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Purpose of this paper

1. The purpose of this paper is to discuss whether the use of the term ‘reliability’

needs to be clarified in the Standards.
2. The staff recommend:

@) replacing the term reliability with the term “faithful representation’ in
the Standards that use the term reliability to refer to a qualitative

characteristic of useful financial information; and

(b) not making any changes in the Standards that use the term reliability to

mean an acceptable level of measurement uncertainty.
Analysis

3. As noted in Agenda Paper 10C, the staff carried out a review of existing Standards
to identify potential inconsistencies with the concepts that the IASB has
tentatively decided to include in the Conceptual Framework Exposure Draft.
Terminology used was reviewed as part of this review. The staff believe that the
use of the term ‘reliable’ should be clarified by the IASB in order to address

ambiguity, especially after the amendments to qualitative characteristics in 2010.

4. In May 2014 Agenda Paper 10H the staff noted that the IASB have used the

notion of reliability in two different ways:
@ the word reliable is often used in the Standards in a narrow sense to
mean that there is an acceptable level of measurement uncertainty

The IASB is the independent standard-setting body of the IFRS Foundation, a not-for-profit corporation promoting the adoption of IFRSs. For more
information visit www.ifrs.org
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associated with an item. This use of the word is consistent with the

recognition criteria in the existing Conceptual Framework (an item that

meets the definition of an element is only recognised if it is probable

that there will be a flow of economic benefits and it has a cost or value

that can be measured with reliability).

(b)  the pre-2010 version of the Framework defined reliability much more

broadly, encompassing freedom from error, neutrality, prudence,

completeness and substance over form. In 2010 this term was changed

to faithful representation. This broader definition of reliability is used

less frequently in the Standards.

In May 2014 the IASB tentatively reconfirmed its earlier decision to replace the

qualitative characteristic of reliability with faithful representation. The IASB also

tentatively reintroduced explicit references to prudence and substance over form

into the Conceptual Framework. Following this decision, the qualitative

characteristics of reliability and faithful representation are essentially the same:

Reliability (pre-2010)

Faithful representation

Free from material error or bias

Free from error

Can be depended on by users to faithfully
represent what it purports to represent

Information is useful if it faithfully
represents what it purports to represent

Neutral

Neutral

Complete

Complete

Substance over form

In May 2014 the IASB tentatively decided
to amend Chapter 3 to state explicitly that,
when the legal form of an item is different
from its underlying economic substance,
reporting that item in accordance with its
legal form would not result in a faithful
representation

Prudence

In May 2014 the 1ASB tentatively decided
to reintroduce a reference to prudence
describing it as the exercise of caution
when making judgements under conditions
of uncertainty
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The staff think that it would be beneficial to remove some of the current

ambiguity about the term reliability by clarifying its use in the Standards as

follows:

(@)

(b)

In instances in which the Standards use the term reliability to mean a
qualitative characteristic of useful financial information, the staff
recommend replacing the term reliability with the term faithful
representation. This would avoid the risk that the term reliability could
be misinterpreted in those contexts as referring to an acceptable level of
measurement uncertainty. Appendix A lists the Standards in which the
term reliability is used as a qualitative characteristic of useful
information.! Please note that Appendix A does not include
recommended amendments to IAS 1 Presentation of Financial
Statements and IAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors. Amendments to these Standards are discussed

separately in Agenda Paper 10G.

The staff do not recommend making changes to the Standards that use
the term reliability to mean an acceptable level of measurement
uncertainty. The list of such references is included in Appendix B.
When the term reliable is used in terms of measurement uncertainty, the
staff believe it is broadly consistent with its definition in the Oxford
English Dictionary: ‘consistently good in quality or performance; able
to be trusted’. In addition, some Standards explain what is meant by
reliable measurement, ie describe an acceptable level of measurement
uncertainty. For example, IAS 16 Property, Plant and Equipment
describes that the fair value of an asset is reliably measurable if (a) the
variability in the range of reasonable fair value measurements is not
significant for that asset; or (b) the probabilities of the various estimates
within the range can be reasonably assessed and used when measuring

fair value.

! This Agenda Paper includes staff proposals for clarifying the use of the term reliability in the Standards
that are expected to be effective when the revised Conceptual Framework becomes effective. We have not
included any proposals for Standards that will have been superseded by other recently published Standards
when the Conceptual Framework becomes effective.
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7. The staff recommend that the transition period for the proposed amendments
should be at least 18 months in line with that confirmed by the IASB in July 2014
(see Agenda Paper 101 Transition and effective date).

Question to the IASB

Do you agree that:

(a) the term reliability should be replaced with the term faithful representation
in the Standards that use the term reliability to refer to a qualitative

characteristic of useful financial information; and

(b) no changes are necessary in the Standards that use the term reliability to

mean an acceptable level of measurement uncertainty?

Conceptual Framework | Proposed amendments — Clarifying the term ‘reliability’
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Appendix A — List of Standards that use the term ‘reliability’ to mean a
qualitative characteristic of useful information?

This Appendix lists the Standards in which the term ‘reliability " is used as a qualitative
characteristic of useful information. The term is highlighted when the staff recommend
replacing it with ‘faithful representation’. It should be noted that in some cases it will
not be possible to make a direct substitution of the word reliable with the term faithful
representation. We will provide you with proposed drafting for all our proposed changes
in the pre-ballot draft of the Exposure Draft.

IFRS

Existing text

IFRS 3

Objective

1

The objective of this IFRS is to improve the relevance, reliability and comparability of the
information that a reporting entity provides in its financial statements about a business
combination and its effects. To accomplish that, this IFRS establishes principles and
requirements for how the acquirer:

€)] recognises and measures in its financial statements the identifiable assets acquired, the
liabilities assumed and any non-controlling interest in the acquiree;

(b) recognises and measures the goodwill acquired in the business combination or a gain
from a bargain purchase; and

(© determines what information to disclose to enable users of the financial statements to
evaluate the nature and financial effects of the business combination.

IFRS 4

INS

IN8

22

27

The IFRS permits an insurer to change its accounting policies for insurance contracts only if, as a
result, its financial statements present information that is more relevant and no less reliable, or
more reliable and no less relevant. In particular, an insurer cannot introduce any of the following
practices, although it may continue using accounting policies that involve them:

@ measuring insurance liabilities on an undiscounted basis.

(b) measuring contractual rights to future investment management fees at an amount that
exceeds their fair value as implied by a comparison with current fees charged by other
market participants for similar services.

(© using non-uniform accounting policies for the insurance liabilities of subsidiaries.

There is a rebuttable presumption that an insurer's financial statements will become less relevant
and reliable if it introduces an accounting policy that reflects future investment margins in the
measurement of insurance contracts.

An insurer may change its accounting policies for insurance contracts if, and only if, the
change makes the financial statements more relevant to the economic decision-making
needs of users and no less reliable, or more reliable and no less relevant to those needs. An
insurer shall judge relevance and reliability by the criteria in 1AS 8.

An insurer need not change its accounting policies for insurance contracts to eliminate future
investment margins. However, there is a rebuttable presumption that an insurer's financial
statements will become less relevant and reliable if it introduces an accounting policy that reflects
future investment margins in the measurement of insurance contracts, unless those margins affect
the contractual payments. Two examples of accounting policies that reflect those margins are:

€)] using a discount rate that reflects the estimated return on the insurer's assets; or

(b) projecting the returns on those assets at an estimated rate of return, discounting those
projected returns at a different rate and including the result in the measurement of the
liability.

2 Standards that will have been superseded by other recently issued Standards before the revised
Conceptual Framework becomes effective are not included in this Appendix.
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IFRS

Existing text

28

An insurer may overcome the rebuttable presumption described in paragraph 27 if, and only if,
the other components of a change in accounting policies increase the relevance and reliability of
its financial statements sufficiently to outweigh the decrease in relevance and reliability caused
by the inclusion of future investment margins. For example, suppose that an insurer's existing
accounting policies for insurance contracts involve excessively prudent assumptions set at
inception and a discount rate prescribed by a regulator without direct reference to market
conditions, and ignore some embedded options and guarantees. The insurer might make its
financial statements more relevant and no less reliable by switching to a comprehensive investor-
oriented basis of accounting that is widely used and involves:

€)] current estimates and assumptions;
(b) a reasonable (but not excessively prudent) adjustment to reflect risk and uncertainty;

(© measurements that reflect both the intrinsic value and time value of embedded options
and guarantees; and

(d) a current market discount rate, even if that discount rate reflects the estimated return on
the insurer's assets.

IFRS 6

13

Changes in accounting policies

An entity may change its accounting policies for exploration and evaluation expenditures if
the change makes the financial statements more relevant to the economic decision-making
needs of users and no less reliable, or more reliable and no less relevant to those needs. An
entity shall judge relevance and reliability using the criteria in 1AS 8.

IFRS 7

B7

Quantitative disclosures (paragraph 34)

Paragraph 34(a) requires disclosures of summary quantitative data about an entity's exposure to
risks based on the information provided internally to key management personnel of the entity.
When an entity uses several methods to manage a risk exposure, the entity shall disclose
information using the method or methods that provide the most relevant and reliable information.
IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors discusses relevance and
reliability.

IFRS 9

B4.1.28

The decision of an entity to designate a financial asset or financial liability as at fair value
through profit or loss is similar to an accounting policy choice (although, unlike an accounting
policy choice, it is not required to be applied consistently to all similar transactions). When an
entity has such a choice, paragraph 14(b) of IAS 8 requires the chosen policy to result in the
financial statements providing reliable and more relevant information about the effects of
transactions, other events and conditions on the entity's financial position, financial performance
or cash flows. For example, in the case of designation of a financial liability as at fair value
through profit or loss, paragraph 4.2.2 sets out the two circumstances when the requirement for
more relevant information will be met. Accordingly, to choose such designation in accordance
with paragraph 4.2.2, the entity needs to demonstrate that it falls within one (or both) of these two
circumstances.

IFRS 14

13

An entity shall not change its accounting policies in order to start to recognise regulatory
deferral account balances. An entity may only change its accounting policies for the recognition,
measurement, impairment and derecognition of regulatory deferral account balances if the
change makes the financial statements more relevant to the economic decision-making needs of
users and no less reliable*, or more reliable and no less relevant to those needs. An entity shall
judge relevance and reliability using the criteria in paragraph 10 of 1AS 8.

1 In September 2010, the IASB replaced the Framework for the Preparation and Presentation of Financial Statements

with the Conceptual Framework for Financial Reporting. The term “faithful representation” encompasses the main
characteristics that the previous Framework called “reliability”. The requirement in paragraph 13 of this Standard is
based on the requirements of IAS 8, which retains the term “reliable”.

IAS 34

The objective of this Standard is to prescribe the minimum content of an interim financial report
and to prescribe the principles for recognition and measurement in complete or condensed
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IFRS

Existing text

41

financial statements for an interim period. Timely and reliable interim financial reporting
improves the ability of investors, creditors, and others to understand an entity's capacity to
generate earnings and cash flows and its financial condition and liquidity.

The measurement procedures to be followed in an interim financial report shall be designed
to ensure that the resulting information is reliable and that all material financial
information that is relevant to an understanding of the financial position or performance of
the entity is appropriately disclosed. While measurements in both annual and interim
financial reports are often based on reasonable estimates, the preparation of interim
financial reports generally will require a greater use of estimation methods than annual
financial reports.

IAS 40

31

IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors states that a voluntary
change in accounting policy shall be made only if the change results in the financial statements
providing reliable and more relevant information about the effects of transactions, other events or
conditions on the entity's financial position, financial performance or cash flows. It is highly
unlikely that a change from the fair value model to the cost model will result in more relevant
presentation.
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Appendix B — List of Standards that use the term ‘reliability’ to mean
measurement uncertainty®

This Appendix lists the Standards in which the term ‘reliability " is used to mean an
acceptable level of measurement uncertainty. The term has been highlighted in each

Standard.
IFRS 1 Use of deemed cost after severe hyperinflation
31C If an entity elects to measure assets and liabilities at fair value and to use that fair value as the
deemed cost in its opening IFRS statement of financial position because of severe hyperinflation

(see paragraphs D26-D30), the entity's first IFRS financial statements shall disclose an

explanation of how, and why, the entity had, and then ceased to have, a functional currency that

has both of the following characteristics:

€)] a reliable general price index is not available to all entities with transactions and
balances in the currency.

(b) exchangeability between the currency and a relatively stable foreign currency does not
exist.

D7 The elections in paragraphs D5 and D6 are also available for:

@ investment property, if an entity elects to use the cost model in IAS 40 Investment
Property; and

(b) intangible assets that meet:

0] the recognition criteria in IAS 38 (including reliable measurement of original
cost); and

(ii) the criteria in IAS 38 for revaluation (including the existence of an active
market).

An entity shall not use these elections for other assets or for liabilities.

D27 The currency of a hyperinflationary economy is subject to severe hyperinflation if it has both of
the following characteristics:

€)] a reliable general price index is not available to all entities with transactions and
balances in the currency.

(b) exchangeability between the currency and a relatively stable foreign currency does not
exist.

IFRS 2 IN5 For equity-settled share-based payment transactions, the IFRS requires an entity to measure the
goods or services received, and the corresponding increase in equity, directly, at the fair value of
the goods or services received, unless that fair value cannot be estimated reliably. If the entity
cannot estimate reliably the fair value of the goods or services received, the entity is required to
measure their value, and the corresponding increase in equity, indirectly, by reference to the fair
value of the equity instruments granted. Furthermore:
€)] for transactions with employees and others providing similar services, the entity is

required to measure the fair value of the equity instruments granted, because it is
typically not possible to estimate reliably the fair value of employee services received.
The fair value of the equity instruments granted is measured at grant date.

(b) for transactions with parties other than employees (and those providing similar services),
there is a rebuttable presumption that the fair value of the goods or services received can
be estimated reliably. That fair value is measured at the date the entity obtains the goods
or the counterparty renders service. In rare cases, if the presumption is rebutted, the
transaction is measured by reference to the fair value of the equity instruments granted,

® Standards that will have been superseded by other recently issued Standards before the revised
Conceptual Framework becomes effective are not included in this Appendix.
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10

11

13

24

measured at the date the entity obtains the goods or the counterparty renders service.

(c) for goods or services measured by reference to the fair value of the equity instruments
granted, the IFRS specifies that all non-vesting conditions are taken into account in the
estimate of the fair value of the equity instruments. However, vesting conditions that are
not market conditions are not taken into account when estimating the fair value of the
shares or options at the relevant measurement date (as specified above). Instead, vesting
conditions are taken into account by adjusting the number of equity instruments included
in the measurement of the transaction amount so that, ultimately, the amount recognised
for goods or services received as consideration for the equity instruments granted is
based on the humber of equity instruments that eventually vest. Hence, on a cumulative
basis, no amount is recognised for goods or services received if the equity instruments
granted do not vest because of failure to satisfy a vesting condition (other than a market
condition).

(d) the IFRS requires the fair value of equity instruments granted to be based on market
prices, if available, and to take into account the terms and conditions upon which those
equity instruments were granted. In the absence of market prices, fair value is estimated,
using a valuation technique to estimate what the price of those equity instruments would
have been on the measurement date in an arm's length transaction between
knowledgeable, willing parties.

(e) the IFRS also sets out requirements if the terms and conditions of an option or share
grant are modified (eg an option is repriced) or if a grant is cancelled, repurchased or
replaced with another grant of equity instruments. For example, irrespective of any
modification, cancellation or settlement of a grant of equity instruments to employees,
the IFRS generally requires the entity to recognise, as a minimum, the services received
measured at the grant date fair value of the equity instruments granted.

For equity-settled share-based payment transactions, the entity shall measure the goods or
services received, and the corresponding increase in equity, directly, at the fair value of the
goods or services received, unless that fair value cannot be estimated reliably. If the entity
cannot estimate reliably the fair value of the goods or services received, the entity shall
measure their value, and the corresponding increase in equity, indirectly, by reference to?
the fair value of the equity instruments granted.

To apply the requirements of paragraph 10 to transactions with employees and others providing
similar services,? the entity shall measure the fair value of the services received by reference to
the fair value of the equity instruments granted, because typically it is not possible to estimate
reliably the fair value of the services received, as explained in paragraph 12. The fair value of
those equity instruments shall be measured at grant date.

To apply the requirements of paragraph 10 to transactions with parties other than employees,
there shall be a rebuttable presumption that the fair value of the goods or services received can be
estimated reliably. That fair value shall be measured at the date the entity obtains the goods or
the counterparty renders service. In rare cases, if the entity rebuts this presumption because it
cannot estimate reliably the fair value of the goods or services received, the entity shall measure
the goods or services received, and the corresponding increase in equity, indirectly, by reference
to the fair value of the equity instruments granted, measured at the date the entity obtains the
goods or the counterparty renders service.

If the fair value of the equity instruments cannot be estimated reliably

The requirements in paragraphs 16—23 apply when the entity is required to measure a share-based
payment transaction by reference to the fair value of the equity instruments granted. In rare
cases, the entity may be unable to estimate reliably the fair value of the equity instruments
granted at the measurement date, in accordance with the requirements in paragraphs 16-22. In
these rare cases only, the entity shall instead:

€)] measure the equity instruments at their intrinsic value, initially at the date the entity
obtains the goods or the counterparty renders service and subsequently at the end of each
reporting period and at the date of final settlement, with any change in intrinsic value
recognised in profit or loss. For a grant of share options, the share-based payment
arrangement is finally settled when the options are exercised, are forfeited (eg upon
cessation of employment) or lapse (eg at the end of the option's life).

(b) recognise the goods or services received based on the number of equity instruments that
ultimately vest or (where applicable) are ultimately exercised. To apply this requirement

Conceptual Framework | Proposed amendments — Clarifying the term ‘reliability’
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to share options, for example, the entity shall recognise the goods or services received
during the vesting period, if any, in accordance with paragraphs 14 and 15, except that
the requirements in paragraph 15(b) concerning a market condition do not apply. The
amount recognised for goods or services received during the vesting period shall be
based on the number of share options expected to vest. The entity shall revise that
estimate, if necessary, if subsequent information indicates that the number of share
options expected to vest differs from previous estimates. On vesting date, the entity
shall revise the estimate to equal the number of equity instruments that ultimately vested.
After vesting date, the entity shall reverse the amount recognised for goods or services
received if the share options are later forfeited, or lapse at the end of the share option's
life.

IFRS 3

IN9

22

23

28

33

The IFRS provides limited exceptions to these recognition and measurement principles:

@ Leases and insurance contracts are required to be classified on the basis of the
contractual terms and other factors at the inception of the contract (or when the terms
have changed) rather than on the basis of the factors that exist at the acquisition date.

(b) Only those contingent liabilities assumed in a business combination that are a present
obligation and can be measured reliably are recognised.
(©) Some assets and liabilities are required to be recognised or measured in accordance with

other IFRSs, rather than at fair value. The assets and liabilities affected are those falling
within the scope of IAS 12 Income Taxes, IAS 19 Employee Benefits, IFRS 2 Share-
based Payment and IFRS 5 Non-current Assets Held for Sale and Discontinued

Operations.
(d) There are special requirements for measuring a reacquired right.
(e) Indemnification assets are recognised and measured on a basis that is consistent with the

item that is subject to the indemnification, even if that measure is not fair value.
Contingent liabilities
IAS 37 Provisions, Contingent Liabilities and Contingent Assets defines a contingent liability as:

@ a possible obligation that arises from past events and whose existence will be confirmed
only by the occurrence or non-occurrence of one or more uncertain future events not
wholly within the control of the entity; or

(b) a present obligation that arises from past events but is not recognised because:
(i) it is not probable that an outflow of resources embodying economic benefits
will be required to settle the obligation; or
(i) the amount of the obligation cannot be measured with sufficient reliability.

The requirements in 1AS 37 do not apply in determining which contingent liabilities to recognise
as of the acquisition date. Instead, the acquirer shall recognise as of the acquisition date a
contingent liability assumed in a business combination if it is a present obligation that arises from
past events and its fair value can be measured reliably. Therefore, contrary to IAS 37, the
acquirer recognises a contingent liability assumed in a business combination at the acquisition
date even if it is not probable that an outflow of resources embodying economic benefits will be
required to settle the obligation. Paragraph 56 provides guidance on the subsequent accounting
for contingent liabilities.

In some circumstances, the indemnification may relate to an asset or a liability that is an
exception to the recognition or measurement principles. For example, an indemnification may
relate to a contingent liability that is not recognised at the acquisition date because its fair value is
not reliably measurable at that date. Alternatively, an indemnification may relate to an asset or a
liability, for example, one that results from an employee benefit, that is measured on a basis other
than acquisition-date fair value. In those circumstances, the indemnification asset shall be
recognised and measured using assumptions consistent with those used to measure the
indemnified item, subject to management's assessment of the collectibility of the indemnification
asset and any contractual limitations on the indemnified amount. Paragraph 57 provides guidance
on the subsequent accounting for an indemnification asset.

In a business combination in which the acquirer and the acquiree (or its former owners) exchange
only equity interests, the acquisition-date fair value of the acquiree's equity interests may be more
reliably measurable than the acquisition-date fair value of the acquirer's equity interests. If so, the
acquirer shall determine the amount of goodwill by using the acquisition-date fair value of the

Conceptual Framework | Proposed amendments — Clarifying the term ‘reliability’
Page 10 of 23




Agenda ref 10F

65B

65C

65D

B47

B64

acquiree's equity interests instead of the acquisition-date fair value of the equity interests
transferred. To determine the amount of goodwill in a business combination in which no
consideration is transferred, the acquirer shall use the acquisition-date fair value of the acquirer's
interest in the acquiree in place of the acquisition-date fair value of the consideration transferred
(paragraph 32(a)(i)). Paragraphs B46-B49 provide related application guidance.

If a business combination agreement provides for an adjustment to the cost of the combination
contingent on future events, the acquirer shall include the amount of that adjustment in the cost of
the combination at the acquisition date if the adjustment is probable and can be measured
reliably.

A business combination agreement may allow for adjustments to the cost of the combination that
are contingent on one or more future events. The adjustment might, for example, be contingent
on a specified level of profit being maintained or achieved in future periods, or on the market
price of the instruments issued being maintained. It is usually possible to estimate the amount of
any such adjustment at the time of initially accounting for the combination without impairing the
reliability of the information, even though some uncertainty exists. If the future events do not
occur or the estimate needs to be revised, the cost of the business combination shall be adjusted
accordingly.

However, when a business combination agreement provides for such an adjustment, that
adjustment is not included in the cost of the combination at the time of initially accounting for the
combination if it either is not probable or cannot be measured reliably. If that adjustment
subsequently becomes probable and can be measured reliably, the additional consideration shall
be treated as an adjustment to the cost of the combination.

When two mutual entities combine, the fair value of the equity or member interests in the
acquiree (or the fair value of the acquiree) may be more reliably measurable than the fair value of
the member interests transferred by the acquirer. In that situation, paragraph 33 requires the
acquirer to determine the amount of goodwill by using the acquisition-date fair value of the
acquiree's equity interests instead of the acquisition-date fair value of the acquirer's equity
interests transferred as consideration. In addition, the acquirer in a combination of mutual entities
shall recognise the acquiree's net assets as a direct addition to capital or equity in its statement of
financial position, not as an addition to retained earnings, which is consistent with the way in
which other types of entities apply the acquisition method.

To meet the objective in paragraph 59, the acquirer shall disclose the following information for

each business combination that occurs during the reporting period:

M for each contingent liability recognised in accordance with paragraph 23, the information
required in paragraph 85 of IAS 37 Provisions, Contingent Liabilities and Contingent
Assets. If a contingent liability is not recognised because its fair value cannot be
measured reliably, the acquirer shall disclose:

0] the information required by paragraph 86 of IAS 37; and
(i) the reasons why the liability cannot be measured reliably.

IFRS 4

20

Impairment of reinsurance assets

If a cedant's reinsurance asset is impaired, the cedant shall reduce its carrying amount accordingly

and recognise that impairment loss in profit or loss. A reinsurance asset is impaired if, and only

if:

€)] there is objective evidence, as a result of an event that occurred after initial recognition
of the reinsurance asset, that the cedant may not receive all amounts due to it under the
terms of the contract; and

(b) that event has a reliably measurable impact on the amounts that the cedant will receive
from the reinsurer.

IFRS 7

29

30

Disclosures of fair value are not required:

€)] when the carrying amount is a reasonable approximation of fair value, for example, for
financial instruments such as short-term trade receivables and payables;

()  [deleted]

(© for a contract containing a discretionary participation feature (as described in IFRS 4) if
the fair value of that feature cannot be measured reliably.

In the cases described in paragraph 29(c), an entity shall disclose information to help users of the
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financial statements make their own judgements about the extent of possible differences between
the carrying amount of those contracts and their fair value, including:

@ the fact that fair value information has not been disclosed for these instruments because
their fair value cannot be measured reliably;

(b) a description of the financial instruments, their carrying amount, and an explanation of
why fair value cannot be measured reliably;

(© information about the market for the instruments;

(d) information about whether and how the entity intends to dispose of the financial
instruments; and

(e) if financial instruments whose fair value previously could not be reliably measured are

derecognised, that fact, their carrying amount at the time of derecognition, and the
amount of gain or loss recognised.

IFRS 9

IN7

4.3.7

6.3.2
6.3.7

6.6.3

In October 2010 the Board added to IFRS 9 the requirements for classification and measurement

of financial liabilities:

@

(b) Consistently with the requirements in IFRS 9 for investments in equity instruments that
do not have a quoted price in an active market for an identical instrument (ie a Level 1
input) (and derivative assets linked to those investments), the exception from fair value
measurement was eliminated for derivative liabilities that are linked to and must be
settled by delivery of such an equity instrument. Under IAS 39, if those derivatives
were not reliably measurable, they were required to be measured at cost. IFRS 9
requires them to be measured at fair value.

If an entity is unable to measure reliably the fair value of an embedded derivative on the basis of
its terms and conditions, the fair value of the embedded derivative is the difference between the
fair value of the hybrid contract and the fair value of the host. If the entity is unable to measure
the fair value of the embedded derivative using this method, paragraph 4.3.6 applies and the
hybrid contract is designated as at fair value through profit or loss.

The hedged item must be reliably measurable.

An entity may designate an item in its entirety or a component of an item as the hedged item in a
hedging relationship. An entire item comprises all changes in the cash flows or fair value of an
item. A component comprises less than the entire fair value change or cash flow variability of an
item. In that case, an entity may designate only the following types of components (including
combinations) as hedged items:

@ only changes in the cash flows or fair value of an item attributable to a specific risk or
risks (risk component), provided that, based on an assessment within the context of the
particular market structure, the risk component is separately identifiable and reliably
measurable (see paragraphs B6.3.8-B6.3.15). Risk components include a designation of
only changes in the cash flows or the fair value of a hedged item above or below a
specified price or other variable (a one-sided risk).

(b) one or more selected contractual cash flows.

(© components of a nominal amount, ie a specified part of the amount of an item (see
paragraphs B6.3.16-B6.3.20).

A layer component of an overall group of items (for example, a bottom layer) is eligible for
hedge accounting only if:

€)] it is separately identifiable and reliably measurable;
(b) the risk management objective is to hedge a layer component;
(c) the items in the overall group from which the layer is identified are exposed to the same

hedged risk (so that the measurement of the hedged layer is not significantly affected by
which particular items from the overall group form part of the hedged layer);

(d) for a hedge of existing items (for example, an unrecognised firm commitment or a
recognised asset) an entity can identify and track the overall group of items from which
the hedged layer is defined (so that the entity is able to comply with the requirements for
the accounting for qualifying hedging relationships); and
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B4.3.9

B4.3.10

B6.3.8

B6.3.10

(e any items in the group that contain prepayment options meet the requirements for
components of a nominal amount (see paragraph B6.3.20).

As noted in paragraph B4.3.1, when an entity becomes a party to a hybrid contract with a host
that is not an asset within the scope of this IFRS and with one or more embedded derivatives,
paragraph 4.3.3 requires the entity to identify any such embedded derivative, assess whether it is
required to be separated from the host contract and, for those that are required to be separated,
measure the derivatives at fair value at initial recognition and subsequently. These requirements
can be more complex, or result in less reliable measures, than measuring the entire instrument at
fair value through profit or loss. For that reason this IFRS permits the entire hybrid contract to be
designated as at fair value through profit or loss.

Such designation may be used whether paragraph 4.3.3 requires the embedded derivatives to be
separated from the host contract or prohibits such separation. However, paragraph 4.3.5 would
not justify designating the hybrid contract as at fair value through profit or loss in the cases set
out in paragraph 4.3.5(a) and (b) because doing so would not reduce complexity or increase
reliability.

To be eligible for designation as a hedged item, a risk component must be a separately
identifiable component of the financial or the non-financial item, and the changes in the cash
flows or the fair value of the item attributable to changes in that risk component must be reliably
measurable.

When designating risk components as hedged items, an entity considers whether the risk
components are explicitly specified in a contract (contractually specified risk components) or
whether they are implicit in the fair value or the cash flows of an item of which they are a part
(non-contractually specified risk components). Non-contractually specified risk components can
relate to items that are not a contract (for example, forecast transactions) or contracts that do not
explicitly specify the component (for example, a firm commitment that includes only one single
price instead of a pricing formula that references different underlyings). For example:

€)] Entity A has a long-term supply contract for natural gas that is priced using a
contractually specified formula that references commaodities and other factors (for
example, gas oil, fuel oil and other components such as transport charges). Entity A
hedges the gas oil component in that supply contract using a gas oil forward contract.
Because the gas oil component is specified by the terms and conditions of the supply
contract it is a contractually specified risk component. Hence, because of the pricing
formula, Entity A concludes that the gas oil price exposure is separately identifiable. At
the same time, there is a market for gas oil forward contracts. Hence, Entity A
concludes that the gas oil price exposure is reliably measurable. Consequently, the gas
oil price exposure in the supply contract is a risk component that is eligible for
designation as a hedged item.

(b) Entity B hedges its future coffee purchases based on its production forecast. Hedging
starts up to 15 months before delivery for part of the forecast purchase volume. Entity B
increases the hedged volume over time (as the delivery date approaches). Entity B uses
two different types of contracts to manage its coffee price risk:

0] exchange-traded coffee futures contracts; and

(i) coffee supply contracts for Arabica coffee from Colombia delivered to a
specific manufacturing site. These contracts price a tonne of coffee based on
the exchange-traded coffee futures contract price plus a fixed price differential
plus a variable logistics services charge using a pricing formula. The coffee
supply contract is an executory contract in accordance with which Entity B
takes actual delivery of coffee.

For deliveries that relate to the current harvest, entering into the coffee supply contracts
allows Entity B to fix the price differential between the actual coffee quality purchased
(Arabica coffee from Colombia) and the benchmark quality that is the underlying of the
exchange-traded futures contract. However, for deliveries that relate to the next harvest,
the coffee supply contracts are not yet available, so the price differential cannot be fixed.
Entity B uses exchange-traded coffee futures contracts to hedge the benchmark quality
component of its coffee price risk for deliveries that relate to the current harvest as well
as the next harvest. Entity B determines that it is exposed to three different risks: coffee
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(©

(d)

price risk reflecting the benchmark quality, coffee price risk reflecting the difference
(spread) between the price for the benchmark quality coffee and the particular Arabica
coffee from Colombia that it actually receives, and the variable logistics costs. For
deliveries related to the current harvest, after Entity B enters into a coffee supply
contract, the coffee price risk reflecting the benchmark quality is a contractually
specified risk component because the pricing formula includes an indexation to the
exchange-traded coffee futures contract price. Entity B concludes that this risk
component is separately identifiable and reliably measurable. For deliveries related to
the next harvest, Entity B has not yet entered into any coffee supply contracts (ie those
deliveries are forecast transactions). Hence, the coffee price risk reflecting the
benchmark quality is a non-contractually specified risk component. Entity B's analysis
of the market structure takes into account how eventual deliveries of the particular
coffee that it receives are priced. Hence, on the basis of this analysis of the market
structure, Entity B concludes that the forecast transactions also involve the coffee price
risk that reflects the benchmark quality as a risk component that is separately identifiable
and reliably measurable even though it is not contractually specified. Consequently,
Entity B may designate hedging relationships on a risk components basis (for the coffee
price risk that reflects the benchmark quality) for coffee supply contracts as well as
forecast transactions.

Entity C hedges part of its future jet fuel purchases on the basis of its consumption
forecast up to 24 months before delivery and increases the volume that it hedges over
time. Entity C hedges this exposure using different types of contracts depending on the
time horizon of the hedge, which affects the market liquidity of the derivatives. For the
longer time horizons (12—24 months) Entity C uses crude oil contracts because only
these have sufficient market liquidity. For time horizons of 6-12 months Entity C uses
gas oil derivatives because they are sufficiently liquid. For time horizons up to six
months Entity C uses jet fuel contracts. Entity C's analysis of the market structure for oil
and oil products and its evaluation of the relevant facts and circumstances is as follows:

0] Entity C operates in a geographical area in which Brent is the crude oil
benchmark. Crude oil is a raw material benchmark that affects the price of
various refined oil products as their most basic input. Gas oil is a benchmark
for refined oil products, which is used as a pricing reference for oil distillates
more generally. This is also reflected in the types of derivative financial
instruments for the crude oil and refined oil products markets of the
environment in which Entity C operates, such as:

. the benchmark crude oil futures contract, which is for Brent crude oil;

. the benchmark gas oil futures contract, which is used as the pricing
reference for distillates—for example, jet fuel spread derivatives cover
the price differential between jet fuel and that benchmark gas oil; and

. the benchmark gas oil crack spread derivative (ie the derivative for the
price differential between crude oil and gas oil—a refining margin),
which is indexed to Brent crude oil.

(i) the pricing of refined oil products does not depend on which particular crude oil
is processed by a particular refinery because those refined oil products (such as
gas oil or jet fuel) are standardised products.

Hence, Entity C concludes that the price risk of its jet fuel purchases includes a crude oil
price risk component based on Brent crude oil and a gas oil price risk component, even
though crude oil and gas oil are not specified in any contractual arrangement. Entity C
concludes that these two risk components are separately identifiable and reliably
measurable even though they are not contractually specified. Consequently, Entity C
may designate hedging relationships for forecast jet fuel purchases on a risk components
basis (for crude oil or gas oil). This analysis also means that if, for example, Entity C
used crude oil derivatives based on West Texas Intermediate (WTI) crude oil, changes in
the price differential between Brent crude oil and WTI crude oil would cause hedge
ineffectiveness.

Entity D holds a fixed-rate debt instrument. This instrument is issued in an environment
with a market in which a large variety of similar debt instruments are compared by their
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B6.3.13

B6.3.14

B6.3.15

spreads to a benchmark rate (for example, LIBOR) and variable-rate instruments in that
environment are typically indexed to that benchmark rate. Interest rate swaps are
frequently used to manage interest rate risk on the basis of that benchmark rate,
irrespective of the spread of debt instruments to that benchmark rate. The price of fixed-
rate debt instruments varies directly in response to changes in the benchmark rate as they
happen. Entity D concludes that the benchmark rate is a component that can be
separately identified and reliably measured. Consequently, Entity D may designate
hedging relationships for the fixed-rate debt instrument on a risk component basis for the
benchmark interest rate risk.

There is a rebuttable presumption that unless inflation risk is contractually specified, it is not
separately identifiable and reliably measurable and hence cannot be designated as a risk
component of a financial instrument. However, in limited cases, it is possible to identify a risk
component for inflation risk that is separately identifiable and reliably measurable because of the
particular circumstances of the inflation environment and the relevant debt market.

For example, an entity issues debt in an environment in which inflation-linked bonds have a
volume and term structure that results in a sufficiently liquid market that allows constructing a
term structure of zero-coupon real interest rates. This means that for the respective currency,
inflation is a relevant factor that is separately considered by the debt markets. In those
circumstances the inflation risk component could be determined by discounting the cash flows of
the hedged debt instrument using the term structure of zero-coupon real interest rates (ie in a
manner similar to how a risk-free (nominal) interest rate component can be determined).
Conversely, in many cases an inflation risk component is not separately identifiable and reliably
measurable. For example, an entity issues only nominal interest rate debt in an environment with
a market for inflation-linked bonds that is not sufficiently liquid to allow a term structure of zero-
coupon real interest rates to be constructed. In this case the analysis of the market structure and
of the facts and circumstances does not support the entity concluding that inflation is a relevant
factor that is separately considered by the debt markets. Hence, the entity cannot overcome the
rebuttable presumption that inflation risk that is not contractually specified is not separately
identifiable and reliably measurable. Consequently, an inflation risk component would not be
eligible for designation as the hedged item. This applies irrespective of any inflation hedging
instrument that the entity has actually entered into. In particular, the entity cannot simply impute
the terms and conditions of the actual inflation hedging instrument by projecting its terms and
conditions onto the nominal interest rate debt.

A contractually specified inflation risk component of the cash flows of a recognised inflation-
linked bond (assuming that there is no requirement to account for an embedded derivative
separately) is separately identifiable and reliably measurable, as long as other cash flows of the
instrument are not affected by the inflation risk component.

IFRS 13

77

A quoted price in an active market provides the most reliable evidence of fair value and shall be
used without adjustment to measure fair value whenever available, except as specified in
paragraph 79.

IFRS 15

44

An entity shall recognise revenue for a performance obligation satisfied over time only if the
entity can reasonably measure its progress towards complete satisfaction of the performance
obligation. An entity would not be able to reasonably measure its progress towards complete
satisfaction of a performance obligation if it lacks reliable information that would be required to
apply an appropriate method of measuring progress.

IAS 2

30

Estimates of net realisable value are based on the most reliable evidence available at the time the
estimates are made, of the amount the inventories are expected to realise. These estimates take
into consideration fluctuations of price or cost directly relating to events occurring after the end
of the period to the extent that such events confirm conditions existing at the end of the period.

IAS 8

Prior period errors are omissions from, and misstatements in, the entity's financial
statements for one or more prior periods arising from a failure to use, or misuse of, reliable
information that:

(@) was available when financial statements for those periods were authorised for
issue; and
(b) could reasonably be expected to have been obtained and taken into account in the
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32

33

53

preparation and presentation of those financial statements.

As a result of the uncertainties inherent in business activities, many items in financial statements
cannot be measured with precision but can only be estimated. Estimation involves judgements
based on the latest available, reliable information. For example, estimates may be required of;

(@) bad debts;
(b) inventory obsolescence;
(©) the fair value of financial assets or financial liabilities;

(d) the useful lives of, or expected pattern of consumption of the future economic benefits
embodied in, depreciable assets; and

(e) warranty obligations.

The use of reasonable estimates is an essential part of the preparation of financial statements and
does not undermine their reliability.

Hindsight should not be used when applying a new accounting policy to, or correcting amounts
for, a prior period, either in making assumptions about what management's intentions would have
been in a prior period or estimating the amounts recognised, measured or disclosed in a prior
period. For example, when an entity corrects a prior period error in calculating its liability for
employees' accumulated sick leave in accordance with IAS 19 Employee Benefits, it disregards
information about an unusually severe influenza season during the next period that became
available after the financial statements for the prior period were authorised for issue. The fact
that significant estimates are frequently required when amending comparative information
presented for prior periods does not prevent reliable adjustment or correction of the comparative
information.

IAS 12

14

54

76

When a tax loss is used to recover current tax of a previous period, an entity recognises the
benefit as an asset in the period in which the tax loss occurs because it is probable that the benefit
will flow to the entity and the benefit can be reliably measured.

The reliable determination of deferred tax assets and liabilities on a discounted basis requires
detailed scheduling of the timing of the reversal of each temporary difference. In many cases
such scheduling is impracticable or highly complex. Therefore, it is inappropriate to require
discounting of deferred tax assets and liabilities. To permit, but not to require, discounting would
result in deferred tax assets and liabilities which would not be comparable between entities.
Therefore, this Standard does not require or permit the discounting of deferred tax assets and
liabilities.

In rare circumstances, an entity may have a legally enforceable right of set-off, and an intention
to settle net, for some periods but not for others. In such rare circumstances, detailed scheduling
may be required to establish reliably whether the deferred tax liability of one taxable entity will
result in increased tax payments in the same period in which a deferred tax asset of another
taxable entity will result in decreased payments by that second taxable entity.

IAS 16

IN9

24

If fair value can be measured reliably, an entity may carry all items of property, plant and
equipment of a class at a revalued amount, which is the fair value of the items at the date of the
revaluation less any subsequent accumulated depreciation and accumulated impairment losses.
Under the previous version of IAS 16, use of revalued amounts did not depend on whether fair
values were reliably measurable.

The cost of an item of property, plant and equipment shall be recognised as an asset if, and

only if:

(@) it is probable that future economic benefits associated with the item will flow to the
entity; and

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

One or more items of property, plant and equipment may be acquired in exchange for a non-
monetary asset or assets, or a combination of monetary and non-monetary assets. The following
discussion refers simply to an exchange of one non-monetary asset for another, but it also applies
to all exchanges described in the preceding sentence. The cost of such an item of property, plant
and equipment is measured at fair value unless (a) the exchange transaction lacks commercial
substance or (b) the fair value of neither the asset received nor the asset given up is reliably
measurable. The acquired item is measured in this way even if an entity cannot immediately
derecognise the asset given up. If the acquired item is not measured at fair value, its cost is
measured at the carrying amount of the asset given up.

Conceptual Framework | Proposed amendments — Clarifying the term ‘reliability’
Page 16 of 23




Agenda ref 10F

26

31

The fair value of an asset is reliably measurable if (a) the variability in the range of reasonable
fair value measurements is not significant for that asset or (b) the probabilities of the various
estimates within the range can be reasonably assessed and used when measuring fair value. If an
entity is able to measure reliably the fair value of either the asset received or the asset given up,
then the fair value of the asset given up is used to measure the cost of the asset received unless
the fair value of the asset received is more clearly evident.

After recognition as an asset, an item of property, plant and equipment whose fair value can
be measured reliably shall be carried at a revalued amount, being its fair value at the date
of the revaluation less any subsequent accumulated depreciation and subsequent
accumulated impairment losses. Revaluations shall be made with sufficient regularity to
ensure that the carrying amount does not differ materially from that which would be
determined using fair value at the end of the reporting period.

IAS 17

16

Whenever necessary in order to classify and account for a lease of land and buildings, the
minimum lease payments (including any lump-sum upfront payments) are allocated between the
land and the buildings elements in proportion to the relative fair values of the leasehold interests
in the land element and buildings element of the lease at the inception of the lease. If the lease
payments cannot be allocated reliably between these two elements, the entire lease is classified as
a finance lease, unless it is clear that both elements are operating leases, in which case the entire
lease is classified as an operating lease.

IAS 19

19

22

36

57

60

71

An entity shall recognise the expected cost of profit-sharing and bonus payments under

paragraph 11 when, and only when:

(@) the entity has a present legal or constructive obligation to make such payments as a
result of past events; and

(b) a reliable estimate of the obligation can be made.

An entity can make a reliable estimate of its legal or constructive obligation under a profit-
sharing or bonus plan when, and only when:

€)] the formal terms of the plan contain a formula for determining the amount of the benefit;

(b) the entity determines the amounts to be paid before the financial statements are
authorised for issue; or

(© past practice gives clear evidence of the amount of the entity's constructive obligation.

Where sufficient information is available about a multi-employer defined benefit plan, an entity
accounts for its proportionate share of the defined benefit obligation, plan assets and post-
employment cost associated with the plan in the same way as for any other defined benefit plan.
However, an entity may not be able to identify its share of the underlying financial position and
performance of the plan with sufficient reliability for accounting purposes. This may occur if:

@ the plan exposes the participating entities to actuarial risks associated with the current
and former employees of other entities, with the result that there is no consistent and
reliable basis for allocating the obligation, plan assets and cost to individual entities
participating in the plan; or

(b) the entity does not have access to sufficient information about the plan to satisfy the
requirements of this Standard.

Accounting by an entity for defined benefit plans involves the following steps:
@ determining the deficit or surplus. This involves:

(i) using an actuarial technique, the projected unit credit method, to make a
reliable estimate of the ultimate cost to the entity of the benefit that employees
have earned in return for their service in the current and prior periods (see
paragraphs 67—-69). This requires an entity to determine how much benefit is
attributable to the current and prior periods (see paragraphs 70-74) and to make
estimates (actuarial assumptions) about demographic variables (such as
employee turnover and mortality) and financial variables (such as future
increases in salaries and medical costs) that will affect the cost of the benefit
(see paragraphs 75-98).

In some cases, estimates, averages and computational short cuts may provide a reliable
approximation of the detailed computations illustrated in this Standard.

The projected unit credit method requires an entity to attribute benefit to the current period (in
order to determine current service cost) and the current and prior periods (in order to determine
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79

87

95

98

the present value of defined benefit obligations). An entity attributes benefit to periods in which
the obligation to provide post-employment benefits arises. That obligation arises as employees
render services in return for post-employment benefits that an entity expects to pay in future
reporting periods. Actuarial techniques allow an entity to measure that obligation with sufficient
reliability to justify recognition of a liability.

An entity determines the discount rate and other financial assumptions in nominal (stated) terms,
unless estimates in real (inflation-adjusted) terms are more reliable, for example, in a
hyperinflationary economy (see IAS 29 Financial Reporting in Hyperinflationary Economies), or
where the benefit is index-linked and there is a deep market in index-linked bonds of the same
currency and term.

An entity shall measure its defined benefit obligations on a basis that reflects:

€)) the benefits set out in the terms of the plan (or resulting from any constructive
obligation that goes beyond those terms) at the end of the reporting period;

(b) any estimated future salary increases that affect the benefits payable;
(© the effect of any limit on the employer's share of the cost of the future benefits;

(d) contributions from employees or third parties that reduce the ultimate cost to the
entity of those benefits; and

(e) estimated future changes in the level of any state benefits that affect the benefits
payable under a defined benefit plan, if, and only if, either:

0] those changes were enacted before the end of the reporting period; or

(ii) historical data, or other reliable evidence, indicate that those state benefits
will change in some predictable manner, for example, in line with future
changes in general price levels or general salary levels.

Some post-employment benefits are linked to variables such as the level of state retirement
benefits or state medical care. The measurement of such benefits reflects the best estimate of
such variables, based on historical data and other reliable evidence.

The level and frequency of claims is particularly sensitive to the age, health status and sex of
employees (and their dependants) and may be sensitive to other factors such as geographical
location. Therefore, historical data are adjusted to the extent that the demographic mix of the
population differs from that of the population used as a basis for the data. They are also adjusted
where there is reliable evidence that historical trends will not continue.

IAS 23

Borrowing costs that are directly attributable to the acquisition, construction or production of a
qualifying asset are included in the cost of that asset. Such borrowing costs are capitalised as part
of the cost of the asset when it is probable that they will result in future economic benefits to the
entity and the costs can be measured reliably. When an entity applies IAS 29 Financial
Reporting in Hyperinflationary Economies, it recognises as an expense the part of borrowing
costs that compensates for inflation during the same period in accordance with paragraph 21 of
that Standard.

IAS 34

33

An essential characteristic of income (revenue) and expenses is that the related inflows and
outflows of assets and liabilities have already taken place. If those inflows or outflows have
taken place, the related revenue and expense are recognised; otherwise they are not recognised.
The Framework says that ‘expenses are recognised in the income statement when a decrease in
future economic benefits related to a decrease in an asset or an increase of a liability has arisen
that can be measured reliably... [The] Framework does not allow the recognition of items in the
balance sheet which do not meet the definition of assets or liabilities.”*

IAS 36

20

It may be possible to measure fair value less costs of disposal, even if there is not a quoted price
in an active market for an identical asset. However, sometimes it will not be possible to measure
fair value less costs of disposal because there is no basis for making a reliable estimate of the
price at which an orderly transaction to sell the asset would take place between market
participants at the measurement date under current market conditions. In this case, the entity may
use the asset's value in use as its recoverable amount.

* Agenda Paper 10E proposes an amendment to this paragraph so that the quote is consistent with the
Conceptual Framework Exposure Draft.
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35

Al2

Detailed, explicit and reliable financial budgets/forecasts of future cash flows for periods longer
than five years are generally not available. For this reason, management’s estimates of future
cash flows are based on the most recent budgets/forecasts for a maximum of five years.
Management may use cash flow projections based on financial budgets/forecasts over a period
longer than five years if it is confident that these projections are reliable and it can demonstrate its
ability, based on past experience, to forecast cash flows accurately over that longer period.

The application of an expected cash flow approach is subject to a cost-benefit constraint. In some
cases, an entity may have access to extensive data and may be able to develop many cash flow
scenarios. In other cases, an entity may not be able to develop more than general statements
about the variability of cash flows without incurring substantial cost. The entity needs to balance
the cost of obtaining additional information against the additional reliability that information will
bring to the measurement.

IAS 37

IN2

10

13

14

25

26

The Standard defines provisions as liabilities of uncertain timing or amount. A provision should
be recognised when, and only when:

@ an entity has a present obligation (legal or constructive) as a result of a past event;

(b) it is probable (ie more likely than not) that an outflow of resources embodying economic
benefits will be required to settle the obligation; and

(© a reliable estimate can be made of the amount of the obligation. The Standard notes that
it is only in extremely rare cases that a reliable estimate will not be possible.

A contingent liability is:
() a possible obligation that arises from past events and whose existence will be

confirmed only by the occurrence or non-occurrence of one or more uncertain
future events not wholly within the control of the entity; or

(b) a present obligation that arises from past events but is not recognised because:

0] it is not probable that an outflow of resources embodying economic
benefits will be required to settle the obligation; or

(i) the amount of the obligation cannot be measured with sufficient reliability.
This Standard distinguishes between:
@ provisions — which are recognised as liabilities (assuming that a reliable estimate can be

made) because they are present obligations and it is probable that an outflow of
resources embodying economic benefits will be required to settle the obligations; and

(b) contingent liabilities — which are not recognised as liabilities because they are either:

(i) possible obligations, as it has yet to be confirmed whether the entity has a
present obligation that could lead to an outflow of resources embodying
economic benefits; or

(i) present obligations that do not meet the recognition criteria in this Standard
(because either it is not probable that an outflow of resources embodying
economic benefits will be required to settle the obligation, or a sufficiently
reliable estimate of the amount of the obligation cannot be made).

A provision shall be recognised when:
(@) an entity has a present obligation (legal or constructive) as a result of a past event;

(b) it is probable that an outflow of resources embodying economic benefits will be
required to settle the obligation; and

(© a reliable estimate can be made of the amount of the obligation.
Reliable estimate of the obligation

The use of estimates is an essential part of the preparation of financial statements and does not
undermine their reliability. This is especially true in the case of provisions, which by their nature
are more uncertain than most other items in the statement of financial position. Except in
extremely rare cases, an entity will be able to determine a range of possible outcomes and can
therefore make an estimate of the obligation that is sufficiently reliable to use in recognising a
provision.

In the extremely rare case where no reliable estimate can be made, a liability exists that cannot be
recognised. That liability is disclosed as a contingent liability (see paragraph 86).
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29

30

Where an entity is jointly and severally liable for an obligation, the part of the obligation that is
expected to be met by other parties is treated as a contingent liability. The entity recognises a
provision for the part of the obligation for which an outflow of resources embodying economic
benefits is probable, except in the extremely rare circumstances where no reliable estimate can be
made.

Contingent liabilities may develop in a way not initially expected. Therefore, they are assessed
continually to determine whether an outflow of resources embodying economic benefits has
become probable. If it becomes probable that an outflow of future economic benefits will be
required for an item previously dealt with as a contingent liability, a provision is recognised in the
financial statements of the period in which the change in probability occurs (except in the
extremely rare circumstances where no reliable estimate can be made).

IAS 38

IN7

21

26

33

35

45

47

The previous version of IAS 38 required an intangible asset to be recognised if, and only if, it was
probable that the expected future economic benefits attributable to the asset would flow to the
entity, and its cost could be measured reliably. These recognition criteria have been included in
the Standard. However, additional guidance has been included to clarify that:

@ the probability recognition criterion is always considered to be satisfied for intangible
assets that are acquired separately or in a business combination.

(b) the fair value of an intangible asset acquired in a business combination can be measured
with sufficient reliability to be recognised separately from goodwill.

An intangible asset shall be recognised if, and only if:

(@) it is probable that the expected future economic benefits that are attributable to the
asset will flow to the entity; and

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

In addition, the cost of a separately acquired intangible asset can usually be measured reliably.
This is particularly so when the purchase consideration is in the form of cash or other monetary
assets.

In accordance with IFRS 3 Business Combinations, if an intangible asset is acquired in a business
combination, the cost of that intangible asset is its fair value at the acquisition date. The fair
value of an intangible asset will reflect market participants' expectations at the acquisition date
about the probability that the expected future economic benefits embodied in the asset will flow
to the entity. In other words, the entity expects there to be an inflow of economic benefits, even
if there is uncertainty about the timing or the amount of the inflow. Therefore, the probability
recognition criterion in paragraph 21(a) is always considered to be satisfied for intangible assets
acquired in business combinations. If an asset acquired in a business combination is separable or
arises from contractual or other legal rights, sufficient information exists to measure reliably the
fair value of the asset. Thus, the reliable measurement criterion in paragraph 21(b) is always
considered to be satisfied for intangible assets acquired in business combinations.

If an intangible asset acquired in a business combination is separable or arises from contractual or
other legal rights, sufficient information exists to measure reliably the fair value of the asset.
When, for the estimates used to measure an intangible asset's fair value, there is a range of
possible outcomes with different probabilities, that uncertainty enters into the measurement of the
asset's fair value.

One or more intangible assets may be acquired in exchange for a non-monetary asset or assets, or
a combination of monetary and non-monetary assets. The following discussion refers simply to
an exchange of one non-monetary asset for another, but it also applies to all exchanges described
in the preceding sentence. The cost of such an intangible asset is measured at fair value unless (a)
the exchange transaction lacks commercial substance or (b) the fair value of neither the asset
received nor the asset given up is reliably measurable. The acquired asset is measured in this way
even if an entity cannot immediately derecognise the asset given up. If the acquired asset is not
measured at fair value, its cost is measured at the carrying amount of the asset given up.

Paragraph 21(b) specifies that a condition for the recognition of an intangible asset is that the cost
of the asset can be measured reliably. The fair value of an intangible asset is reliably measurable
if (a) the variability in the range of reasonable fair value measurements is not significant for that
asset or (b) the probabilities of the various estimates within the range can be reasonably assessed
and used when measuring fair value. If an entity is able to measure reliably the fair value of
either the asset received or the asset given up, then the fair value of the asset given up is used to
measure cost unless the fair value of the asset received is more clearly evident.
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In some cases, expenditure is incurred to generate future economic benefits, but it does not result
in the creation of an intangible asset that meets the recognition criteria in this Standard. Such
expenditure is often described as contributing to internally generated goodwill. Internally
generated goodwill is not recognised as an asset because it is not an identifiable resource (ie it is
not separable nor does it arise from contractual or other legal rights) controlled by the entity that
can be measured reliably at cost.

It is sometimes difficult to assess whether an internally generated intangible asset qualifies for
recognition because of problems in:

€)] identifying whether and when there is an identifiable asset that will generate expected
future economic benefits; and

(b) determining the cost of the asset reliably. In some cases, the cost of generating an
intangible asset internally cannot be distinguished from the cost of maintaining or
enhancing the entity's internally generated goodwill or of running day-to-day operations.

An entity's costing systems can often measure reliably the cost of generating an intangible asset
internally, such as salary and other expenditure incurred in securing copyrights or licences or
developing computer software.

The depreciable amount of an intangible asset with a finite useful life shall be allocated on a
systematic basis over its useful life. Amortisation shall begin when the asset is available for
use, ie when it is in the location and condition necessary for it to be capable of operating in
the manner intended by management. Amortisation shall cease at the earlier of the date
that the asset is classified as held for sale (or included in a disposal group that is classified as
held for sale) in accordance with IFRS 5 and the date that the asset is derecognised. The
amortisation method used shall reflect the pattern in which the asset's future economic
benefits are expected to be consumed by the entity. If that pattern cannot be determined
reliably, the straight-line method shall be used. The amortisation charge for each period
shall be recognised in profit or loss unless this or another Standard permits or requires it to
be included in the carrying amount of another asset.

IAS 40

IN16

16

27

29

48

In exceptional cases, when an entity has adopted the fair value model, there may be clear
evidence when an entity first acquires an investment property (or when an existing property first
becomes investment property following the completion of construction or development, or after a
change in use) that its fair value will not be reliably measurable on a continuing basis. In such
cases, the Standard requires the entity to measure that investment property using the cost model
in 1AS 16 until disposal of the investment property. The residual value of the investment
property is assumed to be zero.

Investment property shall be recognised as an asset when, and only when:

(@ it is probable that the future economic benefits that are associated with the
investment property will flow to the entity; and

(b) the cost of the investment property can be measured reliably.

One or more investment properties may be acquired in exchange for a non-monetary asset or
assets, or a combination of monetary and non-monetary assets. The following discussion refers
to an exchange of one non-monetary asset for another, but it also applies to all exchanges
described in the preceding sentence. The cost of such an investment property is measured at fair
value unless (a) the exchange transaction lacks commercial substance or (b) the fair value of
neither the asset received nor the asset given up is reliably measurable. The acquired asset is
measured in this way even if an entity cannot immediately derecognise the asset given up. If the
acquired asset is not measured at fair value, its cost is measured at the carrying amount of the
asset given up.

The fair value of an asset is reliably measurable if (a) the variability in the range of reasonable
fair value measurements is not significant for that asset or (b) the probabilities of the various
estimates within the range can be reasonably assessed and used when measuring fair value. If the
entity is able to measure reliably the fair value of either the asset received or the asset given up,
then the fair value of the asset given up is used to measure cost unless the fair value of the asset
received is more clearly evident.

In exceptional cases, there is clear evidence when an entity first acquires an investment property
(or when an existing property first becomes investment property after a change in use) that the
variability in the range of reasonable fair value measurements will be so great, and the
probabilities of the various outcomes so difficult to assess, that the usefulness of a single measure
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of fair value is negated. This may indicate that the fair value of the property will not be reliably
measurable on a continuing basis (see paragraph 53).

Inability to measure fair value reliably

There is a rebuttable presumption that an entity can reliably measure the fair value of an
investment property on a continuing basis. However, in exceptional cases, there is clear
evidence when an entity first acquires an investment property (or when an existing property
first becomes investment property after a change in use) that the fair value of the
investment property is not reliably measurable on a continuing basis. This arises when, and
only when, the market for comparable properties is inactive (eg there are few recent
transactions, price quotations are not current or observed transaction prices indicate that
the seller was forced to sell) and alternative reliable measurements of fair value (for
example, based on discounted cash flow projections) are not available. If an entity
determines that the fair value of an investment property under construction is not reliably
measurable but expects the fair value of the property to be reliably measurable when
construction is complete, it shall measure that investment property under construction at
cost until either its fair value becomes reliably measurable or construction is completed
(whichever is earlier). If an entity determines that the fair value of an investment property
(other than an investment property under construction) is not reliably measurable on a
continuing basis, the entity shall measure that investment property using the cost model in
IAS 16. The residual value of the investment property shall be assumed to be zero.

The entity shall apply 1AS 16 until disposal of the investment property.

Once an entity becomes able to measure reliably the fair value of an investment property under
construction that has previously been measured at cost, it shall measure that property at its fair
value. Once construction of that property is complete, it is presumed that fair value can be
measured reliably. If this is not the case, in accordance with paragraph 53, the property shall be
accounted for using the cost model in accordance with 1AS 16.

The presumption that the fair value of investment property under construction can be measured
reliably can be rebutted only on initial recognition. An entity that has measured an item of
investment property under construction at fair value may not conclude that the fair value of the
completed investment property cannot be measured reliably.

In the exceptional cases referred to in paragraph 53, when an entity measures investment
property using the cost model in 1AS 16, the reconciliation required by paragraph 76 shall
disclose amounts relating to that investment property separately from amounts relating to
other investment property. In addition, an entity shall disclose:

(@ a description of the investment property;

(b) an explanation of why fair value cannot be measured reliably;

(© if possible, the range of estimates within which fair value is highly likely to lie; and
(d) on disposal of investment property not carried at fair value:

(M the fact that the entity has disposed of investment property not carried at
fair value;

(i) the carrying amount of that investment property at the time of sale; and
(iii) the amount of gain or loss recognised.

In addition to the disclosures required by paragraph 75, an entity that applies the cost
model in paragraph 56 shall disclose:

(e) the fair value of investment property. In the exceptional cases described in
paragraph 53, when an entity cannot measure the fair value of the investment
property reliably, it shall disclose:

Q) a description of the investment property;
(i) an explanation of why fair value cannot be measured reliably; and

(iii) if possible, the range of estimates within which fair value is highly likely to
lie.

IAS 41

IN2

IAS 41 prescribes, among other things, the accounting treatment for biological assets during the
period of growth, degeneration, production, and procreation, and for the initial measurement of
agricultural produce at the point of harvest. It requires measurement at fair value less costs to sell
from initial recognition of biological assets up to the point of harvest, other than when fair value
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cannot be measured reliably on initial recognition. However, IAS 41 does not deal with
processing of agricultural produce after harvest; for example, processing grapes into wine and
wool into yarn.

There is a presumption that fair value can be measured reliably for a biological asset. However,
that presumption can be rebutted only on initial recognition for a biological asset for which
quoted market prices are not available and for which alternative fair value measurements are
determined to be clearly unreliable. In such a case, IAS 41 requires an entity to measure that
biological asset at its cost less any accumulated depreciation and any accumulated impairment
losses. Once the fair value of such a biological asset becomes reliably measurable, an entity
should measure it at its fair value less costs to sell. In all cases, an entity should measure
agricultural produce at the point of harvest at its fair value less costs to sell.

An entity shall recognise a biological asset or agricultural produce when, and only when:

(@) the entity controls the asset as a result of past events;

(b) it is probable that future economic benefits associated with the asset will flow to the
entity; and

(© the fair value or cost of the asset can be measured reliably.

A biological asset shall be measured on initial recognition and at the end of each reporting
period at its fair value less costs to sell, except for the case described in paragraph 30 where
the fair value cannot be measured reliably.

Inability to measure fair value reliably

There is a presumption that fair value can be measured reliably for a biological asset.
However, that presumption can be rebutted only on initial recognition for a biological asset
for which quoted market prices are not available and for which alternative fair value
measurements are determined to be clearly unreliable. In such a case, that biological asset
shall be measured at its cost less any accumulated depreciation and any accumulated
impairment losses. Once the fair value of such a biological asset becomes reliably
measurable, an entity shall measure it at its fair value less costs to sell. Once a non-current
biological asset meets the criteria to be classified as held for sale (or is included in a disposal
group that is classified as held for sale) in accordance with IFRS 5 Non-current Assets Held
for Sale and Discontinued Operations, it is presumed that fair value can be measured
reliably.

The presumption in paragraph 30 can be rebutted only on initial recognition. An entity that has
previously measured a biological asset at its fair value less costs to sell continues to measure the
biological asset at its fair value less costs to sell until disposal.

In all cases, an entity measures agricultural produce at the point of harvest at its fair value less
costs to sell. This Standard reflects the view that the fair value of agricultural produce at the
point of harvest can always be measured reliably.

Additional disclosures for biological assets where fair value cannot be measured reliably

If an entity measures biological assets at their cost less any accumulated depreciation and
any accumulated impairment losses (see paragraph 30) at the end of the period, the entity
shall disclose for such biological assets:

(@ a description of the biological assets;

(b) an explanation of why fair value cannot be measured reliably;

(©) if possible, the range of estimates within which fair value is highly likely to lie;
(d) the depreciation method used;

(e the useful lives or the depreciation rates used; and

(f the gross carrying amount and the accumulated depreciation (aggregated with

accumulated impairment losses) at the beginning and end of the period.

If the fair value of biological assets previously measured at their cost less any accumulated
depreciation and any accumulated impairment losses becomes reliably measurable during
the current period, an entity shall disclose for those biological assets:

(@) a description of the biological assets;
(b) an explanation of why fair value has become reliably measurable; and
(c) the effect of the change.
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