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You can always find an up -to-date
timetable at:

http: //www.iasplus.com/
agenda/timetabl.htm.

TIMETABLE FOR IASB PROJECTS

During the fourth quarter of 2002, the |ASB published the following
proposals:

Q Exposure Draft ED 2, ShareBased Payment.

Q Exposure Draft ED 3, Business Combinations.

Q Exposure Draft, Amendmentsto IAS 36, Impairment of Assets, and
IAS 38, Intangible Assets.

No final Standards or Interpretations were issued.

The table below reflects the timetable for IASB’ s agenda projects based on
IASB announcements and discussion at Board meetings.

| TIMETABLE FOR IASB’S ACTIVE AGENDA PROJECTS

Business Combinations— Phase |

Q

Q Fina Standard in 2" half 2003

Exposure Draft was issued December 2002

Business Combinations— Phase | 1:
Application of the Purchase Method

Exposure Draft in 1* quarter 2003
Final Standard in 2004

Consolidation (including Special Purpose Entities)

Timet able not yet established

Convergence Topics

Timetable not yet established

Disclosur e and Presentation of Activities of
Financial Institutions

Exposure Draft in 20 quarter 2003
Final Standard in 2004

Firs-Time Application of IFRS

Exposure Draft was issued July 2002
Comment deadline 31 October 2002
Final Standard in 2 quarter 2003

IAS 32 and |AS 39 Amendments

Exposure Draft was issued June 2002
Comment deadline 14 October 2002
Final Standard in 2'¢ half 2003

Improvementsto I nternational Accounting
Standards

Exposure Draft wasissued in May 2002
Comment deadline 16 September 2002

Final Standard in 1 quarter 2003

Insurance Contracts— Phase |

Exposure Draft in 1* quarter 2003
Final Standard in 2004

I nsurance contracts —Phase |1

Timetable not yet established

Liabilities and Revenue Recognition (Concepts)

Timetable not yet established

Performance Reporting

|00 OO0 O DU D OO0 0 O|D DID|D|O0 O

Thisis a partnership project with the UK
Accounting Standards Board.

Exposure Draft in 1* quarter 2003.
Final Standard in 2" half 2003.

Share-Based Payment

0O OO0 O

Exposure Draft in November 2002
Final Standard in 2' half 2003

Deloitte Touche Tohmatsu
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This Standard, if adopted, would
require all companiesto recognise
all share-based payments — to
employees and to others —at their
fair value at grant date.
Disclosure of the fair value will
not be allowed as an alternative to
accrual, asit currentlyisin the
United States.

IASB PUBLISHES ED 2 ON SHARE-BASED PAYMENT

In November, the IASB published ED 2, ShareBased Payment, a draft
International Financial Reporting Sandard. The exposure draft would
require all entities to recognise the cost of all share-based payment
transactions based on their fair value at grant date. This includes grants of
share options to employees. Comments on the proposals are requested by 7
March 2003. If the IASB issues afinal standard by the end of 2003, they
expect it to be effective for periods beginning on or after 1 January 2004.

ED 2 can be downloaded from |ASB’s web site (www.iasb.org.uk) ast hree
separate PDF documents: Requirements, Basis for Conclusions, and
Implementation Guidance.

| KEY PROPOSALS IN ED 2, SHARE-BASED PAYMENT

U Expenserecognition. All share based payment transactions should be recognised in the financial

statements, using a fair value measurement basis. An expense should be recognised when the goods or
services received are consumed. Although the key principles would remain quite similar, the accounting
would differ slightly depending on whether a share-based payment transaction is settled in shares, in
cash or either in shares or in cash at the choice of the entity or the counterparty.

For services, when an equity instrument granted does not vest until certain vesting conditions are met,
the entity shall recognise those services during the vesting period.

Scope. There are no proposed exemptions from these requirements, except for transactions that arise in
a business combination and some types of commodity contracts. The same recognition and
measurement standards would gpply to both public and nonpublic companies.

Measurement at fair value at grant date. In principle, transactions in which goods or services are
received as consideration for equity instruments of the entity should be measured at the fair value of the
goods or services received, or the fair value of the equity instruments granted, whichever is more readily
determinable.

— For transactions with parties other than employees, there is a rebuttable presumption that the fair
value of the goods or services received is more readily determinable.

— For transactions measured at the fair value of the equity instruments granted (such as transactions
with employees), fair value should be estimated at grant date.

— For transactions measured at the fair value of the goods or services received, fair value should be
estimated at the date of receipt of those goods or services.

Use of an option pricing model. To estimate the fair value of a share option, if an observable market
price does not exist, an option pricing madel should be used. The exposure draft does not specify which
particular model should be used. The entity should disclose the model used, the inputs to that model,
and other information about how fair value was measured.

M easuring employee share options. ED 2 contains various proposals on estimating the fair value of
employee share options, to allow for differences between employee share options and traded options.
For example, the valuation should take into account all types of vesting conditions, induding service
conditions and performance conditions. In other words, the grant date valuation should be reduced to
allow for the possibility of forfeiture because of failure to satisfy vesting conditions.

Repricing. Repricing of options (and other chan ges in terms and conditions) should be accounted for
by recognising additional remuneration expense based on the incremental value given on repricing, that
is, additional to expenses recognised in respect of the original option grant.

Other proposals. ED 2 also contains proposals on accounting for cancellation of share or option plans,
share-based payment transactions settled in cash, and transactions in which either the entity or the
counterparty may choose whether the entity settlesin cash or by issuing equity instruments.

Disclosure. Proposed disclosures include:

— the nature and extent of share-based payment arrangements that existed during the period;

— how the fair value of the goods or services received, or the fair value of the equity instruments
granted, during the period was determined; and

— the effect of expenses arising from share-based payment transactions on the entity’ s profit or loss.
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A second phaseto |ASB’s
Business Combinations project is
under way. Phasell isajoint
project with the FASB. It focuses
on the specific accounting
procedures related to the
application of the purchase
method. Additionally, the |IASB
and FASB will explore the merit
of fresh-start or new-basis
accounting for business
combinations. This phase will
also address certain issues outside
of the scope of the phase | project,
such as combinations of entities
under common control,
combination s of entitiesto form a
joint venture, and combinations to
form a reporting entity by contract
only without the obtaining of an
ownershipinterest.

Some accounting standard setters in the following jurisdictions have
published ED 2 (or its equivalent) for public comment almost
simultaneously with the issuance of ED 2, including those in: Australia, ,
Germany, Hong Kong, , New Zealand, South Africa, United Kingdom, and
United States. The FASB invitation to comment explains the similarities of
and differences between the IASB’ s recently issued exposure draft on
Share-Based Payment and the accounting for stock-based compensation
under FASB Statement 123. FASB’s Invitation to Comment is available on
FASB’sweb site, www.fasb.org

IASB PUBLISHES EDs ON BUSINESS
COMBINATIONS, IMPAIRMENT, AND INTANGIBLES

The International Accounting Standards Board has proposed major revisions
to its standards on accounting for business combinations, impairment of
goodwill and intangible assets. The proposals are set out in exposure draft
ED 3, Business Combinations (which would replace IAS 22), and an
Exposure Draft of Proposed Amendmentsto |AS 36, Impairment of Assets,
and IAS 38, Intangible Assets. The IASB invites comments by 4 April

2003.

The most significant proposals are to prohibit the use of the pooling
(uniting) of interests method of accourting for business combinations and to
reguire that goodwill and other intangible assets with indefinite lives be
tested for impairment but not amortised. Pooling has already been banned
in Australia, Canada, Hong Kong, New Zealand, and the United States.
Pooling continues to be permitted, however, in France, Germany, Japan, and
the United Kingdom.

Four PDF files for the IASB’ s Business Combinations Exposure Drafts can
be downloaded from IASB’ s web site (www.iasb.or g. uk) without charge.
They are: an ED of anew IFRS that would replace |AS 22; the basis for
conclusions; implementation guidance; and a separate ED proposing
amendmentsto IAS 36 and IAS 38.

In December, we published a Special Edition |ASPIus newsletter on
business combinations. Y ou can download it without charge from
www.iasplus.com.

Deloitte Touche Tohmatsu
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KEY PROPOSALS IN ED 3 AND AMENDMENTS TO IAS 36 AND IAS 38

U Method of accounting for business combinations. The purchase method must be used for all business
combinations covered by the revised standard. Uniting (pooling) of interests would no longer be
permitted. Therefore, an acquirer must be identified for every business combination within the scope of
ED 3. The acquirer is the entity that obtains control of the other combining entities or operations.

U  Goodwill and indefinitedived intangible assets. Goodwill and other intangible assets with indefinite
useful lives would not be amortised, but tested for impairment annually (or more frequently if thereis an
indication of impairment). Reversals of impairment losses with respect to goodwill are prohibited.

O Impairment tests. Theimpairment test of goodwill is revised to require the calculation of an implied
value of goodwill & the date of the test. If the implied value of goodwill is less than its carrying amount,
an impairment loss should be recognised. The implied value of goodwill is measured as the difference
between the recoverable amount of the cash generating unit to which goodwill belongs, less the fair value
of all identifiable assets and liabilities of that cash generating unit at the date of the test.

U Finite-lived intangible assets. Intangible assets acquired in a business combination should be recognised
separatey from goodwill if they arise as aresult of contractual or legal rights or are separable from the
business. Intangible assets with finite useful lives should continue to be accounted for in accordance with
IAS 38 after initial recognition. The existing rebuttable presumption of a 20year maximum useful lifeis
eliminated.

O In-process research and development. The acquirer shall recognise separately, all of the acquiree’s
identifiable intangible assets. This also applies to inprocess research and development projects result
from contractual or legal rights or that are separable from the business.

O Negative goodwill. Any negative goodwill remaining after a reassessment of the identification and
measurement of the identifiable net assets acquired should be recognised immediately in the income
statement as again. Thisincludes negative goodwill implicit in the carrying amount of an equity method
investment.

U Liabilities for terminating or reducing the activities of an acquiree. Costs expected to be incurred as a
result of a business combination to restructure the acquired entity’s (or acquirer’s) activities would be
treated as post-combination expenses, unless at the acquisition date, the acquired entity has an existing
liability in accordancewith IAS 37.

U Datefor measuring the cost of the acquisition. The consideration paid for an entity is measured at the
date control passes to the acquirer (or, if control is acquired in stages, at the various earlier dates of
exchange).

O Initial measurement of identifiable net assets when less than 100% is acquired. 1AS 22 currently
allows a choice between (a) acquirer’s share of net assets at fair values plus minority interest’s share at
pre-acquisition carrying amounts and (b) both acquirer’s and minority’s sharemeasured at fair values. The
ED proposes to prohibit choice (a) and require 100% fair value measurement.

O Presentation of minority interest. Minority interest would be presented within equity in the balance
sheet, but separately from the parent shareholders' equity.

U Contingent liabilities of the acquiree. In allocating the cost of an acquisition, the acquirer will recognise
separately a contingent liability of the acquiree if its fair value can be measured reliably. Subsequently,
these contingent liabilities shall continue to be measured at fair value, with changes recognised in the
income statement.
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Likethe FASB, the |ASB also has
a convergence project on its
agenda. Plus, a number of the
changesto existing | AS proposed
in | ASB’ simprovements project
are intended to achieve
convergence with US GAAP.

So far, FASB hasidentified the
following issuesaswithin its
convergence project:

Q

Q

Classification of liabilities on
refinancing.

Classification of liabilities due
on demand due to violation of
debt covenant.

Asset exchanges —recognition
of gain/loss on exchanges of
similar productive assets and
intangibles.

Voluntary changein
accounting policies.
Financial instruments —
implications of |ASB
amendmentsto | AS 32 and
39.

Discontinued operations —
differencesin definition and
timing of remeasurement.
Accounting for costs
associated with exit or
disposal activities.
Inventories— idle capacity and
spoilage.

Distinction between changes
in accounting policies and
changes in accounting
estimates.

Income taxes —differencesin
application of the temporary
difference approach to
accounting for income taxes.
Financial reporting in
hyperinflationary economies.
Joint ventures— differencesin
definition and use of
proportionate consolidation.
Interim financial reporting —
discrete period vs. integral
approach.

Research and development —
capitalisation of development
costs to be capitalised under
certain circumstances.

IASB AND FASB REACH AGREEMENT ON
CONVERGENCE

The International Accounting Standards Board and the US Financial
Accounting Standards Board have jointly issued a Memorandum of
Understanding, marking a significant step toward formalising their
commitment to the convergence of US GAAP and International Financial
Reporting Standards. The IASB and the FASB presented the agreement to
the chairs of leading national standard setters at a two-day meeting in
London on 2829 October 2002. The Memorandum of Understanding is the
result of an agreement reached by the two boards at their joint meeting in
Norwalk, Connecticut, USA on 18 September 2002. At that meeting, they
each acknowledged their commitment to the development of high-quality,
compatible accounting standards that could be used for both domestic and
cross-border financial reporting. Both the FASB and IASB pledged to use
their best efforts (a) to make their existing financial reporting standards fully
compatible as soon as is practicable and (b) to coordinate their future work
programmes to ensure that once achieved, compatibility is maintained. To
achieve compatibility, the FASB and IASB have agreed, as a matter of high
priority, to:

U undertake a short-term project aimed at removing a variety of
individual differences between US GAAP and International Financial
Reporting Standards,
U remove other differences between IFRSs and US GAAP that will
remain at 1 January 2005, through coordination of their future work
programmes, that is, through the mutual undertaking of discrete,
substantial projects that both Boards would address concurrently;
continue progress on the joint projects that are currently under way; and
encourage their respective interpretative bodies to coordinate their
activities.

(]
d

Numerous organisations announced their support for the agreement,
including the US SEC and the European Commission.

FASB APPROVES AGENDA PROJECT ON CONVERGENCE

The Financial Accounting Standards Board has added to its agenda a short-
term international convergence project that will be conducted jointly with
the International Accounting Standards Board. Additionally, the FASB
voted to authorise its staff to expand its longer-term research project on
international convergence. With respect to the short-term project, the FASB
established a goal of 31 December 2003 for issuance of afinal Statement
that would “ eliminate or reduce many, if not all, of the differences to be
addressed in that project”.

The new US Public Company Accounting Reform and Investor Protection
Act of 2002 (Sarbanes-Oxley Act), enacted in July 2002, permits the SEC to
look to a privatesector accounting standard setter, such as FASB, provided
that the standard-setter “ considers, in adopting accounting principles, the
extent to which international convergence on high quality accounting
standards is necessary or appropriate in the public interest and for the
protection of investors.”

Deloitte Touche Tohmatsu
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You can find IFAC’s newsrelease
at www.ifac.org/News/

The |AASB’s proposals can be
downloaded (total of three
documents) from the Board's web
site:

www.ifac.org/l AASB/

Download the exposure draft from
IAASB’s web site:
www.ifac.org/lAASB/.

You will find the pressrelease
announcing the formation and
terms of reference of the task force
here:

www.iasplus.com/

resour celifactf.pdf

IFRS-RELATED NEWS FROM IFAC
IFAC HONOURS SIR BRYAN CARSBERG

The International Federation of Accountants has presented itsprestigious
Sempier Award to Sir Bryan Carsberg, former Secretary-General of the
IASC. The award recognises an outstanding leader who has made
significant contributions to the development of the international
accountancy profession over a period of years. As Secretary -General of the
IASC from 1995 to 2001, Sir Bryan led the completion of a core body of
Standards that has subsequently been endorsed by 10SCO and adopted by
the European Union. He iswidely recognised for his commitment to
promoting worldwide convergence of those standards.

RESTRUCTURING OF INTERNATIONAL AUDITING STANDARDS

The International Auditing and Assurance Standards Board (IAASB) has
issued an Exposure Draft inviting comment on IAASB’s Proposed Terms of
Reference; the Preface to the International Standards on Quality Control,
Auditing, Assurance, and Related Services; and Operations Policy No 1—
Bold Type Lettering. Comments are due 28 February 2003. The lAASB is
proposing to restructure the Auditing and Assurance Handbook to include
four separate sections covering:

U Quality control. The documents in this section would be called
International Standards on Quality Control (ISQCs). They would
address firm-wide quality control issues while |SAs and | SAEs will
address engagement specific quality control matters.

U Auditsand reviews of historic financial information. The
documents inthis section would continue to be called International
Standards on Auditing (I1SAs) and International Auditing Practice
Statements (1APSS).

U Assurance engagements on other subject matters. The documentsin
this section would be called International Stardards on Assurance
Engagements (ISAES), and in time, if needed, International Assurance
Engagement Practice Statements (IAEPSSs) could be added.

U Related services. The documentsin this section would be called
International Standards on Related Services (ISRSs), and over time, if
needed, International Related Services Practice Statements (IRSPSs)
could be added.

IAASB EXPOSURE DRAFT ON COMPLIANCE WITH IFRS

The International Auditing and Assurance Standards Board has proposed
new guidance designed to clarify when financial statements arein full
compliance with International Financial Reporting Standards (IFRSs). The
exposure draft of an International Auditing Practice Statement (IAPS),
Reporting on Compliance with International Financial Reporting Standards,
makes clear that when an entity refers to compliance with IFRSs, auditors
should issue an audit report with an unqualified opinion only if the entity
complies fully with all applicable IFRSs.

IFAC WILL STUDY CONFIDENCE IN FINANCIAL REPORTING

The International Federation of Accountants has appointed a Task Force to
address Rebuilding Public Confidence in Financial Reporting. The task
force will identify and analyse the causes of the loss of credibility, and
consider alternative courses of action to restore credibility. These may
include recommendations on principles of best practice in the areas of
financial and business reporting, corporate governance, and auditor
performance. The task force will be chaired by John Crow, former
Governor of the Bank of Canada, and includes representatives from
company management, boards of directors, the investment community, and
the accountancy profession. They expect to issue their report in mid-2003.

Deloitte Touche Tohmatsu
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IASB’s pressrelease:
www.iasplus.com/
pressrel/2002tr 04. pdf

The 19 IASCF Trustees have
responsibility to appoint the
members of the |ASB and |FRIC,
review their strategy and budget,
approve their operating
procedures, and approve
amendmentsto the |ASC
constitution.

You can find moreinformation on
the pages of the International
Accounting Section on the
American Accounting
Association’s web site:
www.aaa-edu.org.

More information:
www.xbrl.org.

KEN WILD OF DELOITTE & TOUCHE (UK) IS
APPOINTED TO IFRIC

Ken Wild, Global IAS Leader for Deloitte Touche Tohmatsu and a partner
in Deloitte & Touche (United Kingdom), has been appointed to the
International Financial Reporting Interpretations Committee (IFRIC). Ken
joined Deloitte & Touche in 1980 and was made a Partner in 1984. Heisa
member of the UK Accounting Standards Board and a member of its Public
Sector and Na-for-Profit Committees. Heis aso a member of the Financial
Reporting Advisory Board to the UK Treasury. On IFRIC, Ken replaces
John T. Smith of Deloitte & Touche (USA), who recently became a member
of the International Accounting Standards Board.

TWO NEW IASC FOUNDATION TRUSTEES
APPOINTED

Max Kley, Deputy Chairman, BASF AG, and Dennis Weatherstone, former
Chairman, J.P. Morgan & Co., have been appointed to the Board of Trustees
of the IASC Foundation effective 1 January 2003. They fill the vacancies
left by the departures of Hilmar Kopper and William Steere, respectively.

IASB HIGHLY VISIBLE AT WORLD CONGRESS

The IASB was highly visible at the 16" world Congress of Accountants,
held in Hong Kong on 18-21 November 2002. |ASC Foundation Chairman
Paul Volcker and IASB Chairman Sir David Tweedi e were both speakers at
the opening plenary session. Mr. Volcker spoke on Accounting,
Accountants, and Accountability in an Integrated World Economy. Sir
David spoke on The Accounting Language of the 215 Century. IAS/IFRS
were also widely discussed by other plenary speakers and at a number of
workshops.

NEW JOURNAL OF INTERNATIONAL ACCOUNTING
RESEARCH

The International Accounting Section of the American Accounting
Association has published the inaugural edition of its new annual journal,
The Journal of International Accounting Research. The journal aims to
publish articles that increase understanding of the development and use of
international accounting and reporting practices or attempt to improve
extant practices. International accounting is broadly interpreted to include
the reporting of international economic transactions; the study of differences
among practices across countries; the study of interesting institutional and
cultural factors that shape practicesin a single country but have
international implications; and the effect of international accounting
practices on users.

IFRS XBRL TAXONOMY IS PUBLISHED

The XBRL International Steering Committee has released the IAS Primary
Financial Statements Taxonomy as an approved XBRL Recommendation.
The Committee has also released, as a Public Working Draft, the IAS
Explanatory Disclosures and Accounting Policies Taxonomy. Both
taxonomies are available on the Internet from the XBRL Organisation
Taxonomy Resource Centre.

Deloitte Touche Tohmatsu
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An observer from Deloitte Touche
Tohmatsu attends every | ASB

meeting, and we publish the

Board’s tentative decisions on our
web site, www.iasplus.com, usually

the next day.

The US Financial Accounting

Standards Board has recently

added to its agenda a project to
identify and eliminate a number of
current differences between US
GAAP and IFRS. See our news

story on page 5.

IASB AGENDA PROJECT UPDATES

On the next several pages, we note some of the key decisions made by the
Board in the fourth quarter of 2002 on some of its agenda projects in
addition to business combinations and share-based payment, which are
discussed earlier in this newsletter. More detailed project information can
be found on our web site and on the IASB’s web site.

PROJECT UPDATE: CONVERGENCE TOPICS -
PENSIONS

The Board has tentatively decided to eliminate the ‘ corridor’ approach in
IAS 19, Employee Benefits, and require that the actual return on plan assets
be recognised in the performance statement. At the same time, the Board
has decided to propose a multi-column performance statement that separates
income from current period operations from remeasurements (see our story
on page 11). The Board has tentatively agreed on the following presentation
relating to pensionsin the two-column performance statement:

Income and Expenses
Other than
Remeasurements

Remeasurement

Actuarial gains and

Service Costs losses on the pension

_ liability

Business

operations Actual return on plan
assets (similar to other
assets held by the
company)

Financing Interest Costs

As aresult of this decision, an entity must decide whether the pension assets
are available for sale, held for trading, or held to maturity at the purchase
date. The change in the value of pension assets would be accounted for
similarly to respective assets held outside of the pension plan under IAS 39,
Financial Instruments: Recognition and M easurement.

The Board reiterated its earlier tentative decision that pension assets and
liabilities should be reported on anet basis on the balance sheet.

The Board tentatively decided to amend the definition of a defined benefit
plan to encompass any plan where the employer may have an obligation in
the future, thus reclassifying certain plans that are currently categorised as
defined contribution plans under 1AS 19.

Certain defined contribution plans provide the participants with the
opportunity to share in the contributions forfeited by people who leave the
plan. In many cases an employer will have the ability to reduce future
contributions as a result of the forfeited benefits to date. The Board
concluded that the ability to reduce future contributions is an asset that
should be recorded at its present value with the offset to pension expense for
the period.

Deloitte Touche Tohmatsu
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Link tothe Deloitte Touche
Tohmatsu comment letter to |ASB
on the First-Time Application
exposure draft:

www.iasplus.com/
dttletr/edfta0210.pdf

You can download our letter of
comment to the | ASB at:
www.iasplus.com/
dttletr/3239rev.pdf

PROJECT UPDATE: ED 1, FIRST-TIME APPLICATION
OF IFRS

On 31 July 2002, the IASB issued Exposure Draft 1, First-Time Application
of IFRS. Comments were due 31 October. ED 1 would allow an entity to
restate information by applying either:

U Theexisting SIC 8 approach. This approach requires retrospective
restatement using the Standar ds applicable at the date of transactions
(and their subsequent revisions and transitional provisions if
applicable); however, that the exception to restatement because “the
amount cannot be reasonably determined” will not be available; or

4 An “opening balance sheet approach”. Under this approach, an
entity is required to use every |FRS current at the end of the reporting
period inwhich it first adopts IFRS. At least one year of comparative
information prepared using those same |FRSsis required.

First-time adopters of IFRSs must disclose how the transition to IFRS
affected the entity’ s financial position, performance, and cash flows.

DELOITTE TOUCHE TOHMATSU COMMENTS ON ED 1

Overall, Deloitte Touche Tohmatsu supports the opening balance sheet
approach of ED 1. We believe the approach addresses the practical
problems of applying the previous requirements under SIC 8, First-Time
Application of |ASs as the Primary Basis of Accounting, and the IASB has
accomplished its objective of ensuring that an entity’ sfirst IFRS financial
statements contain high quality information. Nonetheless, our review of
ED1 identified a number of issues that arise from applying the different
options and exemptions under the opening balance sheet approach that we
believe should be addressed by the IASB. Y ou can download the DTT
comment letter (and all of our earlier comment letters to IASB and IASC) at
www.iasplus.com.

PROJECT UPDATE: EXPOSURE DRAFT ON
AMENDMENTS TO IAS 32 AND IAS 39

In July 2002, the IASB proposed some major changesto IAS 32 and IAS 39
on financial instruments. The principal changes would:

Q Allow an entity to designate any financial instrument (including its own
outstanding debt) irrevocably at initial recognition as an instrument to
be measured at fair value, with changes in fair value recognised in
profit or loss.

O Allow an entity to designate any originated loans and receivables as
available for sale, resulting in measuring them at fair value in the
balance sheet.

O Requirethat al fair value changes for available for-sale financial
instruments be recognised as a separate component of equity, with
‘recycling’ through net profit or loss when the financial asset is sold
(the option to recognise such fair value changes immediately in net
profit or loss would be eliminated).

O Add guidance for recognising impairment losses in groups of loans.

O Prohibit reversal of impairment losses previously recognised for
availablefor-sale financial assets.

Q Treat hedges of firm commitments as fair value hedges rather than as
cash flow hedges.

Q Prohibit ‘basis adjustment’ for hedges of forecasted transactions,
though continue to require basis adjustment for fair value hedges.

O Establish the principle of ‘no continuing involvement’ for deciding
whether afinancial asset should be derecognised. Derecognition would
not be permitted to the extent that the entity could, or could be required
to, reacquire control of the transferred asset, or could receive or be
required to pay compensation based on the performance of the asset.

Deloitte Touche Tohmatsu
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PROJECT UPDATE: AMENDMENTS TO IAS 32 AND IAS 39,
continued

DELOITTE TOUCHE TOHMATSU COMMENTS ON THE
EXPOSURE DRAFT

Overall, Deloitte Touche Tohmatsu believes that the amendments would
make the standards clearer and easier to consistently implement. The
amendments al so would increase the quality of financial reporting for
financial instruments under IFRS.

Nonetheless, our review of the Exposure Draft identified a number of
significant issues that we believe should be addressed by the IASB before
the revisions are finalised. In some cases, we were able to identify potential
alternativ e solutions for the Board' s consideration. Our comments are
organised into the following areas:

U General commentson scope. Webelieveit isvery important for the
scopes of IAS 32 and IAS 39 to be the same. There may be some areas
in which alack of clear delineation of what is considered within or
outside the scope may cause confusion or raise questions.

U Commentson IAS 32, Financial I nstruments: Disclosure and
Presentation. We provide our responses to the questions posed in the
Invitation to Comment and suggest an alternative approach to
determining classification of derivatives on an entity’s own shares. We
also provide specific comments on the following parts of the Exposure
Draft: summary of main changes, scope, definitions, liability-equity
presertation, classification of compound instruments, transactionsin an
entity’s own equity instruments, offsetting, disclosures, and the
appendices.

U Commentson |AS 39, Financial | nstruments: Recognition and
M easurement. We provide our responses to the questi ons posed in the
Invitation to Comment and suggest an alternative approach to the
accounting for assets and liabilities associated with the failure of an
asset transfer to qualify for derecognition. We also provide specific
comments on the following topics in the Exposure Draft, among others:
financial guarantees, derecognition, impairment, recognition of gains
and losses related to hedging activities, and embedded derivatives.

PUBLIC FORUMS ON PROPOSED CHANGES TO IAS 32 AND 39

The IASB has announced that the comments received on its proposed
amendmentsto IAS 32 and IAS 39 * have represented a wide range of
opinion and raised numerous questions’. Consequently, the IASB will hold
a series of public roundtable forums to discuss the proposed amendments
withthose who provided comments on the proposals. The forums will
begin with the IASB’ s Standards Advisory Council on 24-25 February 2003
and continue, during the week of 10 March 2003, with other respondents.
The IASB decided to host roundtable discussions following their review of
more than 150 comment |etters regarding the proposals.

NEW TIMETABLE FOR ISSUING REVISED IAS 32 AND 39

The lASB hasindicated that it now plansto issueitsfinal revisionsto IAS
32 and IAS 39 in the second half of 2003.

COMMENT LETTERS TO IASB ON PROPOSED AMENDMENTS
TO IAS 32 AND IAS 39 CAN BE DOWNLOADED

The IASB has posted on its web site (www.iasb.org.uk) 142 comment
letters it has received on its proposed amendments to IAS 32 and 1AS 39,
plus another 24 |etters that were sent to the UK Accounting Standards
Board.

Deloitte Touche Tohmatsu
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The replacement for 1AS 30 will
focus on activities (deposit-taking,
lending, and securities business)
regardless of the type of entity that
undertakes those activities.

Key principles that the Board has
adopted in its Performance
Reporting project:

O A single performance
statement reflecting all
changesin net assets during
the period other than
transactions with owners.

No recycling.

Performance should not be

based on a notion of
realisation.

4 Distinguish between trading
gains and holding gains.

U Report operating gains/losses

separately from financing
gaing/losses.

U Categorise changesin fair
values of assets based on
causes of the change.

U Extraordinary item category
should be abolished.

PROJECT UPDATE: ACTIVITIES OF FINANCIAL
INSTITUTIONS

The IASB’s advisory committee on disclosure of financial activities has
recommended:

O afinancial risk disclosure principle and requirements applicable to all
entities, including disclosure of:
— credit risk;
— quality of assets — past due and impaired financial assets;
— liquidity risk; and
— market risk;
U balance sheet and income statement disclosure requirements; and
4 aplanfor moving the project forward.

The Board expressed general support for the advisory committee’s
recommendations.

The advisory committee had recommended certain operational risk disclosures
that the Board concluded would better be addressed in the IASB’ s planned
project on narrative reporting (MD&A).

The IASB plans to issue an Exposure Draft on Activities of Financial
Institutions in the second quarter of 2003, with afinal Standard now planned
for some time in 2004.

PROJECT UPDATE: PERFORMANCE REPORTING

The following represents the Board' s tentative thinking about the format of
the performance statement:

Column1 Column 2 Column 3
Total Income and Income and
(Column 2 + Expenses Expenses
Column 3) Other than Resulting from
Remeasurements | Revisions to Prior
Expectations about
Future Periods
(Remeasurements
Operations | XXX XXX | XXX
Financing and
Investing XXX XXX XXX
Activities
Income Taxes | XXX XXX XXX
Discontinuing
h XXX XXX XXX
Operations
Net Income or
Comprehensi XXX XXX XXX
ve Income

Subtotals within comprehensive income (for example, ‘operating profit’) will
be prohibited except when they are subtotals of other amounts required to be
displayed on the face. The Board will consider how to report per share
amountsin the future.

Deloitte Touche Tohmatsu
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In May 2002, the |ASB decided to
split the insurance contracts
project intotwo phases, so that
European (and other) insurance
companies that will be adopting
IFRSfor the first time as of 2005
will have some guidance on how to
apply existing |ASs and IFRSs to
insurance contracts. Phasell isa
comprehensive project on
accounting for insurance
contracts taking a fresh look at all
issues.

An Exposure Draft on Phasel is
planned for the first quarter of
2003, with a final IFRS in 2004.
The |ASB has not yet set a
timetable for Phasel .

PROJECT UPDATE: INSURANCE CONTRACTS —
PHASE |

Phase | is addressing how to apply existing IAS to accounting for insurance
contract. Tentative decisionsto date:

Definition of insurance contract. The Board is using the following
working definition:

An insurance contract is a contract under which one party (the
insurer) accepts significant insurance risk by agreeing with
another party (the policyholder) to compensate the policyhol der
or other beneficiary if a specified uncertain future event (the
insured event) adversely affects the policyholder or other
beneficiary (other than an event that is only a change in one or
more of a specified interest rate, security price, commaodity price,
foreign exchange rate, index of prices or rates, a credit rating or
credit index, or other variable).

Once the defirition isfinalised, it will replace the definition of insurance or
insurance contracts in other Standards.

Insurableinterest. For acontract to be classified as an insurance contract,
there must be an insurable interest at inception of the contract. |f a payment
under the contract is not linked to an actual |oss, the contract would not be
an insurance contract but would most likely be a financia instrument.

Insurablerisk. To qualify as an insurance contract, there should be a
reasonable chance of insurance risk arising. Thiswill be defined based on
factors such as the probability of the risk arising, and the possible amount of
the effect.

Reinsurance. Reinsurance contracts will be treated as insurance contracts
subject to their meeting the definition. No special treatment is proposed for
reinsurance contracts.

Reclassifications. A contact will be treated as an insurance contract from
when it meets the definition of an insurance contract and for aslong as it
meets the definition.

Scope exclusgons. The Board tentatively agreed that the following would
be excluded from the scope of insurance contracts:

financial guarantees, including credit insurance;

product warranties issued directly by a manufacturer, dealer, or retailer.
Thoseissued by athird party would beincluded;

employers assets and liabilities under employee benefit plans,
including equity compensation plans;

retirement benefit obligations reported by defined benefit plans;
contingent consideration payable or receivable in abusiness
combination;

contractual rights or contractual obligations that are contingent on the
future use of, or right to use, anon-financial item (for example, certain
licence fees, royalties, contingent lease payments, and similar items), as
well as alessee's residua value guarantees embedded in a finance
lease. Residual value guarantees under operating leases would be
classified as insurance contracts;

U contracts for which the issuer is permitted or required to settle its
obligations by:

— acquiring new financial liabilities or equity instruments to be issued
by the holder of the contract if the insured event occurs, or

— issuing equity instruments as defined in IAS 32.

O OO0 O OO

Recognition and measurement. The Board agreed that insurance contracts
should be exempted from paragraphs 5 and 6 of IAS 8, Accounting Policies,
Changes in Accounting Estimates and Errors, as proposed in the ED on the
Improvements Project, which state how accounting policies should be
determined in the absence of a Standard.
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PROJECT UPDATE: INSURANCE CONTRACTS - PHASE I,
continued

Existing practices:

U Catastrophe provisions. Will not be allowed.

U Lossrecognition costs. It isproposed that if thereis aloss recognition
requirement in local GAAP that does not smooth the effect of the loss
and that is based on a current estimate of future cash flows, that
requirement should be applied. Otherwise IAS 37 should be applied to
determine a minimum liability.

U Embedded value. If it is acceptable in local GAAP, then it can be
used.

U Offsetting of reinsurance. Reinsurance should be accounted for on a
gross basis and not offset.

U Effect of reinsurance on measurement. The taking of reinsurance
would not change the measurement basis of the original insurance
contract, but it may provide greater information in determining
measurement.

O Uniform accounting policies. An entity’s use of uniform accounting
policies for al insurance contracts will not be required if its past
practice has been otherwise; but there will be arequirement to disclose
the different components subject to the differing policies.

The Board'stimetable calls for PROJECT UPDATE: IMPROVEMENTS TO IAS
final revised Standards to be
issued during the first quarter of The Board received over 150 letters of comment on the Exposure Draft. It

2003. has begun its reconsideration of the proposalsin the ED. The following
tentative decisions have been made to date:

Improvementsto IAS 1
The Board decided tentatively not to modify the following proposals:

U Override. If an entity believes that a ‘true and fair override’ is
appropriate but local law prohibits the override, the entity would not
override the IFRS in question. However, disclosure would be required.

Q Extraordinary items. The category of extraordinary items will be
abolished.

U Debt classification. A post-balance sheet agreement to refinance a
short-term obligation on alongterm basis (more than 12 months) does
not justify classifying the short-term obligation as non-current
(disclosure of the agreement will be required).

U Debt classification. If aborrowing agreement has a covenant that
makes a liability payable on demand if certain conditions related to the
borrower’ s financial position are breached, and those conditions are
breached (without a waiver) at the balancesheet date, the liability is
classified as current, even if corrected after balance sheet date.

U Disclosure of judgements. Significant judgements made by
management in applying accounting policies should be disclosed.

U Disclosure of key assumptions. K g/ assumptions about the future and
other sources of measurement uncertainty should be disclosed.

Improvementsto |AS 16

U Exchanges of similar items of property, plant, and equipment and
intangibles should be measured at fair value, with gain or loss
recognised. The gross proceeds should not be reported as revenue.

O The Board decided to modify its proposal that depreciation should
continue when a depreciable asset becomes temporarily idle or is retired
from active use and held for disposal. Under the modif ied approach,
depreciation would continue unless the asset (a) is not being used, (b) is
held for disposal, and (c) is available for immediate delivery to a buyer.
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PROJECT UPDATE: IMPROVEMENTS TO IAS, continued
Improvementsto IAS 17 and 1AS 40
The Board did not change its proposals regarding leases of land. Therefore:

U A leaseof land and building(s) should be separated into two elements —
lease of land and lease of building(s).

U A property interest held under an operating lease can be classified as
investment property provided that the rest of the definition of
investment property is met and the lessee uses the fair value model as
set out in IAS 40.27-49.

A lessor will be required to capitalise and amortise over the lease term any
incremental initial direct costs. The current IAS 17 option of immediate
expensing will be eliminated.

Though commentators raised a number of other issues relating to IAS 17,
the Board decided not to address any of them as part of the Improvements
Project. It also decided not to consider, in the Improvements Project,
whether to eliminate the choice in IAS 40 between the cost model and the
fair value model.

Improvements |AS 27

40 Exemption from presenting consolidated financial statements. The
Board agreed that where a pattially owned subsidiary does not prepare
consolidated financial statements, the approval required from the
minority would be worded so that it applies where an objection from a
minority shareholder is received.

O Publicly traded. Certain commentators requested clarification of the
words “its securities are not publicly traded” and “in the process of
issuing securities in public securities markets’ used in conjunction with
the above exemption. The Board agreed to develop more detailed
explanations of “secuities” and “publicly traded”.

U Parent company financial statements. The Board agreed to retain the
proposed accounting for subsidiaries in parent company financial
statements. Disclosure of the names of significant subsidiaries would
be required in parent company financial statements

OQ Temporary control. The Board concluded that extending the
temporary control exemption beyond 12 months was not appropriate
except where the sale of an acquired subsidiary was required by a
competition authority and the necessary permission to sell was delayed
beyond 12 months.

U Unduecost and effort. Some commentators expressed concern about
the use of the words “undue cost and effort” and “impracticable” in
standards. The Board agreed to develop explanations as to the intended
meaning of these words.

Improvements |AS 28

O Venturecapital organisations. The Board reaffirmed that investments
in associates by a venture capital organisation meet the definition of
“held for trading” and the change in fair value of such investments
should be reported in the income statement.

O Long-term receivables. The Board agreed that long-term receivables
should be excluded from the investment in an associate unless the
receivable isin substance part of the investment in the associate. Itwas
noted that where the associate incurs losses, these would be used to
reduce such receivables, which would then also be subject to the
impairment reguirements of IAS 39.

U Timeliness of information. If an investor is unable to obtain financia
information for the associate that is within three months of the
investor’ s reporting date, the investor may not have “significant
influence”. Therefore, the investor should consider measuring the
investment at fair value with value changes reported in income.
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IFRIC news on our web site: IFRIC UPDATE

www.iasplus.com/ ) )
interpg/interps.htm The table below and on the three following pages summarises the status of

the various projects that are on the agenda of the International Financial
Reporting Interpretations Committee as of 31 December 2002.

| UPDATE OF IFRIC AGENDA ITEMS AND DISCUSSIONS - Page 1 of 4

a

a

a

Financial instruments - distributions at the discretion of the issuer

IAS 19 Employee benefits- limitation on recognition of the asset

Variousrevenue-recognition issues

In deciding whether to classify an instrument as aliability or as minority interest in group financial
statements, rights and obligations of all parties in the group are considered, not just the rights and
obligations of the entity within the group that issued the instrument. So, for example, if a subsidary issues
an instrument and its parent agrees directly with the holders of the instrument additional terms (such as a
guarantee) that could affect whether distributions are judged to be discretionary, those additional terms
must be considered. The IFRIC agreed to ask the |ASB to consider rewording |AS 32.17 to clarify this
point as part of the project on Improvementsto IAS 32.

A pension asset recognised by an employer is limited to thepresent value of any economic benefits
available in the form of refunds from the plan and reductions in future contributions to the plan. An
interpretation would provide guidance on measuring that present value. Accordingly, thisissue would
address the following questions about the asset ceiling test in IAS 19.58(b)(ii):

1. How should the present value of any economic benefits available in the form of refunds to the entity
from a defined benefit plan be calculated?

2. How should the present value of any economic benefits available in the form of reductionsin future
contributions by an entity to a defined benefit plan be calculated?

IFRIC noted an inconsistency in the definition of an asset in the IASB Framework (which requires an
entity to have aright to the benefits from an asset) and in the basis for the asset ceiling in IAS 19 (which
does not require the entity to have an absolute right but rather alikelihood of obtaining benefits). Because
of thisinconsistency, IFRIC decided not to issue an irterpretation but, rather, to draw theissueto the
Board’ s attention.

Framework —earning processvs. liability definition. To what extent should revenue recognition be
determined by (a) the notion of completion of an earning process or (b) the definition of aliability. IFRIC
members generally agreed that under the IASB Framework, revenue recognition is driven by recognition
of assets and liabilities (a balance sheet approach), whereas |AS 18, Revenue, looks to the eaning process
as the driver of revenue recognition. IFRIC expectsto provide its viewsto the IASB asinput to IASB’s
project on liabilities and revenue recognition.

Sale of goods with right of return. When can an entity reliably estimate returns, andhow to determine
whether (and to what extent) revenue should be recognised. In particular, how does aright of return
interact with the revenue recognition condition that the buyer has received the significant risks and rewards
of ownership.

Barter transactions. Under |AS 18.12, revenue is not recognised when goods or services are exchanged
or swapped for other goods or services of asimilar nature and value. IFRIC is considering how that
principle relates to recognition of revenue from barter transactions.

Multiple element revenue arrangements. |FRIC considered principles that should be used to identify
the unit(s) of account in a multiple element revenue arrangement. |FRIC discussed two models being used
by the US EITF in its Issue No. 00-21, Accounting for Revenue Arrangements with Multiple Deliverables.
IFRIC agreed to continue to follow progress of the EITF. It will also continue to consider two other
revenue recognition issues: loyalty programmes and sales with specified tradein rights.
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| UPDATE OF IFRIC AGENDA ITEMS AND DISCUSSIONS — Page 2 of 4

a

a

a

a

a

a

a

Transactions with owners and common control transactions

Financial instruments —economic compulsion

Linkage of transactions

Rights of use of assets

IFRIC is discussing whether transactions with owners and common control transactions should be
accounted for on afair value basis or histaical cost basis.

Concepts discussed: (1) The reporting entity is distinct from its owners. (2) Equity is aresidua interest in
the assets of the entity after deducting all of its liabilities; measurement of equity depends on measurement
of assets and liabilities.

IFRIC plans to submit its views to the |ASB rather than issue an interpretation.

IFRIC is discussing whether and how economic compulsion should be considered in classifying a financial
instrument as a liability or equity. The IFRIC is considering the IASB’s proposal to delete the economic
compulsion example contained in |AS 32.22.

IFRIC agreed that an instrument whose legal form does not give rise to an obligation might implicitly
obligate (‘economically compel’) an entity due to the way its terms and conditions operate. |FRIC will
transmit its conclusions to the IASB as input to the IASB project to improve IAS 32.

Entities sometimes enter into two or more transactions or contracts where the accounting treatment varies
depending on whether the transactions/contracts are accounted for separately or together. IFRICis
discussing whether, in some circumstances, it is necessary to look at the overall effect of the contracts,
taken together, to determine the ‘ correct’ accounting treatment.

IFRIC has tentatively agreed on the following points:

— It is necessary to consider all of the terms and conditions of an arrangement and their effect when
determining the appropriate accounting treatment.

— If aright or obligation is nonsubstantive— that is, it has no practical effect —it should have no effect on
the accounting treatment.

— When one contract (or feature of a contract) completely offsets another, the combination should be
viewed as having no effect.

— The form of atransaction does not affect whether transactions should be linked or the consequent
accounting treatment. Similarly, the fact that rights and obligations are contained in two or more contracts
as opposed to one should not affect the accounting treatment.

— When atransaction is priced on off-market terms, this indicates that there is another feature or
transaction that needs to be identified and that the transactions may need to be linked. However, itisnot
necessary that transactions are at off-market prices before linkage needs to be considered.

— When preparing consolidated accounts, transactions with different companies in the same group may
need to be linked when accounting for the combination from the perspective of the group. This reflects the
basic principle of consolidation that group financial statements reflect transactions entered into by the
various members of the group as those of a single economic entity.

— When a Standard or Interpretation applies to two or more linked contracts in their entirety, that
Standard or Interpretation should take precedence over the requirements set out above.

The issue is whether certain rights to use assets (for instance, in outsourcing arrangements) should be
accounted for as assets under afinance lease. Three key questions are (1) whether the asset in the
arrangement must be explicitly specified in the agreement, or can it be implicit; (2) must the right to use an
asset be an exclusive right; and (3) can the asset be a component of a larger asset.

IFRIC will develop an interpretation with examples that will clearly distinguish a lease from a service
contract. Rights of use that result in derivatives or intangibles would be excluded. IFRIC will also
consider adding to its agenda, as separate projects, related issues such as (a) guarantees inherent in take-or-
pay contracts, (b) asset componentisation, and (c) the distinction between alease and a derivative.

The staff plans to send a pre-ballot draft to the members to be further discussed at the February 2003
IFRIC meeting. The draft would state that a contract should be considered alease if all three of the
following criteria met:

— the arrangement depends on a specific item of property, plant, or equipment (‘ the asset’)

— the entity obtains control over that asset; and

— the entity in substance pays for its right to use the asset and is obliged to pay whether or not it needs the
asset.
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| UPDATE OF IFRIC AGENDA ITEMS AND DISCUSSIONS - Page 3 of 4

Derivatives on interestsin subsidiaries, associates, and joint ventures

U Anentity that has a subsidiary, associate, or joint venture may enter into a contract (such as aforward, or a
put or call option) either to buy some of the sharesin the investee that it does not already own or,
aternatively, to sell some of the sharesit already owns. How should such derivatives be accounted for?

U Key issues are (1) whether transactions between the majority owner of a subsidiary and the minority
interest give rise to gains and losses and (2) equity vs. liability classification of contracts on an entity’s
own equity. IFRIC will consider whether to develop an interpretation or, alternatively, to provide input to
the IASB for IASB’s project on improvementsto IAS 32 and IAS 39.

U IFRIC has discussed the Board’ s decisions in the Improvements Project to classify minority interest in
equity and on classifying derivatives on own equity instruments as equity or assets/liabilities. IFRIC
expressed concern about the implications of those decisions, particularly non-recognition of changesin the
fair value of derivatives on interests in subsidiaries, and agreed to communicate its concerns to the |ASB.

Emission rights

U Theissueis how to accaunt for schemes that are based on a ‘cap and trade’ model whereby participants are
allocated (typically by a government body) emissions rights equal to a‘cap’ (that is, a target level of
emissions) and are permitted to trade those emission rights.

U The staff has proposed that on receipt of the rights, the entity should recognise an asset gross of any
liability. They further proposed that the asset should be classified as an intangible asset and that intangible
assets tradable in an active market should be remeasured at each reporting date to fair value, with gains
and losses recorded in profit and loss. An alternate proposal also discussed was that the asset could be
classified as afinancial asset asit is tradable and readily convertible into cash and could be analogised to a
government bond. The majority of IFRIC supports the view that:

— an asset should be recognised when the rights were received, and that it should be classified as an
intangible asset;

— the asset should initially be recognised at cost, if there was a cost, or at fair value if there was no initial
cost;

— the asset should not be subseguently remeasured at fair value; however they noted the staff’s concerns
around potential mismatches between recording the asset at cost and remeasuring to fair value at each
reporting date any emission liabilities recognised under 1AS 37;

— when an asset is recognised, aliability should be recognised in the amount of the minimum obligation
assumed by accepting the asset;

— these would differ in each situation, and consequently the asset and liability would not necessarily be
recognised initially at the same value. To the extent the initial values of the asset and liability differed,
IFRIC believed the remaining credit should be treated as deferred inco me under |AS 20, Accounting for
Government Grants and Disclosure of Government Assistance.

Possible amendment of SIC 12

U The Board has recently begun a project on consolidation policies and practices, including their application
to special purpose entities (SPES). That project is likely to result in a replacement of both IAS 27 and SIC
12 in due course. The Board has asked IFRIC to consider whether an appropriate interim solution would
be for IFRIC to make alimited amendment to SIC 12 to clarify that a “majority” of benefits or risksis
intended to refer to exposure to the mgjority of the variability of expected economic outcome (rather than
the absolute economic outcome).

Non-cash dividends

U Theissue is whether non-cash dividends should be measured at fair value or carrying amount.
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| UPDATE OF IFRIC AGENDA ITEMS AND DISCUSSIONS — Page 4 of 4

Decommissioning funds

U Some companies have obligations to decommission assets or for environmental rehabilitation that are
recognised as provisions under IAS 37, Provisions, Contingent Liabilities and Contingent Assets. In some

the minimum guarantee.

criteria.

cases, the company contributes to a fund established to meet the costs of the decommissioning or
environmental rehabilitation. The fund may be set up to meet the decommissioning costs of asingle
contributor or for several contributors. The initial discussion focused on the following four main
accounting issues related to the contributor:

1. Should such funds be consolidated by contributors? IFRIC has generally agreed that al the relevant
factors should be considered to determine whether an entity applies IAS 27, 28, or 31 and all
respective SIC interpretations, particularly SIC 12.

2. If the funds are not consolidated, do they giveriseto (a) a net asset or liability (the attributable fund
assets offset by the decommissioning obligation) or (b) a separate asset (rights to fund assets) and a
liability (the decommissioning obligation)?

3. Sometimes, if the contributor becomes bankrupt and is unable to make its scheduled contributions,
the future contributions of all other contributors areincreased. If so, what is the nature of the
potential additional liability that will arise on the bankruptcy of another contributor?

4. If aseparate asset is recognised under issue 2 above, what is the nature of that asset?

IAS 37 - Changesin decommissioning liabilities

U0 ThelFRIC is considering the accounting treatment for the following certain changes in decommissioning
provisions: (@) changes in the discount rate as defined in paragraph 47 of IAS 37 and (b) changesin
estimated cash flows. In particular, it is considering whether the effect of the changes should be
capitalised or recognised in profit and loss.

IAS 19 - Money purchase plans with a minimum guaranteed return

O This issue involves accounting for plans that have a stated contribution level but provide a minimum
guaranteed return. Under IAS 19 these would technically be defined as defined benefit plans because of

IAS19 — Multi -employer plan exemption

O ThelFRIC is considering whether to provide guidance for determining how to apply the exemption

You can download the three
papers from the | OSCO web site:
WWW.i0sco.org/

or from the “ Resources’ page on
our web site:

www.iasplus.com/
resource/ref.htm

IOSCO STATEMENTS OF PRINCIPLES ON
DISCLOSURE, INDEPENDENCE, AND OVERSIGHT

The Technical Committee of the International Organization of Securities
Commissions (I0OSCO) has issued statements of principlesto guide
securities regulators in dealing with three critical areas necessary for
investor confidence in securities markets. The principles describe essential
features of regulatory systems requiring transparency and disclosure by
listed entities; the independence of external auditors; and the need for public
oversight of the audit function. The three IOSCO papers are:

Q  Principles for Ongoing Disclosure and Material Devel opment
Reporting by Listed Entities.

U Principles of Auditor Independence and the Role of Corporate
Governance in Monitoring an Auditor’s Independence.

O Principlesfor Auditor Oversight.
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Except for administrative and
personnel matters, all of these
meetings are open to public
observation. Registration forms
are on |ASB’sweb site.

IASC Foundation Trustees have
not yet announced any 2003
meeting dates.

UPCOMING MEETINGS OF IASB, SAC, AND IFRIC

International Accounting Standards Board

22-23 January, London

19-25 February (24 25 February: Meeting with the Standards Advisory
Council), London

19-21 March, London

24 April-2 May (24-25 April: Meeting with National Chairs), London
21-23 May, London

16-20 June (19-20 June: Meeting with the Standards Advisory
Council), Rome

23-25 July, London

17-23 September (22-23 September: Meeting wih National Chairs),
London

22-24 October, Toronto

17-21 November, (20-21 November: Meeting with the Standards
Advisory Council), London

O 17-19 December, London

o000 OO0

OO0 OO0

Standards Advisory Council
a  24-25 February 2002, London
Q 19-20 June, Rome

d 20-21 November, London

International Financial Reporting Interpretations Committee

4-5 February, London

1-2 April, London

1-2 July, London

30-31 July, London

30 September-1 October, London
2-3 December, London

(W iy Iy Sy Wy W
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On our websitewww.iasplus.cam,
we maintain a comprehensive
summary of |AS related events
taking place in Europe. Presented
here are the key events of the past
three months.

Euronext press release:
www.iasplus.com/
resource/euronext0212.pdf

NEWS ABOUT IFRS IN EUROPE

EU AMBASSADOR TO THE UNITED STATES URGES GLOBAL
ACCOUNTING STANDARDS

In a Speech at the European Institute in Washington in December 2002,
Guenter Burghardt, European Union Ambassador to the United States,
spoke about Creating a Transatlantic Securities Market: EU/US Regulatory
Convergence. He supported a market in which investors on both sides of
the Atlantic have access to adequate and timely information based on one
set of principles-based global accounting rules:

The EU will adopt International Accounting Standards from 2005,
greatly reducing the burdens and costs on companies looking to do
business cross-border on the basis of accounts prepared in
accordance with high quality international standards. However,
those looking to do business in the US will still be faced with the
costs of reconciling those accounts to US GAAP standards.

EURONEXT REQUIRES DISCLOSURE OF THE EFFECT OF IFRS
BY MID-2004

Euronext (the pan Europe stock exchange combining the exchanges in
Amsterdam, Brussels, Lisbon, and Paris) has published rules for transition
to IFRS/IAS by its Next Prime and Next Economy listed companies. No
financial information that complies with IFRS will be required for 2003.
However, a company that has not yet adopted IFRS as of the start of 2004 or
earlier will berequired to disclose, in its second quarter financial statements
for 2004 at the latest, information on the effects of applying IFRS on its
opening balance sheet of the year 2004 and on its performance.

EU IFRS ENDORSEMENT PROCESS HAS BEGUN

Adoption of an accounting regulation in European Union in June 2002 did
not, of itself, legally regquire the 7,000 European listed companies to follow
IFRS starting in 2005. Two further steps are required: (1) translation of
IFRS into the European languages and (2) endorsement of the IFRS by a
new Accounting Regulatory Committee established by the European
Commission to give them legal standing in Europe. Both the translation and
endorsement processes are now under way. The EU hasindicated that their
goal for completing both steps is Spring 2003.

EU PARLIAMENT APPROVES NEW ACCOUNTING DIRECTIVES

Early January 2003, the European Parliament voted to approve the proposal
for a Directive amending the EU’ s Accounting Directives. These
amendments will bring the existing rules in the EU further in line with
IFRS. Thisis an important step to be taken in the process of applying IFRS
in the EU by 2005. Several inconsistencies between IFRS and the
Directives are now resolved. Asthe Directives apply to al EU companies,
this will also favour convergence of the reporting of unlisted companies
with that of listed companies, when the latter will apply IFRS.
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Download the report: REPORT ON EUROPEAN COMPANY LAW IS PUBLISHED
www.iasplus.com/

resource/highlevel.pdf The European Commission’s High-Level Group of Company Law Experts

has published its final report on A Modern Regulatory Framework for

Company Law in Europe. The report covers such corpor ate governance

issues as the role of nortexecutive and supervisory directors; management

remuneration; responsibility of management for financial statements; and
auditing practices. The Commission is considering the presentation of an
action plan for company law in early 2003. Among the recommendations:

U Thecosts of al shareincentive schemes should be properly reflected in
the annual accounts.

O The responsibility for supervision of the audit of the company’s
financial statements should lie with acommittee of non-executive or
supervisory directors who are at least in the majority independent.

U The Commission should review the Seventh Company Law Directive's
provisions in the light of the need for better financial disclosure, and
consider whether improvements can be made consistent with
International Accounting Standards.

NEWS FROM THE UNITED STATES

Thefull text of the GAOreportis US GAO ISSUES REPORT ON RESTATEMENTS

?gr?::ble on our web site in two The United States General Accounting Office (GAO) has published a 262-
. page report on Financial Statement Restatements, Trends, Market Impacts,
PDF file (5,270 kb) o .

: Regulatory Responses, and Remaining Challenges. The eight-month study
www.iasplus.com/ . o T . : X
resource/gao0210.pdf identified 885 companies (incl udlng_689 publicly traded (_:om_panles) who
or made a total of 919 restatements during the 52 years ending in June 2002.

: The principal finding isthat, while the number of restating companies
ZIP file of the PDF (3,008 kb) continues to make up asmall percentage of all publicly listed companies
annually, the number of restatements due to accounting irregularities grew
significantly during the 5% years studied. “The proportion of listed
companies on NY SE, Amex, and NASDAQ identified as restating their
financial reports tripled from less than 0.89 percent in 1997 to about 2.5

percent in 2001 and may reach almost 3 percent by the end of 2002.”

From January 1997 through June 2002, about 10% of all listed companies
announced at least one restatement. Share prices of restating companies
dropped by an average of 10% within one day after the restatement was
announced.

www.iasplus.com/
resource/gao0210.zip

Issues involving revenue recognition (misreported or nonreported revenue)
accounted for almost 38% of the 919 announced restatements. |ssues
relating to improper recognition or capitalisation of costs and expenses
accounted for another 16% of the restatements.

WILLIAM DONALDSON WILL HEAD THE US SEC

William Donaldson has been nominated to be the new chairman of the US
Securities and Exchange Commission, replacing Harvey Pitt, who resigned
amid questions relating to the SEC’s effort to select candidates for the five
member Public Company Accounting Oversight Board. Mr. Donaldson co-
founded the investment banking firm Donaldson Lufkin & Jenrette. Hewas
also chairman and CEO of the New York Stock Exchange and of Aetna Inc.
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Mr. Cutler’s remarks:
www.sec.gov/news/
speech/spch121202smc.htm

Mr. Day'sremarks:
www.sec.gov/news/
speech/spch121202jmd.htm

Mr. Day’sremarks:
www.sec.gov/news/
speech/spch121302jmd.htm

The SEC’sregulation can be
found at:

WWW.SEC.gov/
rules/final/33-8099.htm

SEC STAFF PRESENTATIONS AT AICPA SEC CONFERENCE

Among the presentations by senior SEC staff people at the AICPA’s annual
Current SEC |ssues conference that are relevant to the international
accounting community are these:

O Remarksof Stephen M. Cutler, Director of the SEC Division of
Enforcement. Mr. Cutler noted that the SEC has the authority to bring
enforcement actions, both in federal court and administratively, against
accounting firms based on the conduct of individual partners, on
matters other than independence violations. He suggested that while
the Commission has been reluctant to do so in the past, it islikely to be
more aggressive in this area in the future.

U Remarksof Jackson M. Day, Acting Chief Accountant. Ina
presentation titled Changing the Future, Mr. Day addressed the
Sarbanes-Oxley Act; the new Public Company Accounting Oversight
Board; standard setting; the SEC’ s willingness and interest in working
with registrants to resolve issues on atimely basis; and what
accountants can do to change the future and better serve the interests of
investors. On the subject of standard-setting, Mr. Day said: “While |
am on the issue of international accounting, | am going to say just one
thing: If you are a single product domestic manufacturer whose
customers only reside in the U.S. — and you do not believe that
international accounting mattersto you —you should come to the
session tomorrow on international accounting.” [See next item.]

O Another presentation by Jackson M. Day, Acting Chief
Accountant. In apresentation titled International Developments:
Convergence and You, Mr. Day said:

Convergence of accounting standards is the centerpiece of the
efforts to build a global financial reporting infrastructure. And,
the desire for convergence of accounting standards is greater than
ever. Achieving this would greatly aid cross-border investing and
decision-making....

IAS will soon be applied in at least fifteen different countries in
Europe and in other regions of the world. We recognize that
achieving the right balance of sufficiently detailed principles and
base implementation guidance is extremely important. Appropriate
use of national and international interpretative bodies, such as the
Emerging Issues Task Force in the U.S and the International
Financial Reporting Interpretations Committee, or IFRIC, is a
critical element to the success of this effort. While not every
question can be answered, there cannot be fifteen answers to a
pervasive question as well. That would undermine the credibility
of the system.

FOREIGN ISSUERS IN US MUST FILE ELECTRONICALLY

New US rules requiring foreign private issuers and f oreign governments to
file most of their Securities Act and Exchange Act documents on EDGAR
became effective 4 November 2002. EDGAR isthe SEC's Electronic Data
Gathering, Analysis, and Retrieval System.
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FASB's pressreleaseis on our POSSIBLE US MOVE TO PRINCIPLES-BASED STANDARDS
web site:

www.iasplus.com/
pastnews/resour ce/fash0210.pdf
Thefull proposal can be
downloaded at www.fasb.org

The US Financial Accounting Standards Bard has invited comment on a
proposal for a principles-based approach to accounting standard setting.
The proposal discusses how that approach might improve the quality and
transparency of financial reporting and affect development of future
standards. C omments are requested by 3 January 2003.

The proposal responds to concerns about the increase in the level of detail
and complexity in accounting standards. Principles -based standards would
focus on establishing general principles derived from the conceptual
framework, reflecting the recognition, measurement, and reporting
requirements for the transactions covered by the standards. The standards
would provide few, if any, exceptions to the general principles and would
limit additional guidance for applying the general principles to typical
transactions, encouraging professional judgment in applying the general
principles to other transactions specific to an entity or industry.

FASB held a roundtable discussion on the topic on 16 December 2002.
Referring indirectly to International Accounting Standards, FASB Chairman
Robert H. Herz stated:

The FASB is committed to improving US financial accounting
standards. Many believe that moving to broader, more principles-
based accounting standards such as those used in other parts of the
world would facilitate better reporting in the United Sates.
Others, however, are concerned that a principles-based approach
could reduce the comparability of financial information and leave
too much room for judgment by companies and auditors.

Link to Mr. Cutler’sremarks: SEC’S CHANGING APPROACH TOWARD ENFORCEMENT
WWW.SEC.gov/

news/speech/spch604.htm While he did not address International Accounting Standards directly, SEC

Enforcement Division Director Stephen M. Cutler’ s recent Remarks at the
University of Michigan Law School address (among other things)
accounting fraud, transformation of the accounting profession, and
regulatory responses. An excerpt:

Perhaps also inhibiting the Commis sion’ s effectiveness at deterring
financial fraud, particularly by gatekeepers, is its historical
reluctance to sue accounting firms and attorneys.  Through the
exercise of its prosecutorial discretion, the Commission generally
has reserved suing both groups for only the most egregious cases.
In the case of accounting firms, the rationale generally has been
that it is unreasonable to expect a firm to control the actions of
thousands of employees conducting audits nationwide. Instead, in
the typical case involving wrongdoing by a single accountant, the
Commission has pursued only the individual. This practice stands
in contrast to the Commission’s approach to similar fact patterns
at regulated entities, like broker -dealers. For instance, when the
Commission charges an individual broker for a securities violation,
it is not uncommon to also charge the firm with which the broker is
associated. This reluctance to charge accounting firms, as well as
attorneys, may have had the unintended consequence of holding
both groups to a lower standard rather than to the high standard
their special roles demand....

Today, of course, it's a whole new ballgame.
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For convenience, we have put the
full text of the Sarbanes-Oxley Act
on our web site:
www.iasplus.com/
resource/usreform.pdf

SEC rules and proposed rules can
be found on their web site:
WWW.SEC.gov/

Link to the full text of Mr. Herz's
comments:

www.iasplus.com/
resource/herz0211.pdf

SARBANES-OXLEY ACT NEWS

U The SEC held two interactive roundtable meetings on 17 December
2002 to discuss the international impact of its proposed rules on auditor
independence and attorney conduct to be promulgated under the
Sarbanes-Oxley Act of 2002.

O The SEC has proposed rules pursuant to the Sarbanes-Oxley Act that
would:

U Require auditorsto retain specific types of records.

U Require certain disclosures and reports by auditors and set
conditions under which auditing firms would not be considered
independent for purposes of performing audits of public company
financial statements. Among other things, the proposed rules
cover restricted services, partner rotation, approval of non-audit
services by the audit committee, auditor communications with
audit committees, and public disclosure of audit and non-audit
fees and services.

U The SEC has proposed new rules concerning standards of professional
conduct for attorneys who appear or practice before the Commission on
behalf of an SEC registrant. The rules would apply to both in-house
and outside counsel, including attorneys licensed, or otherwise qualified
to practice, in foreign jurisdictions who appear and practice before the
Commission.

U The SEC has proposed two new financial reporting rules to implement
the Sarbanes-Oxley accounting reform legislation:

O Disclosure of non-GAAP financial information (including ‘ pro
forma information).

O MD&A disclosure about off-balance sheet arrangements,
contractual obligations, and contingent liabilities and
commitments.

U The SEC has proposed that both domestic and foreign registrants
include the following new disclosures in their Exchange Act filings:

O The number and names of the ‘financial experts' serving on the
company’s audit committee and that they are independent of
management, as determined by the company’s board of directors.

U Whether the company has adopted a code of ethics for its senior
officers, or if not, why not; and any amendments to or waivers
from the code.

O A company would be required to file, in its annual report, an
internal control report of management stating:

— management’ s responsibilities for establishing and maintaining
adequate internal controls and procedures for financial reporting
for the company,

— management’ s conclusions about the effectiveness of the
company’sinternal controls and procedures for financial reporting
as of the end of the company’s most recent fiscal year, and

— that the company’ s registered public accountant has attested to,
and reported on, management’ s evaluation of the company’s
internal controls and procedures for financial reporting.

WIDE-RANGING POLICY ADDRESS BY FASB CHAIRMAN

In amajor policy address at the Annual Current Financial Reporting Issues
Conference of Financial Executives International in November 2002, FASB
Chairman Robert H. Herz addressed many aspects of convergence of US
GAAP and IFRS and the implications of a principles-based approach to
setting accounting standards in the United States. He also outlined the
FASB’s current examination of whether modifications in the current
structure of US accounting standard setting — including the roles,
composition, and processes of the EITF and AcSEC —would improve the
overal quality and effectiveness of US accounting standard setting.
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NATIONAL ADOPTIONS OF IAS

Link to the press release of the LISTED COMPANIES IN NEW ZEALAND WILL USE IFRS
Institute of Chartered Accountants STARTING IN 2007

of Ne?” Zealand: New Zealand' s Accounting Standards Review Board (ASRB) —the

WWW"aZ,plui'cs%rgil of government appointed body that approves accounting standards — has

resourceinatr P announced that it is recommending to government that listed issuers be
required to comply with International Financial Reporting Standards by
2007. They would have the option to adopt IFRS earlier, say by 2005. The
ASRB also reaffirmed its policy of aiming for a single set of standards to
apply to both the private and public sectors. The ASRB is currently
consulting with government, the stock exchange, the Securities
Commission, the Office of the Auditor General, and others on their
decision. Australia has aso announced a plan to move to |IFRS (by 2005),
and ASRB isworking with Australia regarding the transitional issues.

You will find the past two years' MORE ON ADOPTION OF IFRS IN AUSTRALIA
issues of Deloitte Touche

Tohmatsu Australian Accounting We have posted to our web sitewww.iasplus.com a new Australia

Accounting Alert that explains the planned adoption of International

msi herli:s com/ Accounting Standards as Australian GAAP for reporting periods beginning
au/ alératzphtrﬁ on or after 1 January 2005. Because of the need to present prior period

comparatives, the transitional calculations will commence for reporting
periods beginning on or after 1 January 2004. A few Australian accounting
standards do not have an international counterpart, including concise
financial reports, general and life insurance, and extractive industries.
Those are expected to be retained until IASB standards are devel oped.

TANZANIA TO REQUIRE IFRS IN 2004 FOR LISTED COMPANIES

All listed companies and nonlisted international companiesin T anzania
will be required to prepare their financial statements using I nternational
Financial Reporting Standards starting in 2004. Other companies will
continue to use Tanzanian GAAP, which is generally modelled along IFRS
lines.

UKRAINE REQUIRES IFRS IN 2003 FOR ALL COMPANIES

All companiesin Ukraine will be required to prepare their financial
statements using International Financial Reporting Standards starting in
2003. Previously, only banks in Ukraine were required to follow IFRS.
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All of the back issues of our IAS
Plus Newsdletter can be found at:
www.iasplus.com/
iasplug/iasplus.htm

You can find all of the editions of
Accounting Roundup here:
www.iasplus.com/
country/usa.htm

Link to our web site’'s publications
page

www.iasplus.com/
dttpubs/pubs.htm

You can find our model financial
statements here:
www.iasplus.com/fs/fs.htm

Our comparison of IASand US
GAAP is also available on our web
site's publications page:
www.iasplus.com/
dttpubs/pubs.htm

Linkto our web site’s publications
page:

www.iasplus.com/
dttpubs/pubs.htm

PUBLICATIONS FROM DELOITTE TOUCHE
TOHMATSU

IAS PLUS NEWSLETTER: YEAR 2002 IN REVIEW

We published a special Year 2002 in Review issue of IAS Plus. You can
download a copy on our web sitewww.iasplus.com .

ACCOUNTING ROUNDUP: YEAR 2002 IN REVIEW

Accounting Roundup is a bimonthly newsletter written for the US
environment, published by Deloitte & Touche (US) and available on our
web sitewww.iasplus.com. The Year 2002 in Review issue of Accounting
Roundup summarises all of the 2002 issues of the newsletter, updating the
stories where appropriate and adding links to locations where additional
information can be found on each topic.

PRACTICAL GUIDE TO IFRS IS PUBLISHED

Deloitte Touche Tohmatsu has published the third edition of International
Financial Reporting Standards: A Practical Guide. This 236-page book
provides practical guidance for applying IFRS in preparing financial
statements. It enables readers to see at a glance what their financial
statements would look like, provides a quick summary of the standards and
interpretations, and details the numerous disclosure requirements in an easy -
to-check tabular format. Y ou can download a copy at www.iasplus.com.
The guide is also available in an abbreviated version without the summaries
of standards and interpretations (just model financial statementsand
checklist).

UPDATED IFRS MODEL FINANCIAL STATEMENTS AND
DISCLOSURE AND PRESENTATION CHECKLIST

We have updated our Model Financial Statements and Presentation and
Disclosure Checklist to reflect International Financial Reporting Standards
and Interpretations effective for 2002.

CHINESE TRANSLATION OF IFRS / PRC-GAAP COMPARISON

We have published the Chinese translation of GAAP Differencesin your
Pocket: IAS and GAAP in the Peopl€e’'s Republic of China. This booklet
identifies and explains differences between International Financial
Reporting Standards and Chinese GAAP. It aso includes a comprehensive
foreword that reviews the development of financial reporting standardsin
China. You can download both the Chinese and English versions on our
web sitewww.iasplus.com. We are pleased to grant permission to
accounting educators and students to make copies of those publications for
educational use.

QUALITY OF FINANCIAL POSITION

Deloitte Touche Tohmatsu in the USA has published Quality of Financial
Position: The Balance Sheet and Beyond, the third in our series of
booklets on Integrity and Quality intended to help members of management,
audit committees, boards of directors, and others better understand and
assess key accounting, business, and other issues that companies currently
face. Thisbooklet reviews many of the qualitative and quantitative factors
that influence a company’s financial position, including factors that may not
necessarily be evident from the financial statements themselves. Y ou can
download it from our web site www.iasplus.com .
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ACCOUNTING STANDARDS UPDATE IN THE EUROPE-AFRICA REGION

FRANCE Comitédela Réglementation Comptable (CRC)
Contact: Laurence Rivat

On 12 December, the CRC approved 13 new regulations (CRC
Regulations 20@®-01 to 2002 13) based on CNC Avis approved in 2002
(see April, July and October 2002 |AS PLUS newsletters — Europe / Africa
edition), thereby giving them authority in France.

Those regulations include:

O CRC regulation 2002-03 on accounting for credit risk by financial
institutions, which becomes effective for annual financial statements
beginning on or after 1 January 2003. Earlier application is permitted;

O CRC regulation 2002-10 on depreciation and impairment of assets,
which becomes effective for annual financial statements beginning on
or after 1 January 2005. Earlier application is permitted.

There are other important new regulations that will modify financial
reporting by insurance companies and mutuals, investment companies and
agricultural co-operatives.

Comitéd'urgence

On 18 December 2002, the Comité d’ urgence issued 3 interpretations on
existing standards.

2002D —with respect to the accounting of treasury shares

In France, when a company buys back treasury shares, it must disclose the
reasons why it bought back these shares. Their accounting treatment
depends on the declared intent of how the treasury shares will be used.
Treasury shares are either recognised as:

O investmentsand carried at cost less impairment (which is contrary to
thereguirements of SIC 16, Reacquired Own Equity Instruments), or

O adeduction from equity.

The interpretation deals with the subsequent derecognition of the treasury
shares as investments, so as to account for them as a deduction from equity.

The Comité d’ urgence concluded that the carrying amount to be deducted
from equity should be measured at the market value of the treasury shares at
the date of the transfer (or the share’ s last published market value for annual
financial periods ending before 18 December 2003).

2002 E — with respect to the recognition in consolidated financial
statements of deferred taxes on intercompany elimination

The Comité d’ urgence concluded that, in most cases, no deferred taxes
should be recognised on the following consolidation entries:

O eimination of internal transfers of investments in subsidiaries,
associates, or joint ventures within the group that give rise to tax gains
or tax losses,

O elimination of a provision or a reduction in the carrying amount of
investments in subsidiaries, associates or joint ventures because such
investments are impaired, which is deductible for tax purposes.

2002 F — with respect to therecognition of impairment losses by
insurance companies

The Comité d’urgence clarified the criteria to be met for the recognition of
impairment losses of assets, in the financial statements of insurance
companies (insurance companies follow a separate set of accounting rules).
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FRANCE, continued

Conseil National de la Comptabilité (CNC)

Communiqué on Argentina with respect to hyperinflation (17
December 2002).

The CNC concluded that Argentina should not be classified as a
hyperinflationary economy in 2002. This position is consistent with the
position taken under US GAAP by the International Task Force of the
AICPA in Sept ember 2002.

Communiqués on major overhaul provisions (13 December 2002 and 15
January 2003)

CRC regulation 2000-06, which is effectivein 2002, requires the
recognition of provisions for maintenance and major overhaul costs
(contrary to IAS 37, Provisions, Contingent Liabilities and Contingent
Assets where these provisions are prohibited). In December, the CRC
approved CRC regulation 2002-10 (see above), which requires the
implementation of the component approach for assets at the latest by 2005
(similar approach to that in IAS 16, Property, Plant and Equipment and SIC
23, PP& E—Mgajor Inspection or Overhaul Costs). CRC regulation 2002 -10
also modifies the requirements of CRC regulation 2000-06 with respect to
the requirements for the recognition of provisions for maintenance and
major overhaul costs, where a component approach is implemented. The
regquirement to recognise provisions for maintenance and major overhaul
costs does not apply if an enterprise implements the component approach.
In effect, the dfective date of CRC regulation 2000-06 for major overhaul
provisionsis postponed from 2002 to 2003.

The CNC communiqué clarifies the transitional provisionsin CRC
regulation 2002-10, with respect to the maintenance and major overhaul
costs. Asaresult:

O at 2002 year-end, entities that have not yet recognised provisions for
maintenance and major overhaul costs are not required to do so.
However, entities that have already recognised such provisions must
continue to do so;

O at 2003 and 2004 year-ends, all entities will have to recognise major
overhaul costs either by using the component approach for its assets
under CRC regulation 200210 or by recognising provisions for those
future costs under CRC regulation 2000 06;

Q at 2005 year-end, all entities that do not apply 1AS will have to apply
CRC regulation 2002-10 on depreciation and impairment of assets and
follow the component approach.

Commission des Opérations de Bourse (COB)

In November, December and January, the COB (French securities regulator)
issued various communiqués that are applicable to the reports that will be
published by French listed companies under the listing requirements. These
include:

O joint recommendations with the Banking supervisor (Commission
Bancaire) about off-balance sheet transactions (issued 15 November).
These recommendations will make it harder to recognise transactions
off-balance. They require an analysis of the substance of the
transactions, including whether transactions are linked,;

Q recommendations for the preparation of 2002 year-end financial
statements (issued 27 December - 6 topics are addressed including
increased information on off -balance sheet items and transactions);

O recommendations for the preparation of the 2002 listing document
(issued 16 January — 14 topicsaddressed).
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GERMANY
Contact: Reinhard
Scharpenberg

On October 17, 2002 the German Accounting Standards Board (GASB)
issued a draft Framework. The draft Framework sets out the principles of
accounting. It serves as a basis for the development of new German
Accounting Standards (GAS) as well as a source of guidance when
accounting issues arise, which are not covered by current law or GAS. The
draft Framework is not a standard; hence it will not have the same
authoritative level. Although minor differences between the GASB’s and
the IASB’s Framework can be observed —they are due to German statutory
regquirements — the GASB’ s Framework’ s regulations correspond to the
IASB Framework in al material aspects. In comparison to the scope of the
IFRS Framework the draft also sets forth measurement principles for assets
and liabilities for initial recognition, subsequent to initial recognition and
impairment. The comment deadline expired on December 13, 2002.

The GASB furthermore issued EGAS 18, Foreign Currengy Translation.
The main provisions of E-GAS 18 correspond with IAS 21 as potentially
amended by the IASB’s Improvements Project. The scope of E-GAS 18 also
includes provisions concerning financial reporting in hyperinflationary
economies. The draft allows for use of several methods to translate
hyperinflationary financial statements whereas |AS 29 stipulates asingle
method. Different results may arise from application of the future standard
in respect of deferred taxes due to differences between GAS 10, Deerred
Taxesin Consolidated Financial Statements and IAS 12 (see Update July
2002).

In October 2002 GAS 12, Non-Current Intangible Assets and GAS 13,
Consistency and Correction of Errors, were published in the Federal
Gazette. In order to become effective, a GAS needs to be published by the
Federal Ministry of Justicein the Federal Gazette.

Atits58" meeting on November 14 and 15, 2002 the GASB decided not to
pursue work on E-GAS 17, Revenue, and will rather monitor the
international joint project on r evenue recognition.

The following table represents an updated list of current GAS and E-GAS:
Standard Status

GAS 1 - Exempting Consolidated Financial Published
Statements in accordance with Sec. 292a of the
Commercial Code— Genera Part

GAS 2/-10/-20 *) Cash-flow Statements Published
GAS 3/-10/-20 *) Segment Reporting Published

GAS 4 Acquisition Accounting in Consolidated Published
Financial Statements

GAS 5/-10/-20 Risk Reporting Published
GAS 6 Interim Financial Statements Published
GA S 7 Group Equity and Total Recognised Published
Results

GAS 8 Accounting for Investmentsin Associated  Published
Enterprises
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GERMANY, Continued

Standard

GAS 9 Accounting for Investments in Joint
Venturesin Consolidated Financial Statements

GAS 10 Deferred Taxes in Consolidated
Financia Statements

GAS 11 Related Party Disclosure
GAS 12 Non-current Intangible Assets

GAS 13 Consistency Principle and Correction of
Errors

E-GAS 10 Duty to Prepare Consolidated
Financial Statements and Scope of Consolidation

E-GAS 11 Accounting for Stock Option Plans
and Similar Forms of Compensation

E-GAS 16 Duty to Prepare Consolidated
Financial Statements and Scope of Consolidation

E-GAS17Revenue

E-GAS 18 Foreign Currency Translation

Framework

Status
Published

Published

Published
Published
Published

Draft revoked and
replaced by E-GAS 16

Draft awaiting further
international
devel opment

Draft under further
discussion

Draft awaiting further
international
devel opment

Draft
Draft

*-10 Refersto specific regulations for financial institutions
-20 Refers to specific regulations for insurance companies

The GASC has aso published the following position and discussion papers:

Paper

Position Paper 1 Accounting for Share Options
and Similar Compensation Plans

Position Paper 2 Group Accounting by Insurance
Enterprises

Discussion Paper Uniform Purchase Accounting

Status

Deadline for comment
expired
Deadline for comment
expired

Deadline for comment
expired
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THE NETHERLANDS New Annual Reporting Guidelines | ssued

Contact: Sander van Dam In November 2002, the Council for Annual Reporting in the Netherlands

issued new guidelines for annual reporting. These new guidelines will
increase convergence of the Netherlands Standards with IAS. The
following draft guidelines were made final and become effective for
financial statements covering periods beginning on or after 1 January 2003.

O RJ140 Changesin Accounting Policies, RJ 145 Change of Estimates
and RJ 150 Fundamental Errors are all based on |AS 8, Net Profit or
Loss for the Period, Fundamental Errors and Changesin Accounting
Policy. The guidelines allow in more instances the effect of these
instances to be reported by adjusting retained earnings. RJ 150
prescribes that fundamental errors can only be reported by adjusting
retained earnings where |AS 8 alows alternative treatment of the
correction of afundamental error to be included in the determination of
net profit or loss for the current period.

0O RJ160 Events after the Balance Sheet Date is revised based on IAS 10,
Events After the Balance Sheet Date, taking into account Dutch
company legislation.

O RJ213 Investment Property is now almost completely based on IAS 40,
Improvement Property.

O RJ270 Profit and Loss Account was amended to bring about futher
convergence with IAS 23, Borrowing Costs.

O RJ330 Related Partiesis now fully in line with IAS 24, Related Party
Disclosures.

Draft guidelines were added mainly based on further incorporating 1AS 1,
Presentation of Financial Statements and IAS 11, Construction Contracts
and IAS 19, Employee Benefits. Furthermore, amendments were made to
(draft) guidelines incorporating SIC 17, Equity — Cost of an Equity
Transaction, SIC 27, Evaluating the Substance of Transactions in the Legal
Form of aLease, SIC 29, Disclosure— Service Concession Agreements,
SIC 30 Reporting Currency —Translation from Measurement Currency to
Presentation Currency, SIC 31 Revenue —Barter Transactions Involving
Advertising Services, SIC 32 Intangible Assets — Web Site Costs and SIC
33 Consolidation and Equity Method —Potential Voting Rights and
Allocation of Ownership Interests.

The draft guideline on Financial Instruments has not yet been made final.
The Council has decided to wait for the changes proposed by the IASB in
the Exposure Draft of Proposed Amendmentsto IAS 32, Financial
Instruments: Disclosure and Presentation, and 1AS 39, Financial
Instruments: Recognition and Measurement. As soon as these will be
incorporated into afinal Standard, the Council will incorporatetheseinto a
final guideline.

Due to the large number of comments the Council has received on its draft
guideline on Post- Employment Benefits it has decided to issue a discussion
memorandum on the subject. The discussion memorandum proposes a
further corvergence with IAS 19, Employee Benefits. A final guidelineis
not expected to come into effect before the year 2005.
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PORTUGAL
Contact: Antonio Dias

SOUTH AFRICA
Contact: Graeme Berry

The Portuguese Accounting Standards Board (Comissao Normalizagao
Contabilistica) has published a new accounting directive “ Accounting
Directive 29 — Environmental Issues’.

This new directive, mandatory for individual and consolidated financial
statements for financial periods starting on or after January 1, 2003, deals
with the recognition, measurement and disclosures of Environmental |ssues.

The criteria to recognise and measure environmental liabilities arein line
with |AS 37, Provisions, Contingent Liabilities and Contingent Assets, that
isto say, they should be recognised when an entity has a present o bligation
as aresult of apast event, an outflow of resource to settle the obligation is
probable and the amount can be reliably estimated. Obligations that meet
the criteria of a contingent liability should not be recognised but are to be
disclosed.

Offsetting with expected reimbursements is not allowed unless the company
has alegal right, and intends to set the liability for the net amount.

Environmental liabilities should be recognised in the income statement in
the year they occur. An asset may be recognised in certain exceptional
circumstances.

Discounting is allowed if its effect is considered relevant in the company's
financial statements.

A list of the necessary disclosures including, but not limited to, a description
of the liahility, the amounts recognised in the year either as an asset or in the
income statement, and the methods used to measure the liability is provided.
Additional disclosures to be made in the management report (mandatory in
accordance with the Portuguese commercial code) including the company's
policy to deal with environmental risks are also defined.

The following South African Exposure Drafts are still outstanding:

O ED 140: Report of Historical Financial Information to be Included in a
Praospectus or JSE Circular (NO 1AS).

ED 154: Amendment to AC 116, Employee Benefits: asset ceiling

Q ED 155: Proposed improvements to Statements of Generally Accepted
Accounting Practice.

Q ED 156: Limited amendments to AC 133 —Financial Instruments:
Recognition and M easurement.

O ED 157: Improvementsto IAS 32 (AC 125) —Financial Instruments:
Disclosure and Presentation and IAS 39 (AC 133) —Financial
Instruments: Recognition and M easurement.

O ED 158: First-time Application of International Financial Reporting
Standards.

RECENTLY RELEASED EXPOSURE DRAFTS
ED 160: Share-Based Payment

In November 2002, the Accounting Practices Committee (APC) released
Exposure Draft (ED) 160, ShareBased Payment, for public comment. The
ED is based ED 1 with the same name, which was issued by the
International Accounting Standards Board (IASB).

The objective of the proposed standard is to ensure that an entity recognises
all share based payment transactions in its financial statements, measured at
fair value, so as to provide high quality, transparent and comparable
information to users of financial statements.
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SOUTH AFRICA, continued

The proposed standard requires an entity to recognise all share based
payment transactions in its financial statements, including transactions to be
sdtled in cash, other assets, or equity instruments of the entity, and
transactions with employees or other parties. There are no exceptions to the
ED, other than for transactions to which more specific standards apply.

Comments to this Exposure Draft are due by 21 February 2003.
ED 161: Business Combinations

On 18 December 2002 the APC released Exposure Draft (ED) 161,
Business Combinations, for public comment. The ED isbased on ED 3
with the same name, which wasissued by the IASB. The objective of the
proposed standard is to improve the quality of, and seek international
convergence on, the accounting for business combinations. One of the main
features of the proposed standard is that there would be no amortisation of
goodwill or intangible assets with indefinite useful lives. There are also
proposed amendmentsto AC 128 Impairment of Assets and AC 129
Intangible Assets.

Comments to this ED are due by 20 March 2003.

Recently Released Circulars
Circular 7/2002

On 17 December 2002 the South African | nstitute of Chartered Accountants
released Circular 7/2002 —Headline Earnings. This circular replaces
AC 306 and is effective immediately.

It should be used in the calculation of both headline earnings and diluted
headline earnings per share (“HEPS").

On 30 December 2002 the JSE issued aletter to issuers indicating that this
circular should be followed with immediate effect.

AC 300 Series Opinions

The APC isrevising the process of issuing South African GAAP. As part of
this process it intends to rem ove the AC 300-series Opinions and, where
required, replace such Opinions with an AC 500-series | nterpretation.

The AC 300 series were opinions issued by the Accounting I ssues Task
Force (established by SAICA), in order to provide aforum for timely review
of accounting issues that are, or could be subject to divergent, or
unsatisfactory treatment in practice. Task force opinions do not override
principles established by Generally Accepted Accounting Practice (GAAP)
in the AC 100 and 400 series, but offer guidance to preparers, auditors and
users of financial statements, thus facilitating the standardisation of
accounting treatments.

The AC 500 series pronouncements will be approved for issue by the
Accounting Practices Board and will have the same authority asthe AC 100
series Statements of GAAP and AC 400 series Interpretations.

Most of the AC 300 series opinions have subsequently been withdrawn and
the first two proposed AC 500 series pronouncements are now being
exposed for public comment. They are:

O ED 152 (proposed AC 500) — Preface to the AC 500 series of
Statements of Generally Accepted Accounting Practice.

Q ED 153 (proposed AC 501) — Accounting for Secondary Tax on
Companies.

The following SA Draft Interpretations are still outstanding:

O BD-SIC 426 — Property, Plant and Equipment — incidental & start-up
operations.

Q HBED-SIC 434 — Financia instruments — Instruments or rights redeemable
by the holder.
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SOUTH AFRICA, continued

SAICA AND JSE WORK TOGETHER TO ENSURE ACCOUNTING
COMPLIANCE

The South African Institute of Chartered Accountants (SAICA) and the JSE
Securities Exchange South Africa (JSE) have established a panel of
specialists to ensure that listed companies comply with South African
Statements of Generally Accepted Accounting Practice (GAAP). GAAP
accords with International Financial Reporting Standards (IFRS).

At present, GAAP does not have legal backing within legislation.
Government, in response to SAICA’ s request to provide legal backing, has
drafted legislation in the form of the Financial Services Bill. Currently, all
listed companies are obliged by the listings requirements of the JSE to
comply with GAAP or IFRS. Asthe JSE lacks the resources to solely
monitor compliance with accounting standards it has partnered with SAICA
to ensure that listed companies do comply. The GMP will not review all
companies' financial statements but will investigate complaints referred by
the JSE that GAAP had not been observed.

SAICA and the JSE will both be vigilant for non-compliance.

The GMP comprises specialists from various business fields with
knowledge of GAAP. Complaints will be referred by the JSE to the panel of
specialists. The chairman of the GMP will refer the matter to areview
committee selected by him from the panel, the members of which will be
anonymous for a particular complaint and will report their findings to the
JSE listings division. The JSE will use existing structures to address the
matter and consider further action.

The JSE can also lodge a formal complaint to the Public Accountants’ and
Auditors’ Board in cases where a Registered Accountant and Auditor acting
as an auditor to a company issued an inappropriate audit opinion, and to
SAICA, ininstances where a SAICA member was involved in the
preparation and or approval of the financial statements.

The GMP was launched on 4 September 2002. Its members are:

Harvey Wainer - Chairman of the GMP, WITS University
Rob Barrow -Deputy Chairman of the GMP, Financial Services Board
Bob Garnett - International Accounting Standards Board
Charl Kocks - The CA Group

Frank Timmins - Grant Thornton Kessel Feinstein

Garth Coppin - Ernst & Young

Geoff Everingham - University of Cape Town

lan Thompson -KPM G

Nkosemntu Nika - Development Bank of Southern Africa
Pat Smit - Chairman of the A ccounting Practices Committee
Peter Wilmot — Chairman of the Accounting Practices Board
Reynold Ngobese - Deloitte & Touche

Rick Cottrell - Norexecutive Director

Suresh Kana - PricewaterhouseCoopers

ZarinaBassa - Chairperson of the Auditing Standards Board
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TURKEY Two regulatory authorities define accounting standards in Turkey: the

Contact: Anthony Wilson Banking Regulation and Supervision Agency (the 'BRSA") for the banking
sector and the Capital Market Board (the 'CMB") for publicly traded
companies.

BRSA Accounting Standards, Banking

The BRSA issued a completely new set of standards to converge local
accounting standards with International Financial Reporting Standards
('IFRS) with effect from July 2002. These standards closely correspond
with the following IFRS:

Q [AS7, Cash Flow Statements

O |1ASS8, Net Profit or Loss for the Period, Fundamental Errors and
Changes in Accounting Policies

IAS 10, Events After the Balance Sheet Date
IAS 16, Property, Plant and Equipment
IAS 17, Leases

I1AS 20, Accounting for Government Grants and Disclosure of
Government Assistance

0O 0 0O O

IAS 21, The Effects of Changes in Foreign Exchange Rates
IAS 22, Business Combinations
IAS 24, Related Party Disclosures

IAS 27, Consolidated Financial Statements and Accounting for
Investmentsin Subsidiaries

0O 0O 0O DO

IAS 28, Accounting for Investmentsin Associates

IAS 29, Financial Reporting in Hyperinflationary Economies
IAS 31, Financial Reporting of Interestsin Joint Ventures

IAS 32, Financial Instruments: Disclosure and Presentation

IAS 36, Impairment of Assets

I1AS 37, Provisions, Contingent Liabilities and Contingent Assets
IAS 38, Intangible Assets

0O 0O 0O 0D 00O

O [AS39, Financial Instruments: Recognition and M easurement

The BRSA standard on Employee Benefitsis not fully in compliance with
IAS 19, Employee Benefits. The BRSA is expected to issue further
standards consistent with IFRS in the future.
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TURKEY, continued

CMB Accounting Standards, Publicly Traded Companies

Current CMB accounting standards differ materially from IFRS. H owever,
in October 2002 the CMB introduced an Invitation to Comment on exposure
drafts of a new set of accounting standards, which would replace the whole
of the existing accounting regulations. These draft standards very closely
mirror International Financial Reporting Standards. Effectively, the CMB
trandated all IFRS including proposed amendments to the existing IFRSS,
except for the following IFRSs:

Q 1AS15, Information Reflecting the Effects of Changing Prices
Q 1AS 19, Employee Benefits

O [|AS 26, Accounting and Reporting by Retirement Benefit Plans
Q [|AS41, Agriculture

The CMB is proposing that the new standards become applicable
commencing for periods commencing on or after 31 December 2003.

The CMB had proposed new inflation accounting and consolidation
standards last year, to fill the two largest gaps in the existing regulations.
The implementation of those standards, originally planned for 31 December
2001, was postponed until 2003. It now appears that those proposed
standards will be superseded by the much more widespread and radical
reform discussed above.

Deloitte Touche Tohmatsu

37 IAS PLUS January 2003



UNITED KINGDOM Deferral of FRS 17 Retirement Benefits

Contact: Veronica Poole The ASB has published a final amendment to FRS 17, Retirement Benefits.
This amendment delays the mandatory full implementation of FRS 17 to
avoid UK companies having to change their accounting policy twicein a
short period of time (to FRS 17 and then to IAS 19).

The final amendment to FRS 17 extends the date of implementation to
periods beginning on or after 1 January 2005, to coincide with the EU
Regulation’s timetable for adopting IAS by listed companies. The early full
implementation of FRS 17 is still encouraged. Where full implementation is
deferred, disclosureis required of the amounts that would otherwisehave
been shown in the profit and loss account, the statement of total recognised
gains and losses and the balance sheet.

Exposur e Draft on Share-based Payment | ssue

In November 2002 the Accounting Standards Board (ASB) has issued the
exposure draft FRED 31, Share-based Payment. This FRED presents
proposals for a UK accounting standard based on ED 2 Share Based
Payment as issued by the IASB. Comments are invited by 7 March 2003,
the same deadline as the IASB.

Consultation Paper on Business Combinations

On 5 December 2002 the ASB issued a consultation paper on the IASB’s
Exposure Draft on Business Combinations (ED 3), which also includes
proposed Standards on intangible assets and impairment. Comments on the
consultation paper are requested on 4 April 2008, the same date the IASB
has set for their comment deadline on ED 3.

The reason why the ASB has issued a consultation paper on Business
Combinations instead of an exposure draft are the following:

O The complexity and the timing of the IASB’ s two stage project would
make it impractical to start the implementation of Phase | in the UK
without the remainder of the IASB’s decisionsin Phase Il of the
Business Combinations Project.

Q Secondly, the ASB has expressed its concern that adopting the IASB’s
Phase | proposals, would not lead to an improvement in financial
reporting in the UK and the Republic of Ireland. The ASB has
expressed reservations against the following issues:

- The use of acquisition accounting for all business combinations,
even when an acquirer does not exist.

- The proposal to no longer amortise goodwill but to carry all
goodwill after initial recognition at cost less any accumulated
impairment losses.

- The fact that the impairment tests as proposed by the IASB are
less rigorous than the present practice in identifying impairments,
particularly goodwill under UK GAAP.

- The lack of symmetry under the proposals in the treatment of
intangible assets and goodwill, which could give rise to problems,
given the lack of clarity of the distinction between the two.
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UNITED KINGDOM, continued Draft UI'TF Abstract on Contractsfor Salesof Capacity

The ASB’s Urgent Issues Task Force (UITF) has issued a draft consensus
dealing with the issues arising where entities buy and sell capacity on each
other’s networks. These issues arise mainly in the utilities and
telecommunications industry.

The draft concludes that a seller of aright to use capacity should not report
the transaction as the immediate sale of an asset, or of a component of a
larger asset, unless:

Q the purchaser’sright of useis exclusive and irrevocable;

O theasset component is specific and separable (such that the buyer’s
exclusivity is guaranteed and the seller has no right to substitute other
assts);

Q theterm of the contract is for substantialy all of the asset’s useful
economic life;

O the attributable cost or carrying value can be measured reliably; and
O no significant operational risks are retained by the seller.

If the transaction is a sale of an asset it will be reported as turnover or a
fixed asset disposal based on the previous designation of the asset as stock
or fixed asset on construction or purchase.

Revenues or gains in respect of reciprocal transactions for cash or contracts
exchanging capacity should be recognised only if the capacities received
and provided have areadily ascertainable market value.

Comments on this Draft UITF Abstract are due by 28 January 2003.
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