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| ASB staff Day for IFRS Teachers
Monday 14 May 2012 in London, United Kingdom

Opening remarks
Hans Hooger vor st, Chairman, |ASB

Framework-based Teaching workshop

Michael Wells, Director, IFRSEducation Initiative, | ASB

Guillermo Braunbeck, Project Manager, IFRS Education Initiative, |ASB
Ann Tarca, Academic Fellow, IFRS Education Initiative, |ASB

Framework-based teaching of property, plant and equipment at each of the following course
levelsleading to CA/CPA qualification:

e Stagel: 1% IFRS course (eg Accounting 101)

e Stage?2: in between

e Stage 3: immediately before final professional qualifying examinations

Coffee/tea break

IASB staff update—main principles being considered in IASB projects
To update participants on the main principles being considered in devel oping those major new
IFRSs on the IASB’ s active agenda

e Chair and Investment entities update: Alan Teixeira, Senior Director, Technical
Activities, IASB

e Financial instruments update: Sue Lloyd, Senior Director, Technical Activities, |ASB

e Leasesupdate: Jessica Lion, Technical Manager, |ASB

e Insurance update: Joanna Y eoh, Technical Manager, |ASB

Lunch

Annual improvements and Interpretations: question and answer session
with IFRS Interpretations Committee staff
IFRIC 20 and Annual Improvements finalised in 2012

Panellists:
Michael Stewart, Director of Implementation Activities, | ASB
Denise Durant, Technical Manager, | ASB

New IFRSs: question and answer session with IASB staff

IFRS 9 Financial Instruments; Amendments to IFRS 7 Disclosures—Offsetting Financial Assets
and Financial Liabilities; and Amendmentsto | AS 32 Offsetting Financial Assets and Financial
Liabilities

Panellists:

Barbara Davidson, Senior Technical Manager, |ASB

Y ulia Feygina, Practice Fellow, IASB

New IFRSs: question and answer session with IASB staff

IFRS 10 Consolidated Financial Statements, IFRS 11 Joint Arrangements, IFRS 12 Disclosure of
Interestsin Other Entities

Panellists:

Jane Pike, Senior Technical Manager, |ASB

Mariela I sern, Senior Technical Manager, |ASB

New IFRSs: question and answer session with IASB staff
IFRS 13 Fair Value Measurement

Panellists:
Hilary Eastman, Senior Technical Manager, IASB
Mariela I sern, Senior Technical Manager, |ASB

Coffee break

New IFRSs: question and answer session with IASB staff
IAS 19 Employee Benefits and Amendments to IAS 1 Presentation of Items of Other
Comprehensive Income

Manuel Kapsis, Technical Manager, |ASB 1
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16:10  Feedback on planned support to those teaching IFRSs
Plan 2012-2016 and event feedback form

Michadgl Wells, Director, |FRS Education Initiative, | ASB

16:30 Close
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9 A Framework-based approach
to teaching accounting
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Michael Wells, Director, IFRS Education Initiative, IASB

Ann Tarca, Academic Fellow, IFRS Education Initiative, IASB

The views expressed in this presentation are those of the presenters,
not necessarily those of the IASB or IFRS Foundation.
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Background information:
overview of the Conceptual
Framework for Financial Reporting
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Role of the Conceptual Framework

* |IASB uses Framework to set standards
—enhances consistency across standards
—enhances consistency across time as Board

members change
— provides benchmark for judgments

* IFRS Interpretations Committee uses Framework to
interpret IFRSs when there is no IFRS requirement

» Preparers use Framework to develop accounting
policies in the absence of specific standard
—1AS 8 hierarchy
This workshop demonstrates the role of the
Framework in IFRS teaching

B EE3(FRS

The IASB’s Conceptual Framework

* Framework sets out agreed concepts that
underlie IFRS financial reporting
— the objective of general purpose financial
reporting
— qualitative characteristics
— elements of financial statements
— recognition
— measurement
— presentation and disclosure

Other concepts all flow from the objective

B EE3(FRS




Objective of financial reporting

Provide financial information about the reporting entity
that is useful to existing and potential investors, lenders
and other creditors in making decisions about providing
resources to the entity

Note:
+ other aspects of the Conceptual Framework flow
logically from the objective (CF.OB1)

» Conceptual Framework sets out the concepts that
underlie IFRS financial statements and assist the
IASB in the development of future IFRSs and in its
review of existing IFRSs (CF.Purpose and Status)

B EE3(FRS

Objective of financial reporting continued .

* Investors’, lenders’ and other creditors’ expectations
about returns depend on their assessment of the
amount, timing and uncertainty of (the prospects
for) future net cash inflows to the entity.

— Decisions by investors about buying, selling or holding equity
and debt instruments depend on the returns that they expect
from an investment in those instruments, eg dividends,
principal and interest payments or market price increases.

— Decisions by lenders about providing or settling loans and
other forms of credit depend on the principal and interest
payments or other returns that they expect.

B EE3(FRS




Objective of financial reporting continued 7

» To assess an entity’s prospects for future net cash
inflows, existing and potential investors, lenders and
other creditors need information about:

— the resources of the entity;
— claims against the entity; and

— how efficiently and effectively the entity's management
and governing board have discharged their
responsibilities to use the entity's resources

— eg protecting the entity's resources from
unfavourable effects of economic factors such as
price and technological changes

B EE3(FRS

Qualitative characteristics

« If financial information is to be useful, it must be
relevant and faithfully represent what it purports to
represent (ie fundamental qualities).

— Financial information without both relevance and faithful
representation is not useful, and it cannot be made useful by
being more comparable, verifiable, timely or understandable.

* The usefulness of financial information is enhanced
if it is comparable, verifiable, timely and
understandable (ie enhancing qualities—Iless critical
but still highly desirable)

— Financial information that is relevant and faithfully
represented may still be useful even if it does not have any of
the enhancing qualitative characteristics.

B EE3(FRS




Fundamental qualitative characteristics .

* Relevance: capable of making a difference in users’
decisions
— predictive value
— confirmatory value
— materiality (entity-specific)
« Faithful representation: faithfully represents the
phenomena it purports to represent
— completeness (depiction including numbers and words)
— neutrality (unbiased)
— free from error (ideally)
Note: faithful representation replaces reliability

B EE3(FRS

Enhancing Qualitative Characteristics

« Comparability: like things look alike; different things
look different

« Verifiability: knowledgeable and independent
observers could reach consensus, but not
necessarily complete agreement, that a depiction is
a faithful representation

« Timeliness: having information available to
decision-makers in time to be capable of influencing
their decisions

» Understandability: Classify, characterise, and
present information clearly and concisely

B EE3(FRS




Pervasive constraint

* Reporting financial information imposes costs, and it is
important that those costs are justified by the benefits of
reporting that information.

* Benefits include more efficient functioning of capital markets
and a lower cost of capital for the economy.

» Costs include collecting, processing, verifying and
disseminating financial information and the costs of analysing
and interpreting the information provided.

* In applying the cost constraint, the IASB assesses
whether the benefits of reporting particular information
are likely to justify the costs incurred to provide and use
that information.

B EE3(FRS

Pervasive constraint continued

* Note: it is consistent with the Conceptual
Framework for an IFRS requirement not to
maximise the qualitative characteristics of
financial information when the costs of doing so
would exceed the benefits.

B EE3(FRS




Elements

Asset Income

- resource controlled by ¢ recognised increase in
the entity asset/decrease in

* result of past event Ilablllty in current

- expected inflow of reporting period
economic benefits » that result in increased

Liability equity except...

Expense
* recognised decrease in
asset/increase in liability

* present obligation
« arising from past event
» expected outflow of

i benefit in current period
economic benetits * that result in decreased
Equity = assets — liabilities

equity except... BESIFRS

Examples: elements

Are the following asset?

« fish in the sea (from a fish harvester's
perspective)

« own shares held by an entity

« firm order to acquire gold, settle net in cash

« firm order to acquire gold, cannot settle net

* ‘right’ to recover past costs incurred increased
future prices in a rate regulated activity

B EE3(FRS




Recognition

* Accrual basis of accounting
—recognise element (eg asset) when satisfy
definition and recognition criteria

» Recognise item that meets element definition when
— probable that benefits will flow to/from the entity
—has cost or value that can measured reliably

B EE3(FRS

Recognition continued

What does probable mean?

The meaning of probable is determined at the
standards level. Therefore, it is used inconsistently
across IFRSs

What does measure reliably mean?

Note: in many cases, cost or value must be
estimated; the use of reasonable estimates is an
essential part of the preparation of financial
statements and does not undermine their reliability.

B EE3(FRS




Examples: recognition

Recognise the asset?

« advertising expenditure

 research and development expenditure

* internally generated brand

* lessee—short-term car rental agreement

« firm order to acquire gold, cannot settle net

B EE3(FRS

Measurement concepts

» Measurement is the process of determining monetary
amounts at which elements are recognised and
carried. (CF.4.54)

» To a large extent, financial reports are based on
estimates, judgements and models rather than exact
depictions. The Conceptual Framework establishes
the concepts that underlie those estimates,
judgements and models (CF.OB11)

B EE3(FRS




Measurement ‘concepts’

» Measurement section of Framework is weak—only

lists some measurement methods used in practice:

— historical cost: cash/cash equivalents paid or fair
value of consideration given at time of acquisition.

—current cost: cash that would be paid if acquired now

—realisable (settlement) value: cash that could be
obtained by selling the asset now

— present value: present discounted value of future net
cash inflows that the item is expected to generate

— market value: listed but not described in Framework.
For fair value see IFRS 13 Fair Value Measurements

B EE3(FRS

IFRS measurements for some assets

* PPE and intangible assets: initial = cost, then
— cost model (cost-depreciation-impairment) or
— revaluation model (fair value-depreciation-impairment)

* Investment property: initial = cost, then
— cost model (cost-depreciation-impairment) or
— fair value model (fair value through profit or loss)

* Inventories: initial = cost, then
— lower of cost or net realisable value (entity specific value)

* Biological assets that relates to agricultural activity
— fair value less costs to sell (if impracticable then cost model)

%Explain reasons for different measurements BE3IFRS

MBXH | UK. www.ifrs.org
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What is fair value?

 Fair value is the price that would be received to
sell an asset or paid to transfer a liability (exit
price) in an orderly transaction (not a forced
sale) between market participants (market-
based view) at the measurement date (current
price). (see IFRS 13)

« Fair value is a market-based measurement (it is
not an entity-specific measurement)
» consequently, the entity’s intention to hold an asset

or to settle or otherwise fulfil a liability is not relevant
when measuring fair value.

BK3IFRS

Fair value model

« Concept: information about an entity’s financial
performance in a period, reflected by changes in
economic resources is useful in assessing the
entity’s past and future ability to generate net cash
inflows (see CF.OB18)

* Principle: measure element at fair value with
changes in fair value recognised as income or
expense for the period in which it arises

B EE3(FRS
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Historical cost ‘concept’

» Assets are recorded at the amount of cash or cash
equivalents paid or the fair value of the consideration
given to acquire them at the time of their acquisition.

« Liabilities are recorded at the amount of proceeds
received in exchange for the obligation, or in some
circumstances (for example, income taxes), at the
amounts of cash or cash equivalents expected to be
paid to satisfy the liability in the normal course of
business.

B EE3(FRS

Cost-based IFRS measures

» Few things measured at historical cost
—unimpaired land (IAS 16 + IAS 40 cost model)
—unimpaired indefinite life intangibles (IAS 38)
—unimpaired inventories (IAS 2)

» Cost-based measurements are more common

—unimpaired depreciated historic cost (IAS 16)
—unimpaired amortised historical cost (IAS 38)
—amortised cost (IFRS 9)
With the passage of time, cost-based measurements
become increasingly irrelevant. (IAS.40.BC33(b))

B EE3(FRS
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Classification and presentation

 Financial statements portray financial effects of
transactions and events by:

—grouping into broad classes (the elements,
eg asset)

—sub-classify elements (eg assets sub-
classified by their nature or function in the
business—PPE, inventory, invest. property)

—further sub-classifying IFRS classifications of
assets (eg PPE) into separate classes—a
grouping of assets of a similar nature and
use in an entity’s operations

EE3(FRS

| UK. www.ifrs.org

Why classify assets and claims?

* Information about the nature and amounts of a
reporting entity’s economic resources and claims
can help users to identify the reporting entity’s
financial strengths and weaknesses.

» That information can help users to:
—assess the reporting entity’s liquidity and

solvency
—its needs for additional financing and how

successful it is likely to be in obtaining that
financing. (CF.OB13)

| UK. www.ifrs.org

EE3(FRS
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Why classify claims?

* Information about priorities and payment
requirements of existing claims helps users to
predict how future cash flows will be distributed
among those with a claim against the reporting
entity (CF.OB13)

B EE3(FRS

Why classify assets?

Different types of economic resources affect a user’s
assessment of the prospects for future cash flows
differently.

» Some future cash flows result directly from existing
economic resources (eg accounts receivable and
investment property).

 Other cash flows result from using several
resources in combination to produce and market
goods or services to customers (eg PPE and
intangible assets).

— Although those cash flows cannot be identified with
individual economic resources (or claims), users of
financial reports need to know the nature and amount of

the resources available for use in a reporting entity’s
operations. (CF.OB14)

ECAM 6XH | UK. www.ifrs.org -@ I FRS
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Examples: asset classification

Which IFRS classification of asset?

* investment in ordinary shares

* gold

* land

land planted with plantation

mules used to carry supplies
owner-occupied building held for sale

UK. www.ifrs.org

owner-occupied building decided to abandon

EE3(FRS

Derecognition of assets

» Derecognition of an asset refers to when an asset
previously recognised by an entity is removed from
the entity’s statement of financial position

—derecognition requirements are specified at the

standards level

—derecognition does not necessarily occur when
the asset no longer satisfies the conditions

specified for its initial recognition (ie

derecognition does not necessarily coincide

with the loss of control of the asset )

UK. www.ifrs.org

EE3(FRS
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International Financial Reporting Standards

More background information:

debunk common ‘conceptual’

©IFRS Foundation | 30 Cannon Street | London ECAM 6XH | UK. www.ifrs.org

misunderstandings

B3 IFRS

Common ‘conceptual’
misunderstandings

The Conceptual Framework
does not...

Clarification—the Conceptual
Framework includes

include a matching concept

accrual basis of accounting—
recognise elements when satisfy
definition and recognition criteria

include prudence/conservatism
concept

neutrality concept

include an element other
comprehensive income (or a
concept for OCI)

only the following elements—
asset, liability, equity, income and
expense

mention management intent or
business model

©2010 IFRS Foundation. 30 Cannon Street | London EC4M 6XH | UK. www.ifrs.org

16



Common ‘conceptual’
misunderstandings continued 3

Misunderstanding Clarification

Uniformity = comparability Comparability is achieved when
like things are accounted for in
the same way.

Comparability is not achieve
when accounting rules require
unlike things be accounted for in

the same way

B K FRS
Common ‘conceptual’
misunderstandings continued 34
Misunderstanding Clarification
There is a clear concept for the | The Conceptual Framework
historical cost of an item provides only a vague

description—assets are recorded
at the amount of cash or cash
equivalents paid or the fair value
of the consideration given to
acquire them at the time of their
acquisition.

What is cost when:

- advance/deferred payment?

- purchased option exercised?

- contingent purchase price?
o MRS

17



Common ‘conceptual’

misunderstandings continued

Misunderstanding

Clarification

Principles are necessarily less
rigorous than rules

Rules are the tools of financial
engineers

There are few judgements and
estimates in cost-hased
measurements

Inventory, eg allocate joint costs
and production overheads

PPE, eg costs to
dismantle/restore site, useful
life, residual value, depreciation
method

Provisions, eg uncertain timing
and amount of expected future
cash flows = ER

International Financial Reporting Standards

Framework-based IFRS teaching

B3 IFRS

18



Framework-based IFRS teaching...

* relates the IFRS requirements being taught to
the concepts in the Conceptual Framework

 explains why some IFRS requirements do not
maximise those concepts (eg application of the
cost constraint or inherited requirements) —==5

Concepts Principles Rules
Rp— EE3IFRS
Framework-based approach

* What is the economics of the phenomenon (eg transaction
or event)?

* What information about that economic phenomenon would
existing and potential investors lenders find useful in
making decisions about providing resources to the entity?

* Then introduce the IFRSs requirement being taught and
evaluate it against the objective
—is the requirement a principle rooted in the Conceptual
Framework?
—if not, explain why the rule does not maximise concepts
(eg application of the cost constraint, reason often in
Basis for Conclusions)

* Focus on IFRS judgements and estimates

ECAM 6XH | UK. www.ifrs.org -@ I FRS
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Framework-based teaching provides...

* a cohesive understanding of IFRSs
— Framework facilitates consistent and logical
formulation of IFRSs

* a basis for judgement in applying IFRSs
— Framework established the concepts that underlie
the estimates, judgements and models on which
IFRS financial statements are based

* a basis for continuously updating IFRS
knowledge and IFRS competencies
R EEDIFRS

Support for Framework-based teaching

* IFRS Foundation education initiative works with

others to support Framework-based teaching

—create awareness

—develop material (starting with PPE)

—hold workshops at academic conferences and
elsewhere (eg 2012: AAA, BAFA, EAA))

—encourage those certifying accountants to
examine their students’ ability to make the
judgements that are necessary to apply IFRSs

B EE3(FRS

20



Range of IFRS classes

Can | use Framework-based teaching in my IFRS class?

* Yes, the starting point for all IFRS teaching should
be the objective of IFRS financial information and
the concepts that flow logically from that objective

* However, the extent of IFRS requirements taught
are likely to vary by course level and to suit the
objectives of the course

P EE3(FRS

Focus on CA/CPA stream students

 This workshop CA/CPA stream teaching of IFRS
financial reporting courses at three broadly defined
stages along the progression to CA/CPA:
—Stage 1: first course
—Stage 2: course mid-way to qualifying
—Stage 3: immediately before qualifying
» Note: the stages are broadly defined to take
account of different approaches to qualifying

CA/CPAs

P EE3(FRS

21



Suggested te

aching focus

Explain economics
and relate to
information needs of
primary users.

Teach mechanics of
accounting and create
awareness of
estimates and other
judgements.

Reinforce with class
discussion + tutorials.

Explain economics
and relate to
information needs of
primary users.
Develop
understanding of
estimates and other
judgements involved in
applying IFRSs.
Reinforce teaching

with class discussion +

tutorials exploring
judgements.

Reinforce understanding
and develop competence
in making the estimates and
other judgements that are
necessary to comply with
IFRSs. Some ideas:

cross-cutting issues class
discussions

advanced tutorials
integrated case studies

GAAP comparisons and
improvements.

Suggested assessment focus

Assess knowledge
and basic
understanding of:

i. the main concepts
ii. selected main
principles

iii. awareness of

basic estimates and
judgements

Open-book
examinations (ie
extracts provided)

Assess understanding of
the estimates and other
judgements in applying

Assess competence in
making the estimates and
other judgements that are

IFRS using fact pattern necessary to apply IFRSs
including unfamiliar items using integrated case

integrated with a number
of IFRS topics and some
accounting related
disciplines (eg finance)

Open-hook examinations
(The IFRS for SMEs or
A Guide through IFRS)

studies about unfamiliar
items. integrated with
accounting related
disciplines (eg finance)

Open-book examinations
(A Guide though IFRS)

22



International Financial Reporting Standards

Framework-based teaching of
property, plant and equipment

r
™
Street | London EC4M 6XH | UK. www.ifrs.org -g I I R S

Why PPE material first? l

* As jurisdictions implement IFRSs many find that

the accounting for PPE is a special challenge
(Upton, IASB’s Director of International Activities, 2010)
—IFRS requirements for PPE require many
estimates and judgements
— previous accounting frequently influenced or
governed by tax requirements or central
government planning
—even where previous accounting is based on a
similar Framework, those requirements often rules-
based (eg industry specific guidance)
P B IFRS

23



Reference material: PPE

course work & open-book assessment

Extracts from the

Conceptual Framework
+ basic IFRS principles

from 1AS 16 or from

Section 17 of the IFRS

A Guide through IFRSs
(includes full text of the
Conceptual Framework
+ [FRSs and

accompanying material

for SMEs (see handout) with extensive cross-

references and
annotations, eg IFRIC

Stage 2 material +
local GAAP (if any) +
main principles in
IASB DPs and EDs

agenda decisions) + the

IFRS for SMEs and
accompanying
documents

UK. www.ifrs.org

EE3(FRS

Class material: PPE

Reference material
(previous slide) +
notes (eg see
handout) +
video/web clips +
basic tutorials (eg
see handout)

Reference material
(previous slide) + notes
(eg see handout),
video/web clips +
tutorials + IFRS financial
statements + select
regulatory decisions +
relevant press coverage
+ main principles in
issues being considered
by IASB

UK. www.ifrs.org

Reference material
(previous slide) +
advanced tutorials and
integrated case studies +
IFRS financial statements
+ relevant regulatory
decisions + relevant press
coverage + main
principles in issues being
considered by IASB

(eg DPs and EDs and
select agenda papers)

EE3(FRS

24



Steps in the financial reporting
‘process’ 49

1. Objective (what information about the economic
phenomenon could inform decisions by investors and
lenders about providing resources to the entity?)
Identification (is there an asset?)

Classification (if so, is the asset PPE?)

Recognition (when to recognise the PPE? and using
what ‘unit of account’?)

Measurement at initial recognition

Subsequent measurement

Derecognition (when to remove the item of PPE from
the entity’s statement of financial position)

8. Presentation and disclosure

B EE3(FRS

BN

NOoO O

Relate PPE accounting and reporting to
objective and main concepts (step 1) 50

Explain economics Stage 1 but with items  Reinforce understanding
and why relevant and  that analysis requires  and develop competence
faithfully represented  judgement. in making the judgements
information about Reinforce teaching that are necessary to
common items of PPE  ith class discussion + identify and account for and
is useful to investors’  tytorials that explore ~ report PPE.

and lenders' resource  ynderstanding and Some ideas:
allocation decisions.  judgement. cross-cutting issues class

Reinforce with class  Assess understanding ~ discussions

discussion + tutorials. and judgement using - advanced tutorials
Assess knowledge unfamiliar items. - integrated case studies
and understanding of

GAAP comparisons and

the basics. improvements.

25



Identification (step 2) and .
51

classification (step 3)

* An asset is a resource controlled by the entity ...
from which future economic benefits are expected
to flow to the entity. (CF.4.4)

» PPE are tangible items (IAS 16.6)

a. used in the production or supply of goods or
services, for rental to others or administrative
purposes AND

b. expected to be used for more than one period

» Stages 2 and 3 cover scope exclusions

B EE3(FRS

Stage 1: Identifying and classifying
assets (PPE?)
Question 1: are the following items assets?

* Ex 1: a potter’s kiln

» Ex 2: a manufacture’s retail outlet (building)

» Ex 3: a manufacture’s administration building

Question 2: if so, are they PPE?

+ Students should easily identify the kiln and the retail
outlet as assets (and PPE) because of the close
association between manufacturing equipment/retail
outlet and the cash flows they generate.

* While not requiring judgement, the ‘analysis’ for the
administration building involves indirect cash flows.

B EE3(FRS
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Stage 2: Identifying and classifying
assets (PPE?) 53

Question 1: are the following items assets?

» Ex 1: an electricity generator’s nuclear plant
operating under onerous government
imposed rules the breach of which would
result in immediate closure.

» Ex 2: an oil explorer’s deep sea drilling rig.
+10% probability of discovering oil. If no oil
found then no income.

P EE3(FRS

Stage 2: Identifying and classifying
assets (PPEr)) continued 54

Question 1: are the following items assets?

» Ex 3: transfer of assets from customers (see
examples 1-3 in the material that
accompanies but not form part of IFRIC 18

e Ex 4: fish in the sea, short-term rental of

fishing equipment and fishing licence (from a
fish harvester’s perspective)

» Ex 4a: a fish farmer’s fish tanks and breeding
stock

P EE3(FRS
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Stage 2: Identifying and classifying
assets (PPEr)) continued 55

Question 2: are the following assets PPE?

» Ex 5: a farmer’s cattle and farm implements

» Ex 6: a farmer’s pine plantation (land + trees)
« Ex 7: a security firm’s guard dogs

« Ex 8: a bird breeder’s birds

» Ex 9: a bird breeding zoo

* Ex 10, 11 and 12: PPE held for sale (see
examples 1-3 in the guidance that accompanied
but does not form part of IFRS 5)

P EE3(FRS

Stage 2: Identifying and classifying
assets (PPEr)) continued 56

Question 2: are the following assets PPE?

» Ex 12a: property portions held for different
purposes (eg portion for rental and other for
use in administrative function)

» Ex 12b: owner of a hotel building that also
provides some services

« Ex 12c: a mushroom farmer’s growing
mushrooms

P EE3(FRS
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Stage 3: identifying and classifying
assets (case study) 57

Question 1: identify Open Safari’s assets using the
definition of an asset in the Conceptual Framework and
explain any judgements made.

Question 2: for each asset identified determine its IFRS
classification and explain any judgements made.

Question 3: Explain how your answer to Questions 1
and 2 would be different if Open Safari uses the IFRS
for SMEs.

P EE3(FRS

Stage 3: Identifying and classifying
assets (case study) continued 58

Suggested discussion points, Question 1: assets?

* bees in hives on WoXy Safari land

* naturally occurring wild animals on Property A

» dogs and rhinoceros released on Property A

 wild animals released on Property B

» open Safari’'s website

« assembled skilled workforce (eg game trackers
and mahouts)

» medical research facility building

* in-process research

* initial operating loss 20X3

P EE3(FRS
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Stage 3: Identifying and classifying
assets (case study) continued 59

Suggested discussion points, Question 2: classification?
» elephants used for elephant-backed safaris

« quagga herd

* male elephants released on Property B

« antelope herds released on Property B

» Property B: the land (and buildings)

» dynamite used/held on Property B

B EE3(FRS

The ‘unit of account’ for PPE !

IAS 16 does not prescribe the Reinforce understanding and
unit of measure for recognition of develop competence in

an item of PPE. Consequently identifying an appropriate unit
use judgement informed by the ~ of account. Some ideas:
information needs of existing and  _¢ross-cutting issues class
potential investors, lenders and  giscussions

other creditors for making
decisions about providing
resources to the reporting entity.

Focus on teaching the

-advanced tutorials
-integrated case studies
-GAAP comparisons and
judgements necessary to identify IMProvements (eg DPs and

an item of PPE (the unit of EDs).
account). &




Stage 2. Example:
‘unit of account’ for PPE 61

« Ex 13: acquire egg box manufacturing plant
including the following PPE (fair value shown):

—factory building (structure CU800,000 + roof
CU200,000)

—shredding machine CU2,000,000 and pulping
machine CU6,000,000

— 5 independently operating heisters CU80,000
(individually CU15,000 to CU25,000)

—1,000+ reusable mouldsdividually CU1 to

CU100)
Account for how many separate items of PPE?

P EE3IFRS
Stage 2. Example: materiality

» Ex 14: a large listed profitable manufacturer
—financial statements in millions of CUs
—recognises individual items of PPE that cost
less than CU1,000 as an expense on initial
recognition

—In 20X1 this policy resulted in CU100,000
being recognised as an expense

Does the Entity’s policy contra¥¥he IFRSs (Discuss)?

PR EE3(FRS
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Stage 3: ‘unit of account’ assets
(case study) 63

Question 1: Discuss the judgements, if any, necessary
to determine the ‘unit of account’ for each of Open
Safari's assets in accordance with IFRSs.

Question 2: Explain how your answer to Questions 1
would be different if Open Safari uses the IFRS for
SMEs.

T EEDIFRS
Stage 3: The ‘unit of account’
(case study) continued 64

Suggested discussion: the ‘unit of account’ for:
* Property A at initial recognition

* elephants used for elephant-back safaris
» the infrastructure built on Property A

* Property B at initial recognition

» the infrastructure built on Property B

« animals released on Property B

* bees in hives on WoXy property

« quaggas on WoXy property

* pine plantation on WoXy property

P EE3(FRS
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Recognition of PPE (step 4)

» The cost of an item of PPE (see ‘unit of account’)
shall be recognise as an asset if, and only if:
(a) it is probable that future economic benefits
associated with the item will flow to the entity

(b) the cost of the item can be measured reliably.
(IAS 16.7)

Note: cost = cash paid or the fair value of the other
consideration given at the time of its acquisition or
construction or, where applicable, the amount
attributed to that asset when initially recognised in
accordance with other IFRSs (eg IFRS 2)

B K FRS

Recognition of PPE continued !
Stage 1 Stage 2 Stage 3
PPE asset recognition Stage 1 + focus on Reinforce
principle is from the teaching the understanding and
Conceptual Framework. judgements necessary develop competence
Examples of PPE used at to recognise an item of in making the
Stage 1 (see above) all clearly PPE. judgements necessary
satisfy the recognition criteria. Examples: o recognise assets.
However, begin to create immaterial items Some ideas:
AT eés of judgements, eg: backup generator - cross-cutting issues
i. what is material? ~ athospital class discussions
) ' - day-to-day - advanced tutorials
i what does probable megn? servicing - integrated case
ii. whgt does measure reliably replacement parts studies |
mean? - major inspections - GAAP comparisons

& improvements.




Stage 2: examples:
recognition of assets PPE 67
Question: recognise the item of PPE?

* Ex 15: a hospital’'s backup backup generator
(expect never to use)

* Ex 16: day-to-day servicing of machines

« Ex 17: replacement parts: protective lining

» Ex 18: major inspections (a condition of
continuing to operate a jet aircraft)

P EE3(FRS

Stage 3: recognition of assets
(case study)
Question 1: Discuss the judgements, if any, necessary in
determining whether Open Safari recognises its assets in
accordance with IFRSs.

Question 2: Explain how your answer to Questions 1
would be different if Open Safari uses the IFRS for
SMEs.

P EE3(FRS
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Stage 3: recognition of assets
(case study) continued

Suggested discussion, recognition of assets:

 wild animals transferred from Property A to
Property B (if so, when)

* in-process research at medical research
facility

* WoXy brand acquired in business
combination

* WoXy brand re-launch expenditure
» Open Safari brand
- B3 FRS

Measurement (steps 5 and 6)

» Measurement is the process of determining the
monetary amounts at which the recognised
elements are carried.

* IFRS measurements are largely based on
estimates, judgements and models.

« Because measuring PPE requires significant
estimates and judgements, it is important that
students be taught those requirements in a way that
prepares them to make those judgements and

estimates.
- BE3IFRS
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Measurement at recognition (step 5)

» The cost of an item of PPE is (IAS 16.6):

—the amount of cash or cash equivalents
paid; or

—the fair value of the other consideration
given to acquire an asset at the time of its
acquisition or construction; or

—where applicable, the amount attributed to
that asset when initially recognised in
accordance with other IFRSs (eg IFRS 2)

* Cost is described further in IAS 16.7-28
B K FRS

Measurement of PPE at recognition .
72

continued

Cost comprises: Focus on teaching Reinforce

- purchase price estimates and other understanding
costs directly attributable to bring judgements to measure and develop
item to location and condition cost. competence in
necessary for it to be capable of making
operating as intended by mgt. Explain reasons for estimates and
initial estimate of costs of measurement other judgements
dismantling and removing and exceptions: to measure cost.
restoring the site. - leases (IAS 17)

government grants
Begin to create awareness of (IAS 20).

estimated and other judgements.

36



Stage 2: Measuring PPE at initial
recognition 73
Question: what is the cost of the item of PPE?

* Ex 19 and 21: decommissioning liability for a
nuclear power plant (and changes therein)

» Ex 20: deferred payment

» Ex 22: exchange used lear jet and landing
rights (consequently discontinue that route) for
new lear jet

« Ex 23: exchange similar used lear jets

T EEDIFRS
Stage 2: Measuring PPE at initial
recognition continued 74

Question: what is the cost of the item of PPE?

* Ex 24: customer transfers IT equipment to
entity as part of agreement whereby entity
provides IT outsourcing services to customer

» Ex 25: PPE acquired in a business
combination

* Ex 26: PPE acquired in share-based payment
transaction

P EE3(FRS
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Stage 3: Measurement of assets at initial
recognition (case study) 75

Question 1: Which currency is Open Safari’s functional
currency (explain why)?

Question 2: Discuss how Open Safari would measure its
assets in accordance with IFRSs paying particular
attention to the necessary estimates and other
judgements. Where alternative measurements are
available to Open Safari, discuss which alternative better
satisfies the objective of financial reporting.

Question 3: Explain how your answer to Questions 1 & 2
would be different if Open Safari uses the IFRS for SMES

B EES(FRS
Stage 3: measurement of assets at
initial recognition (case study) continued 76

Suggested discussion, measurement at recognition (Property A):

* Untamed land and naturally occurring plants etc
— initial and subsequent expenditure (eg lantana
eradication and associated government grant)
* Lodge construction
— design, contract (payments and rental income)
» Purchased tents (purchase, transport, erection)
« Self constructed staff housing
— expenditure: design, staff, building materials, power
generator, labour, borrowing costs
— obligation for removal and recycling
— use of assets: generator, building equipment, thatch
grass

B EE3(FRS
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Stage 3: measurement of assets at
initial recognition (case study) continued 7

Suggested discussion, measurement at recognition
(subsequent expenditure at Property A continued):

 Helicopter
—air safety inspection

« Staff training

» Elephants transferred from WoXy Safaris
—transport costs and associated government
grant

B EE3(FRS

Stage 3: measurement of assets at
initial recognition (case study) continued 78

Suggested discussion, measurement at recognition (Prop B):
» Untamed grassland and bushveld
— purchase, reinforce fence and rezone land
— allocate to PPE, inventory and investment property
» Leased assets—machinery and dynamite
—initial + subsequent expenditure: replacement parts,
day-to-day maintenance and disposal of dynamite
» Purchased replacement stone crusher
— interest free credit
» Self-constructed road infrastructure
— expenditure: design, stakes, staff costs, fuel,
borrowing costs
— use of assets: depreciation of PPE leased and
purchased + dynamite)

B EE3(FRS
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Stage 3: measurement of assets at
initial recognition (case study) continued 79

Suggested discussion, measurement at recognition
(Property B continued):

* Bridge infrastructure
- contract, incentive and penalty

 Casino licence—government grant
 Construction of holiday homes (contract)

 Casino hotel (contract)
— contract with constructor
— contract with operator

» Construction of animal husbandry facilities
, P EESIFRS

Stage 3: measurement of assets at
initial recognition (case study) continued
Suggested discussion, measurement at recognition
(Property B continued):

» Wild animals transferred from Property A
—progeny
« Animals purchased at auction

—expenditure: purchase + transport + keepers’
wages + food + veterinary

—progeny
» Bespoke safari vehicles
— basic + modifications

B EE3(FRS
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Stage 3: measurement of assets at
initial recognition (case study) continued 81

Suggested discussion, measurement at recognition
(WoXy Safaris):

» Business combination
—WoXy brand, land, grass, fence and pine
plantation, elephants, quaggas, active bee
hives and goodwill

» Separate acquisition

—horses
B EES(FRS
Stage 3: measurement of assets at
initial recognition (case study) continued 82

Suggested discussion, measurement at recognition
(medical research facility):

» |nitial donation to fund construction
» Subsequent expenditure (operating budget)

B EE3(FRS
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Measurement after recognition

Accounting policy Stage 1 + focus on teaching the  Reinforce
choice: cost model or  estimates and other judgements  understanding and
revaluation model. necessary to measure PPE after develop competence
Which model provides initial recognition, including: in making the
primary users most - depreciation method estimates and other
useful information? . seful life judgements
Teach the theory and - residual value necessary to meastre
ren e o _ _ assets. Some ideas:
. for revaluation model (falr - Cross-cutting issues
depreciation. - uting |
_ _ value if no recent class discussions
Reinforce with class transactions) advanced tutorials
discussion +tutorial. - ¢ iy sairment (fair value less integrated case
Assess understood. costs to sell and value inuse) ~ Studies.
Allocating depreciation: concepts

* Information about an entity’s financial performance in
a period, reflected by changes in economic resources
(eg PPE) is useful in assessing the entity’s past and
future ability to generate net cash inflows (CF.OB18)

» Expenses are decreases in economic benefits during
an accounting period in the form of depletions of

assets... (CF.4.25)

» Depreciation represents the consumption of the assets

service potential in the period.

— land with an indefinite useful life is not depreciated because
its service potential does not reduce with time

UK. www.ifrs.org

EE3(FRS
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Allocating depreciation: the principle

 Depreciation is the systematic allocation of the
depreciable amount of an asset over its useful life

(IAS16.6).
— essentially a cost allocation technique (IAS16.BC29)

» Systematic allocation (application guidance):

— Depreciation method must closely reflects the pattern in which
the asset’s future economic benefits are expected to be
consumed by the entity.

— Unit of measure for depreciation is different from that for an item
of PPE. By depreciating significant parts of an item of PPE
separately, depreciation more faithfully represents the

.Sonsumption of the assets service potential. (IAS1QEBIHRS

Allocating depreciation:
application guidance (1)

» Depreciable amount =
—cost model: historical cost less residual value
—revaluation model: fair value less residual value

* Residual value =

—amount that the entity would currently obtained
from disposal of asset (less estimated disposal
costs) if the asset were already of the age and in
the condition expected at the end of its useful life

B EE3(FRS
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Allocating depreciation:
application guidance (2) 87

» Useful life (entity specific) =

— the period over which the asset is expected to be available for
use by the entity; or

— the number of production or similar units expected to be
obtained from the asset by the entity.

« Consequently, depreciation continues when idle (if
useful life = period) — example 24

» However, depreciation ceases when classified as held
for sale because IFRS 5 measurement is essentially a
process of valuation, rather than allocation

LAERSSBC29) . EEEIFRS
Stage 1: Measurement of PPE after
recognition 88

» Choice between cost model and revaluation model
« discuss: which measurement model better
satisfies the objective of financial reporting?
» Teach mechanics of accounting for PPE
» Create awareness of basic estimates and other
judgements in accounting for PPE after recognition
» component depreciation, useful life, residual
value and depreciation methods)

B EE3(FRS
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Stage 2: Example: measurement of PPE
after recognition

» Ex 27 Depreciation of commercial spacecraft

— Entity acquires spacecraft with the capacity to
make 150 voyages to outer-space

— legal restrictions limit the craft to a maximum of
only 100 voyages before mandatory
decommissioning—all voyages must be made
within 5 years from the date of acquisition

—management forecast that the spacecraft will
make 5 voyages in year 1 (Y1); 15in Y2; 30 in
Y3; and 50 in Y4

B EE3(FRS

Stage 2: Example: measurement of PPE
after recognition continued

—although the entity could sell the spacecraft at
the end of its useful to a collector/museum for a
significant amount, the entity has committed to
donate the spacecraft at the end of its useful life
(for free) to the local science museum

Questions:

1. which depreciation method?

2. isthe spacecraft’s residual value nil?

3. whatis the useful life of the spacecraft?

B EE3(FRS
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Stage 3: Measurement of assets after
recognition (case study) o1

Question 1: Discuss the judgements, if any, necessary
in measuring Open Safari’s assets after initial
recognition in accordance with IFRSs.

Question 2: When IFRSs permits alternative accounting
treatments for particular assets, discuss which
alternative better satisfies the objective of financial
reporting.

Question 3: Explain how your answer to Questions 1
and 2 would be different if Open Safari uses the IFRS
for SMEs.

Stage 3: measurement of assets after
recognition (case study) continued %2

Suggested discussion, subsequent measurement:

» Cost model or revaluation model for PPE?
» Cost model or fair value model for investment
property?

» Measuring fair value
—market prices from auctions adjusted for
location and condition
—if no observable prices, use valuation model

» Measuring recoverable amount for the

impairment testing of PPE _
© 2010 IFRS Foundation. 30 Cannon Street | London EC4M 6XH | UK. www.ifrs.org I FRS
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Stage 3: measurement of assets after
recognition (case study) continued %

Suggested discussion, subsequent measurement (Property A):

* Land
—not depreciated
—government grant lantana eradication
» Lodge depreciation
—components (structure, ducted airconditioner,
grass roof, fixtures and fittings?)
— depreciation method (straight-line?)
— useful life (as estimated by management)
—residual value of grass roof and fittings
— fair value of older asset at measurement date
before (or after) damaged by removing?
— what about expected costs of dismantling and
disposing of damaged fixtures and fittings?)

B EE3(FRS

Stage 3: measurement of assets after
recognition (case study) continued o4

Suggested discussion, subsequent measurement (Property
A):
» Furniture and soft furnishings
—residual value: fair value of the older asset at
measurement date or nominal amount expected
to be received from staff?
* Purchased tents
—components?
—residual value: fair value at measurement date
of the older tent or nil because intends donating
tent to charity at the end of its useful life?

B EE3(FRS
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Stage 3: measurement of assets after
recognition (case study) continued %

Suggested discussion, subsequent measurement
(Property A):
» Staff housing and contents (separate)
—identify components of houses—structure
and grass roof)
—determine depreciation method (straight-line)
—estimate useful life (as estimated by
management)
—estimate residual value (nil)

PR EE3(FRS

Stage 3: measurement of assets after
recognition (case study) continued

Suggested discussion, subsequent measurement
Property A continued):

 Helicopter and hot air balloons (separate
assets)
—components (eg helicopter = engine, body
and air safety inspection)

» Customer list
—depreciation method?

* Website
R BE3(FRS
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Stage 3: measurement of assets after
recognition (case study) continued o7

Suggested discussion, subsequent measurement
Property A continued):

« Safari elephants (if classified as PPE)

—residual value = FV of aged tusks (but what if
illegal to sell tusks)?

—depreciation method, if significant, take
account of increasing tourist carrying
capacity as matures and diminishing tourist
carrying capacity in old age?

B EE3(FRS

Stage 3: measurement of assets after
recognition (case study) continued

Suggested discussion, subsequent measurement (Prop B):

* Land (no indication of impairment)
— PPE: historical cost less impairment
—investment property casino hotel: fair value or
cost less impairment
—accounting policy choice in IFRS 40
— circumstance driven in the IFRS for SMEs
—inventory = lower of cost and net relisable value

 Self-constructed road infrastructure
—depreciation judgements and estimates

B EE3(FRS
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Stage 3: measurement of assets after
recognition (case study) continued

» Leased and owned road construction and
maintenance machines: cost (or revalued
amount) less depreciation less impairment

—consider components (eg blades and tyres for
grader?)
—depreciation method
— front-end loader 25% of service potential
consumed in 20X5
— units of production method for stone crusher?
— straight-line for roller?
— useful life (as estimated by management)
—residual value (scrap value today of older front-
end loader)

Street | London EC4M 6XH | UK. www.ifrs.org -@ I F RS

Stage 3: measurement of assets after
recognition (case study) continued 100

Suggested discussion, subsequent measurement (Property B
continued):
* Bridge infrastructure
- depreciation estimates and other judgements
+ Casino licence: straight-line depreciation, 60 years, nil
residual value

» Holiday homes (inventory): lower of cost and net
realisable value (no indication of impairment)

 Casino hotel (investment property): fair value model
or cost model (accounting policy choice)

« Animal husbandry facilities: straight-line depreciation,
X years, nil residual value

B EE3(FRS
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Stage 3: measurement of assets after
recognition (case study) continued 101

Suggested discussion, measurement at recognition
(Property B continued):

» Biological assets in agricultural activity at fair
value less costs to sell (unless breeding is
insignificant, then PPE)

—wild animals from Property A + progeny
—animals purchased at auction + progeny

 Elephant bulls from Property A (PPE, unless

harvesting of tusks after death is significant)
— straight-line depreciation over estimated remaining life
to nil residual value

B EE3(FRS

Stage 3: measurement of assets after
recognition (case study) continued 102

Suggested discussion, subsequent measurement
(Property B continued):

» Bespoke safari vehicles

— straight-line depreciation over shorter of 3 years
or the period to the date on which management
expect the vehicle to have travelled 200,000kms
(its useful life)

—residual value = the amount the vehicle could be
sold for today if it were already at the age and in
the condition that it is expected to be at the end
of its useful life

B EE3(FRS
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Stage 3: measurement of assets after
recognition (case study) continued 103

Suggested discussion, subsequent measurement (\WoXy):
« Land:
— IAS 16: historical cost or revalued amount (less
impairment, if any)
— IFRS for SMEs: historical cost (less impairment, if any)
 Pine plantation
— IAS 41: fair value less estimated costs to sell (the fair
value of raw land and land improvements may be
deducted from the fair value of the combined assets to
arrive at the fair value of biological assets.
— IFRS for SMEs: if fair value is not readily determinable
may measure at cost less depreciation (less impairment,
if any)

B EE3(FRS

Stage 3: measurement of assets after
recognition (case study) continued 104

Suggested discussion, subsequent measurement
(WoXy):
 Bee hives and fence (components)
—1AS 16: historical cost or revalued amount less
depreciation (less impairment, if any)
—IFRS for SMEs: historical cost less depreciation
(less impairment, if any)
» Quaggas, bees and horses
—1AS 41: fair value less estimated costs to sell
—IFRS for SMEs: if fair value is not readily
determinable may measure at cost less
depreciation (less impairment, if any)

B EE3(FRS
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Stage 3: measurement of assets after
recognition (case study) continued 105

Suggested discussion, subsequent measurement (\WoXy):

* Purchased brand
— IAS 38: cost less amortisation less impairment
(impairment indicated by relocation of elephants)
— IFRS for SMEs: cost less amortisation less
impairment. If cannot estimate useful life then use
10 years

» Goodwill recognised in the business combination
— IFRS 3: ‘cost’ less impairment (impairment indicated
by relocation of elephants)
— IFRS for SMEs: cost less amortisation less
impairment. If cannot estimate useful life then use
10 years

B EE3(FRS

Stage 3: measurement of assets after
recognition (case study) continued 106

Suggested discussion, subsequent measurement (medical
research facility):

* Building and equipment
— IAS 16: historical cost or revalued amount less
depreciation (less impairment, if any)
— IFRS for SMEs: historical cost less depreciation
(less impairment, if any)

» Subsequent expenditure (operating budget)
—recognise as an expense in profit or loss unless
an asset results that satisfies the recognition
criteria.

B EE3(FRS
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Derecognition of PPE 107

Teach the ‘theory’ and  Focus on teaching the Reinforce
mechanics of judgements about when to  understanding and
derecognition. derecognise PPE. develop competence in

Reinforce with class ~ Reinforce teaching with making the judgements
discussion + tutorial.  class discussion + tutorials necessary to account
that explore understanding  for derecognising PPE.
and judgement. Some ideas:

Assess understanding and  -cross-cutting issues

A g d judgement using examples  class discussions
=SB URIEREL: requiring consideration of ~ -advanced tutorials

Create awareness of
judgements about
when to derecognise.

whether to derecognise -integrated case studies

PPE set in unfamiliar -GAAP comparisons &

circumstances. Improvements. -
Derecognition 108

« Derecognition occurs when a recognised item is
removed from the statement of financial position
» There is no explicit concept for derecognition in the
Conceptual Framework. Consequently:
 derecognition requirements are specified at the
Standards level
* inconsistencies exist between the derecognition
requirements of different IFRSs
 derecognition does not necessarily coincide with no
longer meeting the requirements specified for
recognition

reet | London ECAM 6XH | UK. www.ifrs.org -@ I F RS
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Derecognition of PPE 109

* IAS 16.67 specifies: the carrying amount of an item
of PPE shall be derecognised:
(a) on disposal; or
(b) when no future economic benefits are
expected from its use or disposal.

* Note: derecognition of PPE does not necessarily occur
when the asset no longer satisfies the conditions
specified for its initial recognition. In particular,
derecognition of PPE does not necessarily coincide

with the loss of control of the asset.
P BE3IFRS

Stage 1.
Examples: derecognition of PPE 110

» Ex 1: Entity disposes of an item of PPE for cash
« Ex 2: Entity abandons an item of PPE
» Ex 3: Government expropriates an item of the
Entity’'s PPE
* Notes:
« Examples are straight forward
« discuss net presentation of gain or loss on
disposal (an exception to the gross presentation
principle in IFRSs)

B EE3(FRS
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Stage 2:
Examples: derecognition of PPE 11

» Ex 30: Entity decides to sell a building it occupies
* Ex 31: Entity decides to abandon an item of PPE
» Ex 32: Entity holds bicycles for short-term hire and
for sale—discuss revenue from sale (gross
presentation) or gain (net presentation, ie
offsetting)?
* Notes: focus on judging when to derecognise.
For example applying the mandatory guidance in:
* IAS 16 read with IAS 18 (see IAS16.69 and BC34)

* IFRS 5 for items held for sale. _
IFRS Foundation. 30 Cannon Street | London EC4M 6XH | UK. www.ifrs.or I FRS

Stage 3: derecognition of assets
(case study) 12

Question 1: Must Open Safari derecognise any of its
previously recognised assets (and if so, when)?

Question 2: Does your answer to Question 1 result in any
items that no longer satisfy the definition of an asset or
the criteria specified for the initial recognition that type of
asset, or both, remaining on Open