2.5 Consolidation

® If the decision maker has the power to direct the activities of the investee
ate returns for itself, then it is a principal.

L ]
parties, then it is an agent and does not control the investee when exerc

authority. However, a decision maker is not an agent simply because
from the decisions that it makes,

® In determining if the decision maker is actin
tionship between itself and other parties. [IFRS 10.18, B58]

2.5.280.40
it is acting as a principal or an agent, which is explained throughout this section, [IFRS 10.B58-B72]
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As indicated in the above diagram, two tests are determinative regardless of other indi-

Decision maker is an agent and does not J

2.5.280.50
cators.

¢ If a single party holds substantive kick-out rights ~ i.e. the decision maker can be removed

without cause — then the decision maker is an agent, In that case, the linkage test is failed
and the decision maker does not consolidate the investee. This is regardless of the level of
remuneration.

If the decision maker’s remuneration is not commensurate with the services provided, or the
terms and conditions are not on an arm’s length basis, then the decision maker is the prin-

cipal. In that case, the linkage test is met and the decision maker consolidates the investee.
[IFRS 10.B65, B69]
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Step 4: Linkage

5 6 Theoretically, the linkage analysis is always relevant when applying jche control mOdii
_5‘5,;:?0 b‘fg.r to the variability test (Step 3 of the control model — see 2.5.210) only in some cases W
bulﬁlﬂ'u

Ay detailed analysis be required.

wo70  The linkage analysis will require more in-depth consideration:
Lg.;iu éssessing whether a fund manager has control (see 2.5.350); and

! if there is otherwise explicit delegation of power (see 2.5.290).

580  Outside of these circumstances, the default presumption is that the linkage test is me:;
: ; 5 E . . .. > e
zj-‘.,sxample when an investee is controlled by voting rights, the decm'on maker’s eXII)(c))j:CrMZ]
For‘ eb‘lity of, returns will generally be correlated with its power over the investee. [ZFRS 10.
vartabl

ogn  However, there may be certain other circumstances in which the lir?kage anglysis requ.ires
E Iz:(getéiled consideration. For example, due to local laws, equity interests in son? m‘vestfees 1srtloa;
. i iciled i country. In this case, a foreign inve

d to be held by an entity domiciled in the same . ‘ :
c?m‘ltryt:‘zivest in thiseountry may enter into an agreement with the holding entity, when?by Fhe local
hmgillr;gg entity agreesto-act solely for the benefit and interest of, and on behalf of, thelz ﬁ)lreﬁ?k mveitoi.
i ®) ign i fore fail the linkage test.
' ng cnti he foreign investor and there
This local holding catity may be an agent of ¢
;2“' 1((i)fscw iow of special relationships in the context of the control model as a whole, see 2.5.400.
118 S51CE
25.200 Application to decision makers other than fund managers
90.10  Inapplying the linkage test, the decision maker considers the overall relationship between
2530,
ies, i i ing factors:
iself and other parties, including the follovs{lng : '
'-S the scope of its decision-making authority over the investee (see 2.5.300);
® kick-out rights (see 2.5.310); and - .
® its aggregate economic interest, comprising (see 2.5.320):
= i ation for the services provided; and ' ‘ .
12 iilgggsfe to variability of returns because of other interests that it holds in the investee.

[IFRS 10.B60-B61]

2529020  The objective of the linkage test is to determine whether the (.1ecis1on make;ff (\:]I'ltz
has alr‘eady met the power and variability tests in the control model) can use its power tc:l a ecz1i ;
returns. In making the assessment, different weightings are applied to each of the factors depending
on particular facts and circumstances. [IFRS 10.B60-B6!1 1

2529030  Therefore, it appears that the practical objective of t'he linkage test is to aszesstwrl;zﬂ;zi

the balance of evidence is sufficient to conclude that there is a link be'tween pc?wer and re uSments

the decision maker. It is not necessary for every in(cilicclzlator t?tbe conchilsl;\;el; j;:r :tla;?;;:leg i;ie; o
sitive and negative indicators. In addition, 1 appears. i G o

;trll?:i:?gynb:flige investee (se%:: 2.5.60) is an important con.side.ration in detemnmfl ﬂslfnwelf\l;t;li l;tg

be applied to each factor; this is because purpose @d design is a key factor in analysing p

returns, which are the subject of the linkage analysis.

2529040  The investor treats the decision-making rights delegated to its agent as held by the
wvestor directly. [IFRS 10.B59]
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2.5 Consolidation

2.5.300 Scaope of decision-making authority

2.5.300.10
following:

When assessing the scope of its decision-making authority, the investor considers

® its level of discretion. [IFRS 10.B62]

2.5.300.20

clear indication of whether a decision maker is acting as principal or agent.

2.5.310 Strength of kick-out rights

2.5.310.10
maker without cause, then this is sufficient to conclude that the decision maker is an agent. However,

if more than one party needs to act together to remove the decision maker, then this fact alone is noy

sufficient to conclude that the decision maker is an agent or that the removal rights are not substans
tive. Such rights are considered in the overall evaluation of whether the decision maker is acting as g

principal. The more parties that need to agree to remove the decision maker, the less weighting thag

is placed on that factor - i.e. the rights are assessed on a sliding scale if not held by a single party;
[IFRS 10.B64-B65)

2.5.310.20  For example, if the decision maker can be removed without cause by simple majority
and there are only three other investors (e.g. only two votes are needed to remove the decision maker),
then the removal rights are much more likely to'be substantive and carry more weight than if there are
30,000 other investors (e.g. 15,001 votes are needed to remove the decision maker). [IFRS 10.B64-B65)

2531030 Rights that restrict the decision maker’s discretion are considered in a manner. siiilas
to kick-out rights. Consequently, if the decision maker needs to obtain approval from a smati-aumber
of parties to make its decisions, then generally it is an agent. [IFRS 10.B66]

2531040  The greater the number of parties required to act together to exercise 1emoval or similar
rights, and the greater the magnitude and variability associated with the decision'maker’s economic
interests, the less weighting is placed on this factor. [ZFRS 10.B65)

2.5.310.50  Consideration of the rights held by other parties includes rights exercisable by the in-
vestee’s board of directors or other governing body and their effect on the decision-making authority:
For example, when the board of directors is independent of the decision maker, it may in effect act as
a central mechanism through which investors act collectively. Such a mechanism is more likely to be
substantive and, if so, would overcome any presumption that the rights of a large number of parties
required to act together is not substantive. [IFRS 10.B23(b), B67]

25.310.60  When assessing whether removal rights are substantive, the guidance in 2.5.100 is rel-
evant. Questions may arise in respect of removal rights that are exercisable for only a limited period
of time. In assessing whether such removal rights are substantive, an entity would need to consider

the time period for which the rights are exercisable — especially in respect of when relevant decisions
are to be made. [IFRS 10.B66]
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Before analysing linkage, it has already been established that the decision maker hay
power over the relevant activities of the investee. Therefore, in general this test does not provide g

As noted in 2.5.280.50, if a single party holds substantive rights to remove the decision

Step 4: Linkage

50  For further discussion of kick-out rights, see 2.5.370. Although this discussion is in the
5 t . . -

m:ezt of fund managers, the points made are generally applicable in other circumstances.

gont

Aggregate economic interest

2533 : ' . :
0  The decision maker’s aggregate ecConomic interest in an investee COMPpIises any remu

253340 . T .

Mi'on for services rendered plus any exposure to variability through other interesis. The greater

gerall

agnitude of, and variability associated with, the decision maker’s aggregate economic interest,
{if Zeater the likelihood that the decision maker is acting as principal. [IFRS 10.B72(a)]
Hia s

¢ 3020 Remuneration and other interests held may l?e c.onsidered iI.l aggrega:i because;,o lrfctlllli
e M} »f remuneration/other interests alone resulted in a principal Fonclusmn, then e same .
léve : 1d be reached when assessed in aggregate; conversely, if the assessment did not res‘ﬂt in
wr;il?:;l assessment on a stand-alone basis, then the remuneration/other interests would still be
ap

required to be tested as part of a larger aggregate.

. 532030  Outsid< of the funds sector, which is the basis for the examples in IFRS 19, t'he as-
4 mént of the déision maker’s aggregate economic interest is more likely to require significant
; Ss Wt . . . -
?:dgement Ferexample, returns may be more difficult to identify and evaluate because of their nature
X & @ ’

~ g.0. SYNEIgies.

For further discussion of the ‘aggregate economic interest’, see 2.5.360.

2.5.30.40
25330 Remuneration
1533010 As indicated in 2.5.280.50, for the decision maker to be an agent, its remuneration needs

to be ‘at market’. This means that the remuneration needs to:

rate witl tlle SErVICES pIOVlded a.nd
L be commensu h 1 y
. lIlClude Only ter ms, COIld.lthIlS or amOllIltS Cl.lStomaI‘ll pIeSent 1n arran. ements fOl SlII].llal‘ service

and level of skill negotiated on an arm’s length basis. [IFRS ! 0.B69]

1533020  If the remuneration meets these two criteria, then the decision‘ maker can be, but is not
necessarily, an agent. This is because the other factors also need to be considered. [IFRS 10.B70]

2533030  For decision makers other than fund managers, significant judgement COl'lld be required
in determining whether remuneration is at market — e.g. if the parties are related parties.

3% 240 Exposure to variability of returns through other interests

2534010  If the decision maker holds other interests in an investee —e. g an investment = then this
may indicate that it is a principal. The term ‘other interests’ is not defined 1.n'IFRS 10, but dlt gpp;:e;rs
that it means any involvement that gives rise to a variable r.eturn for the de?1§1on makﬁr a:h ed nei Sioz
IFRS 10 (see 2.5.210.30). This is because the linkage test is about de.temum‘ng whether the ec;r -
maker is using its power to affect its returns from its inV()'lveme.nt with the 1n\./estf:e - e.%. syn nfe ;
achieved by the decision maker through its involvement. in the mvgstee —whichis a wfl er co am:e
than just the returns of the investee itself. The standard itself also g1Yes the example o a] ]guar
provided by the decision maker in respect of the performance of the investee. [IFRS 10.B7
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2.5 Consolidation

2.5.340.20  Asaresult, the assessment of returns cannot be undertaken solely on a quantitative bagj
Instead, in many cases a qualitative assessment will be required, with all sources of returns inclug
in the assessment. This analysis is also consistent with Board’s rejection of developing a model that
would specify a particular level of returns that would result in an agency relationship. This decisiop.
was made to avoid encouraging structuring to achieve a particular accounting outcome. [IFRS 1 0.BCL4y
-BC142]

2.5.340.30  As part of the assessment, the decision maker also considers whether its exposure fy
variability of returns is different from that of the other investors, and if so, whether this might infly
ence its actions. [IFRS 10.B72(b)]

2.5.350 Application to fund managers

2.5.350.10  KPMG’s publication IFRS Practice Issues: Applying the consolidation model to Jund
managers provides a more in-depth discussion of the application of IFRS 10 to fund managers thay
this chapter. This chapter summarises the key points included in that publication, and expands the
discussion in 2.5.280-340 in the context of investment funds.

2.5.350.20  Fund managers generally have power over the relevant activities of the funds that they
manage through their exercise of delegated power (see 2.5.90), and exposure to variability of returns
through incentive fees and/or co-investment (see 2.5.210). Therefore, the link between power and returng
is usually key for fund managers in assessing whether a fund manager has control over the fund.

2.5.350.3¢0  Of the steps set outin 2.5 .280.40, it appears that the linkage analysis for fund managers
will come down to a combined assessment of just two indicators: aggregate economic interests and
kick-out rights.

2.5,350.40  This is because:

® single party kick-out rights are rarely present in the funds sector;

® a fund manager’s remuneration is generally at market if there is sufficient investient from i
dependent investors;

® the scope of decision-making authority is not a distinguishing factor becatise 'the fond manager
has all of the discretion within the designed activities of the fund; and

® asnoted in 2.5.320.20, remuneration and other interests do not need to be tested separately.

2.5.350.50  The two indicators (aggregate economic interests and kick-out rights) are required to
be considered together. Therefore, the stronger the kick-out rights, the more aggregate economic
interest can be accepted while still being an agent. Conversely, the weaker the kick-out rights, the
less aggregate economic interest can be accepted while still being an agent.

2.5.350.60  The chart below provides a way of visualising a general scheme for the result of com-

bining different strengths of each indicator.

® In the grey zone, the combination of strong kick-out rights and low aggregate economic interest
suggests that the fund manager is an agent.

® In the black zone, the combination of weak kick-out rights and high aggregate economic interest
suggests that the fund manager is a principal.

® In the marginal zone, the combination does not give a clear outcome,
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Step 4: Linkage

g

:

§ Marginal
? zone

- Low Aggregate economic interest High
25.350.70  Fou those cases that fall into the marginal zone, the fund manager will need to consider

gertain other-aspects of these indicators to determine if it is an agent or a principal. The cguestxon of
where the con cr;l, marginal zone starts and finishes is not clear; there are no ‘bright lines’.

The rest of this section summarises the key steps in the linkage analysis for a fund

2535060
"0anager.
&
( Agsest the stength of Kick-out rights (see 25.370) )
( Assess fhe key indicatons i combination (see 2 5.380) )
( Apply judgernent fn@fﬂaiiiai caes (se 2.5.390) ) M )
25360 Aggregate economic interest

25.360.10  The first key indicator is the aggregate economic interest, comprising reml.mcratlon t2;lnd
other interest in aggregate. It appears that this amount is simply the sum of remuneration and other

mterests. [IFRS 10.B72(a)]

2536020  IFRS 10 requires an evaluation of the magnitude of, and van'abilit.y associaFed ‘fvith, its
economic interests relative to the total variability of returns of the .investee. This evaluanqn is ma;lie
primarily on the basis of returns expected from the activities of the investee but should not ignore the
decision maker’s maximum exposure to variability of returns. [I/FRS 10.B72)

2,5.360.30 On this basis, it appears that the key measure is the ‘variability of expected returns’, for

the following reasons.




2.8 Accounting policies, errors and estimates

2.8.70.30 Generally, an entity applies a change in accounting policy retrospectively (i.e. g
the new accounting policy had always been applied), including any income tax effect. This jg
by adjusting the opening balance of each affected component of equity for the earliest prior k
presented and the other comparative amounts disclosed for each prior period presented. [74s & 310

2.8.70.40 If it is impracticable to determine the period-specific effects for one or more prior e
presented (see 2.8.90), then the entity restates the opening balances of assets, liabilities and e e
for the earliest period for which retrospective application is practicable. [IAS 8.24]

2.8.70.50 If it is impracticable to determine the cumulative effect at the beginning of the cumy
period of a change in accounting policy (see 2.8.90), then the entity restates the comparative infory
tion prospectively from the earliest date practicable. Nevertheless, a change in accounting pohcy
permitted even if it is impracticable to apply the policy prospectively for any prior period. [I4S 8. 25,5

2.8.70.60 The financial statements include disclosure regarding the change in accounting poji W
including the reasons why applying a voluntary change in accounting policy provides reliable gig
more relevant information. [JAS 8.29]

2.8.80 ERRORS

2.8.80.10 Errors result from the misapplication of policies or the misinterpretation of facts 4
circumstances that exist at the end of the reporting period. Examples include mathematical mistakes
fraud (see 2.9.70) and oversight. [14S 8.5]

2.8.80.20 Financial statements containing material errors, or immaterial errors made Intenti g
ally to achieve a particular result in the financial statements, do not comply with IFRS, Poy :
current-period errors are corrected before the financial statements are authorised for issue. \aisndl
prior-period errors are corrected by restating the comparative information presented in-tive financial
statements for that subsequent period. {145 8.41]

2.8.80.30 The correction of a material prior-period error is made by eithe::

® restating the comparative amounts for the prior period(s) presented in which the error occurred: 88

® restating the opening balances of assets, liabilities and equity for the earliest prior period presented
if the error occurred before the earliest prior period presented. [IAS 8.42]

2.8.80.40 IAS 8 requires material prior-period errors to be corrected by restating the openit
balance of equity and comparatives unless this is impracticable. {I4S 8.43]

2.8.80.50 If it is impracticable to determine the period-specific effects for one or more prior periods
presenied (see 2.8.90), then the entity restates the opening balances of assets, liabilities and equii§
for the earliest period for which retrospective restatement is practicable. [IAS 8.44]

2.8.80.60 If it is impracticable to determine the cumulative effect at the beginning of the cu

period of an egror on all prior periods (see 2.8.90), then the entity restates the comparative infor i
tion to correct the error prospectively from the earliest date practicable. [IAS 8.45]
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Errors

WPLE 3 — CORRECTING AN ERROR
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2.8 Accounting policies, errors and estimates

2.8.80.90 In restating the comparatives, the adjustment will be included in the appropriate.
item of the statement of profit or loss and OCI in the usual way (see chapter 4.1). For example, if
expense in Example 3 were insurance of X’s head office and X classified its expenses by fungg
then the expense would normally be included in administrative expenses. In addition, the financjst

statements will include full disclosure regarding the error and the adjustments made to correcijy |

[7AS 8.49]

2.8.80.100  Although it is not mentioned specifically in IAS 8, the standard’s implementation gyjigh
ance shows the restated comparative financial statements with the heading ‘restated’. In our view
this is necessary to highlight for users the fact that the comparative financial statements are nof Eﬁq
same as the financial statements previously published. [IAS 8.IG]

2.8.80.110  In Example 3, the component of equity affected by the error was retained earnings, [f
the error affects more components of equity, then the effect on each component of equity is disclosed
separately. [IAS 1.106(b)]

2.8.90 IMPRACTICABILITY OF RETROSPECTIVE
APPLICATION
2.8.90.10 The retrospective application of changes in accounting policies (see 2.8.50) and the

restatement of material errors (see 2.8.80) are required, unless they are impracticable. Guidance is
given on when retrospective application or restatement will be impracticable. [IAS 8.5, 50]

2.8.90.20 Retrospective application or restatement is done using only information that:

® would have been available in preparing the financial statements for that earlier period; ana

® provides evidence of circumstances that existed on the date(s) when the transaction er evont g
curred. {IAS 8.52]

2.8.90.30 Other information — e.g. information that uses the benefit of hincsight — may not b
used. [IAS 8.53]

2.8.90.40 Retrospective application or restatement is impracticable when it requires:

® sigpificant estimates to be made that cannot, after making every reasonable effort, dlstmguuh
information that may be used from information that may not; or

e information regarding transactions or events that is not available to the entity after making every
reasonable effort to retrieve the necessary information. [Z4S 8.50, 52]

2.8.90.50 In such cases, the financial statements are adjusted as at the beginning of the earliest
period from which retrospective adjustment is practicable.

2.8.90.60 If an entity presents any accompanying financial information in respect of prior periods
(e.g. historical summaries), then in our view an inability to restate all of the periods presented in the
historical summaries or other prior-period information is not a reason to conclude that none of the
comparative information required by IFRS would be restated.
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Accounting estimates

,.anMPLE 4 — INABILITY TO RESTATE ALL PERIODS IN HISTORICAL SUMMARIES

LR90:.70
finanetal information te s :
pejﬁ‘w. % m@m;mq E@ aéfj@m the

{stofical summary for the an;mé 1*”@ -year perle
to réstate beyondithe fast 4 v:em '{%‘fh@ﬁeﬁore

% resﬁites %lae i
last 4 years of the financial sum

14100 ACCOUNTING ESTIMATES
sxii0 +  Changes in accounting estimates
sp110.10  Estimates are an essential part of financial reporting and changes therein are accounted

for in the period in which the change occurs. For example, a change in the estimate of recoverable
jeceivables is account=d for in the period in which the change in estimate is made. Disclosure of the
sature and amouny ¢ such changes is required (see 4.1.180). [IAS 8.32-33, 39-40]

25.410.20 - \Ir some cases, it can be difficult to determine whether a change represents a change in
acconntiis policy or a change in estimate. In such cases, the change is treated as a change in estimate
ad appLupriate disclosure is given. In our view, when an entity changes its method of measuring the
.o0 of inventory (see 3.8.280) — e.g. from FIFO to weighted-average — this is a change in accounting
Jolicy notwithstanding the fact that both methods measure cost. [1AS 8.35]

3411030 A change in the estimate of the useful life or method of recognising the depreciation
g amortisation of property, plant and equipment (see 3.2.140) or an intangible asset (see 3.3.210) is
accounted for prospectively as a change in estimate by adjusting depreciation or amortisation in the
emrent and future periods. [JAS 8.32, 36, 16.51, 61, 38.104]

EXAMPLE 5 — ACCOUNTING FOR CHANGES IN ESTIMATES

o S

- ——

P

® u m: E%te miay ndieate th‘ﬁl thie Wﬂﬂg ame)umi @;t blre machine "
(zee 3, 10.110),

1011050 A change in estimate is different from the correction of an error because an error results
ffom the misapplication of policy or misinterpretation of existing facts and circumstances. Changes
i accounting estimates result from new information or new developments. An estimate takes into
account all existing facts and circumstances, but changes over time as those facts and circumstances
thange or as the entity obtains more experience and/or knowledge. If an objective determination
tannot be made of whether a change is a change in estimate or the correction of an error, then in our
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3.12 Provisi j iabiliti j
ons, contingent assets and liabilities Reimbursements

11215050 At the date on which thie obligation can be meastred yipLE 3F — MEASURING PROVISION — EXPECTED GAIN ON SALE OF RELATED ASSET

the mtangible assei and the ctirresp ndinye tiability showld be reco
same amount, beifg the present value of the expeeted futute paym, o
Tocal residents and businesses as conmpensation for the loss i the value o
property. :

of equipmerit used m the warchouse. K expeets to sefl the closed warehouse for a
gain thai exeeeds the caneellation penalties on the eqiipmeni leases. The provision
for the tease cancellation costs i§ not rediieed by the expected gam fron the sale

*12.150.60  The estimate of the costs of compensation iay change over of the warehouse

oiir view, changes in the carrying amount of the lability, except for the anwjj
ot the discount recognised in profit or loss, should be accoutted for as anl i
ment fo the camying amount of the intangible asser,

Associated costs

i te  Provisions are measured based on what an entity would rationally pay to settle or trans-
“he obligation. IFRS does not provide much guidance on the types of costs to be included in the
ement of a provision. Howeyver, the accrual of costs that need to be incurred to operate in the
s prohibited. [IAS 37.18, 36]

3.12.160 Future events '

3.12.160.1¢  Future events are reflected when measuring a provision if there is sufficient obie
ev.idc?nce that they will occur. For example, a technological development that would make ]
missioning less expensive would be considered if there is evidence that the new technology:
be available. In our view, an intention to reduce an obligation via negotiation or to avoid it b I
ing bankruptcy is a future event that should not be anticipated. [IAS 37.48) i

115020 Inour'view, anticipated incremental costs that are directly related to the settlement of a
smvision should beincluded in the measurement of the provision to the extent that a third party who
isumes the Yiability would require compensation. This is likely to be the case when the incremental

Lgosts are prohable and can be estimated reliably.
Jgosts are prt2d Y
ExampLE 3E — MEASURING PROVISION ~ FUTURE INTENTION TO REDUCE OBLIGATION | B

1216020 Parent M owns 100% of Subsidiary 6. As at 31 December 201360
fas met assets of 10. Af its 2013 year end, M detenmines that ifs present esiy
of (s environmental remediation obligation needs to be increased by 56. M
ree‘d by the tegiSlation:to fund G's exposures. M determines.fhat it will e O
G's deficit in the futute, such that the et assets of G will got be sufficien 10 fil
thie firtl obli

"\I %iL:s030  Incremental costs are those in addition to normal operating expenses. Therefore, we
I usve that costs that are not incremental should not be included in the measurement of a provision,
@) eenii there is a reasonable basis for allocating a portion of these costs to the settlement of the provi-
“5on. For example, costs to be incurred irrespective of a specific claim, such as salaries of employees
‘hibe claims department, are future operating costs; therefore, we believe that they should be excluded
i the measurement of a provision.

ﬁiﬁ{r 46 In our view, the above principle applies to both external and internal costs. However,
| laketnal costs are less likely to be incremental and therefore would not normally be included in the

} easurement of a provision.

;:;g ";wﬁ;;?;ﬁz IﬁwM&he Gﬁ;ﬁﬁ?ﬁﬂ;‘e;igmimjﬁgg MM EianpLE 3G — MEASURING PROVISION — IDENTIFYING DIRECTLY RELATED INCREMENTAL COSTS
limited to G% net assefs. listead, we believe that G should recognise the
unt of the revisedrestimate of its environmental obBgation, M should co
consolidate G, imcluding its full obligation, untl it no longer controls G

after any bankuptey proesedings have removed M's control (see 2.5.760)

=

he costs of the department are unlikely to bemeremental for any
: Tiowld ot be included in themneasutement of thie provision. |

3.12.170 Gains

3:12.170.10 Gains from the expected disposal of assets are not considered when measuring &
sion. [IAS 37.51}

20 REIMBURSEMENTS

M2isn o Reimbursements (such as insurance recoveries, indemnities, warranties) are recognised
43’3 Separate asset when recovery is virtually certain. The amount recognised is limited to the amount
Btthe related provision. [IAS 37.53]

3.12.170.20  Therefore, if a provision is recognised for a restructuring (see 3.12.230), then g
the related sale of any assets are not considered in measuring the provision. As a result, restruzil
costs are likely to be recognised earlier than the gain on the related sale of assets.
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3.12 Provisions, contingent assets and liabilities Reimbursements

| . oo .
ExAMPLE 4A — REIMBURSEMENT — SETTLEMENT AMOUNT EXCEEDS PROVISION | w060 Incertain cases, obligations can be settled by a parent company on behalf of its investee.

oL E 4D — REIMBURSEMENT — OBLIGATION SETTLED BY PARENT

129020 One of Company M's ¢t
for 30@ i respeet of a defiective pro

T E v T ce — T

recover the cost of the:dsfect 4 penalg of 17% tx:om thesw ", Fhie 11219065 Comy G manufactuies and sells complex custoimises N L‘pmem
hias confirmed that i will pay 336/ (300 + (300 x 12%)) to M as soon as Mk | and puardntess to el ]

éhd ole}l 3. G rec,,( Ve

the customer. M should:recognise a provision tor the elaim of 300.

2.190.23 %mx: the re“ﬁiumemem i‘s maz{by sertain, it-should by

3.12.190.30  An obligation and the related recovery are often recognised at the same time, Hy
if the party that will make the reimbursement cannot be identified, then the reimbursement is get
not virtually certain and cannot be recognised.

! . s afarses0 - If i seller is contractually obliged to indemnify the acquirer for a specific liability as-
3.12.19040  If the only uncertainty regarding qle recovery ‘?f an insured 1°§S is the amount of g “amed ‘v « business combination, then IFRS 3 requires the acquirer to recognise an asset at the same
recovery, then in our view the reimbursement will often qualify to be recognised as an asset. o ﬁu \ncesured using the same measurement basis as the related liability. For further discussion of

| Faenanification assets under IFRS 3, see 2.6.110. [ZFRS 3.27]

3.12.190.50  In some cases, compensation for lost revenue may be receive« inaun-cash form =gy
as a non-financial asset. In our view, the difference in nature of the compensation does not result
different accounting outcomes and non-cash compensation should be treated in the same iian
cash compensation — i.e. it should be recognised when the event occurs that gives rise fo the
for compensation and the compensation becomes receivable.

L Compensation for impairment of an asset or lost revenue
L1 090.45  Co
tsmn that & s eblig

214514 Under insurance contracts, the policyholder is compensated if a specified uncertain
ge event (an insured event) adversely affects the policyholder (see 8.1.20). An entity may hold
@MSUFance contract under which it is compensated in some circumstances for the impairment of
“aasset or for lost revenue. The question arises how to account for that compensation right. The first
“§lepis to determine which standard to apply or analogise to. IAS 39 specifically excludes insurance
ontracts held from its scope and IFRS 4 does not address the accounting for insurance contracts
) b¥policyholders, other than the holders of reinsurance contracts (see 7.1.40-50 and 8.1.10). In our
Yiew, determining which standard to apply or analogise to depends on whether the compensation

18
?fﬁ: right under a financial guarantee contract, and if so whether that financial guarantee contract is
o w integral part of another financial instrument (see 7.1.50); or
# aright under another type of insurance contract — e.g. compensation for impairment of property,

XAMP s == — ATION RECEIVED IN NON-CASH FORM ) d
E LE4C — REMBURSEMENT — COMPENS plant and equipment or compensation for lost profits. [IFRS 4.2—4, A, IAS 39.2(¢)]

S A2 49055 0 { 912195.15  We believe that compensation that is not related to a provision (e.g. for impairment of
Ompan; ¥ : ‘ LG " | dasset, for lost revenue) is not a reimbursement right in the scope of IAS 37.
I
9849520 A contract that requires payment in circumstances other than reimbursing the holder for
i ﬁﬂ&\l that it incurs, because a specified debtor fails to make payment when it is due in accordance
"mﬁ the original or modified terms of a debt instrument, is not an insurance contract. It is a credit
vative that is accounted for in accordance with IAS 39 (see 7.1.40.30 and 50.10).




3.12 Provisions, contingent assets and liabilities Reimbursements

on the amount and timing of the expected cash flows discounted at the rate that reflects the
1 sk of the insurer. We believe that an entity would have an unconditional contractual right to

Financial puarantee conteact
that is an integeal part of the

related debt instromment? gompensation " - ‘
entity has an insurance contract under which it can make a claim for compensation; and
loss event that creates a right for the entity to assert a claim at the end of the reporting period

" occurred and the claim is not disputed by the insurer. [IAS 16.65-66]

Yes

Compensatton eght is 7
acconited for as part of J

Coompeisation right is “}
the debi mnstrament ) J

aecounted tor separdtely

Loss event becarred ]

oiti SA — COMPENSATION — CLAIM FOR LOST PROFITS

1219820 Cotapariy P has an nsnranee policy that allows it to elaitn for fost

No Yes that the machine will be ow of otder for the next six months. The amount @ﬁ_f 16,

: bigiing conipensation receivable, is acorued for each working day that the magliine |

= — fias been out of order, because the loss event that ereates a cight for P to assert a |
Recogise

&

1 bl Jagh sgipee ot the end of ezck et ! 5.
EOMpEnsation receivably clain, @L’cm%s at the end of ga ngmg dhey e
vilien there ts an o 0 BT

uneondifional conitracual 1|

cighit to receive it LB 5% = CoMPENSATION — CLAIM FOR DAMAGE TO ASSET

30219890  Company Q's building bums down aud @ cldims compensation for
the impared building under its fire msurance poliey that covers this loss. The

3.12.196 Compensation right under a financial guarantee contract that -
| nent of the building is recognised when the fire ocours. A receivable for

integral element of the related debt instrument

| A7) ' . a thie cothpensation is eecognised when Q has an unc al contractual right to
3.12.196.10  If the compensation right under an insurance contract is a financial guarantee caf, @) i pe pensation - i.e. when the damage bias occutred - assuming that the loss

that the holder determines is an integral element of the related debt instrument, then in our vy
compensation right should not be accounted for separately from the related debt instro it
holder should consider the effect of the protection when determining the fair value of the nstrum

in estimating the expected cash receipts and when assessing any impairment losses iz res i rr
it respeit _ ; : 101 ri
debt instrument (see 7.1.80). Wi Other compensation rights when the loss event has not occurred

event {s not disputediby the msurer (e:g. by asserting arson, which is ot cevered
by the insuranes) (see 3.2.370).

{1499.05 In our view, a recognised impairment loss for which there is not yet a contractual right
Jigtssert 4 claim is similar in nature to a provision. A provision is a liability that is a present obligation
Jiing from a past event, of uncertain timing or amount; an impairment recognised in advance of the
&gt that allows an entity to assert a claim is an insured loss related to a past event, but there may be
\Wferiainty about the timing or amount of the actual final loss. In some cases (e.g. a fire), there will be
| Bliming gap between recognition of the impairment and the related loss event. In gther cases (e.g
ancial guarantee contracts), there may be a timing gap between recognition of the impairment and
! i telated Joss event (e.g. when the impairment is estimated on a collective basis for a portfolio of
 Gnfracts, whereas the loss event that creates a right for the entity to assert a claim is specifically identi-
'Iflii ik in the financial guarantee contract as being the delinquency or bankruptcy of a specific debtor).

3.12.197 Other compensation rights

3.12.197.10  If the compensation right under an insurance contract is either a financial guard
contract that the holder determines is not an integral element of the related debt instrument
right under another type of insurance contract, then in our view the accounting for this compen
right would depend on whether the loss event that creates a right for the entity to assert a claii
occurred at the end of the reporting period.

3.12.198 Other compensation rights when the loss event has occurred

3.12.198.10  IAS 16 provides specific guidance on compensation for the impairment of property
and equipment (see 3.2.370). In our view, a consistent approach should be applied to other insu
contracts that compensate the holder for a loss event related to asset impairment or lost revenue/p
Therefore, if the loss event that creates a right for the entity to assert a claim has occurred, thett
believe that the entity recognises a receivable for the compensation when it has an uncondifioi
contractual right to receive the compensation. The compensation receivable should be measutéil

M3199.10  If the loss event that creates a right for the entity to assert a claim at the end of the
'%Wﬁing period has not occurred, but an impairment of an asset has been recognised for acgounb
t5?‘\E_l!‘llrposes, then in our view the compensation right is accounted for by analogy to the guldagce
"@F-’wimbursements in IAS 37 because that is the guidance in IFRS dealing with the most similar

K08 (see 2.8.10). [1AS 8.11, 37.53)
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3.12 Provisions, contingent assets and liabilities
3.12.199.20  Therefore, we believe that no net gain should be accrued when there is no curreny s 19060 8 quoomnss $6r e inspabiment the telated compensation right

to assert a claim under the insurance contract. During the period between initial recognitiog
compensation right and the occurrence of the loss event that creates a right for the entity to g
claim, the amount of the compensation right recognised should be limited to the difference pe
the impaired carrying amount of the asset and the amount that the carrying amount of the agg
have been had the impairment not been recognised. [I4S 37.53]

asifollows.

N 2013 Gnancid) statenents . N * k
Geriises ap tmpairment loss of 25 on the bond (88 - (70 x 0:900 x 6.9091.
‘Bhis 1s pased on the revised expected cash flows discounted at the otiginal
discouiit tite of 41”@;% for 4. The new amettised cost of the bond s 58,
e N céa@fgiﬁ&cs a compefisation right of 25, The compensation tight is measured
Hebraary 2046, discounted at the
y othieriise would be
7 (30 x e);@é@ X 05@% is lmﬁ‘@si to t;h@ — @t‘fﬁh’e recognised impainment
lossiof 25 — ie. 40 nel gain is acerred.

3.12.199.3¢  In our view, if the impairment loss recognised includes items not covered by the
ance contract, then the asset recognised for the compensation should be limited to the i impaiz
covered by the insurance contract. For example, an impairment loss recognised on an av
sale financial asset (see 7.6.470) may include not only a credit loss covered by a financial guars
contract, but also other fair value changes that have occurred. We believe that only the creditp ;
of the impairment loss covered by the financial guarantee contract should be considered W
ognising and measuring the asset for the compensation right.

N’s 2014 financial statements e
e N :emmét’efs initerest ap 0% ~ ue. me @m;gmal efﬁe@ﬁw interest rate - on the
, " o hgg ﬂlat g

3.12.199.40  When the loss event that creates a right for the entity to assert a claim occurs, :
applies the treatment discussed in 3.12.198. This involves recognising the amount of comp

that the entity is entitled to receive as a receivable to the extent that it has an unconditional
tual right to receive compensation. Any difference between the carrying amount of the pri
recognised compensation right and the compensation receivable is recognised in profit or logs, »

shapged. N
’ s 111 amd temeasutes the |
ion Fight to @ﬁe@ aﬁﬁi TECOVEry: “ s pelated to m;t“éreS"T on
e inpaited pottion Gfithe bond. This caleulation i illuswated below for the
year to 3 December 2034. ;
il The ameitissd cost of the bond as at 31 December 2014 is 64. retlecting |
ageretion of ifigerest by N at 10% on the-catrying amount of the bend affer ‘
jinpaitment (58). N reflects 6:0f intetest incotie in 2013, = i
_ N calolates what the afhortised cosi of the bond would hiave beep it ‘
ad aot besn inpaized. This amouritds 91 (100 x 0.909). Therefore, as at
31 Deceniber 2014, the anount of the compensation tight recognised i |
4imﬁedf9 7?; (3[ -6 @:'Zéxl I) mtﬁ‘“cﬁBSenceoﬁmei@ ‘

comy

ExamMpLE 5C — COMPENSATION — INSURED LOSS EVENT NOT YET OCCURRED

= -~ o S =

J1L1wosn On | janwary z@n k N b@ughw 4 ﬁve -year 4@:@@@@%
issued by Company B, The E@I’ngmg icts ate relevant forthis example.
L Fhe b@n@ rna:wre,s gm 31 &e@gmki@r 2,0*1 5 ami @n ms iate B s dire v

operatifig losses and liguidity shor
° On i5 Daéember 2013, N m@ﬁs uf@e» a financial guarantee contract with I
Zids er the terips of the fihancidl guarantee contral
Wiél‘l pay Nﬁ q’p te 100 if B his aot paid the fiill 100 to N by 34 January 20
® I B pdys N lgss thap the 100 owed. theh C wilk pay N the differenoe bet

SRER

ved from B: 11, affcr any paymmmma |

m@l;pas‘e« in th@ mmﬂm eexmemﬁl‘e&ﬁar mtexesﬁ mn &T q’@*" uﬂi‘d hawr dcmte’d
on the impaited portion of the loan.

| - %
1L 200 Environmental and similar funds

i |!3_l-100.10 Funds may be set up to assist contributors to the fund to meet their decommissioning or
: J abilitation obligations. If a contributor does not have control, joint control or significant influence
|

L At%ﬁ

" t@; Cis ff@%. %@m&@h&&a lower e
nber 2013, N estimates tha, as a result of pasi evenis.
se@“ag cmly m oul @Nh.@ 1o.

‘. ‘ e the fund, then the contributor should recognise the right to receive compensation from the fund
i3 reimbursement right (see 3.12.190). [IFRIC 5.9]




4.4 Employee benefits Defined benefit obligation

be attributed over the entire service period but rather split into two distinct periods, with the ¢
accounted for prospectively.

4 Although an entity makes estimates of voluntary early retirements, it does not take into
fyture redundancies or other plan curtailments in determining the defined benefit obligation
\ermination or curtailment is recognised (see 4.4.890).

ExampLE 9C — DEFINED BENEFIT OBLIGATION — ATTRIBUTION OF BENEFITS FOLLOWING '

AMENDMENT

Benefits

The calculation takes into account not only the stated plan benefits, but also any con-

Laanoan A defined beneﬁt ;plan offets different beﬁeﬁ’l acw&ai paite
enl gtoups of participants — e:g. one category aceriies a benefit of Ve of
salary per year wheteas the other aecries a benefit of 5. From 1 ]

&

ity has 5O reallstlc alternative but to continue, such as ‘discretionary’ inflationary increases in
ans that would be very difficult for an employer to stop granting. [IAS 19.87]

s prospectively — 1.0, only to
cause the be sfits éamed in respeet

1al terms of a plan. This includes estimated future changes in state benefits that affect benefits
& inder the plan and for which there is reliable evidence that the change will happen. [IAS 19.87]

g4z 30 The measurement of the defined benefit obligation reflects expected future salaries.

ene éf%r thie am@ﬁ*ﬁm”‘énw te., for average salary plans, the projected average salary rather than the current average salary
e e in measuring the Hability. Similarly, even if the plan benefits are expressed in terms of current
b .Y . expectisd Tuture salaries are taken into account. [IAS 19.70, 87(b)]
44410 Actuarial assumptions
4441036 Actuarial assumptions comprise the following. Lyi040  Other future changes that the employer currently has a constructive obligation to make

“e.r, 5 flation increases — are also reflected in the measurement of the obligation. However, future
am;; to the terms of a plan, as long as the employer does not have a constructive obligation to make

changes, are not anticipated in the measurement of the obligation. Therefore, if, for example,
@mms of a plan are changed from covering a select group of employees to covering all employees,
&.iﬁe change is treated as a plan amendment that may give rise to a past service cost (see 4.4.870),
ﬁhn new plan, rather than as an actuarial loss. [IAS 19.89]

® Demographic assumptions, such as:
~ mortality (see 4.4.420.10);
— rates of employee turnover, disability and early retirement (see 4.4.420.20); and
— the take-up of any benefit payment options available under the plan (see 4.4.440),
® Financial assumptions, such as:
— future salary (see 4.4.430.30);
— benefit levels (excluding any cost of the benefits to be met by employees or thiid 12 -
(see 4.4.430-490); RSO
— certain taxes payable by the plan (see 4.4.500); and 344010 A plan may give its members the option to receive a lump-sum payment at retirement
— the discount rate (see 4.4.510). [IAS 19.76] ihtead of ongoing payments. An assumption is made about the proportion of plan members who will
select each form of settlement option available under the plan terms. Therefore, when the employees
e able o choose the form of the benefit — e.g. lump-sum payment vs annual pension — the entity
fiakes an actuarial assumption about what proportion will make each choice. As a result, an actuarial
i1l or loss will arise if the choice of settlement taken by the employee is not the one that the entity
bas assumed will be taken. [IAS 19.8, 76(a)(iv), 111]

Optionality included in the plan

4441020  Actuarial assumptions represent the entity’s best estimates of ‘the variables tl
determine the ultimate cost of settling the defined benefit obligation. They should be unbiased {
imprudent nor excessively conservative) and mutually compatible — e.g. the economic relatio
between increases in salaries and future inflation-linked pension increases should reflect th

expectations. [JAS 19.76-78] k.
AMPLE 10 — DEFINED BENEFIT OBLIGATION — OPTION TO CHOOSE LUMP-SUM PAYMENT OR

4.4.41030  The financial assumptions are based on current market expectations of future evenis: VAL PAYMENTS

medical cost inflation — and are determined in nominal (stated) terms unless real (inflation-adj
terms would be more appropriate. [IAS 19.79-80]

—— T ——— o s T

{440, Unde; tﬁ@t@ﬂﬁ&.ﬁ't&iﬁﬁﬂeﬁi benefit p@nsmlgplm Cmpany Z @%ﬁs !
ST g | instead ofengoing

4.4.420 Demographic assumptions
fitoblization.

on;: I‘hgse fump-sum pay-
meﬁt?saalg,»nm b.ﬂSféeI'ﬁﬁ tmie &seﬁiégggy bg@guse@@ em@swmpmml&mvemms ;

4442010 Mortality assumptions are determined with reference to the entity’s current best
of the mortality of plan members both during and after employment. Existing mortality tables T
therefore need to be adjusted for expected changes in mortality. [JAS 19.81-82, BC142]
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4.4 Employee benefits

an assuhption made about ap iSsue that Z was required to consider, based pa 8
@ms of the arangement. Therefore, they waaﬂ resilt o dn actuasial gain |

4.4.456

Performance targets or other criteria

4.4450.10  Certain pension promises may be based on achieving specific performanca
or other criteria. The actuarial assumptions include the best estimate of the effect of
ables on the cost of meeting the benefit promise — i.e. on the measurement of the defineq
obligation. For example, the terms of a plan may state that it will pay reduced benefits
additional contributions from employees if the plan assets are insufficient. Such criteria are
in the measurement of the defined benefit obligation, regardless of whether the changes in
resulting from the criteria either being or not being met are automatic or are subject to 4 degjil
by the entity, by the employee or by a third party such as the trustee or administrators of the
[IAS 19.88(c), BC150(c)] ‘

4.4.460 Risk-sharing arrangements

4.4460.10  The measurement of the defined benefit obligation takes into consideration risk-
features and contributions from employees or third parties that are not reimbursement rights.

4.4470 Sharing a surplus

4447010  The terms of a plan may include specific surplus-sharing provisions or the tefy
allocation may be defined in a separate agreement between the employer and the employee,s.- g
example, the terms of a plan may provide that if the plan has a surplus, then 30 percent of the
is allocated to employees and the remainder to the employer (see 4.4.700). The portion of the
allocated to the participants in the defined benefit plan is reflected in the actuarial assumption
future benefit changes, because it is reflected in the formal terms of the plan. [IAS 19.88(b;)

4.4.480 Liinit on employer contributions

4.4480.160  Any limits to the contributions that an entity is required to meXe.are included
calculation of the ultimate cost of the benefit. The effect is determined over ti.s shorter of the ex
life of the entity and the expected life of the plan. [74S 19.91]

4.4.490 Employee and third party contributions*

4.4490.10  Some defined benefit plans require employees or third parties to contribute to fhe
of the plan. IAS 19 distinguishes between discretionary contributions and contributions that 2
out in the formal terms of the plan, and provides guidance on accounting for both. o
@ Discretionary contributions by employees or third parties reduce service cost on payment il
contributions to the plan —i.e. the increase in plan assets is recognised as a reduction of service

e Contributions that are set out in the formal terms of the plan either:
— reduce service cost, if they are linked to service, by being attributed to periods of sef¥i
a negative benefit - i.e. the net benefit is attributed to periods of service; or
~  reduce remeasurements of the net defined liability (asset), if the contributions are required to 18
a deficit arising from losses on plan assets or actuarial losses (see 4.4.960). [I4S 19.87. %

918

Defined benefit obligation

Taxes payable by the plan

« IAS 19 distinguishes between taxes payable by the plan on contributions relating to
pefore the end of the reporting period or on benefits resulting from that service, and all other
payable by the plan. An actuarial assumption is made about the first type of taxes, which are
inio account in measuring current service cost and the defined benefit obligation, because
are seen as part of the cost of providing the benefits. All other taxes payable by the plan are
{ed in the return on plan assets and therefore form part of remeasurements (see 4.4.970).

8, 76(b)(iv)]

Le 11— DEFINED BENEFIT OBLIGATION — TAXES ON CONTRIBUTIONS RELATING TO SERVICE
THE END OF REPORTING PERIOD

4.4.300.20 C’p | % has a @efﬁhéd betefit panswn ilafn The plan s s*eqmrﬁld
to pay & 0% tax on all contibutions it receives — a ‘contributiens tax . Without |
considering the tnpact of investment eamnings that might also fund the tutiire ben-
efits we plan must receive conttibutions of 100 to retain sufficient pegt-iax plan |
a<el vopay a benehit of 90, effectively nereasing Z's cost of the benefit. This type |
of uax is inclided in determining the defined benefit obligation a1 the end of each
@ép@rﬁmg pe&i@d Chanzg’% 'm lfIate @Xpeeﬁei fmi ; . OF an@um of contributiciis tax
ised i OCT,

u m 50 Estimating the amount of contributions tax payable to be included in the calculation of
2 defined benefit obligation involves making various assumptions, including the following:

Q,I ?I.EB’.' expected timing of contributions tax payments, which might occur periodically over the

. employment period; and

8 the level of plan assets already held by the plan, because they limit the need for additional con-

~ tributions and the related taxes.

I

Ad5t0

@1510.10  The obligation for estimated future payments is measured on a discounted basis. The
@ﬁgﬁﬁon is discounted using a high-quality corporate bond rate (see 4.4.520) or a government bond
lisle Wihere is an insufficiently deep high-quality corporate bond market (see 4.4.530). The currency
@ﬁ maturity of the bonds need to be consistent with the currency and maturity of the defined benefit
bl wation. [14S 19.83]

Discount rate

[

High-quality corporate bonds*
L,
44520.60  In our view, ‘high-quality’ should be interpreted as at least an AA (Standard & Poor’s

Wiaing) or Aa2 (Moody’s rating) bond, or equivalent from other ratings agencies.
n

85096 We believe that consideration should be given to adjustments for downgrades subsequent
"H§the end of the reporting period. In some cases, bonds that are included in data underlying a yield
W‘V& or bond-matching model (see 4.4.540.10) may be downgraded by a credit rating agency subse-

10 the end of the reporting period so that the bonds no longer meet the criteria to be considered
H 2h-quality. In other cases, the market index may include corporate bonds that are no longer high-
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Plan assets
4.4 Employee benefits an asse

I L Webelieve, however, that certain approaches would not be appropriate —e.g. v.veighting
] . lids on outlier bonds differently from those on bonds deemed to b.e more representative of Fhe
=i. market, because such weighting would be arbitrary and, accorfhngly, woyld not be cons1§t-
with the measurement requirements of IAS 19. Similarly, eliminating bonds 1s§ued by financial
'{ions solely on the basis that they are issued by financial institutior}s 1.nay' be difficult tf) support
Juse these bonds are an integral part of the market; however, if the elimination 9f l.)onsls 1ssuef1 by
; éﬁﬁties is a consequence of the use of a systematic and rational method of ehmmgtmg outliers,
. oo . . thns might be acceptable. Additionally, we believe that averaging observed bond ylel.ds for some
44.530.10  In our view, an entity in a country without a sufficiently deep high-quality CORy 4 of time — e.g. a period before and after the end of the reporting period — would be inconsistent
bond market cannot construct a synthetic equivalent using a bond market in another country’ | tequirement to determine an appropriate discount rate with reference to market yields at the
rency and notional or actual currency swaps. We believe that the hierarchy specified in the sian i

which requires a default to the government bond rate, means that the government bond rate sh,
used. IAS 19, however, is not specific about what level of government should be used 10 dete;
the appropriate government bond rate. [JU 06-05]

quality. In either of these cases, the facts and circumstances should be evaluated to detennim_

is an adjusting event or a non-adjusting event after the end of the reporting period (see2 6 9y

4.4.526.30  Inour view, the incremental borrowing rate of an entity is not an appropriate ry|
because it reflects the credit quality of the entity. [IAS 19.84, BC134]

4.4.530 Deep market

‘of the reporting period. [IAS 19.85]

PLAN ASSETS

44.530.20  In our view, if an entity operates in a country in which a sufficiently deep highi-gy Criteria for qualifying as plan assets

corporate bond market does not exist locally, then the entity may be able to determine a disce B
with reference to high-quality corporate bond yields in other countries sharing the same cus
[1U 06-05]

46,10 ‘Plan assats’ comprise: .
 assets held by a logally separate fund that exists solely to pay or fund employee benefits, which:
_ can be usad only to pay or fund employee benefits;

are sot Available to the entity’s creditors (even in the case of bankruptcy) (see 4.4.570); and
rannot be returned to the entity except as reimbursement for employee benefits paid
1see 4.4.580) or if the fund is in surplus (see 4.4.840); and

yualifying insurance policies (see 4.4.660). [IAS 19.8]

4.4.530.30  If bonds with a maturity that matches the maturity of the defined benefit obligatig
not available, then an appropriate discount rate is estimated by extrapolating interest rates on sh
term bonds using the yield curve and considering any available evidence about likely iong 5
interest rates. [ZAS 19.86] <
w 5020 Inour view, if an entity controls the voting rights of shares contributed to and hc.eld by the
ﬁ’a;\ﬁ, then this does not preclude the shares from qualifying as plan assets; however, the entity would
ﬁiﬂéiﬂm account the lack of voting rights when determining the fair value of the shares (see 4.4.620).

4.4.540 Determining a discount rate in changing market conditions

4454010  Approaches to determining an IAS 19 discount rate may vary from entity to enfi)
our experience, the prevalent methods are a yield curve approach, a bond-matching model or a u;.i
index approach under which an entity selects a representative discount rate from a publishs

&1&»&1 Although there is no explicit requirement in IFRS about the nature of plan assets that can
representing high-quality corporate bonds (see 4.4.520). theid

Id, there may be such requirements in local pension regulations, which may have to be considered.

#4570 Restriction on availability
W4a7ata  Inour view, the restriction on the availability of the assets to creditors of the entity ap-
ﬁz& both to claims arising from liquidation or similar court proceedings and from normal operations.

u

4457020  In our view, the protection from claims of other parties to the assets should not be ca-
pable of being overridden by other contracts (e.g. mortgages) or legislation and the ass:,ets should be
mvented legally from being made available to the entity or its creditors under any circumstances,
other than for permitted purposes (see 4.4.560).

4454020  Inourexperience, entities generally determine discount rates for defised benefit plans:
methodologies and data sources that are consistent from period to period. It may ve appropriate, i

circumstances, to consider the appropriateness of previously used methodologies, especially in resps
to any significant changes in market conditions. In our view, a change in the method used to se
discount rate may be appropriate when that change results in a more reliable estimate. We believe that$
would be a change in an accounting estimate as opposed to a change in accounting policy in accord
with IAS 8. If an entity changes its approach to determining a discount rate, then it provides disciost
under IAS 8. In such cases, an entity discloses the nature and amount of a change in an aceou
estimate that affects the current period or is expected to have an impact on future periods. [IAS &

|
44,580 Reimbursement for benefits paid

#4580.10  The definition of plan assets refers to the return of plan assets to the reporting entity
1o benefits that have already been paid. Therefore, in our view the definition of plan assets is not
et if an entity has the ability to receive reimbursement in advance, before the reimbursable benefit
Payments are made. It is possible that a reimbursement right asset might arise in those circumstances

(882.4.4.640). [14S 19.8, 116-119)]

4454030 Inour view, any adjustments and changes to the previously used methodologies fe
assessment. We believe that it may be appropriate for an entity to exclude certain bonds from thé
to be included in a yield curve, a bond-matching model or a market index to more reliably ré
changing market conditions — e.g. by excluding ‘outlier’ bonds from an index. Such adjustig
should be made on an objective and rational basis. For example, some entities express this t
of the number of standard deviations of a bond’s yield compared with the median or mean.
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4.5 Share-based payments Equity-settled transactions with employees

4596030  In another example, an award of options is granted with a non-market pesfy of the option. In our view, the principal characteristic of an ESPP is the right to buy shares at
condition and a service condition, but the vesting period automatically accelerates if the ngpneg i wsunt to current market prices. ESPPs that grant short-term fixed purchase prices do not have
performance condition is met during the period of required service. The award vests at the .ant option characteristics since they do not allow the grant holder to benefit from volatility. We

the service period regardless of whether the non-market performance condition is met. In v that ESPPs that provide a longer-term option to buy shares at a fixed price are, in substance,
the options are exercisable at the same fixed date. Such an award contains two vesting a Ii 3 plans and should be accounted for as such. [IFRS 2.B4-B41]

e Vesting alternative I: The period from the grant date until the date that the service cony
met. This would occur if the non-market performance condition is not met before )
condition is met.

e Vesting alternative 2: The period from the grant date until the date that the non-marke
mance condition is met before the date that the service period is completed. This ig
vesting is automatically accelerated if the non-market performance condition is satisfie
the service condition.

COT ition of the plan until two veats tater. Whiether the predominafiv featute |
i) thiis agreement is the option featiive requires judgement biased on all of the tertis
and conditions of the plan. ln the absence of othier mdieators, we believe that
effectively is an optien showld be aceoutited for as an option plan and net as
ap ESPR.

4596040  In our view, when accounting for such a share-based payment award, an entity
determine which vesting alternative to account for based on its assessment of which vesting aly
is the most likely outcome. This is because under IFRS 2 an entity generally accounts for the g
likely outcome (see 4.5.960.10). In the example in 4.5.960.30, if an entity’s initial assessm
that the most likely outcome was that the non-market performance condition would be meh
the end of the service period, then it would estimate the expected vesting date for vesting al
tive 2. As long as the entity believes that the non-market performance condition will be met &
the service condition, then it should base its accounting on its best estimate of the expected %

s - e i - [T Y

056 Whether@plan is a true ESPP or an option plan affects the determination of the grant
the number of instruments to account for and the measurement of the grant-date fair value. For
aple, on 1 Jenuary 2013 Company T grants the right to buy shares at a 20 percent discount to its
rice. This grant is made to 1,000 of its employees; 700 employees buy shares. If the substance
the nffor is a1 ESPP, then grant date is the date when the employees accept the offer (e.g. February
period. If subsequent information indicates that the length of vesting alternative 2 differs-f AN recognition is based on the 700 employees accepting the offer. However, if, in an alternative
previous estimate, then the length of the vesting period is revised and the entity adjusts the rec o rio, the substance of the offer is an option grant, then grant date is not dependent on the explicit
share-based payment cost on a cumulative basis in the period in which the estimate is revise ! Qawseptance by the employees and is therefore already achieved on 1 January 2013. Recognition is

. \Q = on the ‘option’ instruments granted to the 1,000 employees assuming that the award vests and
4.5.960.50 If an entity’s assessment of the most likely outcome changes, then we believe Q
SR

accounting should switch to the alternative vesting period (see 4.5.1160.20). The share-based pa
cost recognised in the period of the change in estimate would adjust the cumulative cost reei
to the amount that would have been recognised if the new estimate had always been usec

gt on the 700 employees that exercise their options (e.g. at the end of a two-year vesting period).

Share purchases funded through loans

. Share purchase arrangements can be structured in many different ways and all terms and
ions should be analysed when determining the type of equity instruments granted. Consider

4.5.970 Determination of the type of equity instruments grantec
fowing example of a share-based payment arrangement that is structured as a share purchase
4.5.980 Employee share purchase plans .
45980.10  In an ESPP the employees are usually entitled to buy shares at a discounted prices ’ “The employees received a right to and did buy shares immediately.
terms and conditions can vary significantly and some ESPPs include option features. [/FRS 2 ¢ 8 Atthe same time, the employees received a loan for the amount of the exercise price. The loan
“fgtrues interest at a market rate.
4598020  Inourview, the predominant feature of the share-based payment arrangement de | '® The employees receive a right to settle the loan in full by tendering the shares bought. either

the accounting for the entire fair value of the grant. That is, depending on the predominant feat directly or via a right to put the shares back at original purchase price plus market interest.
share purchase plan is either a true ESPP or an option plan. All terms and conditions of the areaf :
ment should be considered when determining the type of equity instruments granted and judges |

is required.

il A

In the example in 4.5.990.10, the put option feature on the shares removes any risk
61 the employee for share price decreases while all rewards above the market rate of interest are

d . letiined. In our view, this plan is, in substance, an option and the transaction should be accounted
4598030  Options are characterised by the right, but not the obligation, to buy a share al & | 1005 such. In general, we believe that it is difficult to support recognition of shares and the loan as
price. An option has a value (i.e. the option premium) since the option holder has the benefit nding when the shares were paid for by a loan from the issuer to the buyer. If the substance of
future gains and has none of the risks of loss beyond any option premium paid. The value of e purchase arrangement is an option, then neither the shares nor the loan are outstanding until
tion is determined in part by its duration and by the expected volatility of the share price du W& bptions are exercised by paying the exercise price for the shares or the put option expires. Ac-
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4.5 Share-based payments Equity-settled transactions with employees

cordingly, until exercise of the options, the shares issued to employees are treated as treag
and no loan receivable from the employees is recognised until this time.

result of achieving a non-market performance condition —i.e. the shares ultimately can be bought
employees at a discount from the purchase price specified originally. [IFRS 2.IG.Ex4]

i

4.5.1000 Determining the assets to which the entity has recourse for loan repuim 060 We believe that because the employee receives equity instruments (i.e. shares that may
fic ] 3 ught at a discount) and does not receive a payment based on the price (or value) of the entity’s
Lres or other equity instruments, the share-based payment in Example 20 should be classified as
aiiy-settled (see 4.5.460.10).

4.5.1000.10  In assessing whether shares paid for by a loan from the issuver are in Substance 2
of options, an entity should consider whether it has full recourse to the employees in resp ",
balance of the loan. For example, if the share price falls below the outstanding balance of the
then does the entity have recourse to the personal assets of the employee, and will it pursue goff

of the full loan balance? 431000.70 In our view, since the structure in Example 20 is viewed as a share purchase, the loan

:able should be accounted for separately from the share-based payment and should be recognised
measured in accordance with the financial instruments standards. Under those standards, the
and subsequent measurement of the loan should reflect the likelihood of the employee receiv-
disgount as a result of the achievement of the non-market performance condition (see 7.6.60

nd 4.4.1290).

!

4.5.1000.20  In our view, it is appropriate to account for the transaction as the issue of th:
a loan receivable only when it can be clearly demonstrated that the entity has and will pu
recourse to the employees in respect of the loan. [IU 17-05]

4.5.1000.30  Whether the entity has full recourse to the employees in respect of the loan she
assessed based on all of the terms and conditions of the arrangement. We believe that for the
be considered full recourse, it should be documented as a full recourse loan and there shouid
evidence that would indicate otherwise — e.g. a past history of the entity waiving all or a p¢
similar loans. The following are examples of indicators that may support the conclusion that
is full recourse.
® The loan is reported by the entity to a credit agency in the same manner as commercial fi
&  The entity requests financial information from the employee to assess their ability to repay the:
® The entity has an ongoing process for monitoring the collectibility of the loan. '
® If applicable, the entity has a past history of collection in full of other employee loans {&.g. huits
ing loans).

se00.50  If the lozn issued to the employee does not bear interest at a market rate, then in our
the low-interest ioan is a benefit conveyed to the employees that couid be accounted for in ac-
ance with TS 2. In some cases, such a loan is available only for financing share purchases,
hich suggests that the loan is an integral part of the share-based payment arrangement and should
“heaccounted for under IFRS 2. However, it might also be appropriate to account for the discount as
i eployee benefit (see 4.4.1290) separately from the share-based payment, particularly if similar
‘)‘h i« 4ee available for other purposes.

N 4100090 In other arrangements, a share purchase by employees may be funded only partially
fitough a loan from the entity — e.g. the entity issues a loan to employees for 70 percent of the market
price of its shares and the employee is required to pay in cash the remaining 30 percent of the purchase

siice. The entity has recourse only to the shares and the employees receive a right to settle the loan
giendering the shares bought, either directly or via a right to put the shares back to the entity. If the
‘market price of the shares is less than the amount of the loan when the shares are to be tendered to the

ExampLE 20 — ENTITY HAS RECOURSE TO ALL ASSETS OF EMPLOYEE

4.5, 100040 iy € eies shares 16 s efmblovess 41 the Hace biice o 7 3 - 5 . .
dﬁté ‘ ;U w G Zmpw@ bsswﬁeiﬁ’af@s (¢] IFS éﬂif@&eés at kﬁ,hjgg,ﬁ@ Drice wiitity. then the entity receives the shares a: settlement of the loan in full - i.e. the entity accepts the
e oF & | the purchases are | Hirorghta FONI B "0 tlsk that its share price will decrease by gre: er than 30 percent. If the cash payment by the employee

fepresents substantially all of the reasonab 7 possible losses — based on the expected volatility of
ffie shares — then in our view the fact that the loan has recourse only to the shares does not preclude
aecounting for the transaction as the issuance of shares and a loan. This is because, subsequent to the
Fi Gy bl TSUe. | date of issuance, the employee is not only able to benefit from increases in the entity’s share price,
‘zfﬂ *ﬁ:n@nlg;ﬂfé ovtstanding loan taldiice and a past practice of collecting | but is also at risk for substantially all of the reasonably possible decreases in the share price.
‘o employess.

its eiiiployees. C haszecoursetto alkoftlicemployess’ és*s
bought with the joan, I C achisy gt
15%, then 25% of the toan bak

. i i i g

15 1010 Accounting for interest and dividends in a grant of share options

4.5.1900.50 In Example 20, we believe that the arrangement is an issue of shares and a loan {¢ 451010.10  As a consequence of treating a share purchase funded through a non-full-recourse loan
loan is full recourse and therefore the arrangement is not in substance an option grant but rather shoul | &an option, an issue arises over how to account for the share purchase, the loan issued, any interest
be treated as a share purchase). The employee may earn a discount to the share price subject &' . Onthe loan and any dividends on the shares.

25 percent of the share price if a cumulative EPS target is met. In our view, the potential retrospec
adjustment to the share purchase price is a share-based payment and not an employee benefil
IAS 19. This is consistent with the example in IFRS 2 of a reduction in the exercise price of an o]

45101020  In our view, the share purchase, loan issue, interest and dividends should be accounted
forin accordance with the substance of the arrangement. If the share purchase funded through a non-
5135!~recourse loan is in substance a share option, then we believe that neither the loan nor the shares
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4.5 Share-based payments

should be recognised as outstanding and the repayment of the loan by the employee shouid
as the payment of the exercise price.

4.5.1010.30  Consequently, we believe that interest is not accrued over the vesting period by

nised only as part of the exercise price when it is received. Interest therefore decreases the apm
fair value of the option due to an increased exercise price. The right to receive dividends shg
be taken into account in estimating the grant-date fair value of the option (see 4.5.1080. 105 =
entitiement increases the grant-date fair value compared with an option without dividend entifas
[IFRS 2.B31]

4.5.1010.40 However, we believe that forfeitable dividends declared but not paid out before ¢
of the option should be recognised only when the loan amount, reduced for the dividends, b
arecognised receivable on exercise. This is because the obligation to pay the dividends only
the unrecognised receivable due from the employee rather than being a liability in its own g
treatment is different from dividends declared on unvested shares (see 4.5.1100.20). In ous
the entity should choose an accounting policy, to be applied consistently, of either recognisi
dividends by netting the amount with the proceeds from the exercise price or recognising & sep
distribution in equity.

4.5.1020 Free shares

4.5.1020.1¢  In some share-based payment arrangements, employees are entitled to shares for
consideration; however, the grant is conditional on the fulfilment of specified vesting condi
the holders of such shares have the same rights as holders of shares not subject to a vesting con
then the value of the shares granted is equal to the value of vested shares. However, if the ho
such shares are not entitled to dividends during the vesting period, then an adjustment is require
the expected future dividends that will not be received by employees.

4.5.1030 Measurement
4.5.1040 Determining the fair value of equity instruments granted
4.5.1040.10  Share-based payment transactions with employees are measured with veference

fair value of the equity instruments granted. [IFRS 2.11]

4.5.1040.20  The fair value of the equity instruments granted is determined as follows.

& If market prices are available for the equity instruments granted, then the estimate of faif
is based on these market prices.

® If market prices are not available for the equity instruments granted, then the fair value of €
instruments granted is estimated using a valuation technique. [IFRS 2.16-17]

4.5.1050 No track record of market price

4.5.1050.10  In many situations, a market price for equity instruments (e.g. share options) wil
exist because equity instruments issued to employees often have terms and conditions (e.g. vesti

conditions) different from those of instruments traded in the market; therefore, a valuation techi e
is used. A valuation technique requires estimation of a number of variables, including the exp
future volatility of the entity. In our view, if no equity instruments of the entity are traded, the
implied volatility should be calculated — e.g. based on actual experience of similar entities that

1018
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Equity-settled transactions with employees

4 equity instruments. We believe that an entity, even one without a historical track record (e.g.
listed entity), should not estimate its expected volatility at zero. In rare cases, an entity may
able to estimate, at grant date, expected volatility and therefore the fair value of the equity
ments cannot be measured. In such rare cases, the use of the intrinsic value may be required

. 4.5.800). [IFRS 2.B4, B26-B30]

Non-vesting conditions that the employee can choose to meet

410 Common examples of non-vesting conditions that the employee can choose to meet are
1 non-compete agreements, transfer restrictions after vesting, savings conditions or a requirement

L5000 Company Z grants shares to employees ¢ol idl op ene vear of |
s wse. After the sexvice petiod, the employees ate entitled unconditiondlly tothe |
skares. However, ander the:anrangengent: they are aot allowed to sell the shares for |
2 further five-year period. The five-year resttiction on the sale of the shares is a
g restriction; which is a non-vesting condition (see 4.5.696.10), and is

post-ves
taken o decOont in the grantzdate fair valne measurement.

w30 Inour view, it is not appropriate to determine the fair value of equity instruments issued
&Zy 1o employees and subject to post-vesting restrictions, based on an approach that looks solely or
,gﬁﬁ‘im}y to an actual or synthetic market consisting only of transactions between an entity and its
sioyees and in which prices, for example, reflect an employee’s personal borrowing rate. This is
cause the objective of IFRS 2 is to estimate the fair value of an equity instrament and not the value
fiom the employee’s perspective. We beli= _ dhat factors that affect only the employee’s specific per-
\Spective of the value of the equity insuuments are not relevant to estimating the price that would be
by a knowledgeable, willing market participant. Therefore, hypothetical transactions with actual
;ﬁ‘ tential market participants willing to invest in restricted shares should be considered. [IFRS 2.3,
BC‘I68 IU 11-06]

Dividends

’,i_}-l'w';s.lo The treatment of expected dividends in measuring the fair value of the equity instru-
\fenis depends on whether the employee is entitled to dividends. [IFRS 2.B31]

070

45107020  If the employees are not entitled to dividends declared during the vesting period, then
ifie fair value of these equity instruments is reduced by the present value of dividends expected to be
y!’l‘ﬁd ¢ompared with the fair value of equity instruments that are entitled to dividends. [IFRS 2.B34]

b

85107030 If the employees are entitled to dividends declared during the vesting period, then in
(Ut view the accounting treatment depends on whether the dividends are forfeitable - i.e. whether
dividends have to be paid back if vesting conditions are not met. [/FRS 2.B32]




5.3 Earnings per share Basic earnings per share

EXAMPLE 6 — CALCULATION OF WEIGHTED-AVERAGE NUMBER OF SHARES OUTSTANDING:

| .
Dark EraNssETION Shisiss TREASURY
(SSUED SHARES

(8ER:5.3.70)

1 January 2013 Balance a1 begiuning s Treasury shares
S o2 i eyTa 0 Treasury shares are not treated as outstanding ordinary shares and are therefore deducted
SibSen9rs Pnrc‘ha.s.e ety ) somsnumber of shares outstanding. In consolidated financial statements, treasury shares include own
et Eas : s 1000 & rcs that are held by a consolidated subsidiary (see 7.3.460). [/4S 33.IE2]
30 juge 2013 Lssue of new shatesito
setile a Lability 1000 ss7042  Similar considerations apply to own shares held by an entity’s employee benefit plan.
31 December 20013  Balatice 4t end of vear 2,500 #ﬁsets held by employee benefit plans may include an entity’s own shares (see 4.4.630) and, if con-
| b e plidated. the entity’s own shares are regarded as treasury shares.

The welightedsaverage numbier of oidinaiy sWassoutsiandias for 2003 w calculhted:as:
® 15625 shares = Le. 10 250 3 1 12) w(10005 51 12) 4 1Z:000:%:6 1 12)): ot
L] | 562:5 shiares ive (250 1220 121 (250 £ 9/ K2) + (12000 & 61 12))

L7015 IFRS 10 excludes from its scope post-employment benefit plans or other long-term
ﬁployment bengfit plans to which IAS 19 applies (see 4.4.320 and 4.5.2080.10). Therefore, if an

,ﬁgmnpioyeo benefit obligation in accordance with IAS 19, then these shares are not treasury shares.
Agcordin2ly, in our view these shares would be considered outstanding for the calculation of EPS.
Horvuves, if shares held by the plan do not meet the definition of plan assets, then they are presented
‘a»\2asury shares, even though the plan is not consolidated by the employer (see 4.4.630); therefore,
Jpour view they would not be considered as outstanding for the purposes of calculating EPS.

5.3.60.30 Shares are usually considered outstanding for purposes of determining the wei
average number of ordinary shares outstanding from the date the corresponding considerat;

receivable. For example, ordinary shares issued: |
® for cash are included when the cash is receivable;

® for an asset other than cash are included from the time the asset is recognised; . . .
® to settle a liability are included from the settlement date: AT 20 Because the net presentation requirement for employee benefit plans under 1AS 19
® on conversion of a debt instrument are included from the date that interest ceases to acerus; Wioes not apply to equity-settled share-based payment plans, the consolidation requirements apply
® in lieu of interest or principal on other financial instruments are included from the date ‘" 'IF}:.'R vehicle established in connection with equity-settled share-based payment plans. When such
LT i L ¥ehicle is required to be consolidated, shares of a reporting entity held by that vehicle would be
= o . - Easury i ic EP ion. [IAS 32.4(f), 33-34
® on the voluntary re-investment of dividends are included from the date the dividends a“e re-iny Qi stares and not diltstanding shaves for tie basic KPS Caleulation. [#45 3241, 35-54)
® as compensation for services received are i d as the i eds 1 . 3 5
R e EAREE AR mdu_de AL Ie ShATH Rl 're.ndc 3 S350 Contingently issuable ordinary shares
& as consideration in a business combination are included from the acquisincu-date; and -
® on mandatory conversion of a convertible instrument are included from the date that the comnteatt FAke10 Contingently issuable ordinary shares are ordinary shares that are issuable for little or no
is entered into. [IAS 33.271-23] Sashior other consideration on the satisfaction of specified conditions in a contingent share agreement.
Such contingently issuable ordinary shares are included in the calculation of the weighted-average
5.3.60.35 The timing of the inclusion of ordinary shares is determined by the terms and cond fumber of shares outstanding for purposes of calculating basic EPS from the date that the conditions

attaching to their issue after taking due consideration of the substance of any contract associate et and not from any later date of actually being issued. [/4S 33.5, 24]

their issue. [IAS 33.21) .
FARLZ0 Shares that are issuable solely after the passage of time are not considered contingently

Istiable because the passage of time is a certainty. Instead, they are treated as outstanding for pur-
Pases of calculating basic EPS only from the date that the right to the shares comes into existence.
WAS 33.24]

ExAMPLE 7 — POTENTIAL ORDINARY SHARES — OPTIONS VESTED BUT UNEXERCISED

k30 Unvested shares and unvested employee share options that require only service for
¥Esting cannot be contingently issuable shares. This is because their vesting is contingent only on
#8 passage of time (see 5.3.85).

) A iceofithecompany’s sh:
ggﬂ&,@t@nﬁi&k@ﬂlﬁwﬁaﬁ@}} All vesting co

B o = A
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5.3 Earnings per share

5.3.80.40 In contrast, unvested shares and unvested employee share options that do not ony
service as a vesting condition, but instead include performance conditions or market condig
treated as contingently issuable shares and options if they are issuable for little or no cash gp g
consideration. '

5.3.90 Unvested shares and unvested employee share options

5.3.90.10 Some unvested shares that require service as a vesting condition are not ent
dividends during the vesting period. These unvested shares are included only in calculating dj|
EPS (see 5.3.170 and 220). These shares are included in the calculation of basic EPS as the sepy

are rendered and the vesting condition is met. As illustrated in Example 8, this averaging appp L
differs from the approach that is required when recognising share-based payment cost, [I4$ 3.2 }/eh
24, 48] -

ExaMpPLE 8 — CONTRAST OF DENOMINATOR ADJUSTMENT FOR EPS AND GRADED-VESTING APP
FOR A SHARE-BASED PAYMENT

A share-based payment strabgement eonsists of 15,600 uny
samrgs granted (o employees; the award vests rfa:raié“ily it three manches @f
after cach year of service. We believe that, for the basie EPS 3
year 2 of the three-vear service period, /

mmdanuﬁm@ ﬁoﬁ@ ehaz@s %iﬁg t;he 53’581 manoh“ﬁ Elzla’m vefstgﬁ:d at the enﬁ eyf

3,90,20

poN -

pag ed westa:ng a@@mach that is aequmeds when tecog
cost (Gee 4.5.920).

3,00.23
emp‘i’@ym‘ém (ﬁ &, 0o »hams vﬁ@l@ E)“e awaxdéd i @tnpioys :
the end of the vesting period). then no shares would be m@l.udaé ﬁs tiie laasaa. »' S
cofiiputation uritil d,ie end of the thie :hysm scrvm g@mﬁ

5.3.90.25 However, if the unvested shares are entitled to non-forfeitable dividends during
vesting period, then in our view when calculating basic EPS, the numerator should be adjusted’
these dividends and any undistributed earnings attributed to these unvested shares, in accordance
their participating rights, if any (see 5.3.50.40).

5.3.90.30 Unvested employee share options are excluded from the calculation of basic EPS.
are considered potential ordinary shares (see 5.3.190 and 220.10). Generally, such share optiofis 8
included in the calculation of basic EPS once the option has been exercised. However, if shares
issuable for little or no other consideration on the exercise of the share options, then in our vie
entity should bring the share options into the calculation of basic EPS from an earlier date, wheal
vesting conditions have been met. This is because a vested share option with little or zero €
price is in substance similar to a vested ordinary share, and the entity will receive no further's
tive consideration when the option is exercised. [ZAS 33.21(g), 24, 48]
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Diluted earnings per share

Partly paid shares

When ordinary shares are not fully paid, they are treated as a fraction of ordinary shares
\fisg the purposes of basic EPS. The fraction is calculated as the degree to which they are entitled to
givipate in dividends during the period relative to the dividend participation rights of a fully paid

Sdinary share. To the extent that partly paid shares are not entitled to participate in dividends during
Hm period, such partly paid shares are treated as options or warrants (see 5.3.180). [IAS 33.A415]

Pt Ordinary shares subject to recall

When ordinary shares are subject to recall, they are not considered as outstanding and
-=xcluded from the calculation of basic EPS until the date that they are no longer subject to recall.

i%ﬁ.ﬂ%]

.I;;m .15 °  However, for the purposes of calculating basic EPS, an adjustment to the numerator may
Jm_mquired for any dividends and undistributed earnings attributable to these shares (see 5.3.50.40).

{Ji5 33.10, 24, A13-A14]

sani20  In oviviiew, shares that are subject to repurchase due to a written put option or a for-
ward purchase contract should be excluded from the basic EPS calculation, similar to shares subject
4 recall (see 5:3.100.10). An adjustment to the numerator may be required for any dividends and
@dismbﬂ «ed earnings attributable to these shares (see 5.3.50.40). However, the calculation of diluted
@S 2> require adjustment for the written put or forward (see 5.3.170.110).

“in  DILUTED EARNING»S ¢ER SHARE

s5a1z10  To calculate diluted EPS, an entity adjusts the profit or loss atributable to ordinary

\gquity holders of the parent entity (numerator) and the weighted-average number of shares outstand-

iz (denonunator) used in the basic EPS calculation for the effects of all dilutive potential ordinary

m Potential ordinary shares are financial instruments or other contracts that may entitle their

\liglders to ordinary shares. Examples include:

'ii ‘convertible debt or convertible preference shares (except for mandatorily convertible debt);

'® share warrants or options; and

# shares that would be issued on satisfaction of certain conditions resulting from contractual ar-
‘rangements, such as the purchase of a business that occurs before the end of the reporting period.

- lIAS 33.30-31]

5812026 Potential ordinary shares that were cancelled, have lapsed or have been converted to
\idinary shares during the reporting period are reflected in the diluted EPS calculation, if they are
\dilutive, from the first day of the reporting period (if they were in existence at that date) to the day
r.tﬁ@_l they lapse or are converted or cancelled. Potential ordinary shares issued during the reporting
| i9d are included in the diluted EPS calculation, if they are dilutive, from the day that they are

sued. [74S 33.36, 38]

|5’-‘fl_.29-30 The effects of potential ordinary shares are reflected in diluted EPS only when their
I Usion in the calculation would decrease EPS, or increase the loss per share (i.e. would be dilutive),
Mcontinuing operations. [IAS 33.41]
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5.11 Extractive activities

5.11.160.20 E&E assets are treated as a separate class of assets for disclosure purposes. FRS
ally defines a ‘class of assets’ as a grouping of items that have a similar nature and use in an exts
operations. A policy of revaluation is applied to ail assets in a class (see 3.2.300). [zFRs 6.25]
5.11.160.30  In our view, tangible and intangible E&E assets are two separate classes of a&S&‘MI.
believe that generally all tangible assets used for E&E will form a separate class and thag g pg
of cost or revaluation should be applied consistently to all assets in that class. We believe thap
acceptable to apply the revaluation model to tangible E&E assets and the cost model to ins
E&E assets. [IFRS 6.25]

5.11.160.40 In our experience, the revaluation model is rarely used for tangible E&E assets,

5.11.165 Statement of cash flows

5.11.165.10  An entity presents cash flows during the period classified by operating, investing :
financing activities in the manner most appropriate to its business (see 2.3.20). When an entity ef@%
to expense E&E expenditure as incurred (see 5.11.30), the related cash flows are classified as ope
activities. Cash flows from investing activities include only expenditure that results in the recogm
of an asset. [IAS 7.16]

IMPAIRMENT

5.11.170.10  IAS 36 is applied to measure, present and disclose the impairment of E&E assets
(see chapter 3.10). [IFRS 6.18]

5.11.170

]
5.10.170.20  However, relief is provided from the general requirements of IFRS in assessing whethis

there is any indication of impairment for E&E assets. Also, the level at which any impairment 248552
ment is performed is specified and may be at a more aggregated level than is required for ncu ‘5&&
assets. The assessment of impairment is then performed in accordance with general i mmmg
requirements. [IFRS 6.18-19] 3

Indicators

5.11.180.10 E&E assets are assessed for impairment only when facts and circumstances' suggest
that the carrying amount of an E&E asset may exceed its recoverable amount, and on the transfer of
E&E assets to development assets. Unlike for other assets, there is no requirement to assess whe_ilﬁ
an indication of impairment exists at the end of each reporting period until an entity has sufficieqt
information to reach a conclusion about the technical feasibility and commercial viability of extrags
tion. [IFRS 6.17-18, BC39]

5.11.180

511.180.20 IFRS 6 includes industry-specific examples of facts and circumstances that, if ong &l
more are present, indicate that an entity should test an E&E asset for impairment. One such indicaldf
is that an entity’s right to explore in the specific area has expired or will expire in the near futuré; and
is not expected to be renewed. [IFRS 6.20]

5.11.180.36  ‘Near future’ is not defined under IFRS. In our view, it should be a period sufﬁci&ﬁﬁfwl
short such that no significant doubt exists about whether the area can be developed and any reserves

1294

Impairment

- m(,[cd s0 as to recover the carrying amount of E&E assets before the right to explore lapses. In
view, the recoverable amount should be measured for any areas for which the rights to explore
W‘ due to expire within 12 months of the end of the reporting period if the rights are not subject to

ﬁ‘f’W unctory renewal right. Other E&E assets are reviewed against the following list of indicators.

o Spbstantive expenditure on further exploration and evaluation activities in the specific area is

. peither budgeted nor planned.

s The entity has not discovered commercially viable quantities of mineral resources as a result of
E&F activities in the area to date, and the entity has decided to discontinue such activities in the
specific area.

s Bven if development is likely to proceed, the entity has sufficient data indicating that the carrying
amount of the asset is unlikely to be recovered in full from successful development or by sale.

1113040  Theseindicators are v... * on management information or intentions and decisions with
sespect to a given area of exploration.

41118056 In our view, the identification of the specific area being monitored is likely to be a
tgnificant factor in fhe Trequency with which indicators exist, and therefore when it is necessary to
mview the recoverable amount of E&E assets. In our experience, it may be preferable for the level
41 which indicaters are monitored and the level of E&E assets for which the recoverable amount is
;ﬁ?i‘ewed (=2 £.11.200) to be consistent.

=41 jouu0  The list of impairment indicators is not exhaustive, and there may be additional facts and
e wmstances that suggest that an entity should review E&E assets for impairment. Such indicators
nay include, for example, significant adverse changes in commodity prices and markets or changes
imthe taxation or regulatory environment. In assessing whether an entity has sufficient cash to fund
fummre planned or budgeted substantive exploration and evaluation, the entity’s capacity to raise cash
#considered if cash is not currently on hand.

11150 Level of testing

511.190.16  An entity chooses an accounting policy, to be applied consistently, for allocating E&E
assets to CGUs or groups of CGUs in assessing E&E assets for impairment. [IFRS 6.21]

£iL3%0.20  An entity may be able to identify E&E assets for internal management purposes at a
low level — e.g. at the level of a specific geological structure thought to contain hydrocarbons or a
£ontiguous ore body. Although an entity may make an accounting policy choice to assess impairment
absuch a low level, there is no requirement to do so. Instead, entities are permitted to combine one
ormore CGUs in testing E&E assets for impairment (see chapter 3.10). [IFRS 6.21-22]

411.190.30  Entities should consider the level of impairment assessment to avoid assets being catried
forward that would, if they were not aggregated with other assets, be impaired. For example, continu-
ilg to aggregate E&E costs for an area that will not be developed with other CGUs may result in
Knowingly carrying forward costs associated with assets even though a decision has been taken not to
develop those mineral resources. In our view, a policy of recognising an impairment loss in respect of
Sapitalised costs that relate to a specific area identified as not being capable of being developed into a
Pioducing asset is consistent with the encouragement to consider additional indicators of impairment,
#d may therefore be appropriate.
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5.11 Extractive activities Development expenditure

5.11.190.46  As seen in 5.11.190.20, an entity is permitted to aggregate CGUSs to form g u;
units in testing E&E assets for impairment. However, the grouping cannot be at a level of agere
larger than that of the operating segment to which the CGU belongs (see 5.2.50). [IFRs 6.2 ]

PRE-EXPLRATION EXPENDITURE

.41.230.10  Entities are required to identify and account for pre-exploration expenditure separately
'_.ﬁh’tm E&E expenditure.

| '4&31_230

5.11.190.50  In our view, the requirement that each CGU (or group of CGUs) may not be large:
an operating segment is not considered in absolute terms, such as segment profit or loss or tdt»'ﬁ :
sets. Instead, we believe that impairment testing may not be performed at a level that resulns.g; :
aggregation of E&E assets or CGUs belonging to different operating segments,

111,240 Identifying pre-exploration expenditure

| 21).240.10 Pre-licence costs are excluded from the scope of E&E costs. In our view, this exclusion
{mplies that E&E activities commence on the acquisition of legal rights to undertake exploration
A L tivities in a certain area. [IFRS 6.5(a)]

5.11.190.60  The identification of CGUs or groups of CGUs requires judgement and may be pne g ]

the most difficult areas of impairment testing for E&E assets. Its interaction with the indicatoys of 11,4020 Activities that take place before the acquisition of an exploration licence are pre-explo-
impairment based on a specific area requires consideration. H yation, and will need to be identified separately. Pre-exploration expenditure typically includes the
atquisition of speculative seismic data and expenditure on the subsequent geological and geophysical
5.11.190.76  On determining an accounting policy for allocating E&E assets to CGUs or gtoﬂpg‘a'}' analysis of this data.

CGUs, the policy should be applied consistently from period to period for the same types of assels, | '
A change in accounting policy is permitted only if the criteria for a voluntary change in accoufifigg § 411.240.30 A formal process of bidding for licences may help the separate identification of activi-
policy are met (see 5.11.340). i ies that precede obtaining the licence. However, in some regions the licence process is less formal.
¥or example, in Cenain areas in Africa a significant amount of E&E activity might commence
while the formalities of obtaining a licence and government approval are being finalised, based on
4valid expectation of a licence being granted. In our view, if the grant of the licence is subject only
{0 adminmcirative processes that are not substantive, then the licence may be deemed to have been
gan‘e<. It is necessary to consider the nature of the regulatory approval in each case, because this
Aecmunation is a matter of fact rather than accounting policy. Accordingly, it may be appropriate in
e circumstances to capitalise E&E expenditure incurred before obtaining the licence, subject to
an entity’s accounting policy for such expenditure (see 5.11.30).

5.11.200 Recoverable amount e

5.11.200.10  If facts and circumstances suggest that the carrying amount of a CGU or group of CGils ‘
comprising E&E assets exceeds its recoverable amount, then the entity measures the recoverably
amount of the CGU. Recoverable amount is the higher of fair value less costs of disposal and vahua
in use. [IFRS 6.18, IAS 36.18] ]

|
5.11.200.20 Many entities are likely to first determine the value in use of a potentially impaired as-
set, because the underlying information — i.e. cash flows based on management’s estimates — wiil bg
more readily available than for fair value less costs of disposal. Only if this assessment highkzttaa
potential impairment loss will the entity then be required to determine fair value less costs of avs,ozak 240.250.10  The recognition and measurement of pre-exploration expenditure is not addressed by
For further discussion of measuring impairment, see 3.10.180-350. FRS. Therefore, an entity should choose an accounting policy, to be applied consistently, using the
\hierarchy for selecting accounting policies (see 2.8.20).

&

5.11.250 Accounting for pre-exploration expenditure

5.11.210 Value in use
%11.250.20  Pre-exploration expenditure generally cannot be associated with any specific mineral

fesources, because it is usually speculative in nature — e.g. costs incurred in reassessing previous
seismic data. In our view, such expenditure should be expensed as incurred. [IFRS 6.BC13]

|
5.11.210.16  ‘Cash flow projections to determine value in use are generally based on budgets &
proved by management that do not exceed five years (see 3.10.230). For most extractive activifies
detailed budgets are prepared covering a period significantly in excess of five years — typically ot

the estimated field or mine life — which is generally based on resource and reserve reports; therefors 41125036 There may be some cases in which expenditure incurred in the pre-licence phase gives
the period could be 20 years or more. In our view, if these budgets are considered reliable, the cai fise to an item that is an asset, even though it relates to E&E activities — e.g. the purchase of seismic
flow projections may be based on these longer budget periods. [IAS 36.33, 35] data or analysis from a third party. [IFRS 6.BC13]

5.11.210.20  When assessing impairment using a value-in-use model, future cash flows are estima(ed 51125640  In addition, to the extent that pre-licence prospecting and exploration costs give rise to
for the asset in its current condition (see 3.10.250). In the case of an asset that is not yet ready f# pioprietary information that the entity has the ability fo control, these costs may qualify for recogni-
use, which includes an E&E asset or related CGU, estimates include cash outflows expected 068 Jlion as an intangible asset (see 3.3.30).

incurred to bring the asset into use. [IAS 36.42, 44] '

5.11.220 Reversals 511260 DEVELOPMENT EXPENDITURE
5.11.226.10  Partial or full reversals of impairments of assets, other than impairments of goodwill Hﬁ %11266.16  Entities identify and account for development expenditure separately from E&E ex-
recognised if there is a change in the estimate of the recoverable amount (see 3.10.420). [IAS 36. 110} ‘Penditure.

1296 1297




5.11 Extractive activities Development expenditure

5.11.270 Identifying development expenditure 211,290 Reclassifying exploration and evaluation assets

5.11.270.10  IFRS does not contain a definition of development activities or expenditure in the e
text of extractive activities. From an accounting point of view, the term ‘development’ in the conten
of research and development is defined as “the application of research findings or other knowie
to a plan or design for the production of new or substantially improved materials, devices, progj

111.200.10  When the technical feasibility and commercial viability of extracting a mineral resource
4 demonstrable, an entity:

s stops capitalising E&E costs for that area;

s tests recognised E&E assets for impairment; and

processes, systems or services before the start of commercial production or use”. One example @ @ ceases classifying any unimpaired E&E assets (tangible and intangible) as E&E. [IFRS6.17]
development expenditure for accounting purposes is costs related to the design, consmcﬁ%;m

operation of a pilot plant that is not of a scale economically feasible for commercial PrOduetiﬁu:: 511.290.20 For E&E assets reclassified to development assets, an entity chooses an accounting
[1AS 38.8, 59] o policy, to be applied consistently, to classify such assets either as tangible or intangible development

‘ assets. Intangible E&E assets may be reclassified into tangible development assets or intangible

5.11.270.20  In the extractive industries, ‘development’ often refers to the phase in which the technicg gevelopment assets and vice versa.
feasibility and commercial viability of extracting a mineral resource have been demonstrated and m

identified mineral reserve is being prepared for production — e.g. construction of access to the mindral s1.300  Identifiable exploration and evaluation assets

reserves. In our view, these development activities are more akin to the construction of an asset - £11.300.10  Identifiable tangible assets that cease to be classified as E&E assets are generally clas-

be used in commercial production than to expenditure incurred as part of development activities fop gfied as tangible development assets — e.g. a vehicle that will be used in production. Identifiable

accounting purposes. [IFRS 6.5(b)] ] Mgible E&E asséts »- e.g. an exploration licence — may continue to be classified as an intangible
gséel, or may bereclassified as a tangible asset if the intangible asset is considered to be integral to

5.11.270.30 A significant factor in determining technical feasibility and commercial viability is likely. he tangible development asset and the tangible element of the asset is more significant.

to be the existence of proven and probable reserves. Entities make such assessments based on sither

their in-house, operators’ or third party reserve evaluations. In our view, in assessing commercigh 511320 Non-identifiable exploration and evaluation assets

viability an entity will need to consider whether it has access to adequate resources to proceed wiily:

2,0310.16  Generally, when commercial and technical feasibility are demonstrable, a specific
.mneral reserve will have been identified for development. In our experience, mineral reserves are
) classified as either property assets (i.e. tangible) or intangible assets. In our view, an entity should
¢hoose an accounting policy, to be applied consistently, to classify mineral reserves either as tangible

development activities.

5.11.280 Accounting for development expenditure

5.11.280.16  Once the technical feasibility and commercial viability of extracting a mineral resctes or as intangible assets. In our experience, mineral reserves, and by association the non-identifiable

are demonstrable, expenditure related to the development of that mineral resource should mi be E&F assets, tend to be classified as tangible development assets.

recognised as E&E assets. IFRS does not prescribe when the technical feasibility and conmercial

viability of extracting a mineral resource are demonstrable. [IFRS 6.5(b), 10] 511,310.20 Mineral reserves are excluded from the scope of both the intangible assets standard

| [IAS 38) and of the property, plant and equipment standard (IAS 16), and they are not in the scope

5.11.280.20  IFRS does not specify requirements for costs incurred on the dexclopnient and extrags of any other standard. Therefore, an entity chooses an accounting policy for mineral reserves by

tion of mineral resources and an entity should therefore choose an accounting policy, to be applieid applying the hierarchy for selecting accounting policies (see 2.8.20). The limited relief from this

consistently, using the hierarchy for selecting accounting policies (see 2.8.20). hierarchy introduced by IFRS 6 (see 5.11.30) does not apply to mineral reserves that are not subject
to E&E activities. The selected accounting policy is applied consistently. [IFRS 6.3, IAS 16.3(c)-

5.11.280.30  If an entity identifies an (accounting) development phase once E&E activities have cone (), 38.7]

cluded, then it can generally identify an intangible asset and demonstrate that the asset will generaie

probable future economic benefits. In our view, to the extent that an entity incurs expenditure of i 211320 Depreciation (amortisation)

(accounting) development nature, the capitalisation of that expenditure as an intangible asset may b 511.320.10  Onreclassification of E&E assets, an entity depreciates (amortises) the resulting tangible

appropriate. [IFRS 6.BC27] Gevelopment assets (and intangible developments assets with a finite life) over their useful lives. For
both tangible and intangible development assets, the units-of-production method may be an appropri-

5.11.280.40  Alternatively, an entity may conclude that there is no (accounting) development phass ale method.

between the determination of technical feasibility and commercial viability, and activities thai 4/

in preparation for production or extraction of a specific mineral reserve. In this case, it may be ape 3i1320.20  IFRS provides no specific gnidance on how the units-of-production calculation should be

propriate to capitalise development expenditure as part of the cost of an item of property, provided: performed. Specifically, there is no guidance on the reserves, or reserves and resources, measurement

that those costs otherwise qualify as part of cost. l3be used in determining the ratio of current period production to total estimated production. For ex-
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5.11 Extractive activities

ample, factors that would affect the measured reserves include the degree of probability used te ae:
the physical quantity of minerals in place and the economic assumptions used to assess the porgiay
this that can be commercialty extracted. The relevant unit of measure may also be an area of judg._. )
— e.g. using the amount of ore produced or the quantity of minerals contained in that ore. Accordingts
the basis of calculation is a matter of judgement such that the method used reflects the pattern in whis
the future economic benefits associated with the asset are consumed. The choice of measuremeny

may also have implications for the cost base used in the units-of-production calculation. »

5.11.320.30  For further discussion of the use of reserve and resource estimates in preparing fingngjal
statements, see 5.11.400. s
' I

5.11.330 Impairment testing E

5.11.330.10  Before reclassification, E&E assets are assessed for impairment and any imparrriieny,
loss is recognised in profit or loss. This impairment assessment is required regardless of whethes Ea.mr
and circumstances indicate that the carrying amount of the E&E asset is in excess of its recoverabje
amount. In our view, E&E assets can continue to be tested as part of the CGUs in which they have
previously been included, as described in 5.11.170. This is because we believe that these assets 4ne
E&E assets to which the special aggregation relief applies. [IFRS 6.17]

5.11.330.20  Other than as described in 5.11.330.10, the impairment test on reclassification of E&g
assets is performed in accordance with the general impairment testing requirements (see chapter 3, 1)
This will require an entity to develop additional accounting policies for allocating assets to TGl
and assessing recoverable amounts for these assets.

CHANGES IN ACCOUNTING POLICIES

5.11.340.1¢  IFRS 6 provides some relief from the requirements for a voluntary change in acatifit=
ing policy (see 2.8.70). However, this modification relates only to E&E expenditure, Changes i
accounting policies for pre-exploration activities and development expenditure ave vubject ia this
general requirements of IFRS for changes in accounting policy (see 2.8.50). [Z72$¢13]

5.11.340

51134020 An entity may change its existing IFRS accounting policy for E&E expenditure if, and
only if, the change makes the financial statements more relevant to the economic decision-makitg
needs of users and no less reliable, or more reliable and no less relevant to those needs, judged ki
the criteria for voluntary changes in accounting policies (see 2.8.70). [IFRS 6.13]

5.11.340.30  In our view, the criteria in 5.11.340.20 prohibit entities from changing between certin
policies used in current practice. For example, we believe that this requirement precludes entifies #l
the oil and gas industry that account for exploration and development activities under IFRS using theés
successful-efforts method from changing to the full-cost method (see 5.11.370). Successful-effois
accounting refers to a practice of capitalising costs on a field-by-field basis with an assessment of o=
mercial viability of the fields performed on a periodic basis. We believe that such a change in polic¥
is not considered to result in more relevant and/or reliable information to the users of the ﬁnamﬂiﬂ"_
statements because it may result in the capitalisation of unsuccessful costs — e.g. costs related to diy
wells that do not represent future economic benefits.
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£11.340.40 Similarly, a mining company that currently expenses E&E costs is, in our view, pre-

gjuded from changing to a policy of capitalisation of all such costs. This is because, without the

pmporary exemption from the accounting policy hierarchy, it is difficult to demonstrate the prob-

' gbility of future economic benefits from E&E expenditure. We therefore believe that such a change

jn policy is not considered to result in more relevant and/or reliable information to the users of the
fnancial statements.

41134050 Conversely, we believe that a change in policy from the full-cost method to one based
on the successful-efforts method or from capitalisation of all E&E expenditure to expensing (at
east some) costs as incurred would be acceptable. In our view, expensing many such costs is more
sopsistent with the Conceptual Framework because it is difficult to demonstrate that these costs
meet the definition of an asset. Expensing these costs as incurred may therefore be viewed as more

reliable. »

STRIPPING COSTS

51135010 IFRA contains no specific guidance on the accounting for stripping costs incurred in the
pre-production phise of surface mining. In our experience, pre-production stripping costs in surface
mining are-carerally capitalised and amortised over the productive life of the mine under the units-
pf-prodaction method.

3.11.350

41'.350.20  Stripping costs incurred in the production phase of surface mining activities are in the

cope of IFRIC 20. Such costs that give rise to benefits in the form of inventory produced are accounted

for in accordance with IAS 2 (see chapter 3.8). However, production stripping costs that improve ac-

gess 1o ore to be mined in the future are recognised as a non-current asset (‘stripping activity asset’)

if,and only if, all of the following criteria are met.

& It is probable that the future economic benefit will flow to the entity.

® The entity can identify the component of the ore body to which access has been improved.

8 The costs related to the stripping activity associated with that component can be measured reli-
ably. [IFRIC 20.6, 8-9]

51135030  If the costs of the stripping activity asset vs inventory produced are not separately iden-
tifiable, then costs are allocated based on a relevant production method — e.g. based on the actual vs
expected volume of waste extracted. [JFRIC 20.13]

1135040 The stripping activity asset is accounted for as a component of the existing asset of which
itis a part — i.e. as a component of the mining assets. Therefore, the classification and measurement
bf the stripping activity asset is in line with that existing asset. [IFRIC 20.14]

9:1350.50 The stripping activity asset is depreciated or amortised on a systematic basis over the
&xpected useful life of the identified component of the ore body that becomes more accessible as a
{#sult of the stripping activity. The units-of-production method is applied unless another method is
more appropriate. The expected useful life of the identified component of the ore body will differ
ifom the life of the mine, except in limited circumstances when the stripping activity provides access
'athe whole of the ore body. [IFRIC 20.15-16]
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