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Editorial

2021 opens with a relatively stable IFRS framework in which to prepare the
consolidated financial statements for this financial year, given the limited
number and scope of the standards coming into force on 1 January.

Nevertheless, the IASB continues to maintain existing standards, while also conducting
standard-setting and research activities, as evidenced by the three projects presented in this
edition: the possible extension of the period covered by the IFRS 16 amendment on COVID-
19-related rent concessions, the publication of an exposure draft on the recognition of
regulatory assets and liabilities, and the issue of a discussion paper on business

combinations under common control.

IFRS highlights

Supplementary IASB meeting on
COVID-19-related rent concessions

The IASB has announced a supplementary
meeting on 4 February to discuss the

IFRS 16 amendment on COVID-19-related
rent concessions.

This amendment, published by the IASB on
28 May 2020 gives lessees, and only
lessees, the option to elect not to assess
whether a COVID-19-related rent
concession is a lease modification. Thus,
the lessee would recognise the impact of
the rent concession in profit or loss for the
period.

Readers will recall that the exemption
applies to rent concessions granted as a
direct consequence of the COVID-19
pandemic that fulfil all the

following conditions:

e the change results in revised
consideration for the lease that is
substantially the same as, or less than,
the consideration for the lease
immediately preceding the change;

e the rents must have been originally due
no later than 30 June 2021;

e there is no substantive change to other
terms and conditions of the lease.
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The meeting, to be held in early February,

will discuss whether to extend the practical
relief period provided in the amendment, in
light of the longer than expected crisis.

It may therefore be decided to extend the
period covered by the amendment until

31 December 2021, or even 30 June 2022
(as suggested by the IASB staff). However,
this would not be without some practical
application difficulties, in particular because
of the retroactive effect of the proposals
envisaged. Rent concessions initially
excluded from the scope of the
amendment, applying to consideration due
after 30 June 2021, may in future fall within
the scope of the amendment.

At the close of this meeting, the IASB may
decide to publish an exposure draft with a
reduced 14-day comment period, in order to
publish a definitive amendment by the end
of March 2021.

Publication of an exposure draft on
accounting for regulatory assets and
liabilities

On 28 January, the IASB published an

exposure draft entitled Regulatory Assets
and Regulatory Liabilities.

Historically, certain business sectors - the
energy sector, for example - have been
subject to regulation by government or
administrative authorities.
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These administrative authorities may:

e determine the prices that companies are
entitled to charge customers for goods
or services supplied, and

e decide when these rates apply.

This may have a significant impact on
companies engaged in regulated activities,
in terms of the amounts to be accounted for
as revenue and the timing of their
recognition.

Hitherto international accounting standards
have provided no specific approach for the
recognition of regulatory activities.

The IASB is now proposing an accounting
model in which any entity within the scope
of this new standard would recognise
regulatory assets and liabilities in its
statement of financial position.

This model rests on the principle that an
entity should reflect the total allowed
compensation for goods or services
supplied in a given period (i.e. taking the
effects of regulation into account in order to
make the necessary adjustments).

We will return in more in detail to the IASB’s
various proposals in a future edition.

The comments period runs until
30 June 2021. The exposure draft can be
downloaded here.

Educational material on going
concern and disclosures

On 13 January, the IFRS Foundation
issued educational material entitled Going
concern — a focus on disclosure (available
here) to support entities in the application of
IFRS standards (in particular, IAS 1 and
IAS 10) when preparing their financial
statements on a going concern basis.

In the current environment of crisis, many
entities have seen a downturn in their
revenue, profitability and hence liquidity

Beyond the GAAP no.151 — January 2021

which may raise questions to a greater or
lesser extent about their ability to continue
as a going concern. Deciding whether
financial statements should be prepared on
a going concern basis may therefore
involve a greater degree of judgement than
usual.

The IFRS Foundation has therefore set out
the disclosures required, highlighting the
interactions between the general
requirements of IAS 1 to disclose the basis
of preparation of the financial statements,
and the specific requirements for reporting
on a going concern basis.

Three scenarios are presented when an
entity ultimately concludes that it should
prepare its financial statements on a going
concern basis:

Scenario 1: no significant doubts

Where an entity decides that there are no
significant doubts as to its capacity to
continue as a going concern, no specific
disclosures are necessary other than the
fact that the entity has prepared its financial
statements on a going concern basis. In
this scenario, it is unlikely that the entity has
made significant judgments in order to
reach a decision, and therefore also
unlikely that it needs to disclose the
judgments underlying its analysis.

Scenario 2: significant doubts about going
concern, but no material uncertainties
remaining after analysis of mitigating
actions

Such a case was the subject of an IFRS IC
Agenda Decision in 2014 (available here).
The Interpretations Committee decided that
significant judgment was required in order
to conclude, after an analysis of measures
in mitigation, that there was no material
uncertainty as to the entity’s ability to
continue as a going concern, and that these


https://www.ifrs.org/projects/work-plan/rate-regulated-activities/#published-documents
https://cdn.ifrs.org/-/media/feature/news/2021/going-concern-jan2021.pdf?la=en
https://cdn.ifrs.org/-/media/feature/supporting-implementation/agenda-decisions/ias-1-disclosure-requirements-relating-to-assessment-of-going-concern-jul-14.pdf
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judgments were therefore subject to the
disclosure requirements of IAS 1.122.

Scenario 3: significant doubts about going
concern, with material uncertainties
remaining after analysis of mitigating
actions

In this scenario, an entity is very close to
being no longer able to prepare its financial
statements on a going concern basis.
Therefore, in application of IAS 1.25, the
entity must provide disclosures about the
events and conditions causing material
uncertainties as to its ability to continue as
a going concern.

Furthermore, the conclusion to prepare the
financial statements on a going concern
basis is likely to have involved significant
judgement. If this is the case, the entity is
also required to apply the disclosure
requirements in IAS 1.122. The educational
material clarifies that in practice, an entity
must provide information on its significant
judgments about (a) the events or
conditions that cast significant doubt upon
the entity’s ability to continue as a going
concern and (b) the feasibility and
effectiveness of management’s actions or
plans in response to those events or
conditions.

Finally, the Foundation’s paper observes
that under scenario 3 the disclosure
requirements relating to sources of
estimation uncertainty in IAS 1 paragraphs
125-133 (in particular the assumptions an
entity makes about the future) could also be
relevant.

In conclusion, the Foundation stresses that
going concern is a topical matter that has
been recently discussed by accounting
standard-setters. The increased salience of
this issue means that it may also feature in
the list of the topics likely to be included in
the IASB’s next work plan (see the
consultation expected in March).
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IPTF publishes document for
discussion on hyperinflationary
economies

On 5 January 2020, the International
Practices Task Force (IPTF) of the Center
for Audit Quality (CAQ), an independent
body based in the United States, published
a new document for discussion identifying
countries that are considered to have
hyperinflationary economies. The
document, dated 10 November 2020, has
not been considered or acted upon by the
SEC (the US securities authority) or the
FASB (the US standard-setter). However, it
is commonly considered to be a useful
reference document for identifying
hyperinflationary economies, particularly
when applying IAS 29.

The standard itself only provides a list of
characteristics of a country’s economic
environment that may indicate
hyperinflation (notably the fact that the
cumulative inflation rate over three years is
approaching or exceeds 100%).

In this paper, the IPTF identifies the
following countries as having a three-year
cumulative inflation rate exceeding 100%:
Argentina, Iran, Lebanon, South Sudan,
Sudan, Venezuela and Zimbabwe.

However, the IPTF notes that the list is
based on available data and does not

pretend to be exhaustive (e.g. Syria is

omitted).

For more details, the IPTF discussion
document is available here


https://www.thecaq.org/discussion-document-monitoring-inflation-in-certain-countries-november-2020/
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European highlights

EU endorsement of phase 2 IBOR
reforms

On 14 January, the amendments to IAS 39,
IFRS 9, IFRS 7, IFRS 16 and IFRS 4
arising from Phase 2 of the IBOR reform
project were published in the Official
Journal of the European Union (OJEU).
This publication is available here.

These amendments are mandatory for
financial periods commencing on or after
1 January 2021. Early application is
permitted. Publication of these amendments
in the OJEU therefore opens the way to early
application in the EU for the 2020 reporting
period.

These amendments address the accounting
treatment when an existing interest rate
benchmark is replaced by a new reference
rate in a given contract, and the impact of
this change on the hedging relationships
concerned by the IBOR reform.

The version endorsed by the EU introduces
no amendments to the IASB text published
on 27 August 2020. These amendments
were the subject of a detailed presentation in
Beyond the GAAP issue no. 146, July-
August 2020.

ESMA promotes transparency for
TLTRO lll transactions

On 6 January, ESMA issued a public
statement (available here) promoting
transparency in the IFRS financial
statements of banks regarding accounting
for the third series of the European Central
Bank’s (ECB) Targeted Longer-Term
Refinancing Operations (TLTRO IlI).

ESMA observes that, in practice, there is
diversity regarding the accounting treatment
of the ECB’s TLTRO Ill refinancing
transactions by banks. ESMA believes that,
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given the overall volume of the TLTRO IlI
operations, this matter may have a material
effect on the financial statements of banks
in the EU

Therefore, ESMA recommends banks:

e to provide entity-specific disclosures of
the significant accounting policies and
of the significant judgments and
assumptions related to TLTRO llI
transactions;

e to ensure transparency about risks
arising from financial instruments,
addressing banks’ assessment of the
possible achievement of conditions or
covenants attached to TLTRO Ill loans;
and

e to disclose the carrying amount of
TLTRO Il liabilities at the end of the
reporting period and the related interest
expense.

ESMA also announced its intention to
submit questions related to this matter to
the IFRS Interpretations Committee for
consideration.

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.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2021.011.01.0007.01.ENG&toc=OJ:L:2021:011:TOC
https://www.esma.europa.eu/press-news/esma-news/esma-promotes-transparency-tltro-iii-transactions
https://www.mazars.com/
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Discussion Paper on
Business Combinations
under Common Control

On 30 November, the IASB published a
Discussion Paper (DP) on Business
Combinations under Common Control
(BCUCC), which is available here.

Readers will be aware that a DP is part of
the research phase of the process, prior to
the (potential) publication of an Exposure
Draft (ED) and eventually of a new
standard.

It should also be noted that a business
combination under common control
(BCUCC) is defined as “a business
combination in which all of the combining
entities or businesses are ultimately
controlled by the same party or parties both
before and after the business combination,
and that control is not transitory”

(IFRS 3.B1).

How are these transactions
accounted for currently?

Business combinations under common
control are excluded from the scope of
IFRS 3, so in the absence of any specific
guidance in IFRSs, companies must use
their judgement to develop an accounting
policy that will result in information that is
relevant to users of financial statements
(IAS 8.10).

In practice, these transactions are usually
accounted for in the acquirer’s consolidated
financial statements as follows:

e either using the acquisition method,
as defined in IFRS 3, for acquisition of
full control as described in that
standard. This approach is based on the
premise that a BCUCC is above all a
business combination (and IAS 8.11
specifies that in the absence of a
standard that specifically applies to a
transaction, an entity may refer to
existing standards that deal with related
issues).

e or based on historical book values.
This approach may be appropriate
given that transactions between entities
under common control are not always
transactions under normal market
conditions and are therefore not
necessarily suitable for calculating fair
value.

The table below shows the main differences
between the two approaches in terms of the
impacts on the financial statements.

_ Acquisition method Historical book-value method

Measurement of assets and
liabilities received

Recognition of assets and

liabilities received liabilities

From which date does the
receiving company integrate the
transferred business into its
financial statements?
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Fair value (with a few exceptions)

The receiving company generally
recognises all identifiable assets and

From the date of the combination

Book values of assets and liabilities — but there is no
consensus on which boaok values should be used

In practice, the book values used tend to be either those of
the transferred company, or those of the controlling entity

The receiving company only recognises assets and liabilities
that were already recognised

Different approaches are used in practice, most commonly:
+ from the date of the combination
« from the beginning of the earliest comparative period
presented


https://www.ifrs.org/projects/work-plan/business-combinations-under-common-control/comment-letters-projects/discussion-paper-and-comment-letters-business-combinations-under-common-control/
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The IASB’s objective for the DP is to reduce
the (apparent) diversity in practice, to
improve the transparency and comparability
of financial information on these
transactions, and to bring financial reporting
more into line with the needs of users of
financial statements.

What transactions fall within the
scope of this project?

Although the project is called “Business
Combinations under Common Control”, its
scope is actually broader than this.

So-called “group restructurings” that do not
meet the definition of a business
combination set out in IFRS 3 — such as the
transfer of a business to a newly
established company — are also covered by
the project.

The DP aims to specify the appropriate
accounting treatment in the financial
statements of the “receiving company” for
all transfers of businesses (as defined in
IFRS 3) in which all of the combining
entities are controlled, both before and
after, by the same controlling entity.

In contrast to the definition of BCUCCs
given in IFRS 3, which specifies that control
must not be transitory, the current project
includes transactions in which:

e the transfer is preceded by an
acquisition from a third party, or
followed by the sale of one or more of
the combining entities to a third party;

¢ the transfer is conditional on the sale of
the combined entity to a third party, e.g.
in the context of an initial public offering.

The DP also specifies that the term
“‘receiving company” does not apply only to
the immediate recipient of the transferred
business, but also any parent companies
(provided that they did not already control
the transferred business).
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The DP also notes that, since the
controlling entity is already in a position to
obtain all the information that it needs, the
project focuses on the information
requirements of (current and potential) non-
controlling shareholders of the receiving
company, as well as its lenders and
creditors.

What measurement method should
be used?

The differing stakeholder perspectives

In theory, diversity in practice could be
reduced by applying a single approach to
all business combinations, including
business combinations under common
control.

Some stakeholders favour the use of book
values, emphasising that business
combinations under common control differ
from business combinations covered by
IFRS 3 in that the former lack economic
substance (as the controlling entity remains
the same before and after the transaction).

Others hold that business combinations
under common control are similar to
business combinations covered by IFRS 3
in that both involve the transfer of a
business. From the perspective of the
immediate receiving company, the
transaction has economic substance.

Still others argue that some business
combinations under common control are
similar to business combinations covered
by IFRS 3, while others are different. They
suggest that it is necessary to determine
the extent to which a business combination
under common control is similar to business
combinations covered by IFRS 3. For
example:

e do minority (non-controlling)
shareholders hold a significant interest
in the transferred business?
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e s the price similar to the price that
would have been paid if the transaction
had involved a third party (unrelated to
the entity)?

e how did the decision-making process
work? What is the purpose of the
transaction? Etc.

The IASB’s preliminary view

The IASB is of the view that not all business
combinations under common control are
different from business combinations
covered by IFRS 3.

These transactions have economic
substance for non-controlling shareholders
in the receiving company, as well as for the
controlling entity (if its ownership interest in
the transferred business is reduced).

The Board acknowledges that the pricing of
a transaction may differ from the price that
would have been agreed with a third party,
but felt that this should not affect the
selection of the measurement method, only
the way in which this method is applied in
practice.

Finally, the general principle proposed by
the Board at this stage is as follows:

e transactions that affect non-controlling
shareholders of the receiving company
should usually be accounted for using
the acquisition method,;

e conversely, transactions in which there
are no non-controlling shareholders
should be accounted for using a book-
value method. This is partly because it
can be difficult to identify the acquirer,
and partly because it is not clear that
the costs of applying the acquisition
method would be justifiable.

In addition to these general principles, the
Board has made the following further
proposals:
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e listed companies should use the
acquisition method (as stock market
regulations generally require a minimum
free float);

e an unlisted company may apply the
book-value method provided that non-
controlling shareholders do not object
(having been informed beforehand).This
flexibility is similar to that already
permitted under other IFRSs (e.g. the
exemption from drawing up
consolidated financial statements when
certain criteria are met).

e an entity is required to use the book-
value method if its non-controlling
shareholders are related parties (as
defined in IAS 24). This strict rule is
primarily intended to reduce
opportunities for accounting arbitrage
(and also to reduce costs).

The IASB believes that this approach will
reduce diversity in practice.

Firstly, the accounting method used would
depend on the facts and circumstances of
the specific transaction, and similar
transactions would thus be accounted for in
the same way.

Secondly, the rules would specify which
book-value method should be applied,
which would eliminate the diversity that
currently results from the lack of a
standardised procedure.

In practice: a visual explanation

The decision tree below shows the various
guestions that should be considered in
order to determine which method should be
used (book values or acquisition method -
fair value) under the current proposals set
out in the DP.
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Yes

Yes

A J

Book values

Applying the acquisition method

The IASB notes that the price paid by the
receiving company may be influenced by
the controlling entity, and thus may not
correspond to the fair value of the
transferred business.

The DP presents two possible situations:

The price paid is higher than the fair value
of the transferred business: the excess is,
in substance, a distribution to the controlling
entity

The IASB’s provisional conclusion is that, in
practice, the receiving entity should not be
required to identify any excess.

The Board justifies this position as follows:

e such distributions are unlikely to occur,
as there are usually legal constraints in
place to protect the interests of non-
controlling shareholders;
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v

Are the receiving company’s shares listed?

Are all non-controlling shareholders related parties of the receiving company?
(exception)

Does the transaction affect non-controlling shareholders of the receiving company?

Yes

Yes

No

v

Acquisition
method

e any excess would be very difficult to
measure;

e it would be recognised as an increase in
goodwill (which could potentially be
revised downwards again following
impairment testing).

The price paid is lower than the fair value of
the transferred business: the shortfall is, in
substance, a contribution from the
controlling entity

The IASB’s provisional conclusion is that, in
practice, any resulting “badwill” should be
recognised as a contribution to equity.

The Board justifies this position as follows:

e the situation is unlikely to occur (as it is
not in the group’s interest to transfer
wealth to the non-controlling
shareholders of the receiving company);

e any shortfall would be very difficult to
measure;
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e it would be well-nigh impossible to
distinguish between any shortfall (which
should be recognised in equity) and
“real” badwill (which should be
recognised in profit or loss).

Applying the book-value method
Which book values should be used?

Until now, companies that have applied a
book-value method to BCUCCs have
generally used either:

e the book values reported by the
transferred company (business); or

e the book values reported by the
controlling entity.

Henceforth, according to the IASB’s
provisional proposals, the transferred
company’s book values should be used.
This approach would make more sense
conceptually, as the only parties to the
transaction are the receiving company and
the transferred business itself.

How should the acquisition price (i.e. the
consideration paid) be measured?

Payment in the receiving company’s shares
In theory, when a receiving company pays
for a transferred business using its own
shares, the price paid can be measured
either:

e at the book value of the issued shares;
or

e at the fair value of the issued shares.

In practice, and given that the IASB is
proposing that any difference between the
price paid and the book value of the
transferred assets and liabilities should be
recognised in equity, the Board believes
that it is not necessary to specify a rule for
this (in any case, it only affects individual
line items within equity).

Beyond the GAAP no.151 — January 2021

Payment in assets

In theory, assets transferred by the
receiving company could be measured
either:

e at their book value (i.e. no gain or loss
on disposal would be recognised); or

e at their fair value (which would probably
have an impact on profit or loss).

The IASB argues that:

e using book values to measure any
consideration paid in the form of
transferred assets would be more
consistent with the method used to
measure the assets and liabilities
received (which is also based on book
values);

¢ information on any gain or loss on
disposal would be of limited use to
users of financial statements.

Thus, the IASB’s provisional view is that
transferred assets should be measured at
their book value.

What accounting treatment should be used
for the difference between the price paid
and the net assets received?

As noted above, the IASB believes that any
difference between the price paid and the
net value of assets and liabilities received
should be recognised in equity.

The Board does not feel it is necessary to
specify in which component of equity such
differences should be recognised.

How should transaction costs be recorded?

The IASB proposes that the accounting
treatment should be the same as under
IFRS 3, i.e. transaction costs should be
recognised as expenses. As with business
combinations covered by IFRS 3, the costs
of issuing shares or debt instruments
should be accounted for in line with the
general principles set out in IFRSs.

10
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How should pre-combination information be
presented?

Currently there is diversity in practice, so
the Board had to consider whether the
assets, liabilities, income and expenses of
the transferred company should be
combined:

e prospectively (i.e. from the date of the
combination); or

e retrospectively (i.e. from the beginning
of the earliest comparative period
presented).

Some stakeholders argue that the second
approach is preferable because there is,
strictly speaking, no acquisition (the
business remains within the same group)
and the acquisition date is a fiction that is
decided at a higher level. This argument is
sometimes used to justify combining the
information over all periods presented
(obviously provided that the two entities
have been under common control
throughout these periods).

The IASB believes that a method based on
historical book values is preferable as this
is not dependent on how the combination is
legally structured. Moreover, it avoids the
difficulties involved in applying the
acquisition method, notably identifying the
“acquirer”.

This would suggest that it is preferable to
restate the assets, liabilities, income and
expenses of the transferred business for all
periods presented.

However, some users of financial
statements do not favour this retrospective
approach, pointing out in particular that this
is “pro forma” information (as the group
including the transferred activity did not
exist before the combination). The cost of a
retrospective approach would likely be
higher, and it would not affect the financial
statements in the longer term (i.e. it would
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only affect the period in which the business
combination occurs, and the comparative
information presented in the following
period).

Finally, the Board provisionally concluded
that the assets, liabilities, income and
expenses of the transferred business
should only be combined from the date of
the combination (i.e. prospectively), and
there is no need to look beyond the legal
structure to identify the “acquirer”.

What disclosures should be provided
in the notes?

If the transaction is accounted for using the
acquisition method, the disclosures
required by IFRS 3 should be presented in
the notes.

However, the IASB’s current position is that
specific guidance should be developed to
clarify how these requirements should be
applied to business combinations under
common control (covering the terms of the
combination, whether an independent
appraisal took place, and whether the
transaction was approved by shareholders
or the governing body of the receiving
company).

For transactions accounted for using book
values, the IASB considered the disclosure
requirements of IFRS 3 as a starting point,
but also took account of user needs and the
cost/benefit trade-off when deciding on the
required disclosures.

Its provisional conclusion is that any
difference between the price paid and the
book value of the transferred assets and
liabilities should be disclosed in the notes,
along with the affected component of
equity.

The comment period for the IASB’s
proposals is open until 1 September 2021.

11
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Key points to remember

On 30 November 2020, the IASB published a Discussion Paper (DP) on Business
Combinations under Common Control (BCUCC).

These transactions are currently excluded from the scope of IFRS 3 and are
generally accounted for:

o (a) by applying the provisions of IFRS 3 (the so-called acquisition
method); or

o (b) by using book values (although there is no consensus on which
book values should be used).

Any comments on the process for determining which measurement method
should be applied, how these methods should be applied, and the disclosure
requirements, should be submitted by 1 September 2021.

Rather than imposing a single method (acquisition method or book-value method)
for all such transactions, the IASB is proposing that the chosen approach should
depend on the characteristics of the transaction.

If the transaction does not affect the non-controlling shareholders of the receiving
company (or the only non-controlling shareholders are related parties), the book-
value method should be used.

If the non-controlling shareholders are affected, and particularly if the receiving
company is listed, then the acquisition method should normally be used (as for
business combinations falling within the scope of IFRS 3).

Finally, if the entity is not listed and its non-controlling shareholders are not related
parties, it may opt to use the book-value method provided that the non-controlling

shareholders do not object. If they do object, or if the entity does not wish to apply
this exemption, the acquisition method shall be used.

Beyond the GAAP no.151 — January 2021
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About Mazars

Mazars is an international, integrated and
independent firm, specialising in audit, advisory,
accountancy, tax and legal services [1]. With a
presence in 91 countries and territories across
the world, Mazars brings together the expertise
of 40,400 professionals — 24,400 in our
integrated partnership and 16,000 in the United
States and Canada via the Mazars North
America Alliance — to serve clients of all sizes at
every stage of their development.

[1] Where permitted under applicable country laws
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