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Since 1 January 2018, IFRS 9 - Financial instruments and
IFRS 15 - Revenue from Contracts with Customers have been
effective, as the the IASB headline announced on its website
on 8 January. In parallel, work to assess the impact of IFRS 9
on long-term investment is continuing at the European level,
with the publication of the outcomes of a first factual
analysis by EFRAG. This research has also acted as a spur to
the IASB, which has followed up the EFRAG publication by
issuing two presentations of its own on the contributions of
IFRS standards to financial stability and long-term
investment.

At the last minute, 2017 witnessed the passing of a tax
reform bill in the US, which is expected to have substantial
impacts - to the extent that the US accounting authorities
have published some texts intended to facilitate accounting
for its effects, but which ESMA says are unacceptable under
IFRSs. This month’s special study describes these aspects.

Enjoy your reading!

Edouard Fossat Isabelle Grauer-Gaynor

Highlights
IFRS page 2
Europe page 2
Crossword page 4

A Closer Look
ESMA publishes a statement
on accounting for the impacts
of the United States tax reforms
under IAS 12 page 5

Events and FAQ page 8

Editors-in-Chief:
Michel Barbet-Massin, Edouard Fossat, Isabelle
Grauer-Gaynor

Columnists:
Edouard Fossat, Isabelle Grauer-Gaynor and Arnaud
Verchère

Contact us:
Mazars
Exaltis, 61, rue Henri Régnault
92 075 – La Défense – France
Tel:  01 49 97 60 00
www.mazars.com

NEWSLETTER / No. 118 – January 2018



2 | Beyond the GAAP no. 118 – January 2018

IFRS Highlights
IFRS Foundation considers the contribution
of IFRS standards to the public good

On 25 January the IFRS foundation published two
presentations assessing the contribution of IFRSs to financial
stability and long-term investment respectively.

These two topics are among the subjects that the European
Commission has asked EFRAG to examine in its analysis of
the public good as part of the process of endorsing IFRS
standards in Europe. For example, in the course of endorsing
IFRS 16 on Leases, the European Commission has asked
EFRAG to ensure that it does not endanger financial stability.

Likewise, the European Commission has requested EFRAG to
review the impact on long-term investment of the fair value

through comprehensive income category for equity
instruments in IFRS 9  (see European Highlights below).

The two presentations are available at:
http://www.ifrs.org/news-and-events/2018/01/ifrs-
standards-and-their-impact-on-financial-stability-and-long-
term-investments/

The European Commission’s letter asking EFRAG to deliver
its opinion on the impact of IFRS 16 may be consulted at:
http://www.efrag.org/Assets/Download?assetUrl=%2Fsites
%2Fwebpublishing%2FProject%20Documents%2F269%2FTh
e%20European%20Commission%20Letter%20to%20EFRAG
%20requesting%20endorsement%20advice%20on%20IFRS
%2016%20Leases.pdf.

European highlights
Europe investigates the impact of IFRS 9
on long-term investment

On 17 January, EFRAG published its letter in answer to the
European Commission’s request that it investigate the
effects for long-term investment  of  IFRS 9 on accounting for
investments in equity instruments.

This letter, which is just the first phase of EFRAG’s response,
is a quantified survey of information about current holdings
of equity instruments by the institutions concerned (mainly
banks and insurance entities) and a review of annual
financial statements

EFRAG’s investigations suggest that:

§ the cumulative amount of equity instruments classified
as  available  for  sale  is  significant  for  entities  that  view
themselves as long-term investors;

§ participants in this consultation reported that the
instruments classified as available for sale are always
held with a long term perspective;

§ in most cases, the proportion of equity instruments
classified  as  available  for  sale  is  above  60%.  Some
respondents reported a much lower ratio (the sample
average was 22%) but this can be explained by the large
trading portfolios held by some entities in addition to
the portfolio of instruments held with a long-term
perspective;

§ the quantitative thresholds used to assess the
“significant” or “prolonged” decline in fair value vary
across industries;

§ the majority of participants in the consultation do not
expect to modify their holding period for equities
following the introduction of IFRS 9;

§ respondents say that IFRS 9 might have more impact on
their asset allocation strategies than on the holding
period, partly due to the impossibility of accounting for
gains on disposal of these instruments in profit or loss.
However a number of other factors influence the
allocation strategy.

The second phase in EFRAG’s response will consider
accounting solutions (for impairment, in particular) other
than those provided for in IFRS 9.

The document is available at the following address:
http://www.efrag.org/Assets/Download?assetUrl=%2Fsites
%2Fwebpublishing%2FSiteAssets%2FEFRAG%2527s%2520let
ter%2520to%2520the%2520European%2520Commission%2
520on%2520equity%2520instruments%2520%28assessment
%2520phase%29.pdf
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Crossword: last month’s solution

Keep up to date with international accounting with the English edition
of Mazars’ Newsletter on accounting standards entitled

Beyond the GAAP
Beyond the GAAP is a totally free newsletter. To subscribe, send an e-mail to doctrine-mazars@mazars.fr
mentioning:

- The name and first name of the people to whom you would like to send Beyond the GAAP;
- Their position and company;
- Their e-mail address.

If you no longer wish to receive Beyond the GAAP, send an email to doctrine-mazars@mazars.fr with “unsubscribe” in the subject line of your
message.

Become a Subscriber
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Crossword:
Are your IFRS 12 disclosures up to par?

Across
2. An interest held in another entity may not give rise to

links of this type

4. Where they are labelled as such, these entities must
disclose the significant judgements and assumptions
leading to this classification

7. For entities that are material to the reporting entity, this
type of financial information must be disclosed for the
line items in their financial statements

10. IFRS 12 also requires disclosures on involvement with
structured entities that are not this

11. The number of types of entity concerned by the
provisions contained in IFRS 12

12. IFRS 12 requires information about entities that hold
significant levels of such interests

14. IFRS 12 requires preparers to provide some about
interests in other entities

15. Their nature and extent must be disclosed when they are
significant and relate to contractual or regulatory
provisions

Down
1. Rather than being disclosed separately for each entity,

some information may or must be this

3. When they happen to the consolidation scope, they must
be disclosed

5. They must be disclosed by joint ventures when they have
not been recognised at the reporting date

6. Disclosures about joint arrangements and associates are
this

7. Any such judgments about control, joint control,
significant influence or the nature of a partnership must
be mentioned

8. Some information required by IFRS 12 can be omitted by
entities within the scope of this standard

9. The number of standards covered by the provisions
contained in IFRS 12

13. As well as information on the nature and impact of the
interests held in other entities, disclosures are also
required on these aspects associated with these interests
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A Closer Look
ESMA publishes a statement on accounting for the income tax
consequences of the US tax reforms under IAS 12
On 22 December last, the US President signed the tax reform law known locally as the Tax Cuts and Jobs Act. Given the late
publication of this law, the US Securities and Exchange Commission (SEC) issued a bulletin on the same day (SAB 118) which gives
entities reporting under US GAAP a degree of flexibility in reflecting the effects of the Act in the accounts at 31 December 2017.
The SEC here states that it would not object to foreign entities listed on the US market (known as “foreign registrants”) and
reporting under International Financial Reporting Standards applying the same relief measures.

In order to avoid the risk of inconsistent application of the US tax reform by European listed companies, or the taking of too many
liberties with IAS 12 using the US Act as a pretext, the European Securities and Markets Authority (ESMA) decided to publish a
Public Statement on 26 January, entitled Accounting for Income Tax consequences of the United States Tax Cuts and Jobs Act under
IFRS.

The accounting consequences of the US tax
reforms under IAS 12

Effects of the Act on the 2017 annual financial
statements

The new American tax law contains a range of varied and
complex provisions, the main objective of which is to reduce
tax rates while combatting tax evasion by taxing certain
income earned abroad, or by taxing sums transferred to
related entities established abroad.

Although the new tax provisions it introduces do not take
effect until 1 January 2018, their impacts, in particular as
regards deferred taxes, should be reflected in the accounts
established under IFRSs at 31 December 2017. For some
entities particularly exposed to US taxation, accounting for
these impacts may well be complicated, either because of
uncertainties about the way in which some provisions will be
applied, or because of the need to collect  historic
information to calculate the tax. The most emblematic
aspects of this law are described below.

Without going into too much detail, the main provisions
likely to have an impact on the 2017 financial statements are
the following:

Tax rate changes

The federal tax rate on corporate income falls from 35% to
21% on 1 January 2018. This tax rate reduction must be
taken into account when measuring deferred tax assets and
liabilities at the end of 2017, and the resulting change in
deferred taxes will be recognised:
§ through profit and loss in most cases,

§ in equity if the deferred tax basis was originally
accounted for in equity, and

§ in other comprehensive income, if the deferred tax basis
was originally accounted for in OCI.

Tax on undistributed foreign profits

This provision, known as the Deemed Repatriation Transition
Tax, requires a mandatory deemed repatriation of certain
post-1986 foreign earnings and profits accumulated by the
foreign subsidiaries of US entities,  with a tax exemption on
any future distributions of these profits. The resulting tax
charge can be paid in instalments over eight years.

Entities that have organised part of their business around a
US holding company with subsidiaries outside the United
States are affected by this provision. They should therefore
recognise a current (and not deferred) tax liability, the
measurement of which will entail the collection of historical
information that may require long and onerous efforts.

Past tax loss carryforwards may be set against this tax
expense, and thus reduce its amount. Its measurement may
therefore have impacts on the measurement of deferred tax
assets, and in particular lead to the additional recognition of
loss carryforwards hitherto regarded as uncollectible.

Global Intangible Low Tax Income (GILTI)

This measure aims to tax in the United States the profits of a
subsidiary based in a low-tax jurisdiction which exceed
“normal” profitability calculated on its tangible assets.
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Since is is expected that the reversal of a temporary
difference in the subsidiary would create a profit subject to
GILTI, the impact of the GILTI should be included in the tax
rate used to measure the corresponding deferred tax
liability. However, as the GILTI is heavily dependent on the
future results of the foreign entity, measuring its effects in
the year of reversal of temporary differences may be
particularly tricky.

Minimum taxation on certain intragroup payments

This provision, known as the Base Erosion Anti-Abuse Tax
(BEAT) proposes to compare the tax on profits after adding
back payments to related entities abroad, at a rate of 5% in
2018, 10% from 2019 to 2025 and 12.5% from 2026, with the
current tax at the rate of 21%. Any excess would be added to
the current tax liability.

The BEAT has the effect of increasing the tax rate applicable
to a given year. In theory, this increase should be included in
the measurement of deferred taxes at 31 December 2017.
However, it is certainly difficult to assess whether the BEAT
will be paid and when, and the extent to which it will alter
the current tax rate. For all these reasons, in most cases, the
BEAT for a given year will be considered as supplementary
current tax, with no impact on deferred taxes.

Numerous other provisions to be taken into account
in calculating the tax

The  provisions  set  out  above  are  those  which  are  likely  to
have the greatest impact on the financial statements at
31 December 2017.

But the American tax reform contains many other elements
that could affect the calculation of current taxes and
deferred taxes in the coming financial years. For example:
§ the rules on accounting for carryforward tax losses are

amended for losses arising from 2018, with the removal
of carry-back options, indefinite carryforward of losses
and a limit on carryforwards to 80% of taxable income
for the year;

§ deductions for interest expense are limited to 30% of
adjusted taxable income, but interest not deducted for
this reason can be carried forward for deduction in
future years;

§ the Alternative Minimum Tax (AMT) regime has been
repealed, but AMT credit carryforwards existing at the
date of the reform can be used to offset current tax, or
be refunded in 2021;

§ American companies manufacturing in the US that
export all or part of their production can take advantage
of special deductions for Foreign-Derived Intangible
Income (FDII).

SAB 118 reliefs for entities reporting in US GAAP

Faced with the complexity of some of the Act’s provisions,
the uncertainties as to their application arrangements and
the need to collect historical data over a prolonged period,
the SEC has decided to establish a provisional accounting
approach for the effects of the Act in the 2017 financial
statements.

This principle is informed by the provisions of the standard
on business combinations, when allocation of the acquisition
price to the various assets and liabilities acquired is
provisional. In practice, an entity publishing its financial
statements under US GAAP may, for each aspect of the
reform, find itself in one of the three following situations at
the 2017 reporting date:
§ Situation 1: it is able to calculate the precise

consequences of certain aspects of the Act. In this
instance, it recognises these impacts in its December
2017 financial statements;

§ Situation 2: for other aspects of the reform, it is unable
to calculate the precise effects, not least due to
uncertainties of interpretation, or the incomplete
collection of data, but it can nevertheless arrive at a
reasonable estimation. In this instance, it recognises its
estimations of the consequences of the Act, while
making it clear that this accounting treatment is
provisional. It will then have a year in which to finalise
its calculation, and any subsequent adjustment of its

provisional accounting treatment will be presented in
the 2018 result;

§ Situation 3: for certain aspects of the reform, there are
too many uncertainties, or too much information is
missing, to make a reasonable estimation of the
impacts. Under these circumstances, the entity will
recognise  the  tax  in  these  areas  on  the  basis  of  the
former law, in a provisional manner. Again, it will then
have a year in which to finalise its accounting treatment
of the impacts of the law, through profit or loss.

In addition to the SEC’s document, the FASB has begun to
publish Q&A documents on how to account for these new
provisions under US GAAP.
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ESMA’s statement on accounting for the reform
in accordance with IAS 12

Neither the IASB nor the IFRS Interpretations Committee
have published any guidance on accounting for the impacts
of the US tax reform. It was therefore left to ESMA, although
it has no regulatory powers in this area, to issue a reminder
of the IAS 12 provisions that preparers must apply.

ESMA’s statement observes that IAS 12 – Income taxes
requires current and deferred tax assets and liabilities to be
measured in line with the tax laws enacted by the end of the
reporting period. Consequently, the financial statements at
31 December 2017 must reflect the impacts of the US tax
reform, and IAS 12 provides no exemptions.

ESMA therefore expects the entities concerned to be able to
make a reasonable estimate of the impact of the material
aspects of the Act within a period compatible with the
publication of their financial statements, although it
acknowledges that a full understanding of the implications
of some provisions may take time.

There is therefore no question of applying exceptional
measures during a provisional measurement period, as
under US GAAP. Quite simply, given the complexity of this
reform, and the need to gather complex historical
information, the amounts presented in the financial
statements may be subject to a higher degree of estimation
uncertainty than is usually the case.

In this context, ESMA highlights the need for transparent
disclosure in the notes to the accounts. IAS 12 in any case
requires disclosures on the impacts of changes in tax rates or
the imposition of new taxes on the measurement of deferred
taxes. In addition to this information, ESMA also expects that
where material tax assets or liabilities are subject to
increased estimation uncertainty, issuers will give specific
disclosures on those estimates, the judgments and
assumptions applied in reaching them, and the nature and
sources of estimation uncertainty.

Subsequent adjustments to the amounts recognised, due to
new information about the way that the law is applied,
should be accounted for as changes in estimates. However
ESMA asks issuers to assess carefully whether, in some cases,
a change in estimates represents the correction of an error.

ESMA, together with National Competent Authorities, will
monitor the level of transparency that issuers provide in
their financial statements about how they account for the
effects of the US tax reform, changes in estimates resulting
from its implementation and information relevant to
assessing its possible impact on the issuers’ future financial
statements.

Key points

§ While the American tax reform comes into effect in 2018, it must be taken into account in the measurement of
deferred taxes  and certain current taxes as from 2017, given its date of publication.

§ Some  of  its  provisions  are  likely  to  be  complex  to  apply,  and  their  impacts  on  tax  assets  and  liabilities  in
accordance with IAS 12 may be difficult to assess in a tight timetable for publication of the financial statements.

§ Unlike entities publishing under US GAAP, IFRS entities will benefit from no exemptions in 2017 and should
recognise their best estimates of the overall impacts of the provisions of the new Act.

§ ESMA and the National Competent Authorities will monitor the level of disclosures provided by listed European
entities and the transparency of this information, in light of the increased estimation uncertainties associated
with the effects of the Act.



Upcoming meetings of the IASB,
IFRS Interpretations Committee and EFRAG

IFRS EFRAG

IASB Committee Board TEG

19-23 February 13-14 March 20 March 7-8 March

19-23 March 9 May 23 April 6 April

23-27 April 12-13 June 30 May 16-17 Mayl

Beyond the GAAP is published by Mazars. The purpose of this newsletter is to keep readers informed of accounting developments. Beyond the GAAP may under no circumstances
be associated, in whole or in part, with an opinion issued by Mazars. Despite the meticulous care taken in preparing this publication, Mazars may not be held liable for any errors or

omissions it might contain.
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Events and FAQ

Frequently asked questions

IFRS

- Planned abolition of the French CICE scheme offset by a
permanent reduction in employers’ contributions: what
is the impact on post-employment benefits?

- Accounting for a put on non-controlling interests

- Impact of reorganisation on CGUs and operating
segments

- Concept of an investment entity: fair value measurement
of interests in subsidiaries


