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Embracing rapid change

In the 215t century a successful company is one that adapts rapidly to innovation and change. Technological
advances have had an enormous impact on businesses and their customers in recent years, with the shift

to cloud computing and the growing capabilities of artificial intelligence opening vast new opportunities for
commerce.

At the same time, companies are coming to terms with increased global uncertainty — for example, from
geopolitical events, natural disasters, climate effects and inflationary pressures.

And as they assess the impacts of these issues on their business, companies continue to face the
challenge of providing meaningful and relevant information on these risks and opportunities in their financial
reporting, under both IFRS® Accounting Standards and US GAAP.

Standard-setters are also responding. The International Accounting Standards Board (IASB) has added
intangible assets to its agenda, along with climate-related and other uncertainties. The US Financial
Accounting Standards Board (FASB) is developing new requirements for digital assets, software costs
and environmental credit programmes. Both the IASB and FASB are also developing new requirements to
improve transparency and comparability in the income statement.

This edition of IFRS compared to US GAAP includes the new requirements for insurance contracts, which
are now effective in 2023. It also addresses the accounting for income taxes, including new guidance on
the global minimum top-up tax, and credits under the US’s Inflation Reduction Act and CHIPS and Science
Act.

We are pleased to publish this 2023 edition of our comparison of IFRS Accounting Standards and US GAAP,
highlighting the key differences between the two frameworks.

Brian O'Donovan and Julia LaPointe Kimber Bascom and Michael Kraehnke
KPMG International Department of Professional Practice
Standards Group KPMG in the US
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About this publication

About this publication

Purpose

This publication helps you understand the significant differences between IFRS Accounting Standards and
US GAAP. Although it does not discuss every possible difference, this publication provides a summary

of those differences that we have encountered most frequently, resulting from either a difference in
emphasis, specific application guidance or practice. The focus of this publication is primarily on recognition,
measurement and presentation. However, it also covers areas that are disclosure-based, such as segment
reporting and the assessment of going concern.

Scope

This publication highlights what we believe are the main differences of principle, emphasis or application
between IFRS Accounting Standards and US GAAP.

It does not address the requirements of the IFRS for SMEs® Accounting Standard or the initiative of the
FASB and the Private Company Council in determining accounting alternatives for private companies under
US GAAP. It also does not address the requirements of IAS 26 Accounting and Reporting by Retirement
Benefit Plans or the equivalent US GAAP. Otherwise, this publication addresses the types of businesses
and activities that IFRS Accounting Standards address. So, for example, the accounting for biological
assets is included, but accounting by not-for-profit entities is not. In addition, this publication focuses on
consolidated financial statements — it does not address separate (i.e. unconsolidated) financial statements.

The transition requirements to adopt specific accounting standards are not addressed. Therefore, for
example, this publication does not compare the transition requirements of IFRS 16 Leases and Topic

842 Leases. In addition, the requirements for adopting IFRS Accounting Standards as a framework are
discussed on the basis that the entity has adopted them already and therefore the following are excluded
from this publication: IFRS 1 First-time Adoption of International Financial Reporting Standards and IFRS 14
Regulatory Deferral Accounts. The special transition requirements that apply in the period in which an entity
changes its GAAP to IFRS Accounting Standards, including the implications for an entity in the scope of
IFRS 14, are discussed in our publication Insights into IFRS, KPMG's practical guide to IFRS Accounting
Standards.
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All rights reserved.
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Organisation of the text

This publication is largely organised consistently with Insights into IFRS. It summarises the requirements
of IFRS Accounting Standards in the left-hand column. In the right-hand column, it compares US GAAP to
IFRS Accounting Standards, highlighting similarities and differences. At the start of each chapter is a brief
summary of the key requirements of IFRS Accounting Standards, contrasted with the parallel requirements
of US GAAP. The summary provides a quick overview for easy reference, but is not detailed enough to
allow a full understanding of the significant differences.

Although we have highlighted what we regard as significant differences, we recognise that the significance
of any difference will vary by entity. Some differences that appear major may not be relevant to your
business; by contrast, a seemingly minor difference may cause you significant additional work. One way to
appreciate the differences that may affect your business is to browse through the summary at the start of
each chapter.

In certain cases, this publication includes the specific views that we have developed in the absence of
explicit guidance under IFRS Accounting Standards or US GAAP. Sometimes we note what we would
expect in practice or we simply note that practice varies or may vary.

Our commentary is referenced to current requirements of IFRS Accounting Standards and the FASB's
Accounting Standards Codification® as follows.

e For IFRS Accounting Standards, references in square brackets identify any relevant paragraphs of the
accounting standards or other literature — e.g. IFRS 3.18 s paragraph 18 of IFRS 3; IFRS 2.IGEx2 is
Example 2 of the IFRS 2 implementation guidance. References to IFRS Interpretations Committee
decisions, addressed in its publication /FRIC® Update, are also indicated — e.g. /U 07-13is IFRIC Update
January 2013.

e For US GAAP, references in square brackets identify any relevant paragraphs of the Codification — e.g.
220-10-45-3 is paragraph 45-3 of ASC Subtopic 220-10; TQA 1300.15 is paragraph 15 of Technical
Questions & Answers 1300, issued by the American Institute of Certified Public Accountants.
References to SEC Regulations are also indicated — e.g. Reg S-X Rule 10-01(b)(6).

The references at the start of each chapter indicate the main literature related to that topic, based on
currently effective requirements.

Effective dates

Generally, the accounting standards and interpretations included in this publication are those that are
mandatory for an annual reporting period beginning on 1 January 2023. Accounting standards and
interpretations published by 31 October 2023 that are effective for an annual reporting period beginning
on a later date are briefly mentioned at the end of the relevant chapter (as forthcoming requirements) to
the extent we believe them significant to an understanding of the differences between IFRS Accounting
Standards and US GAAP. See below for our approach for financial instruments and insurance.

The IASB and the FASB take different approaches to the effective dates of new pronouncements.

e New accounting standards and interpretations issued by the IASB have a single effective date. For
effective dates under IFRS Accounting Standards, see our Newly effective accounting standards

web page.
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e For most Accounting Standards Updates (ASUs) under US GAAP, the effective date distinguishes
between entities that are public business entities and other entities. In some cases, the FASB may
make a further distinction between SEC filers and non-SEC filers, and SEC filers may be further
categorised as ‘smaller reporting companies’ vs other SEC filers. This means that the effective dates
of a pronouncement can be spread over a number of years. The appendix provides a table of effective
dates under US GAAP to help you navigate the new requirements included in the forthcoming
requirements that are not yet (fully) effective.

This publication distinguishes the accounting for those US GAAP requirements that are not yet (fully)
effective. However, for ease of reference we typically refer to ‘public entities’ vs ‘non-public entities’, with
more nuanced discussion included in the appendix.

Financial instruments and insurance

IFRS 9 Financial Instruments became effective for annual periods beginning on or after 1 January 2018.
The equivalent new accounting standards under US GAAP are also now effective for all entities. This
edition compares the hedging requirements under US GAAP with the requirements in IAS 39 Financial
Instruments: Recognition and Measurement — this is the subject of chapter 7.9B. This is because many
entities applying IFRS Accounting Standards will continue to apply the hedge accounting requirements in
IAS 39 in full or in part. When an entity reporting under IFRS Accounting Standards first applied IFRS 9,

it could choose an accounting policy to continue to apply the hedge accounting requirements in the
superseded IAS 39 in their entirety instead of those in chapter 6 of IFRS 9 until a new accounting standard
resulting from the ongoing project on accounting for dynamic risk management becomes effective. An
entity making this election is required to comply with the disclosure requirements for hedge accounting in
IFRS 9. Even if an entity did not make this election, it may still apply the hedge accounting requirements
in IAS 39 for a fair value hedge of the interest rate exposure of a portfolio of financial assets or financial
liabilities.

IFRS 17 Insurance Contracts is effective for annual periods beginning on or after 1 January 2023. ASU
2018-12 Targeted Improvements to the Accounting for Long-Duration Contracts is effective in 2023 for
SEC filers that are not eligible to be smaller reporting companies and in 2024 for other entities. This edition
compares the new requirements under both IFRS Accounting Standards and US GAAP in chapter 8.1.

Reporting date and reporting period

Throughout this publication, we refer to the ‘reporting date’ and ‘end of the reporting period’. Similarly, we
refer to the ‘reporting period’ rather than to the fiscal year.

Occasionally we refer to the ‘annual reporting date’ or the ‘annual reporting period’ to emphasise the
annual nature of the underlying requirement; for example, under IFRS Accounting Standards we refer to
the residual value of intangible assets with finite lives being reviewed at least at each annual reporting
date. However, this is not meant to imply that other references should be interpreted as applying to both
the annual and the interim reporting date or period. The requirements for interim financial reporting are
discussed in chapter 5.9, and there we refer to the ‘interim reporting date’ and the ‘interim reporting
period’.
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Abbreviations

The following abbreviations are used often in this publication.

CGU
CODM
E&E
EBIT
EBITDA
ECLs
EPS
ESOP
ESPP
FASB
FIFO
FVOCI
FVTPL
GAAP
IASB
IBOR
P
ITCs
LIFO
MD&A
NC
OcCl
R&D
SEC
VAT
VIE
WACC

Cash-generating unit

Chief operating decision maker
Exploration and evaluation

Earnings before interest and taxes

Earnings before interest, taxes, depreciation and amortisation
Expected credit losses

Earnings per share

Employee share ownership plan

Employee share purchase plan

US Financial Accounting Standards Board
First-in, first-out

Fair value through other comprehensive income
Fair value through profit or loss

Generally accepted accounting principles/practices
International Accounting Standards Board
Interbank offered rates

Intellectual property

Investment tax credits

Last-in, first-out

Management's discussion and analysis
Non-controlling interests

Other comprehensive income

Research and development

US Securities and Exchange Commission
Value-added tax

Variable interest entity
Weighted-average cost of capital

IFRS compared to US GAAP
About this publication
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IFRS Accounting Standards

Background

Introduction

(IFRS Foundation Constitution, IASB and IFRS Interpretations Committee
Due Process Handbooks, Preface to IFRS Accounting Standards, IAS 1)

1.1

US GAAP

IFRS compared to US GAAP
1 Background
1.1 Introduction

1.1 Introduction

(Topic 105, Topic 250, SEC Rules and Regulations, AICPA Code of Professional
Conduct)

6

Overview

¢ ‘IFRS Accounting Standards’ is the term used to indicate the whole body of
authoritative literature published by the IASB.

¢ Individual accounting standards and interpretations are developed and
maintained by the IASB and the IFRS Interpretations Committee.

¢ |FRS Accounting Standards are designed for use by profit-oriented entities.

¢ Any entity claiming compliance with IFRS Accounting Standards complies
with all accounting standards and interpretations, including disclosure
requirements, and makes an explicit and unreserved statement of compliance
with them.

¢ The overriding requirement of IFRS Accounting Standards is for the financial
statements to give a fair presentation (or a true and fair view).

Overview

e ‘US GAAP' is the term used to indicate the body of authoritative literature
that comprises accounting and reporting standards in the US. Rules and
interpretative releases of the SEC under authority of federal securities laws
are also sources of authoritative US GAAP for SEC registrants.

e Authoritative US GAAP is primarily developed and maintained by the FASB,
with the assistance of the Emerging Issues Task Force and the Private
Company Council.

¢ Unlike IFRS Accounting Standards, US GAAP is designed for use by both
profit-oriented and not-for-profit entities, with additional Codification topics
that apply specifically to not-for-profit entities.

e Like IFRS Accounting Standards, any entity claiming compliance with
US GAAP complies with all applicable sections of the Codification, including
disclosure requirements. However, unlike IFRS Accounting Standards, an
explicit and unreserved statement of compliance with US GAAP is not
required.

e The objective of financial statements is fair presentation in accordance with
US GAAP which is similar to the overriding requirement of IFRS Accounting
Standards.

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved.
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IFRS Accounting Standards

'IFRS Accounting Standards’ is the term used to indicate the whole body of

authoritative literature published by the IASB, including:

e Accounting Standards issued by the IASB;

¢ International Accounting Standards (IAS® Standards) issued by the IASB's
predecessor, the International Accounting Standards Committee (IASC), or
revisions thereof issued by the IASB,;

e interpretations developed by the IFRS Interpretations Committee (IFRIC
Interpretations) and approved for issue by the IASB; and

e interpretations developed by the IFRS Interpretations Committee’s predecessor,
the Standing Interpretations Committee (SIC® Interpretations) and approved for
issue by the IASB or the IASC. (P2l

Emerging issues related to the application of IFRS Accounting Standards are

generally referred to the IFRS Interpretations Committee. If the Committee decides
not to add an issue to its work programme or refer it to the IASB, then it publishes

an agenda decision. An entity reporting under IFRS Accounting Standards applies
agenda decisions relevant to its facts and circumstances. Although they do not
change the requirements of the Accounting Standards, agenda decisions may provide
new insights on how to interpret and apply them. An entity may have to change its
accounting policy as a result of the publication of a final agenda decision and may need
‘sufficient time’ to implement it.

The term ‘IFRS Accounting Standards’ is used in this publication to indicate any of the
above material.

IFRS Accounting Standards are designed for use by profit-oriented entities, although
their use by not-for-profit entities is not prohibited. [P5, 9]

If it is permitted in a particular jurisdiction, then small and medium-sized entities
(SMEs) that have no public accountability (as defined) may prepare their financial
statements in accordance with the IFRS for SMEs Accounting Standard rather than
full IFRS Accounting Standards.

US GAAP

IFRS compared to US GAAP
1 Background
1.1 Introduction

US Generally Accepted Accounting Principles

All authoritative US GAAP is contained in the FASB's Accounting Standards
Codification®. Codified US GAAP comprises authoritative GAAP as of 30 June 2009,
which was carried forward into the Codification, and subsequent Accounting Standards
Updates (ASUs) issued by the FASB. The FASB's Emerging Issues Task Force (EITF)
considers interpretive issues, and final consensuses are approved for issue by the
FASB as an ASU.

Relevant portions of content issued by the SEC and select SEC interpretations and
administrative guidance are included in the Codification for reference purposes;
however, the original source remains authoritative for SEC registrants.

Accounting and financial reporting practices not included in the Codification are
non-authoritative and include, for example, Concepts Statements, Issues Papers and
Technical Questions & Answers issued by the American Institute of Certified Public
Accountants, and IFRS Accounting Standards as issued by the IASB.

Emerging issues related to the application of US GAAP are generally referred to the
EITF. Unlike IFRS Accounting Standards, the EITF does not publish agenda decisions
when it decides not to add an issue to its work programme.

The term ‘'US GAAP’ is used in this publication to indicate any material that is
contained in the Codification and some of the material contained in SEC rules,
regulations and Staff guidance as well as other non-authoritative guidance.

Unlike IFRS Accounting Standards, US GAAP is developed for use by profit-oriented
and not-for-profit entities, with additional Codification topics that apply specifically to
not-for-profit entities. Separate standards exist for government entities. [105-10-05-1, 05-4]

US private entities that are required, or otherwise decide, to prepare financial
statements may do so in accordance with US GAAP, full IFRS Accounting Standards
as issued by the IASB or the IFRS for SMEs Accounting Standard if they have no
public accountability.

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved
© 2023 KPMG IFRG Limited, a UK company, limited by guarantee. All rights reserved.
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IFRS Accounting Standards

Financial statements prepared in accordance with the SMEs Accounting Standard are
not in compliance with IFRS Accounting Standards.

The SMEs Accounting Standard is outside the scope of this publication.
There are no special accounting standards or exemptions for SMEs that apply full

IFRS Accounting Standards. However, EPS and segment information are not required
for non-public entities.

Application of IFRS Accounting Standards is not limited to a particular legal framework.

Therefore, financial statements prepared under IFRS Accounting Standards often
contain supplementary information required by local statute or listing requirements.

IFRS Accounting Standards comprise a series of bold and plain-type paragraphs.
Generally, the bold paragraphs outline the main principle, and the plain-type paragraphs
provide further explanation. Bold and plain-type paragraphs have equal authority.

Some IFRS Accounting Standards contain appendices; a statement at the top of each
appendix specifies its status. The bases for conclusions that accompany accounting
standards are not an integral part of those accounting standards and do not have the
same level of authority. (P14]

US GAAP

IFRS compared to US GAAP
1 Background
1.1 Introduction

In addition, the FASB and the Private Company Council (PCC) issued a Framework
that acts as a guide for the FASB and the PCC in determining when accounting
alternatives should be considered for private companies. The Framework addresses
factors that differentiate private companies from public companies and notes that
these differences could support differences in the recognition and measurement,
presentation, disclosure, effective date and transition requirements for private vs
public companies. The FASB uses a single definition for a public business entity

(see appendix) that is used to identify the types of business entities that are not
eligible to use the private company exceptions and alternatives issued or to be issued
by the FASB.

Financial statements prepared by private companies in accordance with the FASB's
private company alternatives are in compliance with US GAAP, which is a different
approach from IFRS Accounting Standards.

The private company regime is outside the scope of this publication.

Unlike IFRS Accounting Standards, for non-public entities that apply full US GAAP
there are special standards and exemptions from some of the recognition and/

or measurement requirements that apply to public entities. Additionally, certain
presentations (e.g. EPS and segment information) and a variety of disclosures are not
required for non-public entities, which is broader than the disclosure exemptions under
IFRS Accounting Standards.

Unlike IFRS Accounting Standards, entities asserting compliance with US GAAP
that are subject to SEC regulations apply the formal and informal presentation,
interpretative and disclosure requirements of the SEC, including those found in
Regulations S-X and S-K. As a result, there are some differences between US GAAP
as applied by public entities and US GAAP as applied by non-public entities — e.g. the
presentation of certain redeemable securities (see chapter 7.3). [105-10-05-1, 05-4]

Like IFRS Accounting Standards, all paragraphs in the Codification have equal
authority. The main principle is contained in the main body of the guidance and further
explanation is included in implementation guidance. Only the material appearing in
the Codification is authoritative. The bases for conclusions are not included in the
Codification. [105-10-05-1]

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved
© 2023 KPMG IFRG Limited, a UK company, limited by guarantee. All rights reserved.

8



IFRS Accounting Standards

IFRS Accounting Standards sometimes include optional accounting treatments.
For each choice of accounting treatment, an entity applies that policy consistently
(see chapter 2.8). [1AS 8.13]

Standards and interpretations issued by the IASB have a single effective date that
applies to all entities. New requirements apply in interim periods within the annual
period in which they are adopted, unless the transitional requirements of the
accounting standard permit or require a different transition (see chapter 5.9). [1AS 34.43]

Compliance with IFRS Accounting Standards

Any entity asserting that a set of financial statements is in compliance with IFRS
Accounting Standards complies with all applicable accounting standards and related
interpretations, and makes an explicit and unreserved statement of compliance in
the notes to the financial statements. Compliance with IFRS Accounting Standards
encompasses disclosure as well as recognition and measurement requirements.
[IAS 1.16]

The IASB does not carry out any inquiry or enforcement role regarding the application
of its Accounting Standards. However, this is often undertaken by local regulators
and/or stock exchanges, which includes the SEC for non-US entities that are SEC
registrants.

US GAAP

IFRS compared to US GAAP
1 Background
1.1 Introduction

Like IFRS Accounting Standards, US GAAP sometimes includes optional accounting
treatments. If an option is available, unless preferability is specifically indicated

(e.g. the successful-efforts method for oil and gas producers — see chapter 5.11),
then each one is considered equally acceptable; however, one of the options may be
considered preferable by the entity and its auditors in its own specific situation. Like
IFRS Accounting Standards, for each choice of accounting treatment, an entity applies
the chosen policy consistently (see chapter 2.8). [250-10-45-11 - 45-13]

Unlike IFRS Accounting Standards, ASUs issued by the FASB usually have at least
two effective dates, distinguish between at least public and non-public entities, and
may apply in interim periods following application in the annual period. See appendix
for further discussion based on ASUs that are forthcoming requirements in this
publication.

Compliance with US GAAP

Like IFRS Accounting Standards, any entity asserting that a set of financial statements
is in compliance with US GAAP complies with all applicable sections of the
Codification, including disclosures. However, unlike IFRS Accounting Standards, an
explicit and unreserved statement of compliance is not required.

Like IFRS Accounting Standards, the FASB does not carry out any inquiry or
enforcement role regarding the application of its guidance. In the US, this role is
undertaken by the SEC for SEC registrants, whether domestic or foreign, and by
federal, state and local regulators, law enforcement and stock exchanges for entities
that are listed on an exchange.

The financial statements of domestic SEC registrants are prepared in accordance
with US GAAP and in conformity with other SEC regulations regarding accounting and
disclosures, and form part of the Annual Report on Form 10-K that is filed on public
record with the SEC. [105-10-05-1, 05-4]

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved
© 2023 KPMG IFRG Limited, a UK company, limited by guarantee. All rights reserved.
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IFRS Accounting Standards US GAAP

IFRS compared to US GAAP 10
1 Background
1.1 Introduction

Most foreign SEC registrants are required to prepare and file their Annual Report

on Form 20-F in accordance with either US GAAP or another comprehensive basis

of accounting, in which case net income and shareholders’ equity are reconciled to
US GAAP. The reconciliation is accompanied by a discussion of significant variations in
accounting policies, practices and methods used in preparing the financial statements
from US GAAP and Regulation S-X. However, a foreign private issuer that prepares its
financial statements in accordance with IFRS Accounting Standards as issued by the
IASB is not required to present such a reconciliation or the accompanying discussion
of variations from US GAAP and Regulation S-X. This exemption is permitted only

if the financial statements filed with the SEC contain an explicit and unreserved
statement of compliance with IFRS Accounting Standards as issued by the IASB,
which is also referred to in the auditor’s report. [SEC Release 33-8879]

Entities’ filings on Forms 10-K (generally used for US domestic issuers) or 20-F
(generally used for foreign private issuers) are reviewed by the SEC Staff at least once
every three years in accordance with the requirements of the Sarbanes-Oxley Act.
The filings are reviewed for compliance with the stated basis of accounting and other
relevant regulations. The review findings are communicated by comment letters from
the SEC Staff to the entity.

When a foreign business is acquired by an SEC registrant, Regulation S-X allows for
the inclusion of financial statements prepared in accordance with IFRS Accounting
Standards as adopted in a specific jurisdiction or local GAAP (without reconciliation to
US GAAP) if the acquired business is below the 30 percent level for all ‘significance
tests'. At or above 30 percent, a reconciliation to US GAAP is included for the annual
and interim periods presented. This reconciliation may instead be to IFRS Accounting
Standards as issued by the IASB if the acquirer is a foreign private issuer that prepares
its financial statements under those Accounting Standards. The reconciliation to

IFRS Accounting Standards as issued by the IASB is generally required to follow the
form and content requirements in Item 17(c) of Form 20-F. However, no US GAAP
reconciliation is required for the inclusion of financial statements of an acquired foreign
business if that business uses IFRS Accounting Standards as issued by the IASB,
regardless of the significance of the acquired business. [SEC FRM 6350.1, Rule 3-05(c), and

SEC Release No. 33-10786]
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IFRS Accounting Standards

XBRL

eXtensible Business Reporting Language (XBRL) is a form of electronic
communication whose main feature includes interactive electronic tagging of both
financial and non-financial data. The IFRS Taxonomy is a translation of IFRS Accounting
Standards into XBRL. It classifies information presented and disclosed in financial
statements prepared under IFRS Accounting Standards and reflects presentation and
disclosure requirements in IFRS Accounting Standards.

The IASB is not issuing requirements to file under the IFRS Taxonomy; the submission
of financial statements prepared under IFRS Accounting Standards in XBRL is
mandated by regulators in their jurisdiction.

Fair presentation

The overriding requirement of IFRS Accounting Standards is for the financial
statements to give a fair presentation (or true and fair view). Compliance with
IFRS Accounting Standards, with additional disclosure when necessary, is
presumed to result in a fair presentation. [1AS 1.15]

If compliance with a requirement of an IFRS accounting standard would be so
misleading that it would conflict with the objective of financial reporting set out in the
Conceptual Framework (see chapter 1.2), then an entity departs from the required
treatment to give a fair presentation, unless the relevant regulator prohibits such an
override. If an override cannot be used because it is prohibited by the regulator, then
additional disclosure is required in the notes to the financial statements. When an
entity departs from a requirement of an accounting standard, extensive disclosures
are required, including details of the departure, the reasons for the departure and

its effect. The use of a true and fair override is very rare under IFRS Accounting
Standards. [1AS 1.19-24]

US GAAP

IFRS compared to US GAAP
1 Background
1.1 Introduction

XBRL

eXtensible Business Reporting Language (XBRL) is a form of electronic

communication whose main feature includes interactive electronic tagging of both

financial and non-financial data. US domestic SEC registrants are required to either:

e supplement their filed financial statements with a secondary machine-readable
XBRL format submitted as an exhibit; or

e file financial statements with embedded XBRL (Inline XBRL); this approach is
required for large accelerated filers in annual periods ending on or after 15 June
2019; and for other filers at progressive dates after that. [SEC Release 33-10154, 34-83551]

Foreign private issuers who prepare financial statements in accordance with

IFRS Accounting Standards as issued by the IASB are required to submit XBRL data
files to the SEC with their annual filings (Form 20-F or Form 40-F) for annual periods
ending on or after 15 December 2017. [SEC Release 33-10320, 34-80128]

Fair presentation in accordance with US GAAP

The objective of US GAAP is fair presentation in accordance with US GAAP,
which is similar to the overriding requirement of IFRS Accounting Standards. Like
IFRS Accounting Standards, compliance with US GAAP, with additional disclosure
when necessary, is presumed to result in a fair presentation. [105-10-10-1, 15-1]

Like IFRS Accounting Standards, when compliance with the Codification would be
misleading due to unusual circumstances, an entity departs from the Codification
topic so that the financial statements will not be misleading. In this case, the entity
discloses the effects of the departure and why compliance would render the financial
statements misleading, like IFRS Accounting Standards. However, in our experience
the use of such an override does not occur in practice. [AICPA Code of Professional Conduct
1.320.001, 030]
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1.2 The Conceptual

Framework

(Conceptual Framework for Financial Reporting)
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1.2 The Conceptual Framework

The Conceptual
Framework

(CON Statements, Topic 105, SAB Topics 1M, 1N, 5T)

1.2
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Overview

e The Conceptual Framework is used in developing and maintaining accounting
standards and interpretations.

e The Conceptual Framework is a point of reference for preparers of financial

statements in the absence of specific guidance in IFRS Accounting Standards.

¢ Transactions with shareholders in their capacity as shareholders are
recognised directly in equity.

Overview

e Like IFRS Accounting Standards, the Conceptual Framework establishes the
objectives and concepts that the FASB uses in developing guidance.

e Unlike IFRS Accounting Standards, the Conceptual Framework is non-
authoritative guidance and is not referred to routinely by preparers of
financial statements.

e Like IFRS Accounting Standards, transactions with shareholders in their
capacity as shareholders are recognised directly in equity.

Introduction

The IASB and the IFRS Interpretations Committee use the Conceptual Framework for
Financial Reporting (Conceptual Framework) in developing and maintaining accounting
standards and interpretations. The Conceptual Framework also provides a point of
reference for preparers of financial statements in the absence of any specific guidance
in IFRS Accounting Standards (see chapter 1.1).

The Conceptual Framework does not override any specific accounting standard.

The Conceptual Framework provides a broad discussion of the concepts that underlie

the preparation and presentation of financial statements. It discusses the:

e objective of general purpose financial reporting;

e qualitative characteristics of useful financial information, such as relevance and
faithful presentation;

e concept of the reporting entity;

e elements of financial statements;

e general guiding principles for recognition and derecognition;

®* measurement bases; and

e high-level concepts for presentation and disclosure.

Introduction

Like IFRS Accounting Standards, the FASB uses its Concepts Statements (Conceptual
Framework) as an aid in drafting new or revised guidance. However, unlike

IFRS Accounting Standards, the Conceptual Framework is non-authoritative guidance
(see chapter 1.1) and therefore is not generally used as a point of reference by
preparers of financial statements.

Like IFRS Accounting Standards, the Conceptual Framework does not override any
specific requirements of the Codification.

Like IFRS Accounting Standards, the Conceptual Framework establishes the
objectives of financial reporting, identifies the qualitative characteristics of accounting
information, defines the elements of financial statements and discusses recognition,
measurement, presentation of a complete set of financial statements and disclosure
in the notes to the financial statements. [CON 5, 8]
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Materiality

IFRS Accounting Standards do not apply to items that are ‘immaterial’. The Conceptual
Framework refers to materiality as an entity-specific aspect of relevance. Information
is material if omitting it, misstating it or obscuring it could reasonably be expected to
influence decisions that primary users make on the basis of financial information about
a specific reporting entity. Materiality is not defined quantitatively, and depends on the
facts and circumstances of a particular case; both the size and the nature of an item
are relevant. Consideration of materiality is relevant to judgements about both the
selection and the application of accounting policies and to the omission or disclosure
of information in the financial statements. [CF2.11,1AS 1.7, 8.5]

Accounting policies in accordance with IFRS Accounting Standards do not need to be
applied when their effect is immaterial. (1As 8.8]

US GAAP
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Materiality

Unlike IFRS Accounting Standards, materiality is not specifically defined under
authoritative US GAAP. However, it provides a framework that is consistent

with the precedent on materiality established by the Supreme Court, and with

the SEC staff's interpretative guidance that is derived from the Supreme Court
precedent. For this reason, we believe that all entities should consider the SEC
staff’s interpretative guidance on materiality in conjunction with financial statement
preparation by management. The Supreme Court has held that a fact is material if
there is a substantial likelihood that the fact would have been viewed by a reasonable
investor as having significantly altered the ‘total mix' of information made available.
[CON 8.QC11 - QC11B, SAB Topic 1M]

Like IFRS Accounting Standards, materiality is entity-specific, and an item can be
material by its size (quantitatively material) or its nature (qualitatively material). ltems
are assessed individually and in the aggregate in relation to specific financial statement
captions and disclosures, and to the financial statements as a whole. [SAB Topic 1M]

In considering the effects of prior-year misstatements, an entity evaluates materiality

using one or both of the following methods; a registrant is required to apply both

methods (collectively referred to as the ‘dual method’).

*  ‘Rollover” method: This method quantifies a misstatement based on the effects
of correcting the misstatement existing in each relevant financial statement. It
quantifies the ‘actual’ financial statement misstatements considering the amounts
that would have been in the financial statements if no misstatement existed.

e ‘lron curtain” method: This method quantifies a misstatement based on the effects
of correcting the misstatement existing in the balance sheet at the end of the
current period, irrespective of the misstatement’s period(s) of origin. [SAB Topic 1M

Once an entity has quantified the error, it evaluates the error individually and

in combination with other errors, considering both quantitative and qualitative
factors. Prior-period financial statements that are materially misstated are restated
(see chapter 2.8). [SAB Topic 1M]

Like IFRS Accounting Standards, accounting policies in accordance with US GAAP do
not need to be applied when their effect is immaterial. (105-10-05-6]
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Consideration of materiality is also relevant when making judgements about
disclosure, including decisions about whether to aggregate items, and/or use
additional line items, headings or subtotals. Material items that have different
natures or functions cannot be aggregated. In addition, IFRS Accounting Standards
do not permit an entity to obscure material information with immaterial information.
[IAS 1.7, 29, 30A-31]

Financial statements do not comply with IFRS Accounting Standards if they contain
either material errors or immaterial errors that are made intentionally to achieve a
particular presentation of an entity’s financial position, financial performance or cash
flows. 1As 8.8, 41

Reporting entity

A ‘reporting entity’ is one that is required, or chooses, to prepare financial statements.

It need not be a legal entity but can comprise a single entity, multiple entities or a
portion of an entity. [CF 3.10, 12]

In the case of multiple entities, if a reporting entity comprises two or more entities
that are not all linked by a parent-subsidiary relationship (see chapter 2.5), then

its financial statements are referred to as ‘combined financial statements’. The
preparation of combined financial statements is outside the scope of this publication.
[CF3.10, 12]

Assets and liabilities
An ‘asset’ is a present economic resource controlled by the entity as a result of past
events. [CF 4.3]

A 'liability’ is a present obligation of the entity to transfer an economic resource as
a result of past events. An ‘obligation’ is a duty or responsibility that an entity has
no practical ability to avoid. If it is conditional on an entity’s future action, then an
obligation exists if the entity has no practical ability to avoid taking that action.

[CF 4.26-29, 32]

US GAAP
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Unlike IFRS Accounting Standards, there is no specific guidance on the materiality of
disclosures; instead, the general principles outlined in this chapter apply. Many entities
conclude that if a Codification topic is material, then all required disclosures within
that topic need to be provided, which may result in differences from IFRS Accounting
Standards in practice.

Like IFRS Accounting Standards, financial statements are not considered to comply
with US GAAP if they contain material errors (including of disclosures). Also like
IFRS Accounting Standards, errors that are made intentionally to achieve a particular
presentation of an entity’s financial position, financial performance or cash flows are
considered to be qualitatively material. [250-10-20, SAB Topic 1M]

Reporting entity

Unlike IFRS Accounting Standards, the Conceptual Framework does not have a broad
definition of ‘reporting entity’ that applies across all Codification topics, although

the term is used throughout US GAAP. In practice, ‘reporting entity’ refers to an
entity or group that presents financial statements as a single economic entity, like
IFRS Accounting Standards. Like IFRS Accounting Standards, it need not be a legal
entity but can comprise a single entity, multiple entities or a portion of an entity.

If a reporting entity comprises two or more entities that are commonly controlled

or commonly managed, then its financial statements are referred to as ‘combined
financial statements’. The preparation of combined financial statements is outside the
scope of this publication. (810-10-20, 55-18B]

Assets and liabilities
Unlike IFRS Accounting Standards, the definition of ‘assets’ encompasses a present
right to an economic benefit. (CON 8.E17]

Unlike IFRS Accounting Standards, the definition of ‘liabilities’ encompasses a present
obligation requiring an entity to transfer or otherwise provide economic benefits to
others. [CON 8.E38]
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An ‘economic resource’ is a right or a set of rights that has the potential to produce
economic benefits. The probability of economic benefits is not relevant for determining
whether an asset or a liability exists; however, a low probability of economic benefits
may affect the recognition and measurement analysis. [CF 4.4, 14-15, 37-38]

An ‘executory contract’ is one in which neither party has performed any of its
obligations or both parties have partially performed their obligations to an equal
extent. If the terms of the exchange under the contract are currently favourable for
the entity, then it has an asset. Conversely, if the terms are currently unfavourable
for the entity, then it has a liability. The asset or liability is reflected in the financial
statements if it is required by a specific IFRS accounting standard (e.g. onerous
contracts — see chapter 3.12). [CF 4.56-57]

Recognition and derecognition

An entity recognises any item meeting the definition of an asset or a liability in the

financial statements unless it affects the relevance or the faithful representation of the

information provided:

e its ‘relevance’ may be affected if there is uncertainty about the existence of an
asset or liability or the probability of an inflow or outflow of economic benefits from
the asset or liability is low; and

e its ‘faithful representation’ may be affected by high measurement uncertainty.

[CF 5.6-7, 12, 18-22]

An item is derecognised from the financial statements when it no longer meets the
definition of an asset or liability. This is accompanied by appropriate presentation and
disclosure. [CF 5.26]

Measurement

The Conceptual Framework describes two measurement bases and the factors to

consider when selecting a measurement basis.

e Historical cost: measurement is based on information derived from the transaction
price and that measurement is not changed unless it relates to impairment of an
asset or a liability becoming onerous.

US GAAP
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Like IFRS Accounting Standards, the probability of economic benefits is not relevant
for determining whether an asset or liability exists; however, a low probability of
economic benefits may affect the recognition and measurement analysis. [CON 8.8C4.11]

Unlike IFRS Accounting Standards, US GAAP does not define an executory contract.
However, the US Bankruptcy Code (Chapter 11) defines an executory contract and
states as the standard feature that each party to the contract has duties remaining under
the contract. Further, the FASB's Emerging Issues Task Force has discussed the term
‘executory contract’ in broadly the same manner as under IFRS Accounting Standards.
Practice under US GAAP is not to recognise executory contracts unless a specific
Codification topic requires recognition, like IFRS Accounting Standards. However,

unlike IFRS Accounting Standards, US GAAP does not have a general requirement to
recognise onerous contracts (see chapter 3.12).

Recognition and derecognition

Unlike IFRS Accounting Standards, an item and its financial information needs to meet

three criteria to be recognised in the financial statements, subject to the pervasive

cost constraint and materiality considerations. Those criteria are as follows.

e Definitions: The item meets the definition of an element of financial statements.

e Measurability: The item is measurable and has a relevant measurement attribute.

e Faijthful representation: The item can be depicted and measured with faithful
representation. [CON 8.RD5]

Unlike IFRS Accounting Standards, an item that no longer meets any one of the three
recognition criteria is derecognised from the financial statements. [CON 8.RD13]

Measurement

The Conceptual Framework discusses several measurement attributes that are used in

practice.

e Historical cost: the amount of cash, or its equivalent, paid to acquire an asset or
received when a liability was incurred.

e Current cost: the amount of cash, or its equivalent, that would have to be paid if
the same or an equivalent asset were acquired currently.

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved
© 2023 KPMG IFRG Limited, a UK company, limited by guarantee. All rights reserved.



IFRS Accounting Standards

e Current value: measurement is based on information that reflects current
conditions at the measurement date. It includes the following:

- fair value: i.e. the price received to sell an asset or paid to transfer a liability in
an orderly transaction between market participants at the measurement date
(see chapter 2.4);

- value in use and fulfilment value that are based on the present values of cash
flows: i.e. entity-specific expectations about the amount, timing and uncertainty
of those future cash flows; and

- current cost: i.e. the current amount that an entity would pay to acquire an
asset or would receive to take on a liability. [CF 6.4, 10-12, 17, 21]

Transactions with equity holders

The definitions of income and expenses exclude capital transactions with equity
holders acting in that capacity. Accordingly, capital contributions from shareholders
are recognised directly in equity, as are dividends paid (see chapter 7.3). However, the
position is less clear when a transaction with a shareholder equally could have been
with a third party. In these cases, the accounting is generally based on whether the
shareholder was acting as a ‘normal’ counterparty. [CF 4.1, 70]

The share-based payment standard requires the attribution of expense for certain
share-based payment transactions (see chapter 4.5). However, there is no overriding
principle under IFRS Accounting Standards that requires transactions entered into

or settled by a shareholder on behalf of an entity to be attributed to the entity and
reflected in its financial statements.

US GAAP
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e Current market value: the amount of cash, or its equivalent, that could be obtained
by selling an asset in orderly liquidation.

e Net realisable (settlement) value: the non-discounted amount of cash, or its
equivalent, into which an asset is expected to be converted (or liability settled)
in the due course of business less any direct costs necessary to make that
conversion.

e Present (or discounted) value of cash flows: the present or discounted value of
future cash inflows into which an asset is expected to be converted in the due
course of business less the present value of cash outflows necessary to obtain
those inflows. [CON 5.66-67]

Although these concepts are articulated differently from IFRS Accounting Standards,
they broadly align with the bases under IFRS Accounting Standards. However, the
measurement definitions used in specific Codification topics take precedence over
these general concepts.

Transactions with equity holders

Like IFRS Accounting Standards, all transfers between an entity and its equity holders
acting in that capacity, including investments by owners and distributions to owners,
are recognised directly in equity (see chapter 7.3). However, because there are
circumstances in which an entity evaluates whether the transaction was with the party
in its role as a shareholder or on behalf of the entity, differences from IFRS Accounting
Standards may arise in practice. [CON 8.E71-E72]

Like IFRS Accounting Standards, if a shareholder settles share-based payment
expenses on behalf of the entity, then US GAAP requires the attribution of expense in
the entity’s financial statements. However, unlike IFRS Accounting Standards, similar
accounting is required in other circumstances and transactions in which a principal
shareholder pays an expense for the entity, unless the shareholder’s action is caused
by a relationship or obligation completely unrelated to their position as a shareholder
or clearly does not benefit the entity. [SAB Topic 5T
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2 Generalissues

2.1 Basis of preparation of
financial statements

(IAS 1)

IFRS compared to US GAAP

US GAAP
2 General issues

2.1 Basis of preparation of financial statements

2.1 Basis of preparation of

financial statements

(Topics 205, 852, 855)
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Overview

Overview

¢ Financial statements are prepared on a going concern basis, unless
management intends or has no realistic alternative other than to liquidate
the entity or to stop trading.

¢ If management concludes that the entity is a going concern, but there are
nonetheless material uncertainties that cast significant doubt on the entity’s
ability to continue as a going concern, then the entity discloses those
uncertainties.

¢ In carrying out its assessment of going concern, management considers
all available information about the future for at least, but not limited to,
12 months from the reporting date. This assessment determines the basis of
preparation of the financial statements.

¢ If the entity is not a going concern and the financial statements are being
prepared in accordance with IFRS Accounting Standards, then in our view
there is no general dispensation from their measurement, recognition and
disclosure requirements.

Financial statements are generally prepared on a going concern basis (i.e.

the usual requirements of US GAAP apply) unless liquidation is imminent.
Although this wording differs from IFRS Accounting Standards, we would

not generally expect significant differences in practice.

If management concludes that the entity is a going concern, but there is
substantial doubt about the entity’s ability to continue as a going concern,
then disclosures are required, like IFRS Accounting Standards. However, the
disclosures are more prescriptive than IFRS Accounting Standards, which
may lead to differences in practice. Additionally, if management’s plans
mitigate the doubt, then other disclosures are required, which may give rise
to differences from IFRS Accounting Standards in practice.

Unlike IFRS Accounting Standards, the assessment of going concern is for a
period of one year from the financial statements being issued (or available
to be issued). Unlike IFRS Accounting Standards, this assessment is for the
purpose of determining whether the disclosures in the financial statements
are appropriate, and the basis of preparation is not affected unless
liquidation is imminent.

Unlike IFRS Accounting Standards, if liquidation is imminent, then there
are specific requirements for the measurement, recognition and disclosures
under US GAAP.
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Going concern assessment

Financial statements are prepared on a going concern basis, unless management
intends or has no realistic alternative other than to liquidate the entity or to stop
trading. [I1AS 1.25]

Management assesses the entity’s ability to continue as a going concern for the
purpose of determining the basis of preparation of the financial statements. [1AS 1.25]

In assessing whether the going concern assumption is appropriate, management
assesses all available information about the future for at least, but not limited to,
12 months from the reporting date. 1AS 1.26]

IFRS Accounting Standards are not prescriptive about the events and conditions that
should be considered as part of the going concern assessment and do not provide
specific guidance on the mitigating effects of management’s plans.
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US GAAP
2 General issues

2.1 Basis of preparation of financial statements

Going concern assessment

Financial statements are prepared on a going concern basis, unless liquidation is
imminent at the reporting date. Although this wording differs from IFRS Accounting
Standards, we would not generally expect significant differences in practice. [205-30-25-1]

Liquidation is ‘imminent’ when a plan for liquidation:

e has been approved by those with the authority to make such a plan effective, and
the likelihood is remote that:
- execution of the plan will be blocked by other parties (e.g. by shareholders); or
- the entity will return from liquidation; or

e s imposed by other forces (e.g. involuntary bankruptcy) and the likelihood is
remote that the entity will return from liquidation. [205-30-25-2]

Like IFRS Accounting Standards, management assesses the entity’s ability to continue
as a going concern, but for the purpose of determining the appropriate disclosures

in the financial statements. There is no impact on the basis of preparation unless
liguidation is imminent. 1205-40-05-1]

Management assesses whether there is substantial doubt about the entity’s ability

to continue as a going concern. In doing so, unlike IFRS Accounting Standards,
management considers whether it is probable that the entity will be unable to meet its
obligations as they become due within one year of the date the financial statements
are issued (or are available to be issued for certain non-public entities). [205-40-50-1 - 50-5]

In making this assessment, management considers both known and reasonably

knowable events and conditions. The evaluation follows a two-step process.

e Step 1: Assess whether substantial doubt is raised —i.e. whether it is probable that
the entity will be unable to meet its obligations when they become due within the
one-year period. Step 1 does not take into consideration the potential mitigating
effects of management’s plans.

e Step 2: If substantial doubt is raised in Step 1, then assess whether substantial
doubt exists or is alleviated by management's plans. [205-40-50-3 - 50-11]

Although this two-step process is more prescriptive than IFRS Accounting Standards,
we would not generally expect significant differences in the types of events or
conditions considered.
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If an entity ceases to be a going concern after the reporting date but before the
financial statements are authorised for issue, then the financial statements are not
prepared on a going concern basis. [IAS 1.25-26, 10.14]

Disclosures about the going concern assessment

If management concludes that the entity is a going concern, but there are nonetheless

material uncertainties that cast significant doubt on the entity’s ability to continue as

a going concern, then the entity discloses those uncertainties. In our view, if there

are such material uncertainties, then an entity should, at a minimum, disclose the

following information:

e details of events or conditions that may cast significant doubt on the entity’s ability
to continue as a going concern and management’s evaluation of their significance
in relation to the going concern assessment;

®* management’s plans to mitigate the effect of these events or conditions;

¢ significant judgements made by management in their going concern assessment,
including their determination of whether there are material uncertainties; and

* an explicit statement that there is a material uncertainty related to events or
conditions that may cast significant doubt on the entity’s ability to continue as
a going concern, and therefore that it may be unable to realise its assets and
discharge its liabilities in the normal course of business. [IAS 1.25, IU 07-10]

If there are no material uncertainties about an entity’s ability to continue as a going
concern, but reaching that conclusion involved significant judgement (i.e. a ‘close

call’ scenario), then in our view similar information to that in respect of material
uncertainties (see first three points above) may be relevant to the users’ understanding
of the entity's financial statements. 1AS 1.122, 1U 07-14]
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2.1 Basis of preparation of financial statements

Unlike IFRS Accounting Standards, if liquidation becomes imminent after the reporting
date but before the financial statements are issued (which may be later than when
the financial statements are authorised for issue) or available to be issued, then the
financial statements are prepared on a going concern basis. In this case, specific
disclosures are required. [855-10-25-3 — 25-4]

Disclosures about the going concern assessment

Unlike IFRS Accounting Standards, if there is substantial doubt about the entity’s
ability to continue as a going concern, the extent of disclosures depends on whether
that doubt is alleviated by management’s plans.

If substantial doubt is raised in Step 1 but alleviated by management's plans in Step 2

(i.e. substantial doubt does not exist), then the entity discloses:

e the principal conditions or events that raised substantial doubt about the entity's
ability to continue as a going concern (before consideration of management’s
plans);

* management’s evaluation of the significance of those conditions or events in
relation to the entity’s ability to meet its obligations; and

® management'’s plans that alleviated substantial doubt about the entity's ability to
continue as a going concern. [205-40-50-12]

If substantial doubt is raised in Step 1 but not alleviated by management’s plans in
Step 2 (i.e. substantial doubt exists), then the entity discloses (in addition to the above)
a statement that there is substantial doubt about the entity’s ability to continue as a
going concern. [205-40-50-13 - 50-14]

In principle, these disclosures are similar to the types of disclosures that might be
expected under IFRS Accounting Standards. However, the more specific wording
under US GAAP may lead to differences in practice — e.g. as a result of the specific
definition of the term ‘substantial doubt’, the use of a probability threshold in
determining whether the reporting entity will be unable to meet its obligations,

and the two-step process used to determine the specific categories of disclosures
applicable to an entity’s circumstances.
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Entity is not a going concern

If the entity is not a going concern but the financial statements are being prepared

in accordance with IFRS Accounting Standards, then in our view there is no general
dispensation from their measurement, recognition and disclosure requirements.

We believe that even if the going concern assumption is not appropriate, IFRS
Accounting Standards should be applied, with particular attention paid to the
requirements for assets that are held for sale (see chapter 5.4), the classification of
debt and equity instruments (see chapter 7.3), the impairment of non-financial assets
(see chapter 3.10) and the recognition of provisions (see chapter 3.12).

For an entity in liquidation, all liabilities continue to be recognised and measured
in accordance with the applicable accounting standard until the obligations are
discharged or cancelled or expire (see chapters 3.12 and 7.6).

Subsidiary expected to be liquidated

A subsidiary (that is still controlled by the parent — see chapter 2.5) may be expected
to be liquidated and its financial statements be prepared on a non-going concern
basis. If the parent is expected to continue as a going concern, then in our view the
consolidated financial statements should be prepared on a going concern basis. We
believe that the subsidiary should continue to be consolidated until it is liquidated or
otherwise disposed of.
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2.1 Basis of preparation of financial statements

Liquidation basis of accounting

Unlike IFRS Accounting Standards, if liquidation is imminent, then there are specific

requirements for measurement, recognition and disclosures under US GAAP, including

the following.

* The entity recognises previously unrecognised items (e.g. trademarks) that it
expects either to sell in liquidation or to use to settle liabilities. Such items may be
recognised in the aggregate.

e The entity recognises liabilities in accordance with the usual requirements of
US GAAP, but also accrues the estimated costs to dispose of items that it expects
to sell in liquidation. [205-30-25-4 - 25-6]

Unlike IFRS Accounting Standards, when liquidation is imminent assets are generally
measured — both initially and subsequently — at the estimated amount of consideration
that the entity expects to collect in carrying out its plan for liquidation. [205-30-30-1]

In general, when liquidation is imminent liabilities are measured — both initially and
subsequently — in accordance with the usual requirements of US GAAP, which may
differ from IFRS Accounting Standards. In applying these requirements, an entity
adjusts its liabilities to reflect changes in assumptions that are a result of its decision
to liquidate (e.g. the timing of payments). However, like IFRS Accounting Standards,
an entity does not anticipate being legally released from being the primary obligor
under a liability, either judicially or by the creditor. (205-30-30-2]

Unlike IFRS Accounting Standards, as a minimum the entity prepares:

® astatement of net assets in liquidation; and

e astatement of changes in net assets in liquidation, incorporating only changes
in net assets that occurred during the period since liquidation became imminent.
[205-30-45-1 — 45-2]

Liquidation of a subsidiary is imminent

The liquidation of a subsidiary (that is still controlled by the parent — see chapter 2.5)
may be imminent and its stand-alone financial statements be prepared on the
liquidation basis of accounting. If the parent is expected to continue as a going
concern, then, unlike IFRS Accounting Standards, in our view it may choose an
accounting policy, to be applied consistently, of whether to retain or not to retain the
subsidiary’s liquidation basis accounting in the consolidated financial statements.
[205-30-45-2]
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Bankruptcy accounting

IFRS Accounting Standards do not provide specific guidance on the accounting by
entities before, during or emerging from bankruptcy; instead, the usual requirements
of IFRS Accounting Standards apply.
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2.1 Basis of preparation of financial statements

Bankruptcy accounting

Unlike IFRS Accounting Standards, US GAAP provides specific guidance on accounting
issues related to bankruptcy proceedings under Chapter 11 of the US Bankruptcy
Code.

Like IFRS Accounting Standards, in the period preceding bankruptcy an entity
continues to apply US GAAP in the usual way. However, the facts and circumstances
causing the entity to contemplate bankruptcy may trigger incremental accounting
considerations given the entity's financial standing.

During bankruptcy proceedings, US GAAP contains specific guidance related to the
classification and accounting for certain financial liabilities and the presentation of the
income statement (statement of operations). (852-10]

Unlike IFRS Accounting Standards, fresh-start reporting is applied by entities emerging

from bankruptcy if:

* the entity's reorganisation value immediately before the date of confirmation is less
than the total of all post-petition liabilities and allowed claims; and

e the holders of existing voting shares immediately before confirmation lose control
of the entity and the loss of control is not temporary. [852-10-45-19]
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2.2 Form and components of
financial statements

(IAS 1, IFRS 10, IFRS Practice Statement 2)

IFRS compared to US GAAP

US GAAP
2 General issues

2.2 Form and components of financial statements

2.2 Form and components of
financial statements

(Subtopic 205-10, Subtopic 220-10, Topic 250, Subtopic 505-10,
Subtopic 810-10, Reg S-X)

Overview

Overview

e An entity with one or more subsidiaries presents consolidated financial
statements unless specific criteria are met.

¢ The following are presented as a complete set of financial statements:
a statement of financial position; a statement of profit or loss and OCI;
a statement of changes in equity; a statement of cash flows; and notes,
including accounting policies.

e All ownerrelated changes in equity are presented in the statement of
changes in equity, separately from non-owner changes in equity.

¢ |FRS Accounting Standards specify minimum disclosures for material
information; however, they do not prescribe specific formats.

e Comparative information is required for the preceding period only, but
additional periods and information may be presented.

e Unlike IFRS Accounting Standards, there are no exemptions, other than for
investment companies, from preparing consolidated financial statements if
an entity has one or more subsidiaries.

e Like IFRS Accounting Standards, the following are presented as a complete
set of financial statements: a statement of financial position; a statement
of comprehensive income; a statement of cash flows; and notes, including
accounting policies. Changes in equity may be presented either within a
separate statement (like IFRS Accounting Standards) or in the notes to the
financial statements (unlike IFRS Accounting Standards).

e Like IFRS Accounting Standards, all owner-related changes in equity are
presented separately from non-owner changes in equity.

e Like IFRS Accounting Standards, although minimum disclosures are
required, which may differ from IFRS Accounting Standards, specific formats
are not prescribed. Unlike IFRS Accounting Standards, there are more
specific format and line item presentation and disclosure requirements for
SEC registrants.

¢ Unlike IFRS Accounting Standards, US GAAP encourages but does not
require presentation of comparative information. However, like IFRS
Accounting Standards, SEC registrants are generally required to present
statements of financial position as at the end of the current and prior
reporting periods; unlike IFRS Accounting Standards, all other statements
are generally presented for the three most recent reporting periods.
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Overview (continued)

¢ In addition, a statement of financial position as at the beginning of the
preceding period is presented when an entity restates comparative
information following a change in accounting policy, the correction of an
error, or the reclassification of items in the statement of financial position.

Overview (continued)

e Unlike IFRS Accounting Standards, a statement of financial position as
at the beginning of the earliest comparative period is not required in any
circumstances.

Consolidated financial statements

A parent entity does not present consolidated financial statements if it is an
investment entity that is required to measure all of its subsidiaries at FVTPL
(see chapter 5.6). [IFRS 10.4B]

In addition, a parent entity is not required to present consolidated financial statements

if all of the following criteria are met:

e the parent is a wholly owned subsidiary, or is a partially owned subsidiary and its
other owners (including those not otherwise entitled to vote) have been informed
about, and do not object to, the parent not preparing consolidated financial
statements;

e the parent’s debt or equity instruments are not traded in a public market (a
domestic or foreign stock exchange or an over-the-counter market, including local
and regional markets) — see chapter 5.2;

e the parent has not filed, nor is it in the process of filing, its financial statements
with a securities commission or other regulatory organisation for the purpose of
issuing any class of instruments in a public market; and

e the ultimate or any intermediate parent of the parent produces financial statements
that are available for public use and comply with IFRS Accounting Standards, such
that subsidiaries are either consolidated or measured at FVTPL. [IFRS 10.4(a)]

Reporting period
Financial statements are presented for the reporting period ending on the date of the
statement of financial position (reporting date). [1AS 1.10]

An entity presents a complete set of financial statements (see below) at least annually
and consistently prepares them for a one-year period. [IAS 1.36-37]

Consolidated financial statements

Like IFRS Accounting Standards, a parent entity generally does not present
consolidated financial statements if it is an investment company that is required to
measure its investments in subsidiaries at FVTPL, except in limited circumstances.

In addition, unlike IFRS Accounting Standards, in certain circumstances an entity may
qualify for a consolidation exception under US GAAP by virtue of being regulated
under the Investment Company Act of 1940 (see chapter 5.6). [810-10-15-12]

Unlike IFRS Accounting Standards, there is no exemption from preparing consolidated
financial statements for a parent that is itself a wholly owned subsidiary, or a partially
owned subsidiary for which the owners agree that consolidated financial statements
are not required. Other consolidation scope exceptions are discussed in chapter 2.5.

Reporting period

Like IFRS Accounting Standards, financial statements are presented for the reporting
period ending on the date of the statement of financial position (reporting date).
[205-10-45-1A]

Like IFRS Accounting Standards, an entity presents a complete set of financial
statements (see below) at least annually and consistently prepares them for a one-
year period. [S-X Rule 1-02(k)]
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The reporting date may change in certain circumstances — e.g. following a change of
major shareholder. When the reporting date changes, the annual financial statements
are presented for a period that is longer or shorter than a year. In this case, the entity
discloses the reasons for using a longer or shorter period and the fact that information
in the financial statements is not fully comparable. There is no requirement to adjust
historical comparative information. However, pro forma information for the comparable
preceding reporting period might be presented. [1AS 1.36]

Components of the financial statements

The following is presented as a complete set of financial statements:

e a statement of financial position (see chapter 3.1);

e a statement of profit or loss and OCI (see chapter 4.1);

e a statement of changes in equity (see below);

e a statement of cash flows (see chapter 2.3); and

® notes to the financial statements, comprising material accounting policy
information and other explanatory information. 1S 1.10]

An entity presents both a statement of profit or loss and OCI and a statement of
changes in equity as part of a complete set of financial statements. These statements
cannot be combined. [IAS 1.10]

Although IFRS Accounting Standards specify disclosures to be made in the financial
statements, they do not prescribe formats or order of notes. However, notes need to
be presented in a systematic manner, to the extent practicable. Although a number
of disclosures are required to be made in the financial statements, IFRS Accounting
Standards generally allow flexibility in presenting additional line items and subtotals
when such information is relevant to an understanding of the entity’s financial
performance. [1AS 1.85, 113]
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2.2 Form and components of financial statements

Unlike IFRS Accounting Standards, an entity can change its reporting date under any
circumstances. Nonetheless, in our experience changes in the reporting date occur
infrequently in practice. Unlike IFRS Accounting Standards, even when the reporting
date changes, the reporting period for SEC registrants cannot be greater than 12
months. Therefore, in these situations, the registrant is required to prepare financial
statements for the transition period, which covers from the beginning of the new
period to the new reporting date. [Reg S-X 210.3-06]

Components of the financial statements

The following is presented as a complete set of financial statements:

* astatement of financial position (see chapter 3.1), like IFRS Accounting Standards;

® a statement of comprehensive income (see chapter 4.1), like IFRS Accounting
Standards;

e astatement of changes in equity, which may differ in some respects from
IFRS Accounting Standards (see below);

e a statement of cash flows (see chapter 2.3), like IFRS Accounting Standards; and

® notes to the financial statements, comprising a summary of significant accounting
policies and other explanatory information, like IFRS Accounting Standards.
[205-10-45-1A, 45-4]

Like IFRS Accounting Standards, an entity presents a statement of comprehensive
income as part of a complete set of financial statements. Entities may present
changes in equity for each caption of shareholders’ equity presented in the statement
of financial position within a statement of changes in equity (like IFRS Accounting
Standards) or in the notes to the financial statements (unlike IFRS Accounting
Standards). Like IFRS Accounting Standards, the statements of comprehensive
income and changes in equity are not combined. [505-10-50-2, Reg S-X 210.3-04]

Like IFRS Accounting Standards, US GAAP requires entities to present certain items
on the face of the financial statements, whereas other items may be disclosed in
the notes to the financial statements; however, the specific items differ between
US GAAP and IFRS Accounting Standards. Unlike IFRS Accounting Standards, more
prescriptive guidance applies to SEC registrants, with requirements for various line
items and additional presentation requirements and disclosures to appear either on
the face of the financial statements or in the related notes.
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Disclosures that are not material need not be included in the financial statements,
even if an accounting standard includes a specific requirement or describes it as

a minimum requirement. This also applies to accounting policy information that is
immaterial (see below). An entity is not permitted to obscure material information
with immaterial information because this reduces the understandability of its financial
statements. [IAS 1.30A, 31, 117-117E, BC30H-BC30]

An entity is required to disclose its ‘material’ accounting policies rather than its
‘significant” accounting policies. In assessing whether accounting policy information is
material, an entity considers whether the users of its financial statements would need
that information to understand other material information in the financial statements
and considers both the size and nature of the transactions, other events or conditions.
[IAS 1.117-117E]

In addition to the information required to be disclosed in the financial statements,
many entities provide additional information outside the financial statements, either
because of local regulations or stock exchange requirements, or voluntarily (see
chapter 5.8). [IAS 1.13, 54-55A, 82-85B]

Statement of changes in equity

The following information is presented in the statement of changes in equity:

e profit or loss and total comprehensive income for the period, showing separately
for profit or loss and OCI the total amounts attributable to owners of the parent and
to NCI;

e for each component of equity, the effects of retrospective application or
retrospective restatement recognised in accordance with the standard on
accounting policies, changes in estimates and errors (see chapter 2.8); and

e for each component of equity, a reconciliation between the carrying amount at
the beginning and at the end of the period, separately (as a minimum) disclosing
changes resulting from:

- profit or loss;

- OCI; and

- transactions with owners in their capacity as owners, showing separately
contributions by and distributions to owners and changes in ownership interests
in subsidiaries that do not result in a loss of control. [1AS 1.106]
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2.2 Form and components of financial statements

While US GAAP states that the provisions of the Codification do not apply to
immaterial items, unlike IFRS Accounting Standards, many entities tend to include all
disclosures required by a Codification topic when that topic is material to their financial
statements. This may give rise to differences from IFRS Accounting Standards in
practice. [105-10-05-6]

Under US GAAP, an entity is required to disclose its ‘significant” accounting policies —
i.e. those that materially affect the determination of financial position, cash flows or
results of operations. [235-10-50-1]

Like IFRS Accounting Standards, many entities provide additional information outside
the financial statements (see chapter 5.8). Additionally, SEC registrants are required
to disclose certain information outside the financial statements — e.g. management's
discussion and analysis of financial condition, the results of operations, and liquidity
and quantitative and qualitative disclosures about market risk (see chapter 5.8).

Information on changes in equity
Like IFRS Accounting Standards, the following information is presented in respect of
changes in equity:
e net income and total comprehensive income for the period, showing separately for
net income and OCI the amounts attributable to owners of the parent and to NCI;
e for each component of equity, the effects of retrospective application or
retrospective restatement recognised in accordance with the Codification Topic on
accounting policies, changes in estimates and errors (see chapter 2.8); and
e for each component of equity, a reconciliation between the carrying amount
at the beginning and at the end of the period, separately disclosing changes
resulting from:
- profit or loss;
- OCI; and
- transactions with owners in their capacity as owners, showing separately
contributions by and distributions to owners and changes in ownership interests
in subsidiaries that do not result in a loss of control. [505-10-50-2, 810-10-50-1A,
Reg $-X 210.3-04]
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For each component of equity, an entity presents an itemised analysis of OCI. This
analysis may be presented either in the statement of changes in equity or in the notes
to the financial statements. [1AS 1.106A]

The notes to the financial statements include a separate schedule showing the effects
of any changes in a parent’s ownership interest in a subsidiary that do not result in a
loss of control. [IFRS 12.18]

Dividends and related per-share amounts are disclosed either in the statement of
changes in equity or in the notes to the financial statements. [1AS 1.107]

Capital disclosure
An entity discloses information that enables users of its financial statements to
evaluate the entity's objectives, policies and processes for managing capital. [1AS 1.134]

Comparative information
Comparative information is required for the immediately preceding period only, but
additional periods and information may be presented. 1AS 1.38]
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2.2 Form and components of financial statements

Like IFRS Accounting Standards, for each component of accumulated OCI, an entity
presents an itemised analysis. Like IFRS Accounting Standards, this analysis may be
presented either in the statement of changes in equity or in the notes to the financial
statements. [220-10-45-14A]

Like IFRS Accounting Standards, the notes to the financial statements include a
separate schedule showing the effects of any changes in a parent’s ownership
interest that do not result in a loss of control. [(810-10-50-1A(d)]

Dividends and related per-share amounts are disclosed either in the statement of
changes in equity or in the notes to the financial statements, like IFRS Accounting
Standards, or in the statement of financial position, unlike IFRS Accounting Standards.
(505-10-50-5-2, Reg S-X 210.3-04]

Capital disclosure

Unlike IFRS Accounting Standards, US GAAP does not require disclosure of the
entity’s objectives, policies and processes for managing capital. However, information
about the management of capital may be required by prudential regulators and SEC
requirements for certain industries (e.g. banks).

Comparative information

Unlike IFRS Accounting Standards, for non-SEC registrants financial statements for

the comparative period are encouraged but not required; however, in our experience
comparative information for the preceding period is generally presented. [205-10-45-1 - 45-2]

Unlike IFRS Accounting Standards, SEC registrants filing financial statements in
accordance with US GAAP are required to present statements of earnings, statements
of comprehensive income (if presented as a separate financial statement), statements
of equity and statements of cash flows for each of the most recent three years

(two years for ‘smaller reporting companies’, like IFRS Accounting Standards). Like
IFRS Accounting Standards, SEC registrants are required to present statements of
financial position for each of the most recent two years (one year for ‘smaller reporting
companies’, unlike IFRS Accounting Standards). [Reg S-X 210.3-01 - 3-04, 210.8-02]
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A third statement of financial position is presented as at the beginning of the
preceding period following a retrospective change in accounting policy, the correction
of an error or a reclassification that has a material effect on the information in the
statement of financial position. In our view, the third statement of financial position

is required only if it is material to users of the financial statements (see chapter 1.2).
[IAS 1.10(f), 40A-40D]

Unless there is a specific exemption provided in an accounting standard, an entity
discloses comparative information in respect of the previous period for all amounts
reported in the current period’s financial statements. Generally, the previous period’s
related narrative and descriptive information is required only if it is relevant for an
understanding of the current period’s financial statements and regardless of whether it
was provided in the prior period. [1AS 1.38, 2.70]

Restatements and retrospective adjustments

Restatements and retrospective adjustments are presented as adjustments to

the opening balance of retained earnings, unless an accounting standard requires
retrospective adjustment of another component of equity. IFRS Accounting Standards
require disclosure in the statement of changes in equity of the total adjustment

to each component of equity resulting from changes in accounting policies, and
separately from corrections of errors. [1AS 1.106(b), 110]
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2.2 Form and components of financial statements

Unlike IFRS Accounting Standards, a statement of financial position as at the
beginning of the earliest comparative period is not required in any circumstances.

Unlike IFRS Accounting Standards, the notes, explanations and accountants’ reports
containing qualifications that appeared on the statements for the preceding years are
repeated, or at least referenced to, in the comparative information, to the extent that
they continue to be of significance. 1205-10-60-2]

Restatements and retrospective adjustments

Like IFRS Accounting Standards, restatements and retrospective adjustments are
presented as adjustments to the opening balance of retained earnings, unless a
specific Codification topic/subtopic requires retrospective adjustment of another
component of equity. Like IFRS Accounting Standards, US GAAP requires disclosure
in the statement of changes in equity of the total adjustment to each component of
equity resulting from changes in accounting policies, and separately from corrections
of errors. [(250-10-50-1]
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2.3 Statement of cash flows

(IAS 7)

US GAAP
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2 General issues
2.3 Statement of cash flows

2.3 Statement of cash flows

(Topic 230, Subtopic 405-50)

Overview

e ‘Cash and cash equivalents’ include certain short-term investments and, in
some cases, bank overdrafts.

¢ The statement of cash flows presents cash flows during the period, classified
by operating, investing and financing activities.

¢ The separate components of a single transaction are classified as operating,
investing or financing.

e Cash flows from operating activities may be presented under either the direct
method or the indirect method. If the indirect method is used, then an entity
presents a reconciliation of profit or loss to net cash flows from operating
activities; however, in our experience practice varies regarding the measure of
profit or loss used.

e An entity chooses its own policy for classifying each of interest and dividends
paid as operating or financing activities, and interest and dividends received
as operating or investing activities.

¢ Income taxes paid are generally classified as operating activities.

¢ Foreign currency cash flows are translated at the exchange rates at the dates
of the cash flows (or using averages when appropriate).

Overview

¢ Like IFRS Accounting Standards, ‘cash and cash equivalents’ include certain
short-term investments. Unlike IFRS Accounting Standards, bank overdrafts
are classified as liabilities and included in financing activities.

¢ Like IFRS Accounting Standards, the statement of cash flows presents cash
flows during the period, classified by operating, investing and financing
activities.

¢ The separate components of a single cash flow are each classified as
operating, investing or financing if such a distinction can reasonably be made
based on its identifiable sources and uses, like IFRS Accounting Standards.
Otherwise, unlike IFRS Accounting Standards, classification is based on the
activity that is likely to be the predominant source or use of the cash flow.

¢ Like IFRS Accounting Standards, cash flows from operating activities may
be presented under either the direct method or the indirect method. Like
IFRS Accounting Standards, if the indirect method is used, then an entity
presents a reconciliation of income to net cash flows from operating
activities; unlike IFRS Accounting Standards, the starting point of the
reconciliation is required to be net income.

¢ Unlike IFRS Accounting Standards, interest received and paid (net of interest
capitalised) and dividends received from previously undistributed earnings are
required to be classified as operating activities. Also unlike IFRS Accounting
Standards, dividends paid are required to be classified as financing activities.

¢ Income taxes are generally required to be classified as operating activities,
like IFRS Accounting Standards.

¢ Like IFRS Accounting Standards, foreign currency cash flows are translated
at the exchange rates at the dates of the cash flows (or using averages when
appropriate).
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US GAAP
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2.3 Statement of cash flows

Overview (continued)

e Generally, all financing and investing cash flows are reported gross. Cash
flows are offset only in limited circumstances.

Overview (continued)

e Like IFRS Accounting Standards, financing and investing cash flows are
generally reported gross. Cash flows are offset only in limited circumstances,
which are more specific than those under IFRS Accounting Standards,
although differences in practice would not generally be expected.

Cash and cash equivalents

‘Cash flows' are movements in cash and cash equivalents. IFRS Accounting Standards
do not define ‘restricted’ amounts but amounts subject to restrictions may meet the
definition of ‘cash’ or of ‘cash equivalents’ (see below). (1S 7.6]

‘Cash’ comprises cash on hand and demand deposits. ‘Demand deposits’ are not
defined in IFRS Accounting Standards, but in our view they should have the same
level of liquidity as cash and therefore should be available to be withdrawn at any time
without penalty. ‘Cash equivalents’ are short-term highly liquid investments that are
readily convertible to known amounts of cash and that are subject to an insignificant
risk of changes in value. [I1AS 7.6-7]

An overriding test for ‘cash equivalents’ is that they are held for the purpose of
meeting short-term cash commitments rather than for investment or other purposes.
This test is commonly referred to as the ‘purpose test’. [1AS 7.7]

‘Short-term’ is not defined, but the accounting standard encourages a cut-off of
three months’ maturity from the date of acquisition. In our view, three months is a
presumption that may be rebutted only in rare cases when facts and circumstances
indicate that the investment is held for the purpose of meeting short-term cash
commitments and when the instrument otherwise meets the definition of a cash
equivalent. [1AS 7.7, IU 05-13]

Cash and cash equivalents

Unlike IFRS Accounting Standards, ‘cash flows’ are movements in cash, cash
equivalents and amounts generally described as restricted cash and restricted cash
equivalents. [230-10-45-4]

Like IFRS Accounting Standards, ‘cash’ comprises cash on hand and demand
deposits. Although ‘demand deposits’ are not defined in US GAAP, they should

have the same level of liquidity as cash, like IFRS Accounting Standards. Like

IFRS Accounting Standards, ‘cash equivalents’ are short-term highly liquid investments
that are readily convertible to known amounts of cash and that are subject to an
insignificant risk of changes in value. [230-10-20]

Unlike IFRS Accounting Standards, the US GAAP definition of ‘cash equivalents’ does
not include the ‘purpose test'. Instead, an entity develops an accounting policy to
determine which investments meeting the definition of ‘cash equivalents’ are treated
as such. In practice, investments that are treated as cash equivalents are generally
held for the purpose of meeting short-term cash commitments, like IFRS Accounting
Standards. [230-10-45-6]

US GAAP defines ‘short-term’ which, like IFRS Accounting Standards, is generally a
remaining maturity at the time of acquisition by the entity of three months or less.
[230-10-20]
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An investment that is redeemable at any time is a cash equivalent only if the amount

of cash that would be received is known at the time of the initial investment, is subject

to an insignificant risk of changes in value, and the other criteria for cash equivalents
are met. The fact that an investment can be converted at the market price at any time
does not necessarily mean that the ‘readily convertible to known amounts of cash’
criterion has been met. (IU 07-09]

Bank overdrafts that are repayable on demand are included in cash and cash
equivalents only if they form an integral part of the entity’'s cash management. [1AS 7.8]

Short-term borrowing arrangements (e.g. short-term loans and credit facilities with a
short contractual notice period) are generally not included in cash and cash equivalents
because they are not repayable on demand. If the balance of such an arrangement
does not often fluctuate from being negative to positive, then there is an indication
that it does not form an integral part of the entity’s cash management but instead
represents a form of financing. 11U 0e-18]

IFRS Accounting Standards do not define ‘restricted’ amounts. Amounts subject to
restrictions qualify as cash and cash equivalents if they meet the definition of ‘cash’
(see above) or ‘cash equivalents’ (see above). For example, a demand deposit subject
to restrictions on use arising from a contract with a third party is cash, unless those
restrictions change the nature of the demand deposit in a way that it would no longer
meet the definition of cash. [1AS 7.6-7, 1U 03-22]

Restricted amounts that meet the definition of cash and cash equivalents under IFRS
Accounting Standards are included in cash and cash equivalents in the statement of
financial position (see chapter 3.1). In addition, where relevant to an understanding of
an entity's financial position, restricted amounts are presented separately from other
components of cash and cash equivalents in an additional line item in its statement of
financial position. [IAS 1.54(i), 55, IU 03-22]

IFRS Accounting Standards include a general requirement to reconcile cash and cash
equivalents in the statement of cash flows to the equivalent amount presented in the
statement of financial position and this reconciliation may be included in the notes to
the financial statements. [1AS 7.45]
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An investment that is redeemable at any time could be considered a cash equivalent,
but only if the amount of cash that would be received is known at the time of

the initial investment and the other criteria for cash equivalents are met, like

IFRS Accounting Standards. The fact that an investment can be converted at the
market price at any time does not necessarily mean that the ‘readily convertible to
known amounts of cash’ criterion has been met, like IFRS Accounting Standards.

Unlike IFRS Accounting Standards, bank overdrafts are classified as liabilities. Bank
overdrafts are considered a form of short-term financing, with changes therein
classified as financing activities in the statement of cash flows. [TQA 1300.15]

Like IFRS Accounting Standards, short-term debt obligations are not included in cash
and cash equivalents and are classified as liabilities. 1470-10-45-14]

Like IFRS Accounting Standards, US GAAP does not include a specific definition of

‘restricted’ cash and cash equivalents. However, in practice restricted amounts are

commonly understood to include cash and cash equivalents whose withdrawal or

usage is restricted, such as:

e |egally restricted deposits held as compensating balances against short-term
borrowing arrangements;

e contracts entered into with others; and

e statements of intention regarding particular deposits. [S-X Rule 5-02(1)]

Unlike IFRS Accounting Standards, restricted amounts are excluded from cash and
cash equivalents in the statement of financial position (see chapter 3.1). However,
they are included in total cash in the statement of cash flows. If total cash in the
statement of cash flows includes restricted amounts, then the title of the line item is
changed to indicate that it includes restricted items and the nature of the restrictions
is disclosed. [230-10-45-4]

Like IFRS Accounting Standards, US GAAP includes a general requirement to reconcile
cash and cash equivalents in the statement of cash flows to the equivalent amount
presented in the statement of financial position and this reconciliation may be included
in the notes to the financial statements. [230-10-60-7 - 50-8]
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Operating, investing and financing activities

The statement of cash flows presents cash flows during the period classified as

operating, investing and financing activities.

e 'Operating activities’ are the principal revenue-producing activities of the entity and
other activities that are not investing or financing activities, and generally result
from transactions and events that enter into the determination of profit or loss.

e ‘Investing activities' relate to the acquisition and disposal of long-term assets and
other investments that are not included in cash equivalents.

¢ 'Financing activities’ relate to transactions with shareholders in their capacity as
shareholders and borrowings of the entity. [1AS 7.6, 10]

In our view, it is the nature of the activity, rather than the classification of the
related item in the statement of financial position, that determines the appropriate
classification of the cash outflow. (1AS 7.10-11, 1U 03-12, 07-12, 03-13]

The separate components of a single transaction are each classified as operating,
investing or financing; a transaction is not classified based on its predominant
characteristic. [1AS 7.12]

Non-cash investing or financing transactions (e.g. shares issued as consideration
in a business combination) are not included in the statement of cash flows, but are
disclosed. [1AS 7.43-44]

Net cash flows from all three categories are totalled to show the change in cash and
cash equivalents during the period, which is then used to reconcile opening to closing
cash and cash equivalents. [IAS 7.45]

There are specific requirements for the presentation of cash flow information for
discontinued operations (see chapter 5.4). [IFRS 5.33(c)]
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2.3 Statement of cash flows

Operating, investing and financing activities

Like IFRS Accounting Standards, the statement of cash flows presents cash receipts

and payments during the period classified as operating, investing and financing

activities.

e Like IFRS Accounting Standards, ‘operating activities' are the principal revenue-
producing activities of the entity and other activities that are not investing or
financing activities, and generally result from the cash effect of transactions that
enter into the determination of net income.

e Like IFRS Accounting Standards, ‘investing activities’ relate to the acquisition and
disposal of long-term assets and other investments that are not included in cash
equivalents.

e Like IFRS Accounting Standards, ‘financing activities’ relate to transactions with
shareholders in their capacity as shareholders and borrowings of the entity.
[230-10-45-10 — 45-17]

In general, it is the classification of the related item in the statement of financial
position and its related accounting that determines the appropriate classification of
the cash outflows, which could result in differences in practice from IFRS Accounting
Standards. [230-10-45-12 - 45-15]

The separate components of a single cash flow are each classified as operating,
investing or financing if such a distinction can reasonably be made based on its
identifiable sources and uses, like IFRS Accounting Standards. Otherwise, unlike
IFRS Accounting Standards, classification is based on the activity that is likely to be
the predominant source or use of the cash flow. (230-10-45-22 - 45-224A]

Like IFRS Accounting Standards, non-cash investing or financing transactions are
disclosed rather than being included in the statement of cash flows. [230-10-45-3]

Like IFRS Accounting Standards, net cash flows from operating, investing and
financing activities are totalled to show the net effect of the cash flows on cash and
cash equivalents, which is then used to reconcile opening to closing cash and cash
equivalents. [230-10-45-24]

There is guidance on the presentation of cash flow information for discontinued
operations, which differs from IFRS Accounting Standards (see chapter 5.4).
[230-10-45-24A]
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Direct vs indirect method

Cash flows from operating activities may be presented under either the direct method,
which includes receipts from customers and payments to suppliers, or the indirect
method, which includes net profit or loss for the period reconciled to the total net
cash flow from operating activities. When using the indirect method, the reconciliation
begins with profit or loss, although in our experience practice varies over whether this
is net profit or loss or a different figure, e.g. profit or loss before tax. [1AS 7.18-20]

Interest and dividends

The classification of cash flows from interest and dividends received and paid is not
specified, and an entity chooses its own policy for classifying each of interest and
dividends paid as operating or financing activities, and interest and dividends received
as operating or investing activities. As an exception, a financial institution usually
classifies interest paid, and interest and dividends received, as operating cash flows.
[IAS 7.31-34]

IFRS Accounting Standards do not contain specific guidance on the classification of

capitalised interest. In our view, to the extent that borrowing costs are capitalised in

respect of qualifying assets (see chapter 4.6), an entity should choose an accounting

policy, to be applied consistently, to classify cash flows related to capitalised interest

as follows:

e as cash flows from investing activities, if the other cash payments to acquire the
qualifying asset are reflected as investing activities; or

e consistently with interest cash flows that are not capitalised. [1AS 7.16(a), 32-33]

Business combinations

The aggregate net cash flow arising from obtaining or losing control of subsidiaries
or other businesses is generally presented separately as a single line item as part of
investing activities. [1AS 7.39]

However, the cash flow classification of the cash payment for deferred consideration in
a business combination may require judgement, taking into account the nature of the
activity to which the cash outflow relates. To the extent that the amount paid reflects
finance expense, classification consistent with interest paid may be appropriate (i.e. as
operating or financing activities); to the extent that the amount paid reflects settlement
of the fair value of the consideration recognised on initial recognition (see chapter 2.6),
classification as a financing or investing activity may be appropriate.

US GAAP

IFRS compared to US GAAP | 32
2 General issues
2.3 Statement of cash flows

Direct vs indirect method

Like IFRS Accounting Standards, cash flows from operating activities may be presented
under either the direct or the indirect method. Unlike IFRS Accounting Standards, when
using the indirect method, the reconciliation is required to begin with net income (net
profit or loss). (230-10-45-25, 28]

Interest and dividends

Unlike IFRS Accounting Standards, interest received and paid (net of interest
capitalised) and dividends received from previously undistributed earnings are
classified as operating activities. Also unlike IFRS Accounting Standards, dividends
paid are required to be classified as financing activities. [230-10-45-15 - 45-16]

Unlike IFRS Accounting Standards, capitalised interest is classified as an investing
activity. [230-10-45-13]

Business combinations

Like IFRS Accounting Standards, the aggregate net cash flow arising from obtaining or
losing control of subsidiaries or other businesses is presented separately as a single
line item as part of investing activities. [230-10-45-13]

There is no specific guidance under US GAAP on the cash flow classification of the
cash payment for deferred consideration in a business combination.
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Judgement is required to determine the appropriate cash flow classification of a cash
payment made after a business combination to settle a contingent consideration
liability taking into account the nature of the activity to which the cash outflow
relates. To the extent that the amount paid reflects the finance expense, classification
consistent with interest paid (see above) may be appropriate. To the extent that the
amount paid reflects the settlement of the fair value of the consideration recognised
on initial recognition, classification as a financing or investing activity may be
appropriate. Classification of any excess paid as an operating activity, or consistent
with the policy election for interest paid (see above), may be appropriate.

Other changes in ownership interests

Cash flows arising from changes in ownership interests in a subsidiary that do not
result in a loss of control (see chapter 2.5) are classified as financing activities.

[IAS 7.42A]

Income taxes
Income taxes are classified as operating activities, unless it is practicable to identify
them with, and therefore classify them as, financing or investing activities. [IAS 7.35-36]

Assets held for rental and subsequently held for sale
All cash flows related to the manufacture or acquisition of assets that will be used for
rental to others and subsequently sold are classified as operating activities. [1AS 7.14]

Hedging instruments

If a hedging instrument is accounted for as a hedge of an identifiable position (see
chapter 7.9), then the cash flows of the hedging instrument are classified in the same
manner as the cash flows of the position being hedged. 114 7.16]
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Unlike IFRS Accounting Standards, payments for contingent consideration in a
business combination made ‘soon after’ the date of acquisition are classified as
investing activities; in our view, three months or less is an appropriate interpretation
of ‘'soon after’. Unlike IFRS Accounting Standards, payments not made soon after the
date of acquisition are split between operating and financing activities. Payment up
to the fair value of the consideration recognised on initial recognition is classified as a
financing activity. Any excess is classified as an operating activity, which may result in
differences from IFRS Accounting Standards. [(230-10-45-13, 45-15, 45-17]

Other changes in ownership interests

Like IFRS Accounting Standards, cash flows arising from changes in ownership
interests in a subsidiary that do not result in a loss of control (see chapter 2.5) are
presented as cash flows from financing activities. [810-10-45-23]

Income taxes
Unlike IFRS Accounting Standards, generally all income taxes are required to be
classified as operating activities. [230-10-45-17)

Assets held for rental and subsequently held for sale

Unlike IFRS Accounting Standards, the classification of cash flows related to the
manufacture or acquisition of assets that will be used for rental to others and
subsequently sold depends on the activity that is likely to be the predominant source
or use of cash flows for the asset. For example, the cash flows from the purchase and
sale of equipment rented to others would be classified as investing activities, unless
the equipment is rented for a short period of time before its sale. (230-10-45-22A]

Hedging instruments

Cash flows resulting from hedging instruments that are hedges of identifiable
transactions are generally classified in the same cash flow category as the cash
flows from the hedged items, like IFRS Accounting Standards. However, unlike

IFRS Accounting Standards, this is an accounting policy election that should be
disclosed. Unlike IFRS Accounting Standards, if a derivative instrument contains more
than an insignificant financing element at inception, then the counterparty considered
the borrower in the transaction classifies all cash inflows and outflows from that
derivative as financing activities, regardless of whether the derivative is used as a
hedging instrument. Conversely, we believe that the lender classifies all cash inflows
and outflows from that derivative as investing activities. [230-10-45-27]
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Factoring and reverse factoring

There is no specific guidance in IFRS Accounting Standards on the classification of
cash flows from traditional factoring or reverse factoring arrangements, although
some matters related to reverse factoring have been addressed in an agenda decision
published by the IFRS Interpretations Committee (see below).

In determining how to classify cash flows in a traditional or reverse factoring
arrangement, an entity primarily considers the nature of the activity. Judgement may
be required considering the specific legal form and structure of a factoring or a reverse
factoring arrangement.

If receivables are factored without recourse, then in our view the proceeds from the
factor should be classified as part of operating activities even if the entity does not
enter into such transactions regularly.

If receivables are factored with recourse and the customer remits cash directly to the
factor, then in our view, in determining the appropriate classification, an entity should
apply judgement and assess whether a single cash inflow or multiple cash flows
occur for the entity. We believe that this assessment is based on the specific facts
and circumstances and the entity may consider whether the factor in substance acts
on behalf of the entity in the factoring arrangement. If it is determined that cash flows
do not occur for an entity when the customer settles the liability to the factor, then it
presents a single cash inflow for the payment received from the factor. Conversely,

if it is determined that cash flows occur for an entity when the customer settles the

liability to the factor, then it presents the cash flows on a gross basis.

e Single cash inflow: Present a single financing cash inflow or a single operating cash
inflow for the proceeds received from the factor against receivables due from the
entity’s customers. An entity applies judgement in determining the appropriate
classification, primarily based on the nature of the activity to which the cash inflow
relates.

e Multiple cash flows: Present gross cash flows —i.e. a financing cash inflow for the
proceeds received from the factor, followed by an operating cash inflow when the
factor collects the amounts from the customer in respect of goods or services sold
by the entity and a financing cash outflow for settlement of amounts due to the
factor. [IAS 7.43, 1U 12-20]
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Factoring and reverse factoring

Unlike IFRS Accounting Standards, there is specific guidance in US GAAP on the
classification of cash flows from traditional factoring arrangements (which are
understood under US GAAP to be different from securitisations). Like IFRS Accounting
Standards, there is no specific guidance on reverse factoring arrangements.

Unlike IFRS Accounting Standards, the classification of cash flows related to

factored receivables does not depend on the nature of the activity. Instead, unlike
IFRS Accounting Standards, the classification is driven by whether the underlying
financial assets qualify for derecognition under the transfers and servicing Codification
Topic; in making that determination, recourse is a significant consideration.

Unlike IFRS Accounting Standards, the proceeds received from the factor are

presented as:

e operating activities if the underlying financial assets are derecognised, and

e financing activities if the underlying financial assets are not derecognised; this is
similar to a secured borrowing. [230-10-45-16(a)]
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If receivables are factored with recourse and the customer remits cash directly to the
entity, then the entity presents multiple cash flows.

In a reverse factoring arrangement, a factor agrees to pay amounts to a supplier in
respect of invoices owed by the supplier's customer and receives settlement from
that customer (the entity) at a later date. Cash flows are typically classified as cash
flows from operating or financing activities. If a cash inflow and cash outflow occur
for an entity when an invoice is factored as part of the arrangement, then the entity
presents those cash flows in its statement of cash flows. If no cash inflow or cash
outflow occurs for an entity in a financing transaction, then the entity discloses the
transaction elsewhere in the financial statements. In our view, in determining the
appropriate classification, an entity should apply judgement and assess whether a
single cash outflow or multiple cash flows occur for the entity. We believe that this
assessment is based on the specific facts and circumstances and the entity may
consider whether the factor in substance acts on behalf of the entity in the reverse
factoring arrangement. If it is determined that cash flows do not occur for an entity
when an invoice is factored, then it presents a single cash outflow for the payments
made to the factor. Conversely, if it is determined that cash flows occur for an entity,
then it presents the cash flows on a gross basis.

e Single cash outflow: Present a single operating cash outflow or a single financing
cash outflow for the payments made to the factor. An entity applies judgement in
determining the appropriate classification, based on the nature of the activity to
which the cash flow relates.

e Multiple cash flows: Present gross cash flows —i.e. a financing cash inflow and an
operating cash outflow when the factor makes a payment to the supplier in respect
of the purchase of goods or services made by the entity, together with a financing
cash outflow for settlement of amounts due to the factor. [1AS 7.43, 1U 12-20]

Cost to obtain or fulfil a contract

Cash flows are generally classified based on the nature of the activity to which they
relate, rather than on the classification of the related item in the statement of financial
position (see above). Cash flows from operating activities are primarily derived from
the principal revenue-producing activities of an entity. Some entities therefore classify
all cash flows related to their revenue-producing activity, including costs to obtain

and costs to fulfil a contract with a customer, as operating activities. However, other
entities may determine that costs to obtain a contract are more closely linked to their
long-term business objective of obtaining and building a customer relationship and
therefore classify the related cash flows as investing activities. [1AS 7.11, 14(c), 16(a)]
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In a reverse factoring arrangement, a factor agrees to pay amounts to a supplier in
respect of invoices owed by the supplier's customer and receives settlement from
that customer (the entity) at a later date. Unlike IFRS Accounting Standards, in our
view presenting a single cash outflow is not permitted if the factor’s payment to the
supplier triggers a reclassification of the trade payable to borrowings. Instead, we
believe that the entity should present gross (multiple) cash flows. The entity should
present a financing cash inflow and an operating cash outflow when the factor makes
a payment to the supplier in respect of the purchase of goods or services made by the
entity, together with a financing cash outflow for settlement of amounts due to the
factor.

Cost to obtain or fulfil a contract

Like IFRS Accounting Standards, we believe that cash payments to fulfil a customer
contract should be classified as cash flows from operating activities.

Unlike IFRS Accounting Standards, we believe that cash payments to obtain a
customer contract should always be classified as cash flows from operating activities.
[230-10-45-17]
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Leases — Lessees

Lessees apply a single on-balance sheet lease accounting model, except for leases to
which they elect to apply the recognition exemptions for short-term leases or leases
of low-value assets (see chapter 5.1). Payments for the principal portion of the lease
liability are classified as financing activities. Interest payments on the lease liability
are classified in accordance with the entity’s policy for classifying other interest paid
(see above). Variable lease payments, payments for short-term leases and leases of
low-value assets are classified as operating activities. [IFRS 16.50]

Some lease contracts may require full payment up-front —i.e. before or at the lease
commencement date — if, for example, there is a large up-front payment and a small
notional amount for the annual lease payment. In our view, if a lessee makes such
an up-front payment, then it should classify the related cash outflow within investing
activities because the nature of the activity to which this cash flow relates is the
acquisition of the right-of-use asset.

Initial direct costs are included by a lessee in the cost of the right-of-use asset at the
lease commencement date (see chapter 5.1). In our view, a lessee should classify
initial direct costs within investing activities because the nature of the activity to which
this cash outflow relates is the acquisition of the right-of-use asset.

Leases — Sub-leases

An intermediate lessor in a sub-lease accounts for the head lease and the sub-

lease as two different contracts, applying both the lessee and the lessor accounting
requirements (see chapter 5.1). Therefore, in our view the cash flows from sub-leases
should not be netted against those from the head leases in the intermediate lessor's
statement of cash flows.
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Leases — Lessees

Unlike IFRS Accounting Standards, lessees apply a dual classification on-balance sheet
lease accounting model (operating leases vs finance leases), except for leases to
which they elect to apply the recognition exemption for short-term leases. There is no
exemption for leases of low-value assets (see chapter 5.1).

For on-balance sheet leases, payments for the principal portion of the lease liability
are classified as financing activities only in a finance lease, unlike IFRS Accounting
Standards. Interest payments on the lease liability in a finance lease are

classified as operating activities like other interest paid, unlike IFRS Accounting
Standards (see above). All payments in an operating lease are classified as operating
activities.

Like IFRS Accounting Standards, variable lease payments and payments for short-term
leases are classified as operating activities. [842-20-45-5]

Like IFRS Accounting Standards, non-refundable lease prepayments made before the
lease commencement date are generally classified as investing activities. Unlike IFRS
Accounting Standards, we believe that it is also acceptable for a lessee to classify
such payments in the same manner it expects to classify lease payments made after
lease commencement —i.e. based on the expected lease classification (determined at
lease commencement).

Like IFRS Accounting Standards, initial direct costs are included by a lessee in the
cost of the right-of-use asset at the lease commencement date (see chapter 5.1). We
believe a lessee should classify initial direct costs within investing activities.

Leases — Sub-leases

Like IFRS Accounting Standards, an intermediate lessor in a sub-lease accounts for the
head lease and the sub-lease as two different contracts, applying both the lessee and
the lessor accounting requirements (see chapter 5.1). Therefore, we believe that the
cash flows from sub-leases should not be netted against those from the head leases
in the intermediate lessor's statement of cash flows.
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Other cash flows

There is limited prescriptive guidance on the classification of specific cash flows. In
our view, it is the nature of the activity, rather than the classification of the related item
in the statement of financial position, that determines the appropriate classification of
the cash outflow. [1AS 7.10-11, IU 03-12, 07-12, 03-13]

Foreign currency differences

Cash flows arising from an entity's foreign currency transactions are translated into
the functional currency (see chapter 2.7) at the exchange rates at the dates of the
cash flows. Cash flows of foreign operations are translated at the actual rates (or
appropriate averages). The effect of exchange rate changes on the balances of cash
and cash equivalents is presented as part of the reconciliation of movements therein.
[IAS 7.25-28]

Offsetting
All financing and investing cash flows are generally reported gross. [1AS 7.21]

Receipts and payments may be netted only if the items concerned (e.g. sale and
purchase of investments) turn over quickly, the amounts are large and the maturities
are short; or if they are on behalf of customers and the cash flows reflect the activities
of customers. [1AS 7.22-23A]
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Other cash flows

Unlike IFRS Accounting Standards, US GAAP includes prescriptive guidance on the

classification of certain cash flows, which may give rise to differences in practice. The

following are examples of these requirements.

e (Cash payment for debt prepayment or extinguishment costs: financing activity.

e (Cash payment for the settlement of a zero-coupon bond or a bond with a coupon
interest rate that is insignificant in relation to its effective interest rate: operating
activity (portion attributable to accreted interest) and financing activity (portion
attributable to original principal).

® Proceeds from the settlement of an insurance claim: based on the nature of the loss.

e Distributions from equity-method investees: accounting policy election between
operating activity (to the extent that they are not a return of capital), and
based on the specific facts and circumstances of the distribution (look-through
approach).

e (Cash receipts from payments on a transferor's beneficial interests in securitised
trade receivab