Staff summary of amendments to D21 made in response to comments received

In July 2007 the IFRIC published D21 Real Estate Sales for public comment.  It received 51 comment letters in response.  Below is a staff overview of amendments made to the draft interpretation as a result of the redeliberations of the IFRIC.

· scope.  D21 referred to ‘real estate sales’.  The IFRIC clarified that the Interpretation applies to agreements for the construction of real estate.

· applicable standard.  D21 listed typical features to help determine whether an agreement for the construction of real estate is within the scope of IAS 11 Construction Contracts or IAS 18 Revenue.  The IFRIC agreed with respondents that only agreements that meet the definition of a construction contract are within the scope of IAS 11, and it carried forward into the Interpretation the guidance in D21 on when a contract satisfies that definition: an agreement for the construction of real estate meets the definition of a construction contract when the buyer is able to specify the major structural elements of the design of the real estate before construction begins and/or specify major structural changes once construction is in progress (whether or not it exercises that ability).

· continuous transfer.  Many respondents believed that the indicator of ‘continuous transfer’ set out in D21 (the entity that undertakes the construction of real estate transfers to the buyer control and the significant risks and rewards of ownership of the work in progress in its current state as construction progresses) was relevant, although not specifically included in IAS 11.  The IFRIC took the view that when the criteria for recognising revenue from the sale of goods set out in paragraph 14 of IAS 18 are met continuously, it is appropriate to recognise revenue as the criteria are met.  The IFRIC carried forward the criterion set out in D21 and concluded that the percentage of completion method appropriately recognises revenue in such circumstances.  Overall, the Interpretation and D21 provide similar revenue recognition conclusions for agreements with ‘continuous transfer’ but for different reasons.

· multiple components.  Some respondents to D21 asked the IFRIC to address the issue of a single agreement with multiple components in order to cover the more complex transactions that are met in practice.  The requirements of IAS 18 in this respect have been included in the consensus and the issue is also addressed in an illustrative example.

· disclosures.  D21 did not specify disclosures because agreements with ‘continuous transfer’ were included in the scope of IAS 11 and its disclosure requirements would have automatically applied.  The Interpretation requires specific disclosures for such agreements that now fall within the scope of IAS 18.

· flow chart and illustrative examples.  The IFRIC decided that a flow chart and illustrative examples should accompany, the Interpretation to help entities to apply it.
