Citi Research

Equities

30 January 2013 | 84 pages

The Standards: IFRS 2013

An Investor’s Annual Guide to IFRS Accounting

3" edition of our annual guide — We provide an annual update on accounting
developments which matter for investors, together with a summary of each
IFRS/IAS outstanding. This year, we include a comparison of IFRS with US GAAP
and Japanese GAAP to assist global investors.

Key topics for 2013 — The IASB is focused on completing major new standards
on revenue recognition, leases, financial instruments, and insurance. We expect the
new revenue standard to be issued during 2013, and we also expect updated
Exposure Drafts on the other projects this year. The revenue standard may be
particularly significant for the telecoms sector, while lease-financed sectors such as
retail, transport and leisure will be affected by the leases project.

Focus on banks’ accounting again — The IASB will publish details of its new
“expected loss” loan impairment rules for banks in Q1 2013, but these are expected
to differ significantly from the recent FASB exposure draft. The previous incurred
loss rules on loan impairment were criticised for contributing to the credit crisis (too
little, too late) so investors and regulators will need to assess if the proposed new
rules better reflect economic reality.

Pensions still an issue— Corporate pension exposure is likely to remain in focus
this year due to lower discount rates resulting in significantly higher pension
liabilities, and the revised IAS 19 pension standard taking effect from Q1 2013.

Standard by standard guide — This report provides an overview of each IFRS for
investors, highlighting valuation implications and potential problem areas.
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IASB needs to deliver on key projects
during 2013
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Leases draft expected soon

More focus on banks’ accounting again

Comparisons with US GAAP and
Japanese GAAP on pages 74-76
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Accounting Issues for 2013

The International Accounting Standards Board (IASB) has had another
disappointing year. As we noted last year, the Board failed to deliver its new
standards on revenue accounting, leases, financial instruments and insurance on
schedule, and we are still waiting. Moreover, it seems that the IASB’s dream of the
US adopting IFRS standards is dead, or at least deferred for a long time. However,
with the US convergence project drawing to a close, we think that the IASB will
have to make some tough decisions in 2013.

During 2012, the SEC issued its final staff report considering incorporation of IFRS
into the US financial reporting framework (ie adoption of IFRS in place of US GAAP
for US companies). The report failed to provide any recommendation on adoption of
IFRS. The drive for IFRS adoption in the US has lost momentum and we do not
expect the US to adopt IFRS in the near or medium term. Furthermore, when the
current convergence projects have been completed (expected during 2013/14),
IFRS and US GAAP convergence will no longer be a priority.

For 2013, we expect the IASB to focus on the major projects of revenue recognition,
leases, financial instruments and insurance. The new revenue IFRS is likely to be
published in 2013 (the IASB is currently targeting H1), with an effective date of 2015
or later. We have highlighted in previous research the potential impact of revenue
standard on the telecoms and aerospace & defence sectors.

We expect a further Exposure Draft on leases shortly (Q1 2013). Although the IASB
still appears committed to bringing leases on balance sheet, there has been a
substantial debate about the appropriate P&L treatment. Industries affected include
retail, transport and leisure. It is unclear if the IASB and FASB will be able to
converge on this topic and we also do not expect the final standard to take effect
until 2016 at the earliest.

We think there will be a further focus on banks’ accounting during 2013. The IASB is
going to publish its updated proposals on financial instrument impairment soon, but
we expect this to differ substantially from the FASB’s proposed “expected loss”
impairment model in December 2012. The current IAS 39 “incurred loss” impairment
method has been much criticised for impairments being “too little, too late” during
the credit crisis. The new model is intended to result in earlier loss recognition, but
we are not convinced it will result in significantly more transparent and comparable
reporting.

Finally, corporate pension exposure is likely to remain relevant to investors during
2013. The amended IAS 19 will increase reported pension expense for some
companies, while currently low discount rates will result in higher gross pension
liabilities in 2012 accounts.

From page 15, we provide our annual summary guide to each IFRS and IAS in
issue at January 2013. We summarise the main points of each standard and flag up
relevant issues for investors, such as forthcoming changes, weaknesses in the
standard, useful disclosures, how to incorporate the accounting data in company
valuation, or choices in the standard which can affect comparability of company
results. We also include a comparison of IFRS and US GAAP on page 74, and a
comparison of IFRS and Japanese GAAP on page 76.
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New pension rules apply from Q1 2013

Abolishing “corridor” affects airlines
sector

P&L change lowers earnings on average

Some companies may exclude pension
costs from adjusted earnings

Companies may look to reduce pension
risk
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New Accounting Rules Effective in 2013/14

No major new accounting standards were issued during 2012, but standards issued
in 2011 will take effect in 2013 and 2014, as discussed below.

Pensions (Post-Employment Benefits)

An amended version of IAS 19 (“IAS 19 R”) was issued in June 2011, which should
be effective for accounting periods starting on or after 1 January 2013. For more
details of IAS 19 R, see page 49.

We believe there are two changes which will be significant for investors: the
abolition of the “corridor” rule and a change to the calculation of the P&L charge for
pensions.

Abolition of the “corridor” rule

Until now, IAS 19 has permitted a choice of pension accounting. Pension deficits
could be fully marked-to-market on the balance sheet, or the “corridor” rule allowed
for smoothing by leaving some pension gains/losses off-balance sheet. IAS 19 R
abolishes the corridor alternative, so that all companies will report any pension
deficit on balance sheet. This will affect a significant minority of European
companies by reducing book value materially, particularly in the airlines sector. The
new standard should simplify analysis as the pension deficit will be on the balance
sheet rather than hidden in the notes to the accounts.

Change to P&L cost

Until now, the pension cost in the P&L included the expected return on pension
assets, less the interest cost on pension liabilities. The revised IAS 19 replaces this
with a notional interest charge on any pension deficit or surplus. This will generally
reduce earnings, because companies normally assume the expected return on
pension assets is higher than the pension discount rate. Companies most affected
will be those with the largest funded pension schemes relative to company market
cap, and those with the riskiest asset allocation, typically mainly in the UK.

Implications

Since, on average, pension costs charged to the P&L will increase as a result of this
accounting change, we suspect that some companies will seek to exclude the
financial element of the pension cost (the notional interest charge on the pension
deficit) from adjusted earnings figures. We disagree with this; we believe that a
company with a pension deficit should report higher pension costs than an
otherwise identical company with no pension deficit.

Finally, IAS 19 R may encourage some companies to investigate ways of reducing
pension risk (and therefore balance sheet volatility), such as buy-outs, buy-ins,
longevity swaps or asset-liability matching. We discussed these techniques in
Pension Perspectives: Q3 2012 - Review of Pension Risk Management (17 October
2012).

For an updated list of companies which may be affected by the transition to
IAS 19 R, please contact us.
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Joint Ventures (IFRS 11)

IFRS 11 was issued in May 2011, with an effective date of accounting periods
starting on or after 1 January 2013. However, the EU has delayed endorsement of
IFRS 11 and the related consolidation standards (IFRS 10 and IFRS 12), so they
will not be mandatory for EU companies until 2014.

We believe IFRS 11 may have significant impact on groups with material jointly
controlled entities accounted for under the proportional consolidation method.
Current IFRS allows a choice between proportionate consolidation and the equity
method for these JV entities. IFRS 11 will not allow proportionate consolidation in
many cases where it is currently used.

This is likely to result in more widespread use of the equity method in JV
accounting. The equity method means that investments are initially measured at
cost, and adjusted for the owners' share of the change in the net asset value of the
partially owned entity, with the share of income recorded in one line of the P&L; this
is the accounting method used for associates (investments over which the group
has significant influence but not control or joint control). Only dividends received are
included in the cash flow statement. With proportionate consolidation, the group
includes its share of the JV assets, liabilities, income and expenses, and cash flows,
line-by-line in the financial statements.

Since the accounting policy of proportionate consolidation is a choice at present, it
is likely that, in many cases, changing to the equity method may give a less
favourable impression of the results, cash flow or financial position (eg lower sales,
lower margins, lower cash flow, or higher net debt). However changing from
proportionate consolidation to the equity method will have no effect on EPS or net
asset value.

For more details see our report The Standards: New IFRS on JVs, dated 13 May
2011.

Financial Instruments Offsetting — New Disclosures

From Q1 2013, banks will have to provide new disclosures about financial
instruments offsetting. This should allow investors to make better comparisons of
US and European banks’ balance sheets and leverage ratios. This is due to a
revision of IFRS 7 (Financial Instruments: Disclosures).

US GAAP and IFRS have different rules determining the extent to which financial
assets and financial liabilities can be offset (netted off) on the balance sheet. This
particularly affects the netting of derivative assets and liabilities, and to a lesser
extent repos/reverse repos and brokerage receivables/payables. US GAAP
generally allows more offsetting than IFRS. As a result, a European bank appears
more leveraged than an otherwise identical US bank.

From Q1 2013, both US and European banks will have to provide quantified
information about the “fully gross” and “fully netted off” positions. We discussed this
in our recent note US & European Wholesale Banks - New Netting Disclosure,
Focus on Leverage (7 December 2012).
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Fair Value Measurement

From 2013, companies will have to apply IFRS 13: Fair Value Measurement for the
first time. This standard does not cover which items should be measured at fair
value, but provides guidance on how fair value should be determined. To a large
extent, this new standard merely confirms existing best practice. However, in some
cases we expect IFRS 13 may affect reported numbers. For example, some banks
may need to change their practices for measuring derivative liabilities (we discussed
this in our recent note The Standards: November Update (7 November 2012).

Consolidation Rules

IFRS 10: Consolidated Financial Statements largely confirms the existing
requirements for determining which entities should be consolidated. For example, it
confirms that some entities may be controlled even if the parent company’s voting
share is below 50%. Since it is largely a clarification of the previous rules, we do not
expect a major impact on companies. IFRS 12: Disclosure of Interests in Other
Entities requires additional disclosures about consolidation (for example, why a 50%
owned company has not been consolidated), which may be useful for investors in
some cases, provided the information provided is meaningful and not “boilerplate”.
Both these standards, like IFRS 11, will be mandatory in the EU from 2014.

The relevant standards, IFRSs 10-13, are summarised on pages 30-34.
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Major IASB Projects: Where do we stand?

The IASB is working on four major projects. These are:
B Revenue - replacing existing rules on when revenue is reported
B Leases - bringing all leases on balance sheet

B Financial Instruments — complete replacement of IAS 39 (identified as a high
priority following the credit crisis)

B Insurance — first comprehensive IFRS for insurance

These four projects were not delivered on schedule (the final standards were
originally expected in 2011), but we expect significant progress this year. The delays
reflect considerable difficulties in reaching agreement with the US Financial
Accounting Standards Board (FASB), as the two boards have been attempting to
produce converged standards. We do not expect any of the resulting IFRSs to be
mandatory before 2015, at the earliest. We also do not expect that the final
standards will achieve full convergence with US GAAP.

Nevertheless, the topics are sufficiently important that we think investors should
continue to monitor developments. We outline the current state of play below.

Revenue Recognition

This standard will replace the existing IAS 11 and IAS 18 (see pages 41 and 48).
The IASB has published two Exposure Drafts (EDs), one in 2010 and an updated
version in November 2011. We expect a final IFRS to be issued in 2013 (the IASB is
timetabling it for H1, although this looks slightly optimistic to us). The IASB has
stated that the effective date will be no earlier than 1 January 2015, but we believe
2016 is more likely.

What will change?

At present, revenue recognition rules are set out in two separate standards (and
some related interpretations). It is not always clear which standard should be
applied and this may result in different companies accounting for similar
transactions in different ways. This can result in different revenue and profit profiles
(though this is generally a timing issue — eventually the same revenue is reported
whichever accounting method is used).

In addition, there are considerable differences between IFRS and US GAAP rules
on revenue accounting. US GAAP has many sources of accounting guidance on
revenue, including industry-specific requirements. This reduces the comparability of
US and European company results. The IASB and FASB are trying to develop one
converged standard for recognising revenue consistently.

The ED introduces the concept of ‘performance obligations’ as the key drivers of
revenue recognition. The ED defines performance obligations as “a promise in a
contract with a customer to transfer a good or service to the customer”. This in
effect means that revenue is recognised when a customer takes ownership of a
good or the output of a service. We have outlined the key points of the proposed
accounting model in Figure 1.
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Figure 1. Overview of proposed revenue recognition framework based on 2011 ED

step __MNts |
Identify the contract(s) with the B |dentification of the enforceable rights and obligations of contracts
customer B Companies may combine contracts if part of a package deal or involve only one performance obligation
Identify separate performance B Contracts involving multiple distinct performance obligations (transfer of distinct goods or services) should be accounted for
obligations in the contract separately
B A distinct good or service is one that is regularly sold separately by the company (competitors selling the good separately not
considered)
Determine the transaction price B The payment expected to be received for contract completion
B Variable or non-cash consideration valued at either expected value or best estimate (most predictive method to be selected)
B Contract price adjusted for time value of money if significant
Allocate the transaction price B Transaction price allocated over separate performance obligations
B Division on basis of distinct selling prices, or estimated relative value of obligations if necessary
Recognise revenue as performance B Recognise revenue for each performance obligation when customer obtains control of that good or service
obligations are satisfied B Point in time revenue recognition for goods, gradual recognition over time for services
B Cumulative revenue recognition limited to the amount a company is reasonably assured to be entitled to

Source: IASB, Citi Research

The framework is somewhat abstract; but this appears necessary in attempting to
create a ‘one size fits all’ revenue recognition model for the first time. Two types of
contract may be most affected:

1. Bundled contracts

Bundling refers to the sale of more than a single good or service (performance
obligation) within a contract, and is often a combination of a good and service.
Under the ED proposals, unless the good and service are indistinct1, revenue
should be recognised for each separate element of the contract independently,
based on the standalone selling prices (or estimated relative value of elements for
which a standalone selling price is not available) of each element.

2. Long-term contracts (including provision of services)

Percentage of completion accounting The revenue project was originally expected to discontinue percentage of

still allowed in most cases completion accounting and cause major changes to the accounting for long-term
contracts, potentially allowing revenue recognition only on completion of a project in
some cases. However, the 2011 ED permits revenue recognition gradually over time
(rather than at specific points in time when performance obligations are fulfilled) if
one of the following two criteria is met:

B The company must create or enhance an asset that the customer controls, or

B The company does not create an asset with an alternative use, and must also
meet one of three criteria, the most relevant of which is that the entity has a right
to payment for performance completed to date. This must at least
compensate the company for activity to date (not contract termination
compensation), and the company must expect to fulfill the contract as promised

! For the elements of a contract to be considered indistinct the company must provide a significant
service integrating the goods and/or services into the combined item sold. An example is of a software
license sold to a customer alongside a service contract to significantly modify that software to the
customer’s specification.
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Leases to be brought on balance sheet

All leases on balance sheet, but two P&L
treatments
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In general it seems like that these criteria will continue to allow percentage of
completion accounting for many construction and other long-term contracts.

The ED proposals would also bolster the disclosure requirements relating to
revenue recognition, with the objective of providing meaningful specific information
on the judgments and estimates made in this area. Examples of proposed new
requirements include:

m A reconciliation of the movement in working capital balances to the reported
revenue figure, providing a closer link between the P&L and balance sheet.

m Details of the expected future revenue recognition pattern for contracts
exceeding one year which are in progress at the balance sheet date.

B Increasing the level of disclosure required in interim reports.

Which companies will be affected?

Companies with bundled contracts would have to account for the components of the
contract based on the standalone selling prices. This could affect companies selling
combined goods and services, for example in the technology or telecoms sectors.
For example, mobile telephone operators selling a service contract together with a
free or discounted handset will probably have to book revenue initially based on the
market value of the handset, whereas at present revenue recognition is usually on a
cash basis. In this case, revenue recognition is likely to be earlier than under
previous practice.

Construction companies and others with long-term contracts may be affected by the
new standard; however, the revised ED appears to continue to allow percentage-of-
completion accounting in many cases. We therefore do not expect widespread
major changes for these sectors. However, additional disclosure requirements may
be helpful for investors.

The new revenue standard may have greater impact in the US, as it will replace
numerous sources of industry-specific guidance.

Leases

A Lease Exposure Draft was issued in August 2010. We previously published a
detailed report on the implications of these proposals2. The IASB is currently re-
deliberating this project with an updated Exposure Draft expected in Q1 2013.
Although no official date has been set, we do not expect the final IFRS until 2014
and we think that it will not be mandatory until 2016 at the earliest.

What will change?

The final version of the standard is uncertain pending the publication of a revised
ED. However, we expect that the final standard will retain the key point of the 2010
ED, that leases will be reported on balance sheet (with a “right of use” lease asset
and a lease liability). However, we think the implications for P&L treatment may
differ compared to the initial draft.

Under the latest proposals, there would be two possible P&L and cash flow
statement presentations for leases longer than 12 months. For some leases, the
lease expense would be recognised on a straight line basis (as with current

2 Bringing Leases on Balance Sheet - Proposed Elimination of Operating Lease Accounting, dated 18
August 2010.
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operating leases) while for any other leases, depreciation and interest charges
would be recorded separately (as with current finance leases), generally with a front
loaded expense profile. For property leases the default treatment would be straight
line recognition in the P&L, unless the lease term represents the major part of the
asset’s life or the lease payments account for substantially all of the fair value of the
leased asset. For all other assets the default would be current finance lease
accounting, unless the lease term is an insignificant portion of the economic life of
the underlying asset, or the fixed lease payments are insignificant relative to the
asset’s fair value.

The proposals for cash flow statement presentation follow the P&L: if the lease
qualifies for straight line P&L recognition then the cash lease payments would be
recognised as operating cash flows. If finance lease P&L presentation is required,
then the cash lease payments would be split and allocated between interest
payments (either operating or financing cash flows under IFRS) and capital
payments (financing cash flows).

We expect that lessees using operating leases will be affected as follows:

m Higher reported leverage, as operating lease commitments would be capitalised
on balance sheet and included as financial obligations

® Changes to metrics such as EV/EBITDA, although case-by-case impact

B |n some cases, significant differences between P&L expense and cash lease
payments

In our view, the IASB’s current thinking is questionable, both theoretically and
practically. Keeping two types of lease accounting (with respect to P&L treatment)
might be confusing for investors and potentially lead to accounting arbitrage. From a
theoretical perspective, if the IASB believes that all leases (longer than 12 months)
are financing transactions requiring debt to be reported on balance sheet, then in
our view it is inconsistent not to report a corresponding interest expense, or
amortisation of the lease asset. From a practical perspective, this could distort
commonly used financial ratios and calculations, such as EV/EBITDA or average
interest rate calculations.

Which companies will be affected?

Most exposed sectors include retail, transport and leisure. For a list of exposed
stocks, please contact us.

Financial Instruments

The IASB already issued parts of IFRS 9, on the classification and measurement of
financial assets and liabilities and the reporting of “own credit” gains on financial
liabilities, during 2009 and 2010. It has since reconsidered some aspects of the
classification and measurement of assets in an ED published in Q4 2012 (see
IFRS 9 on page 28).

However, a critical part of the project on impairment rules (which would apply to
assets measured at amortised cost or debt instruments measured through Other
Comprehensive Income) has not yet been resolved. This is important as IAS 39’s
current “incurred loss” provisioning requirements were regarded by many
commentators as contributing to the 2008 credit crisis, ie loan impairments were
“too little, too late”. Arevised ED for impairment rules is expected in Q1 2013,
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which is likely to introduce a more forward-looking “expected loss” provisioning
model.

The US FASB recently (December 2012) issued its own proposals on financial
instrument impairment. The FASB’s ED would require banks to recognise the full
lifetime expected loss on a loan on “day 1” (issuance). We expect the IASB will
propose a different impairment rule: only 12 month expected losses would be
recognised initially, with a switch to recognition of lifetime losses after a trigger of
“significant deterioration” in the credit quality of the loan or other financial asset. We
have identified problems with both the FASB’s and IASB’s impairment proposals as
discussed recently in The Standards: January Update (7 January 2013).

IFRS 9 as currently issued is summarised on page 28. The whole standard is
currently scheduled to be mandatory in 2015, already delayed from 2013, although
we believe further delay is almost inevitable given the project’s importance and
difficulty. Clearly this standard is particularly significant for banks and insurers.

Insurance

The IASB issued an Exposure Draft on Insurance Contracts in July 2010. A further
ED is expected during 2013. We do not expect the final standard to be issued until
2014 or effective until 2018.

At present there is no comprehensive IFRS for insurance (see page 22 for a
summary of IFRS 4), so there is inconsistency in reporting amongst insurance
companies applying IFRS. This reduces comparability of results and arguably may
lead to insurance companies suffering a valuation discount.

A full review of the insurance project is outside the scope of this report, but the
insurance ED proposed a building blocks approach to measuring insurance
liabilities, taking into account:

B the expected cash flows (probability weighted) of the contract
m the time value of money

B a risk adjustment (quantifying the difference between the certain and uncertain
liability)

m a residual margin (quantifying the unearned profit arising from the contract that
will be earned as the contract is fulfilled)

This means insurance liabilities will be measured at a present value which will vary
as market conditions such as interest rates vary. However, we expect the IASB will
now propose that remeasurements of the insurance liability due to changes in the
discount rates will be presented in Other Comprehensive Income, ie not affecting
net income (as initially proposed in the 2010 ED).
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Global Adoption of IFRS

Figure 2 shows the current status of IFRS adoption for listed companies in various
markets globally. IFRS adoption makes it easier for investors to compare companies
in different countries, and provides a common accounting language.

Figure 2. Status of IFRS adoption in various countries

Country _______|IFRS Status for Listed Companies __________[Country ______|IFRS Status for Listed Companies |

All EU + EEA countries! Mandatory to use IFRSs as adopted by EU Mexico Mandatory

Argentina Mandatory Morocco Mandatory for financial institutions, permitted for others

Australia Mandatory (IFRS equivalent standards) New Zealand Mandatory (IFRS equivalent standards)

Bahrain Mandatory Nigeria Mandatory

Brazil Brazil standards aligned with IFRS but not full adoption Oman Mandatory

Canada Mandatory Pakistan Pakistan standards based on IFRS

Chile Mandatory Panama Mandatory

China China standards based on IFRS Peru Mandatory

Colombia IFRS permitted from 2013, to be required from 2015 Philippines Philippines standards based on IFRS

Egypt Egypt standards based on IFRS Qatar Mandatory

Hong Kong HK standards almost identical to IFRS Russia IFRS or US GAAP required for largest listed companies; IFRS
permitted but not required otherwise

India IFIt?S based standards published but no effective date ~ Saudi Arabia Required for banks and insurers. Not permitted otherwise

se

Indonesia Indonesia standards based on IFRS as of 2009 Singapore Singapore GAAP partially converged with IFRS

Israel Mandatory except for banks/dual registrants South Africa Mandatory

Japan Permitted for some but not mandatory Switzerland Main Standard registrants must use IFRS or US GAAP2

Jordan Mandatory Taiwan Required from 2013

Kazakhstan Mandatory Thailand Not permitted. Full convergence with IFRS expected by 2015

Kenya Mandatory Turkey Mandatory

Korea Mandatory Ukraine Mandatory

Kuwait Mandatory United Arab Emirates Mandatory

Lebanon Mandatory USA Not permitted except for foreign filers

Malaysia Malaysia standards almost identical to IFRS

Source: PwC, E&Y, Deloitte, Citi Research. Notes: ' EU: Austria, Belgium, Bulgaria, Cyprus, Czech Republic, Denmark, Estonia, Finland, France, Germany, Greece, Hungary,
Ireland, ltaly, Latvia, Lithuania, Luxembourg, Malta, Netherlands, Poland, Portugal, Romania, Slovakia, Slovenia, Spain, Sweden, UK. EEA: Iceland, Liechtenstein, Norway.
2 Swiss GAAP is a permitted alternative for companies listed under the Domestic Standard.

Some Swiss companies, including

Swatch, have given up IFRS to revert to

“more practical” Swiss GAAP

No US decision on adopting IFRS

Little to show for convergence efforts

The IASB may be slightly alarmed that since 2008, about 20 Swiss companies have
reverted to using Swiss GAAP rather than IFRS. Although most of these have been
small-cap companies, Swatch (market cap c. CHF 27bn) has also reverted to Swiss
GAAP, arguing that this is “more practical and less theoretical” than IFRS®.
Switzerland is unusual within Europe in not requiring IFRS. Swiss listing rules
require companies listed under the Main Standard to use IFRS or US GAAP, but
Swiss GAAP is a permitted alternative for companies listed under the Domestic
Standard. It is unclear at this stage if other Swiss companies may follow Swatch’s
lead. EU listed companies would not be able to revert to local GAAP due to an EU-
wide requirement to use IFRS since 2005.

Uus

The SEC staff issued a report about IFRS in 2012, which notably lacked a
recommendation or timeframe to adopt IFRS in the US. We do not expect the US to
adopt IFRS in the foreseeable future.

The IASB and US FASB have been working to converge IFRS and US GAAP for
several years, but have little to show for their efforts so far. Of the remaining major
joint projects, we think it is unlikely that full convergence will be achieved for the

3For more details on Swatch’s move, see The Standards: November Update, dated 7 November 2012.
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leases, financial instruments or insurance projects. It is possible the two Boards will
be able to achieve largely converged revenue standards. Once these projects are
completed, it seems clear that both boards will pursue separate agendas.

We provide a comparison of US GAAP and IFRS in Appendix 1 on page 74.

Japan

Japan has also delayed its decision on mandatory IFRS adoption, and we do not
expect IFRS to be required in Japan for many years (not before 2016 at the very
earliest, most likely some years later). However, Japan already permits international
companies to use IFRS, and a few companies have already switched to IFRS, with
more expected4.

We provide a comparison of Japanese GAAP and IFRS in Appendix 2 on page 76.

Local versions of IFRS

Unfortunately many countries have not adopted an identical set of IFRS standards
but have made local adjustments. For example, companies listed in the European
Union have to use IFRS “as adopted by the EU”. In practice the set of EU-endorsed
IFRSs is almost the same as full IFRS, with the exception of a specific element of
IAS 39 applicable to some banks. In addition the EU endorsement process takes
some time, so companies are sometimes not allowed to use issued IFRSs despite
the IASB permitting early adoption (eg IFRS 9). The EU also sometimes delays the
effective date of new standards (eg IFRS 10, 11 and 12).

Some countries have adopted accounting standards which are based on IFRS but
which are not the same. For example, China’s accounting standards, though similar
to IFRS, have differences such as not permitting the fair value model for property,
plant and equipment (IAS 16) or intangibles (IAS 38), and not permitting the
reversal of impairment charges (IAS 36). India is also considering requiring listed
companies to use Indian standards with some differences from IFRSs (eg
investment companies required to use the cost model and not permitted to use the
fair value model in IAS 40), but no implementation timeline has been set out. Other
countries which apply IFRS based standard