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EFRAG TEG held a conference call on 10 October 2012 to discuss an updated draft

Final Comment letter on the IFRS Interpretations Committee Draft Interpretation
Put Options Written on Non-controlling Interests.

From 7 to 9 November 2012, EFRAG TEG held its monthly meeting. The following
topics were discussed:

e IFRS 8 Operating Segments Post-implementation Review

o IFRS 11 Joint Arrangements proposed amendments regarding acquisition of an
interest in a joint operation that constitutes a business

e Impairment of financial assets

e Bifurcation of financial assets

e IASB forthcoming Exposure Draft Classification and Measurement:  Limited
Amendments to IFRS 9

e An OIC-EFRAG staff questionnaire on the subsequent measurement of
goodwill

o EFRAG/ASB discussion papet Improving the Financial Reporting of Income Tax

e 1ASB project Annual Improvements (Cycle 2011 — 2013)

e Accounting for put options written on Non-controlling Interests as derivatives

e 1ASB project Investment Entities

e Canadian Institute of Chartered Accountants discussion paper Toward a
Measurement Framework for Financial Reporting by Profit-Orientated Entities

e IASB project Insurance Contracts

e Autorité des Normes Comptables paper Proposals for Accounting for GHG Emissions
Rights reflecting companies’ business models

e IASB project Leases
e IASB project Revenue Recognition

IFRS Interpretations Committee Draft Interpretation Put
Options Written on Non-controlling Interests

At a conference call on 10 October EFRAG TEG approved a final comment letter on
put options written on non-controlling interests that was issued on 11 October 2012.
In its final comment letter, after careful consideration of comments received, EFRAG
supported the Draft Interpretation on the basis that it was a pragmatic, short-term
approach to address existing diversity in practice in a manner that EFRAG accepted
was consistent with IAS 32 Financial Instruments: Presentation and 1AS 39 Financial
Instruments: Recognition and Measurement. However EFRAG believes that the diversity in
practice arose because of a conflict in principles in IAS 27/IFRS 10 and IFRIC 17
with IAS 32/IAS 39, and that the rationale for the Interpretations Committee’s
decisions should be made clear in the Basis for Conclusions. EFRAG also expressed
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its concern this might be at the expense of relevance of information for some of those
transactions, particularly when they have different features and accounting for them in the same
way might not reflect their economic substance.

IFRS 8 Operating Segments Post-implementation Review

The EFRAG staff updated EFRAG TEG members on the evidence gathered to date through
formal questionnaires and outreach events. The level of responses to the formal questionnaires
was very low, therefore the majority of evidence gathered was from outreach events held in
partnership with National Standard Setters and user groups. As a result of this, the EFRAG
response to the IASB’s Request for Information will be a summary of the evidence received and
will not arrive at any conclusion or recommendation on the next steps following the post-
implementation review. It will recommend that the IASB should consider not just the content of
the standard but also how it has been implemented in practice when deciding on the next steps.

IFRS 11 Joint Arrangements proposed amendments regarding acquisition
of an interest in a joint operation that constitutes a business

EFRAG TEG members received an update on the discussions that have been held by the IFRS
Interpretations Committee and the IASB on how to account for the acquisition of an interest in a
joint operation that is a business as defined in IFRS 3 Business Combinations. The IASB tentative
decision was that a joint operator should apply the relevant principles in IFRS 3 and other IFRSs
that address business combinations when it acquires an interest in a joint operation that is a
business. Some EFRAG TEG members disagreed with the IASB’s tentative position, while others
supported applying IFRS 3 in the cases discussed. They noted that in only very limited
circumstances an acquisition of an interest in a joint operation would be a business as defined in
IFRS 3. Even if the activity of the joint operation itself constitutes a business, these members
believed that the joint operator is only acquiring an interest in a joint operation which is
recognised based on the joint operator’s rights and obligations that arise from the joint
arrangement; therefore, it cannot be considered that the joint operator acquires control over a
business and IFRS 3 should not be applied. However, other EFRAG TEG members supported
applying the principles in IFRS 3 to an acquisition of an interest in a joint operation that is a
business. These members argued that such an acquisition would be similar to the acquisition of an
associate or joint venture, to which the principles underlying IFRS 3 would be applied. The IASB
is expected to issue an Exposure Draft in December 2012.

EFRAG will gather input from EFRAG CFSS members before further considering the issue.
IASB project Amortised Cost and Impairment of Financial Assets

At its November meeting, EFRAG TEG members received a presentation by the staff of the OIC
based a on joint paper that was prepared by the staffs of the ANC, ASCG, FRC and OIC
regarding possible alternative impairment models, including a revised version of the time-
proportional approach included in the IASB’s Supplementary Document of 2011.

ETFRAG TEG reaffirmed its past position that the final impairment model should reflect both the
accounting for expected losses associated with the recognition of interest income and credit losses
arising from the deterioration of credit after inception. EFRAG did not wish to recommend any
particular approach. EFRAG TEG acknowledged that the IASB had had to develop practical
expedients and shortcuts to mitigate operational difficulties. EFRAG TEG stated it would
nonetheless encourage the IASB to challenge and explain how the next model they propose
constitutes a possible practical expedient of the double approach summarised above. EFRAG
TEG welcomed the IASB’s efforts to strengthen the conditions in which deterioration of credit is
to be identified and trigger credit losses. EFRAG decided also to encourage the IASB to move
forward with its impairment project without delay, considering that the IASB has already made
every possible step in its convergence efforts.
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Bifurcation of hybrid financial assets

EFRAG TEG agtreed to launch a survey to identify in what circumstances in practice (i.e. types of
instruments/conditions of cutrent accounting) the application of IFRS 9 classification and
measurement requirements may lead to changes in measurement (from amortised cost to fair
value). The original survey that EFRAG TEG had considered in the spring was limited to
identifying the consequences of the elimination of the bifurcation of hybrid financial assets.
Liaison with EBA and EIOPA may help in identifying the related financial impacts.

EFRAG staff is expected to carry out this study in coordination with National Standard Setters
who support the objectives of the survey and with the support of European banking associations.
European Commission staff will also be involved in setting the survey.

IASB forthcoming Exposure Draft Classification and Measurement:
Limited Amendments to IFRS 9

At its November meeting, EFRAG TEG discussed the limited amendments to IFRS 9 Financial
Instruments that the IASB is expected to propose in the last quarter of 2012

The EFRAG staff will gather input from EFRAG CFSS members before EFRAG TEG further
considers the exposure draft. EFRAG TEG did not take any decisions at this meeting.

OIC-EFRAG staff questionnaire on the subsequent measurement of
goodwill

EFRAG TEG members received a presentation of the responses to the questionnaire on
subsequent measurement of goodwill published by the OIC and EFRAG staff. Members noted
that respondents had many different views on the issue, that goodwill after initial recognition
seemed like a ‘black box’ to many. At the same time, however, it was considered difficult to come
up with an optimal method to account for goodwill after initial recognition. EFRAG TEG had
mixed views on possible future actions. The OIC is expected to discuss the issue before the end
of the month.

EFRAG/ASB discussion paper Improving the Financial Reporting of
Income Tax

In December 2011, EFRAG and the UK Accounting Standard Board (‘the ASB’) issued a
Discussion Paper Improving the Financial Reporting of Income Tax (‘the DP’), and asked for comments
by 29 June 2012. At its meeting in November 2012, EFRAG discussed comments received on the
DP as well as recommendations for the next phase of the project. EFRAG received 29 comments
letters from a wide range of institutions including preparers, standard setters, professional
associations and accounting firms. Some of the comment letters were from respondents outside
the European Union.

While welcoming the DP, the majority of respondents did not support moving away from IAS 12
as they thought that the standard was generally well understood by preparers and users of financial
statements, and noted that any deficiencies could be addressed by limited amendments to IAS 12
and focus on improving its application. Of the alternative approaches to IAS 12 presented in the
DP, the accruals approach received the most support. However, it was felt that more work was
needed to understand better how users use income tax information before pressing on with an
alternative accounting model that is likely to be costly to implement for preparers.

EFRAG TEG decided to recommend that no further work be undertaken other than to publish a
feedback statement to communicate the views expressed in the comment letters received. In
EFRAG’s view, the feedback statement should also set out the different areas in IAS 12 which
respondents believed could be improved. The Accounting Committee of the FRC (which replaced
the ASB on 30 July 2012) will discuss the comments received and next steps on the project at its
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meeting this week. Depending on the outcome of this meeting, the project staff will develop the
feedback statement for discussion at future meetings of both EFRAG and the FRC.

IASB project Annual Improvements (Cycle 2011 - 2013)

EFRAG TEG received an update on the latest developments in the IASB Annual Improvements
Project 2011-2013 cycle. An exposure draft (the ED) is expected to include the following
amendments:

o IFRS 1 First-time adoption of International Financial Reporting Standards: Meaning of effective
IFRSs — the ED is expected to propose to amend the basis for conclusions of IFRS 1 in
order to clarify that an entity, upon adopting IFRS, is permitted — but not required — to
apply a new IFRS which is not yet mandatory if this new IFRS permits early application.

o IFRS 3 Business Combinations: Definition of a business — the ED is expected to propose to
amend IAS 40 Investment Properties in order to clarify that judgement is needed to determine
whether the acquisition of investment property associated insignificant ancillary services is
the acquisition of an asset, a group of assets or a business combination within the scope of
IFRS 3.

o IFRS 3 Business Combinations: Scope of exception for joint ventures — the ED is expected to
propose to amend IFRS 3 in order to exclude from its scope formations of every type of
joint arrangement (i.e. joint ventures and joint operations) consistently with the definition
in IFRS 11.

e IFRS 13 Fair Value Measurement: Scope of paragraph 52 (portfolio exception) — the ED is
expected to propose to amend paragraph 52 in IFRS 13 to encompass all contracts that
are within the scope of IAS 39 or IFRS 9, regardless of whether they meet the definitions
of ‘financial assets’ or ‘financial liabilities’ in IAS 32 so they could benefit from the
application of the portfolio exception in measuring fair value on a net basis.

EFRAG TEG held an initial discussion of the forthcoming proposals, and expressed tentative
support for the tentative decisions. However, EFRAG TEG did not support clarifications of how
a standard should apply being provided in an amendment to the basis for conclusions. Whenever
a clarification is needed the standard or the application guidance should be modified. In the
circumstances EFRAG TEG thought that no clarification was needed.

Regarding the proposed separate amendments to IAS 16 Property, Plant and Equipment and IAS 38
Intangible Assets on ‘Revenue-based depreciation method, EFRAG TEG tentatively agreed that the
drafting of the proposed amendments should be improved in order to permit the use revenue-
based amortisation methods in circumstances where management can justify that revenues fairly
represent the pattern of consumption of the expected future economic benefits embodied in an
asset.

Accounting for put options written on non-controlling interests as
derivatives

During the EFRAG due process on the IFRS Interpretations Committee Draft Interpretation Put
Options Written on Non-controlling Interests (NCI puts’) a number of constituents expressed support
for accounting for such NCI puts as derivatives under IAS 39 Financial Instruments: Recognition and
Measurement. At its October meeting EFRAG TEG requested that the EFRAG staff prepare a
paper on the implications of such a treatment.

EFRAG TEG discussed the issue and decided that it did not believe derivative accounting was an
appropriate alternative given the implications on the loss of relevant information to users, who
have informed EFRAG that the amount of the gross liability is useful information for their
analysis. EFRAG TEG decided not to write to the IASB to request that it reassess its previous
decision to reject the IFRS Interpretation Committee’s proposal of a limited scope amendment to
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IAS 32 Financial Instruments: Presentation that would result in accounting for NCI put liabilities as
derivatives. EFRAG’s views would be included in its feedback statement on NCI puts.

IASB project Investment Entities

EFRAG TEG members discussed an initial draft of an Invitation to Comment on the Draft
Endorsement Advice on Investment Entities (Amendments to IFRS 10, IFRS 12 and LAS 27).

EFRAG TEG did not take any decisions at this meeting.
Canadian Institute of Chartered Accountants discussion paper Toward a

Measurement Framework for Financial Reporting by Profit-Orientated
Entities

EFRAG TEG approved a draft comment letter in response to the paper “Toward a Measurement
Framework for Financial Reporting by Profit-Oriented Entities’ published by the Canadian
Institute of Chartered Accountants (‘the paper’).

In its draft comment letter, EFRAG agreed with the paper that stewardship should be considered
when determining how to measure assets and liabilities. EFRAG also agreed with the paper that if
a measurement basis in practice would result in estimates with large margins of errors, disclosure
about the uncertainty cannot solve this problem. Instead another measurement basis should be
chosen.

EFRAG, however, disagreed with the proposed model for measuring assets and liabilities. The
paper proposed that Current Market Value is the most ideal (relevant) measurement basis, when
the value is practicable of faithful representation. The paper also proposed that matching current
input costs sacrificed against current revenues is a better starting point for estimating an entity’s
future sustainable earning than historical cost-based accounting, and reflecting holding gains and
losses on input assets and liabilities always provides useful information. EFRAG believed that
information about actual cash flows is often considered more useful for predicting future cash
flows than information about hypothetical cash flows from transactions and events. EFRAG also
noted that the measurement model proposed would not take into account that an entity might
have used another input mix, if the input prices during construction had been similar to the prices
at the balance sheet date.

EFRAG considered that reporting holding gains and losses on input assets and liabilities was
irrelevant if the entity was not generating its cash flows from holding and selling these assets and
liabilities. For self-constructed assets, the reported holding gains and losses may even represent
very abstract information as it may be impossible to re-sell input assets that have been used to
create other assets.

EFRAG did not believe that it would be possible to identify an ideal measurement basis. Instead
the role of a measurement framework should be to explain the properties of various bases of
measurement and by reference to users’ needs provide directions on when the different properties
are important. In doing so, implications of a measurement basis on both an entity’s financial
position and performance should be considered.

Comments in response to EFRAG’s draft comment letter should be submitted by 31 December
2012.

IASB project Insurance Contracts

EFRAG TEG discussed two topics in relation to the Insurance Contracts Phase II project:
reinsurance and presentation of premiums and claims in the statement of comprehensive income.

Reinsurance
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In response to reinsurance industry concerns EFRAG TEG members discussed the IASB
tentative decisions on the accounting treatment of reinsurance assets from the point of view of
the cedant. The focus of the discussion was on the recognition of day one gains and losses upon
entering into reinsurance contracts.

In May 2011 the IASB tentatively decided that gains on purchase of reinsurance contracts should
not be recognised on day one. This was a significant change from the Exposure Draft (ED)
approach, which allowed the cedant to recognise a gain on reinsurance purchased. The reasons for
the new approach were that the cedant had not been relieved of the obligation it had reinsured
(i.e. the reinsurance did not cause derecognition of the insurance liability), and the subjectivity in
the initial measurement and the ultimate obligation the cedant had reinsured. The IASB also
tentatively decided to keep the ED approach that when the reinsurance contract covers pre-claims
liabilities a loss should not be taken to profit or loss immediately and it should instead be
amortised over the coverage period as a component of the reinsurance asset. However, this
treatment would not be permitted for reinsurance of post-claims liabilities (e.g. retrospective
reinsurance) where a negative net result would have to be recognised immediately through profit
or loss.

Consistently with the view expressed by EFRAG in response to the Exposure Draft proposals,
EFRAG TEG members did not believe that entering into a reinsurance contract should result in
the derecognition of the position by the insurer or the immediate realisation of profits on that
contract as the insurer itself continues to be responsible for fulfilling the liabilities.

Premiums and claims

EFRAG TEG held an educational session on the IASB’s recent tentative decision that premiums
and claims presented in an insuret’s statement of comprehensive income should be determined by
applying an earned premium presentation, whereby premiums are allocated to periods in
proportion to the value of coverage (and any other services) that the insurer has provided in the
period, and that claims should be presented when incurred.

Although EFRAG TEG recognised the merits of the earned premium approach, namely having a
number in the insurer’s statement of comprehensive income which was very close to the notion of
revenue used by other industries, members expressed some doubt whether this would be a useful
number for the industry itself or it would be a number produced only for external reporting
purposes. EFRAG TEG members considered that the costs/benefits of the approach need to be
further assessed in order to decide whether it is a useful volume number for the users of financial
statements.

Autorité des Normes Comptables paper Proposals for Accounting for
GHG Emissions Rights reflecting companies’ business models

The EFRAG staff presented an amended version of the draft comment paper on Emission
Trading Schemes (‘ETS’) that draws on the proposals included in the paper.

EFRAG TEG members commented on the staff analysis on the nature of the rights. Some
members asked for an analysis of similarities and differences with financial assets to be added.

EFRAG TEG members also asked for a better articulation of the rationale for requiring a separate
presentation of the rights and the liability in the context of a compliance business model.

EFRAG TEG members discussed if and to what extent entities should be allowed to sell rights
held for compliance, or transfer rights between the compliance and trading portfolios. Some
members accepted that entities could recalibrate their portfolios with sporadic trades of small
quantities; while others noted that no such transfers are allowed in IFRS 9.

EFRAG is expected to finalise its draft comment paper by the end of November.
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IASB project Leases

EFRAG TEG continued its discussion on the issues for the draft comment letter on the
upcoming Exposure Draft on Leases.

There was no support for including the notion of ‘risk exposure’, as suggested by EFRAG staff, as
additional criterion to identify a lease. The EFRAG staff will consider alternative approaches that
are to be discussed in a future meeting.

EFRAG TEG debated if and under which circumstances an entity should separate lease and non-
lease components. In general, EFRAG TEG supported achieving consistency between the Lease
project and the criteria in Revenue Recognition to identify separate performance obligations. In
addition, EFRAG TEG members noted that there was significant asymmetry between lessors and
lessees in terms of the availability of information on which to base the separation of performance
obligations. Therefore it might not be appropriate to require symmetry in the accounting. No final
decision was taken.

Finally, EFRAG TEG discussed the dual approach to the amortisation of the right-of-use asset.
The single lease approach could be seen as a way to achieve the same economic results of a
whole-of-asset approach, rather than simply as a practical expedient. Some members expressed
sympathy for the objective of the IASB to find a solution to the front loading impact of the
traditional approach of using straight-line amortisation for the right-of-use asset, paired with
amortised cost measurement for the lease liability.

The EFRAG is expected to discuss all issues related to measurement of leases in its December
meeting. EFRAG will gather input from EFRAG CFSS members before further considering the
issue.

IASB project Revenue Recognition

EFRAG TEG members were updated on the IASB’s redeliberations in relation to the revenue
recognition project. EFRAG TEG members welcomed the tentative decision of the IASB not to
include guidance on onerous performance obligations in the revenue recognition standard.
EFRAG TEG members also welcomed the IASB’s tentative decision to clarify the meaning of
variable consideration. However, EFRAG TEG members considered that it would be necessary
to wait for the final wording of other intended clarifications to assess whether the changes would
represent improvements.



