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Thﬁocumenﬂrovided as a convenience to observers at IASB
meetings, to assist them in following the Board’s discussion. It
does not represent an official position of the IASB. Board
positions are set out in Standards.

These notes are based on the staff papers prepared for the IASB.
Paragraph numbers correspond to paragraph numbers used in the
IASB papers. However, because these notes are less detailed,
some paragraph numbers are not used.
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positions of the Financial

ds Board.
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Positions o oard are arrived at only after
extensive d ss and deliberations.
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sct Objectives

1ve standard of

or financial
haracteristics of equity,
oth, and assets.

o T' further c rwith accounting standards
developed by the IASB by conducting the project
under a modified joint approach.




e Liabilities and
oject

shing between Liability and
Ac g for Instruments with
‘ 1990
& ‘ 1997

Xposur dards and Concepts 2000

Co ments, F isits, Roundtable 2001
Redeliberations began with how to separate convertibles 2002
Statement 150 — Limited scope, focus on liabilities 2003

Phase 2 deliberations began Q4 2003




Liabilities and
—Phase 2

ul
IASB
Milestone Draft to IASB
ment approach for single-

e Now: Owners Ip-settlement approach for

all instruments




ement Approach

-t -

“ certain non-
mer ts that have

of liabilities, assets, and
oquity -

» Refer to tr Part of principles for the
ownership-settlement approach

(Attachment A) as we next discuss each
principle.

-~




Linkage

H

1ked if they are part
1)gement and accounting for
| Instruments differs from
them as if they were a single
vith the same or similar

»

' instrum
outcomes.



Linkage
ni
he same

ts between the

I

he instruments have interacting payoff
structures ¢ re entered into at or near the
SEIERINE the same or related counterparty
or an agent acting on behalf of a counterparty.




2—Classification:
Features

-

[y an instrument, a
Instruments, or a separated
f strument in the same
ma eI Instrument with the same
- or similar outcome(s).
— All substantive settlement features (both stated
and unstated) should be considered.

— All nonsubstantive features should be ignored.
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Classification:
“eatures

5l

smote likelihood of
strument’s outcome
Sible)
& 1
—More a minimal effect as compared
to other features within an instrument.

/ [JC
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assification:
truments

il
s embody no
ation and entitle the holder
Ji Ssuer’s net assets 1n
liquic P.Y.hy or may not be direct
~ ownership instruments.

* Perpetual instruments do not embody
obligations for the Issuer and, therefore, do
not meet the necessary characteristics of a
liability.

ot
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lassification:
ruments

o

ruments have two

‘ (0 ne?assets without limits

L ( ypothetical liquidation.

* Those are distinguishing characteristics of
an ownership relationship regardless of
whether there Is a settlement requirement.
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_Classification:
Iments

gt

Iments have three

quiren ents‘ot perpetual)
1d 1e same direction as, direct
ment

eXercise provisions based on an external

et or Index.

e Those instruments establish relationships that are
similar to that of an owner, and, if resulting in
ownership (share settlement), are equity
Instruments.
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lassification:
Components

: ‘!l*_ .
ted Into equity and

ATION

ty and onequity outcomes with
iterparty payoffs.

L'?'
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* Equity outcomes are based on the three
types of equity instruments.

15




Slassification:
ents

10t equity or are not

Jity and nonequity
sified as liabilities or
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nitial Measurement:
struments

(L4

S equity or

ntirety are initially

th action price (generally

_ or liabilities and assets).

e Issuance costs for all debt and equity
instruments would be recognized as
expenses when incurred.
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Initial Measurement:
omponents

-t

between the

o'@nts.

determine the fair value of the
| nent by constructing a

hyp strument with terms that would
- produce the same or a similar outcome.

e The difference between the transaction price and
the nonequity component is allocated to equity.
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)e considered when
; et.LcaI Instrument:
1t and timing.

ent amount (a floor) is
100% likely to be paid.

— If the a or timing varies or Is uncertain, a
probability-weighted method should be used.

— If the nonequity component Is accreted, the
expected settlement date is calculated first.
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Reporting
quity

o :
may be settled with

ets should be reported

e ading than all other

\ imples: Callable shares, puttable shares, and

mandat gdeemable shares.

20



1bsequent Measurement:
truments

-may be settled with

e subsequently remeasured

it value:

SH- the redemption formula

ould be on the redemption date.

. AII othe eguity instruments are not
remeasured unless required by other GAAP.

Nl
1] 0l 5 |
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psequent Measurement:
nstruments

- ‘ f

0 components with:
are at fair value
me ounts are accreted.

Re: components is only required
1T one of the Iﬂ‘wing OCcurs:

— The forecas eg expected date lapses and the
nonequity component is outstanding

— Early settlement or modification occurs.
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Reassessment
ssification

mstrument should

enst mper

S (stated and unstated)

ul considered.

—No ga or (, IS recorded upon
reclassification unless it results in a debt
extinguishment or modification.
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assification in
1ancial Statements

'hﬁrument of a
sidiary should be evaluated
IC nancial statement level
assification at the

i . E '

ad level.

>
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Extinguishment
Inting

g Includes

» i
ontractual terms
Into equity Instruments

a’n of an instrument.

" Ou (€
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—Extinguishment
ounting

(L4

f a separated
guishec odified, it is
yoth components of the
e been replaced with a new

“instrun new terms.

* |f the extinguishment amount differs from the
liability carrying amount at extinguishment, a gain
or loss is recorded after reallocation to the liability
and equity components.
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Jpon Convertible
Various Put and Call
res
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le at and anytime after year
accreted yield amount

'uttabfét year 3 for $788, 5 for
820, and 10 for $905 (2%
| reted amounts)

Ratio 'n . P&, Puttable anytime upon a change In
33

SEIES) control at the 2% accreted amount

Share Price Initially expected settlement date is
11/1/2000 $71.25 year5
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10} o ch to IAS Literature

~1AS Literature

-mrk done for IFRIC is similar to
|

rements.

. nust be!enume (extremely rare,
, rmal and very unlikely to occur).
| F qmty classification is stricter—
shar uttable at fair value are equity only if
‘all shares are that way, mandatorily redeemable

at fair value not included(?), net share settled
Instruments are not equity.

Separation More limited—must create a financial liability
of the entity and (b) grant an option to the
holder to convert it into an equity instrument of
the entity. 29



oproach to 1AS Literature
osed amendments)

ement Is the same except
S are not expensed.

nt mcgsu rement is similar

e FASB approach uses fair

ad of bifurcation (1AS 39).

Mea{:sugn , ’Sirﬁi'l'ar except IAS measurement is more
Separate complex and unclear. (Examples:
Instruments settlement dates, interaction between

multiple embedded components, and
determining appropriate discount rate.)
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ach to 1AS Literature
d amendments)

CPFRiRcipleT T 1AS Literature
nt

—.uhr

Hanges at the consolidated entity
Financi s level (puttable at fair value).
Extinguishmth ~ Similar.
Accounting
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ole Approaches

& 2

— ;
‘and compare the ownership-
er possible approaches:

utl ch—Liability or asset Is recognized if
r ill s acrifice or receive economic benefits
- -. !

(simil ow view of equity).

— Reassessed Expected Outcomes—Probabilistic
modeling technigue used to predict the possible
outcomes with subsequent reallocation.

The Board will decide its preferred approach.
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i Next Steps

oroach, the FASB will

y d nonsubstantive features for
Its that may embody constructive
01 1C ons.
Prelimine Ié/iews to be 1ssued In the
second quarter of 2007.

The liabilities and equity project will then
be a joint project with the |ASB.
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