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Executive summary

IFRS 11Joint Arrangementsssued in May2011 brings about changes to the accounting for jointly
controlled entities, especiallyfor groups that currently use proportionate consolidation.

This document aims at giving practical guidance to SARFinancial Consolidation users to help them
achieving the transition tolFRS 11.

SAP Financial Consolidationis part of SAP enterprise performance management (EPM) solutions. This product
addresses financial consolidation requirements and can be integrated into both SAP andSA&h software
environments.

SAPstarter kit for IFRS is a complete configuration on top ®AF Financial Consolidatiorgy from data collection to
publishing of financial statementsz designed to perform, validate and publish a statutory consolidation in
accordance with IFRS

The starter kit is provided & SAP Financial Consolidation customers at no additional charge and can be
downloaded from SABervice Mrketplace. It is regularly updated to comply with the latest accounting standards.
This document refers to the starter kit delivered in June 2013 (SBMdailable for version 10.0 of SARFinancial
Consolidation.

This document firstly summarizes the main changemtroduced by IFRS 11 (part 1) andheir expected
effects (part 2). It then focuses on the starter kit, providing practical examples of transith to IFRS 11
(based on sets of data delivered within the starter kit). The last part is dedicated to the expected
impacts on the future releases of the starter kit for IFRS.
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1. IFRS 11 what does it change?

On 12 May 2011, the International Accounting Statards Board (IASB) completed one of its major
projects regarding consolidation and joint arrangements by issuing three new standards and two
revised ones:

1 IFRS 10Consolidated Financial Statementeplaces IAS 27 for the part regarding consolidated
statements and the interpretation SIG12 relating to special purpose entities

1 IFRS 11 Joint Arrangementssupersedes |AS 3linterests in Joint Venturesand its related
interpretation SIC-13;

1 IFRS 12Disclosure of Interests in Other Entitieombines, enhances andeplaces the disclosure
requirements previously included in IAS 27, IAS 28 and IAS 31

1 IAS 27 (revised 2011) Separate Financial Statementsow only focuses on separate financial
statements (as opposed to consolidated statements)

1 IAS 28 (revised 2011) Investments in Associates and Joint Venturss revised mainly as a
consequence of the othechanges.

These standards are effective for annual periods beginning on or after 1 January 2013. Earlier
application is permitted only if all the standards includedi OEEO OBPAAEACAS6 AOA OEI

The European Union has endorsed these standards (Commission Regulation (EU) No 1254/2012)
while postponing the mandatory effective date to 1 January 2014

1.1. No major changes in the definition of a joint arrangeme nt

A joint arrangement is defined as an arrangement of which two or more parties have joint control.
Joint control is the contractually agreed sharing of control of an arrangement, which exists only when
decisions about the relevant activities require theunanimous consent of the parties sharing control.
An arrangement can be a joint arrangement even though not all of its parties have joint control of the
arrangement. IFRS 11 distinguishes between parties that have joint control of an arrangement (joint
operators or joint venturers) and parties that participate in, but do not have joint control of, a joint
arrangement.

IFRS 11 provides multiple examples to understand whether joint control exists and, in particular, to
distinguish between joint control and cdlective control. The fact that two or more investors hold equal
shares in an entity does not automatically mean that this entity is a joint arrangement.

Two examples of IFRS 11 applicatioguidanceillustrate this principle.

Example 1, IFRS11.B8

Assume that three parties establish an arrangement: A has 50 per cent of the voting rights in the arrangement, B
has 30 per cent and C has 20 per cent. The contractual arrangement between A, B and C specifies that at least 75
per cent of the voting rights are requied to make decisions about the relevant activities of the arrangement.
Even though A can block any decision, it does not control the arrangement because it needs the agreement of B.
The terms of their contractual arrangement requiring at least 75 per cenmf the voting rights to make decisions
about the relevant activities imply that A and B have joint control of the arrangement because decisions about
the relevant activities of the arrangement cannot be made without both A and B agreeing.

Example 2, IFRS1.B8

Assume an arrangement has three parties: A has 50 per cent of the voting rights in the arrangement, arah&C
each have 25 per cent. The contractual arrangement between A, B and C specifies that at least 75 per cent of the
voting rights are required to make decisions about the relevant activities of the arrangement. Even though A can
block any decision, it does not control the arrangement because it needs the agreement of either B or C. In this
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example, A, B and C collectively control the arrangemenHowever, there is more than one combination of
parties that can agree to reach 75 per cent of the voting rights (either A and B or A and C). In such a situation, to
be a joint arrangement the contractual arrangement between the parties would need to sp#fy which
combination of the parties is required to agree unanimously to decisions about the relevant activities of the
arrangement.

Following up this example, it should also be noticed that an entity whose shares are equally held by
two or more parties is not automatically a joint arrangement. For instance, if four shareholders each
hold a 25% interest in an entity and the contractual arrangement requires a 75% majority to approve
decisions, this is a collective control and not a joint control. For ther® be a joint control, the voting
arrangements would have to require an unanimous agreement (100%) or to specify which
combination of the parties has to agree. In case of a collective control, each investor account for its
interest in the entity as an assoiate (equity method as set out in IAS 28).

1.2. Classification of joint arrangements into 2 categories

According to IFRS 11, a joint arrangement is eithea joint operation or a joint venture whereas
there were three forms of joint arrangements in IAS 31 (joitly controlled assets, jointly controlled
operations and jointly controlled entities).

Under IAS 31, the classification mainly depends upon the legal structure: any joint arrangement that

was structured through a separate vehiclequalified as a jointly cotrolled entity. Under IFRS 11, the

1 ACAT OOOOAOOOA EO OAEAT ET O AAAT O1T 6O AO A EEO0OO
the arrangement: any joint arrangement that is not structured through a separate vehicle is a joint
operation. However, the classification ultimately depends on the substance of the arrangement.

IFRS 11 provides the following chart (Application Guidance, B21) to illustrate the classification
process:

Classification of a joint arrangement: assessment of the parties’ rights and
obligations arising from the arrangement

Structure of the joint arrangement

v v

Not structured through Structured through a
a separate vehicle separate vehicle

An entity shall consider:

(i} the legal form of the separate
vehicle;

(i) the terms of the contractual
arrangement; and

(iii) when relevant, other facts and

circumstances.

h 4
Joint operation Joint venture

L A separate vehicle is defined as & separately identifiable structure, including separate legal entities or éities recognized by statute,
regardless of whether those entities have a legal personality (IFRS11Appendix A)
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If a joint arrangement is structured through a separate vehiclefurther analysis is required as
illustrated in the following chart (IFRS 11, Application Guidance, B33):

Classification of a joint arrangement structured through a separate vehicle

Legal form of Does the legal form of the separate
the separate vehicle give the parties rights to the »
vehicle assets, and obligations for the Yes

liabilities, relating to the arrangement?

¢No

Terms of the Do the terms of the contractual
contractual arrangement specify that the parties I= Joint
arrangement have rights to the assets, and Yes operation

obligations for the liabilities, relating
to the arrangement?

+No

Other facts Have the parties designed the
and arrangement so that
circumstances (a) its activities primarily aim to

provide the parties with an output
(ie the parties have rights to
substantially all of the economic
benefits of the assets held in the
separate vehicle) and

(b) it depends on the parties on a
continuous basis for settling the
liabilities relating to the activity
conducted through the
arrangement?

‘}No

Joint venture

h

Yes

The following example given in IFRS 11 Application Guidance (B32, example 5) helps understand the
process described above:

Assume that two parties $ructure a joint arrangement in an incorporated entity (entity C) in which each party
has a 50 per cent ownership interest. The purpose of the arrangement is to manufacture materials required by
the parties for their own, individual manufacturing processes The arrangement ensures that the parties operate
the facility that produces the materials to the quantity and quality specifications of the parties.

The legal form of entity C (an incorporated entity) through which the activities are conducted initiallyndicates
that the assets and liabilities held in entity C are the assets and liabilities of entity C. The contractual
arrangement between the parties does not specify that the parties have rights to the assets or obligations for the
liabilities of entity C. Accordingly, the legal form of entity C and the terms of the contractual arrangement
indicate that the arrangement is a joint venture.

However, the parties also consider the following aspects of the arrangement:

- The parties agreed to purchase all theutput produced by entity C in a ratio of 50:50. Entity C cannot sell any
of the output to third parties, unless this is approved by the two parties to the arrangement. Because the
purpose of the arrangement is to provide the parties with output they reque, such sales to third parties are
expected to be uncommon and not material.

- The price of the output sold to the parties is set by both parties at a level that is designed to cover the costs of
production and administrative expenses incurred by entity COn the basis of this operating model, the
arrangement is intended to operate at a brealeven level.
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From the fact pattern above, the following facts and circumstances are relevant:

- The obligation of the parties to purchase all the output produced by ¢ity C reflects the exclusive
dependence of entity C upon the parties for the generation of cash flows and, thus, the parties have an
obligation to fund the settlement of the liabilities of entity C.

- The fact that the parties have rights to all the outpuproduced by entity C means that the parties are
consuming, and therefore have rights to, all the economic benefits of the assets of entity C.

These facts and circumstances indicate that the arrangement is a joint operation. The conclusion about the
clasdfication of the joint arrangement in these circumstances would not change if, instead of the parties using
their share of the output themselves in a subsequent manufacturing process, the parties sold their share of the
output to third parties.

If the parties changed the terms of the contractual arrangement so that the arrangement was able to sell output
to third parties, this would result in entity C assuming demand, inventory and credit risks. In that scenario, such
a change in the facts and circumstancesvould require reassessment of the classification of the joint
arrangement. Such facts and circumstances would indicate that the arrangement is a joint venture.

It is therefore possibleto classify as a joint operation an arrangement that was previaly regarded as
a jointly controlled entity because of its legal form.

yl AT 1Al OOEiTh OEA OOAT OGEOEIT &OIT )Y!'3 0pbo
follows:
Jointly Jointly Jointly
controlled controlled controlled
assets operations entities
Joint

Joint operations
ventures

1.3. Accounting principles

Accounting principles depend orthe nature of the joint arrangement. In contrast with 1AS 31, IFRS 11
does not offer any accounting choice: each type of joint arrangement (joint operation or joint venture)
corresponds to onez and only onez accounting method.

1.3.1. Joint operations

A joint operator shall recognize in relation to its interest in a joint operation (IFRS11.20):

its assets including its share of any assets held jointly,

its liabilities including its share of any liabilities incurred jointly,

its revenue from the sale of its sharef the output arising from the joint operation,
its share of the revenue from the sale of the output by the joint operation,

its expenses, including its share of any expenses incurred jointly.

=A =4 =4 =8 =

When a joint operator enters into a transactionsuch as a ale of assetswith its joint operation, any
gains or losses resulting from thistransaction should only be recognized to the extent of the other
DAOOEAOGS ET OAOAOO ET OEA ETET O 1T PAOAOGEII

When a joint operator enters into a transaction, such as a purchaséassets, with its joint operation, it
should not recognize its share of the gains and losses until it resells those assets to a third party.
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These principles apply to consolidated statements as well as to separate statements. It means that
these accounti ¢ AT OOEAO OET OI A AA OAAIT ¢l EUAA ET OEA ETE
that IFRS are applied in local statements.

1.3.2. Joint venture s

In separate statements, the investment should be accounted for in accordance with IAS 27. Two
options are avalable: at cost or in accordance with IFRS 9 Financial Instruments.

In its consolidated statements, a venturer should recognize its interest in a joint venture as an
investment and should account for that investment using the equity method in accordance WilAS
28. The accounting option that allowed the choice between proportionate consolidation and equity
method under IAS 31 has been removed.

According to IAS 28, any gains and losses resulting from transactions between a venturer (including its
consolidated subsidiaries) and its joint venture are recognized only to the extent of unrelated
ET OAOOI 006 ET OAOAOOO ET OEA ETET O OAT OOOAS
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2. Expected impacts from transitionto IFRS 11

2.1. Effect analysis published by the IASB

The IASB has carried out an extensive analgsto assess the likely effect of new requirements. The
OAOOI OO EAOA AAAT DOAI EOEAA ET A AT AOIi AT O A1 OEOI A
This document firstly analyses theoint venture deals between 1990 and 2010The data used by the

IASB are from the Thomson Financial SDC Platinum Alliances/Joint ventures database. Much
information is provided from which the following trends can be noticed:

9 After a period of growth from 1990 to 1995 (8,044 deals), the number of JV deals has noticeably
decreased (less than 1,000 deals per year since 2009). This decline has mainly been attributed to
the liberalization of foreign investment regimes in various countries.

i From a geographical standpoint, the United States rank first, representing 37.1% of thedBals for
the 1990-2010 period; China (7.05%) and Japan (5.62%) are respectively second and third.

 The database classifies joint ventures a@trategicalliancedAT A OET AADAT AAT & AEEOI C
whether an independent business entity is created or notindependent firms represent 37% of the
deals during this period. However, this percentage varies with the country: from 18% in the United
States to 75% in China or in Russia.

The second part of the document analyses the effeaipon the financial statenments of thosegroups
that are affected by the changedt should be noticed that only joint ventures structured through an
independent entity are potentially concerned. Indeed, strategic alliances were classified as jointly
controlled assets or jointly cortrolled operations under 1AS 31 and will qualify as joint operatios
under IFRS 11. The way they will be accounted for will therefore remain unchanged.

A survey of the first IFRS consolidated financial statements for annual periods ending on 31 December
2005 brings out the following conclusions:

1 144 out of the 199 companies selected included jointly controlled entities in their consolidated
financial statements

1 The ratio expressing the use of proportionate consolidation versus the equity method was exactly
50:50.

1 However, this average ratio does not reflect the significant discrepancies between countries.
Proportionate consolidation is commonly preferred to equity method in Spain (87%), France
(82%) and to a lower extent in Netherlands (56%) whereaghe equity method appears as the
common choice in the other countries, especially in Hong Kong (90%) and in the United Kingdom
(81%).

Based on this survey, the Board concludes its analysis as follows:

O0/1 OEA AAOGEO 1T &£ OEA AAOA RANEAGtAcAhto d dhddge AoODHA OOI A
large number of the arrangements within the scope of the IFRS. This is because most joint
arrangement activity is dealt with through arrangements that do not involve the establishment of an

entity and, as a result, pares will continue recognizing assets, liabilities, revenues and expenses

arising from those arrangements as they did when applying IAS 31. We expect that most of the
AOOAT CAI AT OO OOOOAOOOAA OEOI OCE OAPAOAOARIFRSAEEAIT A
will lead to changes for those entities currently using proportionate consolidation when
accounting for those arrangements, which we have estimated as being half of the entities with

interests in jointly controlled entities. To a lesser extent|FRS 11 will also lead to changes for entities

SAP EPM Transition to IFRS 11 with SAP Financial Consolidation starter kit for IFRS



xEOE ET OAOAOOO ET OET OA ETEITOIU AiTTO0O1T1T1AA Al OE
AAAT OAAT AA xEOE ) &23 pp AT A OEAO AOA AOOOAT OIl U AA
In conclusion, IFFS 11 can result into the following changes as regards the accounting for a joint
arrangement:

9 from proportionate consolidation to the equity method (the most frequent one)
1 from the equity method to the joint operation accounting (more rarely).

2.2. From propor tionate consolidation to equity method

2.2.1. Transition provisions

Transition provisions are set out in appendix C and have been modified by amendments issued in June
2012 (which also apply to IFRS 10 and IFRS 12).

O7EAT AEAT CEIT C AOI | b Ofomé eyt indthaddah erdity $hallirdcdgrisd GE T 1
investment in the joint venture as at the beginning of thémmediately preceding period That initial
investment shall be measured as the aggregate of the carrying amounts of the assets and liabilities t

the entity had previously proportionately consolidated, including any goodwill arising from

AANOEOEOEI 1 80 ) &23 pp8#c¢Q

O) £ ACCOACAOGETI ¢ Ail DOAOGEI 6061 U POI BI OOGET T AGAT U Al
assets, an entity shall asess whether it has legal or constructive obligations in relation to the negative

net assets and, if so, the entity shall recognise the corresponding liability. If the entity concludes that it

does not have legal or constructive obligations in relation tdhe negative net assets, it shall not
recognise the corresponding liability but it shall adjust retained earnings at the beginning of the
immediately preceding period. The entity shall disclose this fact, along with its cumulative
unrecognised share of loses of its joint ventures as at the beginning of thenmediately preceding

period and at the date at which this IFRS is first applied | ) & 23 pp8# 1 Q

2.2.2. Effects on financial statements

Changing from proportionate consolidation to the equity method has significant impact on the
financial statements:

1 On the statement of financial position, the investment in the joint venture will be captured in a
single line item.Removingthe previously recognized share in the individual assets and liabilities of
the joint venture can deeply modifysome ratios such as the debt ratio.

9 The statement of profit and loss is particularly affected as the major performance metrigssuch as
turnover, EBITDA or operating profit- will decrease

1 On the statement of cash flows, reported ggating, investing and financing cash flow figures will
decline to the extent of the previously recognized share in the cash flows of the joint ventures. After
transition to IFRS 11 only dividends will be presented as cash flows from the joint venture.

For those groups that participate in anumber of joint arrangements and currently apply proportionate
consolidation, management should assess as soon as possible htine impact will be presented to all
stockholders (analysts, investors,..). It may be worth considering some changes in the way financial
communication is presented.
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Presenting the share of profit or loss of equity -accounted joint ventures within the
operating profit

This solution may be considered as IAS Presentation of Financial Statementdoes not precisely
define which items can be included in operating profit.

However,the share of the profit or loss of associates and joint ventures accounted for using the equity

i ACGET A EO OOOAIT T U AAI AOI AGAA 11 ctOkedns #tdr @riade dosle OET (
and tax. Including such items in the operating profit may be regarded as inconsisteifhis issue can be

avoided by presenting different levels of profit for equityaccounted entities within the consolidated

statement of profiti O 11 00 ¢ OEAOA 1 £ 1 DPAOAOGET ¢ DOl £EHeh OEAC(
again, the presentation of the statement turns out to be more complicated. Besides, from a software
standpoint, it makes it necessary to enhance the configuration

Getting the most out of segment information

Under IFRS 8Operating segmentsinformation provided regarding operating segments should be
based oninternal reporting (information used by management to make decisions) even though the
accounting methods used are ifferent from the ones used for external financial statements.

Feedback received both by the IASB during the comment period and the EFRABropean Financial
Reporting Advisory Group during its field-test shows that many groups currently using proportionde
consolidation would continue doing sofor management purposes ando report segment information
because they believe that the information is more relevant.

However, reconciliation of segment information to the corresponding amounts in the primary
financial statements will be more difficult and may require systems and processes to be modified.

Using non-GAAP financial measures

More and more companies report noRGAAP measures in addition to the required information, stating
that it more accurately reflects their company's performance. Such communication is generally
admitted by regulators provided that it isnot a substitute formandatory information and adjustments
made to GAAP figures are clearly explained.

By their nature, nonGAAP measures use selectiveaformation and focus on key financial metrics
j OOAE AO OAOGAT OAOG T O 1 AOCET Q8 )1 OEAx 1 &£ OEEON
figures can be includedf it provides a better insight into the underlying operational performance.

2.3. From equity method to joint operation accounting

I AAT OAET ¢ O OEA )1 3"380 O0O00OAUhK OEECurOéniodtlyl T OE
controlled entity, that was accounted for using the equity method as permitted by IAS 31, meets the
criteria set out in IFRS 11 for joint operations.

2.3.1. Transition provisions
Transition provisions are set out in appendix C and have been modified by amendments issued in June
2012 (which also apply to IFRS 10 and IFRS 12).

O7TEAT AEAT CET ¢ A&OI 1 OEA g fariaséeadd libbAteE anfenti shallaAk A T OT OF
beginning of the immediately preceding period, deecognise the investment that was previously
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AAAT 01 OAA & O OOET ¢ OEA ANOGEOU i AOGET A AT A ATuU 1
investment in the arrangement in accordance with paragraph 38 of IAS 28 and recognize its share of
each of the assets and the liabilities in the respect of its interest in the joint operation, includiramny

goodwill that might have formed part of the carrying amount ofhe investment8 6 | ) &2 3 pp 8 #

Q\ny difference arising from the investment previously accounted for using the equity method

Ol CAOEAO xEOE AT U EOAI O OEAO &I Oi AA PAOO 1T &£ OEA
accordance with paragraph 38 of IAS 28and the net amount of the assets and liabilities, including any
goodwill, recognized shall be:

(a) offset against any goodwill relating to the investment with any remaining differences
adjusted against retained earnings at the beginning of the immediatelyr@ceding period, if
the net amount of the assets and the liabilities, including any goodwill, recognized is higher
OEAT OEA ET OAOGOIi AT O j ATA AT U 1TOEAO EOAI O OEA
derecognized
(b) adjusted against retained earnings athe beginning of the immediately preceding period, if
the net amount of the assets and the liabilities, including any goodwill, recognized is lower
OEAT OEA ET OAOGOIi AT O j ATA AT U 1T OEAO EOAI O OEA
derecognized @FRS11.C9)

2.3.2. Effects on financial statements

Changing from the equity method to accounting for assets and liabilitidsas a significant impact on the
financial statements, symmetrical to the one described above for transition from proportionate
consolidation to the equity method.

Moreover, it may require modifications to existing systems and processes because more information is
needed from the jointly controlled entity for joint operation accounting than forthe equity method.

Lastly, companies that apply IFR® their local statements will have to account for their shares in the
ETETO TPAOAGEI 160 AOOAOO AT A 1 EAAEI EOEAO ET OEAOR
consolidated statements) even though the joint operation is a legal separate @t

2.4. Proportionate consolidation and joint operation accounting

In its effect analysis, the IASB seems to estimate that the transition from proportionate consolidation
to joint operation accounting (where a jointly controlled entity meets the definition ofa joint
operation) does not represent a change.

Actually, these methods are similar as they both consist in accounting for the assets, liabilities, income
and expenses of the jointly controlled entity However, they may differ in practice. In its Basis fo
Conclusions to IFRS 11 (8§ BC38), the Board noted two main differences:

i the accounting for joint operations applies to consolidated statements as well @ separate
statements, in contrast with the proportionate consolidation method that only affected
consolidated staements;

9 the rights and obligations that a joint operator has in the assets, liabilities, revenues and expenses
of the joint operation are specified in the contractual arrangement and can be different from its
ownership interest in the joint operation.
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3. Transition to IFRS11 using the starter kit

3.1. About the starter kit for IFRS

The starter kit for IFRS is a complete configuration on top of SAFFinancial Consolidation.

Because the starter kit isan international configuration that can be usedn all countries applying IFRS
for the consolidated statements,data entered in the packages are supposed to be IFRS compljant
whether they correspond to local statements (for entities that can apply IFRS in their separate
statements) or to adjusted data general ledger in local GAAP, then restated to IFRS for the purpose of
consolidation).

The three usual consolidation methods; full consolidation, proportionate consolidation and equity
method z are supported in SAP® Financial Consolidation The starter ki for IFRS provides dedicated
features for proportionate consolidation and equity method where they call for specific processes (in
particular: elimination of internal transactions, changes in ownership interests)

3.2. Sets of data

In order to illustrate the transition to IFRS 11, sets of data have been developped in the starter kit.
They rely on the following assumptions:
1 A parent company holds a 50% interesin two joint arrangements.

9 These joint arrangements areseparate legal entities. Thereforethey were classified as jointly
controlled entities under IAS 31.

9 According to IFRS 11 criteriathe first joint arrangement qualifies as a joint ventureand the second
is a joint operation.

1 IFRS 11 is appliedrom 2013 on (the fiscal yearended 31 December)

Two scenarios have been built to cover all possible transition consequences.

In the first one (Scope DEM@FRS11, driant IFRSYTD)the parent company(reporting unit S10) had
chosen to apply proportionate consolidation to jointly controlled entities under IAS31. Transition to
IFRS 11 has the following consequences as regards the acdingfor the joint arrangements.
1 Reporting unit S11(joint venture): from proportionate consolidation to the equity method

1 Reporting unit S12 (joint operation): from proportionate consolidation to joint operation
accounting

In the second one(ScopeDEMOIFRSL1, Variant LOCALYTD)the equity method was applied under
IAS 31. Then, transition to IFRS 11 has the following consequences

1 Reporting unit S11: no change (equity method)
1 Reporting unit S12: from equity method to joint operation accounting

Financial statements published for 2011 and 2012 are based on IAS 31. For 2013, they should comply
with IFRS 11. In order to present comparatives to 2013 financial statements, 2012 figuresed to be
restated afterwards as if IFRS 11 had been applied.
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With SAP® Financial Consolidation, using variants of consolidation allows for keeping historical data
unchanged while running another version of consolidated data based on the same local dhta with

new accounting methods applied.
3.3. Scenario no. 1 (Pt EM, PCa joint operation accounting )
In this case, proportionate consolidation was used for jointly controlled entities as permitted b\ AS31.

3.3.1. Procedures

The different steps for restating 2012figuresare as follows:

9 Historical data arestored by «saving as» the corresponding consolidation using another variant

CategoryData Scope Variant |Currency| Saved |CategoryData Scope Variant|Currency|
entry as: entry
period period

A 2012.12 |DEMOIFRS11 [IFRSYTOEUR I:> A 2012.12 |DEMOIFRS11 5 |EUR

At this stage, it is necessary to give a positive answer to the questieiDo you want to copy the data
(with a change of variant)®. Once the historical consolidation saved as another variar{® in our
example), it is advisable to lock this consolidation in order to prevent from unintentional changes
and to preserve historical data as they were published.

1 A new version of scope is entered for 2012

Scope DEMO-IFRS11
Period 2012.12

Scope Version 1 Scope Version 2
RU Clos. Meth % conso | % fin. interesf RU Clos. Meth % conso | % fin. interes
S10 Full 100% 100% S10 Full 100% 100%
Si11 PC 50% 50% Si11 EM 50% 50%
S12 PC 50% 50% S12 NC

Entity S12, which meets the definition of a joint operation accorthg to IFRS11,leaves the
consolidation scope. Indeedthe share in its assets, liabilities, income and expenses has to be
ET OACOAOAA ET OEA ETET O 1T PAOAG @BEMO j Bip np 1ORD ARDA/
starter kit, see below).

1 A manud journal entry is entered for entity S10 in order to take into account its share in S12. This
solution allows for keeping unchanged the historical consolidation as it is possible to limit the
validity of a manual journal entryto one or more variants (seebelow).

This manual journal entry is included in the sebf data with the following Ids:

A (category) 7 2012.127 CENTRAL (journal number: 6

Key points.

0 Audit-ID: PACK91This audit-1D is transferred to auditID PACKO1 when the opening data are
generaDAA £ O OEA OOAOANOAT O PAOEI A8 4EATh 3pmb
automatically appear as opening data in the 2013 package.

o0 Variant: the manual journal entry should only be taken into account for consolidations that
comply with IFRS 11 (hee: IFRSYTD)
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o Accounting schemes:3 p mighdde in the opening balances of S12s entered on flow F09
(changes in accounting methods) whereas the movements of the period are entered on the
OAIT A EIT xO0 AO OETI OA ETEOEAIT U OOGAA ET 3p¢gbdO b
o Allintra group transactions and balancebetween S12 and Sl@re eliminated.
This manual journal entry is presented in appendix 1

1 The consolidation definition corresponding to the variant IFRSYTD (restated amounts) is modified:
the version of scope is the last createfl/ersion 2).

3.3.2. Findings

When checking the restated 2012 figures, the following issues arise:

1 Existing goodwill to be reentered.

i Flow allocation (FO9 / F98) for the entity switching from equity method to joint operation
accounting,

9 Display of cash opening psition in the statement of cash flows for the entity switching from
proportionate consolidation to equity method.

Goodwill

Goodwill initially recognized on entity S11 is automatically derecognized on flow FO2 (old method)
and is not included in the carryng amount of S11 as an associats flow FO3 (new mode). To comply
with transition provisions set out in IFRS 11, a manual journal entry is needed to+declare goodwillt
(in our set of dat: Az 2012.127 CENTRAILZ number: 7).

Flow allocation (FO9/F98)

Entity S12 is handled as an outgoing entity in the scope. As a consequence, its opening balances are
automatically derecognized on flow F98) T DA OAT 1 AT h OEAOA AAOA AOA EIT.
data using flow FO9 dedicated to changes in accounting nietds.

Although consolidated data are correct at closing, this flow division makes it more difficult to control
the consolidation process and generates errors in the statement of cash flows and in the statement of
changes in equity.

As regards the statementof cash flows,3 p¢ 6O 1 DAT ET C takehGnifb adcdunt Awick A E O
through the opening flow (FO0) of the consolidated data (because S12 is part of the consolidation

OAT PA A0 TPATET Cq AT A OEOI OQEposdbnedxas a mflstmientEof the 16 O /
I DPATET ¢ AAT ATAA ET OEA OOAOGAI AT O T &£ AAOGE £EI T x0Qs8

Al 1T O60ciEITC AT OEOU ET OEA OAiPAQ EO bi OEOQOEITTAA
ET OAOAOOO ET ETET O OAT OOOAOGOS

In the statement of changes in equityDEA ET AT OPT OAQETT 1T & 3p¢b60 ANOEO
line item «changes in accounting policies whereas the derecognitia of that equity (as equity of an
outgoingentity) EO DT OEOET T AA 11 OER 0GI& EOAI O1T OEAO 11 OA

Some solutionscanbe considered to restore a more accurate flow allocation.

The first and preferred one consists in configuring a dedicated consolidation rule that will reclassify
flow F98 to flow FO9for designated entities A template is presergd in appendix 2. This consolidation
rule should be positionned at the end of the subset 2END. Where the consolidation runs using this

1 For more information, see part 4 of this document
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set of rules, flows FO9 and F98 are offset, thusorrecting the statement of cash flows and the
statement of changes irequity.

The second one consists in reclassifying flow F98 as explained above but manually, by entering a
journal entry. This solution has been ruled out in the set of data because the manual journal entry that
would have been necessary seemed too tedio@®o many line items). Moreover, the correction might

be incomplete as it is difficult to adjust accurately each level of amourlocal / converted /
consolidated) by manual journal entries.

The last solution consists inadjusting only the data that are sticly needed to restore the presentation
of the statement of cash flows and the statement of changes in equity.

As regards the statement of cash flows, it is possible to correct directly the line items by entering a
manual journal entry using the dedicatedndicators (see below the solution proposed for entity S11).
This feature does not exist for indicators of the statement of changes in equity. Therefore, the manual
journal entry should impact the equity accounts (reclassifying from F98 to FO9%Binceit only corrects
partially the consolidated data, this solution is not our preferred one.

Statement of cash flows

To present reliable comparatives to 2013 cash flow statement figures, it is necessary that the restated
flows presented for 2012be based on thenew consolidation methods of the jointly controlled entities.

As regards entity S11, which is accounted for using the equity methashder IFRS 11jts opening cash
balance z displayed as such in the statement of financial position as the change frgmoportionate

consolidation to equity method takes place during the periodz should not be included in the opening
cash position of the statement of cash flows. Two solutions can be considered:

9 Enter a manual journal entrythat directly corrects the statement ofcash flows indicators

This is the choice made in the set of data; this manual journal entry 22012.12 7z CENTRALz
number: 9) is as follows:

R.U. S11
Audit-ID CFSO1
Currency EUR
Variant IFRSYTD

Account Flow| Debit| Credit Analysis Debit| Credit
XCFS Cash flow reclassifications and calculafior@9 SCF4110 Cash flows from losing control of subsidiaries 5 00d
SCF7100 Cash and cash equivalents at beginning of pgriod | 500(

1 Adjust manually (outside of the software)the figures when publishingthe financial statements

3.3.3. Foreign currenc y

)T OEA OOAOOAO EEOh xEAT A ETET O OAT OOOA8O A&OT A

currency, the change of consolidation method; from proportionate consolidation to the equity
method z triggers the derecognition of the foreign currency tanslation reserve. It is therefore
necessary to reenter it by manual journal entryt using flow FO3.

For a practical illustration, please refer to the entity S11BIS (scope DEMID, variant IFRSYTD, period
2012.12).

1 See part 4 of this document for possible enhancements of the starter kit
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3.3.4. Financial year 2013

The consolidation offinancial year 2013z first application of IFRS 11 in our examplg does not raise
any particular issues.

Howewer, it should be reminded that the opening balances (RU organizer, scope, consolidation
definition) should correspond to the restated data for 12 and not to the published figures.

3.4. Scenario no. 2 (EMa EM, EMa joint operation accounting )

In this case, the equity method was used for jointly controlled entities as permitted by IAS31.
Transition to IFRS 11 is easier as only the entity S12 is affected.

3.4.1. Procedures

Principles are the same as those described above in scenanio. 1:

9 Historical data are stored by «waving as» the corresponding consolidation using another variant

CategonyData Scope Variant  |Currency| Saved |CategoryData |Scope Variant|Currency|
entry as: entry
period period

A 2012.12 |DEMOIFRS11 [LOCALYTDIEUR =>A 2012.12DEMOIFRS11 6 |EUR

1 A new version of scope is entered for 2012

Scope DEMO-IFRS11
Period 2012.12

Scope versiofd Scope versiod
RU [ Clos. method| % conso % fin. interest RU | Clos. method| % conso |% fin. interes
S10 Full 100% 100% S10 Full 100% 100%
Si11 EM 50% 50% Si1 EM 50% 50%
S12 EM 50% 50% S12 NC

1 A manual journal entry is entered for entity S10 in order to take into account its share in S12. This
is the same as in the first scenario (variant LOCALYTD is selected in addition to variant IFRSYTD)

1 The consolidation definition corresponding to variant LOCALYTD (restated amounts) is modified:
the version of scope is the last created (version 4).

3.4.2. Findings

It should be reminded thatentity S11is not affected by the transition to IFRS 11 in this scenario. As
regards entity S12, the same findings as those described above in scenarol can be reported.

3.4.1. Financial year 2013

The consolidation of financial year2013 z first application of IFRS 11 in our examplg does not raise
any particular issues.
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3.5. Alternative solutions for joint operation accounting

The accounting for joint operation should be applied in the separate statements of the joint operator
(and therefore in its consolidated statements as well) However, some jurisdictions only require
application of IFRS in the consolidated statements; some of them even prohibit the use of IFRS in
individual statements.

Besides, it should be reminded that, in the st&er kit, local data as entered in packages should be IFRS
compliant. It implies that joint operators should account for their interests in joint operations in their
packages.

In view of this, joint operators that do not apply IFRS in local statements shalhdjust their financial
data to take into account their share in joint operations prior to entering these data in SAP® Financial
Consolidation. Such a restatement may be tedious especially where internal transactions, that should
be eliminated at this staye, are numerous.

Consequently, it could be worth considering alternative solutions even if they depart from the starter
kit principles. Naturally, these solutions are interesting only for joint operators that do not apply IFRS
in their individual statements.

3.5.1. Using proportionate consolidation

Using proportionate consolidation features for joint operation accounting can be considered only
when the rights in each asset and the obligations in each liability of the joint operation correspond to
the overall ownership interest. It is not always the case as contractual arrangements may specify other
allocation principles.

A set of data (scope DEMQO, 2012.12 and 2013.12) is available in the starter kit to illustrate how
proportionate consolidation can be used fojoint operation accounting (entity S12BIS). This example
does not call for particular commens.

3.5.2. Using full consolidation

This solution adresses more particularly the joint arrangements where joint operators have differing
rights (obligations) to various assets (liabilities) or where these rights and obligations are different
from its ownership interest in the joint operation. In other words, it is to be considered when using
proportionate consolidation (i.e. a single percentage applied to all item$3 not appropriate.

This solution can also be relevant where each joint operator takes part to internal transactions to the
extent of its ownership interest. Indeed, irthis case, automatic elimination entries resulting from the
consolidation rules configured inthe starter kit z should be completed by manual journal entries (see
appendix 3). Using full consolidation method would here prevent from entering manual journal
entries provided that data (in particular intra-group data) are correctly entered in the paciges.

Using full consolidation method for joint operation accountingconsists in:

T AT OAOET ¢ 1T AAIl AAOA ET OEA ETET O 1T PAOAOEI T80 DA,
each asset, liability, income and expense (and not to the joint operaticd © OADPAOAOA A&
statements),

1 including the joint operation in the scope (full consolidation, financial interest rate equal to the A
ETET O T PAOAOI 060 11T Ah &I O AGAi PI A pnnbp EAL OEA EI

This solution is notincluded in the sets of data in the starter kit given that it does not raise any

particular issues as regardsthe consolidation process.The main issue lies in entering correct data in
OEA ETET O TPAOAOEI 160 DPAAEACAS
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4. Impacts on the starter kit

4.1. Transition to IFRS 11

As previously shown, transition to IFRS 11 can be achieved with the current version of the starter kit.
Besides, using variants of consolidation allows for keeping historical data unchanged, while running a
restated version of consolidated figuredased on the same local data.

However, some enhancements to the current version of the starter kit may be considered to avoid
some manual journal entries that are currently needed, especially as regards the change in
consolidation method from proportionate consolidation to the equity method.

Simply speaking, changing from proportionate consolidation to the equity method is currently handled in the
starter kit in the same way as a change from full consolidation to the equity method. Indeed, until the adopfi

IFRS 11, a change from proportionate consolidation to the equity method was not explicitly addressed by IFRS.
Consequently, the option chosen in the starter kit was acceptable and was aligned with the consolidation engine
logic in SAP Financial Conslidation that handles both cases in a same way

In view of this and following the rules defined by IFRS 3 for any change in terms of control, a change from
proportionate consolidation to the equity method is similarly treated as a disposal of the propostely
consolidated entity and an acquisition of a new equitigcounted entity. Therefore, any goodwill éoreign currency
translation reserve previously recognized in the proportionately consolidated entity are derecognized using flow
FO2 (old method)They are not reloaded on flow FO3 (new method) because the purchase method should be applied
to the new equityaccounted entity (calculation of goodwill on the basis of its assets and liabilities at the date of the
change in method).

Changing from proporionate consolidation to the equity method as part of the transition to IFRS 11

has not usually any impact on the consolidated value of the joint venture. Consequently, goodwill and

foreign currency translation reserve should remain unchanged (exceptor the reclassification of
CiTAxEIT xEOEET OEA TETA OET OAOGOI AT OO ET AOOT AEA
treatment also applies for any change from proportionate consolidation to the equity method that

takes place after the transition.Indeed, amendments to IAS 28 issued at the same time give the
following clarifications:

af an investment in an associate becomes an investment in a joint venture or an investment in a joint venture
becomes an investment in an associate, the entity conties to apply the equity method and does not remeasure
the retained interest6 | ) ! S¢y8¢grt q

In view of this, it seems worth considering enhancements to the starter kit to manage differently a

change from proportionate consolidation to the equity method (and caversely). This implies that

additional consolidation rules should be configured, using coefficients to be developped, given that the

OA1 AAGETT 1 &£ AT OEGEAOG AOG Al1T xAA ET OEA OAA OOAI B
As regards the statement of cash flows, thenpact of a change from proportionate consolidation to the
ANOGEOU 1 AOET A j AAET C OT1 AT U OEA 1T00&I T x 1T £ OEA OE
Ol )Y&23 ppq EO AEEAAOAA O OEA 1 ETA OAdidSFmmm | xO /
shared processing of changes from full consolidation to equity method and from proportionate
consolidation to equity method. In the particular case of transition to IFRS 11, the outflow of cash

should not be displayed as a movement of the ped but rather as an adjustment of the opening cash

position.

' InaconsoEAAOEI T 001 A hllowd bbAseléatind the@rdites viindsd consolidation method has changed during
the period (FGQ PG>EM or EM->FCQ PQ but does not make a distinction between full consolidation becoming equity
method and proportionate consolidaton becoming equity method (and conversely).
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Transition to IFRS 11 is a nowrecurring event. Therefore, the staer kit should not be modified. The
reclassification should be done by manual journal entry as explained in part 3. Howevehe future
enhancements that might be developped to handle differently changes from proportionate
consolidation to equity method (as opposed to changes from full consolidation to equity method)
could result in changes in the presentation of the statementf @ash flows.

4.2. Maintaining proportionate consolidation

Once the transition to IFRS 11 is achieved, the question naturally arises of whether the proportionate
consolidation method should be removed from SAP Enterprise Performance Management (EPM)
solutions for consolidation. Indeed, IFRS 11 eliminates proportionate consolidation as a method. The
joint operation accounting z quite similar in practice z should be applied in the individual statements
of the joint operator (and not only in its consolidated statenents) and cantherefore not be regarded
as a consolidation method.

However, we believe that proportionate consolidation should be maintained in SAFP Financial
Consolidation as well as in the starter kitz for the following reasons.

Firstly, IFRS are ot applied everywhere even though their use is constantly growing. Some local
regulations will continue to allow or require the use of proportionate consolidation for joint ventures.
Therefore, SAP Financial Consolidation will keep on providing this conslidation method. However,
this argument is not admissible for the starter kit, which is specifically designed for IFRS.

3AATT AT URh DPOI BT OOET T AOA AT T OI 1 EAAOGETT AAT OOEI 1T A
reporting purposes and therefore for segment reporting presentation as allowed by IFRS 8 (with
appropriate reconciliation). Feedback received by the IASB through comment letters to exposure draft
ED9 (which gives rise to IFRS 11) shows that many current users of proportionate consolidatiorea
deeply attached to this method. They believe that it better reflects performance (including margins),
extent of operations and risk exposures of joint arrangements. We can assume that those usgos at
least a significant part of themgz will continue applying proportionate consolidation in their internal
reporting.

Even if the starter kit only covers statutory consolidation, it is often used as a starting point for
configuring additional categories such as internal reporting, corporate budget, forecdst 8 4 EA OA A&l
removing existing features dedicated to proportionate consolidation (e.g. elimination of internal
transactions) seems inappropriate.

Lastly, proportionate consolidation can be used for joint operation accounting as explained in part 3.

For dl these reasonswe suggest that specific features for proportionate consolidation be maintained
in the starter kit, noting that it is quite transparentfor those who do not use them.
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|
Conclusion

Transition to IFRS 11 represents a deep change fmompanies that currently use proportionate
consolidation for their joint ventures. As a first step, contractual terms of any joint arrangement
should be carefully assessed to determine whether this joint arrangement quaét as a joint venture,
which then shouldbe accounted for using the equity method, or as a joint operation.

Using SAP Financial Consolidation starter kit for IFRS makes the transition to IFRS 11 easier. Variants
of consolidation allow for keeping historical data unchanged, while running a rested version of
consolidated figures based on the same local data.

A new release of the starter kit for IFRS is currentleing considered, that may even more minimize
manual input needed to achieve this transition.

To stay informed about starter kit updates, join us on (@SAP_IFRS_XBRL).
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Appendix 1

Manual journal entry Az 2012.12 7 CENTRAL #6

Account Flow Debit| Crediy Breakdown Debit| Credit
A1180 Other property, plant and equipment FO9 50 00d A
A1181 Other property, plant and equipment, Depreciation FO09 10 00d A
A1181 Other property, plant and equipment, Depreciation F25 5000 A
A1610 Loans and cash advances, Non-current, Gross F09 10009 Partner S12 10009 B
A1610 Loans and cash advances, Non-current, Gross F50 2 500 Partner S12 2500 B
A1810 Investments in subsidiaries, JV and associates F09 30000 Share S12 30000 B
A2160 Other inventories F09 20 00d A
A2160 Other inventories F15 500 A
A2440 Loans and cash advances, Current, Gross F09 100090 Partner S12 10009 B
A2440 Loans and cash advances, Current, Gross F30 5000 Partner S12 5000 B
A2440 Loans and cash advances, Current, Gross F50 2500 Partner S12 2500 B
A2610 Cash on hand F09 5000 A
A2610 Cash on hand F15 2 500 A
E1520 Remeasurements of defined benefit plans, before tax| F09 2 500 A
E1520 Remeasurements of defined benefit plans, before tax| F55 500 A
E1610 Retained earnings F09 2500 A
L1110 Provisions for employee benefits, Non-current FO09 12 50( A
L1110 Provisions for employee benefits, Non-current F25 1009 A
L1110 Provisions for employee benefits, Non-current F55 500 A
L2310 Trade payables F09 6 500 Partner S12 10 00d B
TP-999 3500 A
L2310 Trade payables F15 1504 Partner S12 1009 B
TP-999 500 A
L2340 Other payables, Current F09 400Q Partner TP-999 4000 A
P1120 Cost of sales Y99 50000 Partner S12 50000 B
P1510 Other expenses Y99 47500 Partner TP-999 47 500 A
P2120 Interest income Y99 1500 Partner S12 1504 B
P5010 Income tax Y99 500 A
142 000 142 00(

A: Incorporation of S12 data after applying the interest rate (50%)
B : Elimination of intra group S12/S10
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Appendix 2

Consolidation rule - Reclassification from F98 to FO2 for transition of joint operations

Tab General
Code:to be chosen by the useiin our example ENDIFRS11

Short / Long Desaiption: to be chosen by the user

Tab Selection

Reporting Unit: list of the targeted entities, in our exampleS12
Account: filter ACI-CLASS02Halance sheet accounts

Flow: F98

Amount type: local amount

Tab Scope

No selection (selection of entities madéy name in the tab selection)

Tab Processing

Restriction Destination Processing
N® |Account |Flow |[Audit-ID |+/- [Account |Flow |Audit-ID |Fact. |Coeff.
-1
F09 +1
Tab Specific

Tick the boxCpply processing to each levél

TabTrigger
Tick the following boxes
1 Run for full consolidation

T Run for incremental consolidation
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Appendix 3

Elimination of intra -group transactions

4 OAT OAAGET 10 AAOGOxAAT A OA1T OOOAO AT A EOO EITET O OAI
interest in the ET ET O OAT OOOA | xEEAE Al OOAOBPITA OF GEA EI
Financial Consolidation) Consolidation rules configured in the starter kit rely on this principle, as

shown in the set of data for transactions between S10 and S11.

Extract
S10made a loan(20,000EUR to S11.In the consolidated balance (2011.12)

Re po.rting Account!  Flow | Audit-ip| Partner Local | Converted|Consolidated
unit amount | amount amount
S10 A1610 FOO | PACKOJ - 20 000 20 000 20 000
S10 A1610 FOO | PACKOY S11 20 000 20 000 20 000
S10 A1610 FOO ELIM10 - - 10000 |- 10000
S10 A1610 FOO0 ELIM10 S11 - 10000 (- 10 000

TOTAL 20 000 10 000 10 000
S11 L1550 FOO | PACKOJ - 20 000 20 000 10 000
S11 L1550 FOO0 PACKO1 S10 20 000 20 000 10 000
S11 L1550 F0O0 ELIM10 - - 10000 |- 10000
S11 L1550 FOO0 ELIM10 S10 - 10000 [- 10 000

TOTAL 20 000 10 000 -
S10 L15CL| FOO0 ELIM10 - 10000 |- 10000
S10 L15CL FOO0 ELIM10 S11 - 10000 (- 10 000
S11 L15CL| FOO ELIM10 10 000 10 000
S11 L15CL FOO0 ELIM10 S10 10 000 10 000

TOTAL - - -

Findings:

- the liability at S11 is eliminated in full,
- the remaining noneliminated balance of the loan at S10 represents a loan tioe other joint venturer
- the elimination account L15CL is cleared

However, if each ceventurer takes part in the transaction to the extent of its interest, the transaction
should be eliminated in full. This case is illustrated in the set of data through the transactions bedgn
S10 and S12.
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Extract

S10 and its coventurer jointly made a loan to S12 tpotal amount: 20,000EUR. In the consolidated balance
(2011.12), before manual journal entries

Re po.rtlng Account! Flow | Audit-ip| Parner Local | Converted|Consolidateg
unit amount [ amount amount
S10 A1610 FOO | PACKO1 - 10 000 10 000 10 000
S10 A1610 FOO | ELIM10 - - 5000 |- 5000

TOTAL 10 000 5000 5000
S12 L1550 FOO | PACKO1 - 20 000 20 000 10 000
S12 L1550 FOO | ELIM10 - - 5000 |- 5000

TOTAL 20 000 15 000 5000
S10 L15CL| FOO | ELIM10 - 5000 |- 5000
S12 L15CL| FOO | ELIM10 5000 5000

TOTAL - - -

The elimination should be up t010,000 (loan made by S10 in full)two manual journal entries (oneby entity) are
necessary to complete the elimination. The consolidated balance after manual journal entries is as follows:

Re po.rtlng Account!  Flow | Audit-ip|  Partner Local | Converted|Consolidated
unit amount | amount amount
S10 A1610 FOO | PACKOJ - 10 000 10 000 10000
S10 A1610 F0O0 ELIM10 - - 5000 |- 5000
S10 A1610 F0O0 ELIM11 - - 5000 (- 5 000

TOTAL 10 000 - -
S12 L1550 FOO | PACKOJ - 20 000 20 000 10 000
S12 L1550 F0O0 ELIM10 - - 5000 |- 5000
S12 L1550 F0O ELIM11 - - 5000 (- 5 000

TOTAL 20 000 10 000 -
S10 L15CL| FO0O ELIM10 - 5000 (- 5000
S10 L15CL| FOO | ELIMI11 - 5000 [- 5000
S12 L15CL| FO0O0 ELIM10 5000 5000
S12 L15CL| FO0O ELIM11 5000 5 000

TOTAL - - -
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