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available separately.

IAS 39 – Derecognition of financial assets in practice
Explains the requirements of IAS 39, providing answers to 
frequently asked questions and detailed illustrations of how to apply 
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Preparing your first IFRS financial statements:   
Adopting IFRS
Outlines how companies should address the process of selecting 
their new IFRS accounting policies and applying the guidance in 
IFRS 1. Provides specific considerations for US market. 

IFRS 3R:  Impact on earnings – the crucial Q&A for 
decision-makers
Guide aimed at finance directors, financial controllers and deal-
makers, providing background to the standard, impact on the 
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IFRS and US GAAP: similarities and differences
A 240 –page comparison of the similarities and differences between 
the reporting methods and the subsequent impact on entities. Order 
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Keeping up to date	
Stay informed about key IFRS developments via free email alerts.
IFRS mail-shot
Twice-monthly email summarising new items added to pwc.com/ifrs, 
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IFRS disclosure checklist 2010
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Introduction

This publication is a practical guide to the 
new IFRS standards and interpretations that 
come into effect in 2011. Significant changes 
to IFRS are due to be published in 2011, but 
there is a relatively small number of changes 
that come into effect for 2011 year ends: a 
new financial instrument standard, an IFRIC, 
a number of amendments to standards and 
the annual improvements project. 

IFRS 9, ‘Financial instruments’, was  
reissued in 2010 to include guidance on 
financial liabilities and derecognition 
of financial instruments. This material 
was relocated from IAS 39, ‘Financial 
instruments: Recognition and  
measurement’, without change, except for 
financial liabilities that are designated at 
fair value through profit or loss. The rules 
on the classification and measurement of 
financial assets were previously published in 
the earlier version of IFRS 9. The standard 
is being added to as the IASB endorses 
different phases of the project to replace  
IAS 39. The reissued IFRS 9 applies 
to 2013 year ends but can be adopted 
with immediate effect (subject to EU 
endorsement for European entities).

Only one IFRIC – IFRIC 19, ‘Extinguishing 
financial liabilities with equity instruments’ 

– comes into effect in 2011. It clarifies the 
accounting when an entity renegotiates 
the terms of its debt when the liability is 
extinguished by the debtor issuing its own 
equity. It applies from 1 July 2010.

Two further amendments that have effective 
dates in 2010 will impact 2011 year 
ends. Amendments to IAS 32, ‘Financial 
instruments: Presentation’, on classification 
of rights issues and amendment to IFRS 1, 
‘First-time adoption of IFRS’, on financial 
instrument disclosures. Amendments 
that apply from 1 January 2011 include 
an amendment to IAS 24, ‘Related party 
disclosures’, and an amendment to  
IFRIC 14, ‘IAS 19 – The limit on a 
defined benefit asset, minimum funding 
requirements and their interaction’.

The IASB’s 2010 annual improvements 
project have affected a number of standards. 
Some of the changes address inconsistency 
in terminology between the standards; 
others will impact certain entities and 
therefore need careful consideration.

The table on p3 summarises the 
implementation dates for the new and 
amended IFRSs that are considered in  
more detail in the pages that follow.
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Standard
Adopted
by EU Early-adoption status Page

Changes that apply from 1 February 2010

Amendments to IAS 32, ‘Financial instruments: 
Presentation’, on classification of rights issues

4 N/A 4

Changes that apply from 1 July 2010

Amendment to IFRS 1, ‘First-time adoption’, on financial 
instrument disclosures

4 N/A 15

IFRIC 19, ‘Extinguishing financial liabilities with equity 
instruments’

4 N/A 19

Annual improvements 2010

Amendment to IAS 27, ‘Consolidated and separate 
financial statements’*

4 N/A 21

Amendment to IFRS 3, ‘Business combinations’ – 
contingent consideration 

4 N/A 23

Amendment to IFRS 3, ‘Business combinations’ – share-
based payment transactions

4 N/A 24

Amendment to IFRS 3, ‘Business combinations’ –  
non-controlling interests

4 N/A 23

Changes that apply from 1 January 2011

Amendment to IAS 24, ‘Related party disclosures’ 4 Early adoption is permitted 13

Amendment to IFRIC 14, ‘IAS 19 – The limit on a defined 
benefit asset, minimum funding requirements and their 
interaction’

4 Early adoption is permitted 18

Annual improvements 2010

Amendment to IAS 1, ‘Presentation of financial 
statements’

4 Early adoption is permitted 21

Amendment to IAS 34, ‘Interim financial reporting’ 4 Early adoption is permitted 21

Amendment to IFRS 1, ‘First-time adoption’ – interim 
information

4 Early adoption is permitted 22

Amendment to IFRS 1, ‘First-time adoption’ – deemed 
cost exemption

4 Early adoption is permitted 22

Amendment to IFRS 1, ‘First-time adoption’ –  
rate-regulated entities

4 Early adoption is permitted 23

Amendment to IFRS 7, Financial instruments: 
Disclosures’ – nature and extent of risks arising from 
financial instruments

4 Early adoption is permitted 24

Amendment to IFRIC 13, ‘Customer loyalty programmes’ 
– fair value 

4 Early adoption is permitted 24

Changes that apply from 1 July 2011

Amendment to IFRS 1, ‘First-time adoption’ – exemption 
for severe hyperinflation and removal of fixed dates 

Early adoption is permitted 16

Amendment to IFRS 7, ‘Financial instruments: 
Disclosures’ – disclosures on transfers of financial assets 

Early adoption is permitted 5

Changes that apply from 1 January 2012

Amendment to IAS 12, ‘Income taxes’ – deferred tax 
accounting for investment properties

Early adoption is permitted 11

Changes that apply from 1 January 2013

IFRS 9, ‘Financial instruments’ – classification of financial 
assets and financial liabilities

Early adoption is permitted 6

*Effective date: Annual periods starting 1 July 2009
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Financial instruments

Classification of rights issues – IAS 32 
amendment
‘Classification of rights issues – an 
amendment to IAS 32’ was published on  
8 October 2009. The amendment recognises 
that the previous requirement to classify 
foreign-currency-denominated rights issued 
to all existing shareholders on a pro rata 
basis as derivative liabilities is not consistent 

with the substance of the transaction, which 
represents a transaction with owners acting 
in their capacity as such. The amendment 
therefore creates an exception to the ‘fixed 
for fixed’ rule in IAS 32 and requires rights 
issues within the scope of the amendment to 
be classified as equity.

What is a rights issue?

A rights issue is used as a means of 
capital-raising whereby an entity issues 
a right, option or warrant to all existing 
shareholders of a class of equity on a pro 
rata basis to acquire a fixed number of 
additional shares at a fixed strike price. 
The strike price is usually set below current 
market share price, and shareholders are 
economically compelled to exercise the 
rights so that their interest in the entity is 
not diluted. Rights issues are not used for 
speculative purposes and are required by 
laws or regulations in many jurisdictions 
when raising capital.

Why new guidance now?

Rights issues have become popular in 
the current environment due to liquidity 
constraints on the markets. Entities  
listed in different jurisdictions are  
normally required by laws or regulations  
to issue rights denominated in respective 
local currencies. Unfortunately, a fixed  

strike price in other than the entity’s 
functional currency violates ‘fixed for  
fixed’ equity classification criterion in  
IAS 32 and hence results in the instrument 
being classified as a derivative liability  
measured at fair value through profit or  
loss. Given that rights issues are usually 
relatively large transactions, this would  
have a substantial effect on entities’ 
financial statements.

What does the amendment 
require?

The IASB recognised that classifying foreign-
currency-denominated rights issued to all 
existing shareholders on a pro rata basis 
as derivative liabilities was not consistent 
with the substance of the transaction, which 
represents a transaction with owners acting 
in their capacity as such. The amendment 
therefore created an exception to the ‘fixed 
for fixed’ rule in IAS 32 and required rights 
issues within the scope of the amendment to 
be classified as equity.

Effective date 

Annual periods beginning on or after 1 February 2010. It should be applied 
retrospectively. Early adoption is permitted.

EU adoption status

Adopted by the European Commission on 24 December 2009.
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What is the scope of the new 
guidance?

The scope is narrow and applies only to  
pro rata rights issues to all existing 
shareholders in a class. It does not  
extend to long-dated foreign currency  
rights issues or foreign-currency-
denominated convertible bonds. For these 
instruments, the option to acquire the 
issuer’s equity will continue to be  
accounted for as a derivative liability,  
with fair value changes recorded in profit  
or loss.

How will this change current 
practice?

Rights issues are now required to be 
classified as equity if they are issued for 
a fixed amount of cash regardless of the 
currency in which the exercise price is 
denominated, provided they are offered on 
a pro rata basis to all owners of the same 
class of equity. Unlike derivative liabilities, 
equity instruments are not subsequently re-
measured at fair value through profit or loss. 
The accounting is therefore less complex, 
and there is less volatility in profit or loss.

How extensive are the new 
requirements?

The new disclosure requirements apply 
to transferred financial assets. An entity 
transfers a financial asset when it transfers 
the contractual rights to receive cash flows 
of the asset to another party − for  
example, on the legal sale of a bond. 
Alternatively, a transfer takes place when 
the entity retains the contractual rights of 
the financial asset but assumes a  
contractual obligation to pay the cash flows 
on to another party, as is often the case 
when factoring trade receivables. 

The amendment has different  
requirements for the following two 
categories:  
•	 transferred assets that are not 
	 derecognised in their entirety (for 	 	
	 example, in a typical sale and  
	 repurchase (‘repo’) of a security for a 	 	
	 fixed price, or on the transfer of assets  
	 to securitisation vehicles that are 	 	
	 consolidated by the transferor); and  
•	 certain transferred assets that are 	 	

	 derecognised in their entirety (for 	 	
	 example, factoring of trade receivables 	
	 with no recourse). 

The amendment requires only minor 
additional disclosure for the first category; 
however, the new disclosure requirements 
for the second category could be extensive. 

What are the disclosure 
requirements for the transferred 
assets that are not derecognised?

The required disclosures for these financial 
assets add to those already in IFRS 7. There 
are only two new requirements:
a description of the nature of the •	
relationship between the transferred 
assets and the associated liabilities 
should be provided, including restrictions 
arising from the transfer on the reporting 
entity’s use of the transferred assets; and 
when the counterparty to the associated •	
liabilities has recourse only to the 
transferred assets, a schedule should be 
given that sets out the fair value of the  
transferred assets, the fair value of the 
associated liabilities and the net position. 

Effective date 

Annual periods beginning on or after 1 July 2011. Comparative information is not 
needed in the first year of adoption.

EU adoption status

Not adopted by the European Commission at the time of going to print. Expected to 
be adopted Q2 2011.

The IASB issued an amendment to IFRS 7  
on 8 October 2010. The amendment  

requires greater disclosure of transferred 
financial assets. 

Disclosures on transfers of financial assets – 
IFRS 7 amendment

Financial instruments
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What are the disclosure 
requirements for the transferred 
assets that are derecognised in 
their entirety?

The new disclosure requirements for 
derecognised financial assets apply 
only where the entity has a ‘continuing 
involvement’, which may not occur 
frequently in practice. This is where, as part 
of the transfer, the entity retains any of the 
contractual rights or obligations inherent in 
the derecognised financial asset or obtains 
any new contractual rights or obligations 
relating to the transferred financial asset. 

The new disclosures are mainly about the 
entity’s continuing involvement. They 
include disclosure of:  

the carrying amount and fair value of the •	
continuing involvement;
the maximum exposure to loss from the •	
continuing involvement;
any future cash outflows to repurchase •	
the derecognised assets (for example, 
the strike price in an option agreement) 
and a maturity analysis of those cash 
outflows;
a description of the nature and purpose •	
of the continuing involvement and the 
risk the entity remains exposed to;
the gain or loss at date of derecognition;•	
the income and expense recognised from •	
the continuing involvement (current and 
cumulative); and
whether transfer activity is unevenly •	
distributed in the period.

IFRS 9, ‘Financial instruments’

IFRS 9, ‘Financial instruments’, replaces 
IAS 39, ‘Financial instruments: Recognition 
and measurement’. It generally applies 
retrospectively, with some exceptions. 
Comparative information is not required to 
be adjusted retrospectively for adoptions  
before 2012.

If an entity early adopts IFRS 9, it will not 

be required to early adopt subsequent stages 
in the IAS 39 replacement project – that is, 
impairment and hedging. This is to facilitate 
early adoption of IFRS 9. However, if an 
entity chooses to early adopt any of the 
subsequent stages, it will be required to 
early adopt all preceding stages from the 
same date.

Effective date 

Annual periods starting 1 January 2013. Early adoption is permitted from 12 November 
2009 (see detail below). However, the IASB is consulting – at the time of going to print 
– on the effective dates of a number of standards. The effective date of IFRS 9 may 
therefore change.

EU adoption status

Not adopted by the European Commission at the time of going to print.

How are financial assets to be 
measured?

IFRS 9 requires all financial assets to be 
measured at either amortised cost or full 
fair value. Amortised cost provides decision-
useful information for financial assets that 
are held primarily to collect cash flows 
that represent the payment of principal 
and interest. For all other financial assets, 
including those held for trading, fair value  
is the most relevant measurement basis.

What determines classification?

IFRS 9 introduces a two-step classification 
approach. First, an entity considers its 
business model − that is, whether it holds 
the financial asset to collect contractual cash 
flows rather than to sell it prior to maturity 
to realise fair value changes. If the latter, the 
instrument is measured at fair value through 
profit or loss. If the former, an entity 
further considers the contractual cash flow 
characteristics of the instrument.

Classification and measurement of financial assets

Financial instruments
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Financial instruments

What is a contractual cash flow 
characteristics test?

A financial asset within a qualifying  
business model will be eligible for  
amortised cost accounting if the  
contractual terms of the financial asset give 
rise on specified dates to cash flows that  
are solely payments of principal and  
interest on the principal amount 
outstanding. Interest is defined as 
consideration for the time value of money 
and for the credit risk associated with the 
principal amount outstanding during a 
particular period of time. 

Any leverage feature increases the  
variability of the contractual cash flows 
with the result that they do not have the 
economic characteristics of interest. If a 
contractual cash flow characteristic is not 
genuine, it does not affect the classification 
of a financial asset. A cash flow  
characteristic is not genuine if it affects the 
instrument’s contractual cash flows only on 
the occurrence of an event that is  
extremely rare, highly abnormal and very 
unlikely to occur.

What are common features that 
would generally pass the cash 
flow characteristics test?

Unleveraged linkage to an inflation index •	
in the currency in which the financial 
asset is denominated.
Multiple extension options (for example, •	
a perpetual bond).
Call and put options if they are not •	
contingent on future events, and the  
pre-payment amount substantially 
represents unpaid amounts of principal 
and interest on the principal amount 
outstanding, which may include 
reasonable additional compensation for 
the early termination of the contract.
Interest rate caps, floors and collars that •	
effectively switch the interest rate from 
fixed to variable and vice versa.
In a variable rate financial asset, a •	
borrower option to choose a rate at each 
interest rate reset day as long as the rate 
compensates the lender for the time value 
of money (for example, an option to pay 
three-month LIBOR for a three-month 
term or one-month LIBOR for a one-
month term).

What are common features that 
would generally fail the cash flow 
characteristics test?

Linkage to equity index, borrower’s net •	
income or other variables.
Inverse floating rate.•	
Call option at an amount not reflective  •	
of outstanding principal and interest.
Issuer is required or can choose to defer •	
interest payments and additional  
interest does not accrue on those  
deferred amounts.
In a variable rate financial asset, a •	
borrower option to choose a rate at each 
interest rate reset day such that the rate 
does not compensate the lender for the 
time value of money (for example, an 
option to pay one-month LIBOR for a 
three-month term and one-month LIBOR 
is not reset each month).
A variable rate that is reset periodically •	
but always reflects a five-year maturity in 
a five-year constant maturity bond (that 
is, the rate is disconnected with the term 
of the instrument except at origination).
An equity conversion option in a debt •	
host (from a holder perspective).

Are reclassifications permitted?

Classification of financial assets is 
determined on initial recognition. 
Subsequent reclassification is permitted only 
in those rare circumstances when there is a 
change to the business model within which 
the financial asset is held. In such cases, 
reclassification of all affected financial assets 
is required. 

IFRS 9 specifies that changes in business 
model are expected to be very infrequent, 
should be determined by the entity’s senior 
management as a result of external or 
internal changes, should be significant to 
the entity’s operations and demonstrable to 
external parties. 

For example, an entity has a portfolio of 
commercial loans that it holds to sell in the 
short term. The entity acquires a company 
that manages commercial loans and has a 
business model that holds the loans in order 
to collect the contractual cash flows. The 
portfolio of commercial loans is no longer 
for sale, and the portfolio is now managed 
together with the acquired commercial 
loans; all are held to collect the contractual 
cash flows. 
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Another example of a change in the business 
model is where an entity decides to shut 
down a line of service (for example, a retail 
mortgage business). The line of service does 
not accept new business, and the affected 
portfolio is being actively marketed for sale. 

IFRS 9 indicates that changes in intentions 
with respect to individual instruments, 
temporary disappearance of a particular 
market or transfers of instrument between 
business models do not represent a change 
in business model.

What does this mean for  
equity investments?

Equity investments do not demonstrate 
contractual cash flow characteristics of 
principal and interest; they are therefore 
accounted for at fair value. However, 
IFRS 9 provides an option to designate 
a non-trading equity investment at fair 
value though profit or loss or at fair value 
through other comprehensive income. The 
designation is available on an instrument-
by-instrument basis and only on initial 
recognition. Once made, the designation is 
irrevocable. 

All realised and unrealised fair value gains 
and losses follow the initial designation, and 
there is no recycling of fair value gains and 
losses recognised in other comprehensive 
income to profit or loss. Dividends that 
represent a return on investment from 
equity investments will continue to be 
recognised in profit or loss regardless of the 
designation.

Can an equity investment be 
measured at cost where no 
reliable fair value measure  
is available?

IFRS 9 removes the cost exemption for 
unquoted equities and derivatives on 
unquoted equities but stipulates that, 
in certain circumstances, cost may be 
an appropriate estimate of fair value. 
This may be the case where insufficient 

recent information is available or where 
there is a wide range of possible fair 
value measurements. Cost will not be an 
appropriate estimate of fair value if there 
are changes in investee circumstances, 
markets or wider economy, or if there is 
evidence from external transactions or for 
investments in quoted equity instruments. 
To the extent factors exist that indicate cost 
might not be representative of fair value, the 
entity should estimate fair value.

What does this mean for  
hybrid contracts?

IFRS 9 requires financial assets to be 
classified in their entirety. Hybrid  
contracts are those instruments that  
contain a financial or non-financial host  
and an embedded derivative. Hybrid 
contracts within the scope of IFRS 9 −  
that is, hybrid contracts with financial  
asset hosts − are assessed in their  
entirety against the two classification 
criteria. Hybrid contracts outside the scope  
of IFRS 9 are assessed for bifurcation  
under IAS 39. In many cases, hybrid 
contracts may fail the contractual cash  
flow characteristic test and should  
therefore be measured at fair value  
through profit or loss.

Is a fair value option available?

Two of the existing three fair value  
option criteria currently in IAS 39  
become obsolete under IFRS 9, as a fair-
value-driven business model requires fair 
value accounting, and hybrid contracts  
are classified in their entirety. The  
remaining fair value option condition in  
IAS 39 is carried forward to the new 
standard – that is, management may  
still designate a financial asset as at fair  
value through profit or loss on initial 
recognition if this significantly reduces 
recognition or measurement inconsistency, 
commonly referred to as ‘an accounting 
mismatch’. The designation at fair value 
through profit or loss will continue to  
be irrevocable.

How are financial liabilities to  
be measured?

Financial liabilities are measured at 
amortised cost unless they are required to  

be measured at fair value through profit  
or loss or an entity has chosen to measure  
a liability at fair value through profit  
or loss. 

Classification and measurement of financial liabilities 

Financial instruments
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What determines classification?

The classification and measurement of 
financial liabilities under IFRS 9 remains 
unchanged from the guidance in IAS 39 
except where an entity has chosen to 
measure a liability at fair value through 
profit or loss. There continue to be two 
measurement categories for financial 
liabilities: fair value and amortised cost. 
Certain liabilities are required to be at 
fair value through profit or loss, such as 
liabilities held for trading and derivatives. 
Other liabilities are measured at amortised 
cost unless the entity elects the fair 
value option; however, if the liability 
contains embedded derivatives, the 
embedded derivatives might be required 
to be separated and measured at fair value 
through profit or loss. 

What is the accounting for 
financial liabilities that are 
required to be at fair value 
through profit and loss?

Financial liabilities that are required to be 
measured at fair value through profit or 
loss (as distinct from those that the entity 
has chosen to measure at fair value through 
profit or loss) continue to have all fair value 
movements recognised in profit or loss, with 
none of the fair value movement recognised 
in ‘other comprehensive income’ (OCI). This 
includes all derivatives (such as foreign 
currency forwards or interest rate swaps), or 
an entity’s own liabilities that are ‘held for 
trading’. Similarly, financial guarantees and 
loan commitments that entities choose to 
measure at fair value through profit or loss 
will have all fair value movements in profit 
or loss.  

What is the accounting for 
financial liabilities that an  
entity chooses to account for  
at fair value?

IFRS 9 changes the accounting for financial 
liabilities that an entity chooses to account 
for at fair value through profit or loss, using 
the fair value option. For such liabilities, 
changes in fair value related to changes  
in own credit risk are presented  
separately in OCI. 

However, if presenting the changes in  
own credit of a financial liability in OCI 
would create an accounting mismatch in 
profit or loss, all fair value movements  
are recognised in profit or loss. 

The accounting mismatch must arise  
due to an economic relationship  
between the financial liability and a 
financial asset that results in the  
liability’s credit risk being offset by a  
change in the fair value of the asset. 

The accounting mismatch:
is required to be determined when  •	
the liability is first recognised;
is not reassessed subsequently; and•	
must not be caused solely by the •	
measurement method that an entity  
uses to determine the changes in a 
liability’s credit risk. 

Use of this exemption from the  
requirement to present movements in 
the own credit risk of a liability in OCI is 
expected to be rare. 

What are the eligibility criteria 
for the fair value option?

The eligibility criteria for the fair value 
option remain the same; they are based  
on whether:
the liability is managed on a fair  •	
value basis;
electing fair value will eliminate or •	
reduce an accounting mismatch; or
the instrument is a hybrid contract  •	
(that is, it contains a host contract  
and an embedded derivative) for  
which separation of an embedded 
derivative would be required.

What might be a common reason 
for electing the fair value option?

A common reason is where entities have 
embedded derivatives that they do not 
wish to separate from the host liability. In 
addition, entities may elect the fair value 
option for liabilities that give rise to an 
accounting mismatch with assets that are 
required to be held at fair value through 
profit or loss.

Have there been any changes  
in the accounting for  
embedded derivatives?

The existing guidance in IAS 39 for 
embedded derivatives has been retained 
in this new part of IFRS 9. Entities are still 
required to separate derivatives embedded 
in financial liabilities where they are not 
closely related to the host contract – for 
example, a structured note where the 
interest is linked to an equity index. The 
separated embedded derivative continues to 

Financial instruments
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be measured at fair value through profit or 
loss, and the residual debt host is measured 
at amortised cost. The accounting for 
embedded derivatives in non-financial host 
contracts also remains unchanged.

Is the treatment of derivatives 
embedded in financial liabilities 
symmetrical to the treatment of 
derivatives embedded in  
financial assets?

No. The existing embedded derivative 
guidance in IAS 39 is retained in IFRS 9 
for financial liabilities and non-financial 
instruments. This results in some embedded 
derivatives still being separately accounted 
for at fair value through profit or loss. 
However, embedded derivatives are no 
longer separated from financial assets. 
Instead, they are part of the contractual 
terms that are considered in determining 
whether the entire financial asset meets 
the contractual cash flow test (that is, the 
instrument has solely payments of principal 
and interest) to be measured at amortised 
cost or whether it should be measured at 
fair value through profit or loss.

How are financial liabilities at 
fair value to be measured?

Entities will need to calculate the amount  
of the fair value movement that relates to 
the credit risk of the liability. IFRS 7 already 
requires disclosure of the amount of fair 
value changes that are attributable to own 
credit risk for liabilities designated at fair 
value through profit or loss. The existing 
guidance on how to calculate own credit 
risk in IFRS 7 is retained but has been 
relocated to IFRS 9, and some aspects have 
been clarified. 

How can own credit risk  
be determined?

This can be determined as either:
the amount of fair value change not •	
attributable to changes in market risk 
(for example, benchmark interest rates) 
– this is often referred to as the default 
method; or
an alternative method that the entity •	
believes more faithfully represents  
the changes in fair value due to ‘own 
credit’ (for example, a method that 
calculates credit risk based on credit 
default swap rates).

IFRS 9 clarifies that if the changes in 
fair value arising from factors other than 
changes in the liability’s credit risk or 
changes in observed interest rates (that 
is, benchmark rates such as LIBOR) are 
significant, an entity is required to use an 
alternative method and may not use the 
default method. For example, changes 
in the fair value of a liability might arise 
due to changes in value of a derivative 
embedded in that liability rather than 
changes in benchmark interest rates. In 
that situation, changes in the value of the 
embedded derivative should be excluded in 
determining the amount of own credit risk 
that is presented in OCI. 

The expanded guidance in IFRS 9  
confirms that the credit risk of a liability 
with collateral is likely to be different  
from the credit risk of an equivalent  
liability without collateral issued by the 
same entity. 

It also clarifies that unit-linking features 
usually give rise to asset performance risk 
rather than credit risk − that is, the value 
of the liability changes due to changes in 
value of the linked asset(s) and not because 
of changes in the own credit risk of the 
liability. This means that changes in the 
fair value of a unit-linked liability due to 
changes in the fair value of the linked asset 
will continue to be recognised in the income 
statement: they are not regarded as being 
part of the own credit risk of the liability 
that is recognised in OCI.

What is the impact of the  
changes on the presentation  
of financial liabilities? 

Elements of the fair value movement of 
the liability are presented in different parts 
of the performance statement; changes in 
own credit risk are presented in OCI, and 
all other fair value changes are presented in 
profit or loss. This means that the amount 
of the overall fair value movement does 
not change, but it is presented in separate 
sections of the statement of comprehensive 
income.

Amounts in OCI relating to own credit are 
not recycled to the income statement even 
when the liability is derecognised and the 
amounts are realised. However, the standard 
does allow transfers within equity.

Financial instruments
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Why was this amendment needed?

The current principle in IAS 12 requires 
the measurement of deferred tax assets or 
liabilities to reflect the tax consequences 
that would follow from the way that 
management expects to recover or settle 
the carrying amount of the entity’s assets 
or liabilities. For example, management 
may expect to recover an asset by using it, 
by selling it or by a combination of use and 
sale. Management’s expectations can  
affect the measurement of deferred taxes 
when different tax rates or tax bases apply 
to the profits generated from using and 
selling the asset.  

The IASB believes that entities holding 
investment properties that are measured 
at fair value sometimes find it difficult or 
subjective to estimate how much of the 
carrying amount will be recovered through 
rental income (that is, through use) and 
how much will be recovered through sale, 
particularly when there is no specific plan 
for disposal at a particular time. 

Key provisions 

The IASB has added another exception  
to the principles in IAS 12: the  
rebuttable presumption that investment 
property measured at fair value is  
recovered entirely by sale. The rebuttable 
presumption also applies to the deferred 
tax liabilities or assets that arise from 
investment properties acquired in a business 
combination, if the acquirer subsequently 
uses the fair value model to measure those 
investment properties.

The presumption of recovery entirely by 
sale is rebutted if the investment property 
is depreciable (for example, buildings, and 
land held under a lease) and is held within 
a business model whose objective is to 
consume substantially all of the economic 
benefits embodied in the investment 
property over time, rather than through  
sale. The presumption cannot be rebutted 
for freehold land that is an investment 
property, because land can only be  
recovered through sale.

Deferred tax accounting for 
investment property at fair 
value – IAS 12 amendment

The IASB amended IAS 12, ‘Income taxes’,  
to introduce an exception to the existing 
principle for the measurement of deferred 

tax assets or liabilities arising on investment 
property measured at fair value. 

Effective date 

Annual periods beginning on or after 1 January 2012. Early adoption is permitted.

EU adoption status

Not adopted by the European Commission at the time of going to print. Expected to 
be adopted Q3 2011.



12       PwC – A practical guide to new IFRSs for 2011 

The amendments also incorporate  
SIC 21, ‘Income taxes – Recovery of 
revalued non-depreciable assets’, into  
IAS 12, although this guidance will not  
be applied to investment property  
measured at fair value. The SIC 21  
guidance has been included because  
it is applied by analogy in a number  
of situations. 

What are the transition 
implications?

The amendment is effective for annual 
periods beginning on or after 1 January 
2012. Management can elect to early  
adopt the amendment for financial  
years ending 31 December 2010.  
Entities should apply the amendment 
retrospectively in accordance with  
IAS 8, ‘Accounting policies, changes in  
accounting estimates and errors’.

Who does the amendment affect?

All entities holding investment properties 
measured at fair value in territories where 
there is no capital gains tax or where the 
capital gains rate is different from the 
income tax rate (for example, Singapore, 
New Zealand, Hong Kong and South 
Africa) will be significantly affected. The 
amendment is likely to reduce significantly 
the deferred tax assets and liabilities 
recognised by these entities. It will also 
mean that, in jurisdictions where there is 
no capital gains tax, there will often be no 
tax impact of changes in the fair value of 
investment properties. It might be necessary 
for management to reconsider recoverability 
of an entity’s deferred tax assets because of 
the changes in the recognition of deferred 
tax liabilities on investment properties, and 
to consider the impact of the amendment on 
previous business combinations.

Deferred tax
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Related-party disclosures –  
IAS 24 amendment

IAS 24, ‘Related-party transactions’, was 
amended in November 2009. The revised 
standard removes the requirement for 
government-related entities to disclose 
details of all transactions with the 
government and other government-related 
entities. It also clarifies and simplifies the 
definition of a related party.

The previous version of IAS 24 did 
not contain any specific guidance for 
government-related entities. They were 
therefore required to disclose transactions 
with the government and other government-
related entities. This requirement was 
onerous in territories with pervasive 
government control; it placed a significant 
burden on entities to identify related-party 
transactions and collect the information 
required to make the disclosures. For 

example, a government-controlled railway 
was theoretically required to disclose details 
of its transactions with the post office. This 
information was not necessarily useful to 
users of the financial statements and was 
costly and time-consuming to collect.

The financial crisis widened the range of 
entities subject to related-party disclosure 
requirements. The financial support 
provided by governments to financial 
institutions in many countries means that 
the government now controls or significantly 
influences some of those entities. A 
government-controlled bank, for example, 
would be required to disclose details of its 
transactions, deposits and commitments 
with all other government-controlled banks 
and with the central bank. 

Effective date 

Annual periods beginning on or after 1 January 2011. Earlier adoption is permitted 
either for the entire standard or for the reduced disclosures for government-related 
entities.

EU adoption status

Adopted by the European Commission on 19 July 2010.
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What is the definition of a 
government-related entity?

Government-related entities are now defined 
as entities that are controlled, jointly 
controlled or significantly influenced by a 
government.

What disclosures are  
government-related entities 
required to make?

The amendment introduces an exemption 
from the disclosure requirements of  
IAS 24 for transactions between 
government-related entities and the 
government, and all other government-
related entities. Those disclosures are 
replaced with a requirement to disclose:  
•	 the name of the government and 	 	
	 the nature of the relationship;  
•	 the nature and amount of any  
	 individually-significant  
	 transactions; and 
•	 a qualitative or quantitative  
	 indication of the extent of any  
	 collectively-significant transactions.

What is the impact of the change 
in disclosure requirements?

This is a significant relaxation of the 
disclosure requirements and should be of 
substantial benefit to government-related 
entities. The complexity and volume of the 
disclosures in the financial statements and 
the costs of record-keeping will be  
reduced. The new disclosures will provide 
more meaningful information about the 
nature of an entity’s relationship with  
the government.

Why has the definition of a  
related party changed?

The previous definition of a related party 
was complicated and contained a number 
of inconsistencies. These inconsistencies 
meant, for example, that there were 
situations in which only one party to a 

transaction was required to make related-
party disclosures. The definition has been 
amended to remove such inconsistencies 
and to make it simpler to apply.

What is the impact of the 
amended definition?

While the new definition will make the 
definition of a related party easier to apply, 
some entities will be required to make 
additional disclosures.

The entities that are most likely to be 
affected are those that are part of a 
group that includes both subsidiaries and 
associates, and entities with shareholders 
that are involved with other entities. For 
example, a subsidiary is now required to 
disclose transactions with an associate of 
its parent. Similarly, disclosure is required 
of transactions between two entities where 
both entities are joint ventures (or one is an 
associate and the other is a joint venture) 
of a third entity. In addition, an entity 
that is controlled by an individual that is 
part of the key management personnel of 
another entity is now required to disclose 
transactions with that second entity.

What next steps should 
management consider?

Management of government-related entities 
should consider whether they wish to adopt 
the amendment early. Early adoption is 
likely to be attractive for many entities, 
but management intending to adopt early 
should also consider the revised disclosure 
requirements and put in place procedures to 
collect the required information. EU entities 
cannot currently apply the amendment 
because the European Commission has not 
yet adopted it.

Management of all entities should consider 
the revised definition to determine  
whether any additional disclosures will be 
required and put in place procedures to 
collect that information.

Related-party disclosures
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What triggered this amendment?

Existing IFRS preparers were granted relief 
from presenting comparative information  
for the new disclosures required by the 
March 2009 amendments to IFRS 7 
‘Financial instruments: Disclosures’. The 
relief was provided because the  
amendments to IFRS 7 were issued after  
the comparative periods had ended, and  
the use of hindsight would have been 
required. The IASB therefore permitted 
entities to exclude comparative disclosures 
in the first year of application. Certain  
first-time adopters (for example, those  
with a first reporting period beginning on  
or after 1 January 2009) would otherwise 
be required to make the comparative period 
disclosures, as first-time adopters do not use 
the transition provisions in other IFRSs.

The IASB has therefore issued an 
amendment to IFRS 1 to provide first-time 
adopters with the same transition  

provisions (and thereby the same relief)  
as included in the amendment to IFRS 7.  
It made a consequential amendment to  
IFRS 7 to remove the wording, ‘In the 
first year of application’, and to replace it 
with date-specific relief for comparative 
information. Any comparative periods  
that end before 31 December 2009 are 
exempt from the disclosures required by  
the amendments to IFRS 7. The relief 
applies to disclosures related to both the 
statement of comprehensive income and  
the statement of financial position.

Who is affected?

A first-time adopter may use the relief 
offered under the amendment to the 
extent its first IFRS financial statements 
present comparative periods that end 
before 31 December 2009. This includes 
any comparative annual periods that end 
before 31 December 2009 and any year-end 
comparative statements of financial  

First-time adoption −  
IFRS 1 amendments

Effective date 

Annual periods beginning on or after 1 July 2010. Earlier adoption is permitted. Early 
adoption is required for a first-time adopter that has a first reporting period that begins 
earlier than 1 July 2010 in order to benefit from the disclosure relief.

EU adoption status

Adopted by the European Commission on 30 June 2010.

The IASB has issued an amendment to  
IFRS 1, ‘First-time adoption of IFRS’, to 
provide first-time adopters with the same 

transition relief that existing IFRS preparers 
received in the March 2009 amendment to 
IFRS 7, ‘Financial instruments: Disclosures’. 

Financial instrument disclosures
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position as at a date before 31 December 
2009. This includes the opening statement 
of financial position as at the date of 
transition. Any comparative interim  
periods (full financial statements and not 
IAS 34 condensed) that fell within the  
first annual period for which the  
amended IFRS 7 disclosures were  
effective are not exempt.

What action do first-time adopters 
need to take?

First-time adopters should consider 
the comparative periods that are being 
presented in their first IFRS financial 
statements and determine whether they 
should take advantage of the disclosure 
relief offered by this amendment.

What is the issue?

The amendment creates an additional 
exemption when an entity that has been 
subject to severe hyperinflation resumes 
presenting, or presents for the first time, 
financial statements in accordance with 
IFRSs. The exemption allows an entity to 
elect to measure certain assets and  
liabilities at fair value; and to use that fair 
value as the deemed cost in the opening 
IFRS statement of financial position.

An entity might be unable to prepare 
financial statements in accordance with 
IFRSs for a period of time because it 
could not comply with IAS 29, ‘Financial 
reporting in hyperinflationary economies’, 
due to severe hyperinflation. The exemption 
applies where the entity is able to begin 
reporting in accordance with IFRS. 

What are the key provisions?

The amendment states that the currency of 
a hyperinflationary economy is subject to 

severe hyperinflation when: 
•	 a reliable general price index is  
	 not available to all entities with 	 	
	 transactions and balances in the 	 	
	 currency; and 
•	 exchangeability between the  
	 currency and a relatively stable 	 	
	 foreign currency does not exist.

An entity’s functional currency ceases to 
be subject to severe hyperinflation on the 
functional currency normalisation date, 
which occurs: 
•	 when one or both of the  
	 characteristics of severe 	 	 	
	 hyperinflation no longer exist; or 
•	 when the first-time adopter 	 	 	
	 changes its functional currency to a  
	 currency that is not subject to 		 	
	 severe hyperinflation.

The exemption applies to entities that were 
subject to severe hyperinflation and are 
adopting IFRS for the first time or have 
previously applied IFRS.

Exemption for severe hyperinflation and 
removal of fixed dates
The IASB made two amendments to  
IFRS 1, ‘First-time adoption of IFRS’,  
in December 2010:  

•	 an exemption for severe  
	 hyperinflation; and 
•	 removal of fixed dates.

Effective date 

Annual periods beginning on or after 1 July 2011. Earlier adoption is permitted.

EU adoption status

Not adopted by the European Commission at the time of going to print. Expected to 
be adopted Q3 2011.

Severe hyperinflation

First-time adoption
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First-time adoption

When an entity’s date of transition to 
IFRS is on or after the functional currency 
normalisation date, it may elect to measure 
assets and liabilities acquired before that 
date at fair value and use that fair value as 
deemed cost in the opening IFRS statement 
of financial position. 

IFRS 1 defines the date of transition as 
the beginning of the earliest period for 
which an entity presents comparative 
information under IFRS in its first IFRS 
financial statements. When the functional 
currency normalisation date falls within the 
comparative period, that period may be less 
than 12 months, provided that a complete 
set of financial statements (as required by 
IAS 1) is provided for that shorter period.

The entity cannot comply with IFRS due 
to the severe hyperinflation in periods 
before the date of transition to IFRS, so the 
comparative information for this period 
cannot be prepared in accordance with 
IFRS. The entity should therefore consider 
whether disclosure of non-IFRS  
comparative information and historical 
summaries in accordance with IFRS 1  
would provide useful information to the 
users of the financial statements.

If an entity applies the new  
exemption to comply with IFRS, it  
should explain the transition to IFRS,  
and why and how the entity ceased to  
have a functional currency subject to  
severe hyperinflation.

Who does the amendment affect?

The amendment is expected to have a 
limited impact, as it is only available to 
entities whose functional currency was 
subject to severe hyperinflation. The 
Zimbabwean economy has been  
identified as an economy that was subject  
to severe hyperinflation until early 2009; 
the amendment is unlikely to apply in  
other territories at the time of going to 
print.

The amendment would not change or 
allow any additional IFRS 1 exemptions 
for a reporting entity that has control, 
joint control or significant influence over 
an entity subject to severe hyperinflation, 
except to the extent that the reporting  
entity is also a first-time adopter.

What do affected entities need  
to do?

Management of entities in Zimbabwe and 
first-time adopters that have interests in 
Zimbabwe should consider: 
•	 their functional currency 	 	 	
	 normalisation date; 
•	 their proposed date of transition  
	 to IFRS; 
•	 whether the comparative period 	 	
	 will be presented for a period 		 	
	 shorter than 12 months; and 
•	 the assets and liabilities they wish  
	 to measure at fair value on 	 	 	
	 transition to IFRS.

What is the issue?

The IASB amended IFRS 1 to eliminate 
references to fixed dates for one exception 
and one exemption, both dealing with 
financial assets and liabilities. 

The first change requires first-time  
adopters to apply the derecognition 
requirements of IFRS prospectively  
from the date of transition, rather than  
from 1 January 2004. 

The second amendment relates to financial 
assets or liabilities at fair value on initial 
recognition where the fair value is 
established through valuation techniques 
in the absence of an active market. The 
amendment allows the guidance in  
IAS 39 AG76 and IAS 39 AG76A to be 
applied prospectively from the date of 

transition to IFRS rather than from  
25 October 2002 or 1 January 2004. This 
means that a first-time adopter does not 
need to determine the fair value of financial 
assets and liabilities for periods prior to 
the date of transition. IFRS 9 has also been 
amended to reflect these changes.

Who does the amendment affect?

Entities that had derecognised financial 
assets or liabilities before the date of 
transition to IFRS will need to apply the 
derecognition guidance from the date of 
transition, as it is a mandatory exception. 
The second change will only be relevant  
for entities that elect to use the  
exemption for fair value established by 
valuation techniques. 

Removal of fixed dates requirement
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How does the amendment differ 
from previous guidance?

Some companies that are subject to a 
minimum funding requirement may elect 
to pre-pay their pension contributions. The 
pre-paid contributions are recovered through 
lower minimum funding requirements in 
future years. An unintended consequence of 
the interpretation, prior to this amendment, 
was that IFRIC 14 could prevent the 
recognition of an asset for any surplus 
arising from such voluntary pre-payment of 
minimum funding contributions in respect 
of future service. The interpretation has 
been amended to require an asset to be 
recognised in these circumstances.

Who does the amendment affect?

It will have a limited impact, as it applies 
only to companies that are required to make 
minimum funding contributions to a defined 

benefit pension plan and choose to pre-pay 
those contributions.

Those affected are companies that: 
•	 have a defined benefit pension plan 	 	
	 - that is subject to a minimum 	 	
	 funding requirement; and 
•	 have prepaid (or expect to prepay) the 	
	 minimum funding requirement in  
	 respect of future employee service, 	 	
	 leading to a pension surplus.

What do affected entities need  
to do?

Such entities should reconsider their 
accounting in the light of the revised 
guidance to determine whether an asset 
for the pre-paid contributions should be 
recognised. They should assess the impact 
as early as possible to determine whether 
the amendment should be adopted before 
the effective date.

Pre-payments of a minimum 
funding requirement −  
IFRIC 14

The amendment to IFRIC 14, ‘IAS 19 – The 
limit on a defined benefit asset, minimum 
funding requirements and their interaction’, 
was published on 26 November 2009. It 

removes an unintended consequence of 
IFRIC 14 relating to voluntary pension pre-
payments when there is a minimum  
funding requirement. 

Effective date 

Annual periods beginning on or after 1 January 2011; it will apply from the beginning 
of the earliest comparative period presented. Earlier adoption is permitted.

EU adoption status 

Adopted by the European Commission on 19 July 2010. 
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Why new guidance now?

Many entities were compelled to 
renegotiate their debt as it came due, in 
the current challenging economic climate. 
Renegotiations would commonly lead  
either to modification of debt or settlement 
of the liability by way of issuing equity 
instruments to the lender. IFRS did not 
address accounting for such debt for equity 
swaps before IFRIC 19, and there was 
diversity in practice. Some recognised the 
equity instrument at the carrying amount 
of the financial liability and did not 
recognise any gain or loss on settlement in 
profit or loss. Others recognised the equity 
instruments at their fair value and recorded 
any difference between that amount 
and the carrying amount of the financial 
liability in profit or loss. The financial crisis 
exacerbated the issue.

What is the scope of new 
guidance?

IFRIC 19 addresses the accounting by  
an entity that renegotiates the terms of  
a financial liability and issues shares to  
the creditor to extinguish all or part of  
the financial liability. It does not address  
the accounting by the creditor; and it 
does not apply to situations where the 
liability may be extinguished with equity 
instruments in accordance with the  
original terms of the instrument (for 
example, convertible bonds). The 
interpretation is further restricted to  
exclude transactions where the creditor 
is also a shareholder acting in its capacity 
as such, or transactions under common 
control where the transaction in substance 
represents an equity distribution by, or 
contribution to, the entity.

Extinguishing financial 
liabilities with equity 
instruments – IFRIC 19

IFRIC 19, ‘Extinguishing financial liabilities 
with equity instruments’, was published on 
26 November 2009. IFRIC 19 clarifies the 
accounting when an entity renegotiates the 

terms of its debt with the result that the 
liability is extinguished by the debtor issuing 
its own equity instruments to the creditor 
(referred to as a ‘debt for equity swap’). 

Effective date 

Annual periods beginning on or after 1 July 2010. Early adoption is permitted. The 
interpretation should be applied retrospectively from the beginning of the earliest 
comparative period presented, as adoption in earlier periods would result only in a 
reclassification of amounts within equity.

EU adoption status

Adopted by the European Commission on 23 July 2010. 
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What does the interpretation 
address?

IFRIC 19 addresses the following issues: 
•	 Are equity instruments issued to 	 	
	 extinguish a financial liability  
	 ‘consideration paid’? 
•	 How should an entity initially 		 	
	 measure equity instruments issued 	 	
	 to extinguish a financial liability? 
•	 How should an entity account for  
	 any difference between the  
	 carrying amount of the financial 	 	
	 liability extinguished and the initial  
	 measurement amount of the equity 	 	
	 instruments issued?

What does the interpretation 
require?

IFRIC 19 considers that equity instruments 
issued to settle a liability represent 
‘consideration paid’. It therefore requires 
a gain or loss to be recognised in profit 
or loss when a liability is settled through 

the issuance of the entity’s own equity 
instruments. This is consistent with the 
general approach to derecognition of 
financial liabilities established by IAS 39. 
The amount of the gain or loss recognised  
in profit or loss is determined as the 
difference between the carrying value of the 
financial liability and the fair value of the 
equity instruments issued. If the fair value 
of the equity instruments cannot be reliably 
measured, the fair value of the existing 
financial liability is used to  
measure the gain or loss and to record 
issued equity instruments.

How will this change current 
practice?

Entities will no longer be permitted to 
reclassify the carrying value of the existing 
financial liability into equity (with no gain 
or loss being recognised in profit or loss). 
The amount of the gain or loss should be 
separately disclosed in the statement of 
comprehensive income or in the notes.

IFRIC 19



PwC – A practical guide to new IFRSs for 2011       21

The table below identifies the more 
significant changes to the standards arising 

from the 2010 annual improvements project 
and the implications for management. 

Annual improvements  
project 2010

Standard/ 
interpretation Amendment Practical implications Effective date

Amendment 
to IAS 1, 
‘Presentation 
of financial 
statements’

The impact of a previous •	
amendment to IAS 1 by  
IAS 27 was to make 
explicit the requirement to 
present each item of other 
comprehensive income in 
the statement of changes in 
equity, along with the profit 
or loss and transactions with 
owners. The amendment 
removes the requirement 
for each item of other 
comprehensive income to 
be presented separately in 
the statement of changes in 
equity.

The amendment clarifies that, for •	
each component of equity, an entity 
may present the breakdown of other 
comprehensive income either in the 
statement of changes in equity or in 
the notes to the financial statements.

Annual periods 
beginning on or 
after 1 January 
2011. Early 
adoption is 
permitted.

Amendment 
to IAS 27, 
‘Consolidated 
and separate 
financial 
statements’ 	

Additional guidance has •	
been included within  
IAS 21, which clarifies the 
accounting for disposals or 
partial disposals of a foreign 
operations.

Guidance in the IAS 28 •	
and IAS 31 amendment 
clarifies disposal accounting 
for associates and jointly 
controlled entities in 
accordance with IAS 39.

The amendment is based on the •	
changes in IAS 27. It states that 
loss of control over a subsidary, the 
loss of significant influence over an 
associate and loss of joint control 
over a jointly controlled entity are 
similar events and should therefore 
be accounted for similarily. Such 
an event should be recognised and 
measured at fair value and any gain 
or loss is recognised in the profit or 
loss. 

Annual periods 
beginning on 
or after 1 July 
2009.

Amendment 
to IAS 34, 
‘Interim financial 
reporting’

The amendment emphasises •	
the existing disclosure 
principles in IAS 34 and 
adds further guidance to 
illustrate how to apply these 
principles.

Greater emphasis has been placed •	
on the disclosure principles for 
significant events and transactions. 
Additional requirements cover 
disclosure of changes to fair value 
measurements (if significant), and the 
need to update relevant information 
from the most recent annual report.

Annual periods 
beginning on or 
after 1 January 
2011. Early 
adoption is 
permitted.

Effective date 

See final column in table below.

EU adoption status

Adopted by the European Commission on 18 February 2011.
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Standard/ 
interpretation Amendment Practical implications Effective date

IFRS 1, ‘First-
time adoption’ 
– interim 
information

A first-time adopter that •	
changes its accounting 
policies or its use of IFRS 1 
exemptions after publishing 
a set of IAS 34 interim 
financial information should 
explain those changes and 
include the effects of such 
changes in its opening 
reconciliations within the 
first annual IFRS financial 
statements.

IFRS 1 explains that the disclosures •	
required when accounting 
policies are changed under IAS 8, 
‘Accounting policies, changes in 
accounting estimates and errors’, are 
not required for a first-time adopter.  

The amendment clarifies that  •	
IAS 8 also does not apply to changes 
made to accounting policies during 
the period of an entity’s first IFRS 
financial statements. This includes a 
change in policy between publication 
of an entity’s first IFRS interim report 
and the entity’s first IFRS financial 
statements. However, management 
should explain the change in its 
first IFRS financial statements, as 
required by of IFRS 1 para 23, and 
provide updated reconciliations. This 
disclosure requirement also applies 
where an entity changes its use of 
the exemptions in IFRS 1 between 
the interim report and its first IFRS 
financial statements.

Annual periods 
beginning on or 
after 1 January 
2011. Early 
adoption is 
permitted.

IFRS 1, ‘First-
time adoption’ – 
deemed cost

The exemption to use a •	
‘deemed cost’ arising from 
a revaluation triggered by an 
event such as a privatisation 
that occurred at or before 
the date of transition to IFRS 
is extended to revaluations 
that occur during the period 
covered by the first IFRS 
financial statements.

Local regulations might require •	
entities to remeasure assets and 
liabilities to fair value on the event 
of a privatisation or an IPO and to 
recognise those revalued amounts 
as deemed cost under local GAAP. If 
such an event occurs after the date 
of transition to IFRS, IFRS 1  
did not previously permit these 
revalued amounts to be recognised 
as deemed cost on transition to 
IFRS. The amendment to IFRS 1 
permits entities to use these revalued 
amounts as deemed cost at the date 
the event occurs provided that this 
revluation occurs during the period 
covered by the first IFRS financial 
statements. 

At the date of transition, the assets •	
and liabilities are either measured at 
deemed cost using either fair value 
or revaluation as described above, or 
in accordance with other applicable 
IFRSs.

Annual periods 
beginning after 
1 January 2011. 
Early adoption is 
permitted.

The amendment 
is also available 
to entities  
that applied 
IFRS 1 prior to 
the effective 
date where 
such a re-
measurement 
event occurred 
during their first 
IFRS reporting 
period. The 
amendment 
allows these 
entities to apply 
this amendment 
retrospectively 
in the first 
annual period 
after the 
amendment is 
effective.
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Standard/ 
interpretation Amendment Practical implications Effective date

IFRS 1, ‘First-
time adoption’ – 
rate regulation

Entities subject to rate •	
regulation are permitted to 
use previous GAAP carrying 
amounts of property, plant 
and equipment or intangible 
assets as deemed cost on an 
item-by-item basis. Entities 
that use this exemption are 
required to test each item for 
impairment under IAS 36 at 
the date of transition.

This amendment provides relief to •	
entities that carry items of PPE and 
intangible assets that are or were 
previously used in rate-regulated 
activities. The amendment states 
that operations are considered 
to be subject to rate regulation if 
‘they provide goods or services 
to customers at prices (ie rates) 
established by an authorised body 
empowered to establish rates that 
bind the customers and that are 
designed to recover the specific 
costs the entity incurs in providing 
the regulated goods or services 
and to earn a specified return’. The 
specified return does not need to be 
of a fixed amount and may be stated 
as a minimum amount or a range. 

The amendment permits a first-•	
time adopter to use the previous 
GAAP carrying amount of such 
rate-regulated assets as deemed 
cost at the date of transition to IFRS 
even if those assets do not qualify 
for recognition under IFRS. The 
amendment also permits entities 
to choose the assets to which the 
exemption is applied. This is similar 
to the choice available in the deemed 
cost exemption for other types of 
assets. 

Annual periods 
beginning after 
1 January 2011. 
Early adoption is 
permitted.

IFRS 3, 
‘Business 
combinations’ 
– contingent 
consideration

Contingent consideration •	
arrangements arising from 
business combinations with 
acquisition dates preceding 
the application of IFRS 3 
(2008) are accounted for 
in accordance with the 
guidance in the previous 
version of IFRS 3  
(as issued in 2004).

This amendment clarifies that the •	
guidance in IAS 39, IAS 32 and 
IFRS 7 will not apply to contingent 
consideration arising from business 
combinations with an effective 
date prior to the application of the 
revised version of IFRS 3. 

Annual periods 
beginning on 
or after 1 July 
2010. Early 
adoption is 
permitted.

IFRS 3, 
‘Business 
combinations’ – 
non-controlling 
interests

The choice of measuring •	
non-controlling interests 
at fair value or at the 
proportionate share of 
the acquiree’s net assets 
applies only to instruments 
that represent ‘present’ 
ownership interests and 
entitle their holders to 
a proportionate share 
of the net assets in the 
event of liquidation. All 
other components of 
non-controlling interest 
are measured at fair value 
unless IFRS requires 
another measurement 
basis. Removal of reference 
to transactions between 
segments as being 
hedgeable transactions 
in individual or separate 
financial statements.

This amendment will reduce diversity •	
in practice and provides clearer 
guidance on how to measure non-
controlling interests.

Annual periods 
beginning after 
1 July 2010. 
Early adoption is 
permitted.
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Standard/ 
interpretation Amendment Practical implications Effective date

IFRS 3, 
‘Business 
combinations’ 
– share-based 
payments

The application guidance in •	
IFRS 3 applies to all share-
based payment transactions 
that are part of a business 
combination, including 
unreplaced and voluntarily 
replaced share-based 
payment awards.

IFRS 3 did not previously provide •	
guidance for situations where the 
acquirer does not have an obligation 
to replace an award but replaces 
an existing acquiree award that 
would otherwise have continued 
unchanged after the acquisition. 
This amendment addresses this 
gap in the previous guidance. The 
amendment made to IFRS 3 results 
in the accounting for these awards 
being the same as for awards that 
the acquirer is obliged to replace.

Annual periods 
beginning on 
or after 1 July 
2010. Early 
adoption is 
permitted. 

IFRS 7, 
‘Financial 
instruments: 
disclosures’

Amendments to IFRS 7, •	
‘Financial instruments: 
Disclosures – Nature and 
extent of risks arising from 
financial instruments’.

These are minor •	
amendments to the 
disclosure of financial assets, 
including the financial effect 
of collateral held as security.

No significant impact.•	 Annual periods 
beginning on or 
after 1 January 
2011. Early 
adoption is 
permitted.

Amendment 
to IFRIC 13, 
‘Customer 
loyalty 
programmes’

The amendment clarifies •	
the meaning of the term 
‘fair value’ in the context of 
measuring award credits 
under customer loyalty 
programmes.

When the fair value of award credits •	
is measured on the basis of the 
value of the awards (that is, goods 
or services) for which they could 
be redeemed, the fair value of the 
award credits should take account 
of expected forfeitures as well as the 
discounts or incentives that would 
otherwise be offered to customers 
who have not earned award credits 
from an initial sale.

Annual periods 
beginning on or 
after 1 January 
2011. Early 
adoption is 
permitted.

This publication has been prepared for general guidance on matters of interest only, and does not constitute 
professional advice. It does not take into account any objectives, financial situation or needs of any recipient; any  
recipient should not act upon the information contained in this publication without obtaining independent professional 
advice. No representation or warranty (express or implied) is given as to the accuracy or completeness of the 
information contained in this publication, and, to the extent permitted by law, PricewaterhouseCoopers LLP, its 
members, employees and agents do not accept or assume any liability, responsibility or duty of care for any 
consequences of you or anyone else acting, or refraining to act, in reliance on the information contained in this 
publication or for any decision based on it.



PwC’s IFRS and corporate governance publications and tools 2011
IFRS for SMEs publications		                      IFRS surveys and market issues

Corporate governance publications

IFRS tools

IFRS for SMEs – pocket guide 2009	
Provides a summary of the recognition and measurement 
requirements in the ‘IFRS for small and medium-sized entities’ 
published by the International Accounting Standards Board in  
July 2009.

P2P IFRS – from principle to practice 
PwC’s interactive electronic learning tool brings you up to speed  
on IFRS. Contains 23 hours of learning in 40 interactive modules. 
Up to date as of March 2009. For more information, visit  
www.pwc.com/p2pifrs.

Similarities and differences – a comparison of ‘full IFRS’ 
and IFRS for SMEs
A 60-page publication comparing the requirements of the IFRS for 
small and medium-sized entities with ‘full IFRS’ issued up to July 
2009. An executive summary outlines some key differences that 
have implications beyond the entity’s reporting function.

IFRS for SMEs – Illustrative consolidated financial 
statements 2010
Realistic set of financial statements prepared under IFRS for small 
and medium-sized entities, illustrating the required disclosure and 
presentation.

Comperio – Your path to knowledge
Online library of global financial reporting and assurance literature. Contains full 
text of financial reporting standards of US GAAP and IFRS, plus materials of specific 
relevance to 10 other territories. Register for a free trial at www.pwccomperio.com.

Accounting & corporate reporting 
• 	 ‘Straight away’ – guidance issued within 48 hours of the release of a draft or final 

IASB standard/interpretation
• 	 Technical updates – news items added daily on accounting, auditing and regula-

tory developments
• 	 Latest developments – includes financial reporting diary, summary of recent 

EDs, DPs, standards and their EU endorsement status
• 	 IFRS newsletters
• 	 Full text of standards and interpretations, exposure drafts and  

discussion papers* – including a unique set of ‘versioned’ IASB standards and 
interpretations showing all consequential amendments made by other standards 
and improvements

• 	 Topic summaries – executive guide to accounting issues by topic
• 	 IFRS Manual of Accounting* – PwC’s in-depth accounting guidance 
• 	 Questions and answers* – by topic and by industry
• 	 Tools, practice aids and publications – ‘Similarities and differences’ series of 

GAAP comparisons, IFRS extracts from accounts*, IFRS disclosure checklists, 
illustrative financial statements, pocket guides, ‘Practical guides to IFRS’.

Law and regulations* – applicable companies legislation on accounting, auditing 
and other areas
Auditing* – auditing standards, exposure drafts, discussion papers and  
other guidance

*Available to subscribers only 

PwC inform – IFRS online
PwC inform is an online resource for finance professionals globally, covering financial reporting under IFRS. Use PwC inform to access the latest news, PwC guidance, 
comprehensive research materials and full text of the standards. The search function and intuitive layout enable users to access all they need for reporting under IFRS. Register for 
a free trial at www.pwcinform.com. Content available on pwcinform.com includes:

Audit Committees – Good Practices for Meeting  
Market Expectations
Provides PwC views on good practice and summarises audit 
committee requirements in over 40 countries.

World Watch magazine
Global magazine with news and opinion articles on the latest 
developments and trends in governance, financial reporting, 
narrative reporting, sustainability and assurance. Order hard copies 
from sarah.grey@uk.pwc.com.

Corporate reporting: is it what investment professionals expect?
Survey looking at the information that companies provide, and whether 
investors and analysts have the information they need to assess  
corporate performance.

IFRS: The European investors’ view
Impact of IFRS reporting on fund managers’ perceptions of value and their 
investment decisions.

Joining the dots – survey of narrative reporting practices
Survey of the quality of narrative reporting among FTSE 350 companies, 
identifying where action is needed in the next reporting cycle for  
companies to gain a competitive edge and help restore trust in this tough  
economic environment.

Measuring assets and liabilities
Survey of investment professionals, looking at their use of the balance sheet in 
analysing performance and the measurement bases for assets and liabilities that 
best suit their needs.

Performance statement: coming together to shape the future
2007 survey of what investment professionals and corporate management 
require to assess performance.

Presentation of income under IFRS
Trends in use and presentation of non-GAAP income measures in IFRS  
financial statements. 

Recasting the reporting model
Survey of corporate entities and investors, and PwC insights on how to simplify 
and enhance communications.

What investment professionals say about financial instrument reporting 
PwC survey of investors’ and analysts’ perspectives on accounting for and 
reporting of financial instruments. 

Hard copies can be ordered from www.ifrspublicationsonline.com (unless indicated otherwise) or via your local 
PricewaterhouseCoopers office. See the full range of our services at www.pwc.com/ifrs
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than 163,000 people in 151 countries across our network share their thinking, experience and solutions to develop fresh perspectives and practical advice.
Contacting PricewaterhouseCoopers
Please contact your local PricewaterhouseCoopers office to discuss how we can help you make the change to International Financial Reporting Standards or with  
technical queries. 
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