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IFRS Interpretations Committee 

30 Cannon Street  

London  EC4M 6XH 

United Kingdom 

 

 

Dear Sirs: 

 

Re: Draft IFRIC Interpretation “Put Options Written on Non-controlling Interests” 

This letter is the response of the Canadian Accounting Standards Board (AcSB) to the IFRS 

Interpretations Committee’s Draft Interpretation, Put Options Written on Non-controlling 

Interests, dated May 2012. The Appendix to this letter has been prepared by the AcSB staff and 

includes detailed comments on the proposals in the Draft Interpretation. 

The views expressed in this letter take into account comments from AcSB members and staff, 

but do not necessarily represent a common view of the Board.  Views of the AcSB are developed 

only through due process.    

The AcSB agrees that the draft interpretation is an appropriate analysis of the IFRS literature.  

We also think that it will reduce some diversity in practice.  However, we think that the current 

treatment of options written on non-controlling interests (NCI put) in IAS 32 is fundamentally 

flawed:   

 

 Paragraph IAS 32.23 fails to reflect the complexity of transactions between entities and their 

shareholders, including non-controlling interests.  In many transactions, the right to put 
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shares to an acquiring parent entity is one of many rights and obligations created in or around 

a business combination.  Isolating the NCI put is difficult and the isolated instrument is not 

always a fair representation of the entire arrangement between the contracting parties.  In a 

relatively simple example, the substance of an NCI put combined with a purchased call 

option with the same exercise date is essentially equivalent to a forward contract that is 

virtually certain of settlement.  There is no guidance on accounting for the call option that 

would necessarily achieve the result of a forward contract when combined with paragraph 23.  

Exercise of a simple NCI put is often linked to the future performance of the entity.  

Measurement at the present value of the redemption amount presumes certainty of that 

performance that does not always exist.  Paragraph 23 results in misleading information for 

both of these simple transactions; the probability of failing to provide representationally 

faithful information can only increase with the complexity of the arrangement creating the 

option.   

 The measurement of any option should reflect the probability of its exercise.  This factor is 

specifically excluded in paragraph 23.  Accordingly, the measurement conflicts with the fair 

value measurement principles for contingent consideration in IFRS 3 and derivatives in IFRS 

9.  Further, economically similar options may sometimes fail to satisfy the definition of a 

derivative in IFRS 9 because they are linked to a non-financial variable specific to a party to 

the contract.  We think that fair value measurement using derivative valuation concepts is the 

best representation of an NCI put in all circumstances. 

 The literature is unclear on the treatment of NCI puts that are part of a business combination.  

Some take the view that NCI puts are contingent consideration only if they are virtually 

certain of exercise, ie, they are effectively deferred consideration.  In this case, the 

measurement in paragraph IAS 32.23 is consistent with the fair value measurement principle 

in IFRS 3.  Some seem to take a slightly different view that an NCI put can never be 

contingent consideration in a business combination.  Additional guidance would be helpful to 

ensure consistency. 

 There is diversity in practice on the initial recording of NCI puts.  We believe that many 

organizations make an accounting policy choice on where to recognize the debit within the 

equity section.   

We think that the IASB should undertake a project to comprehensively revisit the treatment of 

transactions between shareholders.  We also think that the definition of a derivative needs to be 

revised to ensure consistent treatment of like instruments.      
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We would be pleased to provide more detail if you require.  If so, please contact Peter Martin, 

Director, Accounting Standards, at +1 416 204-3276 (e-mail peter.martin@cica.ca) or Kate 

Ward, Principal, Accounting Standards at +1 416 204-3437 (e-mail kate.ward@cica.ca). 

Yours truly, 

 

Gordon C. Fowler, FCA 

Chair  

Accounting Standards Board 

gord.fowler@cica.ca 

+1 416 204 3490 
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Comments of the Canadian Accounting Standards Board (AcSB) staff on the May 2012 

Draft Interpretation, “Put Options Written on Non-controlling Interests” 

Question 1—Scope 

The draft Interpretation would apply, in the parent’s consolidated financial statements, to put 

options that oblige the parent to purchase shares of its subsidiary that are held by a non-

controlling-interest shareholder for cash or another financial asset (NCI puts). However, the 

draft Interpretation would not apply to NCI puts that were accounted for as contingent 

consideration in accordance with IFRS 3 Business Combinations (2004) because IFRS 3 (2008) 

provides the relevant measurement requirements for those contracts. 

Do you agree with the proposed scope? If not, what do you propose and why?  

We think that the scope of the draft interpretation is too narrow to reduce the diversity in practice 

in accounting for put options written on non-controlling interests.  We think that, at a minimum, 

the interpretation should address the treatment of all possible contracts involving non-controlling 

interests, ie, written and purchased put and call options, as well as forward contracts. 

Question 2—Consensus 

The consensus in the draft Interpretation (paragraphs 7 and 8) provides guidance on the 

accounting for the subsequent measurement of the financial liability that is recognised for an 

NCI put. Changes in the measurement of that financial liability would be required to be 

recognised in profit or loss in accordance with IAS 39 Financial Instruments: Recognition and 

Measurement and IFRS 9 Financial Instruments. 

Do you agree with the consensus proposed in the draft Interpretation? If not, why and what 

alternative do you propose? 

We agree that the consensus reflects the standards as written.  We do not agree that the 

measurement prescribed in paragraph IAS 32.23 necessarily reflects the fair value of an NCI put 

at initial recognition because the probability of exercise is excluded.  Although the paragraph 

clearly directs subsequent measurement to IAS 39 or IFRS 9, and these standards result in 

recognition of measurement changes in profit or loss, the “gross liability” treatment of NCI puts 

is inconsistent with the measurement guidance for derivatives in the scope of IAS 39 or IFRS 9.   

We agree that IAS 27 or IFRS 10 should not apply to the subsequent recognition of changes in 

the value of written NCI put options when measured in accordance with IAS 32.23.  These value 

changes do not reflect a change in ownership interest between the parent and the non-controlling 

equity-holders.  However, we think that there may be instruments created by arrangements 

between parent companies and non-controlling interests that should not be presented as liabilities 

and we encourage a comprehensive review of the accounting treatment of these transactions. 
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Question 3—Transition 

Entities would be required to apply the draft Interpretation retrospectively in accordance with 

IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors. 

Do you agree with the proposed transition requirements? If not, what do you propose and why? 

We agree. 

 


