. l .azars Newsletter no. 150 — December 2020

Beyond the GAAP
Mazars’ newsletter on accounting

standards

Contents

02 Editorial

02 IFRS highlights

03 European highlights

05 IASB consultation following the implementation of IFRS 10,
IFRS 11 and IFRS 12

11 Summary of feedback received by the IASB on the General

Presentation and Disclosures Exposure Draft

Beyond the GAAP no.150 — December 2020 1



mazars

Editorial

As we move into the new year, the Beyond the GAAP editorial team would like
to wish you all the best for 2021: here’s hoping that the health crisis will soon

be over...

In this issue, we present the issues identified by the IASB in its Post-implementation Review
of the “new” consolidation Standards, which have now been in effect for several years and
which have given rise to various questions regarding practical application.

We also provide a summary of the feedback received by the Board on its General
Presentation and Disclosures exposure draft. The forthcoming redeliberations will doubtless
require a lot of time and effort during 2021... and maybe beyond.

IFRS highlights

IFRS IC publishes agenda decision
on Supply Chain Financing
Arrangements — Reverse Factoring

On 14 December, the IFRS Interpretations
Committee (IFRS IC) published an agenda
decision on Supply Chain Financing
Arrangements — Reverse Factoring, which
is available here.

This final decision contains some slight
modifications/clarifications to the tentative
agenda decision published last June, but
the key points remain the same as those
presented in issue 146 of Beyond the
GAAP (July-August 2020).

IFRS IC publishes tentative agenda
decision on Attributing Benefit to
Periods of Service

A tentative agenda decision by the IFRS IC,
published in the December 2020 IFRIC
Update (here), is likely to attract a lot of
feedback especially when it runs counter to
current practice.

The comment period is open until

15 February 2021. A summary of the
decision follows.
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The request put to the Committee related to
the periods of service to which an entity
attributes benefit for a defined benefit plan.

The request concerned a defined benefit
plan under which employees are entitled to
a lump sum benefit payment when they
reach retirement age, provided that they are
employed by the entity at that point. The
amount of the payment depends on the
employee’s length of service but is capped
at a set number of consecutive years of
service.

In the fact pattern submitted to the IFRS IC,
the employees are not entitled to a
retirement benefit from the plan until they
reach the retirement age of 62, provided
that they are still employed by the entity at
this point. The amount of the benefit is one
month of final salary for each consecutive
year of service prior to retirement. It is
capped at 16 years of service (in other
words, the maximum retirement benefit to
which an employee may be entitled is

16 months of their final salary).

The request asked which periods of service
the benefits should be attributed to, if the
employee has rendered service to the entity
for more than 16 consecutive years. In
other words, should these benefits be
attributed to the last 16 consecutive years
of service immediately prior to retirement,
or should they be attributed to the entire
length of service, i.e. more than 16 years?


https://www.ifrs.org/news-and-events/updates/ifric-updates/december-2020/#5
https://www.ifrs.org/news-and-events/updates/ifric-updates/december-2020/#2
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At its December meeting, the IFRS IC
considered the request and tentatively
decided that:

¢ if an employee joins the entity before
the age of 46 (that is, more than
16 years before retirement age), any
service rendered by the employee
before the age of 46 does not reduce
the amount of future service that must
be rendered over each successive
period before they become entitled to
the retirement benefit;

e service rendered before the age of 46
does not affect the timing or amount of
the retirement benefit. As a result, the
obligation to pay the retirement benefit
only arises at the age of 46;

e each year of service rendered between
the ages of 46 and 62 gives rise to
additional benefits as the service
provided in each period reduces the
amount of future service that an
employee must render in order to be
entitled to the retirement benefit;

¢ an employee will receive no material
amount of additional benefits after the
age of 62, irrespective of the age at
which they joined the entity, so the
entity only attributes retirement benefits
until the age of 62.

Based on the provisions of IAS 19
(paragraphs 70 to 74 of IAS 19 and
example 2, illustrating paragraph 73), the
Committee therefore tentatively decided
that the entity should attribute retirement
benefits to each year in which the employee
renders service between the ages of 46 and
62. The IFRS IC tentatively decided not to
add this issue to its work plan.

FICE project gathers speed

At its December meeting, the IASB decided
to add the Financial Instruments with
Characteristics of Equity (FICE) project to
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its standard-setting agenda and to explore
whether to make amendments to IAS 32,
which covers the presentation of financial
instruments.

The aim of any such amendments would be
to clarify the principles set out in the
Standard, to address issues around
practical application, and to improve
disclosures in the notes.

Readers will remember that the IASB
published a Discussion Paper (DP) as part
of its research project on the topic in

June 2018 (cf. Beyond the GAAP no. 124,
July-August 2018). The DP received a lot of
feedbacks.

It is not yet known when the IASB will
publish an exposure draft of the proposed
amendments.

European highlights

European Union endorses IFRS 4
amendments deferring mandatory
effective date of IFRS 9

As expected, the European Union has
endorsed the amendments to IFRS 4 that
permit entities to defer application of IFRS 9
— Financial Instruments to align with first-
time application of IFRS 17 — Insurance
Contracts.

Readers will remember that the mandatory
effective date of IFRS 17 has been deferred
until 1 January 2023.

Application of ESEF may be delayed
by one year

On 10 December 2020, the European
Council and Parliament agreed to amend
the Transparency Directive in order to allow
Member States to delay by one year the
application of the new European Single
Electronic Format (ESEF) until the next
financial period, commencing therefore on
or after 1 January 2021.
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Member States have to notify the European
Commission of their intention to permit the
one-year deferral and make their local
regulation evolve in order to include the
obligation to apply the new electronic
format and the optional one-year deferral,
where this option has been retained.

Feedback from the 10t ANC
Accounting Research Symposium

The ANC's 10™ Accounting Research
Symposium was held on 14 December. The
theme of this new edition was "Accounting
and crises". Held online, it is possible to re-
view each sequence separately in English
on the ANC website.

As in previous editions, this event was an
opportunity to present the work of
accounting researchers and to debate
current issues as well as themes from
previous years' Symposiums from the
particular angle of the transformations
induced by the various crises we are going
through.

The accounting research symposium is a
rare occasion to hear debates among
academics, French accounting
stakeholders (preparers, users, auditors,
regulators), the IASB and EFRAG, and
foreign standard-setters (this year:
American, Canadian, Italian, Japanese).
Non-accounting viewpoints were also
invited to speak, such as the European
Commission, business leaders and the
Banque de France, or members of
associations.

Discussions were organised around four
technical roundtables on (i) financial
performance and the distinction between
crisis and normality; (ii) the business model:
changes and resilience around goodwill
impairment testing; (iii) the challenge of
debt or shareholders’ equity financing in a
low interest rate environment; (iv) the
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challenge of non-financial reporting: long
term in crisis times?

The day ended with the traditional
roundtable on the European public good
and the ANC had the honour of closing
remarks by Olivia Grégoire, Secretary of
State to the Minister of Economy, Finance
and recovery in charge of the social,
solidarity and responsible economy.

Subscribe!

Beyond the GAAP, Mazars’ monthly
newsletter on accounting standards, is
totally free.

To subscribe, fill in the form on our
website: https://www.mazars.com/

From the following month, you will
receive Beyond the GAAP by e-mail.

If you no longer wish to receive
Beyond the GAAP, send an e-mail to
newsletterdoctrine@mazars.fr with
“‘unsubscribe” as the subject line of
your message.


http://www.anc.gouv.fr/cms/sites/anc/accueil/recherche/etats-generaux-de-la-recherche-c/10emes-etats-generaux--2020.html
https://www.mazars.com/
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IASB consultation
relating to the Post-
implementation Review
of IFRS 10, IFRS 11 and
IFRS 12

On 18 December the IASB published a
Request for Information (RFI) relating to the
Post-implementation Review (PIR) of the
three international Standards on
consolidation: IFRS 10 Consolidated
financial statements, IFRS 11 Joint
Arrangements and IFRS 12 Disclosures of
interests in other entities. The RFl is
available here.

The IFRS Foundation’s procedures require
the PIR of a Standard to begin three years
after its first application. It is carried out in
two stages. The first stage of the current
PIR, consisted of the targeted consultation
of around twenty groups of analysts,
standard-setters, preparers of financial
statements, and regulators and was
completed in April 2020. It was used to
identify the specific application issues
arising from these Standards. The second
stage opens with this public consultation in
the form of a RFI. At the end of this
procedure, the IASB will assess whether it
is necessary to amend these Standards on
consolidation.

After outlining the origin of these Standards,
we will present the issues expected to
emerge from the consultation for each of
the IFRSs concerned.

You can contribute to this IASB consultation
until 10 May 2021.

Origin of the Standards on
consolidation

The current Standards on consolidation
were published by the IASB in 2011 and
endorsed by the European Union in 2012,
for first application no later than
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1 January 2014 (deferred by a year from
the date planned by the IASB). They have
replaced IAS 27 — Consolidated and
Separate Financial Statements, IAS 31
Interests in Joint Ventures, SIC-12
Consolidation—Special Purpose Entities,
SIC-13 Jointly Controlled Entities — Non-
Monetary Contributions by Venturers and
renamed IAS 28 Investments in Associates
as Investments in Associates and Joint
Ventures after amendment.

IFRS 10 introduced a single basis for
consolidation based on the concept of
control, regardless of the legal form of the
entities in scope of consolidation, or the
nature of the links that join them (voting
rights or other contractual agreements).

IFRS 11 focuses on the rights and
obligations of the joint arrangement, rather
than its legal form, now distinguishing joint
operations and joint ventures. The option of
proportionate consolidation was removed,
joint ventures now being mandatorily
accounted for using the equity method.

Finally, IFRS 12 brought together all the
disclosure requirements for entities
included in the scope of consolidation, joint
ventures and associates, and non-
consolidated structured entities.

This revision of the consolidation Standards
took place against the background of (i) the
2008 financial crisis and the desire to limit
off-balance sheet activities, and (ii) the
process of convergence with the FASB (the
American standard-setter), which partly
justified the elimination of the proportionate
consolidation method, despite its
widespread application in certain countries.

Since their first application, these
Standards have raised a number of
guestions leading to targeted amendments
(on the transition guidance, the scope of the
consolidation exception for investment
entities, and acquisition of interests in joint


https://cdn.ifrs.org/-/media/project/pir-10-11-12/rfi2020-pir10-11-12.pdf
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operations in which the activity constitutes a
business). The answer to one of these
guestions, on the interactions between
IFRS 10 and IAS 28 (see the amendment
on the Sale or contribution of assets
between an investor and its associate or
joint venture), has been deferred
indefinitely. However, it was agreed to
consider it again as part of the IAS 28
research project.

Although related to the application of

IFRS 11 and IFRS 12, the equity method
(provided for by IAS 28) is not included in
the scope of the present review. This is
because in October 2020 the IASB decided
to devote a separate research project to
IAS 28, conducted in parallel to this review
but limited to considering practical solutions
to the application problems raised by the
equity method (addressed inter alia by the
IFRS IC). However, the IASB has yet to
determine the practical arrangements for
this project.

The request for information contains eight
guestions of which four relate to IFRS 10,
three to IFRS 11 and one to IFRS 12. A
final question allows stakeholders to identify
any topics not addressed by the PIR but
which deserve to be brought to the IASB’s
attention.

Questions raised by the application
of IFRS 10

Applying the control principle

The first phase of targeted consultations
has confirmed that there is widespread
support for the principle, introduced by
IFRS 10, that consolidation must be based
solely on the concept of control.

Readers will recall that the single definition
provided by the Standard is that an investor
controls an investee when it is exposed or
has rights to variable returns from its
involvement with the investee and has the
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ability to affect those returns through its
power over that entity.

According to IFRS 10, an investor controls
an investee if and only if the investor has all
the following: (a) power over the investee
(b) exposure, or rights, to variable returns
from its involvement with the investee; (c)
the ability to use its power over the investee
to affect the amount of the investor’s
returns.

A number of difficulties in exercising
judgment in light of this definition, and the
conditions to be met in practice in order to
reach a conclusion as to control, had been
identified from the outset; the consultation
therefore aimed to find practical solutions to
facilitate the application of IFRS 10.

Condition 1: power over the investee

An investor has power over the investee if
the investor has existing rights conferring
the current ability to direct the “relevant
activities” of the investee, namely the
activities that significantly affect the
investee’s returns.

It can be difficult to identify the “relevant
activities” when two or more investors each
have rights over different activities. In this
case, the Standard requires the investor to
determine the relevant activities that most
significantly affect the investee’s returns.
The consultation (question 2(a)) aims to
gather information about the situations in
which it is particularly difficult to identify the
relevant activities, and how frequently these
situations arise. It also aims to establish
what additional relevant factors can be
taken into account when exercising
judgment.

Readers will recall that the Standard
distinguishes protective rights from
substantive rights. Only substantive rights
confer power. But it can be challenging, for
example, to establish the purely “protective”
rights of a franchisor when laws or
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contractual agreements limit the rights of
any other party over the franchise. This
distinction can also be complex when
reassessing control, for example when
share options become exercisable under
certain market conditions. The consultation
(question 2(b)) aims to identify the extent to
which the factors put forward by the
Standard enable an investor to determine if
rights are protective rights only, or whether
they are (or have ceased to be)
“substantive”.

It can also be difficult to demonstrate power
when an investor has less than a majority of
the voting rights and the other
shareholdings are widely dispersed. The
consultation (question 2(c)) aims to assess
(i) the extent to which the facts and
circumstances identified by the Standard
are relevant in these situations, (ii) how
frequently these situations arise, and (iii) if
the cost of obtaining the information is
significant. At this stage, and as noted in
the PIR, the IASB has refused to define
guantitative thresholds, deferring to the
exercise of judgment.

Condition 3: link between power and
variable returns

IFRS 10 developed the distinction between
agent and principal when power is
delegated in an entity. In practice, even
where the condition of power is fulfilled, it is
not always easy to know to what extent the
decision maker acts on its own behalf or on
behalf of another party.

For example, if a decision maker’s
remuneration depends in part on future
events and is therefore exposed to variable
returns, is this consistent with acting on
behalf of a third party? The consultation
(question 3(a)) asked stakeholders to
identify examples of such situations.

The analysis may also be complex in the
case of a de facto agency relationship , i.e.
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in the absence of a contractual
arrangement (question 3(b)).

Defining an “investment entity”

According to IFRS 10, an investment entity
cannot consolidate its investments but
should measure them at fair value through
profit or loss. Nevertheless, it must
consolidate its subsidiaries which (i) are not
themselves investment entities and (ii)
whose main activity is providing services.

The definition of an investment entity was
added by an amendment to IFRS 10. Its
characteristics are described in terms of its
business purpose, its exit strategy and the
way its measures the fair value of its
investments, rather that its investment
structure. The consultation (question 4(a))
seeks examples of situations where these
characteristics do not allow a sufficiently
faithful or consistent application of the
Standard.

The consultation (question 4(b)) also asks
whether the fair value measurement of
subsidiaries that are themselves investment
entities results in a loss of information, as
compared with consolidation. In particular,
this could be the case when the investee
provides services or holds assets/liabilities
other than investments (e.g. cash balances
and liabilities).

Accounting requirements

Accounting for change in the relationship
between an investor and an investee

Some stakeholders said IFRSs should
provide greater detail on how to account for
a transaction, event or circumstances that
alter the relationship between an investor
and the entity in which it has invested, and
which was its subsidiary.

One example is a transaction in which a
parent loses control of a subsidiary but
retains an interest in a joint operation under
IFRS 11. Though the IASB amended
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IFRS 11 in 2014 to add requirements on the
acquisition of interests in joint operations,
IFRSs do not deal exhaustively with all
those situations that alter the relationship
between an investor and an investee.

Further, some stakeholders disagreed with
the requirement to remeasure a retained
interest at fair value after a loss of control,
since they take the view that these
interests, taken in isolation, have not
changed. However, the IASB has decided
that the loss of control is a sufficiently
significant economic event to justify
remeasurement when a new Standard
applies (IFRS 9, IFRS 10, IFRS 11 or

IAS 28).

The consultation (question (5a)) asks
whether “discontinuities” between the
Standards are frequent and problematic
when the relationship between the parent
and its subsidiary is altered, how an entity
accounts for these situations, and if, in
circumstances that result in a loss of
control, remeasuring the retained interest at
fair value provides relevant (i.e. useful)
information.

Partial acquisition of a subsidiary that does
not constitute a business

Two accounting practices exist for the
partial acquisition of a subsidiary that does
not constitute a business as defined by
IFRS 3: either (i) the assets and liabilities
acquired are accounted for by allocating the
consideration paid based on their relative
fair values, without identifying non-
controlling interests or (ii) the acquisition
method in IFRS 3 is nevertheless applied,
meaning that all the assets and liabilities
are accounted for, including the recognition
of non-controlling interests.

The consultation (question 5(b)) seeks to
establish which of these two practices is
most common, and how often these
transactions occur.
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Joint arrangements (IFRS 11)

Collaborative arrangements without joint
control do not meet the definition of a joint
arrangement in IFRS 11. These
arrangements must be accounted for by the
equity method (in accordance with IAS 28)
if there is significant influence, but some
stakeholders said that the accounting
treatment prescribed by IFRS 11 for joint
operations might be more relevant in some
cases.

The consultation (question 6) aims to
identify these situations and asks how
frequent they are, what accounting
treatment is applied and how appropriate it
is.

The consultation (question 7) also seeks to
understand how frequently a party to a joint
arrangement needs to consider the “other
facts and circumstances”, as described in
IFRS 11 (after having considered the legal
form and the terms of the contractual
arrangement, if the joint arrangement was
structured through a separate vehicle), in
order to determine the classification of a
joint arrangement as either a joint operation
or a joint venture. The IASB would also like
to know whether the Standard, which has
since been supplemented by the guidance
of the IFRS Interpretations Committee
(IFRS IC), is sufficient to allow an entity to
assess these “other facts and
circumstances”.

Furthermore, the accounting treatment of
joint operations can be complex in practice,
for example when the joint operator’s share
of output purchased differs from its share of
ownership interest in the joint operation.
This question was brought to the attention
of the IFRS IC (see IFRIC Update of March
2015).

Another complex case relates to the
amount and the nature of the assets and
liabilities that the joint operator should


https://cdn.ifrs.org/-/media/feature/news/updates/ifrs-ic/2015/ifric-update-march-2015.pdf
https://cdn.ifrs.org/-/media/feature/news/updates/ifrs-ic/2015/ifric-update-march-2015.pdf
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recognise in light of agreements entered
into on behalf of the joint arrangement,
when it has a right to recover from other
joint operators (see IFRIC Update of March
2019).

On these two topics, the consultation (see
guestion 8) seeks to identify the situations
in which the Standard sets requirements
that do not enable a joint operator to report
its assets, liabilities, revenue and expenses
in a relevant and faithful manner.

Need for additional disclosures
(IFRS 12)

Stakeholders’ opinions differ as to the
disclosures required for subsidiaries with
material non-controlling interests. Some ask
for additional information, regarding the
breakdown of non-controlling interests by
subsidiary; the proportionate share of
operating cash flows attributable to material
non-controlling interests; restrictions on
paying dividends, their tax consequences
and the subordination of debt in
subsidiaries; and the disaggregation of
assets and liabilities held by subsidiaries
with material non-controlling interests,
associates and joint ventures.

Other stakeholders found some of the
requirements excessive. For example,
some questioned the need to provide
information about subsidiaries with
significant non-controlling interests,
because the information about the assets
and liabilities controlled is already available
through consolidation.

Finally, structured entities that are not
controlled by the entity can sometimes be
hard to identify. The information to be
disclosed can also be difficult to obtain.

The consultation (question 9) tries to
assess whether the Standard effectively
assists entities to determine the right level
of detail for their disclosures.
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Key points to remember

e After an initial round of targeted consultations, the IASB has just launched the
second phase of the Post-implementation Review (PIR) of the consolidation
Standards (IFRS 10, IFRS 11 and IFRS 12) in a public consultation on eight
application issues. Contributions can be submitted until 10 May 2021. A separate,
but parallel, research project will consider the equity method (IAS 28).

e Among the application difficulties raised by IFRS 10 Consolidated financial
statements, the consultation focuses on:

o evaluation of the conditions for assessing the existence of control, including
(i) the assessment of “power” when several investors each have rights over
different relevant activities, or when the distinction between protective and
substantive rights is complex, or when an investor has less than a majority
of the voting rights and the other shareholdings are widely dispersed; (ii)
assessment of the status of a decision maker (i.e. principal or agent) where
remuneration is dependent on future events, or where there is a de facto
agency relationship;

o the consolidation exception for interests held by an investment entity: the
principles defining an investment entity can be difficult to apply, and the
information may be less relevant than in the case of consolidation;

o the absence of an explicit accounting treatment for situations in which the
relationship between the parent and its subsidiary alters, leading to loss of
control of a subsidiary, and uncertainties about how to consolidate a
subsidiary which does not constitute a business.

e For IFRS 11 Joint Arrangements, the questions concern:

o the relevance of the equity method to collaborative arrangements without
joint control;

o the complexity of determining whether a joint arrangement is a joint
operation or a joint venture in light of the “other facts and circumstances”;

o the complexity of the accounting treatment of joint operations (i) when the
share of ownership differs from the share of revenue or (ii) where a joint
operator has entered into agreements on behalf of the joint operation.

o The “disclosures of interests in other entities” required by IFRS 12 are sometimes
seen as too detailed or, conversely, as inadequate. Finding the right balance is
difficult, especially for disclosures on significant non-controlling interests.

Beyond the GAAP no.150 — December 2020 10
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Summary of feedback
received by the IASB on
the General Presentation
and Disclosures
Exposure Draft

At its December meeting, the IASB
reviewed the staff papers (available here)
summarising the feedback received from
stakeholders on the General Presentation
and Disclosures Exposure Draft (ED), for
which the comment period ended on

30 September 2020.

Over the coming months, the IASB will
have to analyse the feedback received in
215 comment letters on the proposals set
out in the ED, which was published a year
ago (cf. Beyond the GAAP no. 139,
December 2019, and Beyond the GAAP
no. 141, February 2020). Feedback was
also received via various outreach events
that were organised by the IASB during
2020, despite the pandemic.

Readers will remember that the objective
set out in the ED is to eventually replace
IAS 1 — Presentation of Financial
Statements, although many of the
provisions of the current Standard will be
carried over to the new one. The ED forms
part of the Primary Financial Statements
project, which aims to make information
more useful to users of financial statements
and to improve comparability of financial
statements over time and between entities.

Before we turn to the key messages on the
proposals in the ED identified by the staff,
we should clarify that this article retains the
terms and definitions used by the staff in
order to provide the most accurate picture
possible of the relative weights of different
points of views. Thus, for the purposes of
this article:
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¢ “almost all” means all respondents
except a very small minority;

o “most” means a large maijority, with
more than a few exceptions;

¢ “many”’ means a small majority or a
large minority;

¢ “some” means a small minority, but
more than a few;

o “afew” means a very small minority.

Subtotals and categories — general
model

Most respondents agreed with the
proposals to specify mandatory subtotals
(operating profit or loss; operating profit or
loss and income and expenses from
integral associates and joint ventures; profit
or loss before financing and income tax)
and categories (operating, investing, and
financing) for presenting income and
expenses in the statement of profit or loss.
They felt that this information would be
useful and would improve comparability.

However, some respondents said that
additional guidance would be necessary,
particularly on the definitions of the
categories and the concept of “main
business activities”, which would be used to
identify the income and expenses to be
classified in the “operating” category.

Many respondents also expressed
concerns about:

e the proposed classification of foreign
exchange differences (i.e. in the same
category of the statement of profit or
loss as the income and expenses
relating to the items that gave rise to the
foreign exchange differences) and of
fair value gains and losses on
derivatives and hedging instruments:
they were not convinced that the
benefits of these proposals would
outweigh the costs;

11
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e the proposed labels for the categories in
the statement of profit or loss: the fact
that these labels are the same as those
used in the statement of cash flows
could be confusing, given that the
content of the categories could be
different.

Finally, some respondents expressed
concerns about:

e the fact that the “operating” category is
defined as a residual category, primarily
because these respondents did not
agree that some income and expenses
that are unusual, volatile or that do not
arise from an entity’s main business
activities should be included in the
operating profit;

e the proposed classification of income
and expenses related to cash and cash
equivalents, or to other investments
held as part of treasury activities.

Subtotals and categories — entities
with particular main business
activities

Most respondents agreed with the
proposals in the ED that the following
should be included in the “operating”
category (rather than “investing” or
“financing”):

e income and expenses arising from
investments made in the course of an
entity’s main business activities (e.g. if
the entity is a real estate investment
company);

e income and expenses arising from
financing activities, and income and
expenses related to cash and cash
equivalents, if providing financing to
customers is one of the entity’s main
business activities.

However, many respondents said they
disagreed with the choice of accounting
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policy proposed for entities that provide
financing to customers as a main business
activity. Readers will remember that the ED
offers preparers the option of presenting all,
or only some, of income and expenses
arising from financing activities and from
cash and cash equivalents in the
“operating” category. Some respondents
suggested that the choice of accounting
policy should be replaced by a practical
expedient in order to improve comparability
between entities.

Subtotals and categories — integral
and non-integral associates and joint
ventures

The comment letters confirmed the IASB’s
initial findings from outreach events, namely
that there is a diverse range of opinions
regarding various aspects of the proposals
in the ED. This is perhaps unsurprising
given that the topic is particularly complex,
and that the IASB showed some difficulty in
settling on a solution. Many respondents
did not express an overall view on the
IASB’s proposals, but of those who did,
more disagreed with the proposals than
agreed.

Most respondents expressed concerns
about:

e the proposal to separately identify
integral associates and joint ventures;

e the proposed definitions of integral
associates and joint ventures (i.e.
companies accounted for using the
equity method that are integral to the
main business activities of an entity and
hence do not generate a return
individually and largely independently of
the other assets of the entity) and of
non-integral associates and joint
ventures;

12
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e the separate presentation of amounts
relating to these investments in the
primary financial statements.

Overall, stakeholders were not very
supportive of the IASB’s proposals,
although the staff identified some
geographical differences and differences
between various types of stakeholders.
Generally speaking, preparers and users of
financial statements tended to disagree with
the proposals, although most users
nonetheless agreed that the share of profit
or loss from equity-accounted companies
should be excluded from operating profit.

Disaggregation — analysis of
operating expenses

Most respondents commented on the
proposals relating to the presentation of
operating expenses in the statement of
profit or loss.

However, the stakeholders had mixed
views:

e many respondents (primarily
accountancy bodies and standard-
setters) agreed and some respondents
(primarily preparers and their
representative bodies) disagreed with
the proposal to require an entity to
choose its method for analysing
operating expenses (i.e. by nature or by
function), depending on which will
provide the most useful information to
users in the statement of profit or loss;

e many respondents (primarily users,
accountancy bodies and standard-
setters) agreed and many others
(primarily preparers and their
representative bodies, plus a few users)
disagreed with the proposal to prohibit
an entity from mixing the two methods
of analysing operating expenses in the
statement of profit or loss;
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e many respondents (primarily users,
standard-setters and accountancy
bodies) agreed and many others
(primarily preparers and their
representative bodies) disagreed with
the proposal to require an entity to
provide an analysis of operating
expenses by nature in the notes if it has
presented an analysis by function in the
statement of profit or loss.

Disaggregation — unusual income
and expenses

Most respondents (including almost all
users of financial statements) agreed that
the IASB should define “unusual’ items.

However, most respondents, including
some users, disagreed with the definition
proposed by the IASB in the ED (which was
as follows: “Unusual income and expenses
are income and expenses with limited
predictive value. Income and expenses
have limited predictive value when it is
reasonable to expect that income or
expenses that are similar in type and
amount will not arise for several future
annual reporting periods.”) These
respondents made a range of different
suggestions for changing the definition.
There was, however, no clear consensus
on what an alternative definition of
“unusual’ items should be.

Finally, respondents were split evenly on
whether specific disclosures on these
unusual items should be presented in a
separate note to the financial statements.

Management performance measures

Many respondents, including nearly all
users, agreed with the IASB’s proposal to
require entities to disclose information on
management performance measures
(MPMs) in the notes. These respondents
felt that this information would be useful
and would bring needed discipline and
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transparency to this aspect of financial
reporting, which is currently covered by
different rules in different jurisdictions,
where such rules exist (e.g. in Europe,
ESMA'’s guidelines on alternative
performance measures).

However, most of the respondents who
agreed with the proposal nonetheless
expressed concerns regarding the definition
of management performance measures.
The two main concerns were as follows:

e requiring disclosures on all MPMs used
in “public communications outside
financial statements” is too wide in
scope. Most respondents who
expressed this concern requested
additional guidance or suggested a
narrower definition of “public
communications”.

o MPNMs are currently defined rather
narrowly (only certain subtotals of
income and expenses). These
respondents felt that disclosures in the
notes on other measures would be
equally useful. Most respondents who
raised this point wanted the definition of
MPMs to be expanded to cover
alternative performance measures
relating to the statement of financial
position and the statement of cash
flows.

In contrast, some respondents disagreed
that disclosures on MPMs should be
presented in the notes, for the following
reasons:

e they felt that non-GAAP measures are
either outside the scope of financial
statements, or do not meet the objective
of financial statements as set out in
IAS 1 or in the ED;

e including disclosures on MPMs in the
notes would increase the cost of
preparing financial statements;
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e it may be difficult to audit these
measures.

Most respondents agreed with the majority
of disclosures required in a separate note to
the financial statements under the IASB’s
proposals. In particular, many respondents,
including all users, felt that the requirement
to reconcile MPMs with the most directly
comparable subtotal specified in IFRS
would improve the transparency and
usefulness of information about these
measures.

Unsurprisingly, however, there were mixed
reactions to the proposal to require the
disclosure of the tax and non-controlling
interest effects of each item reconciled as
described above. While many users agreed
with this disclosure requirement, other
respondents felt that:

¢ this information would be costly to
obtain;

¢ this cost would be higher than the cost
of disclosures required in the notes on
items presented in the statement of
profit or loss;

¢ this disclosure requirement conflicts
with the idea that MPMs should
communicate to users the management
view on an aspect of the entity’s
financial performance. In practice,
information about tax and non-
controlling interest effects is not always
used by management.

Most respondents, including most users,
agreed with the IASB’s decision not to
define EBITDA given that there is not
currently a consensus on what EBITDA
represents. Its use also varies widely from
one entity to another and it is not applicable
to some industries.
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Redeliberations are likely to take a
while...

At this point in time, the IASB has not been
asked to make any decisions regarding the
future direction of the project. However,
some Board members have already stated,
at the December meeting, that they are not
in favour of publishing another ED.

The IASB will set out a schedule for
redeliberations of the proposals in the ED at
its January 2021 meeting. The
redeliberations are likely to last for the
whole year at least, during which a new
Chair and some new Board members will
commence their terms on 1 July 2021. This
may have an impact on the final direction of
the project, which is a very significant one
for preparers and users of financial
statements.

Beyond the GAAP no.150 — December 2020
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Key points to remember

e A large number of stakeholders submitted feedback on the General Presentation
and Disclosures exposure draft (ED), for which the comment period ended on
30 September 2020.

e Redeliberations will commence in January 2021 and are likely to take several
months, at minimum.

e The project content and direction could change, given that a new Chair and some
new Board members will commence their terms on 1 July 2021.

e A number of key issues need to be redeliberated:

O

O

@)

e This project has great significance for preparers and users of financial statements:

the definitions of categories in the statement of profit or loss;

the distinction between integral and non-integral equity-accounted entities;
the definition of “unusual” income and expenses;

the scope of “management performance measures”;

disclosures required in the notes on operating expenses that are not
presented by nature in the statement of profit or loss;

etc.

watch this space!

Beyond the GAAP no.150 — December 2020
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