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1. The following flowchart illustrates the decision rules described in paragraphs
20(a)-20(d) in Agenda paper 2A:

This paper has been prepared by the technical staff of the IASCF for discussion at a public meeting of the IASB.

The views expressed in this paper are those of the staff preparing the paper. They do not purport to represent the
views of any individual members of the IASB.

Comments made in relation to the application of an IFRS do not purport to be acceptable or unacceptable application of
that IFRS—only the IFRIC or the IASB can make such a determination.

The tentative decisions made by the IASB at its public meetings are reported in IASB Update. Official pronouncements
of the IASB, including Discussion Papers, Exposure Drafts, IFRSs and Interpretations are published only after it has
completed its full due process, including appropriate public consultation and formal voting procedures.
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Question 1: Is the instrument a derivative in its
entirety?

Yes

No

Question 2: Does the issuer have the right to
avoid settling prior to winding up its operations
and distributing all of its assets (regardless of the
amount of the claim)?

Yes

Classify as a liability or asset.

No

4

Question 3: Is the holder required to own the
instrument in order to do business with or
otherwise actively engage in activities of the
issuer and is it redeemable only if the holder dies,
retires, resigns, or otherwise ceases to actively
engage in the activities of the issuer?

Yes

Classify as equity.

No

Question 4: Does the instrument have a fixed
settlement date or must it be settled on the
occurrence of an event that is certain to occur?

Yes

Classify as equity.

No

Question 5: Does the instrument have more than

one outcome, one of which would require equity

classification if it were the only outcome and one

of which would require liability classification if it
were the only outcome?

Yes

Classify as a liability.

No

Classify as a liability.

Separate into liability and equity
components.
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Classification Results

2. The following table illustrates the classification results of the flowcharts.

Instrument

Proposed Classification

All perpetual shares

Equity (Yes to Question 2)

Share redeemable at the option of
the issuer (callable share)

Equity (Yes to Question 2)

Option or forward contract on the
issuer’s own equity instruments

Liability (Yes to Question 1)

Convertible debt

Liability (No to Question 5)

Preferred share convertible into
ordinary shares at the option of the
holder

Separate into liability and equity
components (Yes to Question 5)

Preferred share that is required to be
converted into ordinary shares on a
specific date or event that is certain
to occur (other than death or
retirement)

Liability (Yes to Question 4)

Share issued by limited life entity

Equity (Yes to Question 2)*

Instrument that is required to be
redeemed on a particular date,
during a range of dates, or upon an
event that is certain to occur (other
than death or retirement)

Liability (Yes to Question 4)

Instrument issued by a cooperative
that gives the holder the right to
request  redemption  but  the
cooperative can refuse that request

Equity (Yes to Question 2)

Instrument issued by a cooperative
that must be redeemed upon the
holder’s  death, retirement, or
decreased participation

Equity (Yes to Question 3)

General partnership instrument

Classification assumes that (a) the
general partner takes an active role
in the management of the
partnership, (b) the instrument must
be redeemed if the general partner

Equity (Yes to Question 3)

! The classification result described is for the subsidiary issuing the share. The classification of the
instrument in the consolidated financial statements will be discussed at a future meeting.
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Instrument Proposed Classification

retires from the partnership, and (c)
the partnership does not liquidate
upon the partner’s redemption.

Limited partnership instrument Separated into liability and equity
components (Yes to Question 5)
Classification assumes that the
limited partner (a) does not
participate in the management of the
partnership but rather only has a
financial interest in the partnership,
(b) the instrument is redeemable at
the option of the partner, and (c) the
partnership does not liquidate upon
the partner’s redemption.

Limited liability partnership Equity (Yes to Question 3)
instrument

Classification assumes that the (a)
limited liability partner takes an
active role in the management of the
partnership (b) the instrument must
be redeemed if the partner retires
from the partnership and (c) that the
partnership does not liquidate upon
the partner’s redemption.

Ownership  instrument that is | Separated into liability and equity
redeemable at the option of the | components (Yes to Question 5)
holder (other than upon retirement
or death).

Ownership  instrument that is | Separated into liability and equity
required to be redeemed if an | components (Yes to Question 5)
uncertain event occurs

Ordinary share with a required | Separated into liability and equity

dividend components (Yes to Question 5)
Ordinary share with a substantive | Separated into liability and equity
registration rights penalty? components (Yes to Question 5)

2/ promise to remit consideration to an investor if an instrument held by that investor is (a) not registered
for public trading by a specified date or (b) not listed on a stock exchange by a specified.
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