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Search 1.2 10 Introduction

| 1.2.10 INTRODUCTION
1.2.10.0 The Conceplual Framewark provides 8 broad discussion of the concepls thal underhe the and of financaal It discusses the abpactve of
general purpose financial reporting; the qualitative charactenstics of useful financial information; the undartying ption of financial and, perhaps more important, it
discusses the elements of financial statements, including assets, Babilties, equity, income and expenses, providing definitions and recognition criteria. The Concepiual Framework also
discusses in broad terms the measurement of assets and liabilities and the concepts of capital and capital maintenance

1.2.10.20 The IASE and the IFRS Interprefations Commitlee use the Conceplual Framework when developmg new of revised IFREs and imterpretations or amending exasting IFRSs
The Conceptual Framework also provides a point of reference for preparers of financial statements in the absence of specific guidance n IFRS on a panicular subject (see 2.8.20) The
purpose of this chapter is to highight some of the Conceptual Framework's key principles. [6F Purpose and stetvs, 185 8 11]

1216 OBJECTIVE OF GENERAL PURPOSE FINANCIAL REPORTING

1.2,18.10 The objective of general purpose financial reporting is fo 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. [or osz]

1217 QUALITATIVE CHARACTERISTICS OF USEFUL FINANCIAL INFORMATION

12370 The pupose of the qualitative characienstics of financial information outined in the Conceptual Framework is to identify the types of information that are likefy 10 be most
usehd 1o exsting and potential imvestors, lenders and other creditors for making decisions about the raporting enbity on the basis of mformation inits inancial repon. [CF 0C1]

1.2.47.20 The qualitative characteristics are categorised as follows.

Omalitative
Info on more complex characterisis
searches is available here
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RISING TO THE CHALLENGE
o As we fast approach ihe effechve dales for new standards on revenue and financial instruments. and with the new leases standard not far betand, there 15 plenty of work fo be dane m a
= redatvely shon pertod of ime. Many companies are wall into their i projects, but equally there are many who U8 have much work jaft 1o do
e i
Dixing the past two years, companies from a range of sectors have wrestied with the challenges of implementation. Many have found this to be a significant endaavour, in temms of both length
Copyght Page and complexity. The standards require new estimates and ofien significant judgements to be made; however, the challenge for preparers goes beyond accounting policy choices and
e developing new syslems and processes. There's also a responsibility to provide imestors with imely, relevart information, helping them fo understand those padgements and how they wil
e alfect the company’s pedormance measures in the fulure.
mﬂ f‘“m And it's not just investors who are interested in the impact of the new standards, Regulators and other stakeholders are also paying close attention, with all parties expecting the disclosures
on the impacis io become more robust and specific as the effective dates draw closer, putiing financial statements for 2016 and 2017 firmly under the spotlight
About they Publcalson
Helping our clients to navigate these challenges has given us a wealth of insight. The latest edition of Insights info IFRS captures the collective knowledge of our IFRS practitioners across
Abbrevations the globe and builds on discussions by implementation groups. Ouwr indepth guidance on the new revenue, financial instruments and leases standards extends to over 650 pages With the
nesed for robust and consistent implementation as pressing as ever, lnsgils will help compames (o apply those new requirements
Acknowbedgemonts.
Meanwhile, the IASB's new agenda is emerging. The focus over the coming vears will be on better communication, which includes principles for more transparent and to-the-point
1. Background » disclosures, a balanced use of non-GAAP measures and a fresh look at performance reparting overall But in my opinion, companies don't néed to wait for the IASB to address these topics
i important though they are, before looking to improve their communication. Companies can already achieve a great deal by their financial p and disclosures in
A the: broader contexd of better business reparting
3 Statement of Financial Pasition £ This 15 3 time of significant change, in terms of both reguirements and expactalions, and 3 cnitical penod for every Company repoming under IFRS; but I'm confidant that Insights will help you
rise to the chabenges ahead
4. Statement of Prokit of Loss and OC ¥
5 Special Tepics L Mark Vaessen, Global IFRS Leader
KPMG International Standards Group
& First-Tima Adogtion of IFRS
7. Financaal Instruments ¥
Agpphying Differant Versions of FRS 9
T Financial Instruments: IFRS 9 (2014) b
78 Fimancaal Instruments. IFRS 9 (2009) >
B Insurance >
Appandices 3

e .I _
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7.5.360 Revolving transactions

7.6350.10  If cash flows cobected from the underlving financial assets are reimvested by the structured entity in new financial assets, other than cash or cash equivalents, under a revobang
structure, then problems may be encountered in meeting the: condition that all cash flows should be remitied to the eventual recipients without material delay. Further analysis of the terms and
condilions ¢ i) this 5 required b whethes the ¢ i for a qualifying pass-through arrangement are met [145 29 16

T 5 330 Evaluating pass-through cntens: Structured

&ntity not consolidated 7.5380.20  Inour experience, there are four general scenarios that may be encountered, each having an effect on the pass-through requirements.

7.5 140 Evaluating pass-through critena: Structured

entity conscldated

T |‘I‘h# antity y the cash flows to buy additional | In our view, the pass-through requirements ane violated because the investments are not in
7 5 345 Without material detary é i s with Lt cashy o pash cout and therel 15 preckided

T R A ey embedded in the structure.

- - : The structured entity remits the cash flows to the note holders without materlal | In our view, this does not violale the pass-through requirements and the transaction should

delay, at which time the note holders may decide whether to reinvest the cash flows

e considered furthes for derecognition

| to reinvest in the structured entity — Le. the cash flows are remitted to the note
| holders only if they decide not to reinvest.

| The structured entity remits the cash flows to the note holders, but the note holders
| have an up-front contractual agreement that all cash flows will be reinvested
il‘nmodhwwmomudanﬂhr‘

financial assets, unless the note holders indicate at that stage that they do not want |

with the d entity for the of iring further financial assets.
The entity i the cash flows to buy additional | In our view, the pass-through requirements are not viokated because the structured entity Is

obhiged to remit the cash flows (o fhe nole holders if it is so notified. The fack of a physical
fiow of cash from the structwred entity to the note holder and back to tha structured entity
does not impact the derecognition analysis and the tr tion should be further

for derecognition.

In our view, despite the physical flow of cash, the pass-ihrough requirements are violated
because the note holders are contractually obliged fo reimvest the cash flows immediately in
order for the structured entity to acauire additional financial assets. Therefore, derecoanition
15 precluded

7.6.366 Continuing involvement

7.5.366.10

If the pass-through requirements are met and it 1s concluded that some but not substantially all of the fisks and rewards of the financial assets are transferred to the note

holders, then it is kkely that the transferor will have retained control of the transferred financial assefs. This is because in a typical structure the structwed entity is consoiidated and will
maintain legal ke to the hnancial assels whareas the note hodders will have no nghts to sell the underying inancial assels. Also, evenal the struclured entity 15 nol consobdaled, the transferor
may retain control because the structured antity may not iisel

© 2016 KPMG IFRG Limited, a UK company limited by guarantee and a member firm of the KPMG network of independent member firms affiliated with KPMG
International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.
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operation (see 2.7.150) and hedging instruments in a qualifying cash flow hedge or hedge of a net investment in a foreign operation (see chapter 7.7)|

manetary item is recognised in OCI, the foreign exchange component is recognised in OCL For example, because IAS 16 requires gains and losse:

plant and equipment (o be recognised in OCI (see 3 2 300), the related axchange difference is also recognised in OCL 45 2428 30 37]

Untitled

2.7.180 Net investment in foreign operation Vniseq
27145010 A monetary item receivable from or payable to a foreign operation may form part of the net imvestment in a foreign operation. To gualify 1 Griied
: be neither planned nor likely to occur in the foreseeable future. To form part of the net investment in a foreign operation, the entity that has the monetary if
27160 Pressntabon of items i profit o losa

reporting entity or any subsidiary in the group. However, an investment in a foreign operation made by an associate of the reporting entity is not part of 4
that operation because an assocate 1s nol a group enfity. [(AS 21 15154, 32.03 BC2SF]

Untitled

278092 A monetary item, setlement of which is neither planned nor likely 1o occur in the foreseeable fulure, may be in the ferm of a loan with n Untitled
payable periodically until the loan is sellled. For example, an enlity may have a loan to its subsidiary, the settlernent of which is neither planned nor fik

Assurne thal the loan's pnncipal 15 100, which 1S equal o its carmng amaounl, and the koan s nol impaired. 115 unclear whether in such a case the neln N Untitied
include:

= 100, on the basis that interest paymenis should not be regarded as the setfiement of a loan; or

+ only the present value of 100, on the basis that only the settlement of the principal amount is neither planned nor likely to occur in the foreseeable fulure

L7.150.13  In our view, both approaches discussed in 2 7 150 12 are acceplable However, in our expenence the predominant praclice is lo apply the first approach Because the
settlement of the principal is nedther plannad nor ikely 10 acour in the foreceeable future, under the sacond approach the prasent vaiue of the pnncipal amount of the loan might be close 1o
e10.

271505 Inthe financial statements that include the reporting entity and its foreign (e.g.the consolidated financial foreign exchange gains and losses ansing from
manelary items that in substance form part of the nel investment in the: forergn operation are recognised in OCHand are presented within equity in the foreign currency ransiabion resene (see
2.7 260)

@ 27.180.20  The excepiion in 2.7.150 15 applies only in the financial statements that include both the reporting entity and the foreign operation. In the separate financial statements of the
reporting entity or the foreign operation, the foreign exchange gains and losses are recognised in profit or loss. [1435 21.22-23)

® ExampLe TA - GANS AND LOSSES ON MONETARY TEMS THAT ARE PART OF NET INVESTMENT IN FOREIGH OPERATION — RECOG i

2.7.950.30  Parent P has a functional currency of AC, and Subsidiary S has a functional currency of FC. P sells inventory to S for FC 300, At the reporting date, S has
not el paid the amount it owes to P, bl payment is expected (o be made in the foreseeable fume Accordingly, the exchange gain of loss incurred by P s recognised

m © 2016 KPMG IFRG Limited, a UK company limited by guarantee and a member firm of the KPMG network of independent member firms affiliated with KPMG
International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.
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4.5 350 Step 3. Identify and Understand amy Cenditions

4.5.450.80 If there i5 @ minimum price for the exil event, then il is unclear whether there is just one market condition - because the prcing is considered inlegral 1o the @al evenl - of one nooumarkel
pedormance condiion (the occurrence of an IPO) and one markel condition (reaching the manimum poeel. in our vew, determimng which approach 1s appropriate depends on the facts and arcumstances of
the transaction. We befieve that it is appropriate to consider that an award has two separate condiions only if the non-market condition is substantive as a separate condition - e.q. it is possible that the entity
would pursue an exit event even at a lower price. i this is not the case, then we befieve that the award should be viewed as having only ene integrated market condition

45470 Cap in exercisability

4547000 The exercisability of a share-based payment may be imited by a cap - ¢.g. the infrinsic value of the options exercised cannot exceed a cerain percentage of an employee’s annual salary. Such
& condition may be stnsctured as a limit on exercisabilty, but in substance it may be a vesting condition if it imposes futher performance targels 1o receive ihe share-based payment

4.5.470.20 In aur wew, it the cap reduces the number of exerasable ophions when the share pnce increases, then the cap meets the definhon of a market condibion rather than a non-veshng condiion: This
Is bacause (1is a condion on which the exercise price, vesting or exercisability of an equty instrument depends that is related 1o the market pnce of the aquity instrumeant, even though market conditions are
usually designed to reward, rather than penalise, increases in share price. [i#Rs 2 4]

ExamiLe 4 — SHARE-BASED PAYMENT WITH EXERCISE CAP

4647030  Company N grants an employee 1,000 share options with an exercise price of 10 per option. The employee may exercise the options at the end of the year subject to a
senice condition and a cap that depends on the employee's salary and the profit realised per option. The objective of the cap is to ensure that the intrinsic value on exercise does not
exceed the employes’s annual salary. Therefore, if the share pnce al exerose date s B0 and the employes's salary 1s 10,000, then the cap hmits the number of exercisable oplions 1o
200 (10,000 sakary draded by a profil of 50 per oplion) and the remaiming oplions lapse

45647040  Inthis example, we believe that the cap meets the definition of a market condition rather than a non-vesting condition, because the share price affects the number of
options that can be exercised and potentially resuls in a number of options lapsing

4.5.480 STEP 4: RECOGNISE AND MEASURE SHARE-BASED PAYMENT
4.6.480 Tr: tion with

pioyaa ¥ non-amplay

4.6480.10  Employees and others providing similar sendces are defined as individuals wha render personal senvices to the entity and either

* are reg a5 emp far legal of tax
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International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.
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of the accounting acquiree’s (the non-operabing listed entity's) identifiable net assels received. The Committee noted that the payment does not
because 115 not separable (see 3 340 10) and that the diference should be treated in1its enbirely as a payment for a stock exchange hsting and e
® curenl Page View

BEianeLe 41 — REVERSE ACQUISTION INTO SHELL COMPANY
Current Section

4.5.1800 Scope
45236040 Company P15 an unisted operating company. Company N is a non-operating hsted company that does not

45 2100 Classeation issues in peactics 26 20) =18 Nis a shell company. To obtam a slock exchange bsting, P arranges for N 1o acquire all of P's shares by issuing if

V| include Annatations

452950 Arranguments denomanald in cancy 452360.45  The following facts are aiso relevant for this exampie

other than 155ung enlity's fanctional curency = The fair value and book value of N's identifiable net assets (cash only) is 95,

= Atthe date of acquisition, the fair value of one share in P is 12

4.5 7260 Datermination of typa of aquty ¥ » P has 90 ordinary shares

EEEREER et Altef the ransachon, the shareholders of P awn 90% of the combined hsted company N, with the remarming 10% owned by the inthal shareholders of N

3“!.320 Forfeitable and non-forfeitable diddend Before After

Company Company P Company N Company P
45,2370 Practice resues with grovp sharebased 3 Shareholder: Sharcholders Shareholders Sharcholders
payments

4 5 2440 Rapiacament swaeds in business. 100%
combination o

4.5 2450 Share-based payments and income Laxes

462060 Sharn-bassd payments and EPS Company N Company N
calcutation

4.5:2470 Hudgng of share-based payment
transactsns

4.5 7480 Share-based payments msoed by
FE30CIatE OF joint vertute

Company P

45238050  In this examphe, the substance of the transaction is that P has acquired N for its Esting status. As noted in 4.5.2360 20, because N is not a business the
Iransacion is ouside the scope of IFRS 3 The ransactio stend accounted for as a share-based payment ransaction from ihe perspective of P

45238080 As such, P is deemed to have issued is own shares lo acquere control of N After the tiansachon, s shareholders have a 90% inferest in the

m © 2016 KPMG IFRG Limited, a UK company limited by guarantee and a member firm of the KPMG network of independent member firms affiliated with KPMG
International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.
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513 10 Cammaon Contral Transactions

5.12.80.10 The requiremeants of IFRS 5 apply to the transteror in a comman control ransaction, regardiess of whather the disposal accurs through non-reciprocal distribution of the shares in a subsidiary
(a demerger or spin-off) or a sale (see 5.4.10)

B.13.80.20 Insome cases, an agreement will purport that the transfer is effective on a specified date (perhaps even a date in the past). Imespective of the date specified in an agreement, the date of
derecognition of the transferred business is the date on which the confrol is aclually last. This may of may nolf cormespond to the date specfied in the agreement

51280 Demergers

5.13.50.10 Although IFRE 10 deals with the loss of confrol in general (See atso 5 13 100), it does nat deal wath the loss of contral through a demerger — 1 e non-reciprocal disinbadions of assets in the

scope of IFRIC 17 However, the scope ol IFRIC 17 excludes disinbutions in which the assel distinbuled s ulimatedy confroBed by the same party or parties before and alter the distinbulion. Therelore
common control ransactions are excluded from the scope of IFRIC 17, [FRS ro 862164, IFRIC 17.5)

5.13.50.20 In our view, a demesger thal is not in the scope ol IFRIC 17 may be accounted for using esther book values or lair values

ExaMPLE 9 ~ DEMERGER OUTSIDE SCOPE OF FRIC 17

513.50.30 I the following group structure, Company P2 transfers its investment in Company 53 to Company 51 for no consideration. In effect, the shares in 53 have been
distnbuted 1o the ulimate owner (Comgany F) who has then imested them in the IP1 subgroup. Aematively, the dired] ransfer to 1 can be seen as beneliting P because ils
smvestment in 1P s boosted by this undenaie ransfer

6.13.80.32  The camying amount of 53 in IP2s consolidated financial statements is 100, and the fair value of 53 is 130.

100%

v 100%

Ee—— :
Company Company
IP1 IP2

1002 10094
v v v o \4 v

Company Company ( Company Conmpany Company
51 53 2 5

82 54 a5

100
—
Company | g

S3
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