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Approval by the Board of IFRS 1 issued in November
2008

International Financial Reporting StandardFitst-time Adoption of International Financial
Reporting Standardsvas approved for issue by the thirteen membershef International
Accounting Standards Boatd.

Sir David Tweedie Chairman

Thomas E Jones Vice-Chairman

Mary E Barth

Stephen Cooper

Philippe Danjou

Jan Engstrom

Robert P Garnett

Gilbert Gélard

James J Leisenring

Warren J McGregor

John T Smith

Tatsumi Yamada

Wei-Guo Zhang

?  Professor Barth and Mr Danjou dissented frGwst of an Investment in a Subsidiary, Jointly @ulted
Entity or Associat§dAmendments to IFRS 1 and IAS 27) issued in Ma@&0rheir dissenting opinions are
set out after the Basis for Conclusions on IAS 27.
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Approval by the Board of Additional
Exemptions for First-time Adopters
(Amendments to IFRS 1) issued in July
2009

Additional Exemptions for First-time Adoptdmendments to IFRS 1) was approved for
issue by the fourteen members of the Internatidisabunting Standards Board.

Sir David Tweedie Chairman
Thomas E Jones Vice-Chairman
Mary E Barth

Stephen Cooper

Philippe Danjou

Jan Engstrom

Robert P Garnett

Gilbert Gélard

Prabhakar Kalavacherla

James J Leisenring

Warren J McGregor

John T Smith

Tatsumi Yamada

Wei-Guo Zhang
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BASIS FOR CONCLUSIONS ON IFRS 1 FIRST-TIME
ADOPTION OF INTERNATIONAL FINANCIAL REPORTING

STANDARDS
INTRODUCTION BC1-BC3B
SCOPE BC4-BC6
BASIC CONCEPTS BC7-BC15
Useful information for users BC7-BC8
Comparability BC9-BC10
Current version of IFRSs BC11-BC15
OPENING IFRS BALANCE SHEET BC16-BC84
Recognition BC17-BC19
Derecognition in accordance with previous GAAP BC20-BC23
Measurement BC24-BC29
Benefits and costs BC26-BC29
Exemptions from other IFRSs BC30-BC63E
Business combinations BC31-BC40
Deemed cost BC41-BC47E
Employee benefits BC48-BC52
Cumulative translation differences BC53-BC55
Compound financial instruments BC56-BC58
Investments in subsidiaries, jointly controlled entities and
associates BC58A-BC58M
Assets and liabilities of subsidiaries, associates and joint
ventures BC59-BC63
Designation of previously recognised financial instruments BC63A
Share-based payment transactions BC63B

Changes in existing decommissioning, restoration and similar
liabilities included in the cost of property, plant and equipment BC63C-BC63CA

Leases BC63D-BC63DB
Borrowing costs BC63E
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Other possible exemptions rejected
Embedded derivatives
Hyperinflation
Intangible assets
Transaction costs: financial instruments

Retrospective designation
Hedge accounting
Available-for-sale financial assets

Estimates

PRESENTATION AND DISCLOSURE

Comparative information

Historical summaries

Explanation of transition to IFRSs

Interim financial reports

APPENDIX

Amendment to Basis for Conclusions on other IFRSs
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BC64-BC73
BC65-BC66
BC67
BC68-BC71
BC72-BC73
BC74-BC83A
BC75-BC80
BC81-BC83A
BC84
BC85-BC96
BC85-BC89A
BC90
BC91-BC95
BC96
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Basis for Conclusions on

IFRS 1 First-time Adoption of
International Financial Reporting
Standards

This Basis for Conclusions accompanies, but igpadt of, IFRS 1.

In this Basis for Conclusions the terminology has lbeen amended to reflect the changes
made by IAS Presentation of Financial Stateme(as revised in 2007).

This Basis for Conclusions has not been revisereflect the restructuring of IFRS 1 in
November 2008, but cross-references have beeneghdat

Introduction

BC1 This Basis for Conclusions summarises the metigsnal Accounting Standards
Board’s considerations in reaching the conclusion&RS 1First-time Adoption
of International Financial Reporting Standardsdividual Board members gave
greater weight to some factors than to others.

BC2 SIC-8First-time Application of IASs as the Primary BasfsAccountingissued
in 1998, dealt with matters that arose when an efitiyadopted IASs. In 2001,
the Board began a project to review SIC-8. In JUW9Q2 the Board published
ED 1First-time Application of International Financialdporting Standardswith
a comment deadline of 31 October 2002. The Boareived 83 comment letters
on ED 1. IFRS 1 was issued by the Board in June 2003.

BC2A IFRS 1 replaced SIC-8. The Board developedRRS to address concerns that:

(a) some aspects of SIC-8's requirement for fultagpective application
caused costs that exceeded the likely benefitsusers of financial
statements. Moreover, although SIC-8 did not rexjuitrospective
application when this would be impracticable, it didt explain
whether a first-time adopter should interpret impcability as a high
hurdle or a low hurdle and it did not specify anytigalar treatment in
cases of impracticability.

(b) SIC-8 could require a first-time adopter to lggvo different versions
of a standard if a new version were introduced dutimg periods
covered by its first financial statements prepaneder IASs and the
new version prohibited retrospective application.

(c) SIC-8 did not state clearly whether a firstdimmdopter should use
hindsight in applying recognition and measuremergcisions
retrospectively.
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(d) there was some doubt about how SIC-8 interacteith wpecific
transitional provisions in individual standards.

Like SIC-8, IFRS 1 requires retrospective aation in most areas. Unlike
SIC-8, it:

(a) includes targeted exemptions to avoid costs wauld be likely to
exceed the benefits to users of financial statespemd a small number
of other exceptions for practical reasons.

(b) clarifies that an entity applies the latestsien of IFRSs.

(c) clarifies how a first-time adopter’s estimatesaccordance with IFRSs
relate to the estimates it made for the same dmatccordance with
previous GAAP.

(d) specifies that the transitional provisions they IFRSs do not apply to
a first-time adopter.

(e) requires enhanced disclosure about the trandii IFRSs.

The project took on added significance becafsthe requirement for listed
European Union companies to adopt IFRSs in theimsalidated financial
statements from 2005. Several other countries aroeslthat they would permit
or require entities to adopt IFRSs in the next fearg. Nevertheless, the Board's
aim in developing the IFRS was to find solutionatttvould be appropriate for
any entity, in any part of the world, regardlessvbether adoption occurs in 2005
or at a different time.

Restructuring of the IFRS

BC3A

BC3B

Since it was issued in 2003, IFRS 1 has beernded many times to

accommodate first-time adoption requirements reggplrom new or amended

IFRSs. Because of the way IFRS 1 was structuredethoendments made the
IFRS more complex and less clear. As more amendniEtome necessary, this
problem will become worse.

As part of its improvements project in 200ferefore, the Board proposed to
change the structure of IFRS 1 without amendingutsstance. Respondents to
the exposure draft published in October 2007 supgothe restructuring. The
revised structure of the IFRS issued in Novemb&828 easier for the reader to
understand and is better designed to accommodateefohanges. The focus of
the restructuring was to move to appendices all iBpeexemptions and
exceptions from the requirements of IFRSs. Exemgtiare categorised into
business combinations, exemptions and short-temmptions. Exemptions are
applicable to all first-time adopters regardlesshefr date of transition to IFRSs.
Short-term exemptions are those exemptions appidabusers for a short time.
Once those exemptions have become out of dateitidye deleted.
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Scope

BC4

BC5

BC6

The IFRS applies to an entity that presentéirgs IFRS financial statements (a
first-time adopter). Some suggested that an estiguld not be regarded as a
first-time adopter if its previous financial statemts contained an explicit
statement of compliance with IFRSs, except for djgeti (and explicit)
departures. They argued that an explicit stateroEnbmpliance establishes that
an entity regards IFRSs as its basis of accoungrngn if the entity does not
comply with every requirement of every IFRS. Somgarded this argument as
especially strong if an entity previously compliedth all recognition and
measurement requirements of IFRSs, but did not gbeme required
disclosures—for example, segmental disclosuresl&fitl4 Segment Reportihg
requires or the explicit statement of compliancehwlERSs that IAS 1
Presentation of Financial Statememggjuires.

To implement that approach, it would be necgssarestablish how many
departures are needed—and how serious they must éfereban entity would
conclude that it has not adopted IFRSs. In the @sariew, this would lead to
complexity and uncertainty. Also, an entity shouwldt be regarded as having
adopted IFRSs if it does not give all disclosureguired by IFRSs, because that
approach would diminish the importance of discloswaed undermine efforts to
promote full compliance with IFRSs. Therefore, tRR$ contains a simple test
that gives an unambiguous answer: an entity hastaddpRSs if, and only if, its
financial statements contain an explicit and urmmes statement of compliance
with IFRSs (paragraph 3 of the IFRS).

If an entity’s financial statements in previgiesars contained that statement, any
material disclosed or undisclosed departures frBRSs are errors. The entity
applies IAS 8Accounting Policies, Changes in Accounting Estimated Errors

in correcting them.

Basic concepts

BC7

Useful information for users

In developing recognition and measurement requents for an entity’s opening
IFRS balance sheet, the Board referred to the tibgeof financial statements, as
set out in theFramework for the Preparation and Presentation dfighcial
StatementsThe Frameworkstates that the objective of financial stateménts
provide information about the financial positiorgriprmance and changes in
financial position of an entity that is useful tonéde range of users in making
economic decisions.

In 2006 IAS 14 was replaced by IFR®gerating Segments
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TheFrameworkidentifies four qualitative characteristics thaaka information
in financial statements useful to users. In sumrthag information should be:

(a) readily understandable by users.
(b) relevant to the decision-making needs of users.
(c) reliable, in other words financial statementsist:

0] represent faithfully the transactions and otlesents they
either purport to represent or could reasonablg@pected to
represent;

(ii) represent transactions and other events iroraence with
their substance and economic reality and not mettedyr
legal form;

(iii) be neutral, that is to say, free from bias;

(iv) contend with the uncertainties that inevitablyround many
events and circumstances by the exercise of preganc

v) be complete within the bounds of materiality &ogt.

(d) comparable with information provided by the Bntin its financial

statements through time and with information progidethe financial
statements of other entities.

Comparability

The previous paragraph notes the need for cahigy. Ideally, a regime for
first-time adoption of IFRSs would achieve compdigbi

(a) within an entity over time;
(b) between different first-time adopters; and
(c) between first-time adopters and entities thataaly apply IFRSs.

SIC-8 gave priority to ensuring comparabiligtween a first-time adopter and
entities that already applied IASs. It was basedhenprinciple that a first-time
adopter should comply with the same standards antty that already applied
IASs. However, the Board decided that it is more dngnt to achieve
comparability over time within a first-time adopterfirst IFRS financial
statements and between different entities adop#RSE for the first time at a
given date; achieving comparability between firsteiadopters and entities that
already apply IFRSs is a secondary objective.

© IASCF 9
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BC11

BC12

BC13

10

Current version of IFRSs

Paragraphs 7-9 of the IFRS require a firsetimdopter to apply the current
version of IFRSs, without considering supersedeaheended versions. This:

(a) enhances comparability, because the informafiona first-time
adopter’s first IFRS financial statements is pregaon a consistent
basis over time;

(b) gives users comparative information preparedgufater versions of
IFRSs that the Board regards as superior to supedsesrsions; and

(c) avoids unnecessary costs.

In general, the transitional provisions inesttFRSs do not apply to a first-time
adopter (paragraph 9 of the IFRS). Some of thesssitional provisions require
or permit an entity already reporting in accordamndith IFRSs to apply a new
requirement prospectively. These provisions geheraflect a conclusion that
one or both of the following factors are preserd particular case:

(a) Retrospective application may be difficult avdlve costs exceeding
the likely benefits. The IFRS permits prospectipplecation in specific
cases where this could occur (paragraphs BC30-BC73).

(b) There is a danger of abuse if retrospectivdiegtpn would require
judgements by management about past conditions thteoutcome of
a particular transaction is already known. The [FR8hibits
retrospective application in some areas where thisldc occur
(paragraphs BC74—-BC84).

Some have suggested three further reasopefoiitting or requiring prospective
application in some cases:

(a) to alleviate unforeseen consequences of a n&8 lif another party
uses financial statements to monitor compliance \witlsontract or
agreement. However, in the Board’s view, it is ughe parties to an
agreement to determine whether to insulate the agneefrom the
effects of a future IFRS and, if not, how they nmigénegotiate it so
that it reflects changes in the underlying finahciandition rather than
changes in reporting (paragraph 21 of theeface to International
Financial Reporting Standarjls

(b) to give a first-time adopter the same accogntiptions as an entity
that already applies IFRSs. However, permitting peotpe
application by a first-time adopter would confliaith the Board'’s
primary objective of comparability within an entiy’'first IFRS
financial statements (paragraph BC10). Therefdre, Board did not
adopt a general policy of giving first-time adogtethe same
accounting options of prospective application #esting IFRSs give
to entities that already apply IFRSs. Paragraph@B8C23 discuss
one specific case, namely derecognition of findn@asets and
financial liabilities.
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(c) to avoid difficult distinctions between changes estimates and
changes in the basis for making estimates. Howeaefirst-time
adopter need not make this distinction in prepariitagopening IFRS
balance sheet, so the IFRS does not include exengpton these
grounds. If an entity becomes aware of errors matten previous
GAAP, the IFRS requires it to disclose the correctal the errors
(paragraph 26 of the IFRS).

The Board will consider case by case when iteiss new IFRS whether a first-
time adopter should apply that IFRS retrospectiwelyprospectively. The Board
expects that retrospective application will be appede in most cases, given its
primary objective of comparability over time withan first-time adopter’s first
IFRS financial statements. However, if the Boardobathes in a particular case
that prospective application by a first-time adopsejustified, it will amend the
IFRS on first-time adoption of IFRSs. As a reslHRS 1 will contain all material
on first-time adoption of IFRSs and other IFRSs|wibt refer to first-time
adopters (except, when needed, in the Basis for IGsinos and consequential
amendments).

Under the proposals in ED 1, a first-time @dogould have elected to apply
IFRSs as if it had always applied IFRSs. This alitve approach was intended
mainly to help an entity that did not wish to usg ahthe exemptions proposed
in ED 1 because it had already been accumulatimgrivdtion in accordance with

IFRSs without presenting IFRS financial statemeifits.enable an entity using

this approach to use the information it had alremsbumulated, ED 1 would have
required it to consider superseded versions of #RSmore recent versions

required prospective application. However, as erplaiin paragraphs BC28 and
BC29, the Board abandoned ED 1's all-or-nothingrapph to exemptions.

Because this eliminated the reason for the altemapproach, the Board deleted
it in finalising the IFRS.

Opening IFRS balance sheet

BC16

BC17

An entity’s opening IFRS balance sheet isstiagting point for its accounting in
accordance with IFRSs. The following paragraphs éxpgiaw the Board used
the Frameworkin developing recognition and measurement requérgsfor the
opening IFRS balance sheet.

Recognition

The Board considered a suggestion that th& IgtRould not require a first-time
adopter to investigate transactions that occurefdrb the beginning of a ‘look
back’ period of, say, three to five years before ttate of transition to IFRSs.
Some argued that this would be a practical way fiirs&time adopter to give a
high level of transparency and comparability, withaocurring the cost of
investigating very old transactions. They noted tparticular precedents for

© IASCF 11
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transitional provisions that have permitted an tgntd omit some assets and
liabilities from its balance sheet:

(a) A previous version of IAS 3Binancial Instruments: Recognition and
Measuremenprohibited restatement of securitisation, transieother
derecognition transactions entered into before kibginning of the
financial year in which it was initially applied.

(b) Some national accounting standards and IA8dcbunting for Leases
(superseded in 1997 by IAS 1Feasey permitted prospective
application of a requirement for lessees to cdp#afinance leases.
Under this approach, a lessee would not be regumedecognise
finance lease obligations and the related leassdt@ador leases that
began before a specified date.

BC18 However, limiting the look back period coulddeto the omission of material
assets or liabilities from an entity's opening IFR@&lance sheet. Material
omissions would undermine the understandabilityevahce, reliability and
comparability of an entity’s first IFRS financiaiasements. Therefore, the Board
concluded that an entity’s opening IFRS balancetssigould:

(a) include all assets and liabilities whose recogmiis required by
IFRSSs, except:

0] some financial assets or financial liabilitidsrecognised in
accordance with previous GAAP before the date of ttiansi
to IFRSs (paragraphs BC20-BC23); and

(ii) goodwill and other assets acquired, and litibsi assumed,
in a past business combination that were not resednin
the acquirer’s consolidated balance sheet in aacwel with
previous GAAP and also would not qualify for recdgnmi in
accordance with IFRSs in the balance sheet of thaiee
(paragraphs BC31-BC40).

(b) not report items as assets or liabilities ieythdo not qualify for
recognition in accordance with IFRSs.

BC19 Some financial instruments may be classifiedequity in accordance with
previous GAAP but as financial liabilities in accanda with IAS 32Financial
Instruments: PresentationSome respondents to ED 1 requested an extended
transitional period to enable the issuer of suchtrinments to renegotiate
contracts that refer to debt-equity ratios. Howewdthough a new IFRS may
have unforeseen consequences if another party fisascial statements to
monitor compliance with a contract or agreement, plassibility does not, in the
Board’s view, justify prospective application (parggh BC13(a)).

Derecognition in accordance with previous GAAP

BC20 An entity may have derecognised financial @sse financial liabilities in
accordance with its previous GAAP that do not quafiy derecognition in
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accordance with IAS 39. ED 1 proposed that a firsetadopter should recognise
those assets and liabilities in its opening IFR&rze sheet. Some respondents to
ED 1 requested the Board to permit or require st-fime adopter not to restate
past derecognition transactions, on the followingugds:

(a) Restating past derecognition transactions wbaldostly, especially if
restatement involves determining the fair valuerethined servicing
assets and liabilities and other components refainea complex
securitisation. Furthermore, it may be difficultdbtain information on
financial assets held by transferees that are ndewuthe transferor’s

control.

(b) Restatement undermines the legal certainty aggdeby parties who
entered into transactions on the basis of the atoa@yrules in effect at
the time.

(c) IAS 39 did not, before the improvements progose June 2002,

require (or even permit) entities to restate pasrecbgnition
transactions. Without a similar exemption, firstéi adopters would be
unfairly disadvantaged.

(d) Retrospective application would not result imsistent measurement,
as entities would need to recreate information alpast transactions
with the benefit of hindsight.

The Board had considered these arguments\elafgng ED 1. The Board’'s
reasons for the proposal in ED 1 were as follows:

(a) The omission of material assets or liabilitigeuld undermine the
understandability, relevance, reliability and conaidlity of an entity’s
financial statements. Many of the transactions urdiscussion are
large and will have effects for many years.

(b) Such an exemption would be inconsistent withJilme 2002 exposure
draft of improvements to IAS 39.

(c) The Board’s primary objective is to achieve pamability over time
within an entity's first IFRS financial statement®rospective
application by a first-time adopter would conflicttvithat primary
objective, even if prospective application were EHe to entities
already applying IFRSs.

(d) Although a new IFRS may have unforeseen consegseif another
party uses financial statements to monitor compbkawith a contract
or agreement, that possibility does not justify gprective application
(paragraph BC13(a)).

Nevertheless, in finalising the IFRS, the Boaoncluded that it would be
premature to require a treatment different from toerent version of IAS 39
before completing the proposed improvements to 38SAccordingly, the IFRS
originally required the same treatment as the thament version of IAS 39 for
derecognition transactions before the effective dditthe then current version of
IAS 39, namely that any financial assets or finahtabilities derecognised in

© IASCF 13
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BC22A

BC22B

BC23

BC24

BC25

14

accordance with previous GAAP before financial yeagitming on 1 January
2001 remain derecognised. The Board agreed that vihemmpleted the
improvements to IAS 39, it might amend or delets &xemption.

The Board reconsidered this issue in compdethe revision of IAS 39 in 2003.
The Board decided to retain the transition requéinets as set out in IFRS 1, for
the reasons given in paragraph BC20. However, tlegdBamended the date from
which prospective application was required to tratisas that occur on or after
1 January 2004 in order to overcome the practidgiicdties of restating
transactions that had been derecognised beforeakteat

The Board also noted that financial statesénat include financial assets and
financial liabilities that would otherwise be omittedder the provisions of the
IFRS would be more complete and therefore more usefusers of financial
statements. The Board therefore decided to peafmitspective application of the
derecognition requirements. It also decided thbspective application should
be limited to cases when the information neededpplyathe IFRS to past
transactions was obtained at the time of initiallgcaunting for those
transactions. This limitation prevents the unacagletuse of hindsight.

The Board removed from IAS 39 the following sequential amendments to
IAS 39 made when IFRS 1 was issued, because, ffrtifine adopters, these
clarifications are clear in paragraphs 1G26-1G31 ¥BH3 of the guidance on
implementing IFRS 1. These were:

(a) the clarification that an entity is required apply IAS 39 to all
derivatives or other interests retained after @&cmgnition transaction,
even if the transaction occurred before the effeatiate of IAS 39; and

(b) the confirmation that there are no exemptions $pecial purpose
entities that existed before the date of transitipiFRSs.

Measurement

The Board considered whether it should recifiest-time adopter to measure all
assets and liabilities at fair value in the operlFigS balance sheet. Some argued
that this would result in more relevant informatidyan an aggregation of costs
incurred at different dates, or of costs and fatues. However, the Board
concluded that a requirement to measure all assetdiabilities at fair value at
the date of transition to IFRSs would be unreasanaiien that an entity may
use an IFRS-compliant cost-based measurement bafateafter that date for
some items.

The Board decided as a general principleaHast-time adopter should measure
all assets and liabilities recognised in its opgnFRS balance sheet on the basis
required by the relevant IFRSs. This is neededfoentity’s first IFRS financial
statements to present understandable, relevantablel and comparable
information.

© IASCF
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Benefits and costs

TheFrameworkacknowledges that the need for a balance betweehethefits of
information and the cost of providing it may coasirthe provision of relevant
and reliable information. The Board considered ¢hasst-benefit constraints and
developed targeted exemptions from the general cipien described in
paragraph BC25. SIC-8 did not include specific epéoms of this kind, although
it provided general exemptions from:

(a) retrospective adjustments to the opening balafcetained earnings
‘when the amount of the adjustment relating to pperiods cannot be
reasonably determined’.

(b) provision of comparative information when it ‘isnpracticable’ to
provide such information.

The Board expects that most first-time adapteitl begin planning on a timely
basis for the transition to IFRSs. Accordinglyplancing benefits and costs, the
Board took as its benchmark an entity that plaesttansition well in advance
and can collect most information needed for itsnipg IFRS balance sheet at, or
very soon after, the date of transition to IFRSs.

ED 1 proposed that a first-time adopter shadd either all the exemptions in
ED 1 or none. However, some respondents disagreedthighall or nothing
approach for the following reasons:

(a) Many of the exemptions are not interdependsnt, there is no
conceptual reason to condition use of one exempiiouse of other
exemptions.

(b) Although it is necessary to permit some exeamsi on pragmatic
grounds, entities should be encouraged to usevasfemptions as
possible.

(c) Some of the exemptions proposed in ED 1 wereliégihpptions
because they relied on the entity’'s own judgementirafue cost or
effort and some others were explicit options. Onlfew exemptions
were really mandatory.

(d) Unlike the other exceptions to retrospectiveplaation, the
requirement to apply hedge accounting prospectiwely not intended
as a pragmatic concession on cost benefit grouRestospective
application in an area that relies on designatipmianagement would
not be acceptable, even if an entity applied dieotaspects of IFRSs
retrospectively.

The Board found these comments persuasivéndtising the IFRS, the Board
grouped the exceptions to retrospective applicatiomtwo categories:

(a) Some exceptions consist of optional exemptions
(paragraphs BC30-BC63E).

© IASCF 15
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BC30

BC31
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(b)

The other exceptions prohibit full retrospeetapplication of IFRSs to
some aspects of derecognition (paragraphs BC20-BC@8dge
accounting (paragraphs BC75-BC80), and estimateagpaph BC84).

Exemptions from other IFRSs

An entity may elect to use one or more offthiewing exemptions:

(@)
(b)
(©)
(d)
(e)
(f)

(9
(h)
(i)
)

(k)
o

business combinations (paragraphs BC31-BC40);
deemed cost (paragraphs BC41-BC47E);

employee benefits (paragraphs BC48-BC52);
cumulative translation differences (paragrapf&3—-BC55);
compound financial instruments (paragraphs BG&58);

investments in subsidiaries, jointly controlledtities and associates
(paragraphs BC58A-BC58M);

assets and liabilities of subsidiaries, asgesiaand joint ventures
(paragraphs BC59-BC63);

designation of previously recognised financiahstruments
(paragraph BC63A);

share-based payment transactions (paragrapt3B)C6

changes in existing decommissioning, restoratiad similar liabilities
included in the cost of property, plant and equipme
(paragraphs BC63C-BC63CA);

leases (paragraphs BC63D-BC63DB); and
borrowing costs (paragraph BC63E).

Business combinations

The following paragraphs discuss various aspettaccounting for business
combinations that an entity recognised in accordanmith previous GAAP before
the date of transition to IFRSs:

(@)

(b)

(©)

whether retrospective restatement of past bssioembinations should
be prohibited, permitted or required (paragraph8 BB C34).

whether an entity should recognise assets amfjuand liabilities
assumed in a past business combination if it didr@oognise them in
accordance with previous GAAP (paragraph BC35).

whether an entity should restate amounts assigoehe assets and
liabilities of the combining entities if previous G&RAbrought forward
unchanged their pre-combination carrying amourdsagraph BC36).
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(d) whether an entity should restate goodwill foruatihents made in its
opening IFRS balance sheet to the carrying amafrassets acquired
and liabilites assumed in past business combingtio
(paragraphs BC37—-BC40).

Retrospective application of IFRSBisiness Combinationsould require an
entity to recreate data that it did not capturethet date of a past business
combination and make subjective estimates aboutittons that existed at that
date. These factors could reduce the relevancediadbility of the entity’s first
IFRS financial statements. Therefore, ED 1 wouldehprohibited restatement of
past business combinations (unless an entity ubedptoposed alternative
approach, discussed in paragraph BC15, of applifRss as if it had always
applied IFRSs). Some respondents agreed, arguiag réstatement of past
business combinations would involve subjective, poigntially selective, use of
hindsight that would diminish the relevance and at@lity of financial
statements.

Other respondents disagreed. They argued that:

(a) effects of business combination accounting leah for many years.
Previous GAAP may differ significantly from IFRSs, dain some
countries there are no accounting requirementsllafoa business
combinations. Previous GAAP balances might not tesutiecision-
useful information in these countries.

(b) restatement is preferable and may not invossenach cost or effort for
more recent business combinations.

In the light of these comments, the Board kated that restatement of past
business combinations is conceptually preferablhoagh for cost-benefit
reasons this should be permitted but not requifée: Board decided to place
some limits on this election and noted that infaiorais more likely to be
available for more recent business combinationsrdfore, if a first-time adopter
restates any business combination, the IFRS regjitite restate all later business
combinations (paragraph C1 of the IFRS).

If an entity did not recognise a particulasedsor liability in accordance with
previous GAAP at the date of the business combinaf@h 1 proposed that its
deemed cost in accordance with IFRSs would be zesoa fesult, the entity’s
opening IFRS balance sheet would not have inclutetl dsset or liability if
IFRSs permit or require a cost-based measuremente Sespondents to ED 1
argued that this would be an unjustifiable deparfuven the principle that the
opening IFRS balance sheet should include all assad liabilities. The Board
agreed with that conclusion. Therefore, paragrapff) © the IFRS requires that
the acquirer should recognise those assets arilitigsband measure them on the
basis that IFRSs would require in the separate balaheet of the acquiree.

In accordance with previous GAAP, an entity riglave brought forward
unchanged the pre-combination carrying amountshef ¢dombining entities’
assets and liabilities. Some argued that it wowddirzonsistent to use these
carrying amounts as deemed cost in accordance RRES, given that the IFRS
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does not permit the use of similar carrying amoastsieemed cost for assets and
liabilities that were not acquired in a business loimation. However, the Board
identified no specific form of past business comkion, and no specific form of
accounting for past business combinations, for witietould not be acceptable
to bring forward cost-based measurements made iardacce with previous
GAAP.

Although the IFRS treats amounts assigneddoradance with previous GAAP to
goodwill and other assets acquired and liabilitissuaned in a past business
combination as their deemed cost in accordance WiSs at the date of the
business combination, an entity needs to adjust t@rying amounts in its
opening IFRS balance sheet, as follows.

(a) Assets and liabilities measured in accordandk WRSs at fair value
or other forms of current value: remeasure to ¥alue or that other
current value.

(b) Assets (other than goodwill) and liabilities fahich IFRSs apply a
cost-based measurement: adjust the accumulatededigipon or
amortisation since the date of the business cortibmd it does not
comply with IFRSs. Depreciation is based on deenasd, gvhich is the
carrying amount in accordance with previous GAAP imiatedy
following the business combination.

(c) Assets (other than goodwill) and liabilities neoécognised in
accordance with previous GAAP: measure on the basis IFRSs
would require in the separate balance sheet ofdheire.

(d) Items that do not qualify for recognition asets and liabilities in
accordance with IFRSs: eliminate from the openin@SFbalance
sheet.

The Board considered whether a first-time aglogtould recognise the resulting
adjustments by restating goodwill. Because intaegddsets and goodwill are
closely related, the Board decided that a firsetadopter should restate goodwill
when it:

(a) eliminates an item that was recognised in aeccwe with previous
GAAP as an intangible asset but does not qualify $eparate
recognition in accordance with IFRSs; or

(b) recognises an intangible asset that was subswvithth goodwill in
accordance with previous GAAP.

However, to avoid costs that would exceed the likedpefits to users,
the IFRS prohibits restatement of goodwill for mogter adjustments
reflected in the opening IFRS balance sheet, uddgst-time adopter
elects to apply IFRS 3 retrospectively (paragragfglof the IFRS).

To minimise the possibility of double-countiag item that was included in
goodwill in accordance with previous GAAP, and is urdeld in accordance with
IFRSs either within the measurement of another amsas a deduction from a
liability, the IFRS requires an entity to test gadt recognised in its opening
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IFRS balance sheet for impairment (paragraph Ci)(@¥(the IFRS). This does

not prevent the implicit recognition of internalfjenerated goodwill that arose
after the date of the business combination. HowealierBoard concluded that an
attempt to exclude such internally generated godadvalld be costly and lead to
arbitrary results.

Some respondents to ED 1 suggested that aafampairment test should be
required only if there is a possibility of doublesnting—ie when additional,

previously unrecognised, assets relating to a pasiness combination are
recognised in the opening IFRS balance sheet (andinator of impairment is

present). However, the Board decided that a firs¢-tadopter should carry out a
formal impairment test of all goodwill recognisedita opening IFRS balance
sheet, as previous GAAP might not have requiredtateomparable rigour.

Deemed cost

Some measurements in accordance with IFRSkaserl on an accumulation of
past costs or other transaction data. If an ehtity not previously collected the
necessary information, collecting or estimatingeitrospectively may be costly.

To avoid excessive cost, ED 1 proposed that anyertitld use the fair value of

an item of property, plant and equipment at the ddttransition to IFRSs as its

deemed cost at that date if determining a costebassasurement in accordance
with IFRSs would involve undue cost or effort.

In finalising the IFRS, the Board noted thretanstructed cost data might be less
relevant to users, and less reliable, than cufentwalue data. Furthermore, the
Board concluded that balancing costs and benefissamask for the Board when
it sets accounting requirements rather than foitiemtwhen they apply those
requirements. Therefore, the IFRS permits an emtityse fair value as deemed
cost in some cases without any need to demonstndigewcost or effort.

Some expressed concerns that the use of &ire would lead to lack of
comparability. However, cost is generally equivalenfair value at the date of
acquisition. Therefore, the use of fair value asdeemed cost of an asset means
that an entity will report the same cost data ashid acquired an asset with the
same remaining service potential at the date ofttian to IFRSs. If there is any
lack of comparability, it arises from the aggregatof costs incurred at different
dates, rather than from the targeted use of fdinevas deemed cost for some
assets. The Board regarded this approach as gastdisolve the unique problem
of introducing IFRSs in a cost-effective way withodaimaging transparency.

The IFRS restricts the use of fair value asnusd cost to those assets for which
reconstructing costs is likely to be of limited béihto users and particularly
onerous: property, plant and equipment, investrpesperty (if an entity elects to
use the cost method in IAS 4fvestment Properjyand intangible assets that
meet restrictive criteria (paragraphs D5 and DheflERS).

Under the revaluation model in IAS P8operty, Plant and Equipmenif an
entity revalues an asset, it must revalue all asisethat class. This restriction
prevents selective revaluation of only those assétsse revaluation would lead
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to a particular result. Some suggested a simiktriotion on the use of fair value
as deemed cost. However, IAS BBpairment of Assetequires an impairment
test if there is any indication that an asset igaited. Thus, if an entity uses fair
value as deemed cost for assets whose fair valaboge cost, it cannot ignore
indications that the recoverable amount of othesesmay have fallen below
their carrying amount. Therefore, the IFRS doesrastrict the use of fair value
as deemed cost to entire classes of asset.

Some revaluations in accordance with previoda/s might be more relevant to
users than original cost. If so, it would not beswrable to require time-
consuming and expensive reconstruction of a cadtdbmplies with IFRSs. In
consequence, the IFRS permits an entity to use armodetermined using
previous GAAP as deemed cost for IFRSs in the follgvaases:

(a) if an entity revalued one of the assets deedriim paragraph BC44
using its previous GAAP and the revaluation met djmeticriteria
(paragraphs D6 and D7 of the IFRS).

(b) if an entity established a deemed cost in atamece with previous
GAAP for some or all assets and liabilities by meimguthem at their
fair value at one particular date because of amtewrich as a
privatisation or initial public offering (paragraj8 of the IFRS).

Paragraph D6 of the IFRS refers to revaluatitwat are broadly comparable to
fair value or reflect an index applied to a costttis broadly comparable to cost
determined in accordance with IFRSs. It may not abwhg clear whether a
previous revaluation was intended as a measurdrofdlue or differs materially
from fair value. The flexibility in this area pernsia cost-effective solution for the
unigue problem of transition to IFRSs. It allowdratftime adopter to establish a
deemed cost using a measurement that is alreadhaldlgaand is a reasonable
starting point for a cost-based measurement.

Under their previous GAAP many oil and gastierst accounted for exploration
and development costs for properties in developmeptoduction in cost centres
that include all properties in a large geographécah. (In some jurisdictions, this
is referred to as full cost accounting.) Thosetstiwill in most cases have to
determine the carrying amounts for oil and gastassethe date of transition to
IFRSs. Information about oil and gas assets recbidean accounting system
using this method of accounting will almost alwaysaba larger unit of account
than the unit of account that is acceptable unBBSk. Amortisation at the IFRS
unit of account level would also have to be cal@dafon a unit of production
basis) for each year, using a reserves base thath@nged over time because of
changes in factors such as geological understaratidgprices for oil and gas. In
many cases, particularly for older assets, thisrinhtion may not be available.
The Board was advised that even if such informaisoavailable the effort and
associated cost to determine the opening balanidée aate of transition would
usually be very high.

IFRS 1 permits an entity to measure an itémroperty, plant and equipment at
its fair value at the date of transition to IFR®&l do use that fair value as the
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item’s deemed cost at that date. Determining tivevédue of oil and gas assets is
a complex process that begins with the difficulktat estimating the volume of
reserves and resources. When the fair value amoomist be audited,
determining significant inputs to the estimates egally requires the use of
qualified external experts. For entities with marnlyamd gas assets, the use of
this fair value as deemed cost alternative would meet the Board's stated
intention of avoiding excessive cost (see paragEp#l).

The Board decided that for oil and gas adgetise development or production
phases, it would permit entities that used the ntethfoaccounting described in
paragraph BC47A under their previous GAAP to deteentire deemed cost at
the date of transition to IFRSs using an allocatibthe amount determined for a
cost centre under the entity’'s previous GAAP on Hasis of the reserves
associated with the oil and gas assets in thatceoste.

The deemed cost of oil and gas assets detednmin this way may include
amounts that would not have been capitalised inrdecee with IFRSs, such as
some overhead costs, costs that were incurred béferentity obtained legal
rights to explore a specific area (and cannot kmtalésed in accordance with
IAS 38Intangible Asse)sand, most significantly, unsuccessful exploraosts.
This is a consequence of having included thesesciostthe single carrying
amount under the method of accounting describgaiagraph BC47A. To avoid
the use of deemed costs resulting in an oil andagast being measured at more
than its recoverable amount, the Board decideddhand gas assets should be
tested for impairment at the date of transitiolFRSs.

Not all oil and gas entities used the metldddaccounting described in
paragraph BC47A under their previous GAAP. Some usednethod of
accounting that requires a unit of account thateiserally consistent with IFRSs
and does not cause similar transition issues. Towerethe Board decided that the
exemption would apply only to entities that used thethod of accounting
described in paragraph BC47A under their previous BAA

Employee benefits

If an entity elects to use the ‘corridor’ apgeh in IAS 1%Employee Benefitsull
retrospective application of IAS 19 would require #ntity to determine actuarial
gains or losses for each year since the inceptigheoplan in order to determine
the net cumulative unrecognised gains or loss#dseatiate of transition to IFRSs.
The Board concluded that this would not benefit sisand would be costly.
Therefore, the IFRS permits a first-time adopteretmognise all actuarial gains or
losses up to the date of transition to IFRSs, efdts accounting policy in
accordance with IAS 19 involves leaving some la@uarial gains and losses
unrecognised (paragraph D10 of the IFRS).
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The revision of IAS 19 in 1998 increased thygorted employee benefit liabilities
of some entities. I1AS 19 permitted entities to aiserthat increase over up to
five years. Some suggested a similar transitiamalttnent for first-time adopters.
However, the Board has no general policy of exergptiansactions occurring
before a specific date from the requirements of {eRSs (paragraph 21 of the
Preface to International Financial Reporting Standlg). Therefore, the Board
did not include a similar transitional provisiomn forst-time adopters.

An entity’s first IFRS financial statementsymaflect measurements of pension
liabilities at three dates: the reporting date, ¢he of the comparative year and
the date of transition to IFRSs. Some suggestet dh&ining three separate
actuarial valuations for a single set of financightements would be costly.

Therefore, they proposed that the Board should ppementity to use a single

actuarial valuation, based, for example, on assiomptvalid at the reporting

date, with service costs and interest costs basé¢bhoze assumptions for each of
the periods presented.

However, the Board concluded that a generamptien from the principle of
measurement at each date would conflict with the abbfe of providing
understandable, relevant, reliable and comparaftftermation for users. If an
entity obtains a full actuarial valuation at onetwo of these dates and rolls that
(those) valuation(s) forward or back to the othee@d, any such roll forward or
roll back needs to reflect material transactionsl ather material events
(including changes in market prices and interes¢s)abetween those dates
(IAS 19 paragraph 57).

Some suggested that the Board should exenfpstedime adopter from the
requirement to identify and amortise the unvestedign of past service cost at
the date of transition to IFRSs. However, this regpaent is less onerous than the
retrospective application of the corridor for actalgains and losses because it
does not require the recreation of data sincertbeption of the plan. The Board
concluded that no exemption was justified for pastise cost.

Cumulative translation differences

IAS 21The Effects of Changes in Foreign Exchange Raggsires an entity to
classify some cumulative translation differencesTP€) relating to a net
investment in a foreign operation as a separatgpoaent of equity. The entity
transfers the CTDs to the income statement on sulese disposal of the foreign
operation. The proposals in ED 1 would have permétédst-time adopter to use
the CTDs in accordance with previous GAAP as the @ee@TDs in accordance
with IFRSs if reconstructing CTDs would have involugtue cost or effort.

Some respondents to ED 1 argued that it wouldmoee transparent and
comparable to exempt an entity from the requirerteientify CTDs at the date
of transition to IFRSs, for the following reasons:

(a) An entity might know the aggregate CTDs, but hhigot know the
amount for each subsidiary. If so, it could nohsfer that amount to
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the income statement on disposal of that subsidigms would defeat
the objective of identifying CTDs as a separate ponent of equity.

(b) The amount of CTDs in accordance with previous GAmight be
inappropriate as it might be affected by adjustmenade on transition
to IFRSs to assets and liabilities of foreign éeit

The Board found these arguments persuasiverefdre, a first-time adopter need
not identify the CTDs at the date of transitionk&Ss (paragraphs D12 and D13
of the IFRS). The first-time adopter need not shbat tidentifying the CTDs
would involve undue cost or effort.

Compound financial instruments

IAS 32 requires an entity to split a compotimdncial instrument at inception
into separate liability and equity components. Eifethe liability component is
no longer outstanding, retrospective application |AS 32 would involve
separating two portions of equity. The first portignin retained earnings and
represents the cumulative interest accreted otigh#ity component. The other
portion represents the original equity componerthefinstrument.

Some respondents to ED 1 argued that separtitase two portions would be
costly if the liability component of the compoundsirument is no longer

outstanding at the date of transition to IFRSs. Buard agreed with those

comments. Therefore, if the liability componeninis longer outstanding at the
date of transition to IFRSs, a first-time adopteed not separate the cumulative
interest on the liability component from the equigmponent (paragraph D18 of
the IFRS).

Some respondents requested an exemption figuaxnd instruments even if still
outstanding at the date of transition to IFRSs. Possible approach would be to
use the fair value of the components at the dateaokition to IFRSs as deemed
cost. However, as the IFRS does not include any etiengp for financial
liabilities, the Board concluded that it would beansistent to create such an
exemption for the liability component of a compounstrument.

Investments in subsidiaries, jointly controlled ent ities and
associates

IAS 27Consolidated and Separate Financial Statemeedgiires an entity, in its
separate financial statements, to account for imsts in subsidiaries, jointly
controlled entities and associates either at cost accordance with IAS 39. For
those investments that are measured at cost, #agops version of IAS 27

(before Cost of an Investment a Subsidiary, Jointly Controlled Entity or
Associatewas issued in May 2008) required an entity to ra@®income from

the investment only to the extent the entity reediwistributions from post-
acquisition retained earnings (the ‘cost methdditributions received in excess
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of such profits were regarded as a recovery of imvest and were recognised as
a reduction in the cost of the investment.

For some jurisdictions, these aspects of EXSled to practical difficulties on
transition to IFRSs. In order to apply IAS 27 repectively, it would be
necessary:

(a) to measure the fair value of the consideratioren at the date of
acquisition; and

(b) to determine whether any dividends received feosubsidiary after its
acquisition were paid out of pre-acquisition retdirearnings, which
would reduce the carrying amount of the investmerthe subsidiary
in the parent’s separate financial statements.

If a parent held an investment in a subsidiar many years, such an exercise
might be difficult, or even impossible, and perhapstly. For example, in some
jurisdictions, entities accounted for some previagguisitions that were share-
for-share exchanges using so-called ‘merger relgef ‘group reconstruction
relief’. In this situation, the carrying amount tife investment in the parent’s
separate financial statements was based on the abwaitue of the shares given
rather than the value of the purchase considerafiois might make it difficult or
impossible to measure the fair value of the shginem.

The Board publishedost of an Investment in a Subsidiaayn exposure draft of

proposed amendments to IFRS 1, in January 2007edponse to the issues
outlined in paragraphs BC58A-BC58C, the Board psegawo exemptions from

applying the requirements of IAS 27 retrospectivabon first-time adoption of

IFRSs:

(a) an alternative approach for determining the obsn investment in a
subsidiary in the separate financial statemengspdrent; and

(b) simplification of the process for determininget pre-acquisition
retained earnings of that subsidiary.

In developing that exposure draft, the Boawhsidered three ways of
determining a deemed cost of an investment in aidisiny at the parent’s date of
transition to IFRSs in its separate financial stegets. These were:

(a) the previous GAAP cost of the investment (presiGAAP deemed
cost).
(b) the parent’s interest in the subsidiary’'s as$esds liabilities, using the

carrying amounts that IFRSs would require in the sklibry’s
statement of financial position (net asset deenost).c

(c) the fair value of the investment (fair valueeded cost).

The Board decided that the net asset deeostdption would provide relevant
information to users about the subsidiary’'s finahgiosition at the date of
transition to IFRSs and would be relatively easydatermine. The fair value
deemed cost option would provide relevant inforrratibthe date of transition to
IFRSSs, but might be more costly and difficult tdetenine.
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In some situations, the cost of an investriveatsubsidiary determined using the
previous GAAP carrying amount might bear little rebance to cost determined
in accordance with 1AS 27. Therefore, the Boardatejg the use of a deemed
cost based on the previous GAAP carrying amount.Bded proposed to allow

entities a choice between the net asset deemedandsthe fair value deemed
cost.

Respondents to the exposure draft stated ttieatprevious GAAP carrying
amount is a more appropriate deemed cost. Thedriat:

(a) a net asset deemed cost would not include golbodmdther intangible
assets that might be present in a carrying amoeteérihined in
accordance with previous GAAP. When this is the ctee net asset
deemed cost option would understate the assete @ntities for which
it is used. The resulting reduction in the carryiagount of the
investment could reduce the distributable profftthe parent.

(b) it was difficult to see why, in the light of texemption in IFRS 1 from
applying IFRS 3 retrospectively, the Board did patpose to permit
the cost of the investment in a subsidiary in adance with previous
GAAP to be used as a deemed cost. When an entitgh@skn not to
apply IFRS 3 retrospectively to a past businessbooation, it would
be logical not to require it to restate the costhef related investment
in the separate financial statements of the parent.

In the light of respondents’ comments, theafb observed that, in many
instances, neither the previous GAAP carrying amaantthe net asset deemed
cost represents ‘cost'—both numbers could be vieagehbeing equally arbitrary.

In order to reduce the cost of adopting IFRSshe parent entity’'s separate
financial statements without significantly reducirtbe benefits of those
statements, the Board decided to allow entities @icehbetween the previous
GAAP carrying amount and the fair value as deemeatl co

The Board also agreed with respondents tingitagi issues arise for investments
in associates and jointly controlled entities. Aseault, paragraph D15 of the
IFRS applies to such investments.

The Board published its revised proposalsCost of an Investment in a
Subsidiary, Jointly Controlled Entity or Associagén exposure draft of proposed
amendments to IFRS 1 and IAS 27, in December 2B@8pondents generally
supported the proposed amendments to IFRS 1. ThardBoncluded the
amendments iCost of an Investment in a Subsidiary, Jointly Callgd Entity
or Associatassued in May 2008.

In developing the December 2007 exposuret,dita Board decided to address
the simplification of the process for determinirfue tpre-acquisition retained
earnings of a subsidiary more generally throughaeendment to IAS 27 (see
paragraph 38A of IAS 27 and paragraphs BC66D-BC@blhe Basis for
Conclusions on IAS 27).
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Assets and liabilities of subsidiaries, associates and joint
ventures

A subsidiary may have reported to its parerthe previous period using IFRSs
without presenting a full set of financial statenseimt accordance with IFRSs. If
the subsidiary subsequently begins to present diahstatements that contain an
explicit and unreserved statement of compliance WiRSs, it becomes a first-

time adopter at that time. This might compel thbsidiary to keep two parallel

sets of accounting records based on different ddteansition to IFRSs, because
some measurements in accordance with the IFRS depetiet date of transition

to IFRSs.

In developing ED 1, the Board concluded thegcuirement to keep two parallel
sets of records would be burdensome and not be ibiethéd users. Therefore,
ED 1 proposed that a subsidiary would not be treated first-time adopter for
recognition and measurement purposes if the sagidias consolidated in IFRS
financial statements for the previous period anidoaners of the minority

interests consentéd.

Some respondents to ED 1 opposed the exemptiathe following grounds:

(a) The exemption would not eliminate all differemdeetween the group
reporting package and the subsidiary’s own finansfatements. The
reporting package does not constitute a full séinaincial statements,
the parent may have made adjustments to the reporimbers (for
example, if pension cost adjustments were made aibfrand the
group materiality threshold may be higher thantl@r subsidiary.

(b) The Board’'s objective of comparability betweeiffedent entities
adopting IFRSs for the first time at the same dpsragraph BC10)
should apply equally to any entity, including sulisiies, particularly
if the subsidiary’s debt or equity securities anblly traded.

However, the Board retained the exemption tsxduwill ease some practical
problems. Although the exemption does not elimirsditelifferences between the
subsidiary’s financial statements and a group iapppackage, it does reduce
them. Furthermore, the exemption does not dimittighrelevance and reliability
of the subsidiary’s financial statements becaugeiimits a measurement that is
already acceptable in accordance with IFRSs in thesdaidated financial
statements of the parent. Therefore, the Board elissinated the proposal in
ED 1 that the exemption should be conditional adbnsent of minorities.

In finalising the IFRS, the Board simplifidtetdescription of the exemption for a
subsidiary that adopts IFRSs after its parent.dcoedance with the IFRS, the
subsidiary may measure its assets and liabilitteth@ carrying amounts that
would be included in the parent’s consolidated foianstatements, based on the

In January 2008 the IASB issued an amended IAE@¥solidated and Separate Financial Statements
which amended ‘minority interests’ to ‘non-contiog interests’.
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parent's date of transition to IFRSs, if no adjustts were made for

consolidation procedures and for the effects otilrginess combination in which
the parent acquired the subsidiary. Alternativiélypay elect to measure them at
the carrying amounts required by the rest of tHeSFbased on the subsidiary’s
date of transition to IFRSs. The Board also extdnttee exemption to an

associate or joint venture that becomes a firsé-tadopter later than an entity
that has significant influence or joint control ovie(paragraph D16 of the IFRS).

However, if a parent adopts IFRSs later than a didygi the parent cannot, in its
consolidated financial statements, elect to chdfRS measurements that the
subsidiary has already used in its financial stat@s) except to adjust for

consolidation procedures and for the effects otihginess combination in which
the parent acquired the subsidiary (paragraph D1ffeofFRS).

Designation of previously recognised financial
instruments

IAS 39 permits an entity to designate, oniahirecognition only, a financial
instrument as (a) available for sale (for a finahasset) or (b) a financial asset or
financial liability at fair value through profit doss (provided the asset or liability
qualifies for such designation in accordance withageaph 9(b)(i), 9(b)(ii) or
11A of IAS 39). Despite this requirement, an entitat had already applied
IFRSs before the effective date of IAS 39 (as eli;n March 2004) may (a)
designate a previously recognised financial assevailable for sale on initial
application of IAS 39 (as revised in March 2004),(lp) designate a previously
recognised financial instrument as at fair valueulgh profit or loss in the
circumstances specified in paragraph 105B of IAST3@ Board decided that the
same considerations apply to first-time adoptertoaantities that already apply
IFRSs. Accordingly, a first-time adopter of IFRSsaymsimilarly designate a
previously recognised financial instrument in adeorce with paragraph D19 of
the IFRS. Such an entity shall disclose the falueaf the financial assets or
financial liabilities designated into each categatythe date of designation and
their classification and carrying amount in theviwas financial statements.

Share-based payment transactions

IFRS 2 Share-based Paymertontains various transitional provisions. For
example, for equity settled share-based paymeangements, IFRS 2 requires
an entity to apply IFRS 2 to shares, share optiwraher equity instruments that
were granted after 7 November 2002 and had not dedtéhe effective date of

IFRS 2. IFRS 2 is effective for annual periods begig on or after 1 January
2005. There are also transitional arrangementdidbilities arising from cash-

settled share-based payment transactions, and ddifioations of the terms or

conditions of a grant of equity instruments to whiERS 2 has not been applied,
if the modification occurs after the effective dafelFRS 2. The Board decided
that, in general, first-time adopters should bateéd in the same way as entities
that already apply IFRSs. For example, a first-tadepter should not be required
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to apply IFRS 2 to equity instruments that were tgdron or before 7 November
2002. Similarly, a first-time adopter should not regjuired to apply IFRS 2 to
equity instruments that were granted after 7 Noven2@02 if those equity
instruments vested before 1 January 2005. In addithe Board decided that a
first-time adopter should not be required to applIRS 2 to equity instruments
that were granted after 7 November 2002 if thoseitgdnstruments vested
before the date of transition to IFRSs. Similathe Board decided that a first-
time adopter should not be required to apply IFR® Zabilities arising from
cash-settled share-based payment transactionsosk thiabilities were settled
before the date of transition to IFRSs.

Changes in existing decommissioning, restoration an d
similar liabilities included in the cost of propert y, plant and
equipment

IFRIC 1 Changes in Existing Decommissioning, Restoratiord éimilar
Liabilities requires specified changes in decommissioningoratson and similar
liabilities to be added to, or deducted from, tlostoof the assets to which they
relate, and the adjusted depreciable amount toepeediated prospectively over
the remaining useful life of those assets. Retrcthge application of this
requirement at the date of transition would requare entity to construct a
historical record of all such adjustments that wchdste been made in the past. In
many cases this will not be practicable. The Bogreéed that, as an alternative to
complying with this requirement, an entity shouldgsmitted to include in the
depreciated cost of the asset, at the date ofiti@ngo IFRSs, an amount
calculated by discounting the liability at that eldiack to, and depreciating it
from, when the liability was first incurred.

BC63CA Paragraph D21 of the IFRS exempts from dggirements of IFRIC CThanges

BC63D
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in Existing Decommissioning, Restoration and Simildabilities changes in
decommissioning costs incurred before the dateaofttion to IFRSs. Use of this
exemption would require detailed calculations thatildaot be practicable for
entities that used the method of accounting desdrib paragraph BC47A under
their previous GAAP. The Board noted that adjustmémtiabilities as a result of
initial adoption of IFRSs arise from events anchsactions before the date of
transition to IFRSs and are generally recognisedtiained earnings. Therefore,
the Board decided that, for entities that usedniieéhod of accounting described
in paragraph BC47A, any adjustment for a differebetveen decommissioning,
restoration and similar liabilities measured inadance with IAS 37 and the
liability determined under the entity’s previous GAARould be accounted for in
the same manner.

Leases
IFRIC 4 Determining whether an Arrangement contains a Leaeatains

transitional provisions because the IFRIC acknowdeldthe practical difficulties
raised by full retrospective application of theekmretation, in particular the

© IASCF



IFRS 1 BC

difficulty of going back potentially many years anmdaking a meaningful
assessment of whether the arrangement satisfiedritegia at that time. The
Board decided to treat first-time adopters in thme way as entities that already
apply IFRSs.

BC63DA IFRIC 4 permits an entity to apply its regurents to arrangements existing at

the start of the earliest period for which compagatnformation is presented on
the basis of facts and circumstances existing etstart of that period. Before
adopting IFRSs, a jurisdiction might adopt a natlostandard having the same
effect as the requirements of IFRIC 4, including #ame transitional provisions.
An entity in that jurisdiction might then apply dgements having the same
effect as the requirements of IFRIC 4 to some baabngements (even if the
wording of those requirements is not identical). Hogvethe entity might apply

the requirements at a date different from the datbe transitional provisions of
IFRIC 4. IFRS 1 would require such an entity to seas that accounting
retrospectively on first-time adoption. This migksult in additional costs, with

no obvious benefits. Accordingly, the Board decidedt if a first-time adopter

made the same determination under previous GAAPagehuired by IFRIC 4

but at a date other than that required by IFRI@hdfirst-time adopter need not
reassess that determination when it adopts IFRSs.

BC63DB The Board considered a more general modificato IFRS 1. It considered

BC63E

whether to modify IFRS 1 so that entities need restssess, at the date of
transition to IFRSs, prior accounting if that premcounting permitted the same
prospective application as IFRSs with the only dédfee from IFRSs being the
effective date from when that accounting was appliedhis regard, the Board
noted that any such proposal must apply to assedsmesulting in thesame
determination, rather thasimilar determinations, because it would be too
difficult to determine and enforce what constitutessufficient degree of
similarity. The Board noted that many of the ciratamces in which this situation
might arise have been dealt with in IFRS 1 or ottt®Ss. Accordingly, the
Board decided to focus on IFRIC 4 only.

Borrowing costs

IAS 23Borrowing Costs(as revised in 2007) contains transitional pravisi
because the Board acknowledged that if an entity been following the
accounting policy of immediately recognising borrogicosts as an expense and
has not previously gathered the necessary infoomafor capitalisation of
borrowing costs, getting the information retrospegti may be costly. First-time
adopters of IFRSs face problems similar to thosefpentities that already apply
IFRSs. Moreover, although first-time adopters hiédneeoption of using fair value
as the deemed cost of an asset at the date oftivarte IFRSs, this option is not
applicable to all qualifying assets, such as ineges. Furthermore, the Board
concluded that the existence of the deemed comtroist not sufficient to justify a
more stringent requirement for the application A8123 for first-time adopters
than for entities that already apply IFRSs. A msimingent requirement for the
adoption of the capitalisation treatment could bstified when IFRS 1 was
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originally issued because capitalisation was thepgion. The requirements for
the application of mandatory capitalisation, onditeer hand, should be the same
for entities that already apply IFRSs and for fiiste adopters. Therefore, the
Board decided to amend IFRS 1, allowing first-timdopters transitional
provisions equivalent to those available to ertitieat already apply IFRSs in
paragraphs 27 and 28 of IAS 23, as revised in 2007.

Other possible exemptions rejected

The Board considered and rejected suggestiwrsther exemptions. Each such
exemption would have moved the IFRS away from a piebased approach,
diminished transparency for users, decreased caitisy over time within an
entity’s first IFRS financial statements and crdaaelditional complexity. In the
Board’s view, any cost savings generated would nek hautweighed these
disadvantages. Paragraphs BC65-BC73 discuss sothe specific suggestions
the Board considered for embedded derivatives, iiyftegtion, intangible assets
and transaction costs on financial instruments.

Embedded derivatives

IAS 39 requires an entity to account separdtel some embedded derivatives at
fair value. Some respondents to ED 1 argued thatsgective application of this
requirement would be costly. Some suggested eithreregemption from
retrospective application of this requirement, oeguirement or option to use the
fair value of the host instrument at the date ahsition to IFRSs as its deemed
cost at that date.

The Board noted that US GAAP provides an optiorthis area. Under the
transitional provisions of SFAS 138ccounting for Derivative Instruments and
Hedging Activities an entity need not account separately for someeepisting
embedded derivatives. Nevertheless, the Board wded| that the failure to
measure embedded derivatives at fair value wouldnistn the relevance and
reliability of an entity’s first IFRS financial gements. The Board also observed
that IAS 39 addresses an inability to measure abedded derivative and the
host contract separately. In such cases, IAS 3@inegjan entity to measure the
entire combined contract at fair value.

Hyperinflation

Some argued that the cost of restating firrdmstatements for the effects of
hyperinflation in periods before the date of tréingito IFRSs would exceed the
benefits, particularly if the currency is no londsmperinflationary. However, the
Board concluded that such restatement should héreelj because hyperinflation
can make unadjusted financial statements meansglesiisieading.
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Intangible assets

For the following reasons, some proposed théits&time adopter's opening
IFRS balance sheet should exclude intangible asisetst did not recognise in
accordance with previous GAAP:

(a) Using hindsight to assess retrospectively wihenrécognition criteria
for intangible assets were met could be subjectipen up possibilities
for manipulation and involve costs that might exteke benefits to
users.

(b) The benefits expected from intangible assets aften not related
directly to the costs incurred. Therefore, cagstaly the costs incurred
is of limited benefit to users, particularly if tlests were incurred in
the distant past.

(c) Such an exclusion would be consistent with thaditional provisions
in IAS 38 Intangible AssetsThese encourage (but do not require) the
recognition of intangible assets acquired in a joev business
combination that was an acquisition and prohibitré@gnition of all
other previously unrecognised intangible assets.

In many cases, internally generated intangib$sets do not qualify for
recognition in accordance with IAS 38 at the datérafisition to IFRSs because
an entity did not, in accordance with previous GAARcumulate cost
information or did not carry out contemporaneouseasments of future
economic benefits. In these cases, there is no foeeal specific requirement to
exclude those assets. Furthermore, when these adeetsot qualify for

recognition, first-time adopters will not generally, the Board’'s view, need to
perform extensive work to reach this conclusion.

In other cases, an entity may have accumulated retained sufficient
information about costs and future economic besefd determine which
intangible assets (whether internally generated coguiged in a business
combination or separately) qualify in accordancehtS 38 for recognition in
its opening IFRS balance sheet. If that informai®mvailable, no exclusion is
justified.

Some argued that fair value should be useldesed cost for intangible assets in
the opening IFRS balance sheet (by analogy withsinbas combination). ED 1
would not have permitted this. However, in finalisittge IFRS, the Board
concluded that this approach should be availabighose intangible assets for
which IFRSs already permit fair value measurememterefore, in accordance
with the IFRS, a first-time adopter may elect to teie value or some previous
GAAP revaluations of intangible assets as deemedfop#-RSs, but only if the
intangible assets meet:

(a) the recognition criteria in IAS 38 (includinglinble measurement of
original cost); and

(b) the criteria in 1AS 38 for revaluation (includj the existence of an
active market) (paragraph D7 of the IFRS).
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Transaction costs: financial instruments

To determine the amortised cost of a finaresakt or financial liability using the
effective interest method, it is necessary to deiee the transaction costs
incurred when the asset or liability was originat8dme respondents to ED 1
argued that determining these transaction costl ¢owlve undue cost or effort
for financial assets or financial liabilities omgited long before the date of
transition to IFRSs. They suggested that the Badwould permit a first-time

adopter:

(a) to use the fair value of the financial assefimancial liability at the
date of transition to IFRSs as its deemed costadtdate; or

(b) to determine amortised cost without considetingsaction costs.

In the Board’s view, the unamortised portiontrahsaction costs at the date of
transition to IFRSs is unlikely to be material forost financial assets and
financial liabilities. Even when the unamortised tfwor is material, reasonable
estimates should be possible. Therefore, the Boagated no exemption in this
area.

Retrospective designation

The Board considered practical implementadiifficulties that could arise from
the retrospective application of aspects of IAS 39:

(a) hedge accounting (paragraphs BC75-BC80);

(b) the treatment of cumulative fair value changesavailable-for-sale
financial assets at the date of transiton to IFRSs
(paragraphs BC81-BC83); and

(c) ‘day 1’ gain or loss recognition (paragraph B&3.

Hedge accounting

Before beginning their preparations for aduptlAS 39 (or a local standard

based on IAS 39), it is unlikely that most entitigsuld have adopted IAS 39’s

criteria for (a) documenting hedges at their inimeptaind (b) testing the hedges
for effectiveness, even if they intended to corgirtbe same hedging strategies
after adopting IAS 39. Furthermore, retrospectiasighation of hedges (or

retrospective reversal of their designation) cdelel to selective designation of
some hedges to report a particular result.

To overcome these problems, the transitioegliirements in IAS 39 require an
entity already applying IFRSs to apply the hedgiaguirements prospectively
when it adopts IAS 39. As the same problems arise ffirst-time adopter, the
IFRS requires prospective application by a firsidiadopter.
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ED 1 included a redrafted version of the fiteorsal provisions in IAS 39 and
relatedQuestions and Answe(Q&As) developed by the IAS 39 Implementation
Guidance Committee. The Board confirmed in the 8afsir Conclusions
published with ED 1 that it did not intend the rdting to create substantive
changes. However, in the light of responses to EDhé&, Board decided in
finalising IFRS 1 that the redrafting would not maikteeasier for first-time
adopters and others to understand and apply thesiticmal provisions and
Q&As. However, the project to improve IAS 32 and I8S resulted in certain
amendments to the transition requirements. In fdithis project incorporated
selected other Q&As (ie not on transition) into I18%. The Board therefore took
this opportunity to consolidate all the guidance fiost-time adopters in one
place, by incorporating the Q&As on transition itE&RS 1.

Some respondents to ED 1 asked the Boardtifyolvhat would happen if hedge
accounting in accordance with previous GAAP involvedding relationships of
a type that does not qualify for hedge accountingdcordance with IAS 39. The
problem can be seen most clearly for a hedge et position (macro hedge). If a
first-time adopter were to use hedge accountingsiopening IFRS balance sheet
for a hedge of a net position, this would involvine:

(a) recognising deferred debits and credits thatnat assets and liabilities
(for a fair value hedge); or

(b) deferring gains or losses in equity when thereai best, a weak link to
an underlying item that defines when they shouldraesferred to the
income statement (for a cash flow hedge).

As either of these treatments would diminish thlevance and reliability of an
entity’s first IFRS financial statements, the Boakektided that an entity should
not apply hedge accounting in its opening IFRS rmdasheet to a hedge of a net
position that does not qualify as a hedged itemadoordance with IAS 39.
However, the Board concluded that it would be readslengand consistent with
IAS 39 paragraph 13Bto permit a first-time adopter to designate adiviidual
item as a hedged item within the net position, medithat it does so no later
than the date of transition to IFRSs, to preveftdctive designation. For similar
reasons, the Board prohibited hedge accountindhénadpening IFRS balance
sheet for any hedging relationship of a type tha¢sdnot qualify for hedge
accounting in accordance with IAS 39 (see paragBfpbf the IFRS).

In 1AS 39, as revised in 2003, paragraph 133 wpkaced by paragraphs 84 and AG101.

© IASCF 33



IFRS 1 BC

BC80

BC81

BC82

34

Some respondents to ED 1 suggested that &y adopting IFRSs for the first
time in 2005 could not meet IAS 39's documentaton effectiveness criteria by
the date of transition to IFRSs (1 January 2004 rf@ny entities). Some
requested an exemption from these criteria ungillddginning of the latest period
covered by the first IFRS financial statementsguary 2005 for many entities).
However, for the following reasons, the Board did erelate an exemption in this
area:

(a) The Board’s primary objective is comparabilitythin a first-time
adopter’s first IFRS financial statements and betwd#ferent first-
time adopters switching to IFRSs at the same tiraeagraph BC10).

(b) The continuation of previous GAAP hedge accognpractices could
permit the non-recognition of derivatives or theagnition of deferred
debits and credits that are not assets and liaiilit

(c) The Board’s benchmark for cost-benefit asseatsneas an entity that
has planned the transition to IFRSs and is abtoliect the necessary
information at, or very soon after, the date ofnsition to IFRSs
(paragraph BC27). Entities should not be ‘rewardsdtoncessions if
they failed to plan for transition, nor should thature be allowed to
undermine the integrity of their opening IFRS bakarsheet. Entities
switching to IFRSs in 2005 need to have their hedgeounting
systems in place by the beginning of 2004. In tbarB’s view, that is
a challenging but achievable timetable. Entitiesparing to switch to
IFRSs in 2004 should have been aware of the impicstof IAS 39
already and the exposure draft of improvementa®39, published in
June 2002, proposed very few changes in this areadedayed
transition is not justified for these entities eith

Available-for-sale financial assets

Retrospective application of IAS 39 to ava#afudr-sale financial assets requires
a first-time adopter to recognise the cumulativie ¥alue changes in a separate
component of equity in the opening IFRS balanceeshend transfer those fair

value changes to the income statement on subsedispusal or impairment of

the asset. This could allow, for example, selectiassification of assets with

cumulative gains as available for sale (with subsagransfers to the income
statement on disposal) and assets with cumulatssetas held for trading (with

no transfers on disposal).

IAS 39 confirmed the proposal in the exposdwaft of June 2002 to give an

entity that already applies IFRSs an option to glestie any financial asset as at
fair value through profit or loss when it first ajgsl the proposed improvements.
Although this requirement could increase the risls@ective classification by

first-time adopters of the kind discussed in thevus paragraph, the Board
noted that an entity could achieve a similar rebylselective disposal of some
assets before the date of transition to IFRSs. éfbeer, the Board concluded that

© IASCF



BC83

BC83A

BC84

IFRS 1 BC

it should treat first-time adopters in the same \mayentities that already apply
IFRSs by requiring retrospective application.

Some respondents to ED 1 commented that gteo€determining the amount to
be included in a separate component of equity waKdeed the benefits.
However, the Board noted that these costs would benmal if a first-time
adopter carried the available-for-sale financialets in accordance with previous
GAAP at cost or the lower of cost and market valdgese costs might be more
significant if it carried them at fair value, butthat case it might well classify the
assets as held for trading. Therefore, the Boardemao changes to ED 1's
proposal that a first-time adopter should apply 188 retrospectively to
available-for-sale financial assets.

IFRS 1 originally required retrospective apafion of the ‘day 1’ gain or loss
recognition requirements in IAS 39 paragraph AG78&eAthe revised IAS 39

was issued, constituents raised concerns that peittge application would

diverge from the requirements of US GAAP, would béidift and expensive to

implement, and might require subjective assumptedisut what was observable
and what was not. In response to these concernBdhed decided to permit

entities to apply the requirements in the lastesgee of IAS 39 paragraph AG76
and in paragraph AG76A, in any one of the following/sva

(a) retrospectively;

(b) prospectively to transactions entered intoréf&eOctober 2002; or
(c) prospectively to transactions entered intordftdanuary 2004.
Estimates

An entity will have made estimates in accoréanith previous GAAP at the
date of transition to IFRSs. Events between that dad the reporting date for
the entity’s first IFRS financial statements mighiggest a need to change those
estimates. Some of those events might qualify asstdg events in accordance
with IAS 10 Events after the Balance Sheet Datéowever, if the entity made
those estimates on a basis consistent with IFR®sBtdard concluded that it
would be more helpful to users—and more consistetit S 8—to recognise
the revision of those estimates as income or expinthe period when the entity
made the revision, rather than in preparing thenmme IFRS balance sheet
(paragraphs 14-17 of the IFRS).

In September 2007 the IASB amended the title & I®Events after the Balance Sheet Dat&vents
after the Reporting Periocs a consequence of the revision of IASPresentation of Financial
Statements 2007.
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Comparative information

IAS 1 requires an entity to disclose compugeainformation (in accordance with
IFRSSs) for the previous period. Some suggestedalfast-time adopter should
disclose comparative information for more than previous period. For entities
that already apply IFRSs, users normally have actesfinancial statements
prepared on a comparable basis for several yeamsetrr, this is not the case for
a first-time adopter.

Nevertheless, the Board did not require a-finse adopter to present more

comparative information than IAS 1 requires, beeasisch a requirement would

impose costs out of proportion to the benefitsders, and increase the risk that
preparers might need to make arbitrary assumptioapplying hindsight.

ED 1 proposed that if the first IFRS finangtdtements include more than one
year of comparative information, the additional gamative information should
comply with IFRSs. Some respondents to ED 1 notatisbme regulators require
entities to prepare more than two years of compersti They argued the
following:

(@) A requirement to restate two years of compagatiwould impose
excessive costs and lead to arbitrary restatentkeatsmight be biased
by hindsight.

(b) Consider an entity adopting IFRSs in 2005 aliired by its regulator

to give two years of comparatives. Its date of titeorsto IFRSs would
be 1 January 2003—several months before the ptiblicaf the IFRS
and of the standards resulting from the improvemembject. This
could contradict the Board's assertion in paragrB@27 above that
most preparers could gather most information thegdnfor their
opening IFRS balance sheet at, or soon after, ae af transition to
IFRSs.

In response to these comments, the Boardedielleis proposal. Instead, if a first-
time adopter elects to give more than one yearoafparative information, the
additional comparative information need not compith IFRSs, but the IFRS
requires the entity:

(a) to label previous GAAP information prominently ot being prepared
in accordance with IFRSs.

(b) to disclose the nature of the main adjustmeht&t would make it
comply with IFRSs (paragraph 22 of the IFRS).

Some respondents to ED 1 suggested that itdwbel onerous to prepare
comparative information in accordance with IAS 32 4AS 39 about financial
instruments. They suggested that an entity shoeldable to apply IAS 39
prospectively from the beginning of the year offitst IFRS financial statements
(eg 1 January 2005 for many first-time adopterseyrnoted that US companies
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were not required to restate comparatives on thedattion of SFAS 133
Accounting for Derivative Instruments and Hedgingtivities. However, given

the Board’s emphasis on comparability within thetflFRS financial statements
(paragraph BC10) and the assumption of timely praniparagraph BC27), the
Board introduced no general exemption in this area.

Nevertheless, the Board noted that the revi&& 32 and IAS 39 were not issued
until December 2003. Additionally, the Board’s démis to re expose its
proposals for portfolio hedges of interest rat& tiad the effect that some of the
requirements will not be finalised until early 2004e Board was sympathetic to
concerns that entities that will be required to cymyth IFRSs for the first time
in 2005 could not make a timely transition to IFRf&&sause IAS 39 will not be
issued in final form until after the start of 200¢herefore, the Board decided to
exempt entities adopting IFRSs for the first timefdse 1 January 2006 from
producing comparative information that complies wi#6 32 and IAS 39, as
revised in 2003, in their first IFRS financial statents.

Historical summaries

Some entities choose, or are required, toeptem their financial statements
historical summaries of selected data coveringoperbefore the first period for
which they present full comparative information. $omrgued that an entity
should present this information in accordance withR$s, to ensure

comparability over time. However, the Board concllitleat such a requirement
would cause costs out of proportion to the benefiisers. The IFRS requires
disclosure of the nature of the main adjustmentsded to make historical

summaries included in financial statements or imdinancial reports comply

with IFRSs (paragraph 22 of the IFRS). Historicaihsuaries published outside
financial statements or interim financial reponts beyond the scope of the IFRS.

Explanation of transition to IFRSs

The IFRS requires disclosures about the effédhe transition from previous
GAAP to IFRSs. The Board concluded that such discksare essential, in the
first (annual) IFRS financial statements as wellnamterim financial reports (if
any), because they help users understand the edfettimplications of the
transition to IFRSs and how they need to change #reilytical models to make
the best use of information presented using IFRBs.required disclosures relate
to both:

(a) the most recent information published in acaomt with previous
GAAP, so that users have the most up-to-date infilomaand
(b) the date of transition to IFRSs. This is an am@nt focus of attention

for users, preparers and auditors because the rgpéRRS balance
sheet is the starting point for accounting in adaace with IFRSs.
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Paragraph 24(a) and (b) of the IFRS requieesrciliations of equity and total
comprehensive income. The Board concluded thaswseuld also find it helpful
to have information about the other adjustments #ftect the opening IFRS
balance sheet but do not appear in these recdiurita Because a reconciliation
could be voluminous, the IFRS requires disclostineaorative information about
these adjustments, as well as about adjustmentfetocash flow statement
(paragraph 25 of the IFRS).

The Board decided to require a first-time @do to include in its first IFRS
financial statements a reconciliation of total coefyensive income (or, if an
entity did not report such a total, profit or loge) accordance with previous
GAAP to total comprehensive income in accordance WRSs for the latest
period reported in accordance with previous GAAP.

The Board observed that the amendments to 1AB 2007 regarding the
presentation of income and expense might resulsars having to change their
analytical models to include both income and expetigt are recognised in
profit or loss and those recognised outside paofiioss. Accordingly, the Board
concluded that it would be helpful to those usergrovide information on the
effect and implication of the transition to IFRSe all items of income and
expense, not only those recognised in profit cs.los

The Board acknowledged that GAAP in other dlictions might not have a
notion of total comprehensive income. Accordinglydecided that an entity
should reconcile to total comprehensive incomedcoedance with IFRSs from
the previous GAAP equivalent of total comprehensiveome. The previous
GAAP equivalent might be profit or loss.

Paragraph 26 of the IFRS states that the od@iions should distinguish
changes in accounting policies from the correctibarrors. Some respondents to
ED 1 argued that complying with this requirementidduoe difficult or costly.
However, the Board concluded that both componergsiraportant and their
disclosure should be required because:

(@) information about changes in accounting pdichelps explain the
transition to IFRSs.

(b) information about errors helps users assessetiability of financial
information. Furthermore, a failure to disclose #féect of material
errors would obscure the ‘results of the stewardshipanagement, or
the accountability of management for the resoumesusted to it’
(Framework paragraph 14).

For impairment losses (and reversals) recedniis preparing the opening IFRS
balance sheet, paragraph 24(c) of the IFRS reqtlieeglisclosures that IAS 36
would require if those impairment losses (and realsjswere recognised during
the period beginning with the date of transitionE&Ss. The rationale for this
requirement is that there is inevitably subjecyivabout impairment losses. This
disclosure provides transparency about impairmesgsds recognised on
transition to IFRSs. These losses might otherwisgeive less attention than
impairment losses recognised in earlier or lateiops.
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Paragraph 30 of the IFRS requires disclosatenit the use of fair value as
deemed cost. Although the adjustment arising frbom wse of this exemption
appears in the reconciliations discussed abovs, itiore specific disclosure
highlights it. Furthermore, this exemption différem the other exemptions that
might apply for property, plant and equipment (jjweg GAAP revaluation or

event-driven fair value measurement). The latter éw@mptions do not lead to a
restatement on transition to IFRSs because thely appy if the measurement
was already used in previous GAAP financial statements

Interim financial reports

IAS 34Interim Financial Reportingstates that the interim financial report is
‘intended to provide an update on the latest cotaptet of annual financial
statements’ (paragraph 6). Thus, IAS 34 requires ldisclosure in interim
financial statements than IFRSs require in annnahtial statements. However,
an entity’s interim financial report in accordanegh IAS 34 is less helpful to
users if the entity’s latest annual financial staats were prepared using
previous GAAP than if they were prepared in accordamith IFRSs. Therefore,
the Board concluded that a first-time adopter’stfinterim financial report in
accordance with IAS 34 should include sufficienbimfiation to enable users to
understand how the transition to IFRSs affectedipusly reported annual, as
well as interim, figures (paragraphs 32 and 33 eflERS).
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Appendix
Amendments to Basis for Conclusions
on other IFRSs

This appendix contains amendments to the Basi€dmiclusions on other IFRSs that are
necessary to ensure consistency with IFRS 1 (asevn 2008).

*kkkk

The amendments contained in this appendix whendahisadlFRS1 wadssued in 2008
have been incorporated into the text of the BasisClonclusions on IFRS 6 and IASs 27
and 39 as issued at 27 November 2008.
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IFRS 3 Business Combinations
IFRIC INTERPRETATIONS

IFRIC 1 Changes in Existing Decommissioning, Restoration and
Similar Liabilities

IFRIC 4 Determining whether an Arrangement contains a Lease
LIST OF EXAMPLES

1  Estimates

Business combination

Business combination—restructuring provision

Business combination—intangible assets

ga b~ W N

Business combination—goodwill deducted from equit y and
treatment of related intangible assets

6  Business combination—subsidiary not consolidated in
accordance with previous GAAP

7  Business combination—finance lease not capitalise din
accordance with previous GAAP

8  Parent adopts IFRSs before subsidiary

9  Subsidiary adopts IFRSs before parent
10 Interim financial reporting

11 Reconciliations of equity and profit or loss

201 Changes in existing decommissioning, restoratio n and
similar liabilities

202 Determining whether an arrangement contains al  ease
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Guidance on implementing IFRS 1 First-
time Adoption of International Financial
Reporting Standards

This guidance accompanies, but is not part of, IERS

Introduction

IG1

This implementation guidance:

(a) explains how the requirements of the IFRS adewith the requirements of
some other IFRSs (paragraphs 1G2-1G62, 1G64 and5)G6This
explanation addresses those IFRSs that are me$t li& involve questions
that are specific to first-time adopters.

(b) includes an illustrative example to show howirat-time adopter might
disclose how the transition to IFRSs affectede{sorted financial position,
financial performance and cash flows, as requinegpdragraphs 24(a) and
(b), 25 and 26 of the IFRS (paragraph 1G63).

IAS 10 Events after the Reporting Period

1G2

IG3

Except as described in paragraph 1G3, an emigglies IAS 10 in determining
whether:

(a) its opening IFRS statement of financial positieflects an event that
occurred after the date of transition to IFRSs; and

(b) comparative amounts in its first IFRS finang&tements reflect an event
that occurred after the end of that comparativéoper

Paragraphs 14-17 of the IFRS require some moatlns to the principles in IAS 10
when a first-time adopter determines whether charigeestimates are adjusting or
non-adjusting events at the date of transitiorF#®3s (or, when applicable, the end of
the comparative period). Cases 1 and 2 below iiitssthose modifications. In case 3
below, paragraphs 14-17 of the IFRS do not requidifications to the principles in
IAS 10.
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@)

(b)

(©)

Case 1—Previous GAAP required estimates oflairiems for the date of
transition to IFRSs, using an accounting policyt tie consistent with
IFRSs. In this case, the estimates in accordantie \WRSs need to be
consistent with estimates made for that date iro@ence with previous
GAAP, unless there is objective evidence that trestenmates were in error
(see IAS 8Accounting Policies, Changes in Accounting Estimaded
Errors). The entity reports later revisions to thosemeates as events of the
period in which it makes the revisions, rather them adjusting events
resulting from the receipt of further evidence aboenditions that existed
at the date of transition to IFRSs.

Case 2—Previous GAAP required estimates oflaintems for the date of
transition to IFRSs, but the entity made thosenestts using accounting
policies that are not consistent with its accoumfpolicies in accordance
with IFRSs. In this case, the estimates in accaréavith IFRSs need to be
consistent with the estimates required in accorelamith previous GAAP
for that date (unless there is objective evidehe¢ those estimates were in
error), after adjusting for the difference in acoting policies. The opening
IFRS statement of financial position reflects thasfjustments for the
difference in accounting policies. As in case lg #mtity reports later
revisions to those estimates as events of the goémiavhich it makes the
revisions.

For example, previous GAAP may have required aityeiot recognise and
measure provisions on a basis consistent with IAS P3ovisions,
Contingent Liabilities and Contingent Assetxcept that the previous
GAAP measurement was on an undiscounted basisisnekample, the
entity uses the estimates in accordance with pusviBAAP as inputs in
making the discounted measurement required by IAS 3

Case 3—Previous GAAP did not require estimafesimilar items for the

date of transition to IFRSs. Estimates in accordawith IFRSs for that

date reflect conditions existing at that date. krtipular, estimates of
market prices, interest rates or foreign exchargtesr at the date of
transition to IFRSs reflect market conditions attttlate. This is consistent
with the distinction in IAS 10 between adjustingerts after the reporting
period and non-adjusting events after the repogtiripd.
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IG Example 1 Estimates

Background

Entity A’s first IFRS financial statements are #operiod that ends on 31 December 20X5 apd
include comparative information for one year. Biptevious GAAP financial statements for 31
December 20X3 and 20X4, entity A:

(@ made estimates of accrued expenses and pnuwigidhose dates;
(b) accounted on a cash basis for a defined bgmaiigion plan; and

(c) did not recognise a provision for a court caissing from events that occurred in
September 20X4. When the court case was conclud@&d dune 20X5, entity A was
required to pay CU1,00@nd paid this on 10 July 20X5.

In preparing its first IFRS financial statementstjity A concludes that its estimates in
accordance with previous GAAP of accrued expensdgpeovisions at 31 December 20X3 apd
20X4 were made on a basis consistent with its ad@ug policies in accordance with IFRSs.
Although some of the accruals and provisions tuim@do be overestimates and others to bg
underestimates, entity A concludes that its esématere reasonable and that, therefore, no
error had occurred. As a result, accounting fos¢hoverestimates and underestimates involyes
the routine adjustment of estimates in accordartte %S 8.

14

continued..

® In this guidance monetary amounts are denomiriatedrrency units (CU)".

© IASCF 45



IFRS11G

..continued
IG Example 1 Estimates

Application of requirements

In preparing its opening IFRS statement of finalhpasition at 1 January 20X4 and in its
comparative statement of financial position at ¥c@mber 20X4, entity A:

(@) does not adjust the previous estimates fouaccexpenses and provisions; and

(b) makes estimates (in the form of actuarial aggioms) necessary to account for the
pension plan in accordance with IAS Efployee Benefit&Entity A’s actuarial
assumptions at 1 January 20X4 and 31 December 80Xt reflect conditions that
arose after those dates. For example, entity A’s:

0] discount ates at 1 January 20X4 and 31 December 20X4 fguehsion plan an
for provisions reflect market conditions at thosged; and

(i)  actuarial assumptions at 1 January 20X4 an®8tember 20X4 about future
employee turnover rates do not reflect conditidvas arose after those dates—
such as a significant increase in estimated emplaymover rates as a result df a
curtailment of the pension plan in 20X5.

The treatment of the court case at 31 December 2ig¢énds on the reason why entity A dig
not recognise a provision in accordance with presiGAAP at that date.

Assumption 1 — Previous GAAP was consistent with IAS Bibvisions, Contingent Liabilities
and Contingent AssetEntity A concluded that the recognition critewrare not met. In this
case, entity A's assumptions in accordance withfS&RBre consistent with its assumptions in
accordance with previous GAAP. Therefore, entitgid®es not recognise a provision at 31
December 20X4.

Assumption 2 — Previous GAAP was not consistent with IAS 37eiHfore, entity A develops
estimates in accordance with 1AS 37. Under IAS&8ventity determines whether an obligatipn
exists at the end of the reporting period by takingount of all available evidence, including
any additional evidence provided by events after#porting period. Similarly, in accordancg
with IAS 10Events after the Reporting Peridthe resolution of a court case after the repgrt
period is an adjusting event after the reportingopkif it confirms that the entity had a present
obligation at that date. In this instance, the lkgg&m of the court case confirms that entity A
had a liability in September 20X4 (when the evemmisurred that gave rise to the court case)
Therefore, entity A recognises a provision at 3tdémber 20X4. Entity A measures that
provision by discounting the CU1,000 paid on 1¢/ R@X5 to its present value, using a
discount rate that complies with IAS 37 and reeuiarket conditions at 31 December 20X4|

>
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Paragraphs 14-17 of the IFRS do not overrideirements in other IFRSs that base
classifications or measurements on circumstancéstirex at a particular date.
Examples include:

(a) the distinction between finance leases andatipgr leases (see IAS 17
Lease},
(b) the restrictions in IAS 3®tangible Assetshat prohibit capitalisation of

expenditure on an internally generated intangilsleetiif the asset did not
qualify for recognition when the expenditure waslimed; and

(c) the distinction between financial liabilitiesidh equity instruments (see
IAS 32Financial Instruments: Presentatipn

IAS 12 Income Taxes

IG5

1G6

An entity applies IAS 12 to temporary differesdetween the carrying amount of the
assets and liabilities in its opening IFRS statanedriinancial position and their tax
bases.

In accordance with IAS 12, the measurementuofent and deferred tax reflects tax
rates and tax laws that have been enacted or stibsts enacted by the end of the
reporting period. An entity accounts for the effetthanges in tax rates and tax laws
when those changes are enacted or substantivetyeeha

IAS 16 Property, Plant and Equipment

IG7

IG8

If an entity’s depreciation methods and ratesécordance with previous GAAP are
acceptable in accordance with IFRSs, it accountafy change in estimated useful
life or depreciation pattern prospectively from whemakes that change in estimate
(paragraphs 14 and 15 of the IFRS and paragrapf 6AS 16). However, in some
cases, an entity's depreciation methods and ratasdordance with previous GAAP
may differ from those that would be acceptable atoadance with IFRSs (for
example, if they were adopted solely for tax pugsoand do not reflect a reasonable
estimate of the asset’s useful life). If those etiinces have a material effect on the
financial statements, the entity adjusts accumdldtpreciation in its opening IFRS
statement of financial position retrospectivelytisat it complies with IFRSs.

An entity may elect to use one of the followaigounts as the deemed cost of an item
of property, plant and equipment:

(a) fair value at the date of transition to IFRBar@graph D5 of the IFRS), in
which case the entity gives the disclosures reduie paragraph 30 of the
IFRS;
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1G9

IG10

IG11

1G12

IG13
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(b) a revaluation in accordance with previous GARRt meets the criteria in
paragraph D6 of the IFRS;
(c) fair value at the date of an event such asiwafsation or initial public

offering (paragraph D8 of the IFRS); or

(d) an allocation of an amount determined undeviptes GAAP that meets the
criteria in paragraph D8A of the IFRS.

Subsequent depreciation is based on that deewstdand starts from the date for
which the entity established the deemed cost.

If an entity chooses as its accounting pali®yrevaluation model in IAS 16 for some
or all classes of property, plant and equipmergrésents the cumulative revaluation
surplus as a separate component of equity. Thduai@n surplus at the date of
transition to IFRSs is based on a comparison ofcreying amount of the asset at
that date with its cost or deemed cost. If the d=koost is the fair value at the date of
transition to IFRSs, the entity gives the disclesurequired by paragraph 30 of the
IFRS.

If revaluations in accordance with previous AAAdid not satisfy the criteria in
paragraph D6 or D8 of the IFRS, an entity meastiresevalued assets in its opening
statement of financial position on one of the faflog bases:

(a) cost (or deemed cost) less any accumulated ediegipn and any
accumulated impairment losses under the cost niodAalS 16;

(b) deemed cost, being the fair value at the ddtdransition to IFRSs
(paragraph D5 of the IFRS); or

(c) revalued amount, if the entity adopts the nesibn model in IAS 16 as its

accounting policy in accordance with IFRSs forit@s of property, plant
and equipment in the same class.

IAS 16 requires each part of an item of propgylant and equipment with a cost that
is significant in relation to the total cost of titem to be depreciated separately.
However, IAS 16 does not prescribe the unit of meaor recognition of an asset, ie
what constitutes an item of property, plant andigment. Thus, judgement is

required in applying the recognition criteria to emtity’s specific circumstances (see
IAS 16 paragraphs 9 and 43).

In some cases, the construction or commissipof an asset results in an obligation
for an entity to dismantle or remove the assetrastbre the site on which the asset
stands. An entity applies IAS Frovisions, Contingent Liabilities and Contingent
Assetsin recognising and measuring any resulting provisiThe entity applies

IAS 16 in determining the resulting amount includedhe cost of the asset, before
depreciation and impairment losses. Items suctepsediation and, when applicable,
impairment losses cause differences between thgimgramount of the liability and
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the amount included in the carrying amount of tlssea An entity accounts for
changes in such liabilities in accordance with EERL Changes in Existing

Decommissioning, Restoration and Similar Liabisti¢tlowever, paragraph D21 of
IFRS 1 provides an exemption for changes that oedubefore the date of transition
to IFRSs, and prescribes an alternative treatmérgrevthe exemption is used. An
example of the first-time adoption of IFRIC 1, whhidllustrates the use of this
exemption, is given at paragraphs 1G201-1G203.

IAS 17 Leases

1G14

IG15

IG16

At the date of transition to IFRSs, a lessedessor classifies leases as operating
leases or finance leases on the basis of circuoesagxisting at the inception of the
lease (IAS 17, paragraph 13). In some cases, Hsedeand the lessor may agree to
change the provisions of the lease, other tharebgwing the lease, in a manner that
would have resulted in a different classificationaiccordance with IAS 17 had the
changed terms been in effect at the inception ®id¢hse. If so, the revised agreement
is considered as a new agreement over its term.eMeny changes in estimates (for
example, changes in estimates of the economicolifef the residual value of the
leased property) or changes in circumstances ameple, default by the lessee) do
not give rise to a new classification of a lease.

When IAS 17 was revised in 1997, the net dagbhstment method for recognising
finance income of lessors was eliminated. IAS 1iimits finance lessors to eliminate
this method prospectively. However, the transitiopeovisions in IAS 17 do not
apply to an entity’s opening IFRS statement offfitial position (paragraph 9 of the
IFRS). Therefore, a finance lessor measures findgase receivables in its opening
IFRS statement of financial position as if the oash investment method had never
been permitted.

SIC-150perating Leases—Incentivepplies to lease terms beginning on or after
1 January 1999. However, a first-time adopter a&sp8IC-15 to all leases, whether
they started before or after that date.

IAS 18 Revenue

IG17

If an entity has received amounts that doyesotqualify for recognition as revenue in
accordance with IAS 18 (for example, the procedds sale that does not qualify for
revenue recognition), the entity recognises thewan®oreceived as a liability in its
opening IFRS statement of financial position andsnees that liability at the amount
received.
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IAS 19 Employee Benefits

IG18

IG19

1G20

1G21

At the date of transition to IFRSs, an endipplies IAS 19 in measuring net employee
benefit assets or liabilities under defined beréins, but it may elect to recognise all
cumulative actuarial gains or losses from the itioepof the plan until the date of
transition to IFRSs even if its accounting poliey accordance with IAS 19 will
involve leaving some later actuarial gains anddessnrecognised (paragraph D10 of
the IFRS). The transitional provisions in IAS 19 mmt apply to an entity’s opening
IFRS statement of financial position (paragrapti the IFRS).

An entity's actuarial assumptions at the ddtransition to IFRSs are consistent with
actuarial assumptions made for the same date iorédaoce with previous GAAP

(after adjustments to reflect any difference incacting policies), unless there is
objective evidence that those assumptions wereror €paragraph 14 of the IFRS).
The impact of any later revisions to those assuwmngtis an actuarial gain or loss of
the period in which the entity makes the revisions.

An entity may need to make actuarial assumptiat the date of transition to IFRSs
that were not necessary in accordance with itsipuev GAAP. Such actuarial
assumptions do not reflect conditions that aroser #iie date of transition to IFRSs.
In particular, discount rates and the fair valuplah assets at the date of transition to
IFRSs reflect market conditions at that date. Sirlyl the entity's actuarial
assumptions at the date of transition to IFRSs efuture employee turnover rates do
not reflect a significant increase in estimated leyge turnover rates as a result of a
curtailment of the pension plan that occurred after date of transition to IFRSs
(paragraph 16 of the IFRS).

In many cases, an entity’s first IFRS finahstatements will reflect measurements of
employee benefit obligations at three dates: thieadrihe first IFRS reporting period,
the date of the comparative statement of finarmiaition and the date of transition to
IFRSs. IAS 19 encourages an entity to involve difig@ actuary in the measurement
of all material post-employment benefit obligatiom® minimise costs, an entity may
request a qualified actuary to carry out a detadletiarial valuation at one or two of
these dates and roll the valuation(s) forward akha the other date(s). Any such roll
forward or roll back reflects any material trangaws and other material events
(including changes in market prices and interetdsjabetween those dates (IAS 19
paragraph 57).

IAS 21 The Effects of Changes in Foreign Exchange Rates

IG21A  An entity may, in accordance with previous &A have treated goodwill arising on

50

the acquisition of a foreign operation and any failue adjustments to the carrying
amounts of assets and liabilities arising on thyuesition of that foreign operation as
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assets and liabilities of the entity rather thanaasets and liabilities of the foreign
operation. If so, the entity is permitted to applpspectively the requirements of
paragraph 47 of IAS 21 to all acquisitions occugrafter the date of transition to
IFRSs.

IFRS 3 Business Combinations

1G22

The following examples illustrate the effeE®@pendix C of the IFRS, assuming that
a first-time adopter uses the exemption.

IG Example 2 Business combination

Background

Entity B’s first IFRS financial statements are &operiod that ends on 31 Decembe
20X5 and include comparative information for 20X#yo On 1 July 20X1, entity B
acquired 100 per cent of subsidiary C. In accordanith its previous GAAP,
entity B:

@)
(b)

(©

=

classified the business combination as an aitiui by entity B.

measured the assets acquired and liabilitiesnasd at the following amounts
in accordance with previous GAAP at 31 December2(¥ate of transition
to IFRSs):

0] identifiable assets less liabilities for whifFRSs require cost-based
measurement at a date after the business combin&id200 (with a
tax base of CU150 and an applicable tax rate qfe3Gent).

(i) pension liability (for which the present valoéthe defined benefit
obligation measured in accordance with IASEtAployee Benefiis
CU130 and the fair value of plan assets is CU1G0{because entity
B used a pay as you go cash method of accountingeftsions in
accordance with its previous GAAP). The tax basthefpension
liability is also nil.

(i)  goodwill: CU180.

did not, at the acquisition date, recognisestefl tax arising from temporar
differences associated with the identifiable asaetgiired and liabilities
assumed.

continued.
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..continued
IG Example 2 Business combination

Application of requirements
In its opening (consolidated) IFRS statement ddifficial position, entity B:

@)

(b)

(©

(d)

(€)

()

classifies the business combination as an sitigui by entity B even if the
business combination would have qualified in acaboe with IFRS 3 as a
reverse acquisition by subsidiary C (paragraph Jodf(¢he IFRS).

does not adjust the accumulated amortisatiayootiwill. Entity B tests the
goodwill for impairment in accordance with IAS Bfpairment of Assetsnd
recognises any resulting impairment loss, basecbaditions that existed at
the date of transition to IFRSs. If no impairmexists, the carrying amount
of the goodwill remains at CU180 (paragraph C4fghe IFRS).

for those net identifiable assets acquiredabich IFRSs require cost-based
measurement at a date after the business combinagats their carrying
amount in accordance with previous GAAP immediaddtgr the business
combination as their deemed cost at that date gpaph C4(e) of the IFRS).

does not restate the accumulated depreciatidramortisation of the net
identifiable assets in (c), unless the depreciati@thods and rates in
accordance with previous GAAP result in amounts diféer materially from
those required in accordance with IFRSs (for examipthey were adopted
solely for tax purposes and do not reflect a realSlenestimate of the asset’s
useful life in accordance with IFRSs). If no suebtatement is made, the
carrying amount of those assets in the opening I8®ment of financial
position equals their carrying amount in accordamitle previous GAAP at
the date of transition to IFRSs (CU200) (paragrépn).

if there is any indication that identifiablesats are impaired, tests those
assets for impairment, based on conditions thatexiat the date of
transition to IFRSs (see IAS 36).

recognises the pension liability, and measitiest the present value of the
defined benefit obligation (CU130) less the failuesof the plan assets
(CU100), giving a carrying amount of CU30, with@responding debit of
CU30 to retained earnings (paragraph C4(d) of EfRsS)). However, if
subsidiary C had already adopted IFRSs in an eqdigod, entity B would
measure the pension liability at the same amouint ssbsidiary C’s
financial statements (paragraph D17 of the IFRSI@Bxample 9).

continued..
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..continued
IG Example 2 Business combination

(9) recognises a net deferred tax liability of C{@&J20 at 30 per cent) arising
from:

0] the taxable temporary difference of CU50 (CU2&8s CU150)
associated with the identifiable assets acquirednam-pension
liabilities assumed, less

(i) the deductible temporary difference of CU30J&D less nil) associatgd

with the pension liability.

The entity recognises the resulting increase irdgferred tax liability as a
deduction from retained earnings (paragraph C4{)eIFRS). If a taxable
temporary difference arises from the initial recitign of the goodwiill,
entity B does not recognise the resulting defetagdiability (paragraph 15(
of IAS 12Income Taxe).

IG Example 3 Business combination—restructuring p rovision

Background

Entity D’s first IFRS financial statements are &éperiod that ends on 31 Decembé
20X5 and include comparative information for 20X#yo On 1 July 20X3, entity D
acquired 100 per cent of subsidiary E. In accordamith its previous GAAP,
entity D recognised an (undiscounted) restructupirgyision of CU100 that would
not have qualified as an identifiable liabilityagcordance with IFRS 3. The
recognition of this restructuring provision incredgjoodwill by CU100. At

31 December 20X3 (date of transition to IFRSs)ityi:

(@ had paid restructuring costs of CU60; and

(b) estimated that it would pay further costs of40Uin 20X4, and that the effeg
of discounting were immaterial. At 31 December 20¥®se further costs d
not qualify for recognition as a provision in acgance with IAS 37
Provisions, Contingent Liabilities and Contingerssats

continued.

=
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..continued
IG Example 3 Business combination—restructuring p rovision

Application of requirements

In its opening IFRS statement of financial positientity D:
(a) does not recognise a restructuring provisi@amngg@raph C4(c) of the IFRS).

(b) does not adjust the amount assigned to goadwalvever, entity D tests the
goodwill for impairment in accordance with IAS Bfipairment of Assetsnd
recognises any resulting impairment loss (paragtg(g) of the IFRS).

(c) as a result of (a) and (b), reports retained egsiin its opening IFRS statem
of financial position that are higher by CU40 (lrefincome taxes, and befor
recognising any impairment loss) than in the staterf financial position at
the same date in accordance with previous GAAP.

1%

IG Example 4 Business combination—intangible asse  ts

Background

Entity F's first IFRS financial statements are operiod that ends on 31 December
20X5 and include comparative information for 20X#yo On 1 July 20X1 entity F
acquired 75 per cent of subsidiary G. In accordaviteits previous GAAP, entity F
assigned an initial carrying amount of CU200 taugible assets that would not hay
qualified for recognition in accordance with IAS B8angible AssetsThe tax base of]
the intangible assets was nil, giving rise to adef tax liability (at 30 per cent) of
CU60.

On 31 December 20X3 (the date of transition to IRBe carrying amount of the
intangible assets in accordance with previous GAvaB CU160, and the carrying
amount of the related deferred tax liability was48U430 per cent of CU160).

Application of requirements

Because the intangible assets do not qualify foogeition as separate assets in
accordance with IAS 38, entity F transfers thergdodwill, together with the related
deferred tax liability (CU48) and non-controllingtérests (paragraph C4(g)(i) of the
IFRS). The related non-controlling interests amdan®U28 (25 per cent of [CU160
CU48 = CU112)). Thus, the increase in goodwill Is83—intangible assets (CU160
less deferred tax liability (CU48) less non-coring) interests (CU28).

Entity F tests the goodwill for impairment in acdance with IAS 38mpairment of
Assetand recognises any resulting impairment loss, basembnditions that existed
the date of transition to IFRSs (paragraph C4(gdfithe IFRS).

~
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IG Example 5 Business combination—goodwill deduct ed from equity
and treatment of related intangible assets

Background

Entity H acquired a subsidiary before the datearidition to IFRSs. In accordance
with its previous GAAP, entity H:

@
(b)

(©

Application of requirements

In its opening IFRS statement of financial positientity H:

@)

(b)

(©

recognised goodwill as an immediate deductiomfequity;

recognised an intangible asset of the subsidiet does not qualify for
recognition as an asset in accordance with IAS&hgible Assetsand

did not recognise an intangible asset of thessliary that would qualify in
accordance with IAS 38 for recognition as an agstte financial statementg
of the subsidiary. The subsidiary held the asstteatate of its acquisition b
entity H.

does not recognise the goodwill, as it didreabgnise the goodwill as an ag
in accordance with previous GAAP (paragraph C4{ypf(the IFRS).

does not recognise the intangible asset thed dot qualify for recognition as
an asset in accordance with IAS 38. Because éititgducted goodwill from
equity in accordance with its previous GAAP, thienglation of this intangibl
asset reduces retained earnings (paragraph Cx@)(iie IFRS).

recognises the intangible asset that qualifiexcordance with IAS 38 for
recognition as an asset in the financial statem&fritse subsidiary, even
though the amount assigned to it in accordance preghious GAAP in entity
H’s consolidated financial statements was nil (geaph C4(f) of the IFRS).
The recognition criteria in IAS 38 include the dahility of a reliable
measurement of cost (paragraphs IG45-1G48) antyéhtineasures the ass
at cost less accumulated depreciation and lesggrgirment losses identifie]
in accordance with IAS 3Bnpairment of Asset8ecause entity H deducted
goodwill from equity in accordance with its previo@AAP, the recognition
this intangible asset increases retained earnpaysaigraph C4(c)(ii) of the
IFRS). However, if this intangible asset had badrssmed in goodwill
recognised as an asset in accordance with pre@ausP, entity H would
have decreased the carrying amount of that goodwdbrdingly (and, if
applicable, adjusted deferred tax and non-contiilnterests)

(paragraph C4(g)(i) of the IFRS).

set

7
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IG Example 6 Business combination—subsidiary not consolidated in
accordance with previous GAAP

Background

Parent J's date of transition to IFRSs is 1 Jan@8X4. In accordance with its
previous GAAP, parent J did not consolidate itp@bcent subsidiary K, acquired i
a business combination on 15 July 20X1. On 1 J3m2@X4:

(@) the cost of parent J's investment in subsidkary CU180.

(b) in accordance with IFRSs, subsidiary K wouldasee its assets at CU500

=

On this basis, subsidiary K's net assets are Cli2@@cordance with IFRSs.

Application of requirements

1 January 20X4 includes:

(a) subsidiary K’s assets at CU500 and liabiliae€U300;

(b) non-controlling interests of CU50 (25 per cehfCU500 — CU300]); and

(c) goodwill of CU30 (cost of CU180 less 75 pertoeifCU500 — CU300])
(paragraph C4(j) of the IFRS). Parent J tests tuelgill for impairment in
accordance with IAS 3Bnpairment of Assend recognises any resulting
impairment loss, based on conditions that existedeadate of transition to
IFRSs (paragraph C4(g)(ii) of the IFRS).

IG Example 7 Business combination—finance lease n ot capitalised in
accordance with previous GAAP

Background

Parent L’s date of transition to IFRSs is 1 Jan2a¥4. Parent L acquired subsidiar
M on 15 January 20X1 and did not capitalise subsjd\I’s finance leases. If
subsidiary M prepared financial statements in at&oce with IFRSs, it would
recognise finance lease obligations of 300 ancetbassets of 250 at 1 January 20X

Application of requirements

In its consolidated opening IFRS statement of fam@mposition, parent L recognises
finance lease obligations of CU300 and leased ae$€2U250, and charges CU50 t

retained earnings (paragraph C4(f)).

and its liabilities (including deferred tax in acdance with IAS 12) at CU300.

Parent J consolidates subsidiary K. The consoliisttement of financial position fit

o
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IAS 23 Borrowing Costs

1G23 On first adopting IFRSs, an entity begins tdjging borrowing costs (IAS 23 as
revised in 2007). In accordance with paragraph 8f2Be IFRS, an entity:

(a) capitalises borrowing costs relating to qualifly assets for which the
commencement date for capitalisation is on or dftédanuary 2009 or the
date of transition to IFRSs (whichever is later);

(b) may elect to designate any date before 1 Jan2@09 or the date of
transition to IFRSs (whichever is later) and toitaise borrowing costs
relating to all qualifying assets for which the goencement date for
capitalisation is on or after that date.

However, if the entity established a deemed costafo asset, the entity does not
capitalise borrowing costs incurred before the dafethe measurement that
established the deemed cost.

1G24 IAS 23 requires disclosure of interest cajgta during the period. Neither IAS 23
nor the IFRS requires disclosure of the cumulativeunt capitalised.

1G25 [Deleted]

IAS 27 Consolidated and Separate Financial Statements

1G26 A first-time adopter consolidates all subgidia (as defined in IAS 27), unless IAS 27
requires otherwise.

1G27 If a first-time adopter did not consolidates@bsidiary in accordance with previous
GAAP, then:

(a) in its consolidated financial statements, ih&-fime adopter measures the
subsidiary's assets and liabilities at the sameyiray amounts as in the
IFRS financial statements of the subsidiary, aftadjusting for
consolidation procedures and for the effects oflthginess combination in
which it acquired the subsidiary (paragraph D17tleé IFRS). If the
subsidiary has not adopted IFRSs in its finandiatesnents, the carrying
amounts described in the previous sentence are tthag IFRSs would
require in those financial statements (paragrapfj) 6#the IFRS).

(b) if the parent acquired the subsidiary in a bess combination before the
date of transition to IFRS, the parent recognisesdwill, as explained in
IG Example 6.

(c) if the parent did not acquire the subsidiaryainbusiness combination

because it created the subsidiary, the parentmuagcognise goodwill.
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1G29
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When a first-time adopter adjusts the carnangpunts of assets and liabilities of its
subsidiaries in preparing its opening IFRS staténoérfinancial position, this may
affect non-controlling interests and deferred tax.

IG Examples 8 and 9 illustrate paragraphs Br@® D17 of the IFRS, which address

cases where a parent and its subsidiary beconteifivs adopters at different dates.

IG Example 8 Parent adopts IFRSs before subsidiar vy

Background

Parent N presents its (consolidated) first IFR@ritial statements in 20X5. Its
foreign subsidiary O, wholly owned by parent N sifiermation, prepares

information in accordance with IFRSs for internahsolidation purposes from thaf
date, but subsidiary O does not present its B3 financial statements until 20X} .

Application of requirements

If subsidiary O applies paragraph D16(a) of theSFRie carrying amounts of its
assets and liabilities are the same in both iteimgel FRS statement of financial
position at 1 January 20X6 and parent N's constddlatatement of financial
position (except for adjustments for consolidatiwocedures) and are based on
parent N’s date of transition to IFRSs.

Alternatively, subsidiary O may, in accordance vgtragraph D16(b) of the IFRS
measure all its assets or liabilities based oavits date of transition to IFRSs

(1 January 20X6). However, the fact that subsid@iyecomes a first-time adopte
in 20X7 does not change the carrying amounts @fsgets and liabilities in parent
N’s consolidated financial statements.
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IG Example 9 Subsidiary adopts IFRSs before paren t

Background

Parent P presents its (consolidated) first IFR8rfaial statements in 20X7. Its forei
subsidiary Q, wholly owned by parent P since foramgtpresented its first IFRS
financial statements in 20X5. Until 20X7, subsigi&r prepared information for
internal consolidation purposes in accordance péttent P’'s previous GAAP.

Application of requirements

The carrying amounts of subsidiary Q’s assets mhbdities at 1 January 20X6 are {|
same in both parent P’s (consolidated) opening IER&ment of financial position
and subsidiary Q’s financial statements (exceptfijustments for consolidation
procedures) and are based on subsidiary Q’s datardition to IFRSs. The fact tha|
parent P becomes a firsitae adopter in 20X7 does not change those caringunts
(paragraph D17 of the IFRS).

pn

—

Paragraphs D16 and D17 of the IFRS do notrimleethe following requirements:

(a) to apply Appendix C of the IFRS to assets aegijiand liabilities assumed,
in a business combination that occurred before abeuirer's date of

transition to IFRSs. However, the acquirer apppesagraph D17 to ne

W

assets acquired, and liabilities assumed, by theigee after that business
combination and still held at the acquirer’s ddt&ansition to IFRSs.

(b) to apply the rest of the IFRS in measuringaaliets and liabilities for which
paragraphs D16 and D17 are not relevant.

(c) to give all disclosures required by the IFRSo&ghe first-time adopter’s

own date of transition to IFRSs.

Paragraph D16 of the IFRS applies if a subsjdbecomes a first-time adopter later
than its parent, for example if the subsidiary presly prepared a reporting package

in accordance with IFRSs for consolidation purpdseisdid not present a full set

of

financial statements in accordance with IFRSs. Ty be relevant not only when a
subsidiary’'s reporting package complies fully witle recognition and measurement
requirements of IFRSs, but also when it is adjustedtrally for matters such as
review of events after the reporting period andrmedmllocation of pension costs. For

the disclosure required by paragraph 26 of the |RRIfistments made centrally to
unpublished reporting package are not correctiéresrors. However, paragraph D

an
16

does not permit a subsidiary to ignore misstatem¢hat are immaterial to the
consolidated financial statements of its parent material to its own financial

statements.

© IASCF 59



IFRS11G

IAS 29 Financial Reporting in Hyperinflationary Economies

1G32

IG33

IG34

An entity complies with IAS 2The Effects of Changes in Foreign Exchange Rates
determining its functional currency and presentatmurrency. When the entity
prepares its opening IFRS statement of financiaitipm, it applies IAS 29 to any
periods during which the economy of the functiotiairency or presentation currency
was hyperinflationary.

An entity may elect to use the fair value ofiem of property, plant and equipment
at the date of transition to IFRSs as its deematl @bthat date (paragraph D5 of the
IFRS), in which case it gives the disclosures negliby paragraph 30 of the IFRS.

If an entity elects to use the exemptionsaragraphs D5-D8 of the IFRS, it applies
IAS 29 to periods after the date for which the tegd amount or fair value was
determined.

IAS 32 Financial Instruments: Presentation

IG35

IG36

In its opening IFRS statement of financial ipos, an entity applies the criteria in
IAS 32 to classify financial instruments issued (components of compound
instruments issued) as either financial liabilit@sequity instruments in accordance
with the substance of the contractual arrangemdr@nvihe instrument first satisfied
the recognition criteria in IAS 32 (paragraphs 18 &80), without considering events
after that date (other than changes to the terrtiseoihstruments).

For compound instruments outstanding at tite d& transition to IFRSs, an entity
determines the initial carrying amounts of the comgmts on the basis of
circumstances existing when the instrument wase$gUAS 32 paragraph 30). An
entity determines those carrying amounts usingvéteion of IAS 32 effective at the
end of its first IFRS reporting period. If the liily component is no longer
outstanding at the date of transition to IFRSsyst-fime adopter need not separate
the initial equity component of the instrument fréne cumulative interest accreted
on the liability component (paragraph D18 of thREj.

IAS 34 Interim Financial Reporting

IG37

60

IAS 34 applies if an entity is required, oeak, to present an interim financial report
in accordance with IFRSs. Accordingly, neither I88 nor the IFRS requires an
entity:

(a) to present interim financial reports that comnpith IAS 34; or
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(b) to prepare new versions of interim financialags presented in accordance
with previous GAAP. However, if an entity does psp an interim
financial report in accordance with IAS 34 for pafthe period covered by
its first IFRS financial statements, the entity tatss the comparative
information presented in that report so that it pbes with IFRSs.

IG38 An entity applies the IFRS in each interimaficial report that it presents in
accordance with 1AS 34 for part of the period cexdeby its first IFRS financial
statements. In particular, paragraph 32 of the IFB§uires an entity to disclose
various reconciliations (see IG Example 10).

IG Example 10 Interim financial reporting

Background

Entity R’s first IFRSfinancial statements are for a period that end3lobecember 20X5, ar
its first interim financial report in accordancetiwlAS 34 is for the quarter ended 31

March 20X5. Entity R prepared previous GAAP anrfir@ncial statements for the year engled
31 December 20X4, and prepared quarterly reportaitfihout 20X4 .

Application of requirements

In each quarterly interim financial report for 20X&ntity R includes reconciliations of:

(a) its equity in accordance with previous GAARMet end of the comparable quarter of
20X4 to its equity in accordance with IFRSs at thate; and

(b) its total comprehensive income (or, if it diotmeport such a total, profit or loss) in
accordance with previous GAAP for the comparablerigu of 20X4 (current and year
to date) to its total comprehensive income in agdance with IFRSs.

In addition to the reconciliations required by &ad (b) and the disclosures required by
IAS 34, entity R’s interim financial report for thiest quarter of 20X5 includes reconciliatiops
of (or a cross-reference to another published dectthat includes these reconciliations):

(@ its equity in accordance with previous GAAH dianuary 20X4 and 31 December
20X4 to its equity in accordance with IFRSs at ¢hdates; and

(b) its total comprehensive income (or, if it diok meport such a total, profit or loss) for
20X4 in accordance with previous GAAP to its tataimprehensive income for 20X4
in accordance with IFRSs.

Each of the above reconciliations gives sufficisiiail to enable users to understand the
material adjustments to the statement of finargaaition and statement of comprehensive
income. Entity R also explains the material adj@sita to the statement of cash flows.

continued.
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..continued
IG Example 10 Interim financial reporting

If entity R becomes aware of errors made in acaareavith previous GAAP, the
reconciliations distinguish the correction of theseors from changes in accounting
policies.

If entity R did not, in its most recent annual ficéal statements in accordance with
previous GAAP, disclose information material tousndlerstanding of the current
interim period, its interim financial reports fod25 disclose that information or
include a cross-reference to another publishedmeantithat includes it
(paragraph 33 of the IFRS).

IAS 36 Impairment of Assets and IAS 37 Provisions,
Contingent Liabilities and Contingent Assets

IG39

1G40

1G41

62

An entity applies IAS 36 in:

(a) determining whether any impairment loss exdstthe date of transition to
IFRSSs; and
(b) measuring any impairment loss that exists at ttate, and reversing any

impairment loss that no longer exists at that dAte.entity’s first IFRS
financial statements include the disclosures th# 136 would have
required if the entity had recognised those impairtiosses or reversals in
the period beginning with the date of transitionR&®Ss (paragraph 24(c)
of the IFRS).

The estimates used to determine whether dty eatognises an impairment loss or
provision (and to measure any such impairment msgrovision) at the date of
transition to IFRSs are consistent with estimategerfor the same date in accordance
with previous GAAP (after adjustments to reflecty agifference in accounting
policies), unless there is objective evidence ttheise estimates were in error
(paragraphs 14 and 15 of the IFRS). The entity ntlgpthe impact of any later
revisions to those estimates as an event of thiegr which it makes the revisions.

In assessing whether it needs to recognisengairment loss or provision (and in
measuring any such impairment loss or provisiorthatdate of transition to IFRSs,
an entity may need to make estimates for that daét were not necessary in
accordance with its previous GAAP. Such estimateb assumptions do not reflect
conditions that arose after the date of transitioh-rRSs (paragraph 16 of the IFRS).
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The transitional provisions in IAS 36 and I8% do not apply to an entity’s opening
IFRS statement of financial position (paragrapt the IFRS).

IAS 36 requires the reversal of impairmenséssin some cases. If an entity’s opening
IFRS statement of financial position reflects immpent losses, the entity recognises
any later reversal of those impairment losses ofitpor loss (except when IAS 36
requires the entity to treat that reversal as alwation). This applies to both
impairment losses recognised in accordance witlvipus GAAP and additional
impairment losses recognised on transition to IFRSs

IAS 38 Intangible Assets

1G44

1G45

An entity’s opening IFRS statement of finahpasition:

(a) excludes all intangible assets and other intd@dgems that do not meet the
criteria for recognition in accordance with IAS &8the date of transition to
IFRSs; and

(b) includes all intangible assets that meet tlwegeition criteria in IAS 38 at

that date, except for intangible assets acquired business combination
that were not recognised in the acquirer's conatéid statement of

financial position in accordance with previous GAARd also would not

qualify for recognition in accordance with IAS 38the separate statement
of financial position of the acquiree (see paragr@g(f) of the IFRS).

The criteria in IAS 38 require an entity t@ognise an intangible asset if, and only if:

(a) it is probable that the future economic beseiiiat are attributable to the
asset will flow to the entity; and

(b) the cost of the asset can be measured reliably.

IAS 38 supplements these two criteria with furtherpre specific, criteria for
internally generated intangible assets.
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IG46

1G47

1G48

1G49

IG50

64

In accordance with paragraphs 65 and 71 of 38San entity capitalises the costs of
creating internally generated intangible assetsp®atively from the date when the
recognition criteria are met. IAS 38 does not peram entity to use hindsight to

conclude retrospectively that these recognitioredd are met. Therefore, even if an
entity concludes retrospectively that a future dnflof economic benefits from an

internally generated intangible asset is probahkk the entity is able to reconstruct
the costs reliably, IAS 38 prohibits it from capigang the costs incurred before the
date when the entity both:

(a) concludes, based on an assessment made andatuded at the date of that
conclusion, that it is probable that future ecormimenefits from the asset
will flow to the entity; and

(b) has a reliable system for accumulating the scadtinternally generated
intangible assets when, or shortly after, theyirearred.

If an internally generated intangible assetlifjes for recognition at the date of
transition to IFRSs, an entity recognises the agséts opening IFRS statement of
financial position even if it had recognised thiated expenditure as an expense in
accordance with previous GAAP. If the asset doesqualify for recognition in
accordance with IAS 38 until a later date, its cssthe sum of the expenditure
incurred from that later date.

The criteria discussed in paragraph 1G45 alsply to an intangible asset acquired
separately. In many cases, contemporaneous docatioenprepared to support the
decision to acquire the asset will contain an a@ssest of the future economic
benefits. Furthermore, as explained in paragrapbf28S 38, the cost of a separately
acquired intangible asset can usually be measetidbly.

For an intangible asset acquired in a busineswination before the date of transition
to IFRSs, its carrying amount in accordance witkviwus GAAP immediately after
the business combination is its deemed cost inrdeocce with IFRSs at that date
(paragraph C4(e) of the IFRS). If that carrying amtowvas zero, the acquirer does not
recognise the intangible asset in its consolidafsehing IFRS statement of financial
position, unless it would qualify in accordancehwlAS 38, applying the criteria
discussed in paragraphs 1G45-1G48, for recogniibthe date of transition to IFRSs
in the statement of financial position of the acgei(paragraph C4(f) of the IFRS). If
those recognition criteria are met, the acquireasnees the asset on the basis that
IAS 38 would require in the statement of finanqgmsition of the acquiree. The
resulting adjustment affects goodwill (paragrapligdd) of the IFRS).

A first-time adopter may elect to use the failue of an intangible asset at the date of
an event such as a privatisation or initial publfiiering as its deemed cost at the date
of that event (paragraph D8 of the IFRS), provitieat the intangible asset qualifies
for recognition in accordance with IAS 38 (paradgrd® of the IFRS). In addition, if,
and only if, an intangible asset meets both theogeition criteria in IAS 38
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(including reliable measurement of original costidathe criteria in IAS 38 for
revaluation (including the existence of an activarket), a first-time adopter may
elect to use one of the following amounts as itsntked cost (paragraph D7 of the
IFRS):

(a) fair value at the date of transition to IFRBar@graph D5 of the IFRS), in
which case the entity gives the disclosures reduine paragraph 30 of the
IFRS; or

(b) a revaluation in accordance with previous GARRBt meets the criteria in

paragraph D6 of the IFRS.

If an entity’'s amortisation methods and raitesaccordance with previous GAAP
would be acceptable in accordance with IFRSs, thityedoes not restate the
accumulated amortisation in its opening IFRS statgrof financial position. Instead,
the entity accounts for any change in estimatedulidiée or amortisation pattern
prospectively from the period when it makes thatnde in estimate (paragraph 14 of
the IFRS and paragraph 104 of IAS 38). However,siie cases, an entity’s
amortisation methods and rates in accordance weékigus GAAP may differ from
those that would be acceptable in accordance WiRSE (for example, if they were
adopted solely for tax purposes and do not refleetasonable estimate of the asset’s
useful life). If those differences have a mateeidiéct on the financial statements, the
entity adjusts the accumulated amortisation ijiening IFRS statement of financial
position retrospectively so that it complies wiRISs (paragraph 14 of the IFRS).

IAS 39 Financial Instruments: Recognition and
Measurement

IG52

IG53

An entity recognises and measures all findrasaets and financial liabilities in its
opening IFRS statement of financial position incadance with IAS 39, except as
specified in paragraphs B2—-B6 of the IFRS, whictrass derecognition and hedge
accounting.

Recognition

An entity recognises all financial assets dthncial liabilities (including all

derivatives) that qualify for recognition in accargte with IAS 39 and have not yet
qualified for derecognition in accordance with 188, except non-derivative financial
assets and non-derivative financial liabilities etergnised in accordance with
previous GAAP before 1 January 2004, to which thityedoes not choose to apply
paragraph B3 (see paragraphs B2 and B3 of the IHR8)example, an entity that
does not apply paragraph B3 does not recognisésasansferred in a securitisation,
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IG54

IG55

IG56

66

transfer or other derecognition transaction thatuoed before 1 January 2004 if
those transactions qualified for derecognition ataadance with previous GAAP.
However, if the entity uses the same securitisadimangement or other derecognition
arrangement for further transfers after 1 Janu@BA2those further transfers qualify
for derecognition only if they meet the derecogmitcriteria of IAS 39.

An entity does not recognise financial assetd financial liabilities that do not
qualify for recognition in accordance with IAS 38r have already qualified for
derecognition in accordance with IAS 39.

Embedded derivatives

When IAS 39 requires an entity to separateeabedded derivative from a host
contract, the initial carrying amounts of the comgots at the date when the
instrument first satisfies the recognition critendAS 39 reflect circumstances at that
date (IAS 39 paragraph 11). If the entity canndédgine the initial carrying amounts
of the embedded derivative and host contract rgliabtreats the entire combined
contract as a financial instrument held for tradilS 39 paragraph 12). This results
in fair value measurement (except when the entitynot determine a reliable fair
value, see IAS 39 paragraph 46(c)), with changdaiinvalue recognised in profit or
loss.

Measurement

In preparing its opening IFRS statement oéficial position, an entity applies the
criteria in 1AS 39 to identify those financial assend financial liabilities that are
measured at fair value and those that are meaatigdortised cost. In particular:

(a) to comply with IAS 39 paragraph 51, classifimatof financial assets as
held-to-maturity investments relies on a desigmatitade by the entity in
applying IAS 39 reflecting the entity’s intentioma ability at the date of
transition to IFRSs. It follows that sales or tfans of held-to-maturity
investments before the date of transition to IFRI®s not trigger the
‘tainting’ rules in IAS 39 paragraph 9.

(b) to comply with IAS 39 paragraph 9, the categuafryloans and receivables’
refers to the circumstances when the financial taisgt satisfied the
recognition criteria in IAS 39.

(c) in accordance with IAS 39 paragraph 9, densatfinancial assets and
derivative financial liabilities are always deemeeld for trading (except
for a derivative that is a financial guarantee cactt or a designated and
effective hedging instrument). The result is thatemtity measures at fair
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value all derivative financial assets and derivatiinancial liabilities that
are not financial guarantee contracts.

to comply with IAS 39 paragraph 50, an entilgssifies a non-derivative
financial asset or non-derivative financial liabyiliin its opening IFRS
statement of financial position as at fair valuetigh profit or loss only if
the asset or liability was:

()

(ii)

(iii)

(iv)

acquired or incurred principally for the purgo®sf selling or
repurchasing it in the near term;

at the date of transition to IFRSs, part gbartfolio of identified
financial instruments that were managed togethdrfan which
there was evidence of a recent actual pattern at-¢érm profit-
taking; or

designated as at fair value through profitloss at the date of
transition to IFRSs, for an entity that presents fitst IFRS

financial statements for an annual period beginrangor after

1 January 2006.

designated as at fair value through profilags at the start of its
first IFRS reporting period, for an entity that geats its first
IFRS financial statements for an annual period ftr@gg before
1 January 2006 and applies paragraphs 11A, 48A BAGGAK,
AG33A and AG33B and the 2005 amendments in paragrlp
12 and 13 of IAS 39. If the entity restates compesa
information for IAS 39 it shall restate the compam
information only if the financial assets or finaaciliabilities
designated at the start of its first IFRS reportpegiod would
have met the criteria for such designation in paxply 9(b)(i),
9(b)(ii) or 11A of IAS 39 at the date of transitibm IFRSs or, if
acquired after the date of transition to IFRSs, dwave met the
criteria in paragraph 9(b)(i), 9(b)(ii) or 11A dtet date of initial
recognition. For groups of financial assets, finahliabilities or
both that are designated in accordance with papagdéb)(ii) of
IAS 39 at the start of the first IFRS reporting ipdr the
comparative financial statements should be restidedll the
financial assets and financial liabilities withinet groups at the
date of transition to IFRSs even if individual firtéal assets or
liabilities within a group were derecognised durirthe
comparative period.

to comply with IAS 39 paragraph 9, available$ale financial assets are
those non-derivative financial assets that aregdeseéd as available for sale
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IG58A

IG58B

IG59
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and those non-derivative financial assets thahatén any of the previous
categories.

For those financial assets and financial litd% measured at amortised cost in the
opening IFRS statement of financial position, atitemletermines their cost on the
basis of circumstances existing when the assetsliabdities first satisfied the
recognition criteria in IAS 39. However, if the Bptacquired those financial assets
and financial liabilities in a past business comalion, their carrying amount in
accordance with previous GAAP immediately followithge business combination is
their deemed cost in accordance with IFRSs at da#¢ (paragraph C4(e) of the
IFRS).

An entity’'s estimates of loan impairments ¢ tdate of transition to IFRSs are
consistent with estimates made for the same daaedordance with previous GAAP
(after adjustments to reflect any difference incacting policies), unless there is
objective evidence that those assumptions wereror ¢paragraph 14 of the IFRS).
The entity treats the impact of any later revisitmghose estimates as impairment
losses (or, if the criteria in IAS 39 are met, msads of impairment losses) of the
period in which it makes the revisions.

Transition adjustments

An entity shall treat an adjustment to thergiag amount of a financial asset or
financial liability as a transition adjustment te ecognised in the opening balance of
retained earnings at the date of transition to I-RBly to the extent that it results
from adopting IAS 39. Because all derivatives, otttean those that are financial
guarantee contracts or are designated and effdotidging instruments, are classified
as held for trading, the differences between tleipus carrying amount (which may
have been zero) and the fair value of the derieatare recognised as an adjustment
of the balance of retained earnings at the beginoiinthe financial year in which
IAS 39 is initially applied (other than for a demiive that is a financial guarantee
contract or a designated and effective hedgingunsnt).

IAS 8 (as revised in 2003) applies to adjuwsita resulting from changes in estimates.
If an entity is unable to determine whether a patéir portion of the adjustment is a
transition adjustment or a change in estimatereiats that portion as a change in
accounting estimate in accordance with IAS 8, véiipropriate disclosures (IAS 8
paragraphs 32-40).

An entity may, in accordance with its previdB8AP, have measured investments at
fair value and recognised the revaluation gainidatgrofit or loss. If an investment
is classified as at fair value through profit asdpthe pre-IAS 39 revaluation gain that
had been recognised outside profit or loss is ssdiad into retained earnings on
initial application of IAS 39. If, on initial applation of IAS 39, an investment is
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classified as available for sale, then the pre-B8Sevaluation gain is recognised in a
separate component of equity. Subsequently, thiey @atognises gains and losses on
the available-for-sale financial asset in other poghensive income and accumulates
the cumulative gains and losses in that separatepeoent of equity until the
investment is impaired, sold, collected or otheewdisposed of. On subsequent
derecognition or impairment of the available-folesdinancial asset, the entity
reclassifies to profit or loss the cumulative gamloss remaining in equity (IAS 39
paragraph 55(b)).

Hedge accounting

Paragraphs B4-B6 of the IFRS deal with hedgmuanting. The designation and
documentation of a hedge relationship must be cetaglon or before the date of
transition to IFRSs if the hedge relationship igtalify for hedge accounting from
that date. Hedge accounting can be applied praspsconly from the date that the
hedge relationship is fully designated and docueent

An entity may, in accordance with its prewwoAAP, have deferred or not
recognised gains and losses on a fair value hefige ledged item that is not
measured at fair value. For such a fair value hedgeentity adjusts the carrying
amount of the hedged item at the date of transiiiofFRSs. The adjustment is the
lower of:

(a) that portion of the cumulative change in thie value of the hedged item
that reflects the designated hedged risk and wads recognised in
accordance with previous GAAP; and

(b) that portion of the cumulative change in th& feaalue of the hedging
instrument that reflects the designated hedgedanigk in accordance with
previous GAAP, was either (i) not recognised o) @ieferred in the
statement of financial position as an asset oilifipb

An entity may, in accordance with its pre\8dBAAP, have deferred gains and losses
on a cash flow hedge of a forecast transactioratlthe date of transition to IFRSs,
the hedged forecast transaction is not highly getghabut is expected to occur, the
entire deferred gain or loss is recognised in §géiny net cumulative gain or loss
that has been reclassified to equity on initiallgagion of IAS 39 remains in equity
until (a) the forecast transaction subsequentlyltesn the recognition of a non-
financial asset or non-financial liability, (b) tiierecast transaction affects profit or
loss or (c) subsequently circumstances change laedfdrecast transaction is no
longer expected to occur, in which case any relatetdcumulative gain or loss is
reclassified from equity to profit or loss. If thedging instrument is still held, but the
hedge does not qualify as a cash flow hedge inrdaoce with IAS 39, hedge
accounting is no longer appropriate starting fromdate of transition to IFRSs.
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IAS 40 Investment Property

1G61

1G62

An entity that adopts the fair value modelA% 40 measures its investment property
at fair value at the date of transition to IFRSse Transitional requirements of IAS 40
do not apply (paragraph 9 of the IFRS).

An entity that adopts the cost model in IAS &fplies paragraphs 1G7-IG13 on
property, plant and equipment.

Explanation of transition to IFRSs

1G63

70

Paragraphs 24(a) and (b), 25 and 26 of theSIF&juire a first-time adopter to
disclose reconciliations that give sufficient detai enable users to understand the
material adjustments to the statement of financpsition, statement of
comprehensive income and, if applicable, stateroértash flows. Paragraph 24(a)
and (b) requires specific reconciliations of equatyd total comprehensive income.
IG Example 11 shows one way of satisfying theseaireqents.

IG Example 11 Reconciliation of equity and total comprehensive
income

Background

An entity first adopted IFRSs in 20X5, with a dafdransition to IFRSs of 1 Janudry
20X4. Its last financial statements in accordanitk previous GAAP were for the
year ended 31 December 20X4.

Application of requirements

The entity’s first IFRS financial statements incutie reconciliations and related
notes shown below.

Among other things, this example includes a rediaticin of equity at the date of
transition to IFRSs (1 January 20X4). The IFRS atxpuires a reconciliation at the
end of the last period presented in accordancepvéhious GAAP (not included in
this example).

In practice, it may be helpful to include crosserehces to accounting policies and
supporting analyses that give further explanatioth® adjustments shown in the
reconciliations below.

If a first-time adopter becomes aware of errorsenadaccordance with previous
GAAP, the reconciliations distinguish the correntaf those errors from changes
accounting policies (paragraph 26 of the IFRS)sExample does not illustrate

disclosure of a correction of an error. continued.

>
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..continued

IG Example 11 Reconciliation of equity and total comprehensive income

Reconciliation of equity at 1 January 20X4 (date of  transition to IFRSs)

Effect of

Note Previous transition to
GAAP IFRSs IFRSs
CuU CuU CuU
1 Property, plant and equipment 8,299 100 8,399
2 Goodwill 1,220 150 1,370
2 Intangible assets 208 (150) 58
3 Financial assets 3,471 420 3,891
Total non-current assets 13,198 520 13,718
Trade and other receivables 3,710 0 3,710
4 Inventories 2,962 400 3,362
5 Other receivables 333 431 764
Cash and cash equivalents 748 0 748
Total current assets 7,753 831 8,584
Total assets 20,951 1,351 22,302

continued.
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..continued
IG Example 11 Reconciliation of equity and total comprehensive income

Reconciliation of equity at 1 January 20X4 (date of  transition to IFRSs)

Effect of

Note Previous transition to
GAAP IFRSs IFRSs
CuU CcuU Cu
Interest-bearing loans 9,396 0 9,396
Trade and other payables 4,124 0 4,124
6 Employee benefits 0 66 66
7 Restructuring provision 250 (250) 0
Current tax liability 42 0 42
8 Deferred tax liability 579 460 1,039
Total liabilities 14,391 276 14,667
Total assets less total liabilities 6,560 1,075 7,635
Issued capital 1,500 0 1,500
3 Revaluation surplus 0 294 294
5 Hedging reserve 0 302 302
9 Retained earnings 5,060 479 5,539
Total equity 6,560 1,075 7,635

continued.
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..continued
IG Example 11 Reconciliation of equity and total comprehensive income

Notes to the reconciliation of equity at 1 January 20X4:

1

Depreciation was influenced by tax requiremen@doordance with previous GAAR
but in accordance with IFRSs reflects the usefaldf the assets. The cumulative
adjustment increased the carrying amount of prgpplant and equipment by 100.

Intangible assets in accordance with previous GAmeRided CU150 for items that
are transferred to goodwill because they do nolifyiar recognition as intangible
assets in accordance with IFRSs.

Financial assets are all classified as availabledite in accordance with IFRSs and|
are carried at their fair value of CU3,891. Theyevearried at cost of CU3, 471 in
accordance with previous GAAP. The resulting gain€U294 (CU420, less relateg
deferred tax of CU126) are included in the revatmasurplus.

Inventories include fixed and variable productioeidnead of CU400 in accordance
with IFRSs, but this overhead was excluded in atamaoce with previous GAAP.

Unrealised gains of CU431 on unmatured forwardifprexchange contracts are
recognised in accordance with IFRSs, but were exignised in accordance with
previous GAAP. The resulting gains of CU302 (CU48%s related deferred tax of
CU129) are included in the hedging reserve bectieseontracts hedge forecast sa

A pension liability of CU66 is recognised in accande with IFRSs, but was not
recognised in accordance with previous GAAP, whiséd a cash basis.

A restructuring provision of CU250 relating to hezftice activities was recognised
accordance with previous GAAP, but does not quétifyrecognition as a liability in
accordance with IFRSs.

continued..

les.
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..continued
IG Example 11 Reconciliation of equity and total comprehensive income

Notes to the reconciliation of equity at 1 January 20X4:

8 The above changes increased the deferred taxtlyadosl follows:
CuU
Revaluation surplus (note 3) 126
Hedging reserve (note 5) 129
Retained earnings 205
Increase in deferred tax liability 460

Because the tax base at 1 January 20X4 of the itectassified from intangible assets
to goodwill (note 2) equalled their carrying amoanthat date, the reclassification ¢lid
not affect deferred tax liabilities.

9 The adjustments to retained earnings are as follows

CuU
Depreciation (note 1) 100
Production overhead (note 4) 400
Pension liability (note 6) (66)
Restructuring provision (note 7) 250
Tax effect of the above (205)
Total adjustment to retained earnings 479

continued.
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..continued
IG Example 11 Reconciliation of equity and total

comprehensive income

Reconciliation of total comprehensive income for 20 X4

Note Effect of

Previous transition
GAAP to IFRSs IFRSs
CuU CuU CuU
Revenue 20,910 0 20,910
1,2,3 Cost of sales (15,283) (97) (15,380)
Gross profit 5,627 (97) 5,530
1 Distribution costs (1,907) (30) (1,937)
14 Administrative expenses (2,842) (300) (3,142)
Finance income 1,446 0 1,446
Finance costs (1,902) 0 (1,902)
Profit before tax 422 (427) 5)
5 Tax expense (158) 128 (30)
Profit (loss) for the year 264 (299) (35)
6 Available-for-sale financial assets 0 150 150
Cash flow hedges 0 (40) (40)

8 Tax relating to other comprehensive
income 0 (29) (29)
Other comprehensive income 0 81 81
Total comprehensive income 264 (218) 46
continued.
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..continued
IG Example 11 Reconciliation of equity and total comprehensive income

Notes to the reconciliation of total comprehensive income for 20X4:

1 A pension liability is recognised in accordancewRRSs, but was not recognised
accordance with previous GAAP. The pension liapilicreased by CU130 during
20X4, which caused increases in cost of sales (gGUBtribution costs (CU30) and
administrative expenses (CU50).

2 Cost of sales is higher by CU47 in accordance #RSs because inventories inclu
fixed and variable production overhead in accordamith IFRSs but not in
accordance with previous GAAP.

3 Depreciation was influenced by tax requiremeniacdcordance with previous GAAH

but reflects the useful life of the assets in adaoce with IFRSs. The effect on the
profit for 20X4 was not material.

4 A restructuring provision of CU250 was recognise@écordance with previous
GAAP at 1 January 20X4, but did not qualify for@gaition in accordance with
IFRSs until the year ended 31 December 20X4. Tiuseases administrative expen
for 20X4 in accordance with IFRSs.

5 Adjustments 1-4 above lead to a reduction of CUb2&ferred tax expense.

6 Available-for-sale financial assets carried at failue in accordance with IFRSs
increased in value by CU180 during 20X4. They weneied at cost in accordance
with previous GAAP. The entity sold available-faile financial assets during the
year, recognising a gain of CU40 in profit or l0S$.that realised gain CU30 had bg
included in the revaluation surplus as at 1 JanR@kKA and is reclassified from
revaluation surplus to profit or loss (as a redfasgion adjustment).

7 The fair value of forward foreign exchange contsabht are effective hedges of
forecast transactions decreased by CU40 during 20X4

8 Adjustments 6 and 7 above lead to an increase @9Gt/deferred tax expense.

Explanation of material adjustments to the statemen t of cash flows for 20X4:

Income taxes of CU133 paid during 20X4 are clasdifis operating cash flows in accordang
with IFRSs, but were included in a separate categbtax cash flows in accordance with
previous GAAP. There are no other material diffeembetween the statement of cash flows
presented in accordance with IFRSs and the statesheash flows presented in accordance
with previous GAAP.

]

en
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IFRS 2 Share-based Payment

IG64

IG65

A first-time adopter is encouraged, but najuieed, to apply IFRS &hare-based
Paymentto equity instruments that were granted after ¥eévaber 2002 that vested
before the later of (a) the date of transitionRB$s and (b) 1 January 2005.

For example, if an entity's date of transitimnIFRSs is 1 January 2004, the entity
applies IFRS 2 to shares, share options or othgityempstruments that were granted
after 7 November 2002 and had not yet vested anliaty 2005. Conversely, if an

entity’s date of transition to IFRSs is 1 Janua®l@, the entity applies IFRS 2 to

shares, share options or other equity instruméraswere granted after 7 November
2002 and had not yet vested at 1 January 2010.

[Paragraphs 1G66—1G200 reserved for possible guickan future standards]

IFRIC Interpretations

1G201

1G202

1G203

IFRIC 1 Changes in Existing Decommissioning,
Restoration and Similar Liabilities

IAS 16 requires the cost of an item of proyeplant and equipment to include the
initial estimate of the costs of dismantling anchozing the asset and restoring the
site on which it is located. IAS 37 requires thabiliity, both initially and
subsequently, to be measured at the amount requirgettle the present obligation at
the end of the reporting period, reflecting a cotmarket-based discount rate.

IFRIC 1 requires that, subject to specifieshditions, changes in an existing
decommissioning, restoration or similar liabilityesadded to or deducted from the
cost of the related asset. The resulting depreziabiount of the asset is depreciated
over its useful life, and the periodic unwinding thie discount on the liability is
recognised in profit or loss as it occurs.

Paragraph D21 of IFRS 1 provides a transfiexemption. Instead of retrospectively
accounting for changes in this way, entities caruite in the depreciated cost of the
asset an amount calculated by discounting thelitiplzit the date of transition to
IFRSs back to, and depreciating it from, when thability was first incurred.
IG Example 201 illustrates the effect of applyitgstexemption, assuming that the
entity accounts for its property, plant and equipmesing the cost model.
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IG Example 201 Changes in existing decommissionin g, restoration and similar
liabilities

Background

An entity's first IFRS financial statements are &operiod that ends on 31 December 20X5 &
include comparative information for 20X4 only. dtate of transition to IFRSs is therefore 1
January 20X4.

The entity acquired an energy plant on 1 JanuaXi2@ith a life of 40 years.

As at the date of transition to IFRSs, the entiiyreates the decommissioning cost in 37 yes
time to be 470, and estimates that the appropiigkeadjusted discount rate for the liability is|

5 per cent. It judges that the appropriate discoatet has not changed since 1 January 20X1.

Application of requirements

The decommissioning liability recognised at thesition date is CU77 (CU470 discounted f
37 years at 5 per cent).

Discounting this liability back for a further thrgears to 1 January 20X1 gives an estimated
liability at acquisition, to be included in the ta$ the asset, of CU67. Accumulated
depreciation on the asset is CU67 x 3/40 = CU5.

The amounts recognised in the opening IFRS stateofiéimancial position on the date of
transition to IFRSs (1 January 20X4) are, in sunymar

nd

CuU
Decommissioning cost included in cost of plant 67
Accumulated depreciation (5)
Decommissioning liability (77)
Net assets/retained earnings (15)
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IFRIC 4 Determining whether an Arrangement contains a

Lease

1G204

1G205

1G206

IFRIC 4 specifies criteria for determining tlze inception of an arrangement, whether
the arrangement contains a lease. It also speciffeesn an arrangement should be
reassessed subsequently.

Paragraph D9 of the IFRS provides a transfi@xemption. Instead of determining
retrospectively whether an arrangement containgasel at the inception of the
arrangement and subsequently reassessing thagamant as required in the periods
before transition to IFRSs, entities may determiitether arrangements in existence
on the date of transition to IFRSs contain leasgsapplying paragraphs 69 of
IFRIC 4 to those arrangements on the basis of faudscircumstances existing on that
date.

IG Example 202 Determining whether an arrangement  contains a lease

Background

1%
—

An entity’s first IFRS financial statements are éoperiod that ends on 31 Decemb
20Y7 and include comparative information for 20¥8yo Its date of transition to
IFRSs is therefore 1 January 20Y6.

On 1 January 20X5 the entity entered into a takpagrarrangement to supply gas.
On 1 January 20YO0, there was a change in the a@taffterms of the arrangement.

Application of requirements

On 1 January 20Y6 the entity may determine whetihearrangement contains a le
by applying the criteria in paragraphs 6-9 of IFRIGn the basis of facts and

circumstances existing on that date. Alternativedlg, entity applies those criteria or]
the basis of facts and circumstances existing danuary 20X5 and reassesses the
arrangement on 1 January 20YO0. If the arrangensatétiermined to contain a leasq
the entity follows the guidance in paragraphs IGG46.

Paragraph D9A of IFRS 1 provides a trans#tioexemption in addition to that
discussed in paragraph 1G205. The exemption ingoapln D9A applies only to
arrangements that were assessed in the same masnequired by IFRIC 4. If
arrangements exist at the date of transition td&S§-Bhat an entity did not assess under
previous GAAP in the same manner as required by GFRto determine whether
they contain a lease, the entity may apply thesftem exemption discussed in
paragraph 1G205.
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Table of Concordance

This table shows how the contents of the superseedision of IFRS 1 and the revised version
of IFRS 1 correspond.

Superseded Revised Superseded |Revised Superseded |Revised
IFRS 1 IFRS 1 IFRS 1 IFRS 1 IFRS 1 IFRS 1
paragraph paragraph paragraph paragraph paragraph paragraph
1 1 16 D5 25C D3

2 2 17 D6 25D D4

3 3 18 D7 25E D21

4 4 19 D8 25F D9

5 5 20 D10 25G D20

6 6 20A D11 25H D22

7 7 21 D12 25| D23

8 8 22 D13 26 B1

9 9 23 D18 27 B2

10 10 23A D14 27A B3

11 11 23B D15 28 B4

12 12 24 D16 29 B5

13 D1 25 D17 30 B6

14 19 25A D19 31 14

15 None 25B D2 32 15
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Superseded Revised Superseded |Revised Superseded |Revised
IFRS 1 IFRS 1 IFRS 1 IFRS 1 IFRS 1 IFRS 1
paragraph paragraph paragraph paragraph paragraph paragraph
33 16 40 25 47D None

34 17 41 26 47E None

34A None 42 27 A7F None

34B None 43 28 47G 35

34C B7 43A 29 47H None

35 20 44 30 471 36

36 21 44A 31 47] 37

36A None 45 32 47K 38

36B None 46 33 47L 39

36C None 47 34 None 40

37 22 47A None Appendix A [Appendix A
38 23 47B None Appendix B |Appendix C
39 24 47C None None 13,18
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