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It should be noted that this exemption would apply only to a private, non-reporting issuer’s compensatory 
employee stock options and would not extend to the class of securities underlying those options.

The second exemption would apply only to compensatory employee stock options of issuers that are required •	
to file reports under the Exchange Act because they have registered under Exchange Act Section 12 the class 
of equity security underlying those options. The proposed exemption would be available only where the options 
were issued pursuant to a written compensatory stock option plan and the class of persons eligible to receive or 
hold the options is limited appropriately.

The proposed rule is available in full at http://www.sec.gov/rules/proposed/2007/34-56010.pdf.

International
Effect of Minimum Funding Requirement on Defined Benefit Pension Asset
Currently, International Accounting Standard (IAS) 19, Employee Benefits, limits the measurement of a defined 
benefit pension asset to “the present value of economic benefits available in the form of refunds from the plan or 
reductions in future contributions to the plan.” At the same time, however, a statutory or contractual minimum funding 
requirement may stipulate a minimum level of contributions that must be paid into a plan over a given period. Such 
funding requirements would not normally affect the accounting for a plan under IAS 19. However, a minimum funding 
requirement may result in contributions being paid into a plan that do not become available to the entity subsequently 
as a refund or a reduction in future contributions.

To address questions that have arisen as a result of the interaction between statutory or contractual minimum funding 
requirements and the limit on the measurement of the defined benefit pension asset under IAS 19, the International 
Financial Reporting Interpretations Committee (IFRIC) has released IFRIC 14, IAS 19 - The Limit on a Defined 
Benefit Asset, Minimum Funding Requirements and their Interaction. This Interpretation clarifies how to determine the 
limit in IAS 19 on the amount of the surplus that can be recognized as an asset. It also explains how the pension’s 
asset or liability may be affected when there is a statutory or contractual a statutory or contractual minimum funding 
requirement. The Interpretation will standardize practice and ensure that entities recognize an asset in relation to a 
surplus on a consistent basis.

No additional liability need be recognized by the employer under IFRIC 14 unless the contributions that are payable 
under the minimum funding requirement cannot be returned to the company. IFRIC 14 is likely to have the most 
impact in countries that have a minimum funding requirement and where there are restrictions on a company’s ability 
to get refunds or reduce contributions. The Interpretation is mandatory for annual periods beginning on or after 
January 1, 2008. Earlier application is permitted.

A Q&A for applying IFRIC 14 is available at http://www.iasb.org/NR/rdonlyres/3453435B-FBBD-4EAB-B638-
9C5FD13FFC91/0/IFRIC14QAs.pdf. However, whether and how IFRIC 14 applies to a specific entity will depend 
on the exact terms of the pension plan and the regulatory requirements in the relevant jurisdiction, and should be 
determined by reference to IFRIC 14 itself.

Guidance Proposed for Real Estate Sales
Currently, real estate developers interpret International Financial Reporting Standards differently and record revenue 
for the sale of units, such as apartments or houses, at different times. Some record revenue only when they have 
handed over the completed unit to the buyer in accordance with International Accounting Standard (IAS) 18, 
Revenue. Others record revenue earlier as construction progresses by reference to the stage of completion of the 
development under IAS 11, Construction Contracts. Accordingly, the International Financial Reporting Interpretations 
Committee (IFRIC) has released for comment draft Interpretation IFRIC D21, Real Estate Sales, which is intended to 
standardize accounting practice among real estate developers for sales of units before construction is complete.
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IFRIC D21 proposes that revenue should be recorded as construction progresses under IAS 11 only if the developer 
is providing construction services to the buyers’ specifications, rather than selling completed real estate units. The 
proposal provides features to help distinguish whether the seller is providing construction services to the buyer’s 
specifications in which case IAS 11 would be applied, or whether the seller is providing completed real estate in 
which case IAS 18 would be applied. The proposed Interpretation would in many cases require developers that are 
currently applying IAS 11 to apply IAS 18 instead. If approved, IFRIC D21 would be effective three months after it has 
been finalized, and earlier application would be permitted.

The proposal will be open for comment until October 5, 2007 at http://www.iasb.org/Open+to+Comment/
Open+to+Comment.htm.

Insights is a biweekly publication of Keegan, Linscott & Kenon, P.C. and should not be construed as accounting, auditing, consulting, or legal advice on 
any specific facts or circumstances. The contents are intended for general information purposes only.  Please contact Carolyn Mallonee at (520) 884-0176, 
fax (520) 884-8767, or e-mail cmallonee@klkcpa.com.

Keegan, Linscott & Kenon, P.C. is an independently owned member of the RSM McGladrey Network. RSM McGladrey Network is the premier affiliation of 
independent accounting and consulting firms in the United States that leverages the resources of RSM McGladrey. RSM McGladrey is a leading provider 
of financially focused business services to midsized companies. The RSM McGladrey group of companies offers accounting, tax services, business 
consulting, retirement resources, employer services, corporate finance, wealth management and financial process outsourcing.

RSM McGladrey and McGladrey & Pullen, a CPA firm, have an alternative practice structure. Though separate and independent legal entities, RSM 
McGladrey and McGladrey & Pullen work together to serve clients’ business needs. They are members of RSM International, an affiliation of separate and 
independent legal entities.

Information provided in this publication has been obtained by Keegan, Linscott & Kenon, P.C. and McGladrey & Pullen from sources believed to be reli-
able. However, Keegan, Linscott & Kenon, P.C. and McGladrey & Pullen guarantee neither the accuracy nor completeness of any information and are not 
responsible for any errors or omissions or for results obtained by others as a result of reliance upon such information. This publication does not, and is not 
intended to, provide legal, tax or accounting advice.
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