, and to take into account the Lern;ls and
conditions upon which those equity instruments were granted lln the
absen.ce of market prices, fair value is estimared, uimg a véluatio;
technique (o estimate what the price of those equity instruments would
have been on the measurement date in an arm’s length Er'—u:is t
between knowledgeable, willing parties. i o
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the IFRS also sets out requirements if the terms and conditions of an
option or share grant are modified (eg an option is repriced) or if a grant
is cancelled, repurchased or replaced with another grant of equity
instruments. For example, irrespective of any modification, cancellation
or settlement of a grant of equity instruments to employees, the IERS
generally requires the entity to recognise, as a minimum, the services
received measured at the grant date fair value of the equity instruments
granted.
For cash-settled share-based payment transactions, the IFRS requires an entity to
measure the goods or services acquired and the liability incurred at the fair
value of the liability. Until the liability is settled, the entity is required to
remeasure the fair value of the liability at the end of each reporting period and
at the date of settlement, with any changes in value recognised in profit or loss
for the period.
For share-based payment transactions in which the terms of the arrangement
provide either the entity or the supplier of goods or services with a choice of
(hether the entity settles the transaction in cash or by issuing equity
lstruments, the entity is required to account for that transaction. or the
components of that transaction, as a cash-settled share-based payment
transaction if, and to the extent that, the entity has incurred a liability to settle
in cash (or other assets), or as an equity-settled share-based payment transaction
if, and to the extent that, no such liability has been incurred.

The IFRS prescribes various disclosure requirements to enable users of financial
statements to understand:

the nature and extent of share-based payment arrangements that existed

(a)
during the period;
(b) how the fair value of the goods or services received, or the fair value of
the equity instruments granted, during the period was determined; and
(c) the effect of share-based payment transactions on the entity’s profit or

loss for the period and on its financial position.

© |FRS Foundation A93
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Typically, an expense arises from the consumption of goods or services. For
example, services are typically consumed immediately, in which case an expense
is recognised as the counterparty renders service. Goods might be consumed
over a period of time or, in the case of inventories, sold at a later date, in which
case an expense is recognised when the goods are consumed or sold. However,
sometimes it is necessary to recognise an expense before the goods or services
are consumed or sold, because they do not qualify for recognition as assets. For
example, an entity might acquire goods as part of the research phase of a project
to develop a new product. Although thoese goods have not been consumed, they
might not qualify for recognition as assets under the applicable IFRS.

Equity-settled share-based payment transactions

10

11

12

Overview

For equity-settled share-based payment transactions, the entity shall
measure the goods or services received, and the corresponding increase in
equity, directly, at the fair value of the goods or services received, unless
that fair value cannot be estimated reliably. If the entity cannot estimate
reliably the fair value of the goods or services received, the entity shall
measure their value, and the corresponding increase in equity, indirectly,
by reference to’ the fair value of the equity instruments granted.

To apply the requirements of paragraph 10 to transactions with employees and
others providing similar services,® the entity shall measure the fair value of the
services received by reference to the fair value of the equity instruments granted,
because typically it is not possible to estimate reliably the fair value of the
services received, as explained in paragraph 12. The fair value of those equiw
instruments shall be measured at grant dafe.

Typically, shares, share options or other equity instruments are gzanced to
employees as: part of their, remuneration package, in addition thsa\cash salary
and other employment benefits. Usually, it is not possible to«rieasure directly
the services received for particular components of the empldjee’s remuncratioﬁ
package. It might also not be possible to measure the~tair‘value of the total
remuneration package independently, without measuring directly the fair value
of the equity instruments granted. Furthermore, shares or share options are
sometimes granted as part of a bonus arrangement, rather than as a part of basic
remuneration, eg as an incentive (o the employees to remain in the entity’s
employ or to reward them for their efforts in improving the entit—y’s
performance, By granting shares or share options, in addition to other
remuneration, the entity is paying additional remuneration to obtain additional
benefits. Estimating the fair value of those additional benefits is likely to be
difficult. - Because of the difficulty of measuring directly the fair Value_ of the

2 This IFRS uses the phrase 'by reference to’ rather than ‘at’, because the transaction is ultimately
meag_lrcd by multiplying the fair value of the equity instruments granted, measured at the date
specified in paragraph 11 or 13 (whichever is applicable), by the number of equity instruments that
vest, as explained in paragraph 19, ’

3 In the remainder of this IFRS, all references to employees also include others providing similar

services.
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services received, the entity shall measure the fair value of the employee services
received by reference to the fair value of the equity instruments granted.

To apply the requirements of paragraph 10 to transactions with parties other
than employees, there shall be a rebuttable presumption that the fair value of
the goods or services received can be estimated reliably. That fair value shall be
measured at the date the entity obtains the goods or the counterparty renders
service. In rare cases, if the entity rebuts this presumption because it cannot
estimate reliably the fair value of the goods or services received, the entity shall
measure the goods or services received, and the corresponding increase in
equity, indirectly, by reference to the fair value of the equity instruments
granted, measured at the date the entity obtains the goods or the counterparty
renders service.

In particular, if the identifiable consideration received (if any) by the entity
appears to be less than the fair value of the equity instruments granted or
liability incurred, typically this situation indicates that other consideration (ie
unidentifiable goods or services) has been (or will be) received by the entity. The
enfier shall measure the identifiable goods or services received in accordance
With this TFRS. The entity shall measure the unidentifiable goods or services
feceived (or to be received) as the difference between the fair value of the
share-based payment and the fair value of any identifiable goods or services
received (or to be received). The entity shall measure the unidentifiable goods or
services received at the grant date. However, for cash-settled transactions, the
liability shall be remeasured at the end of each reporting period until it is
settled in accordance with paragraphs 30-33.

Transactions in which services are received

If the equity instruments granted vest immediately, the counterparty is not
required to complete a specified period of service before becoming
unconditionally entitled to those equity instruments. In the absence of evidence
to the contrary, the entity shall presume that services rendered by the
counterparty as consideration for the equity instruments have been received. In
this case, on grant date the entity shall recognise the services received in full,
with a corresponding increase in equity.

If the equity instruments granted do not vest until the counterparty completes a
specified period of service, the entity shall presume that the services to be
rendered by the counterparty as consideration for those equity instruments will
be received in the future, during the vesting period. The entity shall account for
those services as they are rendered by the counterparty during the vesting
period, with a corresponding increase in equity. For example:

(a) if an employee is granted share options conditional upon completing
three years” service, then the entity shall presume that the services to be
rendered by the employee as consideration for the share options will be
received in the future, over that threeyear vesting period.

(b) if an employee is granted share options conditional upon the
achievement of a performance condition and remaining in the entity’s
employ until that performance condition is satisfied, and the length of
the vesting period varies depending on when that performance
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Appendix D international Financial Reporting Standard 13

Amendments to other IFRSs
Fair Value Measurement

This appendix sets out amendments to other IFRSs that are a consequence of the Board issting
IFRS 12. An entity shall apply the amendments for annual periods beginning on or after 1 January
2013. If an entily applies IFRS 12 for an earlier period, it shall apply the amendments for thay

earlier period. Amended paragraphs are shown with new text underlined and deleted text struygy
through. ‘

[ May 2011 the International Accounting Standards Board issued ITFRS 13 Fair Value
IFRS 13 defines fair value and replaces the requirement contained in

Measurement.
individual Standards.

W other Standards have made minor consequential amendments to IFRS 13. They include IAS
19 Employee Benefits (issued June 2011), Investiment Entities (Amendments to IFRS 10, IFRS 12
and IAS 27) (issued October 2012), Annual Improvements to IFRSs 2010-2012 Cycle (issued

The amendments contained in this appendix when this IFRS was i ‘ :
o : X W S was issued in 2011 have been inc . . . .
) N et incorporai December 2013) and Annual Improvements to IFRSs 2011-2013 Cycle (issued December 2013).

into the relevant IFRSs published in this volume,

Ad14 ® |FRS Foundation @ |FRS Foundation A415
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ijonal Financial Reporting Standard 13 Fair Value Measurement (IFRS 13) is set (fut
; aeraphs 1-99 and Appendices A-D. All the paragraphs have equal .authont.y.
e pal'. ahs in bold type state the main principles. Terms defined in Appendix A are in
?arégl;i first time they appear in the IFRS. Definitions of other terms are given in the
_1;ﬂ[1€5‘ary for Imernatioﬁal Financial Reporting Standards. TFRS 13 should be read in the
Gms:xt of its objective and the Basis for Conclusions, the Preface to International I“fnurzcjai
- :ﬁng Standards and the Conceptual Framework for Financial Reporting. IAS 8 Accounting
ijg;ﬁ- Changes in Accounting Estimates and Errors provides a basis for selecting and applying
accounting policies in the absence of explicit guidance.
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29

30

31

Ad24

(b) A use that is legally permissible takes into account any legal restricg,
on the use of the asset that market participants would take into acco'
when pricing the asset (eg the zoning regulations At ng
property). e to

(c) A use that is financially feasible takes into account whether a use of

e

asset that is physically possible and legally permissible generatﬂ
adequate income or cash flows (taking into account the COost: 3
S of
converting the asset to that use) to produce an investment return th'
a

market participants would require from an investment in that a :

to that use. e v

Highest and best use is determined from the pers
even if the entity intends a different use.
non-financial asset is presumed to be its highest and best use u

othe.r factors suggest that a different use by market
maximise the value of the asset.

nless market or
participants woylg

To protect its competitive position, or for other reasons, an entity may int

not to use an acquired non-financial asset actively or it may intend not tg ulsl end
asset according to its highest and best use. For example, that might be thee 4
for an ..acquired intangible asset that the entity plans to use defensivel Cal:e
preventing others from using it. Nevertheless, the entity shall measure theyfaii

Va]lle of 4 non-fina (‘[211 dsset i i g y
set aSSUﬂ]lng its hi heS t and best ] et
. L : st use b mark

Valuation premise for non-financial assets

The hi § i
: I.nghesl and best use of a non-financial asset establishes the valuation
premise used to measure the fair value of the asset, as follows: :

(a) The _highest and best use of a nonfinancial asset mis
m.aJ(imum value to market participants through its useqin &;mbmation
Wlt.h other assets as a group (as installed or otherwisé, coniigured for use)
or in combination with other assets and liabilities sy bu::iness}

Lt provide

(1) If the highest and best use of the as¥ot is'to use the asset in
combination with other assets or with\other assets and liabilities
the fair value of the asset is the price that would be received ine;
current transaction to sell the asset assuming that the asset
Would be used with other assets or with other assets and
liabilities and that those assets and liabilities (je its
complementary assets and the associated liabilities) would be
available to market participants.

(i) Liabilities associated with the asset and with the complementary
assets include liabilities that fund working capital, but do not

include liabilities used to fund assets other than those within the
group of assets,

(iii) Assumptions about the highest and best use of a non-financial
asset shall be consistent for all the assets (for which highest and
best use is relevant) of the group of assets or the group of assets
and liabilities within which the asset would be used. .

® IFRS Foundation

pective of market participantg
However, an entity’s current use of;-:

32

33

€3
*

35

36

IFRS 13

(b) The highest and best use of a nonfinancial asset might provide
maximum valué to market participants on a stand-alone basis. If the
highest and best use of the asset is to use it on a stand-alone basis, the
fair value of the asset is the price that would be received in a current
transaction to sell the asset to market participants that would use the
asset on a stand-alone basis.

The fair value measurement of a non-financial asset assumes that the asset is
sold consistently with the unit of account specified in other IFRSs (which may be
an individual asset). That is the case even when that fair value measurement
assumes that the highest and best use of the asset is to use it in combination
with other assets or with other assets and liabilities because a fair value
measurement assumes that the market participant already holds the
complementary assets and the associated liabilities.

Paragraph B3 describes the application of the valuation premise concept for

non-financial assets.

Application to liabilities and an entity’s own equity
inisiruments

General principles

A fair value measurement assumes that a financial or non-financial
liability or an entity’s own equity instrument (eg equity interests issued
as consideration in a business combination) is transferred to a market
participant at the measurement date. The transfer of a liability or an
entity’s own equity instrument assumes the following:

(a) A liability would remain outstanding and the market participant
transferee would be required to fulfil the obligation. The liability
would not be settled with the counterparty or otherwise
extinguished on the measurement date.

(b) An entity’s own equity instrument would remain outstanding and
the market participant transferee would take on the rights and
responsibilities associated with the instrument. The instrument
would not be cancelled or otherwise extinguished on the
measurement date.

Even when there is no observable market to provide pricing information about
the transfer of a liability or an entity’s own equity instrument (eg because
contractual or other legal restrictions prevent the transfer of such items), there
might be an observable market for stich items if they are held by other parties as
assets (eg a corporate bond or a call option on an entity’s shares).

In all cases, an entity shall maximise the use of relevant observable inputs and
minimise the use of unobservable inputs to meet the objective of a fair value
measurement, which is to estimate the price at which an orderly transaction to
transfer the liability or equity instrument would take place between market
participants at the measurement date under current market conditions.

A425
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47
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Restriction preventing the transfer of a liability or an entity’s o
equity instrument )

When measuring the fair value of a liability or an entity’s own equity
instrument, an entity shall not include a separate input or an adjustment o,
other inpuis relating to the existence of a restriction that prevents the transfer ‘ﬂ:
the.item. The effect of a restriction that prevents the transfer of a liability or ap
entity’s own equity instrument is either implicitly or explicitly included in thﬁ—:
other inputs to the fair value measurement. §

For example, at the transaction date, both the creditor and the obligor accepteq
the transaction price for the liability with full knowledge that the obligatig
includes a restriction that prevents its transfer. As a result of the restrictic;
be?ng included in the transaction price, a separate input or an adjustment to an
ex1st?ng input is not required at the transaction date to reflect the effect of the
res.tr{ctio.n on transfer. Similarly, a separate input or an adjustment to an
existing input is not required at subsequent measurement dates to reflect the
effect of the restriction on transfer.

Financial liability with a demand feature

The fair value of a financial liability with a demand feature (eg a demand
deposit) is not less than the amount payable on demand, discounted from the
first date that the amount could be required to be paid.

Application to financial assets and financial liabilities

with offsetting positions in market risks or
credit risk counterparty

An entity that holds a group of financial assets and financial liabilities is
exposed to market risks (as defined in IFRS 7) and to the credit risk (as {efined in
IFRS 7) of each of the counterparties. If the entity manages tfia} group of
financial assets and financial liabilities on the basis of its net expasure to either
market risks or credit risk, the entity is permitted to apply an exception to this
IFRS for measuring fair value. That exception permits an entity to measure the
fair value of a group of financial assets and financialisbilities on the basis of
the price that would be received to sell a net long position (ie an asset) for a
particular risk exposure or paid to transfer a net short position (ie a liability) for
a particular risk exposure in an orderly transaction between market participants
at the measurement date under current market conditions. Accordingly, an
entity shall measure the fair value of the group of financial assets and financial
liabilities consistently with how market participants would price the net risk
exposure at the measurement date.

An entity is permitted to use the exception in paragraph 48 only if the entity
does all the following:

(a) manages the group of financial assets and financial liabilities on the
basis of the entity’s net exposure to a particular market risk (or risks) ot
to the credit risk of a particular counterparty in accordance with the
entity’s documented risk management or investment strategy;

@ |FRS Foundation
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(b) provides information on that basis about the group of financial assets
and financial liabilities to the entity’s key management personnel, as
defined in TAS 24 Related Party Disclosures; and

(c) is required or has elected to measure those financial assets and financial
liabilities at fair value in the statement of financial position at the end of

each reporting period.

The exception in paragraph 48 does not pertain to financial statement
presentation. In some cases the basis for the presentation of financial
instruments in the statement of financial position differs from the basis for the
measurement of financial instruments, for example, if an IFRS does not require
or permit financial instruments to be presented on a net basis. In such cases an
entity may need to allocate the portfolio-level adjustments (see paragraphs
53-56) to the individual assets or liabilities that make up the group of financial
assets and financial liabilities managed on the basis of the entity’s net risk
exposure, An entity shall perform such allocations on a reasonable and
consistent basis using a methodology appropriate in the circumstances.

Ah entity shall make an accounting policy decision in accordance with IAS 8
Actounting Policies, Changes in Accounting Estimates and Errors to use the exception in
paragraph 48. An entity that uses the exception shall apply that accounting
policy, including its policy for allocating bid-ask adjustments (see paragraphs
53-55) and credit adjustments (see paragraph 56), if applicable, consistently
from period to period for a particular portfolio.

The exception in paragraph 48 applies only to financial assets, financial
liabilities and other contracts within the scope of IAS 39 Financial Instruments:
Recognition and Measurement or IFRS 9 Financial Instruments. The references to
financial assets and financial liabilities in paragraphs 48-51 and 53-56 should
be read as applying to all contracts within the scope of, and accounted for in
accordance with, IAS 39 or IFRS 9, regardless of whether they meet the
definitions of financial assets or financial liabilities in IAS 32 Financial
Instruments: Presentation.

Exposure to market risks

When using the exception in paragraph 48 to measure the fair value of a group
of financial assets and financial liabilities managed on the basis of the entity’s
net exposure to a particular market risk (or risks), the entity shall apply the price
within the bid-ask spread that is most representative of fair value in the
circumstances to the entity’s net exposure to those market risks (see paragraphs
70 and 71).

When using the exception in paragraph 48, an entity shall ensure that the
market risk (or risks) to which the entity is exposed within that group of
financial assets and financial liabilities is substantially the same. For example,
an entity would not combine the interest rate risk associated with a financial
asset with the commodity price risk associated with a financial liability because
doing so would not mitigate the entity’s exposure to interest rate risk or
commodity price risk. When using the exception in paragraph 48, any basis risk
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Disclosure

x-‘\n entity shall apply all appli
Its separate financial state
Paragraphs 16-17.

cable IFRSs when Providing disclg
s

ments, including the 1~~<:quire[mmt8

obtainable.

(b)

ali I 2
list of significant Investments in subsi

IS aten diaries, joint ventures apq

i
(i) the name of those investees.

ii inci
(ii) the principal Place of business (and

inc i if di i |
orporation, if different) of those inve Nl

Stees,

(iii)  idts Proportion of the ownershi
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(©) a description of the method N

s g oy used to account for the iy

vestments

When an i i

5 it ;\:stment entity that is a parent (other thaih

b ;31‘ P 16) prepares, in accordance with parz
Clal statements as its only financial statemetll) :

fact. The inv
et estment entity shall al
Investment entities requj Py
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<5, it shall disclose that
the Gisclosures relating to
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close in its separate financial statements:

(a) the fact th
at the statements
are separate financial
statements and
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(b) a list of significant investments in subsi

S, it diaries, joint ventures and

i
(i) the name of those investees.
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(i) the principal place of business (and country of

incorporation, if different) of those investees.
(iii)  its proportion of the ownership interest (and its proportion
of the voting rights, if different) held in those investees.

(©) a description of the method used to account for the investments

listed under (b).

gfective date and transition

187

18C

18D

18E

18F

An entity shall apply this Standard for annual periods beginning on or after
1 January 2013. Earlier application is permitted. If an entity applies this
Standard earlier, it shall disclose that fact and apply IFRS 10, IFRS 11, IFRS 12
and IAS 28 (as amended in 2011) at the same time.

Investment Entities (Amendments to IFRS 10, IFRS 12 and IAS 27), issued in October
2012, amended paragraphs 5, 6, 17 and 18, and added paragraphs 8A, 11A-11B,
16A.and 18B-181. An entity shall apply those amendments for annual periods
beainning on or after 1 January 2014. Early adoption is permitted. If an entity
applies those amendments earlier, it shall disclose that fact and apply all
amendments included in Investment Entities at the same time.

If. at the date of initial application of the Investment Entilies amendments (which,
for the purposes of this IFRS, is the beginning of the annual reporting period for
which those amendments are applied for the first time), a parent concludes that
it is an investment entity, it shall apply paragraphs 18C-18l to its investment in

a subsidiary.

At the date of initial application, an investment entity that previously measured
its investment in a subsidiary at cost shall instead measure that investment at
fair value through profit or loss as if the requirements of this TFRS had always
been effective. The investment entity shall adjust retrospectively the annual
period immediately preceding the date of initial application and shall adjust
retained earnings at the beginning of the immediately preceding period for any
difference between:

(a) the previous carrying amount of the investment; and

(b) the fair value of the investor’s investment in the subsidiary.

At the date of initial application, an investment entity that previously measured
its investment in a subsidiary at fair value through other comprehensive income
shall continue to measure that investment at fair value. The cumulative amount
of any fair value adjustment previously recognised in other comprehensive
income shall be transferred to retained earnings at the beginning of the annual
period immediately preceding the date of initial application.

At the date of initial application, an investment entity shall not make
adjustments to the previous accounting for an interest in a subsidiary that it had
previously elected to measure at fair value through profit or loss in accordance
with IFRS 9, as permitted in paragraph 10.

Before the date that IFRS 13 Fair Value Measurement is adopted, an investment
entity shall use the fair value amounts previously reported to investors or to

ABO3
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management, if those amounts represent the amount for which the invest-m-,_
could have been exchanged between Imowledgeable, willing partieg in an o
length transaction at the date of the valuation,

withdrawal of IAS 27 (2008)

s a (¢ (5 V' ith 1 two IFRSs
Standard is issued con [ W FRS 10 (}gEl 1er, e FRS
. L

i eparate Financial Statements (as amended in
b i supersede [AS 27 Consolidated and Separate Financial Ste

18G If measuring  the  investment in the subsidiary in accordance :
paragraphs 18C-18F is impracticable (as defined in [AS g Am_mnting Lol -,x
Changes in Accounting Estimates and Errors), an investment entity shalj PPl the
requirements of this IFRS at the beginning of the earliest period for Wluc];
application of Paragraphs 18C-18F is practicable, which may be the Curtens

2008).

preceding period, the investor shall adjust equity at the beginning of th"é
immediately preceding period for any difference between:

(a) the previous carrying amount of the investment: and

(b) the fair value of the Investor’s investment in the subsidiary.

current period, the adjustment to equity shall be recognised at the heginning of
the current periog,

18H If an investment entity has disposed of or lost control of, ap investment in 4
subsidiary before (he date of initiai application of the Investment  Engiips )
amendments, the investment entity is not required to make adjustments tq tha
previous accounting for that investment,

181 Notwithstanding the references to the annual period immediately Preceding tne
date of initia] application (the ‘immediately preceding nertod’)  in

paragraphs 18C-18G, an entity may also present adjusted Cumparatiye
information for any earlier periods presented, but is not requiredto do so. Ifan

references to the ‘immediately preceding period’ in Pamagraphs 18C-18G shall
be read as the ‘earliest adjusted comparative periad presented’. If an entity
Presents unadjusted comparative information for any earlier periods, it shail
clearly identify the information that has not been adjusted, state that it has been
Prepared on a different basis, and explain that basis.

18] [This paragraph refers to amendments that are not yet effect, and is therefore not included in
this edition ]

References to IFRS 9

19 If an entity applies this Standard but does not yet apply [FRS 9, any reference to
IFRS 9 shall be read as 3 reference to IAS 39 Financial Instruments: Recognition and
Measurement,

: ABO5
© |FRS Foundation
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International Accountin
_ t g Standard 39
Financial Instruments: Recognition and Measurement

Objective

Scope

—_ e

2

A1044

(b)

(©)

(d)

The objective of this Standard is to establish princi

el ples for recognising and

R ; me contracts to b
tnstr . equirements for presenting information
umen i 1 .
$ are in IAS 32 Financial Instruments: Presentation Requirements f
: s for

disclosing informati
g rmation about financial ins

rumen i i
Instruments; Disclosures. L

financial assets, financial liabilities and so

non-financial items. e

about finaneig)

nancigl

'_I'lus Standard shall be applied by all entities to al
instruments except:

(a)

1 types of financiag

those interests in subsidiaries, associates and Jjoint ventur

;I:E ac_cmmted for in accordance with IFRS 10 Consofifi;ltmt
musla;agll Statemen-ts, IAS %7 Separate Financial Statements ::
s :ses[l:;.;nlts in Associates and Joint Ventures, However, in

7 0, IAS 27 or IAS 28 requi i ity

flccount for an interest in a Subsidjéll';,l lzlll.-';rsec»‘(:.:ita[tJ: l;ln:l'to:'in el
In accordance with some or all of the requiren-f oy VED“II:G
Standard. Entities shall also apply this woadyal
an interest in a subsidiary, associate o
derivative meets the definition of an
entity in IAS 32.

Standard to derivatives on
r joint venture unles: the
equity instrumeric\of the

T lea
Il |1ts and ob atio de Ie ses to W]lldl ]AS 17 Leases ﬂp hes.

(i) lease receivables recognised by a lessorare subject to the

derecognition and impairment prgvasions of this Standard
(see paragraphs 15-37, 58, 59, 63-65 and Appendix A
Paragraphs AG36-AG52 and AG84-AG93);

i
(i) :‘lllnance lease payables recognised by a lessee are subject to

e derecognition provisions of this Standard (
Paragraphs 39

and

see
-42 and Appendix A paragraphs AG57-AG63);

(ii)  derivatives that are embedded in leases are subject to the
embedded derivatives provisions of this Standard (see
Paragraphs 10-13 and Appendix A Paragraphs AG27-AG33).

P yeI'S I’lghts Elnd obli Y p
gatlons unde emplo ee beneﬁt l
emplo I 4ans,
to Wh.lCh IAS 19 EmplOVEe BGHEﬁts apphes.

o ::llaal _ms_tnunents issued by the entity that meet the definition
€quity instrument in IAS 32 (including options and warrants)

or i
that are required to be classified as an equity instrument in
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accordance with paragraphs 16A and 16B or paragraphs 16C and
16D of IAS 32. However, the holder of such equity instruments
shall apply this Standard to those instruments, unless they meet

the exception in (a) above.

(e) rights and obligations arising under (i) an insurance contract as
defined in IFRS 4 Insurance Contracts, other than an issuer’s rights
and obligations arising under an insurance contract that meets
the definition of a financial guarantee contract in paragraph 9, or
(ii) a contract that is within the scope of IFRS 4 because it contains
a discretionary participation feature. However, this Standard
applies to a derivative that is embedded in a contract within the
scope of IFRS 4 if the derivative is not itself a contract within the
scope of IFRS 4 (see paragraphs 10-13 and Appendix A paragraphs
AG27-AG33 of this Standard). Moreover, if an issuer of financial
guarantee contracts has previously asserted explicitly that it
regards such contracts as insurance contracts and has used
accounting applicable to insurance contracts, the issuer may elect
to apply either this Standard or IFRS 4 to such financial guarantee
contracts (see paragraphs AG4 and AG4A). The issuer may make
that election contract by contract, but the election for each
contract is irrevocable.

6 [deleted]

(2) any forward contract between an acquirer and a selling
shareholder to buy or sell an acquiree that will result in a business
combination within the scope of IFRS 3 Business Combinations at
a future acquisition date. The term of the forward contract should
not exceed a reasonable period normally necessary to obtain any
required approvals and to complete the transaction.

(h) loan commitments other than those loan commitments described
in paragraph 4. An issuer of loan commitments shall apply IAS 37
Provisions, Contingent Liabilities and Contingent Assets to loan
commitments that are not within the scope of this Standard.
However, all loan commitments are subject to the derecognition
provisions of this Standard (see paragraphs 15-42 and Appendix A
paragraphs AG36-AG63).

(i) financial instruments, contracts and obligations under

share-based payment transactions to which IFRS 2 Share-based
Payment applies, except for contracts within the scope of
paragraphs 5-7 of this Standard, to which this Standard applies.

(1)} rights to payments to reimburse the entity for expenditure it is
required to make to settle a liability that it recognises as a
provision in accordance with IAS 37, or for which, in an earlier
period, it recognised a provision in accordance with IAS 37.

[This paragraph refers to amendments that are nol yet effective, and is therefore not
included in this edition.]

[Deleted|
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T . .
he following loan commitments are within the scope of this Sta darg
1 0

(a) ]lfzalf.c.jomnﬁnnents that the entity designates ag fin cia]
iabilities at fair value through profit or loss An entity t} o
: : - hat hag
Past practice of selling the assets resulting from i: ti 4
s
Oan

commitments shortly after ori ination shall a thi
b ] pPply this s -
tandand

to all its loan commitments in the same class

(b) loa.n cc?mmitments that can be settled net in cash or by dej;
Orissuing another financial instrument. These loan coy E_lfVe
are derivatives. A loan commitment is not regarded asn:]mm]em
merely because the loan is paid out in instalments (for e
rn_ortgage construction loan that is paid out in instalm exafflple. Y
with the progress of construction). e

(¢ co i i
) 8 mmitments to provide a loan at a below-market interest
ara i ¥
¥ b_g:ra.lph -47_'((1) specifies the subsequent measurement .
1abilities arising from these loan commitments. 3

I'I:;Ls- ﬁitz::ll:‘dlt::la]; be applied to those contracts to buy or sej 5
et v c:t ca{l be settle-d net in cash or another financja]
- ﬁmm‘;ial mys ;xlm anging .ﬁnanc;al instruments, as if the contracts
I i ents, with the exception of contracts that were
R s e nTue-to be. held for the purpose of the receipt or
ancial item in accordance with the entity’
purchase, sale or usage requirements. i

Rt

[This: paragraph refers to
/ amendments that are not effecti [
included in this edition| iy o i

There are vari i i

> 10us ways in which a contract fo buy or sell a non-financiy
can be settled i y - S
; 1581 net in cash or another financial instrument or by éxc
mancial instruments. These include: N

tem
hanging

(El} when th s C g i e
: € terms of the contract permit either party to seitie it net in cash
or anot “ial ins Y f al ‘
ler ﬁnall(.ld] 1n:atrumelll' or ]} eXChanging Flancial illstmmentS'
’

(b) when ili i
- lthe ability to settle net in cash or anothei Ehdncial instrument or
exc i ial i i :
A 1anging financial instruments, is not explicit in the terms of the
contrac i : i -
sk L, but the entity has a practice of settling similar contracts net in
» or another financial instrument or by exchanging financial
Instruments (whether with t i
3 with the counterparty, b ing i
: » by entering into offsetti
contract selli ¥ i
acts or by selling the contract before its exercise or lapse); ;
(€) when imilar ¢ ; i |
" ,gorfl.rmlal contracts, the entity has a practice of taking delivery of
e un ing it withi Y
erlying and selling it within a short period after delivery for the

pt Ip()Se of gener ati
lllg a P ofit f]'O.lll Sh(]rtlel'ﬂ] fi I~ ms in p e or
de: 0 s uctua 1C
ealer S ]llH[gIl]; and \ ]

(( ) WIIEH [he non-fir ¢ I tis e sub ect of the C L’ﬂdll?
la ial i em that is th
. I h ontract is r

A confract to i ies i
SRl which (b) or (c) applies is not entered into for the purpose of the
o . ~ L . . ; .
- pL dr elivery of the non-financial item in dccordance with the entity’s
ected purchase, s ] i ;
purchase, sale or usage requirements and, accordingly, is within the
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scope of this Standard. Other contracts to which paragraph 5 applies are
evaluated to determine whether they were entered into and continue to be held
for the purpose of the receipt or delivery of the non-financial item in accordance
with “the entity’s expected purchase, sale or usage requirements and,
accordingly, whether they are within the scope of this Standard.

A written option to buy or sell a nonfinancial item that can be settled net in

cash or another financial instrument, or by exchanging financial instruments,
in accordance with paragraph 6(a) or (d) is within the scope of this Standard.
Such a contract cannot be entered into for the purpose of the receipt or delivery
of the non-financial item in accordance with the entity’s expected purchase, sale
or usage requirements.
pefinitions
8 The terms defined in IAS 32 are used in this Standard with the meanings
specified in paragraph 11 of IAS 32. IAS 32 defines the following terms:
" financial instrument
& financial asset
° financial liability
® equity instrument
and provide guidance on applying those definitions.
9 The following terms are used in this Standard with the meanings

specified:

Definition of a derivative

A derivative is a financial instrument or other contract within the scope

of this Standard (see paragraphs 2-7) with all three of the following

characteristics:

(a) its value changes in response to the change in a specified interest
rate, financial instrument price, commodity price, foreign
exchange rate, index of prices or rates, credit rating or credit
index, or other variable, provided in the case of a non-financial
variable that the variable is not specific to a party to the contract
(sometimes called the ‘underlying’);

(b) it requires no initial net investment or an initial net investment
that is smaller than would be required for other types of contracts
that would be expected to have a similar response to changes in
market factors; and

(c) it is settled at a future date.

Definitions of four categories of financial instruments

A financial asset or financial liability at fair value through profit or loss is
a financial asset or financial liability that meets any of the following

conditions.
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(a)

(aa)

(b)

ii initi iti i
(i) Snition it is part of 5 portfi

(i)  jtjs a derivative (except for
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(i i
) 4 group of financial assets, financia] liabilities or both
oth j-
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stment strategy, and information aboyt the ghoup is

s L
Provided Internally on that basis to the envity’s ki
T L

» p ag p]ls 91 bl q tj’ P de
In IFRS 7 AT, ra 1 d B4 require e enti to roviy

disclosur i

deSignate;sae;b;u; _ﬁfnzmaal assets and financjaj liabilities it has

e g T air va]ue_ t.hrough Profit or loss, including how it

i _ es_e_ conditions. For instruments qualifying i
ance with (ij) above, that disclosure include Sl

reliably measured (see Paragraph 4¢
Paragraphs AGgg and AG81), shal] not be desi
through Profit or loss
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It should be noted that IFRS 13 Fair Value Measurement sets out
the requirements for measuring the fair value of a financial asset
or financial liability, whether by designation or otherwise, or
whose fair value is disclosed.

Held-to-maturity investments are mon-derivative financial assets with
fixed or determinable payments and fixed maturity that an entity has the
positive intention and ability to hold to maturity (see Appendix A
paragraphs AG16-AG25) other than:

(a)

(b)
(©

those that the entity upon initial recognition designates as at fair
value through profit or loss;
those that the entity designates as available for sale: and

those that meet the definition of loans and receivables.

An entity shall not classify any financial assets as held to maturity if the
entity has, during the current financial year or during the two preceding
financial years, sold or reclassified more than an insignificant amount of
heltto-maturity investments before maturity (more than insignificant in
felption to the total amount of held-to-maturity investments) other than

cales or reclassifications that:

(@)

(b)

(<)

are so close to maturity or the financial asset’s call date (for
example, less than three months before maturity) that changes in
the market rate of interest would not have a significant effect on

the financial asset’s fair value;

occur after the entity has collected substantially all of the financial
asset’s original principal through scheduled payments or
prepayments; or

are attributable to an isolated event that is beyond the entity’s
control, is nonrecurring and could not have been reasonably
anticipated by the entity.

Loans and receivables are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market other

than:

(a)

(b)

(©

those that the entity intends to sell immediately or in the near
term, which shall be classified as held for trading, and those that
the entity upon initial recognition designates as at fair value

through profit or loss;

those that the entity upon initial recognition designates as
available for sale; or

those for which the holder may not recover substantially all of its
initial investment, other than because of credit deterioration,
which shall be classified as available for sale.

An interest acquired in a pool of assets that are not loans or receivables
(for example, an interest in a mutual fund or a similar fund) is not a loan

or receivable.
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ﬂ:fatuable fm.'—sale financial assets are those non-derivative financj

at are designated as available for sale or are not classified cal

a

and receivables, (b) held ity i
! 5 -to-maturity investment i
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Definition of a financial guarantee contract

e |

-
I‘c:l.amcg

A p
o E::,a:;‘zﬁ iudarantee contract -is a contract that requires the issu,
" iﬁpayments t(? reimburse the holder for a loss it )
s p c ed debto_r fails to make payment when due in 3

€ original or modified terms of a debt instrument e

Definitions relating to recognition and Mmeasurement

The i .

. :Jl_n;rtjsed cost of a financial asset or financial liability is th
which the financial asset or financial liability is meas de dmoupg
ured at i

ex pe]‘lse over the I'ele vant P('r.lod.
th y v receinis
at exactl d.lscolmts est]ma.ted fllt“.'['e Ci-lsll pa ments or

enti all estim W ring al tractu m the
ﬁmmty Salll .l éstimate cash flows consideri g all contractual { s of
h‘A
aal instrument (for example, prepayment, call and s¥milar Options)

but s i
hall not consider future credit Josses. The calcuiation includes all

an integral ive i
o cj part of the effective interest rate\zec. IAS 18 Reven
on costs, and all other premiums o6& Uiscounts i

Derecognition i
ﬁnandilif:l(;] ls the removal of a Previously recognised financial asset or
iability from an entity’s statement of financial position
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A regular way purchase or sale is a purchase or sale of a financial asset
under a contract whose terms require delivery of the asset within the
time frame established gemerally by regulation or convention in the
marketplace concerned.

Transaction costs are incremental costs that are directly attributable to
the acquisition, issue or disposal of a financial asset or financial liability
(see Appendix A paragraph AG13). An incremental cost is one that would
not have been incurred if the entity had not acquired, issued or disposed

of the financial instrument.

Definitions relating to hedge accounting

A firm commitment is a binding agreement for the exchange of a
specified quantity of resources at a specified price on a specified future
date or dates.

A forecast transaction is an uncommiited but anticipated future
tramsaction.

A hedging instrument is a designated derivative or (for a hedge of the risk
of changes in foreign currency exchange rates only) a designated
non-derivative financial asset or non-derivative financial liability whose
fair value or cash flows are expected to offset changes in the fair value or

cash flows of a designated hedged item (paragraphs 72-77 and Appendix
A paragraphs AG94-AG97 elaborate on the definition of a hedging
instrument).

A hedged item is an asset, liability, firm commitment, highly probable
forecast transaction or net investment in a foreign operation that
(a) exposes the entity to risk of changes in fair value or future cash flows

and (b) is designated as being hedged (paragraphs 78-84 and Appendix A
paragraphs AG98-AG101 elaborate on the definition of hedged items).
L)

Hedge effectiveness is the degree to which changes in the fair value or
cash flows of the hedged item that are attributable to a hedged risk are
offset by changes in the fair value or cash flows of the hedging

instrument (see Appendix A paragraphs AG105-AG113).

Embedded derivatives

10

An embedded derivative is a component of a hybrid (combined) instrument that
also includes a non-derivative host contract—with the effect that some of the
cash flows of the combined instrument vary in a way similar to a standalone
derivative. An embedded derivative causes some or all of the cash flows that
otherwise would be required by the contract to be modified according to a
specified interest rate, financial instrument price, commodity price, foreign
exchange rate, index of prices or rates, credit rating or credit index, or other
variable, provided in the case of a non-financial variable that the variable is not
specific to a party to the contract. A derivative that is attached to a financial
instrument but is contractually transferable independently of that instrument,
or has a different counterparty from that instrument, is not an embedded

derivative, but a separate financial instrument.
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this method, paragraph 12 applies and the hybrid (combined) instrument is

11 An - s
embedded derivative shail be separated from the host
St cony
designated as at fair value through profit or loss.

accounted for as 3 derivative under this Standard if and j
: only i

T
el |

(a) the economic characteristics and risks of the embeddeq
ed dey

(b) 3 Sfeparate instrument with the same terms as tp
€rivative would meet the definition of a derivative ” d
; an

(c) tlTe hybrid (combined) instrument is not measured a¢ fau.- §
- - a i

:lnth cl-Ja.nges in fair value recognised in profit or
erivative that is embedded in a financial asset 3
or fj

liabili i
ability at fair value through profit or loss is not separateq)

cognition and derecognition

Initial recognition

An entity shall recognise a financial asset or a financial liability in its
statement of financial position when, and only when, the entity becomes
a party to the contractual provisions of the instrument. (See
paragraph 38 with respect to regular way purchases of financial assets.)

Derecognition of a financial asset

If an em sl LLES 10 ] :
accountedbf‘:idszd::?hv;:usvt;:: af;[;:t::tfzd, the h‘:.)st contract shay |: In consolidated financial statements, paragraphs 16-23 and Appendix A
accordance with other appropriate St is : ﬁﬂﬂﬂﬂal inStl'llment, - paragT.aphs AG347AG5.2 _art? ap;_)lied ata consolid.ated level. Hence, an entity ﬁrst
instrument. This Standard does not and ards if it is not a fina el consolidates all subsidiaries m. accordance with IFRS 10 and then applies
derivative shall be St sepamte}a.dress whether an emb & paragraphs 16-23 and Appendix A paragraphs AG34-AG52 to the resulting
Position, Y In the statement of £ - Zrodlph
11A Notwithstandjng paragraph 11, if J “s - Refore evaluating whether, and to what extent, derecognition is
embedded derivitives - oo ent'ity :1 COl:ltra.ct contains ome gp 4 & appropriate under paragra!.uhs 17-23, an entity determines whether those
(combined) contract as a i asse:y ﬁesigllé-lte _the entire hy i paragraphs should be applied to a part of a financial asset (or a part of a
through profit or e h or financial liability at fajr : g.roup of similar financial asset-s} or a financial asset (or a group of
(@) the embedded L similar financial assets) in its entirety, as follows.
flows iat the::z:a:vz(lﬂ does no-t significantly modify the ﬂ:é‘ E (a) Paragraphs 17-23 are applied to a part of a financial asset (or a
L ould be required by the contract; or 4 part of a group of similar financial assets) if, and only if, the part
(b) it is -c]ear with little or no analysis when imil: being considered for derecognition meets one of the following
Lflonll;ll:;:ed} instrument is first considered that se;an‘l\::n :i'bg 1 K S
e s d b y — o :
Embedd:: :2:::2‘:5;2 ?piﬁ;lzd' such as a pPrejiavment opﬂﬂ (1) The part comprises only specifically identified cash flows
approximately its amortised cost e holder to Brevay the loﬂnﬂ from a financial asset (or a group of similar financial
12 A . ” uE assets), .For example, when an entity ente_rs into an interest
i 1: itl‘:;l::red be this Standard to Séparate an embeddé. f‘ate strip whereby the counterpart-y OPtall'lS the right to the
At e s-t contract, but is unabl< o measure the ed Jiekest cash flows, but Not the prineipal. cash flows from.a
€rivative separately either at acquisition or at th embew debt instrument, paragraphs 17-23 are applied to the
financial Teporting period, it shall desi eendote subsequenf interest cash flows.
contract as at faiy G s signate the entire hybrid (combined)
unable to measure G ﬂi :::;,ﬁ; or loss Similarly, if an entity is (ii) The part comprises only a fully proportionate (pro rata)
be separated on reclassification of a Iy Eb ded derivative that would have to g share of the cash flows from a financial asset (or a group of
fair value through profit. or Lo ybrid (combined) contract out of the similar financial assets). For example, when an entity
prohibited. In such Cll'cumstanzs category, that reclassification is enters into an arrangement whereby the counterparty
remains classified ag at fair value thes the hybrid (combmed) contract obtains the rights to a 90 per cent share of all cash flows of a
ba i kS rough profit or loss in its entirety debt instrument, paragraphs 17-23 are applied to 90 per
plerznr ] lzh ;mbable 0 measure reliably the fajr value of an embedded cent of those cash flows. If t_here is m(-Jre than one
asis of its terms and conditi ons (ot exam] counterparty, each counterparty is not required to have a
embedded derivative is based on an equity instru e hple, Decuuse iy proportionate share of the cash flows provided that the
Ic;;o;ed Price in an active market for an identical lns:::;egta:eio:s nlo ; %IEVEI; FAETIEpUr o oxy i (g ooy
e fair ; evel 1in
of the h;ablr?g ‘()CI; ?;ziizs)e;i:sei uderlvatwe is the d.iﬁerence between the fair vlajlue; (iii) The part comprises only a fully proportionate (pro rata)
the entity & tnsble o ment fmd the fa‘lr value of the host contract. If share of specifically identified cash flows from a financial
measure the fair value of the embedded derivative using . asset (or a group of similar financial assets). For example,
when an entity enters into an arrangement whereby the
A1052
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Basis for Conclusions on
IFRS 8 Operating Segments

This Basi. clusi i i
asis for Conclusions and its appendices accormpany, but are not part of, IFRS 8
= .

Introduction

.1,

BC1

BC2

BC3

BC4

BC5

BCo

B658

This Basi i i n n
asis for Conclusions summarises the International Accounting Sta
. . . 5 . tang
Bth’i.Id. s considerations in 1'each1ng the conclusions in IFRS 8 Opffﬂ.tfﬂgs
nar c g 22 l : 1
Individual Board members gave greater weight to some factors than h
00

.111 Sep‘tember 2002 the Board decided to add a short-term conver

1ts active agenda. The project is being conducted jointly with thEnce'Pr

standard-setter, the Financial Accounting Standards Board (FASB G

of the P_TQiECf is to reduce differences between IFRSs and US en)' o

accounting principles (US GAAP) that are capable of resolut{goneiI:I;yrZ' '
LY

short time and can be addressed outside major projects
: .

;\: p:;‘t of the project, the Board identified differences between IAS 14 8

porting and the US standard SFAS 131 Di |
isclosures about Segments o

. . s of an Ente

and Rf‘lated. Information, reviewed academic research findings fon li“

reporting, in particular relating to the implementation of SEAS 131

meetings with users of financial statements. j am?

Differences between IAS 14 and SFAS 131 '
The requi ‘
S rcq1f11rements of SFAS 131 are based on the way that management regard:
enftity, focusing on information abou | A
t the components of the busi %)
L siness 4
mznfement uses to make decisions about operating matters. In ros'ﬂ'
| . : : ] 1L A5
IA requires the disaggregation of the entity's financial statemer Ls'“"
PN RS I L1110

segme 5 i
gments based on related products and services, and on geographical areas -

The require 3 3 i i
n q;urcrnen[s of SFAS 14 Financial Reporting for Segments of & Basiness Enlerpris
predecessor to SFAS 131, were similar t AnY
: similar to those of TAS 14. \1 i
L . 23 . 11 particular, both
B : required the accounting policies underiwing the disaggregated:
rmation to be the same as th i i 3
: ose underlying thezentity infi i i
segment information was i e i e v
‘ s regarded as a disaggregati
e sy " : gregation of the enti
e .1Ccl).n_ ’ll"he approach to segment disclosures in SFAS 14 was criticised
e prol\n Ing information about segments based on the structure of an enti
interna isati g .
organisation that could enhance a user’s ability to predict actions;

reactions of mazi dgemen th i i Y t& .
at could si nlﬁ(‘ant] af .Q ity lr
. g cL the enti § ﬁlture casi

‘r

Academic research findings
A

Most & i i
st Df.[he academic research findings on segment reporting indicated that
pplication of SFAS 131 resulted in more useful information than iti'?':

predecessor, SFAS 14. Accordi
SFAS 131- ng to the research, the management approach of

(a) 11 ased ] P
crease the u ]}e (8] eportec seg ENnis anc pro dec 101€¢
infor nation; '
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@ enhanced consistency with t

(e)

" fnancial statements. Most of th
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enabled users to see an entity through the eyes of management:

enabled an entity to provide timely segment information for external
interim reporting with relatively low incremental cost;

he management discussion and analysis or

other annual report disclosures; and

provided various measures of segment performance.

Meetings with users
reporting at several meetings with users of
e users supported the management approach of

for the reasons mentioned in the previous paragraph. In particular,
nt information to be

The Board discussed segment

SFAS 131
they supported an approach that would enable more segme
provided in interim financial reports.

Consequently the Board decided to adopt the US approach and published its

xposure draft in ED 8 Operating Segments in January 2006. The
ments was 19 May 2006, The Board received 182 comment
the Board issued IFRS 8 in November

proposals as an e
deadline for com
letiess. After reviewing the responses,

(o506
gy
Avlopion of management approach
B,
pX L
BE9 In the Basis for Conclusions on ED 8, the Board noted that the primary benefits
qab ! of adopting the management approach in SFAS 131 are that:
#i' b (a) entities will report segments that correspond to internal management
reports;
oy (b) entities will report segment information that will be more consistent
Sk with other parts of their annual reports;
e
(€) some entities will report more segments; and
E_‘“ (d) entities will report more segment information in interim financial
" reports.
i In addition, the Board noted that the proposed [FRS would reduce the cost of
L providing disaggregated information for many entities because it uses segment
m information that is generated for management’s use.
BCio0 Most respondents to the Exposure Draft supported the adoption of the
\ management approach. They considered the management approach
; appropriate, and superior (o the approach of IAS 14. These respondents
observed that the management approach for segment reporting allows users to
review an entity’s operations from the same perspective as management. They
noted that although the IAS 14 approach would enhance comparability by
requiring entities to report segment information that is consistent with IFRSs,
the disclosures will not necessarily correspond to segment information that is
reported to management and is used for making decisions.
BC11 Other respondents disagreed with the management approach. They argued that

convergence should instead be achieved by changing SFAS 131 to IAS 14. In

@ |FRS Foundation B659
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BC12

BC13

BC14

BC15

BC16

BC17

Scope of the standard

BC18

B660

Yet other respondents
identification of segment
for the measurement of

agreed with the management

! appro
assets, but disagreed with t b,

waould i i Hagement approac i
provide the most usefu] Information. However tp}i]e Boail'.dtht?t s
: Observed

IERS amounts fi
> OF segments cannot always b
basis for interim reporting i Sumdeﬂﬂy ;

The B
oard also noted the requirements in the [FRS for an

The FASB’s thinki i
e FASB’s thinking behind the management dpproaih ot

ini : SE i T
1ts Background Information and Basis for Concluvions e T

Because the Board

or

Paragraph BC60 below.
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SMEs project is the most appropriate context in which to decide whether to
extend the scope of the requirements on segment reporting to other entities.

some respondents to ED 8 commented that the scope of the IFRS should not be
eﬁended until the Board has reached a conclusion on the definitions of
‘fiduciary capacity' and ‘public accountability’ in the SMEs project. They argued
that the terms needed clarification and definition.

The Board accepted these concerns and decided that the IFRS should not apply to
‘entities that hold assets in a fiduciary capacity. However, the Board decided that
publicly accountable entities should be within the scope of the IFRS, and that a
future amendment of the scope of the IFRS should be proposed to include
publicly accountable entities once the definition has been properly developed in
the SMEs project. The proposed amendment will therefore be exposed at the
same time as the exposure draft of the proposed IFRS for SMEs.

A number of respondents to ED 8 suggested that the scope exemption of
paragraph 6 of IAS 14 should be included in the IFRS. This paragraph provided
an wxemption from segment reporting in the separate financial statements of
the parent when a financial report contains both consolidated financial
statements and the parent’s separate financial statements. The Board agreed
that on practical grounds such an exemption was appropriate.

In ED 8 the Board proposed that if an entity not required to apply the IFRS
chooses to disclose segment information in financial statements that comply
with IFRSs, that entity would be required to comply with the requirements of
the IFRS. Respondents commented that this was unnecessarily restrictive. For
example, they observed that requiring full compliance with the IFRS would
prevent an entity outside its scope from voluntarily disclosing sales information
for segments without also disclosing segment profit or loss: The Board
concluded that an entity should be able to provide segment information on a
voluntary basis without triggering the need to comply fully with the IFRS, so
long as the disclosure is not referred to as segment information.

A respondent to ED 8 asked for clarification on whether the scope of the
proposed TFRS included the consolidated financial statements of a group whose
alr parent has no listed financial instruments, but includes a listed minority
i interest' or a subsidiary with listed debt. The Board decided that such
-,u‘i ¢ consolidated financial statements should not be included in the scope and that
b the scope should be clarified accordingly. The Board also noted that the same
clarification should be made to the scope of IAS 33 Earnings per Shate.

‘_:ﬂSpects of the management approach

" Specific measurement requirements for some items

BC24 In ED 8, the Board invited comments on whether the proposed IFRS should
depart from the management approach in SFAS 131 by setting measurement

——

1 In January 2008 the JASB issued an amended IAS 27 Consolidated and Separate Financial Statements,
Which amended ‘minority interest’ to ‘non-controlling interests’. The consolidation requirements
10 TAS 27 were superseded by TFRS 10 Consolidated Financial Statements issued in May 2011. The term
‘non-controlling interests” and the requirements for non-controlling interests were not changed.
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BC25

BC26

BC27

BC28

BC29
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requirements for specified items, Some respondents to ED § su
approach that would define the measurement of the key terms suchpP
Iieve_n.ules. _segment expenses, segment results, seglnént assets a 35
liabilities in order to enhance comparability between reporting enti1 i ;
respondents disagreed with any departure from SFAS 131 on Lc',he git(:iz

defined measurements for specified items would eliminate the major b,
the management approach. 6 ol

The IFRS requires the entity to explain the measurements of se ment pyof
loss and segment assets and liabilities and to provide reconci]i;atiinsn;p §
segment amounts to the amounts recognised in the EnLiLy’sD éh&
statements. The Board believes that such reconciliations will enah] .
underst.and and judge the basis on which the segment amo . “5
determined. The Board also noted that to define the l'neam_lrvarnexLlll1 ’
-amounts would be a departure from the requirements of SFAS 131 th :
involve additional time and cost for entities and would be inconsisf:em;at
management perspective on segment information.

T 2 :
herefore, the Board decided not to require defined measures of sa

reven
ues, segment expenses, segment result, segment assets and se

liabilities, Sten

Matrix form of organisations

.In ED. 8 the Board proposed that when more than one set of segment: )
identified, for example when entities use a matrix form of oiganis:tciojﬂd. .
components based on products and services should be the basis for the o Onr'\ O
segments. Some respondents noted that matrix organisational strucfe}:::
commonly used for large complex organisations and that mandatin Lhi-lv
components ‘based on products and services was inccmsistcrfg wi:[h.s'E
manflgement approach. The Board agreed with this view. Acco:'ﬁr; >l th |
requu‘e_s the identification of operating segments (o be made by oot
core principle of the IFRS. :

reference t

Quantitative thresholds .

In ED 8 the Board proposed quantitative thresholds for identifying reportable
segments. Some respondents argued that such requirements represegm ;; ti'
of a rulebased, rather than a principle-based, approach. In additionnp
respondents commented that the inclusion of a 10 per cent thresh ld= 50:
create a precedent for determining materiality in other areas. -

The Board considered an approach whereby any material operating segment
would be required to be disclosed separately. However, the Board was concg;l;i
Ll'lat there might be uncertainty about the meaning of materiality in relation :
disclosure,  Furthermore, such a requirement would be a significant ch -
from the wording of SFAS 131, Thus, the Board was concerned that th h
Wf)tﬂd be from an easily understandable and familiar set of words that o s |
with SFAS 131 to a potentially confusing principle, L.

! - Accordingly, the Board
decided to retain the quantitative thresholds. - |

@ IFRS Foundation
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interaction of aggregation criteria and quantitative

~ thresholds

One respondent commented that the ranking of the aggregation criteria for
operating segmients and the quantitative thresholds for determining reportable

‘segmients was unclear in ED 8. However, the flow chart in paragraph IG7 of the

jmiplementation guidance indicates that the aggregation criteria take
precedence over the quantitative thresholds. The Board also noted that the
wording in SFAS 131 was clear because the paragraph on aggregation refers to
aggregation into a ‘single operating segment’. The quantitative thresholds then
determine which operating segments are reportable segments. The term
‘operating’ has been inserted in paragraph 12 of the IFRS.

Aggregation of operating segments

The Board received a request to consider including a disclosure in paragraph 22
that would require a description of the operating segments that have been
aggregated and the economic indicators that have been assessed to decide
wiiether operating segments have ‘similar economic characteristics’ in
aocordance with paragraph 12. The Board observed that:

(a) paragraph 12 does not elaborate upon the meaning of “similar economic
characteristics” except to say that operating segments that share similar
economic characteristics would be expected to exhibit a similar long
term financial performance. In addition, determining whether
operating segments have similar economic characteristics requires the

use of judgement.

(b) paragraph 22(a) currently contains a requirement to disclose the factors
used to identify the entity’s reportable segments, including the basis of
organisation, and suggests, as an example, disclosing whether operating
segments have been aggregated. However, there is no explicit, or indeed
apparent, requirement in paragraph 22(a) to disclose the aggregation of

operating segments.

The Board noted that the disclosure is complementary to the information
required by paragraph 22(a). The Board thinks that including a disclosure
requirement in paragraph 22 would provide users of financial statements with
an understanding of the judgements made by management on how (and the
reasons why) operating segments have been aggregated. The judgements made
by management may relate to the application of any of the criteria in
paragraph 12, which states that two or more operating segments may be
aggregated into a single operating segment if aggregation is consistent with the
core principle of [FRS 8, the segments have similar economic characteristics and
the segments are similarly based on the factors listed in paragraph 12(a)-(e).
Consequently, the Board added paragraph 22(aa) to complement the disclosure
required in paragraph 22(a). The requirements in paragraph 22(b) remain the
same and its wording has not been modified.

Inclusion of US guidance

The Board discussed the extent to which the IFRS should address the practical
problems that have arisen from applying SFAS 131 in the US. The Board

B663
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IAS 11 IE
. an
ntinued documents published to accompany
- CO);
; 12
A B c D E _rnational Accounting Standard
Contract revenye (see above) 145 520 380 200 55 piett’
Progress billings (paragraph 41) 100 520 380 180 55 J xXes
Unbilled contract revenye 45 - - 20 o ome Ta
I Bt :
Advances (paragraph 41) - 80 20 - 25

X i C t] . s effective
1 l)i Elle llllaCCDIIIPElHlEd IAS 12 is COIltal'ned in Part A Of thlS Cdl on Vi
= | al n]Pany']Dg
i e l Ty 8 ] p It Pfesents the fol 0w1ng
i Sued was 1 Janua 1998. CCO
Wh N 15 Illlﬁ a:

nents:

!ﬁ\ms FOR CONCLUSIONS
] iiUSTHATIVE EXAMPLES
;s;pmples ¢ temporary differences
?1]- stralive -computations and presentation
T ¢

Advances received (paragraph 40(b))

Gross amount due from Customers for contract work — Presented as gn asset in
accordance with paragraph 42(a)

Gross amount due to Customers for contract work — Presented as 5 liability in
accordance with paragraph 42(b)

The amounts to be disclosed ip accordance with paragraphs 40(a), 42(a) and 42(b) are -!

calculated a5 follows: ‘a8
Contract ; C
A B € D E Total | OO
Contract costs incurred 110 510 450 250 100 1420
Recognised profits less ip)
recognised losses 35 70 80 (90)  (39) 15]
T el W/ SR G it
145 580 480 160 70 b
Progress billings 100 520 ' ggp 180 85,7 ' 1,235(
Due from customers 45 60 100 -
Due to customers - - - (20) 20) 3
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. for Conclusions on
2 Income Taxes

for Conelusions accompanies, but is not part of, IAS 12.

When IAS 12 Income Taxes was issued by the International Accounting Standards
Committee in 1996 to replace the previous IAS 12 Accounting for Taxes on Income
(issued in July 1979), the Standard was not accompanied by a Basis for
Conclusions. This Basis for Conclusions is not comprehensive. It summarises
only the International Accounting Standards Board's considerations in making
the amendments to IAS 12 contained in Deferved Tax: Recovery of Underlying Assets
issued in December 2010. Individual Board members gave greater weight to
some factors than to others,

The Board amended IAS 12 to address an issue that arises when entities apply
tlie, neasurement principle in IAS 12 to temporary differences relating to
investment properties that are measured using the fair value model in IAS 40

Investment Property.

In March 2009 the Board published an exposure draft, Income Tax (the 2009
exposure draft), proposing a new IFRS to replace IAS 12. In the 2009 exposure
draft, the Board addressed this issue as part of a broad proposal relating to the
determination of tax basis. In October 2009 the Board decided not to proceed
with the proposals in the 2009 exposure draft and announced that, together
with the US Financial Accounting Standards Board, it aimed to conduct a
fundamental review of the accounting for income tax in the future. In the
meantime, the Board would address specific significant current practice issues.

In September 2010 the Board published proposals for addressing one of those
practice issues in an exposure draft Deferred Tax: Recovery of Underlying Assets with a
60-day comment period. Although that is shorter than the Board's normal
120-day comment period, the Board concluded that this was justified because
the amendments were straightforward and the exposure draft was short. In
addition, the amendments were addressing a problem that existed in practice
and needed to be solved as soon as possible. The Board considered the comments
it received on the exposure draft and in December 2010 issued the amendments
to IAS 12. The Board intends to address other practice issues arising from IAS 12
in due course, when other priorities on its agenda permit this.

Recovery of revalued non-depreciable assets

BCs

In December 2010, the Board incorporated in paragraph 51B of IAS 12 the
consensus previously contained in SIC Interpretation 21 Income Taxes—Recovery of
Revalued Non-Depreciable Assets. However, because paragraph 51C addresses
investment property carried at fair value, the Board excluded such assets from
the scope of paragraph 51B. Paragraphs BC6 and BC7 set out the basis that the
Standing Interpretations Committee (SIC) gave for the conclusions it reached in
developing the consensus expressed in SIC-21.
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