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The European Financial Reporting Advisory GroupRBE) and the Autorité des Normes
Comptables (ANC) jointly publish on their websites information purpose a Research
Paper on the proposed new Definition of an Assetatevely adopted by the IASB and FASB.

This Paper has been jointly drafted by the staBERRAG and the ANC. Its sets the results of
their work in researching and analysing the progodefinition. They consider that the
communication of this Paper to the IASB staff atsdoublication on their respective websites
can serve as an useful input to the IASB’s delitb@na on this issue (which they understand
forms part of the work-in-progress on the phase fBthe Revision of the Conceptual
Framework “Definition of Elements, Recognition abBerecognition”). It is important to
highlight that the views in the paper are thos¢hef staff and not those of either EFRAG or
the ANC.

They have tested the proposed new definition oasset against a series of 12 economic
arrangements: six of these arrangements were pigyitested (together with 18 others) by
the IASB staff in its Agenda Paper produced for@utober 2007 IASB Board meeting on an
earlier version of the asset definition. Six oteeonomic arrangements have been identified
and included in the analysis they have undertakée. purpose of their analysis was to test
whether the proposed new definition of an assatdedsmed by the IASB/FASB staff team
would work and result in an improvement over thistaxg IASB definition of an asset.
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The main outcome of their work is that the propased definition removes problems related
to the ambiguity of the notion of “control” includen the old one and to the identification of
a “past event”. It also explains to a greater eixtdmat an economic resource is. However, it
seems that the notion of “capable” that replacesnibition of “expected” may result in many
items with low economic value meeting the defimtaf an asset. This may, therefore, fail the
costs and benefits constraint in the Framework.

Other outcomes of the analysis are a need to glaoW one should understand and apply the
terms “capable of producing cash inflows or redgaash outflows”, “right and other access
that others do not have” and “equivalent meanshdy also be useful to clarify the nature of
an “economic resource”, — is it the promise/righthe related property item, and to analyse if
the notion of an “economic resource” is wide enoaghmpared to the previously used notion
of “economic benefit”. Finally, the consequenceshaf removal of the “past event” notion on
the assessment of the management stewardship atie adentification/separation of assets

may merit further analysis.

EFRAG and the ANC hope this Paper would be usefusfimulating thoughts and research
on accounting conceptual issues.
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It may be needless to say that the definition ofaaset is fundamental when preparing
principles-based accounting standards based on ssetaand liability approach. Not only
does the definition affect what should be recoghiae assets in the balance sheet, ibals
influences what should be recognised as incomendmgh to recognise expenses.

As part of their current work on the conceptualnfiework (phase B) the IASB and FASB are
addressing the definition of an asset. It is pragabthat the current IASB definition:

“An asset is a resource controlled by the entityaasesult of past events and from which
future economic benefits are expected to flow ecethtity.”

will be amended to:

“An asset of an entity is a present economic resewo which the entity has a right or other
access that others do not have.”

This paper is a European comment to that proposal.

Executive summary

E1l. The IASB/FASB staff has been working on a revisioomvergence and clarification of
the asset definition for some time. As part of tisrk, the IASB staff has tested a
proposed new definition of an asset against asefieconomic arrangements.

E2. Due to the importance of the definition of an as#®t coordinators of the pro-active
activities decided that the pro-active project dtiounclude the pro-active project
group’s own testing of the proposed new definitadran asset. More specifically, the
purpose of this pro-active project is to: “test wies the proposed new definition of an
asset as defined by the IASB/FASB staff team wowldrk and result in an
improvement over the existing IASB definitions of asset.”

E3. The current definition of an asset states that: &setis a resource controlled by the
entity as a result of past events and from whichreueconomic benefits are expected to
flow to the entity.”

E4. In reaching the proposed new definition, the IAS&fhas:

(@) Deleted “and from which future economic benefite axpected to flow to the
entity”. Instead the amplifying text specifies tlaatesource is something that is
“capable of producing cash inflows or reducing castilows”.

(b) Replaced the term ‘control’ with “to which the @pthas either a right or other
access that others do not have.”

(c) Deleted the phrase “as a result of a past event”.



ES.

EG.

E7.

ES8.

(d) Added the word ‘economic’ before ‘resource’.
(e) Added the word ‘present’ before ‘economic resource’

Accordingly, the proposed new definition stated,than asset of an entity is a present
economic resource to which the entity has a righotber access that others do not
have.”

The amplifying text to the proposed new definitgiates that:

(@) “present means that on the date of the financial statemieotls the economic
resource exists and the entity has the right cgratlacess that others do not have;

(b) aneconomic resources something that is scarce and capable of producash
inflows or reducing cash outflows, directly or ireftitly, alone or together with
other economic resources. Economic resources tisat faom contracts and other
binding arrangements are unconditional promises @thdr abilities to require
provisions of economic resources, including throtigk protection;

(c) a right or other access that others do not harables the entity to use the
economic resource and its use by others can béugdestor limited. A right or
other access that others do not have is enforcégtiegal or equivalent means.”

The arrangements tested by the pro-active projaét are: cash on hand, an account
receivable, an assembled workforce, goodwill, detgt ticket, an offer of future
discounts to potential customers, know-how/knowéeedgquired as a result of research
expenditures, an improved position in the market/westomer relationship resulting
from marketing efforts, contracts, a licence torapein a restricted market, a deferred
tax item for an unused tax loss and a planned dciio®. While the first six
arrangements were also tested by the IASB/FASB, stedf last six arrangements were
solely chosen and analysed by the pro-active prejatf.

Based on the analysis, the following effects of ph@posed new definition have been
identified:

Advantages Weaknesses Effects that have not been subject to

an evaluation

« Removes the problems related to * The notion “capable of producing < A deferred tax item for an unused

the unclearness of the term
‘control’.

Removes the problems related to
identifying ‘a past event’.

Explains to a greater extent than
the current definition what an
(economic) resource is.

cash inflows or reducing cash
outflows” sets very low hurdles in
relation to determining when
something is an economic
resource. It will result in many
items (for example  many
internally  generated intangible
items) meeting the definition of an
asset. Many items may thus have
to be tested against any
recognition criteria and/or being
recognised at a low amount. This
may not be cost/benefit effective.

« The notion “Capable of producing

tax loss that could not be sold
would meet the requirement of
the proposed new definition that
an entity should have ‘a right or
other access that others do not
have’ but perhaps not the
corresponding  requirement  of
‘control’ in the current definition.

A deferred tax item for an unused
tax loss that could not be sold
would perhaps not meet the
additional requirement of the
proposed new definition that an
economic resource should be




cash inflows or reducing cash present.
outflows” may be interpreted
differently by different persons.

e The terms ‘right and ‘other
access’ are not clear.

e It is not clear whether the
promise/right or the related
property item represents the
€CoNomic resource.

« The amplifying text explaining “a
right or other access that others
do not have” is unclear as the
exact meaning of ‘equivalent
means’ is not explained.

» The focus on future cash flows in
the amplifying text's specification
of an ‘economic resource’ does
not seem wide enough. Instead
the current focus on ‘economic
benefits’ should be maintained.

* |t does not include a reference to
a past event which may move the
focus away from stewardship,
result in more items meeting the
definition of an asset and make it
more difficult to identify separate
assets.

E9. It should be noted that the pro-active projectfstalieves that the current asset
definition’s notion of ‘control’ in the context adin asset is unclear. The pro-active
project staff believes that it would be benefigidhe IASB/FASB staff had considered
clarifying the meaning of ‘control’ before decidibgreplace the term.

E10. Based on the analyses, it cannot be concludedtbgiroposed new definition is better
or worse than the current definition. This woulge€led on the specific situation. The
analysis has, however, identified problems thatkhbe addressed in developing a new
definition.



Chapter 1 - Introduction

1.

The IASB/FASB staff has for some time been workamgphase B of the revision of the
conceptual framework addressing the elements ofitlaacial statements, recognition
and de-recognition. An important part of the phias®e revise, clarify and converge the
definitions of assets and liabilities.

The IASB/FASB staff has almost concluded its wdtllowever, some Board members
as well as some commentators have questioned fotlie proposed new definition and

have expressed the view that it is unclear whichsequences the proposed new
definition will have in practice, notably becauaejong other things, the IASB has not
yet worked on issues such as recognition, andafi@itcount.

With these facts in mind, the IASB asked its staffest a proposed definition against a
series of arrangements. The results of this arsmlysre presented on the 16 October
2007 IASB meeting.

Because of the importance of the definition of asef the coordinators of the pro-
active activities decided that the pro-active graluld do its own testing of the
proposed new definition of an asset. Although testing will be done on a newer
version of the definition of an asset than the wsed for the IASB/FASB staff analyses,
the study includes relevant references to the I&ABBB staff’'s work.

More specifically, the purpose of this pro-activejpct is to: “test whether the working
definition of an asset as defined by the IASB/FAS8ff team would work and result in
an improvement over the existing IASB definitiorisao asset.”

The approach of the project included the followsteps:

(@) reading and reflecting on materials available anpgloposed new definition of an
asset;

(b) selecting a number of situations and applying ttop@sed new definition on them
and making an evaluation of the outcome, usingtheent definition as reference
material; and

(c) discussing the observations made from working \ilig current as well as the
proposed new definition and assessing the impaitteohew definition.

This paper includes the outcome of the work perémnThe work has been performed
by a pro-active working group and the paper has lmeenpleted by pro-active project
staff.

The pro-active project on the definition of an asdarted in early 2007. The pro-active
project staff used in its initial work the materthlen available, i.e. that joint staff’s
material developed for the boards” discussionss Wais done with a view to understand
how the proposed new definition of an asset wadt aath by the joint staff in its
presentation of discussion material for the boaRist of the result of the pro-active
project staff’s efforts at that time has been kephis paper.



10.

11.

There are areas where the pro-active project Bfffound reasons to deviate from the
tentative conclusions expressed by the IASB/FASHEf sh its initial work. That is
partly reflected in the comments provided in thego@r. The pro-active project staff is,
however, aware that views expressed by the IASBB-A&Gff in an early phase of the
project may not be of particular relevance for talysis of the proposed new
definition of an asset.

Accordingly, the draft comments on the joint swfinalyses should only be seen as an
effort to evaluate and understand the reasoninghe process of developing the
proposed definition of an asset.

The paper is structured as follows: After thisadctory chapter:

(@) chapter two will list the current IASB definitionf @an asset and the perceived
weaknesses as identified by the IASB/FASB stathaf current definition,

(b) chapter three describes the proposed new definition

(c) chapter four provides the main observations omptbposed new definition by the
pro-active project staff, and

(d) chapter five contains concluding remarks.

There are two appendices, which contain a moreildétanalysis of the pro-active

project staff's observations. Appendix 1 contaite tdetailed analysis of some
arrangements that were also tested by the IASB/FABEB. These arrangements are:
cash on hand, an account receivable, an assembiddovce, goodwill, a lottery ticket

and an offer of future discounts to potential costcs. The tests performed by the
IASB/FASB staff related to an earlier version ofpeoposed new definition (see
appendix 1 paragraph 2), however, unless othersisd it is the view of the pro-

active project staff that the conclusions reachgdhle IASB/FASB staff would apply

equally to the proposed new definition. Appendixcontains the analyses of
arrangements chosen solely by the pro-active pr@gwdf. These arrangements are:
know-how/knowledge acquired as a result of reseaxpenditures, an improved
position in the market/new customer relationshipsulting from marketing efforts,

contracts, a license to operate in a restrictecketaa deferred tax item for an unused
tax loss and a planned transaction.

Chapter 2 - The existing IASB definition

12.

13.

In the current IASB Framework an asset is defiretblows:

“An assetis a resource controlled by the entity as a resfytast events and from which
future economic benefits are expected to flow &oehtity.™

The IASB/FASB staff considers that changes to dleif§nition are needed. According to
the different IASB/FASB documents available, thamraasons are:

! |ASB: Framework for the Preparation and Presemmatf Financial Statements, paragraph 49.



(@) The definition is sometimes interpreted to makenaice to likelihood by using
the word ‘expected’. According to the IASB/FASB féthne notion of “expected”
has been misinterpreted as implying that there ibest high likelihood of future
economic benefits for the definition of an assebéomet. Thus some think that
when there is a low likelihood of future economeanbfits, the asset definition is
not met. According to the IASB/FASB staff, this ot the intent. The
IASB/FASB staff thinks that the word ‘expected’irxluded to clarify that it is
not required that an item is certain in order talijy as an assét.

(b) The definition contains the word ‘control’. Accongj to the IASB/FASB staff, the
notion of control of an asset could be confusedhwhe notion used to determine
what constitutes a group of entities (accordingAB 27). The IASB/FASB staff
thinks that the use of ‘control’ could lead onehink that focus should be on the
power to obtain benefits. However, the IASB/FASBIffsthinks that it is sufficient
that the entity can obtain cash inflows or reduashcoutflows from the item in
question’

(c) The definition requires that the item under consitien should be a result of past
events. The IASB/FASB staff thinks that this refere was included to exclude
future assets from meeting the definition. Althougbst of the time there will be
a past transaction that will originate the assherd are cases when past
transactions do not lead to an asset and someameasset may exist without a
link with a clear past transaction. Therefore, résference to past transactions may
take4focus away from the most essential — thathatvexists on the reporting
date’

14. Due to these perceived shortcomings, the FASB A&dIthink the following terms in
the present definition should be replaced:

(@) The term ‘expected’ should be replaced to avoid rhisinterpretation that an
assessment of a degree of likelihood is a parteterchining whether or not an
item is an asset. Instead, the definition shoufgla® that it is not required that an
item is certain in order to qualify as an asset.

(b) The word ‘control’ should be replaced with a termatt better reflects that the
focus should be on an entity’s ability to obtairsttanflows or reduced cash
outflows, rather than the entity’s power to calmsé cash flowS.

(c) The focus on ‘past event’ should be replaced witioeus on whether the
economic resource exists at the balance sheef date.

Chapter 3 - The proposed new definition described

2 |ASB: Agenda Paper 16C for the 16 October 2007BASeeting, paragraphs 26 — 28.
% |ASB: Agenda Paper 16C for the 16 October 2007BASeeting, paragraphs 44 — 80.
“ |ASB: Agenda Paper 16C for the 16 October 2007BASeeting, paragraphs 36 — 40.
® |ASB: Agenda Paper 16C for the 16 October 2007BASeeting, paragraph 28.
® |JASB: Agenda Paper 16C for the 16 October 2007BASeeting, paragraph 46.
" IASB: Agenda Paper 16C for the 16 October 2007BASeeting, paragraph 38.



15.

16.

After considering different alternatives, the IASBd FASB have agreed on the
following working definition of an asset (the prgg@al new definition):

“An asset of an entity is a present economic resotw which the entity has a right or
other access that others do not hdve.”

Also, the boards have agreed on the following teat amplifies the proposed new
definition of an assét

(d) presentmeans that on the date of the financial statembats the economic
resource exists and the entity has the right cgratlacess that others do not have;

(e) aneconomic resources something that is scarce and capable of producash
inflows or reducing cash outflows, directly or iretitly, alone or together with
other economic resources. Economic resources tisat faom contracts and other
binding arrangements are unconditional promises @thdr abilities to require
provisions of economic resources, including throtigk protection;

(H a right or other access that others do not harables the entity to use the
economic resource and its use by others can béugestor limited. A right or
other access that others do not have is enforcégtlegal or equivalent means.

Replacement of ‘expected’

17.

18.

19.

In accordance with paragraph 13(a) and 14(a) aboegher the proposed new
definition nor the amplifying text contain the woekpected'. In the amplifying text it

is added that an economic resource is somethingt ‘ih scarce and capable of
producing cash inflows or reducing cash outflowstcording to the IASB/FASB staff,
the proposed new definition thereby clarifies thia existence of an asset does not
depend on an assessment of a degree of likeltlotids sufficient that an economic
resource is ‘capable’ of producing cash inflowsemtucing cash outflows.

As it appears from the proposed new definition gredamplifying text, the IASB/FASB
staff has chosen not to explain that an econonsouree is something capable of
producing cash inflows or reducing cash outflowghim definition of an asset, but in the
amplifying definition of an economic resource. Atemative would have been just to
replace “and from which future economic benefits expected to flow” in the current
definition of an asset with “that is capable of gwoing cash inflows or reducing cash
outflows™":

“An assetis a resource controlled by the entity as a resfylast events-and-fromhich
future-economic-benefits-are-expected-to-flow-wdhtitythat is capable of producing

cash inflows or reducing cash outflaivs

However, the IASB/FASB staff thought that the @erdthat is capable of producing
cash inflows or reducing cash outflows” on its owould be an incomplete description
of what constitutes an economic resource. AlsoJASB/FASB staff did not think that

8 |ASB: Agenda Paper 2 for the 20 October 2008 |AB&eting, paragraph 8.
° |JASB: Agenda Paper 2 for the 20 October 2008 |AB&eting, paragraph 8.
19| ASB: Agenda Paper 2 for the 20 October 2008 |AS&ting, paragraph 28.
1 |ASB: Agenda Paper 2 for the 20 October 2008 |AS&ting, paragraph 30.



20.

21.

it would be clear whether the phrase would constitturther explanation of an
economic resource, or would be considered to karawing of that term to a particular
type of economic resourc¥.

It should be noted that the IASB/FASB staff exptaithat, in assessing whether
something is capable of producing cash inflowss ftecessary to take into account cash
outflows that are necessary to produce the casbwsf If something is capable of
being used only in a manner that produces casbwsflwhile simultaneously requiring
equal or greater cash outflows, it is not an ecanaesource and, therefore, it cannot
be an ass&t A discussion about what cash flows to take intooant is, however,
related to a ‘unit of account’ issue and is notltedh in this project.

It should also be noted that although neither tiop@sed new definition of an asset nor
the amplifying text refers to ‘likelihood’, it mastill be necessary to consider likelihood
when assessing whether a particular asset qudidfragcognition or in determining its
measurement. When to recognise and how to meas\assat are, however, outside the
scope of this project.

Replacement of ‘control’

22.

23.

In accordance with paragraph 13(b) and 14(b) abdwe,word ’control’ has been
replaced in the proposed new definition. IASB/FASEff has considered many
different alternatives for the word ‘control’. Owé the considered alternatives was to
replace ‘control’ with the phrase “rights or oth@ivileged access”. IASB/FASB staff
thought that this would reflect that focus shoutddm the entity’s rights or other access
to any cash inflows or reduction of cash outfloWattthe economic resource would be
capable of producing, rather than on the entitgstiol or influence over whether cash
inflows or reduction of cash outflows would occufFhe intention was then to explain
in the amplifying text that a right could be legadinforceable, but also enforceable by
other equivalent means, such as those arising rwihself-regulatory structure, for
example a professional organisation. ‘Other prgel@ access’ should indicate that
‘rights’ include more than legal rights, but shoaldhe same time exclude access that is
generally available from the definition. The terhosld, for example, include economic
barriers that could keep customers tied to an yerditd significant barriers for
competitors to market entry.

For different reasons — including the fact thaiviieged access’ is an unfamiliar term
that does not translate well into many languagesrahan English, the IASB/FASB did
not choose to replace the word ‘control’ with tiplsrase. Instead it was decided to
replace ‘control’ with “to which the entity has igt or other access that others do not
have”. The phrase “right or other access that stdernot have” is further described in
the amplifying text.

Removing focus on ‘past event’

24. The proposed new definition of an asset does radde the reference to past events.

The reference to the past has been deleted in twdecus on what is necessary for an
asset to exist at present. This is in accordandk par. 13(c) and 14(c) above. By

12| ASB: Agenda Paper 16C for the 16 October 2007BA%eting, paragraphs 32 -33.
13| ASB: Agenda Paper 16C for the 16 October 2007BA%eting, paragraph 35.



focusing on a present economic resource the IASBBE-Astaff thinks it becomes
redundant to refer to the need for a past eventhd@tsame time, the proposed new
definition makes it clear that the economic resewnd the link to the entity must exist
on the date of the financial statements. Thatt isannot be an economic resource or a
link that will not arise until the future or thatisted in the past, but no longer exists on
the date of the financial statements. Finally, aepig “past transaction or event” results
in a shorter definition which historically the Bdarhave preferred.

Other changes

25.

26.

27.

28.

The IASB/FASB staff has also proposed some chafuyagasons other than to correct
the perceived weaknesses of the current definition.

Specifying that it is an economic resource

‘Resource’ has been replaced by ‘economic resoui@’s change has been made
because the IASB/FASB staff thinks that the wondsthe current definition “from
which future expected economic benefits are expetdlow to the entity”, qualify the
word ‘resource’ so that it is an ‘economic resource

Convergence with the FASB definition

As the project is a joint project between IASB dmISB, one of the first things the

IASB/FASB staff did during the project, was to cenge the two existing definitions of

an asset in the IASB and FASB framework respegtivetcording to the current FASB

definition, assets are not resources but probabtard economic benefits. When
developing the converged definition, ‘future’ inetrcurrent FASB definition was

replaced by ‘present’ to indicate that the resoumzest presently exist. This was then
incorporated into the proposed new definition. laswchosen to keep the IASB
definition’s focus on an asset as being an (ecoopim@source’ rather than the FASB’s
focus on an asset as being ‘economic benefitshdecate that the focus is on a stock,
rather than on a flow.

Parallel the definition of an asset and the definitof a liability and requiring the
economic phenomena to be enforceable

It was mentioned in paragraph 18 — 19 that the dyim text explaining an economic

resource would state that an economic resourcemething capable of producing cash
inflow or reducing cash outflows. However, as itpepars from paragraph 16, the
amplifying text contains more than that. The seegeiEconomic resources that arise
from contracts and other binding arrangements amnditional promises and other
abilities to require provisions of economic res@srancluding risk protection, that are
enforceable by legal or equivalent means” is adaethe definition of an economic

resource as:

(@) The proposed definition of a liability includes therm ‘unconditional’. To
introduce some kind of symmetry in the definitiottee IASB/FASB staff
therefore considered also to include the term ‘nddmnal’ in the asset
definition. The IASB/FASB staff thinks that beingiaonditional is an essential
attribute of all liabilities. However, for physicalssets, internally developed
intangible assets, or other similar assets, cantitity does not apply. The aspect



(b)

is therefore only mentioned in relation to contsachind other binding
arrangements.

The IASB/FASB staff also thinks it should be regdirthat the economic
phenomena arising from contracts and other bindargangements (i.e.
unconditional promises and other abilities to reguprovisions of economic
resources, including risk protection) and not athig link between the entity and
the economic resource should be enforcéablEhis requirement has therefore
been included in the amplifying text related toe@onomic resource.

29. In summary, compared to the current definitionrofaset:

(@)

(b)

(©)

(d)

(€)

The phrase “from which future economic benefits expected to flow to the

entity” has been deleted. Instead an economiairesas explained as something
that is capable of producing cash inflows or redgcicash outflows (see

paragraphs 17 - 20 above).

“An assetis a resource controlled by the entity as a resfutiast events-and-from

“An economic resource is something that is scanteaapable of producing cash
inflows or reducing cash outflowslirectly or indirectly, alone or together with
other economic resources.”

The word ‘control’ has been replaced by the tersmwhich the entity has either a
right or other access that others do not have” fseagraphs 22 — 23 above)

“An asset_of an entitys a resource—centrolled-by-the-entdy a result of past
events to which the entity has either a right dreotaccess that others do not

have’

The phrase “as a result of past events” has bdetedgsee paragraph 24 above).

“An assetof an entity is a resource-as—a—result-of-pastiswerwhich the entity
has either a right or other access that otherootlibave.”

The word ‘economic’ has been added (see paragra@ib@ve).

“An asset of an entity is_an econonresource to which the entity has either a
right or other access that others do not have.”

The word ‘present’ has been added (se paragrapibh@re).

“An asset of an entity is-goresenteconomic resource to which the entity has
either a right or other access that others do aet Ii

30. Accordingly, the proposed new definition includithg amplifying text has become:

14| ASB: Agenda Paper 2 for the 20 October 2008 |AS&ting, paragraph 20.
15| ASB: Agenda Paper 2 for the 20 October 2008 |AS&ting, paragraph 18.



“An asset of an entity is a present economic resotw which the entity has either a
right or other access that others do not have.”

and the amplifying text as stated in paragraph 16.

Chapter 4 - Observations on the proposed new defitmon

31. As aresult of its assessment (see paragraphtbgairoposed new definition of an
asset, the pro-active project staff has made sdisereations. These observations seem
to suggest that the following terms/criteria argegsgial when determining whether an
item is an asset under the current as well asritygoged new definition of an asset:

Key terms/criteria under the curreniKey terms/criteria under the proposed new

definition (marked in italics)

definition (marked in italics)

An assetis aresourcecontrolled by the
entity as a result opast eventsand from
which future economic benefits are
expectedo flow to the entity.

An asset of an entity is@esenteconomic
resourceto which the entity has either a
right or other accesghat others do not
have.

present means that on the date of the
financial statements both the economic
resource exists and the entity has the right
or other access that others do not have;

an economic resources something that is
scarce and capable of producing cash
inflows or reducingcashoutflows, directly

or indirectly, alone or together with other
economic resources. Economic resources
that arise from contracts and other binding
arrangements are unconditional promises
and other abilities to require provisions of
economic resources, including through
risk protection;

a right or other access that others do not
have enables the entity to use the

economic resource and its use by others
can be precluded or limited. A right or

other access that others do not have is
enforceabldoy legalor equivalent means

The terms/criteria are further discussed below.

Economic resource

32. As mentioned above, the proposed new definitiorsdae include “from which future
economic benefits are expected to flow to the ghtlhstead an economic resource is



33.

34.

35.

36.

37.

38.

39.

explained as something that is capable of producash inflows or reducing cash
outflows.

The pro-active project staff has observed thattéie “economic resource” as used in
the proposed new definition as well as the ampidyiext leads to uncertainties as to
what is and what is not an asset.

No likelihood but capability

The current definition of an asset states thatsaue is something from which future
economic benefits are expected to flow to the entit

According to the IASB/FASB staff, the term ‘expetteoes not indicate that the item
in question needs to be certain to meet the difirift of an asset. The IASB/FASB
staff argues that the current FASB definition isdxh on that understanding and the
IASB/FASB staff thinks that similar reasons resdilte the inclusion of ‘expected’ in
the IASB definitiort’. The IASB/FASB staff therefore concludes that ¢hisr no need
for a high likelihood of future economic benefity the definition to be met. This is
contrary to how some have interpreted the term.oAting to the alternative
interpretation, the term ‘expected’ implies a ‘higitobability’ and the criterion
therefore precludes many items from meeting thendiein of an asset.

The amplifying text of the proposed new definitistates that an economic resource is
“scarce” and is “capable of * producing cash irdlowreducing cash outflows, directly
or indirectly, alone or with other economic res@as.cThe word ‘capable’ does not seem
to be a discriminating feature. It would probabéyrelatively easy to determine whether
or not an item would meet this criterion, as mamynds can be said to be capable of
producing cash flow, especially if assessed oroagjpbasis.

The pro-active project staff notes that this foample was the case when it assessed
whether know-how meets the proposed new definibbran asset (see appendix 2
paragraphs 108 - 110 ). The pro-active projecft staserved that most expenditure - or
rather the things they lead to - are capable oflycmg cash inflows or reducing cash
outflows.

The pro-active project staff is therefore concertied the proposed new definition sets
very low hurdles which would lead to many items tmggthe definition of an asset.

These assets would afterwards have to be testedsagfae recognition criteria and, if

recognised, measured at a very low amount. Theagtige project staff is concerned

that this process would (not always) pass a caséfitdest.

Compared to the current definition, the pro-actpreject staff's analysis of selected
arrangements (see appendix 1 and 2) showed thairtipesed new definition would

result in many more items meeting the definitioranfasset than if the term ‘expected’
in the current definition is interpreted as a ‘higkelihood’. For example, if know-

how/knowledge acquired as a result of researchreipges meets the other criteria of
the definition of an asset, it would be an asseleunthe proposed new definition of an
asset, but in many cases not under the curremtitiefi if ‘expected’ is interpreted as a

16 JASB: Agenda Paper 16C for the 16 October 2003BAneeting, paragraph 26.
7 |ASB: Agenda Paper 16C for the 16 October 2003BAneeting, paragraph 26.
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41.

42.

43.

44,

‘high likelihood’ (see appendix 2 paragraph 117(a)he same is the case for an
assembled work force (appendix 1 paragraph 59)kpttery ticket (appendix 1,

paragraph 73(a)), an offer of future discounts tieptial customers (appendix 1,
paragraph 94(a)), and an unused tax loss (appehdraragraph 168(a)). The change
would also affect the number of contracts (apper#jiparagraph 144(a)), licences to
operate in a restricted market (appendix 2, paphgrdS6(a)) and goodwill items

(appendix 1, paragraph 84(a)) that meets the deimniof an asset. However, if

‘expected’ is interpreted as a likelihood just geedahan nil, the change would have no
effect.

Also, the pro-active project staff is concerned wbibss observation that the notion
‘capable’ may be understood differently. Divergwigws have been expressed within
the pro-active project working group and differentave also been observed between
the analysis carried out by the pro-active projs@ff and the IASB/FASB staff
respectively. Examples of such diverging views wemnong other things, onerous
contracts (see paragraphs 136 - 141 of appendixh&)h some considered to be an
asset in case it can be sold to a third party¢hatmake them profitable, even though
the chances are remote. Others found it an oddt iekan seen from the perspective of
the reporting entity.

The IASB/FASB staff seems to admit part of the jpeob by stating that “capable of
producing cash inflows or reducing cash outflowansincomplete description of what
constitutes an economic resourée”

Focus on future cash flows

According to the amplifying text, a present economgsource is something that is
capable of producing cash inflows or reducing castflows, directly or indirectly,
alone or together with other economic resourcess fBxt seems to suggest that in order
to meet the definition of an asset an item shoelddpable of contributing to cash flow
effects in all circumstances. The pro-active progaff believes that something that
would be able to contribute to future cash flows iwery indirect manner could also be
an economic resource, and therefore doubts thdbthes should be on the cash flows.
In some instances — for example when assessingherhedsh on hand would meet the
proposed new definition of an asset (see appendparhgraph 28(a)) - the pro-active
project staff found that a term like “economic féag used in the current definition of
an asset would perhaps fit better. The notion cbr@mic benefits’ seems wide enough
to incorporate cost avoidance, service potentidl@portunity costs, which all seem to
be relevant when describing an economic resource.

The pro-active project staff is, however, award tha words ‘directly or indirectly’ in
connection with the discussion of cash flows indhgplifying text may include service
potential and opportunity costs. If this is theemtion, a few additional words in the
amplifying text could clarify the intention.

Promise/right versus property item

During its assessment of whether or not an accmegdivable (appendix 1 paragraph
41) meet the proposed new definition of an asketpto-active project staff noted that

18 |ASB: Agenda Paper 16C for the 16 October 2003BAneeting, paragraph 32.
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46.

47.

48.

it was not clear from the analyses performed by Ih®B/FASB staff whether the
promise of future cash flows or the property iteaswhe economic resource.

When assessing an account receivable (see app&ngaragraphs 35 - 38), the pro-
active project staff noted that in the case of apprty lease the IASB/FASB staff
regarded the contractual promise inherent in thsihg contract rather than the leased
item (the property item) as the economic resoutire the other hand, when assessing
raw material inventory and proven oil reserves, IA8SB/FASB staff regards the
property item, and not the attached promises asdbromic resources

Thus, sometimes the promise of future cash flowseferred to as the economic
resource. In other cases it is the property itemjustification seems to be provided by
the IASB/FASB staff, which explains the rationate the two different applications of
the notion of economic resource. If the differepplacation of the notion is intended,
and deemed to be correct, the pro-active projedt stinks it is important that there is
an underlying principle that explains what detemsirthe switch from the promise to
the property item when defining an economic resewamd that this principle is clearly
described.

The issue of distinguishing between a right andpttoperty item was also raised, when
assessing whether or not know-how would meet thpgeed new definition of an asset
(see appendix 2, paragraphs 112 - 114). The pieeaproject staff concluded that
perhaps it would be most logical to consider thetaxtual right as different parties
could have different rights to the same propegynit However, although the pro-active
project staff did not find the amplifying text clteamn this matter, it has the
understanding that the IASB/FASB staff would coesithe property item to be the
asset.

In addition, in relation to the analysis of an offef future discounts to potential

customers (see appendix 1, paragraphs 91 - 92prthactive project staff notes that
the IASB/FASB staff does not think that an economaisource exists before there is a
contract, and an offer is not a contract. The mtosa project staff does not think that
the requirement of a contract is evident from thegpsed new definition.

Replacing ‘control’ with ‘right or other access thathers do not have’

49.

50.

Removing ‘control’

As mentioned in paragraph 13(b) above, the IASBBAS(f is of the opinion that the
term ‘control’ in the context of an asset coulddeafusing. The pro-active project staff
agrees that the lack of clarity is an issue that ¢eused problems in several areas of
accounting, for example in IFRS Msurance Contractsand IFRIC 12 Service
Concession Arrangements

Furthermore, the pro-active project staff's anaysi selected arrangements seems to
confirm this problem. Firstly, it was unclear wianstitutes control — is it for example
the entity’s right to the asset, the entity’s dpilio generate future economic benefits
and/or the entity’s ability to obtain future econonbenefits that may flow from the
asset. Secondly, the pro-active project staff ditlfimd it clear whether or not a stolen

19| ASB: Agenda Paper 16B for the 16 October 2007BABeeting, example 4 and 8.
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52.

53.

54.

55.

item would be controlled (see appendix 1, paragrE®h This lack of clarity became
critical when the pro-active project staff assesséattery ticket (appendix 1, paragraph
73(b)), an assembled work force (appendix 1, pamgr59(b)), and an improved
market position (appendix 2, paragraph 128). Ininly@roved market position example,
the entity would not have the power to make sueg the improved position would
result in increased cash flows. However, in sonse€dt would be able to and have the
power to sell a new customer relationship or atmosiin the market and would also
control the benefits resulting from the improvedigion.

The pro-active project staff therefore agrees tthet term ‘control’ could cause
confusion. However, the pro-active project stafesloot agree on all the arguments
used by the IASB/FASB staff in reaching this cosan and the manner in which the
IASB/FASB staff has dealt with the problem.

The IASB/FASB staff has pointed out that “contrisl'used in the existing IASB (and
FASB) definition(s) of an asset as well as in ladl definitions of assets the IASB/FASB
staff has studi€d and the IASB/FASB staff has noted that the terrmas always
interpreted consistently. In the view of the prénaeproject staff, this has been claimed
without mentioning which observations the IASB/FASB(ff has made to justify this
statement.

Also, the IASB/FASB staff has considered the curté&$B definition of an asset, and
noted that although the definition in paragraphof®he Framework focuses on “a
resource controlled by the entity’, paragraph 5tefFramework discusses “control of
benefits”. The IASB/FASB staff therefore conclutiest it is “not clear whether control
applies to the resource, or to the ultimate benéiiat the resource produces, or both”.

In the opinion of the pro-active project staff, thegument for this conclusion is
questionable. It is not clarified in the relevageada papét of the IASB/FASB staff,
that the discussion in paragraph 57 of the Framleweals with whether or not the right
of ownership is essential. The paragraph is thasrplicitly dealing with what should
be controlled. The paragraph seems to be dealitiganspecific issue — a property held
on a lease - and states that it is not the rigluwafership that is the key feature, but the
benefits which are expected to flow from the propénat matter. On this basis it may
therefore not be reasonable to conclude that ibeaegeneral lack of clarity on whether
control applies to the resource or to the ben#fis the resources produce. However, it
could be argued that the paragraph demonstratescla df clarity in the current
framework as to the meaning of control in the centef an asset and a need to
eliminate that lack of clarity.

As a result of its observations, the IASB/FASB fstancludes that there are three
things that could be controlled. The IASB/FASB &tdiistrates this with a simple
example of a fruit tré. In this example there are three things that cbeldontrolled:

(@) the fruit tree,

(b) the tree’s capability of bearing fruit and

20 |ASB: Agenda Paper 16C for the 16 October 2003BAneeting, paragraph 44.
2L |ASB: Agenda Paper 16C for the 16 October 2003BAneeting, paragraph 60.
22 |ASB: Agenda Paper 16C for the 16 October 2003BAneeting, paragraphs 62 — 67.
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58.

59.

60.

61.

(c) any fruit that the tree bears that can be sold#&sh.

The IASB/FASB staff's analysis on the basis of ¢hesamples suggests that “control
might not be the best word to use to describe #ityenlink to resources, because “that
seems to imply to some that the entity can contt@ther there will be any fruft®.

Instead, the IASB/FASB staff concludes initiallyathirights or other privileged access’
should replace “control” to “better reflect the mamin which an entity is associated
with an economic resource than contfalI’As it appears from paragraph 22 above, this
proposal to describe the link to the entity wasrdamended to “a right or other access
that others do not have’.

One of the reasons for replacing “control” is tleecpption that “rights are the most
common mechanism that society uses to distinguisio Wwas access to specific
resources (i.e. to distinguish who is linked toeaource)®®. However, it is not clear
from the available documents on what basis thiglesion has been reached and why
these notions are deemed to be more appropriateradetstandable than the notion of
“control”. The pro-active project staff believesattthe considerations of the definition
of an asset would have benefited from a richerudision on the pros and cons of the
various notions, including “control’, representihg entity’s linkage to an asset.

It is therefore the view of the pro-active projetaff, that the IASB/FASB staff's
conclusion may lack sufficient backing because thengpt seems to have been made in
the IASB/FASB staff’s discussion to clarify whatneant by control in the context of
an asset.

As noted in one of the IASB/FASB staff's agendaeydp, the replacement of ‘control’
received the least support from those with whomI#&B/FASB staff consulted. Some
of the respondents suggested that it might be ttexplain how the term “control”
should be used, rather than replace the term. ©8tanggled with the term” rights or
other privileged access” (note that this was etdcadrom a previous version of the
proposed new definition), and asked whether thesatearer term than ‘control’ (this is
assessed below).

The pro-active project staff agrees with those Wwhoe suggested that phase B of the
Framework project would have been the right placaddress the meaning of “control’
in the context of an asset. This would also hawided an opportunity to consider
whether control of an asset should be used in motess the same sense as the notion
of control used for consolidation accounting pugsos

Including ‘right or other access that others dohmoie’

The proposed new definition describes an econoesigurce as something to which the
entity has either a right or other access thatrstlde not have. The amplifying text
states that “a right or other access that othersaldhave enables the entity to use the
economic resource and its use by others can béugeztor limited. A right or other
access that others do not have is enforceablegay dé& equivalent means.”

IASB: Agenda Paper 16C for the 16 October 2003BAneeting, paragraph 66.
IASB: Agenda Paper 16C for the 16 October 2003BAneeting, paragraph 46.
IASB: Agenda Paper 16C for the 16 October 2003BAneeting, paragraph 47.
IASB: Agenda Paper 16C for the 16 October 2003BAneeting, paragraph 49.
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63.

64.

65.

66.

When assessing whether or not cash on hand meetarir proposed new definition
of an asset, the IASB/FASB staff used physical @gs®n as an indicator of an entity’s
access to the cash (see appendix 1, paragrapfi®pro-active project staff does not
think that physical possession would necessarilgmibat an entity would have a ‘right
or other access that others do not have’. It sebangxample, very difficult to argue
that the right or other access a thief has to stoésh is enforceable by legal means. It
seems that those from whom the cash has been stoldd have a stronger right to the
cash than the thief. Therefore, physical possessaononly be ‘a right or other access
that others do not have’ if the right or other ascis enforceable by ‘equivalent means’.
The question therefore arises what ‘equivalent rsieare. The pro-active project staff
does not think this question has been answeredrso the documents published by the
IASB/FASB staff.

It seems essential to clarify or replace the tezquivalent means’ as the interpretation
of the term would often be the critical factor whdatermining whether or not an
arrangement meets the definition of an asset. Hadyses of selected arrangements
carried out by the pro-active project staff, showledt it was a relevant issue when
determining whether or not cash on hand (appendpalagraph 28(b)) an assembled
work force (see appendix 1, paragraph 59(b)) andrgmoved position in the market
place/new customer relationships resulting from keting efforts (see appendix 2,
paragraph 126 were items to which “the entity hifisee a right or other access that
others do not have”.

Part of an assembled work force seems to be thenmgd and trained personnel. This
part of the assembled workforce does not seem tacbessible through enforceable
legal means as the personnel may be free to le&emaver they want. Therefore, an
entity has only “a right or other access that cthdo not have” to this part of an
assembled workforce if the right or other accessni®rceable by ‘equivalent means’.
In the case of an improved position in the markateit seems clear that that the entity
has access that others may not have. Howevegdtsa@lems clear that this access in not
enforceable by legal means. Again, the entity tloeeeonly has “a right or other access
that others do not have” if this right or accesemorceable by ‘equivalent means’,
which is unclear.

When assessing whether or not an entity would laaxight or other access that others
do not have to know-how/knowledge acquired as altre$ research expenditure, the
pro-active project staff also found it difficult sge the difference between ‘a right’ and
‘other access’ (see appendix 2, paragraph 1178s)poth ‘a right’ and ‘other access’

are included in the proposed new definition, theneuld be a significant difference

between those notions. Otherwise, both notions|dhoot be included. However, it is

not clear which difference between the notionsitenided to be conveyed, which may
lead to interpretation problems.

Other effects

The analysis of selected arrangements showed tlagpending on how control is
interpreted - the proposed new definition couldéham effect for a deferred tax item for
an unused tax loss when losses carried forward otabe sold (see appendix 2,
paragraph 168(b)). The item seems to meet the peapaew definition as an entity
would have “a right or other access that othershdbhave” but as the ‘control’ is
subject to future developments, the entity maycooitrol the item.



Past events

67. A noted above in paragraph 13(c) and 14(c), theBIkBSB staff has chosen to replace
the requirement of a past event in the currenttafaition with a focus on what exists
at the balance sheet date. The pro-active prajefftraay have some concerns about the
removal of the past event requirement as:

(@)

(b)

(©)

It may result in preparers paying less attentiopast events when considering an
asset for recognition on the balance sheet. Asatréhe emphasis and purpose
of financial statements may move away from stewapds which focuses on past
transactions - towards the single purpose of ptiedicfuture cash flows. The
PAAINE has previously expressed its views on thibject in a paper on
“Stewardship/Accountability as an objective of fin&l reporting”, June 2007.

It may result in more items meeting the definitiohan asset perhaps without
meeting the recognition criteria. This would in@eathe burden of financial

statements preparers and auditors in relation termdning which assets to

recognise. The pro-active project staff did noedily identify any cases where
this was the case in its analysis of selected gements. However, when

assessing an improved position in the market piage/customer relationships
resulting from marketing efforts (see appendix &agraph 128), it was assumed
that the improved position was a result of the paatketing effort but it was also

noted that it would normally be difficult to showch a relationship. Accordingly,

it could be assumed that the difficulties of id&mtig the past event would lead to
fewer items being identified as assets. On therdthed, the pro-active project
staff could also be concerned if difficulties inerdifying the past transaction

would result in an item not meeting the definitiamd the pro-active project staff
acknowledges that the IASB/FASB staff notes that ithentification of a past

transaction may be distractitig

The identification of a past transaction could legpful when identifying separate
assets. During its assessment of an assembled amoekf(see appendix 1,
paragraphs 47 - 59) the pro-active project staff $@me discussions about what
should be included in the term 'an assembled waockfo The pro-active project
staff found it helpful to discuss what past tratigac lead to the asset ‘an
assembled workforce’ and what past transaction teadher assets, for example,
a good brand name. A good brand name could easec¢hgtment of new staff
members, but should not be identified as part efédlssembled workforce’ asset.

Present versus future items

68.

The current definition in the FASB concept statetmem 6 focuses on probable future
economic benefits. The amplifying text states “Kined of items that qualify as assets
under the definition [...] are also commonly calledonomic resources [...]. The
common characteristic possessed by all assetsdeuomesources) is service potential
or future economic benefits, the scarce capacitypriovide services or benefits to
entities that use them”. According to the IASB/FASEff, these sentences seem to
treat economic resources (present items) and edondranefits (future items)

27 |ASB: Agenda Paper 16C for the 16 October 2003BAneeting, paragraph 37.
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70.

71.

interchangeabfy. The IASB/FASB staff thinks that the focus shoafily be on things

that exist (stocks/present items) rather than chsugthose things (flows/future items).
The references to flows should therefore be remoVkd IASB/FASB staff thinks that
the current IASB definition avoids this mix by fang only on the ‘resource’ (a stock).

The pro-active project staff supports that the foshould be on what exists on the
balance sheet date (the stock). Contrary to the BFAS8finition, the proposed new
definition does so. However, when determining whetiomething is an ‘economic
resource’ it is necessary to assess the capabifliproducing cash inflows or reducing
cash outflows (see paragraph 16 (e)).

When assessing selected arrangements, the pre-gotoject staff found that the
specification that the resource should be ‘preseotild have some implications. If a
deferred tax item for an unused tax loss cannataresferred, it was found that it is not
clear whether or not this resource is present —tlakfore it is unclear whether or not
this item is an asset under the proposed new tlefin(see appendix 2, paragraph
168(c)).

Although the pro-active project staff agrees witle 1ASB/FASB staff that the focus
should be on what exists on the balance sheet atees not agree with one of the
arguments of the IASB/FASB staff for doing so. Wlasmsessing whether goodwill (see
appendix 1, paragraph 74) meets the current asasdthe proposed new definition of
an asset, the IASB/FASB staff refers to “synergmesservable from physical
observation and financial position and ownershghts set out in the contract” to
describe the linkage to the entity and the existenfca present economic resodrce
The pro-active project staff believes that a statenthat synergies could be observable
from physical observation is a peculiar statemkirgeems to be impossible to observe
synergies that are expected to materialize. Insmae analysis, the IASB/FASB staff
also comments that it has found it “easier to foonsthe synergies (an economic
resource) than on probable future economic befieflisis comment is difficult to
understand, as synergies seem to be nothing b@xpectation of future economic
benefits.

Chapter 5 — Concluding remarks

72.

73.

74.

This paper has presented the observations madelpra-active project staff as a result
of its efforts to make an assessment of the IASBdposed new definition of an asset.

The pro-active project staff appreciates that tA8B/FASB staff has evaluated the
extent to which the existing IASB definition coub@& converged as well as improved
prior to proposing the new definition to the IASBdathat it could be argued that the
focus should be on convergence rather than on wepnents.

Based on the above analysis, the pro-active prajadt has identified the following
benefits of the proposed new definition:

8 |ASB: Agenda Paper 16C for the 16 October 2007BASeting, paragraphs 16 — 17.
29 |ASB: Agenda Paper 16B for the 16 October 2003BAneeting, example 16.
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76.

77.

(@) It does not include the term ‘control’. The ternoidrol’ in the context of an asset
is unclear and has resulted in different intergi@ta of the current asset
definition.

(b) It does not include the requirement of a past evEms will remove the problems
related to identifying the past event.

(c) The proposed new definition — including the amphytext - explains to a greater
extent than the current definition what an (ecor@mesource is.

Also, the pro-active project staff supports thedatosion of the IASB/FASB staff that
the financial statements should focus on things #&xast (sometimes referred to as
stocks) rather than changes in those things (somstireferred to as flows) and its
reflection in the proposed new definition that fees on what exists on the date of the
financial statements. However, it should be nateat when determining whether
something is an ‘economic resource’ it is necesgagnssess the capability of producing
cash inflows or reducing cash outflows (see pafayf®).

The pro-active project staff has also identified tbllowing weaknesses of the proposed
new definition:

(@ The focus on future cash flows in the amplifyingt® specification of an
‘economic resource’ does not seem wide enough dorfrorate cost avoidance,
service potential and opportunity costs. The prbracproject staff thinks this
could be solved by focusing on ‘benefits’ as in ¢therent definition, or to specify
that the words ‘directly or indirectly’ in the anifging text on the cash flows
relating to an ‘economic resource’ would includeng/s like cost avoidance,
service potential and opportunity costs.

(b) Neither the proposed new definition nor the ampidytext satisfactorily address
whether the promise of future cash flows rathenttiee property item itself - or
both - represent the asset. It is therefore narchhat the subject of the analysis
is, when there is one underlying resource, but rtitae one right.

(c) The amplifying text explains to a certain extentaivis meant by “a right or other
access that others do not have”. The text says“#haght or other access that
others do not have is enforceable by legal or edent means”. The exact
meaning of ‘equivalent means’ is, however, not ak@d and is thus unclear.

(d) Itis not clear what ‘a right’ is and what is ‘oth&ccess that others do not have’,
nor the difference between the two terms.

(e) There is no reference to a ‘past event’ which cooldve the emphasis and
purpose or financial statements away from stew@pdsiesult in more items
meeting the definition of an asset and therebyeasing the burden for preparers
in determining what assets to recognise and/or @asuring recognised assets.
The removal of this reference could also make itenthifficult to identify separate
assets.

The pro-active project staff would also note thiaxpected’ in the current definition is
interpreted as a ‘high likelihood’ the new defiartis use of ‘capable’ would probably
be easier to use, but would result in many morasteneeting the definition of an asset.
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79.

80.

81.

82.

These assets would afterwards have to be testealsagay recognition criteria and, if
recognised, measured at a very low amount. Theagtige project staff is of the view
that this process of measuring would (not alwaysspa cost-benefit test. On the other
hand if ‘expected’ is interpreted the way the FABEBB has stated it should be
interpreted, the effect would probably not be digant.

Another effect, but not necessarily a weakness,ldvdne that some arrangements
meeting the current definition of an asset woultl meet the proposed new definition
and vice versa.

Although the list above seems to indicate thatelae more weaknesses than benefits
associated with the proposed new definition, it maiybe the same thing as saying that
the current definition is better than the proposed definition.

For example, the replacement of ‘control’ with Wdich the entity has either a right or
other access that others do not have” has remdwedriclear term ‘control’. However,
the proposed new definition introduces ‘equival®etans’ in the amplifying text, which
the analysis performed by the pro-active projeaff $tas shown also to be an unclear
term as long as no further explanation is providectould thus be argued that the
IASB/FASB staff has just replaced one unclear tevith another. Indeed, the pro-
active project staff does not understand why th€BA-ASB staff has not tried to
clarify the meaning of ‘control’ instead of or begareplacing the term. Some efforts in
this respect have already been done in relatiofot@example, IFRIC 12 and IFRIC 18.
If the ‘control’ term is replaced by another uncléarm, further clarification work will
have to be done. However, it seems worth notingthieinterpretations of ‘control’ and
‘other means’ were not critical for the conclusfon arrangements analysed by the pro-
active project staff (see appendix 1 and 2). Tpé&acement of ‘control’ would therefore
make it easier in some cases and more difficuttier cases to determine what an asset
is. It is therefore difficult or even impossibledonclude whether the replacement made
is an improvement or not.

Similarly, the pro-active project staff recognibattthe deletion of ‘as a result of a past
event’ would remove the problems related to idgintg the past event, even though, on
an overall basis, it thinks that the deletion islqably a failure as it may:

(@) move the emphasis and purpose of financial statesaevay from stewardship,

(b) result in more items meeting the definition of @set and thereby increasing the
burden for preparers and auditors to determine a$sets to recognise,

(c) make it more difficult to identify separate assets.

Based on the analysis above, it is thus imposdiblesay that the proposed new
definition is better or worse than the current wigfhn. In some situations, the proposed
new definition seems better than the current d&bimi In other cases this is not the
case. Although a clear conclusion cannot be stétedanalysis has, however, clearly
identified at least some of the problems that sthdod addressed in preparing a new
definition.



83. It is the hope of the pro-active project staff th&aBEB will take the observations and
findings discussed in this paper and its appendities account before completing a
new definition of an asset.



APPENDIX 1

Comments on the IASB/FASB Analysis of a series ofd@nomic
Arrangements

Analysis method applied by the IASB/FASB staff andhe pro-active project staff

1.

In its Agenda Paper 16B produced for the Octobd&72IASB Board meeting, the
IASB/FASB staff tested 24 economic arrangementsinagaa proposed working
definition of an asset, and the current IASB défam. As previously noted, the test was
not carried out on the currently proposed new da&im but on an earlier version.

According to the earlier proposed definition “asetsis a present economic resource to
which the entity has a present right or other peged access.” According to the
amplifying text of this earlier proposal:

(&) “Present means that both the economic resourcdahendght or other privileged
access to it exist on the date of the financidkstants.

(b) An economic resource is something that has pesdétonomic value. It is scarce
and capable of being used to carry out economicites such as production and
exchange. It can contribute to producing cash wdl@r reducing cash outflows,
directly or indirectly, alone or together with otheconomic resources. Economic
resources include non-conditional contractual ps@sito pay cash, deliver goods,
or render services. Rendering services includesdstg ready to perform or
refraining from engaging in activities that theigntould otherwise undertake.

(c) A right or other privileged access enables thetemd use the present economic
resource directly or indirectly and precludes aorits its use by others. Rights are
legally enforceable or enforceable by equivalenamse(such as by a professional
association). Other privileged access is not eefate, but is otherwise protected
by secrecy or other barriers to access.”

Although the tests performed by the IASB/FASB stafated to an earlier version of a
proposed new definition it is the view of the piiae project staff that the conclusions
reached by the IASB/FASB staff would apply equablythe proposed new definition
unless otherwise stated.

When considering whether or not an economic arnrawegeé was an asset, the
IASB/FASB staff asked:

(a) is there an economic resource?
(b) does it presently exist?

(c) isthere a link between the entity and the econgesources?

The test carried out by the IASB/FASB staff resdilten 20 of the economic
arrangements being considered as assets and fthe afrangements being considered
as not being assets.



The 20 economic arrangements considered to besaasetrding to the IASB/FASB
staff analysis are:

(@) Ex 1 Cash on hand

(b) Ex 1.A Cash in bank and other deposits

(c) Ex 2 Account receivable

(d) Ex 2.A Portfolio of accounts receivable

(e) Ex 3 Prepayment for goods and services

(H Ex 4 Raw material inventory, Plant and machinergeRold interest in land
() Ex 5 Property lease

(h) Ex 6 Warranty held on machinery

(i) Ex 7 Drilling rights for oil

() Ex 8 Proven oil reserves

(k) Ex 9 Non patented invention

() Ex 10 Loan guarantee held

(m) Ex 11 Assembled workforce

(n) Ex 12 Internally developed list of customers

(0) Ex 13 Established customer relationships

(p) Ex 14 Contractual right to future music revenuenfrexisting recordings
(q) Ex 14.A Contractual rights to future music revenfiem future recordings
(n Ex 15 Non-compete agreement

(s) Ex 16 Goodwill

() Ex 17 Lottery ticket

(u) Ex 18 Insurance coverage held

(v) Ex 19 Insurance contract issued with renewal ogtion

(w) Ex 20 Lease contract with rent based only on fusates.

The four economic arrangement that were not considéeo meet the proposed new
definition of an asset in the IASB/FASB analysig&ve

(a) Ex 21 Air



10.

11.

12.

13.

(b) Ex 22 Cash held in trust
(c) Ex 23 Offer of future discounts to potential cusérm
(d) Ex 24 Future sales by an established business.

The pro-active project staff has selected arrangésn&om the above lists for an
analysis. The selected arrangements range fromlesitapnore complex. The selected
arrangements are:

(@) cashon hand,

(b) account receivable,

(c) assembled workforce,

(d) goodwill,

(e) lottery ticket,

(H offer of future discounts to potential customers.

When testing whether cash on hand meets the definif an asset, the nature of the
“link” between an entity and the economic resousd@e focus.

When testing whether account receivables meetéfirition of an asset, the item to be
considered as an asset is in focus.

The tests of an assembled workforce, goodwill,elgttticket and offer of future
discounts to potential customers particular additessiotion of an economic resource.

When testing the current definition of an assdiad been considered whether:

(@) thereis aresource;

(b) future economic benefits are expected to flow edhtity from that resource;
(c) the resource is controlled by the entity; and

(d) that control arise as a result of a past eventamisaction.

When testing the proposed new definition of antagsleas been considered whether:
(@) thereis a present economic resource; and

(b) the entity has a right or other access that othdersot have to that economic
resource.

Cash on Hand

The IASB/FASB staff analysis



14. The IASB/FASB staff concludes that cash on handtsne definition of an asset as it

is an economic resource with a linkage to the ymistablished by physical possession.
The economic resource and the right to it are ddemexist on the balance sheet date,
because they are observable.

Analysis of the current IASB definition performedpart of the pro-active project

15.

16.

17.

18.

Is there a resource?

The current framework does not clearly explain whaheant by a resource. As the pro-
active project staff sees it, it has not been thention of the IASB to introduce a new

meaning of term ‘resource’ as part of the work tedlato the proposed new definition.

The pro-active project staff has therefore assuthatithe meaning of ‘resource’ in the

current definition of an asset is similar to theami@g of an ‘economic resource’ in the

proposed new definition. If so, cash on hand setmse a resource, because it can
result in future economic benefits, e.g. earn ggerand it is also considered to be
scarce (that is not freely available), althougts tisi not an explicit requirement that

follows from the current definition.

Are future economic benefits expected to flowte &ntity from that resource?

Future economic benefits would be expected to flowwhe entity from cash on hand.
Cash provides the entity with the ability to obtater economic resources and could
for example be used to earn interest.

Is the resource controlled by the entity?

The pro-active project staff does not think it isac what is meant by “control” in the
current definition of an asset. Control could faample relate to the asset, the asset’s
ability to generate future economic benefits or fileire economic benefits that may
flow from the asset. Provided that control of casdans that the entity can cause cash
inflows to arise from the resource, the pro-acpveject staff is of the view that cash is
controlled by the entity. The same would be theedagontrol relates to the entity’s
ability to obtain the future economic benefits thety flow from the asset.

To test whether this tentative conclusion is coawig and works in practice, the pro-
active project staff has considered the case t¢drstwash. Is stolen cash in the hands of
an entity something that the entity controls? Gndhe hand, it could perhaps be argued
that the entity would control the asset itself {fyysical but probably not by legal
means), could cause cash inflows to arise fronstblen cash, for example by using it
together with (other) economic resources and woaltdrol the benefits that may arise.
Furthermore in the case of fungible assets (ankl isas fungible asset), one could argue
that the entity could get an identical amount afhcd the stolen cash was returned to
where it was stolen from. On this basis stolen gdasiteemed to be controlled by the
entity. On the other hand, it may be difficult tmcapt a meaning of control that is based
on a criminal act, not at least because the astedling seems to take away from the
meaningfulness of the notion of “an asset of thiyén

Does that control arise because of a past evdrdmgaction?




19.

Based on the discussion in the foregoing paragridmre seems to be some sort of
control. There is also a past event through whighantity has acquired or received the
cash on hand. Therefore, it is assessed that titeot@arises because of a past event or
transaction.

Analysis of the proposed new definition performggart of the pro-active project

20.

21.

22.

23.

24.

Is there a present economic resource?

It follows from the discussion in paragraph 15 abdkat the pro-active project staff
thinks that cash on hand is an economic resource.

According to the amplifying text, a present econommesource is something that is
capable of producing cash inflows or reducing castflows, directly or indirectly,
alone or together with other economic resources fExt seems to suggest that to meet
the definition of an asset an item should be cagpabkontributing to cash flow effects
in all circumstances. A term like “economic bersgfitised in the current definition of
an asset would perhaps fit better, because thismi wide enough to incorporate cost
avoidance, service potential and opportunity costsch all seem to be relevant when
describing an economic resource.

However, cost avoidance etc. would reduce casHowgfat some point in the future,
which may be understood as a direct - or indireatelationship to an economic
resource. More generally, if the words “directlyimdirectly” in the amplifying text on
the cash flows relating to an “economic resourcellds include things like service
potential and opportunity costs, this should befeta in a few words.

An economic resource is present if on the datehef financial statements both the
economic resource and the right or other accegs-tthat others do not have - exists.
As stated below, the pro-active project staff heseased that the right or other access —
that others do not have — exists. Accordingly, matity¢s cash on hand at the date of the
financial statements is present.

Does the entity have a right or other access fifi@rs do not have?

The IASB/FASB staff has used physical possessiamasadicator of an entity’s access
to cash on hand. The IASB/FASB staff has reachisdctinclusion by applying the then
available proposed definition of an asset (“an assa present economic resource to
which the entity has a present right or other prged access”) and the then available
amplifying text on “a right or other privileged a&ss” (tfights are legally enforceable or
enforceable by equivalent means (such as by a gwmiofgal association). Other
privileged access is not enforceable, but is otiservprotected by secrecy or other
barriers to access”.) The IASB/FASB staff may hes@ched another conclusion if the
currently proposed definition had been tested. ®a other hand, the significant
similarities between the two versions of the défm may lead to the conclusion that
the IASB/FASB staff would have referred to physipatsession to establish the linkage
to the entity also under the proposed new defimitsd an asset. Physical possession
does not seem to follow from the proposed new defimand it is not clear which
relevance this criterion might have.



25. According to the amplifying text a right or otheccass that others do not have is
enforceable by legal or equivalent means. It sediffisult to argue that the possession
of or access to stolen cash is enforceable by legains. Nor can it be argued that the
use of the stolen cash can be precluded or limttemse from whom the cash is stolen
seem to have a stronger right to the cash thathiée It therefore seems as if an entity
would not have a right or other access that otberaot have to stolen cash. However,
according to the amplifying text, the right or atlaecess that others do not have could
also be enforceable by “equivalent means”. Thenoe meaning is unclear as the
notion is not explained further. It is thereforéidult to conclude whether an entity has
a right or other access that others do not hagéoten cash.

26. Itis noted that the IASB/FASB staff has also upedsession in other examples to show
the linkage to the entit{. These examples are, however, not discussedsimgiendix.

Conclusion

27. In conclusion, the above discussion shows that cadtand generally meets the current
and the proposed new definition of an asset althatigs difficult to conclude how
“control” and ‘equivalent means’ should be undedto this context.

28. In considering the proposed new definition the gsialsuggests that:

(@) The term ‘economic resource’ should be replacedebgnomic benefits’ as the
benefit notion seems better to incorporate costdawwe, service potentials and
opportunity costs, which all seem to be relevantafaescription of an economic
resource. Alternatively, it could be clarified infew words, that the words
“directly or indirectly” in the amplifying text othe cash flows relating to an
“economic resource” would include things like these

(b) The replacement of ‘control’ by “to which the emgtitas either a right or other
access that others do not have” would have somefitenThe meaning of control
in the current definition is unclear. It is, forawple, unclear whether or not a
stolen item would be controlled by the thief. Tisuld be the case if control
would arise as a result of physical possessionpanitaps also if it is the ability to
generate future economic benefits or the econoraretits that may flow from
the asset that should be controlled. According e amplifying text to the
proposed new definition, a right or other accesa ththers do not have is
enforceable by legal or equivalent means, whiclcatds that a stolen item is not
an asset. However, as the term ‘equivalent meansinclear, the pro-active
project staff is not fully convinced that physigabssession could not be such
another ‘mean’. Indeed, physical possession was Ithowgh perhaps
inappropriately — used by the IASB staff in its lgs& to establish the linkage to
the entity. On balance, the replacement of corttietefore has removed some
uncertainty but the introduction of ‘equivalent meahas introduced new
uncertainties and the term would therefore haveetexplained further before the
proposed new definition could be said to have S$pmtly reduced any
uncertainties related to the term of ‘control’.

%0 |ASB: Agenda Paper 16B for the 16 October 2003BAneeting, example 12 (internally developed list o
customers) and example 13 (established custonaiamships).



(c) The specification that the resource to be constlieyean ‘economic’ resource did
not have any effect on the analysis. This is ngbrssing as the analysis assumed
that the meaning was unchanged. The meaning oésource’ has, however,
become clearer in the proposed new definition.

Account receivable

The IASB/FASB staff’s analysis

29.

The IASB/FASB staff concludes that an account read@e (that is collectible) meets
the proposed new definition of an asset. There ns eaonomic resource, the
unconditional promise by another party to pay casth the linkage is there, that is the
contractual right identifying the entity as the b#ciary. Both the economic resource
and the right - as set out in the underlying “cacttr (written or oral) - exist on the
balance sheet date.

Analysis performed as part of the pro-active projeihie current definition

30.

31.

32.

33.

Is there a resource?

Assuming that a resource is something that cantresfuture economic benefits, an
account receivable is a resource as it is a proafifigure cash inflows.

Are future economic benefits expected to flow t® émtity from that resource?

In the view of the pro-active project staff, futl@eonomic benefits seem to be expected
to flow to the entity from the resource, no mattemw “expected” is interpreted. An
account receivable that is collectible will resulthe collection of cash or in cash from
sale of it.

Is the resource controlled by the entity?

Assuming that control by the entity means thatahtty can cause cash inflows to arise
from the account receivable, there is control, beeahe entity is party to the agreement
underlying the account receivable and is identifeed the beneficiary. Control also

seems to exist in relation to the entity’s abilibyobtain future economic benefits that
may flow from the asset.

Does that control arise because of a past evdrdmgsaction?

As mentioned above, it is the view of the pro-aefvoject staff that the entity could be
said to control the resource. Also, this controhisesult of a past event - the (sales)
transaction creating the account receivable.

Analysis performed as part of the pro-active projeihie proposed new definition

Is there a present economic resource?

34. The IASB/FASB staff describes the economic resoacan unconditional promise by

another party to pay cash. Thus the promise seerbge the economic resource. The



35.

36.

37.

38.

39.

property item and the promise are viewed to begmtekased on what is set out in the
underlying contract.

The pro-active project staff shares the view of lAR8B/FASB staff that an account
receivable is an economic resource, because it@glllt in collection of cash. Also, the
pro-active project staff agrees that the economsource is present as it is set out in a
contract. However, the analysis of the IASB/FAS&fstaises the question whether the
promise or the property item is the economic resaur

Perhaps the case of account receivables doeslusttate the issue as clearly as, for
example, in the case of a leased building. Thedmgl (the property item) may be
identified as the resource giving rise to futurslcanflows, but the definition of the
economic resource might alternatively identify gfremise/right inherent in the leasing
contract as the economic resource. In fact, itadactuded that the “unconditional
promise from another party to allow use of the propfor a specific future period” is
the economic resource in an IASB/FASB staff analysia property leade Thus the
promise inherent in the leasing contract rathen tth@ building (the property item) is
identified as the economic resource.

However, it seems as if this interpretation isaygplied consistently by the IASB/FASB

staff, as the economic resource sometimes seerns the property item. This is the

case for raw material inventdfyand proven oil reservds In these examples the

property items, and not the attached promisesidargified as the economic resources
by the IASB/FASB staff.

Thus, sometimes the promise is referred to asabranic resource and in other cases
reference is made to the property item. No justifan seems to be provided by the
IASB/FASB staff, which explains the rationale foettwo different applications of the
notion of economic resource. If the different apgiions of the notion are correct, the
pro-active project staff thinks it is important ththere is an underlying principle that
explains what determines that the promise rathar the property item is the economic
resource and that this principle is clearly desatib

Does the entity have a right or other access fifi@rs do not have?

When the IASB/FASB staff did their analysis, it didt explicitly consider whether an
entity would have a right or other access that rstlid not have in relation to an
account receivable. However, the pro-active progéaff thinks that an entity has access
to the account receivable because of the contriactin that identifies the entity as the
beneficiary and that there is access through aworesdble right in line with the
proposed new definition (“a right or other accéss bthers do not have”).

Conclusion

40.

As it appears from the analysis above, the prosagiroject staff is of the opinion that
an account receivable meets the definition of asetasinder the current and the
proposed new definition of an asset.

31 |ASB: Agenda Paper 16B for the 16 October 2007BASeeting example 5.
32 |ASB: Agenda Paper 16B for the 16 October 2007BASeeting example 4.
3 |ASB: Agenda Paper 16B for the 16 October 2007BASeeting example 8.



41.

In considering the proposed new definition, thelgsis showed that it is neither clear
from the analysis of the IASB/FASB staff nor frohetproposed new definition and the
amplifying text whether the promise or the propetgyn is the economic resource that
should be considered. If the focus should be diffefrom case to case, which may
seem to be suggested by the analysis carried outh®ylASB/FASB staff, any
underlying principle for the treatment should belamed.

Assembled work force

The IASB/FASB staff’s analysis

42.

43.

44,

45.

46.

In their analysis of an assembled workforce the BARASB staff describes the
economic resource component of an assembled wock fas: “Organised and trained
personnel (including, for example, establishedgeedi and procedures, and a human
resources expertise to hire and maintain the wockowhich enables work to be
performed in an efficient manner to produce goamlssiale or provide services, or
which may be sold in combination with other assetgh of which can result in future
cash inflows in addition to the cash inflows thatid be obtained from the individual
assets”. The IASB/FASB staff also states that émmtdoes not include the skills of the
employees.

It is noted that in IFRS 3.B37, an assembled workd is described as: “an existing
collection of employees that permits the acquicercontinue to operate an acquired
business from the acquisition date”.

Although the text in IFRS 3 refers to an acquisitih explains an assembled work force
in the same manner as in the IASB/FASB staff’s rilgson: it is about a collection of
employees, which enables work to be performed. KWewethe IASB/FASB staff’s
description is richer as it incorporates policiesl grocedures and a human resources
expertise to hire and maintain the workforce.

The ability of an entity to attract, hire and kexiqiled employees may result from other
factors than the efficiency of the human resourqeedise. Those other factors include
the reputation of the entity or its brand(s). Whieis is the case, it could be considered
whether the related benefits are part of the askshvioork force or the brand. However,

in this analysis it is assumed to be a part obtlaad.

The IASB/FASB staff concludes that an assembledkvimrce meets the definition of
an asset under the proposed new definition of seta¥he IASB/FASB staff concludes
that it is an economic resource for the reasonsiged in paragraph 42 above. There is
a linkage to the entity, because the entity hagssto the package represented by the
assembled work force and because it is not prgsantessible by other parties. Both
the economic resource and the right to it preseexigt, because - according to the
IASB/FASB staff - the entity’s access to the orgadi and trained personnel are
observable.



Analysis performed as part of the pro-active projeihe current IASB definition

47.

48.

49.

50.

51.

52.

Is there a resource?

An assembled work force which enables work to béopmed and which could be sold
in combination with other assets is something ta@atresult in cash inflows. It therefore
seems to be an economic resource. An additional afahinking about whether an
assembled workforce is an economic resource i®msider the following: if an entity
does not have an assembled work force it has wr ithe costs of assembling one. It
takes time and effort to put a workforce togettieerefore an entity is better off having
an assembled work force than not having it. An m&ded work force may be seen as
the thing which keeps the “show running” and ersavlark to be performed.

For these reasons an assembled work force seepesaaesource in the opinion of the
pro-active project staff.

Are future economic benefits expected to flow t® émtity from that resource?

Some believe that “expected” in the current dédimiof an asset implies that there must
be a high likelihood of future economic benefits tluis definition of an asset to be met.
However, as stated above, the IASB/FASB staff hated that the meaning of

“expected” has been misinterpreted. They have gubiotit that “expected” means that
the probability of positive cash flows is greatbart zero, nothing else in terms of
likelihood. Based on this interpretation of “exgelt future economic benefits are
expected to flow to the entity as a result of aseasbled work force, because it could
produce cash inflows. However, if ‘expected’ isenreted as a high likelihood, this

part of the definition may not always be met.

Is the resource controlled by the entity?

It is arguably the entity that has the power toseathe cash inflow to arise from the
assembled work force. Also the entity has the fgbib obtain the benefits that may
flow from the assembled work force.

An issue to consider is what is being controlleddoy entity in connection with an
assembled work force. The IASB/FASB staff noteggranalysis that the entity controls
the organised and trained personnel, not the gkilihe employees or the cash flows
that might arise from the skills. The IASB/FASB fétdoes not, however, explain its
understanding of what is meant by control in trostext. For example, does control
still exist if some of the employees could leave émtity?

In the view of the pro-active project staff, thestence of control could be challenged if
some of the employees leave the entity. Howeveguadly the critical issue seems to be
that the work force still exists under the contoblthe entity, irrespective of staff
turnover. Policies and procedures remain and timeahnuresources to hire and maintain
may not be affected. It therefore seems as if §serabled work force is controlled by
the entity.



53.

Does that control arise because of a past evdrdmmgaction?

The setting up of the assembled work force and diteation of the policies and

procedures to be applied represents a past evemtseries of past events from which
control arises. It is therefore the view of the -pative project staff, that the control
arises as a result of a past event or transaction.

Analysis performed as part of the pro-active projeihie proposed new definition

54.

55.

56.

S7.

In the view of the pro-active project staff, muchtbe discussion in paragraph (47)
above applies as to the assessment of whether theae economic resource. The
conclusion in paragraph 47 is that the assembla#t Woce is a resource - or with the
language of the proposed new definition: an econagsgource.

It may be argued that an assembled work forcevafoag size — where some employees
will have to be laid off — is not an economic ressubecause it will contribute
negatively to the cash inflows of an entity. It bbe said that the size of the work
force is not a part of what the term ‘assembledkworce’ encompasses, however, the
issue reflects that it may be necessary to determimat cash flows to consider, when
determining whether or not an item is an econoraegpurce under the proposed new
definition as well as the current definition. Intieme situations, where it is not possible
to lay off employees and the excess employees woatdbe able to do anything
profitable, it could be argued that the assembledkviorce would not be capable of
generating net cash inflows. The work force wowld,the other hand, still be able to
generate gross cash inflows. As mentioned eatherdiscussion about what cash flows
to consider is a unit-of-account issue which isdeslt with in this paper.

Does the entity have a right or other access ftifi@rs do not have?

The IASB/FASB staff concludes that there is linkagethe entity established by the
entity’s access to the package.

The pro-active project staff is not sure about pinecise meaning of "‘the package’
referred to. Part of the package seems to be tien@med and trained personnel and this
part of the package is not accessible through &rasable right in all circumstances;
the personnel may be free to leave whenever they.wacess may be there through
“other means” but it is not explained what the exaeaning of this notion is. Other
parts of the package, e.g. policies and procedamesthe human resource expertise to
hire and maintain will generally remain. As far these parts are concerned, there is
access by the entity and an ability to limit oteeaccess to it. As long as there is access
to the economic resource, the ability to producghdaflows, the requirement referring
to the linkage to the entity seems to be fulfilléds therefore tentatively concluded that
an entity has access to an assembled work force.

Conclusion

58.

An assembled work force would in most cases meettinrent as well as the proposed
new definition of an asset. In some cases, depgndmwhat cash flows are to be
considered, an assembled work force of a wrongméd be a liability. However, that
would be the case under both definitions.



59. In considering the proposed new definition the gsialshowed that:

(@) The replacement of “from which future economic d#sare expected to flow to
the entity” with an inclusion in the amplifying tethat an economic resource is
something that is producing cash inflows or redgaash outflows, did not seem
to affect the result of the analysis of an assedhilerkforce when ‘expected’ in
the current definition is assumed to mean a likealthjust above zero. However, if
‘expected’ in the current definition is interpreted a ‘high likelihood’ the
proposed new definition would result in more asdenhlwork forces meeting the
definition of an asset as ‘capable’ only suggedikedihood greater than zero. In
assessing whether or not an item meets the defindf an asset, it is most likely
easier to determine if something is ‘capable’ rathan having a ‘high likelihood’
of producing future cash flows. On the other hangjll also result in more assets
having to be assessed against any recognitiorriariteand if recognised perhaps
measured at a low amount. This is a task that ctealdcostly without any
corresponding benefits.

(b) The replacement of ‘control’ by “to which the emgtitas either a right or other
access that others do not have” had similar imfidina as those discussed in
paragraph 28(b).

Lottery ticket

The IASB/FASB’s analysis

60. The IASB/FASB staff concludes that a lottery tickeeets the definition of an asset
under the earlier proposed new definition of arelasbhe IASB/FASB staff says that
the economic resource is the unconditional prorofsparticipation in the draw (with
the possibility of winning the cash prize if thekit is the winning ticket). Although the
IASB/FASB staff considers that people thinking tidoy ticket is a right to future prizes
from the winning lottery ticket rather than a premirom the lottery to allow the ticket-
holder to participate in the drawing are focusimgtioee wrong economic resource (see
paragraph 70 below), this may thus not appearlglé@am their analysis.

61. The IASB/FASB staff further states that the promsseapable of generating cash from
winning the prize or could be sold to others. Thisra linkage to the holder of the
ticket, because the holder has a right to partieipa the draw. Both the economic
resource and the right to it are observable (ttieetiestablishes the contract).

Analysis performed as part of the pro-active projethe current IASB definition

Is there a resource?

62. In the view of the pro-active project staff, a &t ticket represents a resource as it can
result in future economic benefits.

Are future economic benefits expected to flow t® émtity from that resource?

63. Whether or not future economic benefits are expetdeflow to the entity depends on
what is regarded to be the asset in the case oftery ticket. Is it a right to a future



64.

65.

66.

prize from winning the lottery or is it a promisern the lottery to allow the ticket-
holder to participate in the drawing?

If it is seen as a right to a future prize from mimg the lottery, future economic benefits
are only expected to flow to the entity if ‘expefites not interpreted as meaning a high
probability of positive cash flows (but just a pabliity greater than zero) (see
paragraph 49 in this appendix). On the other hdntdis a promise to participate in the
drawing, future economic benefits can result notendttow ‘expected’ is interpreted.

Is the resource controlled by the entity?

As noted above it is not so clear what is the resoand what is meant by control of an
economic resource (and an asset). In the discusdiother examples in this paper, it
has been argued that if the entity can cause dasls to arise, there is some sort of
measure of control. Other aspects that have bessidared are if the entity can obtain
the future economic benefits that may flow from #sset. An entity cannot cause cash
flows from a lottery ticket to arise if it is noll@ved to sell the lottery ticket (which is
the case in some jurisdictions). Therefore, if ¢batrol of future cash flows would be
the basis for the existence of control in this célsere is no control, because the entity
cannot control whether the ticket would be the g@onuinner and could therefore not
control the associated cash flows. However, thigyeontrols the use of the ticket and
can participate in the drawing and claim the p(aeability to obtain the benefits) if the
ticket is drawn. Therefore, there is some kindaftool.

Does that control arise because of a past evdrdmgaction?

To the extent that there is control, it is the pobive project staff’'s view that this has
arisen from a past event — the purchase or recetpe lottery ticket.

Analysis performed as part of the pro-active projehie proposed new definition

67.

68.

Is there a present economic resource?

The pro-active project staff agrees with the IASBAB staff that there is an economic
resource, a capability of generating cash flowsfmeinning the prize or by selling the

ticket to others (if that is permitted). Also, tkeonomic resource is present which is
demonstrated by the observable ticket. That shilpto-active project staff has some
comments to the analysis performed by the IASB/FA&E!.

During its deliberations of the proposed new dé&bni of an asset, the IASB/FASB
staff discussed the alternative to focus on antyéstipresent right rather than on a
present economic resource. A potential alternatiedinition of an asset was

presentetf, which would close the debate about whether tisetas the right or the

economic resource, “since both a right and an eoincesource are necessary”.

3 |ASB: Agenda Paper 16C for the 16 October 2008BAneeting, paragraphs 83 - 84.



69.

70.

71.

It was further pointed ott that all of the definitions used by selected rlostandard
setters, except for the UK, focus on the asset easgbthe economic resource or
economic benefits, rather than on the linkage efehtity to that resourc®

The IASB/FASB staff thinks that focusing on thehtig) or other access, like in the UK
definition of an asset, would not be right. It gtrates this by referring to the lottery
ticket”’. It argues that some think of a lottery ticketas being an asset, because they
think of the right to the future prize from winnirige lottery ticket, rather than “the
right to the present promise from the lottery tiowalthe ticket-holder to participate in
the drawing.” The IASB/FASB staff concludes thabplke focusing on the right to the
probable future prize are focusing on the wrongneatic resource. The IASB/FASB
staff does not, however, provide any clarifyinguangnts supporting this position.

Does the entity have a right or other access tifiere do not have?

In the view of the pro-active project staff, theignhas access to the lottery ticket that
others do not have, provided that the accessisceiiforceable by legal other equivalent
means.

Conclusion

72.

73.

The pro-active project staff is of the opinion tleatottery ticket and the promise it
represents seems to meet the definition of an asseé¢r both the proposed new
definition and the current definition.

In considering the proposed new definition, thelysia showed that:

() If a lottery-ticket is regarded as a right to aufet prize from winning the lottery,
replacement of “from which future economic beneéite expected to flow to the
entity” with an inclusion in the amplifying text dh an economic resource is
something that is capable of producing cash inflawseducing cash outflows,
could have a big effect if ‘expected’ in the cutreefinition is interpreted as a
‘high likelihood'. See paragraph 59(a) for a disiaa on this issue.

(b) Replacement of ‘control’ by “to which the entityshaither a right or other access
that others do not have” would remove some unceitai related to the term
‘control’. The analysis showed that it was very orant what should be
considered to be controlled. In case it is the rutoash flows that should be
controlled, a lottery ticket would not be contradllé it could not be sold to
someone else. On the other hand the ticket itselftae benefits flowing from it
could be controlled. The proposed new definitioensed to be surrounded by less
uncertainty in this example. The entity seems teeharight or other access that
others do not have.

Goodwill

% |ASB: Agenda Paper 16C for the 16 October 2008BAneeting, paragraph 85.
% The UK definition of an asset reads as followssgets are rights or other access to future ecanbemiefits

controlled by an entity as a result of past tratisas or events”.

37 |ASB: Agenda Paper 16C for the 16 October 2007BASeting, paragraph 86.



The IASB/FASB staff’s analysis

74.

The IASB/FASB staff concludes that goodwill medts tefinition of an asset under the
earlier proposed new definition of an asset. Gotddwiregarded by the IASB/FASB
staff to be an economic resource because of thergws that result from having an
assembled and operating business. In combinatitimother resources it can contribute
to the production and sale of goods or provideisesvand as a result produce cash
inflows. Also, it can generate cash inflows ifstsold in combination with other assets.
The IASB/FASB staff concludes that the linkage tw tentity is established by
ownership rights to the business, and the synergresobservable from physical
observation. Therefore, the economic resource lamdght to it presently exist.

Analysis performed as part of the pro-active projethe current IASB definition

75.

76.

77.

78.

Is there a resource?

The pro-active project staff views goodwill as aaerce because it can result in future
economic benefits. The capability of goodwill, wiits a residual, to result in future
economic benefits on its own, is not easily deteaadi However, in combination with
other resources goodwill can produce cash flowtheeithrough use by the entity or
through a sales transaction.

Are future economic benefits expected to flow t® émtity from that resource?

If "expected” means a probability of cash flowst tiea greater than zero, future
economic benefits could be expected to flow frone ttesource, as there is an
expectation of future economic benefits relategdodwill. If ‘expected’ means a high
likelihood, goodwill would not always meet thisterion.

Is the resource controlled by the entity?

It is not so easy to establish what is meant byrobof goodwill. It can be argued that
the entity cannot control goodwill, i.e. the syrieggthemselves, because the synergies
could be affected by external parties or eventssidetthe control of the entity.
However, the synergies are linked to a businessatipg as a going concern. Some of
the components of those synergies seem to be gaveby the entity, e.g. the
organisation of the operations and the policies pratedures that keep the business
going. Also, the entity would be able to obtain thenefits that may flow from the
goodwill. Therefore, there seems to be some kincbafrol by the entity.

Does that control arise because of a past evdrdmgaction?

There is a past transaction, the transaction threugch goodwill arose or the series of
events that contributed to internally created gatidif/there is control — and that is an
issue considered in the foregoing paragraph- tbatral did arise because of the past
transactions and events.

Analysis performed as part of the pro-active projeihie proposed new definition

Is there a present economic resource?




79.

80.

81.

82.

In the view of the pro-active project staff, gootlws an economic resource, because it
is capable of producing cash inflows.

The IASB/FASB staff concludes that the economimuese and the right to it are
present as the synergies are “observable from gdlysbservation and financial
position and ownership rights set out in the catfi It is not clear why reference is
made to physical observation, because it is nolaegygd how the synergies inherent in
goodwill and expected to materialise can be obskrve

The IASB/FASB staff comments that they find it eadio focus “on the synergies (an
economic resource) than on probable future econdmeicefits®®. The pro-active
project staff thinks that this comment is diffictidt understand as synergies seem to be
nothing but an expectation of future economic biénef

Does the entity have a right or other access tifietre do not have?

The entity seems to have a right or other accegptalwill that others do not have
because of the purchase transaction made thatrgavi the goodwill and the right to
it.

Conclusion

83.

84.

In the view of the pro-active project staff, gootlveeems to meet the proposed new
definition of an asset. It is probably also theecaader the current definition; although
it is not clear to what extent an entity can cangaodwill, described as synergies.

In considering the proposed new definition the gsialshowed that:

(@) Replacement of “from which future economic benedits expected to flow to the
entity” had the same effects as those discusspdragraph 59(a).

(b) Replacement of ‘control’ by “to which the entityshaither a right or other access
that others do not have” would remove some unceitsi related to the term
‘control’.

Offer of future discounts to potential customers

The IASB/FASB staff’s analysis

85.

The IASB/FASB staff concludes that an offer of fetuliscounts to potential customers
is not an asset (of the offeror), because thene inkage to the entity and no economic
resource - as mailing coupons or posting advergsgsndoes not create a relationship —
although it might help to reinforce an existingat@nshig®. In the view of the
IASB/FASB staff an offer alone does not constitateontract. It is not a firm offer but a
business opportunity. Nothing exists presentlyenmis of an economic resource.

3 |ASB: Agenda Paper 16B for the 16 October 2003BAneeting, example 16.
39 |ASB: Agenda Paper 16B for the 16 October 2003BAneeting, example 16.
40 |ASB: Agenda Paper 16B for the 16 October 2008BAmeeting, example 23.



Analysis performed as part of the pro-active projeihe current IASB definition

86.

87.

88.

89.

Is there a resource?

For something to be a resource, it should be ablegult in future economic benefits.
An offer seems to be able to lead to further saéihpugh at reduced prices, and to
future economic benefits. It has been noted indibeussion that the current framework
does not clearly explain what is intended to benhbg a resource. Nevertheless, as the
capability of something to result in future econorenefits could lead to qualify it as a
resource, the things an offer of future discouatpdtential customers could lead to (for
example, a customer relationship or something amilith the capability of creating
future cash flows) could be considered as a resoa the other hand, the offer itself
does not seem to be a resource, as it is not fiee iof itself that may lead to future
economic benefits.

Are future economic benefits expected to flow t® ¢mtity from that resource?

If “expected” is not interpreted as meaning a pigiability of positive cash flows (but
just a probability greater than zero), an offedsgussed above is expected to result in
economic benefits flowing to the entity. If ‘expedt is interpreted as a high likelihood,
it could mean that only very few offers of futursabunt to potential customers would
meet this criterion.

Is the resource controlled by the entity?

In the view of the pro-active project staff, thesesome kind of control as the entity
would be able to obtain the benefits flowing frohe toffer. However, the entity can
only affect the amount of future cash inflows tengoextent, by deciding the discount
offered. this kind of control would not necessaliy regarded as ‘control’ in relation to
the definition.

Does that control arise because of a past evdrdmgaction?

The offer seems to be a past event. Therefordhe@xtent that there is control, it has
arisen due to a past event.

Analysis performed as part of the pro-active projeihie proposed new definition

90.

Is there a present economic resource?

According to the proposetew definition of an asset, an economic resouraaj@ble

of producing cash inflows or reducing cash outfloiMse outcome of an offer of future
discounts to potential customers — that is, thegdhithat it could lead to - seems to be
capable of creating cash inflows. The offer itsdies not because no customer
relationship is created by the offer. Rather, aistag relationship might be reinforced.
The IASB/FASB staff seems to pay considerable @teno the degree of customer
familiarity created. If a high degree of familigris created to be used to sell additional
goods or services, then there is a customer rakttip and thus an economic resource
and vice versa. This may be a way of showing undeich conditions there is an
economic resource.



91.

92.

93.

In its analysis, the IASB/FASB staff also refersatcequirement of a contract, reasoning
as follows: unless there is a firm offer, therengs contract and if there is no contract
there is no economic resource.

Although the IASB/FASB staff’s discussion may bedited for its structural logic, it is
noted that requirements like a firm offer and atart are not necessarily required
according to the description of an economic resmundhe proposed new definition of
an asset.

Does the entity have a right or other access tifie@re do not have?

Assuming that there is an economic resource, thity@loes not seem to have a right or
other access that others do not have, becausegtiteor access to the outcome of an
offer of future discounts to potential customerssinot seem to qualify in that context.

Conclusion

94.

95.

An offer of future discounts to potential customdmes not seem to meet the current
and the proposed new definition of an asset aseti®rno (economic) resource.

However, had there been an economic resource,cthutdd perhaps be said to be

controlled under the current definition, but woulibt meet the proposed new

definition’s requirement of a right or other acceskting to the outcome of the offer

that others do not have.

In considering the proposed new definition the gsialshowed that:

(@) Replacement of “from which future economic benedits expected to flow to the
entity” had the same effects as those discusspdragraph 59(a).

(b) Replacement of ‘control’ by “to which the entityshaither a right or other access
that others do not have” could have an impactt asuld result in an offer of
future discounts to potential customers. Accordmthe pro-active project staff it
could be argued to be controlled by the entity urtle current definition of an
asset, but will not meet the requirement of theopsed new definition.



APPENDIX 2

Pro-active project staff analyses of additional sitations

96. This appendix presents the comments of the preagtioject staff resulting from tests
of the proposed new definition of an asset caroetin addition to those performed by
the IASB/FASB staff (Appendix 1).

97. The testing is carried out by applying the currdefinition and the proposed new
definition of an asset to various situations andntdying issues arising from the
application of those definitions.

98. When testing the current definition of an assdiag been considered whether:

(e) thereis aresource;
(H  future economic benefits are expected to flow &ahtity from that resource;
(g) the resource is controlled by the entity; and
(h) that control arises as a result of a past evetraasaction.
99. When testing the proposed new definition of antagsieas been considered whether:

(c) thereis a present economic resource; and

(d) the entity has a right or other access that otbdersmot have to that economic
resource.

Selected situations and underlying criteria for selction

100. For the additional testing, the pro-active proeiff has selected situations which were
intended to capture the key aspects of the proponseddefinition of an asset and the
amplifying text. The following groups of situati®mere selected:

Group 1. This group includes situations associatgd the outcome of research and
marketing expenditure. These situations mainly tiflerssues relating to the proposed
new definition’s use of the terms ‘economic reseurtight’ and ‘other access'.

Group 2. This group includes contractual arrangegmemore specifically a contract
and a license to operate in a restricted market.dspects like ‘right’ and ‘other access’
are dealt with in the analyses of these situations.

Group 3. This group includes a deferred tax itemh arplanned transaction. Situations
in this group were intended to identify issuestietato the proposed new definition’s
focus on what exists on the balance sheet date.

Group 1 — Outcome of research and marketing expentilire



Know-how/ knowledge acquired as a result of reseancexpenditure

101. The pro-active project staff has analysed whethmewkhow/knowledge acquired as a
result of research expenditure (henceforth refetieeads "know-how") is an asset under
the current as well as the proposed new definitiban asset.

The current definition

Is there a resource?

102. The current definition of an asset states thatsaetas a resource. As noted, there is no
reason to assume that it has been the IASB’s ioterid introduce a new meaning of
the term ‘resource’. The pro-active project staf$ hherefore assumed that the meaning
of ‘resource’ in the current definition of an assetsimilar to the meaning of an
‘economic resource’ in the proposed new definifisee also appendix 1 paragraph 15).
pro-active project staff's assessment is that krmwhs something “capable of
producing cash inflows or reducing cash outflowsedly or indirectly, alone or
together with other economic resources (see pashdi@9 below). On this basis know-
how is a resource.

Are future economic benefits expected to flow t® ¢mtity from that resource?

103. According to the current framework, “the future eocmic benefit embodied in an asset
is the potential to contribute, directly or inditlgc to the flow of cash and cash
equivalents to the entity. The potential may beradpctive one that is part of the
operating activities of the entity. It may alsodake form of convertibility into cash or
cash equivalents or a capability to reduce casHowd such as when an alternative
manufacturing process lowers the costs of prodottio

104. Whether know-how meets the criterion that futurenmmic benefits are expected to
flow to the entity from it depends on how ‘expectisdnterpreted. If it is interpreted as
a high likelihood of future economic benefits, knbew may not be an economic
resource if it is not highly probable that futukeomic benefits will flow from it. If it
is interpreted as a low probability (a probabilifyeater than zero, see the discussion in
chapter 3 paragraphs 17 - 21), know-how would ntleetcriterion, as the know-how
acquired as a result of research expenditure génenakes the entity able to produce
cash inflows or reduce cash outflows. This is bseaie entity is generally better off
having developed the know-how as compared to nahgalone it.

105. The know-how can result in increased cash flowfaf, example, it results in the
development and sale of new products. Know-howd@l$o result in reduced cash
outflows when, for example, its existence resuitan entity’s decision not to carry out
further research activities because previous rebdagsis shown that this would not be
successful. On occasion, a research idea and/oredearch design is poor and the
research does not produce valuable know-how forethtéy. Therefore, it could be
argued that in these cases no economic resoumerieed from the research activity

“11ASB: Framework for the Preparation and Presamtati Financial Statements paragraph 53.



106.

107.

performed. On the other hand, a failed piece a¢arsh could be an economic resource,
because it could mean that an entity knows whagares to avoid carrying out in the
future; that information could be sold to othehgreby producing cash inflows.

Is the resource controlled by the entity?

Know-how in the hands of the entity can generaéiyused as the entity pleases and can
cause cash inflows to arise from the resource la@emtity can enjoy its benefits. Also,
the entity can obtain the benefits flowing from lit.is therefore concluded that the
know-how is controlled by the entity.

Does that control arise because of a past evdrdgmgaction?

As mentioned above, the pro-active project staffikh that control exists. Also, the pro-
active project staff thinks that the control haisear as a result of a past event, i.e. the
research that has been carried out.

The proposed new definition

108.

109.

110.

Is there a present economic resource?

As it appeared from the discussion above relatddeaurrent definition of an asset, it
was assessed that know-how is an economic resotteeever, whether future
economic benefits were expected to flow to thetgftom that resource was dependent
upon how ‘expected’ is interpreted. As mentionedciapter 3, the proposed new
definition does not include the criterion that fetueconomic benefits should be
expected to flow to the entity from the resoureestéad the amplifying text states that
an economic resource is something that is capablpraducing cash inflows or
reducing cash outflows, directly or indirectly, aéoor together with other economic
resources.

In the view of the pro-active project staff, anyokrrhow resulting from research efforts
could be said to be capable of doing that; the khow is capable of enabling the
carrying out of economic activities that would puod cash inflows, whether or not the
activities will be carried out. The use of the “able of” notion could therefore widen
the proposed new definition of an economic resotwdaclude more "things” than the
current definition, at least if “expected” in tharent definition means a high likelihood
of future economic benefits.

Therefore, the proposed new definition seems toesgtlow hurdles in relation to what
could be recognised as assets. In absence of kdgevlef the recognition criteria, if
any, to be applied, this could lead to assets beinggnised even when having a very
low likelihood of producing cash inflows. Anythirgapable of producing cash inflows
might be considered for inclusion in the balanceeshlif only the measurement — and
not the recognition criteria — will take the lovkdiihood into consideration, the pro-
active project staff would be concerned that trecess of measuring would not pass a



111.

112.

113.

114.

115.

cost-benefit test. The process of measuring evetiyity capable of producing cash
inflows — even though the cash flows are quitekeii — may be very costly.

The proposed new definition requires that the esvasesource should be present. The
pro-active project staff has assessed that thiseisase, as the economic resource exists
on the date of the financial statements as wethasentity’s right or other access that
others do not have (see paragraph 115 below).

It was stated above that know-how is an “economsource’. However, it could be
argued that it is the right to the know-how - arad the know-how itself - that is the
economic resource. A call option on the result ofeaearch project, i.e. a right,
highlights a different problem with the proposedvrdefinition. The right seems to be
the thing that makes it possible for the entityataess the project. This is what puts the
entity in a position to producing cash inflows. Tdfere it seems logical to conclude
that the right, rather than the underlying researciect, creating the know—how should
be deemed the economic resource.

An additional aspect of this problem is that diéierr parties could have different rights
to an underlying project. If the right is the ecomo resource, as indicated in the
preceding paragraph, there is a possibility thatelwould be more than one economic
resource relating to a project. For example, if paoties have agreed to carry out joint
research, each party may have a right to use thdtireg know-how. Each set of rights
represents something capable of producing casbwisfli.e. each party seems to have a
right to a “portion” of the know-how. By contragtthe project as a whole is deemed to
be the economic resource, only one party seemaue &ccess to it.

It is the pro-active project staff's understandihgt the IASB/FASB staff concludes
that the property item represents the asset uhéegproposed new definition. However,
since different parties may have different righisthie same economic resource, we
believe that there is a question to be answered: iwmot the right rather than the
property item representing the economic resourck Wworking definition or the
amplifying text does not address this issue satisfdy.

Does the entity have a right or other access ftifi@rs do not have?

As mentioned in chapter 3, “a right or other acd¢bat others do not have” is the term
proposed to be used instead of the current defirigiterm: “control”. The amplifying
text to the proposed new definition says that gatror other access that others do not
have” is “enforceable by legal or equivalent meaasti “its use by others can be
precluded or limited“. That seems to fit the cas&rmw-how. Nobody but the entity
has access to it and nobody but the entity couddtlus know-how that has been created
and is retained by the entity, and nobody but thtityecould sell it. As both a “right”
and “other access “are included in the proposed d#finition, one might think that
there is a significant difference between these twtons. Otherwise both notions
should not be there. The amplifying text makedaar that they are both “enforceable
by legal or equivalent means”. However, it is olgar which difference between the
notions is intended to be conveyed, which couldl leainterpretation problems. In a
previous version of the proposed new definition aof asset the amplifying text
elaborated on the notion of enforceable right, didtnot mention the additional term
“other means’. The notion of other means seemebet@ softer notion than an
enforceable right, giving the impression that ascesuld be achieved by any means.



That has obviously been changed in the new verdidine proposed new definition. As
a result, the proposed new definition may have tmectbghter than the previous version
of it.

Conclusion

116. In conclusion, the above analysis demonstrateskimat-how, i.e. the things research
efforts could lead to, or the right to the know-hanay meet the existing definition of
an asset as well as the proposed new definitionetiién or not it meets the current
definition depends on how this definition is intex{ed.

117. In considering the proposed new definition the ysialshowed that:

(@) Replacement of “from which future economic benedits expected to flow to the
entity” has the same effects as those discusspdragraph 59(a).

(b) Itis not clear what are the differences betwegghtt and ‘other access that others
do not have’ in the proposed new definition. Noriticlear what ‘equivalent
means’ in the amplifying text are.

(c) Neither the current nor the proposed new definitmmthe amplifying text
satisfactorily address whether the right or thepprty item is the economic
resource that should be considered.

Improved position in the market place/new customerrelationships resulting from
marketing efforts

118. The pro-active project staff has analysed whetherthings that marketing efforts could
lead to, i.e. an improved position in the markeicpl / a new customer relationship

(below “an improved position”) is an asset undercilrrent as well as the proposed new
definition of an asset.

The current definition

Is there a resource?

119. The pro-active project staff is of the opinion tlaat ‘improved position’ seem to be a
resource because the things that it could leaddoldvbe capable of producing cash
inflows, directly or indirectly, alone or togetheith other economic resources.

Are future economic benefits expected to flow t® émtity from that resource?

120. Provided that “expected” should be not be inteedres meaning a high probability of
positive cash flows (but just a probability greatean zero), it is expected that
economic benefits will flow to the entity from thiemproved position’, because there is
some likelihood that there will be an inflow of tumé cash flows as a result of the
improved position.



121.

122.

123.

124.

If ‘expected’ should be interpreted as implyingighhlikelihood, some — or perhaps all -
results of the marketing efforts would probably naet the criterion.

Is the resource controlled by the entity?

The entity may not generally cause cash inflowsrise as a result of an ‘improved
position’ because it may be difficult to establtble link between this item and the cash
flows that arise. Therefore, if control implies ahility to generate future economic
benefits from the item, the ‘improved position’ maymay not be an asset. However,
the ‘improved position’ could sometimes be an gsagtan entity would probably be
able to-and could have the power to-sell a newornst relationship and a position in
the market place (without selling a brand nameher gimilar). Therefore, an entity
would be able to obtain benefits/cash flows thatulMoarise from the ‘improved
position’.

Accordingly, the pro-active project staff has camgd that an ‘improved position’
might be controlled by the entity.

Does the control arise because of a past evenhmsdction?

In practice it could be difficult to show that amproved position’ is due to a specific
marketing effort. However, when a marketing effi@sults in an ‘improved position’,
the control arises because of the past event.

The proposed new definition

125.

126.

Is there a present economic resource?

As mentioned above, the pro-active project staffk the things that marketing efforts
could lead to would be capable of producing cafiows and therefore be an economic
resource. Also, the economic resource is presetiteasmproved position’ would exist
at the balance sheet date.

Does the entity have a right or other access ftifi@rs do not have?

The entity arguably has access to the ‘improvedtipas that others may not have,
because it is the marketing efforts by the enhit thas created the ‘improved position’
and this link to the economic resource creates ssorteof access. However, according
to the amplifying text a right as well as other esx that others do not have “is
enforceable by legal or equivalent means”. It deesseem clear what that means in
this context. An entity can hardly claim that these legally enforceable right because
of the ‘improved position’. An ‘improved positioribr one entity could also, and as a
result of the entity’s efforts, be an ‘improved iiog’ for others. Furthermore, it is
unclear whether there is ‘other access’ by anyllegaequivalent means; both the
meaning of other access and equivalent means seasetl further explanations to be
fully understood when applied in this context.

Conclusion



127.

128.

An improved situation in the market place due taketing effort seems to meet the
definition of an asset under the current as wethagproposed new definition.

In considering the proposed new definition, thelysis showed that it is important how
‘control’ is interpreted (see paragraphs 122 - 12Bo, it showed that if it has not been
assumed that the improved position was a resulh@fmarketing efforts, it could be
difficult to show a relationship between the impedvposition and a past event.
Accordingly, the removal of this reference in thegosed new definition could have an
impact.

Group 2 — Contractual arrangements

Contracts

129.

130.

A contract is defined in IAS 32, paragraph 13, as agreement between two or more
parties that has clear economic consequences Mlieatparties have little, if any,
discretion to avoid, usually because the agreeisesiforceable by law. Contracts may
take a variety of forms and need not be in writing. the IASB discussion paper,
“Preliminary Views on Revenue Recognition in Coatsawith Customer”, a contract is
defined as “an agreement between two or more paitt@t creates enforceable
obligations”.

The pro-active project stalffas analysed whetharcontract is an asset under the current
as well as the proposed new definition of an agsepart of the analysis, the pro-active
project staff has chosen to analyse some spee#iges in relation to special types of
contracts (onerous contracts and unperformed amsjran order to test the proposed
new definition.

The current definition

131.

132.

133.

Is there a resource?

Based on the understanding that a resource in uhent definition of an asset is
something that is scarce and can result in futwen@mic benefits, the pro-active
project staff has assessed that a contract isoan@s A contract can cause cash inflows
to arise, or reduce cash outflows, directly or iedily, alone or together with other
economic resources.

Are future economic benefits expected to flow t® ¢mtity from that resource?

If “expected” is not interpreted as meaning a pigibability of positive cash flows (but
just a probability greater than zero), future ecoimbenefits are expected to flow to the
entity from a contract, because a contract coufdiltein future economic benefits,
although the likelihood may be low. If ‘expected interpreted as meaning a high
likelihood, some contracts would not meet the dote

Is the resource controlled by the entity?

An entity that is party to a contract as definedwabcan cause cash inflows to arise by
fulfilling the provisions of the contract that resith the entity. It is also able to obtain
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the benefits flowing from the contract. It is there the opinion of the pro-active
project staff that a contract is controlled by émeity.

Does the control arise because of a past evenhmsgaction?

As stated above, it is assessed that a contracnisolled by an entity if the entity is a
party of the contract. Furthermore, it is assedbatl this control is based on the past
event that arose when the parties involved agredtiecontract.

The proposed new definition

135.

136.

137.

138.

Is there a present economic resource?

It is the opinion of the pro-active project staffat a non-onerous contract, in most
cases, is capable of producing cash inflows oraeducash outflows. A contract can
produce cash inflows in different ways, includithgaugh its sale. Therefore, it seems to
be an economic resource. It does not matter whethsontract is unperformed (an
executory contract) or partly performed; it can $md anyway and produce cash
inflows for the entity. However, if a non-onerousntract that cannot be sold and is
unperformed or equally, partially performed by bp#rties, the contract is not capable
of producing (net) cash inflows.

In the case of an onerous and transferable conitaculd be argued that a contract that
is onerous for one entity may not necessarily beraus for another entity. Therefore,

one entity would perhaps be able to sell a conttaadtis onerous for the entity, but not
onerous for another entity and therefore the |atteity may be willing to pay to take on

the contract. In this case even a contract thamast likely to be onerous would be

capable of producing cash inflows.

When an onerous contract could not be transfemed fpositive amount, it could be

argued that this is not an economic resource, Isecte unavoidable costs of meeting
the obligations under the contract exceed the lisrtef be received from it. However,

although this is true on a net basis (the costeaekahe benefits), even onerous
contracts produce cash inflows (gross cash inflomsy be there, although the

associated costs turn the contract into a net @alow contract).

A question is whether a contract constitutes alsiagset or should be defined on a
gross basis, i.e. as an asset (reflecting the ipeafoce to be received) and a liability
(the obligation to pay). As noted above in chatgraragraph 20, the IASB/FASB staff
states that, in assessing whether something isbtmapé producing cash inflows, it is
necessary to take into the account cash outflowsssary to produce the cash inflows.
If something is capable of being used only in a mearthat produces cash inflows while
simultaneously requiring equal or greater cashloud, it is not an economic resource
and, therefore, it cannot be an asset on a netflaglbasis This could suggest that an
onerous, non-transferable contract is not an askmtiever, sppose that an entity has
entered into a contract to buy something. Afterfqyarance by the counterparty — for
example delivery of the item under the contradie-éntity holds an economic resource,
which should be recognised as an asset provideddbet definition and any existing
recognition criteria are met. The entity also ha®hbligation to pay for it (or experience
a reduction in cash). Arguably, the resulting asset liability under the contract, if any,
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140.

141.

142.

are defined as separate elements (gross) andgbenes to be no conceptual reason to
account for them on a different basis.

In the case of an unperformed contract, thereilisssimething to be received, which
seems to be an economic resource, and thereliarstibligation to pay. However, the
entity does not necessarily have an economic res@s described in the contract. For
example, the entity’s counterparty could say thabilonger wishes to proceed. In that
case, the entity may be able to recover damageanfpitosses, but may not be able to
insist on delivery of the item under the contr&r is the entity obliged to pay for the
item under the contract (there are other possibkeomes of the example, but they
generally seem to result in the conclusion that #@enomic resource under an
unperformed contract could be different from theremmic resource under a performed
contract).

It could therefore be asked whether the fact thadrdract is unperformed should affect
the assessment on whether or not an economic peEsenists. It could be argued that
this is a unit of account issue and that the cohtshould be seen as a single unit of
account. The current IASB Framework is, howevdension the unit of account issue.
So far it may not be not possible to have a walkhfted view on the subject. The
guestion arises whether the unit of account isswwelld be dealt with before the asset
definition or if it is preferable to have the asdefinition in place before the unit of
account issue is discussed. In the view of theaggtore project staff, the definition
should come first as this is the logical startingnp in a discussion of elements of
financial statements. Then a decision is taken @m things that are defined as assets
and liabilities should be reflected in financiatsiments (that is gross or net). However,
as the focus of this paper is on the definitiommfelement of financial statements, there
seems to be no reason to allow unit of accountideretions to affect a discussion on
the definition of the components of a contract.

The conclusion of the discussion in the foregoiagagraphs is that most contracts are
economic resources under the proposed new definidowever, it may be difficult to
determine whether, for example, some onerous atstveould meet the definition.

Does the entity have a right or other access tifietre do not have?

A contract as defined is something a reportingtgihi@s access to in its capacity as the
party making the underlying agreement. An entitpegally has a right to it, because a
contract is usually enforceable by legal meanthi#fis not the case, an entity may have
other access by legal or equivalent means. Howegepyeviously noted, it is not clear

what “other access” and “equivalent means” mean.

Conclusion

143.

144.

In most cases a contract seems to meet the defimii an asset under the current as
well as the proposed new definition of an assethéncase of an executory contract, a
partially performed or onerous contract this magyéver, not be the case on a net cash
flow basis.

In considering the proposed new definition the gsialshowed that:



(@) Replacement of “from which future economic benedits expected to flow to the
entity” had the same effects as those discussagpendix 1 paragraph 59(a).

(b) The meaning of ‘other access’ and ‘equivalent me@siot clear (see also
appendix 1 paragraph 28(b)).

(c) Whether or not some contracts are economic ressusmild depend on the
chosen unit of account. It was, however, concludedt unit of account
considerations should be discussed after the diefinissue and that unit of
account issues are not a subject of this paper.

A licence to operate in a restricted market

145. A licence to operate gives the entity a right tanddousiness, e.g. as an operator in the
telecom business. Such licence could, howeverudeclrestrictions for the entity,
preventing it from operating freely in the marketisuys making it a licence for a
restricted market.

146. The pro-active project staffias analysed whether such a licence to operate in a
restricted market is an asset under the currenveds as under the proposed new
definition of an asset.

The current definition

Is there a resource?

147. It is the opinion of the pro-active project stdfat a licence to operate is a resource, as it
provides the holder with an opportunity to operatbich can result in future economic
benefits. The fact that the licence applies tosdricted market does not seem to alter
this conclusion. Also, in a restricted market, lisence can result in future economic
benefits.

Are future economic benefits expected to flow t® émtity from that resource?

148. Future economic benefits would be expected to flovan entity from a licence to a
restricted market if “expected ‘is not interpretesd meaning a high probability of
positive cash flows (but a probability greater tlz&no). The licence provides an entity
with an opportunity to generate cash inflows — eWanis unlikely that the entity will
receive any. If ‘expected’ is interpreted as megrarhigher likelihood, not all licences
to operate in a restricted market will result ipested cash flows

Is the resource controlled by the entity?

149. An entity that is a party to a licence agreemerdeftned above can cause cash inflows
to arise by fulfilling the provisions of the agreemh that rest with the entity. The entity
would also be able to obtain the benefits that @didw from it. It is therefore the
conclusion of the pro-active project staff thatcgihce to operate in a restricted market
is controlled by the entity.



150.

Does the control arise because of a past evenhmgdction?

As stated above, it is assessed that a licencepévate on a restricted market is
controlled by an entity if the entity is the holddrthe licence. This control is based on
the past event that arose when the entity recgheticence.

The proposed new definition

151.

152.

153.

154.

Is there a present economic resource?

It is the view of the pro-active project staff thatlicence to operate in a restricted
market is capable of producing cash inflows. Thisild be done by operating the
licence or by selling it. According to the amplifig text to the proposed definition, an
economic resource is also something that is sctragejs not freely available. The fact
that other entities may also get a licence doesnmate it freely available, because
licences are usually provided to a limited numbeemtities only. It is therefore an

economic resource under the proposed new definiti@m asset.

As the resource exists on the date of the finarstedements, the entity holding the right
has that right on that date (see paragraph 153wmpelbis also a present economic
resource.

Does the entity have a right or other access fif@rs do not have?

The licence gives an entity a right to operatehim estricted market, which enables the
entity to use the economic resource. This seemaabfy the licence as a component of
an asset. However, arguably this right is not atrtpat others do not have as required
by the proposed new definition), because there bwyther entities that also have
licences to operate in the restricted market.

Although the entity does not have an exclusive trighthe restricted market, it has
something (the licence) that may keep customerd te the entity and/or keep
competitors away, even though the entity has noreaéble right. There may be a cost
for customers to switch to a competitor's servioe®ther barriers making a change
difficult. In this way a right exists that others dot have. The amplifying text says that
a right or access that others do not have is esétie by legal or equivalent means.
Normally, the holder of a licence is protected bgdl means. If not, the enforceability
depends on ‘equivalent means’. It has been notedeathat, in the view of the pro-
active project staff, the meaning of “equivalentan® is not clear. As a consequence it
IS not easy to determine whether or not the liceslegys represents something that
others do not have.

Conclusion

155.

In the view of the pro-active project staff a licento operate in a restricted market
generally meets the definition of an asset underctirrent as well as the proposed new
definition of an asset. However, there might bewmstances under which it is difficult
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to determine, in the case of a licence to operaterestricted market, whether the use of
others can be precluded or limited.

In considering the proposed new definition the gsialshowed that:

(@) Replacement of “from which future economic benedits expected to flow to the
entity” had the same effects as those discussafdpendix 1, paragraph 59(a).

(b) It is unclear whether a cost for customers to@wib a competitor's services or
other barriers making a change difficult could lmmsidered to be ‘a right that
others do not have’. Also, the term ‘equivalentam® is unclear (see also
paragraph 28(b)).

Group 3 — Deferred tax items for unused tax lossemnd planned transactions

A deferred tax item for an unused tax loss

157.

Many entities are in a situation where future taeghrofits will be available against
which an unused tax loss can be utilised. The ptiwa project staffhas analysed

whethersuch an unused tax loss is an item that meetsefir@tebn of an asset under the
current as well as the proposed new definitionnosset.

The current definition

158.

159.

160.

Is there a resource?

A deferred tax item for an unused tax loss agamwisth future tax profits will be
available for use seems to be a resource, becausaniresult in future economic
benefits (i.e. reduced tax payments in the futura tvansfer to another entity against a
consideration).

Are future economic benefits expected to flow t® ¢mtity from that resource?

Provided that “expected” is understood as not mgaaihigh probability of positive
cash flows (but a just a probability greater tharoy, future economic benefits will be
expected to flow to the entity. The reason is thate is a chance of any future taxable
profits against which the tax losses can be utlisé ‘expected’ is interpreted as
meaning a high likelihood, only unused tax los$et thost likely can be utilised meet
this criterion.

Is the resource controlled by the entity?

It is concluded above that the deferred tax itentlie unused tax loss is a resource of
the entity. In cases where the deferred tax itermaofabe sold, it is controlled by the
entity in the sense that the entity can cause extigcash outflows to arise by using the
unused tax losses against any tax profits arismghe future. However, the entity
cannot demonstrate that future taxable profits aribe. This is a matter of judgement
before the point in time at which the taxable geofire available. Thus the resource is
controlled to some extent by the entity, but tisad iform of control, which is subject to
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future developments. Therefore control of such léxaprofits, irrespective of the
meaning attached to this notion, may not apply. e\av, to the extent that losses
carried forward could be sold, which is the casmany tax regimes, there is control by
the entity of the resource, because it demonstthtgghe entity can use the item to get
cash flows to arise.

Does the control arise because of a past evenhmsdction?

As discussed above, it may be questionable whetheot the unused tax loss and the
possibility to use it against future taxable pofg controlled by the entity. However, to
the extent there is control, the control is thailtesf a past event, i.e. the event creating
the tax loss.

The proposed new definition

162.

163.

164.

165.

Is there a present economic resource?

While a tax loss may not result in cash inflowsaa loss item would often be capable
of reducing cash outflows. The tax loss item cooédutilised in different ways. An
entity could use it against future taxable profitscould transfer it to another entity for
consideration. Under many tax regimes, lossesezhfarward are transferable and there
is a market (and a market price) for them.

The proposed new definition requires that an econeasource should be present and
the amplifying text clarifies that this means tta economic resource should exist on
the date of the financial statements. It is thewid the pro-active project staff that this

seems to be the case for the unused tax lossiitéme, item could be transferred (sold)

to another entity.

If the item is not transferable, an economic reseumay not be present. It could be said
that what is present, that is, exists on the baameet date, is an item which is subject
to an assessment of an uncertain future developméme availability of sufficient
future taxable profits. Following this line of thght, it might be argued that there is no
present resource at the balance sheet date, bptaoolimulated losses. Those losses
cannot produce cash flows. The losses can onlyceetiuure cash outflows if there are
future taxable profits against which the losses lmamtilised. Alternatively, it could be
argued that the proposed new definition and thelignmy text defines an economic
resource as something thatcapableof being used and can contribute to producing
cash inflows or reducing cash outflows. The defmitdoes not include any requirement
on the likelihood of the occurrence of the futuasit inflows or reduced cash outflows.
The future profits against which the unused tasdsscan be utilised may be extremely
uncertain, given the historic developments leadum to the accumulated losses.
Nevertheless thegan and are thereforeapable ofcontributing to a reduction of cash
outflows and this capability is present.

Accordingly, it seems to the pro-active projecffstiaat there is an economic resource.
However, if the unused tax loss item cannot besfeaned, it is not clear whether or not
this resource is present.

Does the entity have a right or other access ftifi@rs do not have?




166. According to the amplifying text of the proposediciéion of an asset: “a right or other
access that others do not have enables the eatitgd the economic resource and its
use by others can be precluded or limited”. Furtttee the amplifying text states that
“a right or other access is enforceable by legal eguivalent means”. These
characteristics seem to fit as far as a tax loa® iis concerned: only the entity has
access to the tax loss and the use of it - eithersing it against its own future taxable
profits or by selling the right to use it - and thght is protected by legal means, i.e.
applicable tax laws.

Conclusion

167. An unused tax loss item generally seems to be amptasder the proposed new
definition of an asset. It is, however, difficuit determine how the requirement that an
economic resource should be present is satisfilbsithe item can be sold. An unused
tax loss may also be an asset under the curremitaef, although it is not clear
whether the item is controlled by the entity or.nthe entity will receive any benefits
from the item, but may not be able to control wieetbr not these benefits will arise
unless they arise as a result of a transfer agaioshsideration.

168. In considering the proposed new definition the gsialshowed that:

(@) Replacement of “from which future economic benedits expected to flow to the
entity” had the same effects as those discussagdpendix 1, paragraph 59(a).

(b) Replacement of ‘control’ by “to which the entityshaither a right or other access
that others do not have” could — depending on homtrol is interpreted - have an
effect when losses carried forward could not bd.sbhis is because the control is
subject to future developments. On the other handentity would in all cases
have “a right or other access that others do ne¢’h@ the item.

(c) Inclusion of the specification that a resourceutidoe ‘present’ could have an
effect as the requirement seems to preclude anedntesx loss from being
recognised as an asset if the item is not trardfera

A planned transaction, e.g. a planned launch of arpfitable product

169. The pro-active project staffias assessed whetharplanned transaction, that is a
transaction that has not yet taken place, such kirech of a product, meets the
definition of an asset under the current as welth@sproposed new definition of an
asset.

The current definition

Is there a resource?

170. In the view of the pro-active project staff, therpase of a planned transaction is often
that it should result in future cash inflows. Itlierefore assessed that it is a resource.



171.

172.

173.

Are future economic benefits expected to flow t® émtity from that resource?

Provided that “expected “ is not understood as mgam high probability of positive
cash flows (but just a probability greater tharozeit is concluded that future economic
benefits are expected to flow to the entity as sulteof a planned transaction. The
reason is that it would be expected that an emtiliyplan a future transaction because
the entity expects that it will result in future gitve cash flows. In contrast, if
‘expected’ is interpreted as meaning a high likedith of occurrence, not all planned
transactions would meet this criterion.

Is the resource controlled by the entity?

An entity considering a planned transaction carseaash inflows to arise by fulfilling
the planned transaction. In that sense, the ecditybe deemed to control the resource,
'the planned transaction’. However, the controlistidentified, refers to things that take
place in the future, and a future event is not rded by the entity. Accordingly, it is
the opinion of the pro-active project staff thae tresource is not controlled by the
entity.

Does the control arise because of a past evenhmgdction?

As a result of the observation in the foregoingagaaph, there is no reason to consider
whether or not any control arises because of a @asint or transaction. However,
generally any control related to a planned tramgaawill arise in the future when the
planned transaction takes place.

The proposed new definition

174.

Is there a present economic resource

It is the view of the pro-active project staff theatplanned transaction is capable of
producing cash inflows. This could be done in dédfeé ways, either by fulfilling the
transaction or by transferring the right to perfotime planned transaction to another
entity. It does not matter whether the plannedsaation takes place; as long as the
planned transaction can be sold to somebody dlss, gapable of producing cash
inflows to the entity. In that sense it is a preéssgonomic resource. However, if it is not
the case, there is no present economic resource.

Does the entity have a right or other access ftifi@rs do not have?




175. The amplifying text makes it clear that a rightather access that others do not have

enables the entity to use the economic resourcetlaadits use by others can be
precluded or limited. Arguably other entities thidn@ reporting entity could fulfil a
planned transaction, such as a launch of a proQucthis basis it has been assessed by
the pro-active project staff that the entity doe$ have a right or other access that
others do not have.

Conclusion

176. A planned transaction does not seem to meet theitif of an asset under the current

177.

or the proposed new definition because there isardrol as required in the current
definition of an asset and in many cases thereisaonomic resource as required by
the proposed new definition, nor is there any righdther access.

In considering the proposed new definition, thelysia showed that Replacement of
“from which future economic benefits are expectediaw to the entity” had the same
effects as those discussed in appendix 1, parad@(al).



