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Other projects Key developments to date Implications
Liabilities (IAS 37 Scope: Applies to all liabilities except: > The main impact is expected to be on items
amendments) > Liabilities that are already within the scope of other previously treated as contingent liabilities.
standards (e.q., financial liabilities, pension liabilities, > New processes and changes to the information
income tax liabilities and insurance liabilities). systems would be needed to capture information
» Executory contracts that are not onerous. required by the standard. Entities would need to
Key features: obtain evidence of the range of possible outcomes
» The Board issued its latest ED in January 2010. and their probabilities.
Based on feedback on the ED, the IASB expanded > Timing and quantum of liabilities recognised may
the scope of the project and plans to issue an ED on change compared with what is recognised under
a revised comprehensive standard. The IASB is current IAS 37. There is a potential impact on
considering further outreach activities and expects financial ratios and debt covenant compliance.
to continue discussion on this topic later in 2011.
> A liability would be defined as ‘a present obligation of | Ernst & Young has raised concerns about the practical
an entity arising from past events, the settlement of | application of the proposed requirements, particularly
which is expected to result in an outflow from the the difficulty in accounting for uncertainty under the
entity of resources embodying economic benefits’. proposed model (which eliminates contingent liabilities).
> Unlike IAS 37, the recognition criteria proposed in
the ED would no longer require a probable outflow of
resources to recognise a liability. Instead, an entity
would account for uncertainty about the amount and
timing of outflows by using the probability-weighted
average of the outflows for the range of possible
outcomes.
34 IASB Projects
Introduction

We hope you have found the previous editions of this pocketbook guide
helpful. This edition has been updated for the issuance of four new IFRS,
four amended standards, one Exposure Draft (ED) and a supplementary
document to a previous ED (SD) issued by the International Accounting
Standards Board (IASB or the Board). We have also updated the summaries
provided herein for the Board's modified Work Plan and tentative decisions
made up to 30 June 2011.

The IASB issued the following four new standards in May 2011 (effective
for annual periods beginning on or after 1 January 2013): IFRS 10
Consolidated Financial Statements; IFRS 11 Joint Arrangements;

IFRS 12 Disclosures of Interests in Other Entities; and IFRS 13 Fair Value
Measurement. The issuance of IFRS 10 and IFRS 11 resulted in amendments
to IAS 27 Separate Financial Statements and IAS 28 Investments in
Associates and Joint Ventures. The IASB also published amendments to
IAS 19 Employee Benefits and IAS 1 Financial Statement Presentation,
which significantly change the accounting for post-employment benefits
and presentation of other comprehensive income (OCI), respectively.
The SD and ED were issued early in 2011 as part of the Board's financial
instruments project. Other significant updates in 2011 include tentative
decisions made on significant aspects of the leases, revenue recognition,
financial instruments and insurance contracts projects.

The IASB updated its Work Plan on 30 June 2011 to reflect the amended
timetable for its projects. This includes a deferral of final standards on
leases, revenue recognition, insurance contracts and remaining phases

of financial instruments. The IASB also recently decided to formally
expose the revenue recognition proposal for a second time because they
have made significant changes to the model they proposed last year.

The decision to re-expose the revenue recognition proposals will allow
constituents an opportunity to provide further feedback on the proposals.

IASB Projects

In addition, the delays in the timetable for the Board's projects will allow
for more field testing prior to finalising the final standards. An estimated
timeline of the changes to IFRS expected as a result of the projects is set
out on page 5 of this pocketbook guide. Please note that this timeline is
subject to change by the IASB and full details are available on the IASB
website.

We also refer you to our Joint Project Watch — IASB/FASB joint projects
from an IFRS perspective for additional details of projects discussed in this
pocketbook guide that have been undertaken jointly with the US Financial
Accounting Standards Board (FASB and collectively with the IASB, the
Boards). The Joint Project Watch, first issued in February 2011, provides
a snapshot of the key developments on joint projects from an IFRS
perspective, together with our observations on the potential implications
for entities. We plan to update this publication regularly based on the key
decisions made by the Boards.

We trust that you will find this guide, as well as the Joint Project Watch,
useful.

Yours sincerely,

Ruth Picker
Global Leader — IFRS Services
Global Professional Practice

June 2011
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Other projects

Key developments to date

Implications

Emissions trading schemes
(joint Boards)

Scope: Accounting for tradable emissions rights and
obligations arising under emissions trading schemes,
as well as activities undertaken in contemplation of
receiving such rights in future periods. The standard
is expected to apply to participants in a scheme and
non-participants that buy and sell tradable rights.

Key features:

> This project has been put on hold as part of the
Boards modified work plan that was announced
in November 2010. Discussion is expected to
recommence later 2011.

> Prior to the delay in the project, the Boards
tentatively determined that purchased and allocated
allowances would meet the asset recognition criteria
and that a liability would exist when the allowances
are allocated. However, the Boards will continue to
discuss the measurement basis on initial and
subsequent recognition.

> The Boards also intend to address in their
deliberations whether the emissions obligation in
excess of the allocated credits should also be
recognised as a liability and whether net presentation
of the obligation and the allowance is appropriate.

>

Entities with such schemes should continue to
monitor developments on the project.

The project could result in greater income statement
volatility and require increased tracking of market
inputs if the Boards mandate a fair value approach
for initial and subsequent measurement of emissions
credits and the related scheme obligation.

32

Project timeline

IASB Projects

Ongoing projects

2011

Financial instruments*
Impairment

General hedge accounting

Portfolio (‘macro’) hedge accounting

Asset and liability offsetting
Consolidation
Investment companies

Fair value measurement

SD

A3

Financial statement presentation — statement of comprehensive income A3

Leases

Revenue recognition

Joint arrangements
Post-employment benefits

Insurance contracts

A3

A3

A2'3

2012
.4

A

]
A
]
ut A
]

n’ A

B Exposure draft (including re-exposure)

O Roundtable discussions A Final standard

SD Supplementary document

! The IASB addressed this project in stages. Final IFRS for classification and measurement of financial assets and liabilities were issued in Q4 2009 and Q4 2010, respectively.
2 The disclosures related to measurement uncertainty will be finalised separately from the main Fair Value project.

3 Final IFRS issued in 2011.
4 Re-exposure or Review draft.

Note: The IASB also has narrow scope improvements that have not been reflected in the above timetable (e.g., Annual Improvements Project).

IASB Projects
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Other projects

Key developments to date

Implications

Financial statement
presentation — other
comprehensive income
(IFRS issued Q2 2011)

Update: The IASB issued amendments to IAS 1 in
June 2011.

Scope: Applies to all reporting entities.

Key features:

> The changes were proposed in response to an
increased number of items in OCI due to changes
to IFRS 9 and IAS 19.

> The amendments retain the option to present the
statement of comprehensive income either in a
single continuous statement or in two separate,
but consecutive, statements.

» Separate presentation of OCl items that will and
will not be reclassified into future profit or loss is
required.

> Entities will retain the option to present the tax effect
of items of OCI gross or net.

Transition: These amendments to IAS 1 are effective for

annual periods beginning on or after 1 July 2012 with

full retrospective application.

>

There will be a need to distinguish the components of
OCl in greater detail than is currently required.

30

IASB Projects

Joint priority projects

Key developments to date

Implications

Consolidation
(IFRS 10 issued Q2 2011)

Scope: An entity consolidates all entities that it controls.

Key features:

> Control exists when an investor is exposed, or has
rights, to variable returns from its involvement with
the investee and has the ability to affect those
returns through its power over the investee.

> Aninvestor has power when it has existing rights that
give it the current ability to direct the activities that
significantly affect the investee's returns (‘the
relevant activities’).

> Judgement is required to assess the facts and
circumstances when determining whether the
reporting entity has control over the investee.

> Aninvestor is any party that potentially controls an
investee; a party need not hold an equity investment
to be considered an investor.

> Exposure to risks and rewards is an indicator of
control, but does not in itself constitute control.

> Power arises from substantive rights.

> Consolidation is required until such time as control
ceases, even if control is temporary.

>

IFRS 10 creates a broader definition of control by
changing from the ‘power to govern the financial and
operating policies of an entity’ to when ‘an investor is
exposed, or has rights, to variable returns from its
involvement with the investee and has the ability to
affect those returns through its power over the
investee'.
IFRS 10 may result in changes to a consolidated
group (more or fewer entities being consolidated
than under current IFRS). For example, an entity
might reach a different conclusion regarding control
under IFRS 10 than it did under IAS 27 in the
following circumstances:
> Aninvestor holds less than half the voting rights
of an investee
> Aninvestor has a principal-agency relationship
with an investee
> Aninvestor holds currently exercisable options
that if exercised, would give the investor more
than half of the voting rights in the investee
Assessing control will require a comprehensive
understanding of an entity's business, its operations,
and legal rights and obligations. This may require
input from sources outside of accounting personnel,
such as operational personnel and legal counsel.
Additional procedures might be required to assess
control on a continuous basis, or to consolidate
entities that are controlled.

IASB Projects
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Other projects

Key developments to date

Implications

Effective dates and transition
(joint Boards)

Update: The IASB have concluded this project.

Scope: The Boards issued consultation documents

in October 2010 (IASB Request for Views and FASB
Discussion Paper), asking constituents for input on
when the new standards, expected to be issued in 2011,
should become effective.

Key features: The Boards commenced discussions on
this project in March 2011. The IASB tentatively decided
the following:

> The effective dates for the leases, revenue
recognition and insurance contracts projects should
take into account the significance of the accounting
changes required and the methods of transition and
allow users sufficient time to implement the required
changes.

> The effective dates and transition methods for the
financial instruments project would be determined as
each project phase is completed.

» IFRS 10, IFRS 11, IFRS 12, along with the 2011
amendments to IAS 27 and IAS 28 have an effective
date of 1 January 2013.

> IFRS 13 and the amendments to IAS 19 also have an
effective date of 1 January 2013.

> The amendments to IAS 1 for presentation of items
of OCI have an effective date of 1 July 2012.

>

The new standards that are due to be issued in 2011
and 2012 will cover major areas of financial
reporting and will impact virtually every entity
applying IFRS. Although a majority of respondents
favoured a single-date approach, the Board has
chosen to consider a number of the projects
separately, which will result in different effective
dates. Entities will need to consider the final effective
dates once the standards are issued and plan their
transition accordingly.
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IASB Projects

Joint priority projects

Key developments to date

Implications

Consolidation — investment
entities
(ED expected Q3 2011)

Scope: Investment entities (to be defined as part of the
project)

Key features: An investment entity would not
consolidate investments in entities that it controls, and
could not account for joint ventures or associates using
the equity method. Instead, an investment entity would
measure those investments at fair value.

Transition: This ED would amend IFRS 10 and would be
applied to all controlled investments held by a reporting
entity that meet the definition of an investment entity.
An adjustment to opening retained earnings would be
made for the difference between the previous carrying
amount of the net assets of the controlled investee

and the fair value of the investee as of the date of first
applying the amendment.

>

This would be a significant change for investment
entities, which are currently required to consolidate
investees that they control.

If a parent of an investment entity is not itself also an
investment entity, the parent would be required to
consolidate entities that are controlled by any
subsidiary investment entities in its consolidated
financial statements. In essence, the parent may not
retain the fair value accounting in respect of
controlled entities.

Entities that do not meet the criteria to be an
investment entity would be prohibited from
measuring investments in joint ventures and
associates at fair value (this is currently permitted,
but not required, for certain entities, such as
investment-linked insurance funds).

IASB Projects
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Other projects

Key developments to date

Implications

Post-employment benefits
(including pensions) — overview

Update: The IASB issued amendments to the
accounting for termination benefits, together with
limited scope amendments to post-employment
benefits in June 2011.

Transition: The amendments to IAS 19 are applied
retrospectively, with few exceptions, to annual periods
beginning on or after 1 January 2013.

Overall, Ernst & Young agrees that short-term
improvements to IAS 19 can provide users of financial
statements with better information about long-term
employee benefits. To achieve this objective, we support
the removal of the ‘corridor’ and the reappraisal of
disclosures.

However, this project is an interim step to be followed by
a comprehensive review of the accounting for long-term
employee benefits.

Termination benefits
(IFRS issued Q2 2011)

Scope: The definition of termination benefits no longer
includes benefits provided in exchange for future
employee service.

Key features: An entity recognises termination benefits
when it no longer has the ability to withdraw an offer

of those benefits. This is in contrast to current IAS 19,
which specifies that an entity recognises termination
benefits when it is demonstrably committed to providing
those benefits.

> Entities need to assess the impact of the
amendments when developing their restructuring or
cost reduction plans.
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IASB Projects

Joint priority projects

Key developments to date

Implications

Fair value measurement cont'd

Key features:

» |IFRS 13 does not affect when fair value is used, only
describes how to measure fair value.

> Fair value is defined as ‘the price that would be
received to sell an asset or paid to transfer a liability in
an orderly transaction between market participants at
the measurement date’ (i.e., ‘exit price’).

> Concepts of 'highest and best use' and ‘valuation
premise’ are relevant only for non-financial assets
and liabilities.

> Market participants are assumed to transact in a way
that maximises value in situations where the unit of
account for the item being measured is not clear
from other IFRS.

» The impact of blockage discounts is prohibited in all
fair value measurements.

> IFRS 13 describes how to measure fair value when a
market becomes less active.

> New disclosures related to fair value measurements
are required to help users understand the valuation
technigues and inputs used to develop fair value
measurements and the effect of fair value
measurements on profit or loss.

Transition: Effective prospectively for periods beginning
on or after 1 January 2013, with early application
permitted.

IASB Projects
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Other projects

Other projects

Key developments to date

Implications

Joint arrangements
(IFRS 11 issued Q2 2011)

Update: IFRS 11 replaces IAS 31 Interests in Joint
Ventures and SIC-13 Jointly-controlled Entities —
Non-monetary Contributions by Venturers.

Scope: Applies to all parties to a joint arrangement
(where there is joint control).

Key features:

» Joint arrangements are classified as either joint
operations or joint ventures based on the following
considerations:

Is the joint arrangement structured No
through a separate vehicle?

Yes

Does the legal form of the separate vehicle give
the parties rights to the assets and obligations for

the liabilities relating to the arrangement? Joint

No operation

Do the terms of the contractual arrangement give Yes
the parties rights to the assets and obligations for
the liabilities relating to the arrangement?

No

Do other facts and circumstances give the parties Yes
rights to the assets and obligations for the
liabilities relating to the arrangement?

No

Joint venture

> IFRS 11 represents a significant change for venturers
currently accounting for interests in jointly controlled
entities using proportionate consolidation, if such
entities are classified as joint ventures under IFRS 11.

> The scope of arrangements that are considered joint
arrangements could change, because the definition
of control is changed as a result of the issuance of
IFRS 10.

> Itis also possible that arrangements that were
previously considered jointly controlled entities will
be considered joint operations under IFRS 11, which
would affect the accounting, but the impact in this
case is not expected to be significant.

24
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Joint priority projects

Key developments to date

Implications

Financial instruments — asset
and liability offsetting
(IFRS expected Q3 2011)

Update:

> The Boards jointly issued an ED in January 2011 that
would amend and converge the requirements for
balance sheet offsetting of financial instruments
under both IFRS and US GAAP. The comment letter
period for the ED closed on 28 April 2011.

> Following their joint re-deliberations, the Boards have
tentatively decided to pursue separate approaches
for balance sheet offsetting, but to develop common
disclosure requirements. The IASB will discuss their
next steps at the July 2011 meetings.

Scope: The proposals would be applicable to offsetting

financial assets, financial liabilities and all derivative

assets and liabilities (both financial and non-financial).

Key features:

» Offsetting of financial assets and financial liabilities
would be required when an entity has both the
unconditional, legally enforceable right to set off
and intends to settle either on a net basis or
simultaneously. However, the Board is considering
certain exceptions relating to transactions settled
through clearing houses and variation margins on
exchange traded transactions.

Transition: Would be applied retrospectively.

> Although a fully converged framework for balance
sheet offsetting does not seem likely in the near-
term, the Boards are still committed to developing
common disclosure requirements that will enable a
reconciliation of the effect of the GAAP difference.

IASB Projects
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Joint priority projects

Key developments to date

Implications

Insurance contracts
(Re-exposure or Review draft
expected Q4 2011)

Update: Although a number of tentative decisions have
been made since redeliberations commenced in February
2011, the Board continues to actively discuss this project.
There are a number of key areas still to be decided,
including presentation of the statement of comprehensive
income and transition.

Scope:

> Applies to all types of insurance contracts (life,
non-life, direct insurance and reinsurance).

> Inrecent redeliberations, the Board decided to retain
the existing IFRS 4 Insurance Contracts exemption
for financial guarantee insurance contracts.

> The Board also agreed that a modified approach
would be developed for insurance contracts that
meet certain eligibility criteria.

Key features:

> The proposed approach for the measurement of
insurance contracts is based on the following building
blocks: expected present value of future cash flows;
arisk adjustment; and a residual margin that
eliminates any gain at inception of the contract,
but will be adjusted subsequently for changes in
estimates of cash flows.

> The Board's proposals are far-reaching and may have
a significant impact on insurers in areas, such as
estimating all future cash flows arising from the
fulfilment of an insurance contract on a probability-
weighted basis, and accounting for acquisition costs
incurred by insurers to secure contracts with
policyholders. This would have a knock-on impact on
key processes and internal controls.

> The proposed model would have a significant impact
on a number of financial metrics and may also result
in an increase in volatility of profit or loss.

> The tentative decisions made by the Board differ
from the FASB decisions in some important areas, for
example, margins and acquisition costs. As a result,
the risk exists that the Boards may not reach a
converged answer.

Ernst & Young expressed significant concerns about
some of the features of the measurement model
proposed in the ED in its comment letter. We believe
these must be resolved before a standard on insurance
contracts can be finalised. In our comment letter, we
proposed a number of changes to aspects of the model.
We are closely monitoring the impact of the Board's
recent decisions on our concerns and convergence with
the FASB.
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Joint priority projects

Key developments to date

Implications

Financial instruments -
impairment cont'd

Scope: Final standard would apply to all financial assets
recorded at amortised cost.

Key features:

» Under the new approach, discussed at the Boards'
15 June 2011 meeting, loans and other financial
assets would be split into three buckets based on their
credit quality. Credit impairment would be calculated
separately for assets in each of the buckets using
historical, current and reasonable and supportable
forward-looking information.

Transition: Has not yet been discussed.

IASB Projects
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Joint priority projects

Key developments to date

Implications

Revenue recognition
(Re-exposure expected Q3 2011)

Update: The Boards elected to formally expose their joint
revenue recognition proposals for a second time because
they have made significant changes to the model they
proposed in the ED.

Scope: Excludes financial instruments, insurance and
leasing contracts as well as certain non-monetary
exchanges.

Key features:

>

Contracts with customers (written, verbal or implied),
together with the performance obligations within the
contract, would need to be identified. Contracts could
be combined, but would not be required to be
segmented.
Determining whether there are separate
performance obligations would include considering if
they are ‘distinct’ based on the following:
> An entity's commitment to provide multiple goods
and services as a single integrated item would be
a single performance obligation
> Otherwise, the determination would be based on
whether the entity sells the good or service
separately or the customer can use the delivered
item on its own or with readily available resources
Estimated transaction prices would then be allocated
to identified performance obligations usually based
on the stand-alone selling prices. However, the
Boards have tentatively agreed that a residual
technique could be used for performance obligations
with highly variable prices (e.qg., software licences).

» Accounting for multiple-element deliverables in
a contract may impact the timing of revenue
recognition.

> The notion of ‘transfer of control’ would have a
significant impact on revenue recognition, mainly
in long-term contracts. Contracts, existing and
forthcoming, would need to take this into
consideration. No significant impact is expected
for normal sales contracts.

> Revenue and its related KPIs may change. Financial
measures driven by revenue also could affect loan
covenants, financing agreements, and regulatory
requirements.

> Among other changes, the proposal would require
additional disaggregated disclosures of revenue,
reconciliations of contract asset and liability account
balances between periods, and disclosure of key
estimates. These changes may require significant
modifications to existing internal data gathering
efforts and processes.

Many of the changes will have a significant impact on
entities and may require significant cost to implement.
Accordingly, we strongly support the Boards' decision to
give constituents a chance to formally comment on the
revised proposal.
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Joint priority projects

Key developments to date

Implications

Financial instruments — hedge
accounting cont'd

>

The Board tentatively decided that a hedge
relationship would be rebalanced after inception
when the hedge ratio is adjusted for risk
management purposes, rather than being
de-designated and re-designated as currently
required under IAS 39.

One of the topics that banks have historically been
interested in is portfolio or ‘macro’ fair value hedging.
Given the complexities of this topic, and the tight
timeline for the hedging project, the proposals relating
to portfolio hedging will be issued as a separate ED.

Transition:

>

The proposals would be applicable prospectively, with
no restatement of comparative figures. For entities
that already apply IFRS, it is expected that almost all
of the previous hedge accounting relationships under
IAS 39 would still qualify under the proposed model.
Application of the standard would be mandatory for
annual periods beginning on or after 1 January
2013, with earlier application permitted. However,
the Board will consider feedback from the ongoing
consultation on effective dates for new standards
before finalising. As with other phases of the
standard, the new hedge accounting model could
only be adopted together with all other IFRS 9
requirements that have been finalised earlier.

We fully support the Board's proposals to simplify hedge
accounting, although there are significant application
issues that need to be addressed for the proposals to be
operational. For example, we believe the Board should
articulate better the link between risk management

and hedge accounting, and whether and how these are
allowed to differ.

We also believe application guidance is necessary to
explain how entities should apply the requirement to
rebalance hedge relationships.

IASB Projects
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