IAS29 FINANCIAL REPORTING IN HYPERINFLATIONARY ECONOMIES

A CRITICAL REVIEW — NECESSITY, APPROPRIATENESS & ACCURACY

INTRODUCTION

It seems that at the beginning one must both apologize for having the temerity
to question an issued and accepted International Accounting Standard and to
ask that there be open-mindedness to the various points raised; in the opinion
of the writer, any simple dismissal of “challenge” based on the perception that
the orthodox cannot and must not be challenged is neither professional nor,
more importantly, in the interests of the profession as a whole. The writer
does not profess to be either academician or theoretician yet believes that the
imprecise natures of hyperinflation and general purchasing power indices
requires that these be considered against the general principles which govern
the accounting discipline.

“The existence of changing prices has presented the accountant with a
philosophical problem which shows no sign of resolution in the near
future.

Accounting originated as a process of recording transaction of a
financial nature. The double entry system of bookkeeping to record
transactions led naturally to the use of historical cost as a basis of
measurement. Further, traditional conservatism led to the realization
concept that in terms of which revenue is not recognized until an arm’s
length transaction has occurred, such as a sale to a third party.

In times of inflation, the prices of commodities alter, but at varying
rates. The overall effect of the movements may be computed by some
measure of general inflation, such as a consumer price index; whereas
movements of individual items or groups of like items may be
measured by a specific index.” (sA GAAP page 219)

That the whole issue of IAS29 in Zimbabwe is contentious (one is reminded of
the demise of the old SSAP16 Current Cost Accounting in the early 1980’s)
and will have both its proponents and critics, the latter group being, primarily,
the sector charged with compiling and living with it (i.e. commerce and
industry) does mean that a close re-look is warranted. The fact that twice now
a representative task force established under the stewardship of The Institute
Of Chartered Accountants Of Zimbabwe has referred it back with
recommendations for review and, at least temporary, setting aside of The
Standard is testament to there being a problem. The fact that the Accounting
Practices Board does not seem to have taken cognizance of this situation is
very disturbing and, furthermore, that certain individuals consign “user-
concerns” to the waste basket of ignorance is, at the very least,
condescending in the extreme.



The purpose of this review is to consider The Standard as writ in terms of its
necessity, appropriateness and accuracy of formulation. It is perhaps,
appropriate at this juncture to make clear that the writer has no quarrel with
the fact that Zimbabwe is experiencing high-super-hyper inflation (call it what
you will) and that the effects of such rampant levels of inflation are relatively
more debilitating upon the financial performance and future of a Zimbabwean
based company than a company situate in a country where inflation rates are
much lower; in this disclosure-regard the writer is an advocate of disclosing
inflation-effect related information to shareholders and the like — it is
merely the format and content of this information which is under debate.

The approach adopted is to firstly consider “what hyperinflation is”, secondly
to restate the fundamentals of accounting and financial reporting, thirdly to
précis the essentials of The Standard and fourthly to overlay all three
“considerations” to “check for congruence”. Unfortunately based on past
experience with this issue | can see no shortcut in approach.

INFLATION / HYPER-INFLATION

To begin any review of IAS29 means that one must initially consider what
inflation/hyperinflation is and how businesses operate in these conditions else
there is no relevance for The Standard.

For a standard to be a standard it must be applicable anywhere in the world
(at least where the defined conditions exist) and local peculiarities ignored
excepting where they are relevant either by way of illustration or to highlight
specific difficulties with the full and true implementation of The Standard. To
this end, excepting where unavoidable and identified, discussion will be kept
as much to the principles of The Standard as possible.

Whilst there is considerable debate about a true definition of hyperinflation,
and most often cited examples refer to several thousands of percent a month
rates, the official and accepted definition and characteristics supporting The
Standard are as hereunder however, it is pertinent to note that it is widely held
that there is no standard definition (or percentage) of hyperinflation and that
hyperinflation is “... just out-of-control inflation at an extremely high rate...”.

The Standard’s Definition:

(a) the general population prefers to keep its wealth in nonmonetary
assets or in a relatively stable foreign currency. Amounts of local
currency held are immediately invested to maintain purchasing
power;

(b) the general population regards monetary amounts not in terms of
the local currency but in terms of a relatively stable foreign
currency. Prices may be quoted in that currency;



(c) sales and purchases on credit take place at prices that compensate
for the expected loss of purchasing power during the credit period,
even if the period is short;

(d) interest rates, wages and prices are linked to a price index; and

(e) the cumulative inflation rate over three years is approaching, or
exceeds, 100%

In support of the above the following “brief description” bears consideration:

“In the extreme, as prices shoot up sharply and unevenly, normal
economic relationships are disrupted. Business owners do not know
what to charge for their products. And consumers do not know what to
pay. Resource suppliers will want to be paid in kind, rather than with
rapidly depreciating money. Creditors will avoid debtors to escape the
repayment of debts with cheap money. Money becomes virtually
worthless and ceases to do its job as a standard of value and medium
of exchange. The economy may literally be thrown into a state of
barter. Production and exchange grind towards a halt, and the net
result is economic, social, and very possibly political chaos.
Hyperinflation has precipitated monetary collapse, depression, and
sociopolitical disorder (Pg. 188).

.... Such dramatic hyperinflations as those just documented are almost
invariably the consequence of imprudent expansion of the money
supply by government (Pg. 189, emphasis added)”.

McConnell, Campbell R. Economics. Tenth Edition. New York:
McGraw-Hill, 1987.

The above two descriptions in almost every respect match the writer's own
observations and experiences in Zimbabwe and to the extent that these
descriptions describe hyperinflation then the writer fully agrees that
hyperinflation exists when the above conditions exist. That said, there are a
number of concerns with the above some of which may, at least in terms of
this paper, be Zimbabwe specific but may well be relevant elsewhere and
therefore bring into concern the economic basis for The Standard.

To review:

1.

w N

generally, the use of a stable foreign currency either as an inflation
hedge asset and/or as a price-trading mechanism is indeed a fair
characteristic of a hyperinflationary economy

expectations of future inflation abound most certainly and

there is usually an attempt to index interest rates, wages and prices
to some form of price index whether formally or informally

That said if one considers the above in the context of McConnell’s description
of a disruption to “normal economic relationships” and the “net result” of



“economic...chaos” then, firstly, inflationary expectations and hence behavior
are susceptible to wide variance of any attempt at reasonable prediction and
secondly, there is — as in Zimbabwe — every likelihood that the indexing of
rates, wages and prices doesn't occur especially under conditions of price
control (even if these conditions are adhered to).

Furthermore, in considering even the somewhat arbitrary 100% (or near
100%) rate of cumulative inflation at what point does, say, a declining rate of,
say, 95% cease to be of concern and then what about 80% and so forth until
one actually reaches first-world inflation rates? The point about inflation is that
it is a rate-of-change which is always relative (never absolute) to itself, its past
and its trading partners thus the potential to create a large “grey area” where
the impact of inflation may still be severe yet, technically, not a situation of
hyperinflation; thus when technically not hyperinflation but yet a serious
inflation problem the mandatory influence of IAS29 magically disappears.
Inflation/hyperinflation is always a relative/moving target. One of the
fundamental problems with incorporating the economic issue of
inflation/hyperinflation with “empirical accounting” is this relative nature of
inflation; relative to other players, relative to other markets (local & foreign)
and relative rates of increase/decrease.

Thus we have a situation where the above “descriptions” adequately describe
the environment within which a business impacted by hyperinflation exists yet
although hyperinflation is a relatively indeterminate and moving circumstance
it is nevertheless used as a basis to change the financial accounting and
reporting of a company. This situation means that whatever indices or
calculations are applied there is every probability that they are not empirically
accurate/representative and are out-of-date by the time adjusted accounts are
produced; this seems to the writer to be an inappropriate basis to adjust a set
of results which have as their fundamentals “identified and quantified
transactions”.

In hyperinflationary economies it seems that the “rate-of-change” is more
significant than the absolute movement. By way of illustration, a company
achieving a nominal improvement of 90% period-to-period against a backdrop
of 100% inflation has regressed by 10% but so to has a company which
achieved a nominal 4,5% improvement against an inflation level of 5,0%. If
one accepts that rate-of-change is crucial — and arithmetic will show this by
reverting 1000% annual inflation rates to equivalent daily rates — then one
must consider the time-usefulness of reported information. Quite often the
unitary GPPI/CPI may be months behind thus by the time inflation adjusted
accounts are available inflation has moved on so materially that even these
numbers are of questionable relevance; in conditions of, say +1000% inflation,
is a monthly index appropriate when people are, for example, being paid
weekly?

There are a number of other traits exhibited in hyperinflationary environments
and which are only, in part, alluded to in the official description of
hyperinflationary conditions and yet are fundamental issues when considering



the formulation of an accounting standard to “address the problem of
hyperinflation” (these include observations made of Zimbabwean conditions):

- the business cycle time (i.e. working capital) comes under extreme
pressure and shortens to the extent that cash transactions increase
and potential “over-trading” is created externally to the company

- increased money supply is skewed in distribution across the
economy thus reducing the general ability of operations to adjust
prices either in line with “price indices” or “expectations” which, in
turn, reduces the ability to trade-out of inflation or maintain position
within that inflation; margins often remain static

- that other abnormal factors (price, wage & exchange controls), are
introduced distorting and even disarticulating “normal model
interactions” such “supply & demand” and *“fiscal & monetary
policies”... the consequence of this is that traditional stewardship
techniques become, at least in part, invalid

- there is an understandable short-term approach to business and
which revolves around “survival” for unless there is survival there is
no point in “planning long-term”; for survival read “going
concern/capital maintenance”

- there is the realization that under hyperinflationary conditions,
savings in local currency terms lose their value... one cannot out-
save hyperinflation... and this increases the need to “hold and use”
assets for_trading and not _investment purposes; even if those
assets are traditionally not “normal trading assets” they become
“trading hedge assets”

- that during periods leading up to, and following achievement of,
hyperinflation in many instances performance returns significantly
lag inflation thus rendering the “normal” remedy of turning to the
market for capital injection unlikely; the result of this, in turn, tends
to be an increase in borrowing levels with a concurrent containment
of long term (fixed asset) investment whether such is desirable or
not — this has implications for The Standard’s “net monetary
adjustment” balancing item

- that the exchange rate, unless artificially held as is often the case,
will adjust to reflect the relative inflation differentials between trading
partners; this is a very important issue for it adjusts (ceteris paribus)
fairly quickly to prevailing economic conditions; inter-market
comparisons are thereby accounted for anyway

- that bankers tend to look towards the ability to service debt in
monetary units not relative pricing terms i.e. in flow of units of
“dollars” and towards realizable values of assets in terms of
security; the more traditional debt/equity ratio diminishes in
importance and replacement values of limited relevance

- that traditional price indices, usually set up in economically stable
periods associated with fairly predictable trading and purchasing
patterns, may/do become questionable in terms of being
representative of reality as behavior changes

- that in many respects whilst dysfunctional, skewed and
hyperinflationary conditions prevail, economies tend to become




“closed” to outside investment (disinvestments being more
prevalent) as foreigners place their funds elsewhere; internally, to
the extent possible local investors hedge off-shore or resort to other
non-capital investments such as treasury bills where there is a
short-term high return (when interest rates are high) and minimal
perceived risk — long term investment all but disappears

These points do not seem to have been factored in to the economic backdrop
against which 1AS29 has been developed. The Standard uses characteristics
that are certainly descriptive of hyperinflation and underscore the ravages of
hyperinflation but which seems, to the writer, to be a flawed basis upon which
to develop a Standard because of both the indeterminate nature (the nature of
inflation itself) and incompleteness of circumstance (not fully accommodating
other hyperinflationary characteristics). Any standard developed to tackle a
particular issue or circumstance must be in congruence with that situation and
not either deficient or selective. As an aside, if standards are to move into the
realms of economics then surely the whole spectrum of severe economic
conditions such as “stagflation” and “deflation” must also be embodied
somewhere.

ACCOUNTING

As “accounting” is the basis for financial reporting it is pertinent to remind
one’s self about this as the foundation for financial reporting and, more
importantly, ensure that the underpinning principles and bases are relevant
and compatible with that standard.

It is noted that generally the IASC has held that where a conflict arises then
the requirements of an IAS prevail over “the framework” however this should
not be used as a means by which fundamental issues become sidetracked.

That there is much erudite defined bases and frameworks for the preparation
and presentation of financial statements is not disputed and there is no intent
here to reinvent these issues let alone prepare a treatise but there is a need to
précis the background and in this regard the writer has drawn almost
exclusively from South African GAAP Statement AC000 — Framework For The
Preparation And Presentation Of Financial Statements. It is recognized that
ACO000 is a South African Standard but it does not materially differ from the
principles set out in IAS1... it merely happens to be more convenient
reference material.

Purpose Of Financial Statements

.. to:

a) decide when to buy, hold or sell an equity investment;

b) assess the stewardship or accountability of management;

c) assess the ability of the enterprise to pay and provide other benefits
to its employees;



assess the security for amounts lent to the enterprise;
determine taxation policies

determine distributable profits and dividends;

prepare and use national income statistics; or
regulate the activities of enterprises

(Preface to ACO00 — extracted from IASC)

Objective Of Financial Statements

a)

b)

The objective of financial statements is to provide information about
the financial position, performance and changes in financial position
of an enterprise that is useful to a wide range of users in making
economic decisions. (AC000 para12)

Financial statements prepared for this purpose meet the common
needs of most users. However, financial statements do not provide
all the information that users may need to make economic decisions
since they largely portray the financial effects of past events and do
not necessarily provide non-financial information. (Acooo para13)
Financial statements also show the results of the stewardship of
management, or the accountability of management for the
resources entrusted to it. Those users who wish to assess the
stewardship or accountability of management do so in order that
they may make economic decisions; these decisions may include,
for example, whether to hold or sell their investment in the

enterprise or whether to reappoint or replace the management.
(ACO000 para 14)

Underlying Assumptions

a)
b)
c)
d)
e)
f)
9)
h)
i)
)]
K)
)

accrual basis

going concern
understandability
relevance
materiality

reliability

faithful representation
substance over form
neutrality

prudence
completeness
comparability

m) timeliness

n)
0)

balance between benefit and cost
true and fair view/fair presentation

(adapted from AC000 paras 22 — 46)

The Elements Of Financial Statements

a)

Financial statements portray the financial effects of transactions and
other events by grouping them into broad classes according to their
economic characteristics... The elements directly related to the



b)

d)

e)

f)

9)

h)

measurement of financial position in the balance sheet are assets,
liabilities and equity. The elements directly related to the
measurement of performance in the income statement are income
and EXPENSES.... (extracted from ACO00 para 47)
Profit is frequently used as a measure of performance or as the
basis for other measures, such as return on investment or earnings
per share. The elements directly related to the measurement of
profit are income and expenses. The recognition and measurement
of income and expenses, and hence profit, depends in part on the
concepts of capital and capital maintenance used by the enterprise
in preparing its financial statements. (aco00 para 69 emphasis added)
The revaluation or restatement of assets and liabilities gives rise to
increases or decreases in equity. While these increases or
decreases meet the definition of income and expenses, they are not
included in the income statement under certain concepts of capital
maintenance. Instead these items are included in equity as capital
maintenance adjustments or revaluation reserves. (Acooo para 81)
Recognition of the “elements of financial statements” is dictated by:
a. “it is probable that any future economic benefit associated with
the item will flow to or from the enterprise; and
b. the item has a cost or value that can be measured with
reliability.” (adapted from AC000 paras 82 & 83)
Measurement is the process of determining the monetary amounts
at which the elements of the financial statements are to be
recognized and carried in the balance sheet and income statement.

This involves the selection of the particular basis of measurement.
(ACO000 para 99)

A number of different measurement bases are employed to different
degrees and in varying combinations in financial statements. They
include the following:

a. Historical cost....

b. Current cost....

c. Realisable (settlement) value....

d. Presentvalue....
(extracted from ACO000 para 100)

Imputation of the “Concept Of Capital Maintenance” and which is
“... concerned with how an enterprise defines the capital it seeks to
maintain. It provides the linkage between concepts of capital and
concepts of profit because it provides the point of reference by
which profit is measured; it is a prerequisite for distinguishing

between an enterprise’s return on capital and its return of capital...”
(extracted from AC000 para 105)

“... At the present time, it is not the intention of the Board of IASC to
prescribe a particular model [of capital maintenance] other than in
exceptional circumstances, such as for those enterprises reporting
in the currency of a hyperinflationary economy. This intention will,
however, be reviewed in the light of world developments.” (acooo para
110) The writer queries the correctness and appropriateness for a
standard such as this — dealing with economics — to prescribe a
particular model of capital maintenance in order to “solve” the
problem of hyperinflation.




Thus the background and preconditions to be met by a standard.

IAS 29 (PRECIS OF SALIENT POINTS)

A fundamental element of The Standard is the presumption that a General
Purchasing Power Index (GPP-I) is appropriate for use; conceptually credible
but one must question whether empirically and appropriately accurate and
suitable. Whilst the writer is no statistician, a GPP-I such as the local CPI is
biased towards domestic consumption, with average prices being applied to a
specific, yet subjective in many respects, basket of products and which have
certain weightings applied; whether or not any “smoothing” for such issues as
seasonality are used the writer cannot comment upon. Whilst undoubtedly
accurate from a statistical calculation perspective, | suggest such indices are
by their very generalist and biased nature imprecise when applied to
accounting science.

The Standard:

a) “In a hyperinflationary economy, reporting of operating results and
financial position in the local currency without restatement is not
useful. Money loses purchasing power at such a rate that
comparison of amounts from transactions and other events that
have occurred at different times, even within the same accounting
period, is misleading.” (as29 para2) At first glance a reasonable
statement and in general terms understandable. That said, the
statements of the absolutes, without supporting explanation, of
“...not useful...” and “... misleading...” are assumptions. These
assumptions when juxtaposed with the statement of “... Standard
does not establish an absolute rate at which hyperinflation is
deemed to arise. It is a matter of judgement when...” makes for a
poor argument for mandatory implementation. Furthermore, the
description of “meaningless” is very bold, stark and unqualified
when viewed against the backdrop that despite hyperinflation, the
historical cost methodology does “faithfully record the transactions”
and is such used as the very basis for IAS29 based financial
statements in the first place. At the end of the day, historical cost
accounts still balance back to the net monetary unit value at bank...
is this totally meaningless?

b) “Prices change over time as the result of various specific or general
political, economic and social forces. Specific forces such as
changes in supply and demand and technological changes may
cause individual prices to increase or decrease significantly and
independently of each other. In addition, general forces may result
in changes in the general level of prices and therefore in the general
purchasing power of money.” (as29 para 5) A fair statement but the
concept of general purchasing power is added as a rider (“... in
addition...”) but has been used as the basis for IAS29. This is not
logical and detracts from each individual company’s own particular




d)

e)

f)

9)

h)

industry sector and structure... an attempt to “paint the whole town
beige”. To promote more realistic reporting, surely more attention
should be paid to “...Specific forces...”?

“...Presentation of the information required by this Standard as a
supplement to unrestated financial statements is not permitted...”
(1As29 para 7). This makes 1AS29 indexed accounts “the principal and
only accounts”.

“The restatement of financial statements in accordance with this
Standard requires the application of certain procedures as well as
judgment. The consistent application of these procedures and
judgments from period to period is more important than the precise
accuracy of the resulting amounts included in the restated financial
statements.” (as29 para 10) This statement seems to be in direct
conflict with IAS29 para 2 where concern with “traditional” reporting
is regarded as “not useful” and “misleading”; it begs the query as to
how much more, or less, useful and misleading is a consistently
applied but imprecise arithmetic multiplier exercise?

Balance sheet amounts are indexed with the exception of monetary
items that are held in monetary unit terms and any net gain or loss
is taken to the income statement. This is a departure from traditional
practice where unrealized gains/losses (and GPP monetary
gains/losses are unrealized in monetary unit terms) are not taken to
income but to capital.

The restatement of prior periods may not only be confusing to the
layman year-on-year but adds complexity to the production of
trends and graphical analysis techniques frequently used and
derived from “old annual reports”, The Standard seems to make no
provision for presentation of restated multiple-year statistics.
Does/could a credit to income arising from a monetary adjustment
encourage imprudent levels of gearing? If interest rates rise in
hyperinflationary conditions (conventional wisdom dictates so) and
profits improved by “better management of debt” (not all interest
bearing debt is necessarily monetary in nature) then where is
prudence when cash flows become inadequate to sustain debt
levels?

The income statement requires that the transactions be restated
according to the period specific index at date of transaction. This
seems at odds with the concept that at date of transaction, the
monetary unit value of the transaction has as its basis the specific
price index applicable at that time.

It has been stated, and is implicit in The Standard in para 29
(restatement specifications for balance sheets prepared under
current cost approach) and para 39(b) (requiring disclosure as to
whether the financial statements are based on historical cost or
current cost), that the application of IAS29 does not change the
basis of preparation of financial statements. To the extent that a
change from historical cost to current cost reflects a change in
accounting policy/preparation basis and that current cost requires a
form of indexing (even if partial) then the foregoing statement is
inconsistent with the latter fact.



1) A paradox arises where monetary assets and liabilities such as
cash and overdrafts are, understandably, not indexed yet their
direct product, interest (an item not directly affected by any general
purchasing power index even where not artificially held/adjusted), is
indexed in the income statement; interest itself translates, in turn, to
a monetary asset or liability on the balance sheet. Conventional
economic wisdom holds that interest rates be held as real therefore
at any point in time they are implicitly adjusted for inflation at the
time of transaction and shouldn’t thus be double-indexed.

K) A fundamental flaw in the standard is that there is no compulsion to
disclose or otherwise explain the “net monetary adjustment”. Whilst
local company reports, which may currently only comment on
historical figures, can be forgiven in that there is local tolerance for
allowing both sets of accounts to be published this in no way
diminishes the significance of this fundamental item arising on the
adoption of 1AS29. It is interesting to note that whilst, apparently,
technically provable a good number of accounting professionals
have advised clients “not to worry too much as it is the ‘balancing
item’.

a. By way of illustration:

A very good example of this problem is evident in the recently
published (28th March 2002) abridged interim results from
ZIMRE. The net monetary adjustment turns an attributable profit
of some $894M in historical terms into an attributable loss of
$770M in IAS29 terms; surely material? Even if the historical
figures are ignored, as the inflation loss arises from a net
monetary loss adjustment of $2 253M surely the most significant
and material reporting item of all? That there is no comment on
such a material item is disturbing but the absence of any
supplementary information by way of note makes the reported
results both misleading and not-useful. It is interesting to note
that despite an inflation loss, the Board has still declared a final
dividend of 20 cents per share.

SUMMARY & CONCLUSIONS

Whilst the malaise (hyperinflation) affecting financial reporting is understood
and accepted and that there needs to be some form of treatment, the issue is
really whether or not 1AS29 is the remedy... a partial remedy is no real
remedy and cannot, therefore, be enforced as “principal/primary” financial
statements. One observation about IAS29 is that it is a standard outside the
norm in that it purports to address an economic situation whereas virtually all
other IAS’s concern themselves with treatment and disclosure of recorded
transactions, events and balances extracted from historical cost accounts.
Another observation is that while high, not hyper, inflation conditions may
prevail, and the effects there under very debilitating, there is no obligation for
a company to either adopt current cost accounting or even to regularly revalue
its assets (IAS 16) yet the moment hyperinflation is adjudged to exist then
revaluations are mandatory - this seems a significant contradiction.




The principal preoccupations of IAS29 as regards hyperinflation seem to be:

a) the principle of capital maintenance

b) the principle of going-concern

C) the rate of loss of General Purchasing Power and the usefulness of
general indexing in trying to reflect the loss/gain in economic
purchasing power for any particular set of corporate results

d) the usefulness of “traditional” reporting under conditions of high
rates of loss of GPP or rather the implication that “traditional”
reporting is of no use despite being the basis for an arithmetical
exercise

e) the misleading nature of “traditional” reporting under conditions of
high rates of loss of GPP

f) the principle that GPP-Indexed accounts are the principal accounts

0) the measurement of company & management performance

The question remains as to whether the above are met by the standard and
then whether the standard either meets, or conflicts with, the other
“fundamentals of financial reporting” as outlined above. The issues below call
into serious question the fundamental premise of The Standard that I1AS29
compliant financial statements are to be the principal accounts; this premise is
further undermined by the necessity for taxation purposes to maintain
conventional historical cost accounts which, in turn, tends to make the act of
“management conversion to IAS29” more protracted, at the very least.

Capital Maintenance

There are two aspects here. Firstly, The Standard does not call for
management to disclose and explain its approach to, and constraints upon,
capital maintenance but prefers to impose a vague general concept as a
universal and general remedy. Secondly, in periods of extreme hyperinflation
it is unlikely that assets can be re-valued (and adequately accurately impair-
adjusted) at fast/adequate enough rates as will ensure capital adequacy. |
submit that The Standard does not adequately meet the requirement of
Capital Maintenance.

Going-concern

The criticisms as regards Capital Maintenance are applicable here excepting
that, in addition, it presupposes that under hyperinflationary conditions the
correct business decision is to remain as a going-concern. | submit, therefore,
that The Standard does not adequately meet the requirement of Going-
concern.

General Purchasing Power Indexing
The following points are relevant:
a) a GPP-Index such as the CPI is not necessarily a true and fair
representative of prevailing GPP even if it is the only index in existence
b) a GPP-Index is still historical and in most instances management will
be working on inflation-expectations




c)

d)

by the time indexed results are to hand, under extreme/exponential
rates of hyperinflation, the information is relatively too late and
therefore outdated

general indices are not necessarily relevant to the industry type and
this is especially true where such industry is of long duration such as
mining and forestry; a food-based CPI for a 20 year timber cycle skews
the reported results whereas under “normal conditions” the differences
between supermarkets and forestry operations are embodied in the
structure and nature of the results and balance sheet... stakeholders
assess based on the industry, their preferences and risk profiles. Within
a hyperinflationary economy but not reporting under 1AS29 inter-firm
comparisons are still possible but without skewing the relationship
between them as each is affected, implicitly, by its own specific inflation
indices.

GPP-Indexes such as the CPI are, in the writer’s local experience,
significantly different both in quantum and timing from those general
indices as apply to both construction costs and plant purchase costs.
Thus the use of a CPI assumes that the original purchase price if
indexed for general consumption is either sufficiently indicative of
replacement costs (depreciation & capital maintenance) or of resale
value ... resale values worldwide of second-hand plant rarely if ever
relate closely to CPI's their being either significantly discounted in first-
world markets or “premium rated” in third-world markets; to index and
then try and “impair” seems an inappropriate method when there exists
professionally qualified valuation experts in the first place.

| submit that The Standard, by applying a GPP-Index, does not adequately
meet the requirement being generally useful and thus does not adequately
and accurately reflect the effects of hyperinflation.

Traditional Reporting — Usefulness & “Misleading” Qualities

The Standard does attempt to address the effects of rampant inflation
which undermine the financial soundness of business but the following
should be considered:

a)

b)

d)

even with education and the onus of users to become semi-financially
literate the adjustments for net monetary gains/losses (which are
economic concepts and not quantified measurements of transactions)
are not easily interpreted; if not meaningfully interpreted then they are
not useful

as “net monetary adjustments” are economic and not tangible items it
begs the question as to whether management can actually use this
information (even if it adequately comprehends it) or not; if not then not
useful

to be useful, reporting needs to be timely and under hyperinflation —
assuming indices are immediately available — the normal reporting
interval of 1-month can result in markedly outdated information; that
The Standard does not address the frequency of reporting interval
makes its usefulness questionable

in considering “misleading” one needs to consider the following:



a. ‘“relevance”: that the need to address the effects of hyperinflation
partially meets the “relevance” criterion; that The Standard does
not seem to consider the other significant traits exhibited by a
hyperinflationary environment detracts from that relevance

b. “materiality”: that the issue of the effects of hyperinflation are
material the “materiality” criterion is met in general terms but by
using a GPP-Index can also be misleading on an industry
specific basis

c. ‘“reliability”: given the imprecise nature and likely magnitude of
indexing factors together with The Statement's own admission
that “a precise definition of hyperinflation doesn’t exist” and that
“consistent application ... is more important than precise
accuracy...” calls into question the reliability of the indexed
financial statements (especially when no reliable degree of error
can be quantified) thus the “reliability” criterion is not met

d. “faithful representation” : the issues surrounding “reliability” and
adequacy of a uni-GPP-Index by extension means that the
criterion of “faithful representation” cannot be assured and
therefore not met

e. “neutrality”: to the extent that a uni-GPP-Index is not relevant to
a particular company/industry sector by default implies bias and
thus the criterion of “neutrality” is not met

f. “comparability” : to the extent that a uni-GPP-Index is not
relevant then true inter-company comparability is not possible
against the backdrop of hyperinflation as it destroys the normal
and unique company differentials thus the criterion of
“comparability” is not met; to the extent that exchange rates
adjust for inflation differentials and that other non-
hyperinflationary economies are not applying IAS29 also means
comparability is not met

0. “benefit & cost” : apart from the initial high cost of
implementation, against the backdrop of the above points there
is no real and measured benefit thus the cost cannot justify the
benefit

h. “true & fair” : in the light of the above inadequacies The
Standard cannot, by itself, purport to present “true and fair”
accounts

If truly useful, then all companies, worldwide, should be adopting and
incorporating either The Standard (where applicable) or the essence of
The Standard in daily operating reports... what proportion of large non-
public companies do this whilst here, in Zimbabwe, there seems to be a
pre-occupation with the listed counters.

Principal Accounts

The issue of principal accounts must, on the basis of the above, be a
questionable foundation for The Standard and is therefore totally
inappropriate




Management Performance

This is a difficult issue but to the extent that firstly, there probably exist
abnormal constraints thus negating normal remedies and that secondly,
management is in all likelihood working on inflation expectations The
Standard by itself is inadequate to judge management performance. The
Standard does not call for explanation or supplementary detail to place
decision-results into context and, as regards inflation rates, it reduces
performance measurement to “adjudging management’s ability to guess
the future”.

It also seems a little incongruous to index “dividends” in the income statement
yet the shareholder only receives a dividend (monetary asset?) in net
monetary units i.e. dollars and cents.

Of some passing interest is the general “accounting convention/policy
statement” employed widely throughout the world in that “... financial
statements are prepared under the historical cost convention... exception of
certain plant at valuation... and no other procedures have been adopted to
reflect the impact of specific price changes or changes in the general level of
prices...”. This is actually a disclaimer of all inflation until, magically,
hyperinflation appears — this does not seem to be a consistent approach.

Finally, it occurs to the writer that the “creation” of either a “net monetary
asset” or “net monetary liability” is not too far removed from the principles
espoused concerning the identification, definition and treatment of “Intangible
Assets” (with immediate period amortization a prerequisite) excepting that this
“asset/liability” does not appear to meet the criteria laid down in either IAS32
or IAS38. If, indeed, we do have an intangible asset through application of
IAS29 then we also have incompatibility with these two standards as well. The
“IAS29 intangible” is, surely and logically by its very nature and not by the
IAS29 definition, a monetary affair thus the omnibus paragraph 5 of IAS38
cannot be used and yet, an “IAS29 monetary asset” is not in harmony with the
IAS32 definitions of “financial instrument” and “financial asset”.

RECOMMENDATION

Whilst there is need to provide shareholders/stakeholders information as
regards the effects of high/hyperinflation 1AS29 as a standard and as writ is
unnecessary, inappropriate and inaccurate. The “bottom line” is that IAS29 as
set out does “not do the job” of adequately explaining the effects of inflation
and the concept of GPP-Indexed as Mandatory Principal Accounts must be
discarded. It is interesting to note that, thus far in Zimbabwe, IAS29 does not
seem to have “appropriately influenced” dividend policy where certain
“negative 1AS29 results” have still shown high levels of dividends being
declared yet other companies, with good historical cost results, either holding
dividend cover or even not declaring dividends “due to prevailing economic
conditions”.




As regards what to do, | believe a modified version of IAS15 coupled with the
various recommendations made by The Task Force can easily be adopted
and implemented and, if deemed appropriate, even made mandatory. This
would include a format of abridged and appropriately indexed financial
statements (no notes) as_supplementary information together with added
material as to the general economic environment (this could be an ICAZ
issued statement for consistency/comparability) plus any other specifics as
relate to the individual company’s circumstances. Additionally, there should be
some commentary as regards management’s strategy to deal with the
situation; this might also include volumetric information such as day’s
inventory/debtors to at least partially interpret the inflationary effects of
financial quantum. An alternative, using either a realistic or free-market
exchange rate, is to simply translate into a stable hard currency; use of a hard
currency is becoming increasingly accepted internationally and, significantly,
matches both (a) and (b) of The Standard’s own definition of hyperinflation.

T
aq |
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B.P. South
March 2002



[AS29 — OPTIONS

Notes Relating To IAS29 Options & Alternatives

In considering aternatives, it is relevant that the important issues affecting disclosure
rationale be determined and agreed. To thisend, | suggest that the following items are
those important issues and relate to any real form of indexing and not merely IAS29
methodol ogy:

1. Therelative movement in operating performance between trading periods

2. Therelative return on trading versus some form of market bench-mark return

3. The relative reduction in purchasing power of the unit of currency when
measured against constant volumes and not the relative benefits of increased
borrowing levels as |AS29 disclosure might suggest

4. The attempt to more correctly present the balance sheet investment in fixed
assets which pertains when true hyperinflation exists, and revauations not
carried out, but which do not, per se, exist when stagflation conditions prevail

5. The attempt to ensure that adequate replacement-depreciation charges are
made for the “infinite long term” thereby implying a “perpetua going
concern”

6. The attempt to provide a “real” rather than “nomina” return on a “current
asset cost” and not on an “historical investment or sunk cost” basis

If one accepts that the above are correct then, in reverse order, items 4 — 6 become
invaid in the present Zimbabwean context due to the severe macro-economic
distortions and items 1 -3 would, in my opinion, provide a strong argument for
providing asimple and abridged approach to the whole inflation disclosure issue.

Equally, one must not lose sight of the fact that from industry to industry the ability to
cope with the demands of ultra-inflation differ markedly even where management has
made immense strides in improving efficiencies, reducing waste and taking advantage
of alternatives and opportunities. It is, particularly, in this area that non-indexed
numbers are probably of more use and attention to physical unit/volume changes
becomes more relevant.

One area that has not as yet been considered is the concept of re-indexing the prior
period figures to try and arrive at an original base. In keeping with the arguments on
indexing fixed assets | think this approach is flawed and in keeping with the premise
of trying to show year-on-year improvements/deteriorations | do not think such is
necessary. Thus only index the current year back to the prior comparative;
additionally there doesn’t seem to be much worth in re-indexing only the prior year IF
sufficiently detailed re-indexed comparatives for 3 or 5 or 7 or 10 or whatever years
as would provide meaningful trends are not computed.

Whilst Radar has, this year, produced a complete set of USD comparatives —
based on the premise of comparing results in relatively stable currency terms
— it is imperfect for, apart from all distortions associated with any form of
indexing (some’s worse than others here), the most obvious present drawback
of the absence of a free-market exchange rate.



Personally I'd prefer to see a much scaled back approach — too many imponderables,
averages, estimates, incalculables and the like to warrant IAS29 type approach —
where thereis, say and by way of note:

1. A genera economic statement as to the prevailing conditions in the economy
over a particular period — this could be prepared by authoritative economic
authorities under a mandate from ICAZ and updated quarterly; one issue
which might well need consideration is whether this “statement” should be in
the notes to the accounts or is more appropriate as a separate inclusion, say
under afinancial commentary, in the report as awhole.

2. An abridged trading account indexed to the most appropriate to that particular
industry but indexed year-on-year only i.e. prior figures not re-indexed in line
with the above reasoning; it might also be necessary to expand the index note
where such index is not a from a “pure source” such as the CPI's is from the
Dept. Of Census & Statistics and therefore in the public domain

3. A review of working capitd management as relates, say, to those
hyperinflation combat techniques and which would include stock-turn and
debtor/creditor day ratios

4. More emphasis on the business ability to generate cash and here “free cash
flow” is probably more appropriate (again a standard ICAZ approved
definition might be warranted); this goes hand in hand with ability to service
debt whereas under high inflation and indexing of numbers traditiona gearing
ratios become fraught with danger; free cash is essentially the cash generating
ability of the company produced from operations and which is “available’ for
shareholders and lenders

5. A statement as to the company’s position on asset vauations (remembering
that even prior to IAS29 this whole issue was contentious) but perhaps such
could include a note as to the values provided for insurance purposes — a latent
benefit here might be more assurance to the shareholder that the assets are
“adequately” protected for insured perils

| cannot adequately stress the importance of item #1 — the economic commentary. If
one accepts that |1AS29 is part economics/part accounting and that the intent behind
the standard is as much to evidence the effect of economic conditions on the
operations of a company as it is for purposes of general disclosure then it is
immutable that a proper economic background be painted; such background will also
reduce the inferred effects of adopting a uni-index irrespective of industrial sector.

One item of recent vintage as regards the use of the CPlI must be the effects of price
control... to the extent that these are “effective” then there will be an artificially
depressed index which will, for those businesses not subject to control, incorrectly
improve the reported results... a situation not as likely to occur where a more specific
(and unregulated) index is available/used. Attached and purely by way of illustration
are severa different indexed figures demonstrating the differing results obtained using
different indices and different weighting-periods. What is, perhaps, interesting is that




whilst the weighted annual results are not too far different, each six-month set of
indexed figures ar e significantly different. The results using “my index” rather than
the CPI for each 6-month period reflect a better performance in the June half-year
than the December half-year. The point? Well apart from accepting that some form of
periodic indexing (as opposed to annual indexing only) is preferable — here maybe six
monthly is actually quite adequate to match public reporting — equally the use of an
industry-appropriate index is also preferable to the use of a uni-index.

So now to a purely hypothetical and illustrative indication of the above
suggestion for alternative disclosure — all figures must be taken as
purely illustrative:

NOTE “X" : INFLATION

X.1 Prevailing Conditions: During the period under review, the local economy
experienced hyperinflationary conditions as measured by the cumulative and
compounded three year CPI where such was, to June 2001, an annual 64%
and a three year multiplier of 4,06 times (June 2001 index of 765.7 over June
1998 index of 188.4 based on 100%=1995). Allied to this, is the fact that the
real GDP Growth Rate dropped from 2.9% in 1998 to 1.7% in 1999 and a
projected —4.2% in 2000. Furthermore, the all sector volume of manufacturing
production (1980=100) dropped from 126.3 in 1997 to 108.9 in 1999 with
further, anticipated, declines to ??? in 2000 and to ??? in 2001. M3 money
supply has continued to grow at a rate of 73,9% in the year to June 2001 and
interest rates have been reduced whereby 90-day Bankers Acceptances have
declined from 68% in June 2000 to between 10.5% and 31.5% at June 2001.
Exchange rates, after a 41% devaluation in August 2000 have been held
constant at USD1:ZW$55 by central authorities.

X.2  Abridged Trading Results: based on a six month weighted industry relevant
index for the company extracted from the Building Materials Price Index; the
weighted index for the year ended June 2001 is 138,7. Comparatives have
not been indexed.

2001 2000 Change

$000 $000 %
Turnover 1977 156 1356 729 + 46
Gross Profit 710 668 459 446 + 55
Operating Income 258 624 99 978 + 159

X.3  Working Capital: these figures have not been indexed.

2001 2000 Change

$000 $000 %
Inventories 360 064 272 145 + 32
Trade receivables 364 885 267 345 + 36
Trade payables 300 253 191 120 + 57
Inventory days 75 111 - 36
Receivables days 49 72 - 23

Payables days 63 78 - 15



X4,

X5.

Free Cash Flow: these figures have not been indexed.

2001
2000

$000
$000
Profit/(loss) after tax 149 086
Add: non-cash flow items 59 351
Add: after tax interest payment 175 385
Less: cash invested in working capital (11 809)
Less: investment in fixed assets (155 258)
FREE CASH FLOW FOR THE PERIOD 216 755

(44 365)

37 804
111 498
(10 354)

(35 738)
58 845

Asset Valuations: as stated in previous annual reports your Board believes that
prevailing conditions preclude any meaningful determination of either
replacement or fair-market or impaired values of assets and have thus not
adjusted vaues in the balance sheet since the last valuation conducted in

199X. That said, your company’s assets are insured for al-risks perils, with
the exception of forest plantations where insurance cover is not available, for a

sum in excess of $7Bn



notice of annual general meeting

Time 11.00 am
Date 6 December 2001
Place 2" Floor, Charter House, Leopold Takawira Avenue/Fort Street, Bulawayo

NOTICE IS HEREBY GIVEN that the Annual General Meeting of the members of Radar Holdings Limited will be held in the Board Room of the
registered office of the Company to conduct the following business :

1. To receive and consider the audited financial statements for the year ended 30 June 2001 together with the reports of the Directors and
Auditors.

2. To re-appoint retiring Directors.

3. To determine the remuneration of the non-executive Directors.

4. To confirm the remuneration of the Auditors for past services and to appoint Auditors for the ensuing year.

5. To consider, and if thought fit, to pass, with or without amendment, the following resolutions as ordinary resolutions :
a) That the unissued shares remain under the control of the Directors who may issue them on such terms and conditions as they

see fit, subject to the limitations of the Companies Act (Chapter 24:03).

b) That loans granted to senior members of staff, officers and directors of the Company, or its subsidiaries, in the sum of
$60 000,00 be and are hereby ratified.

6. To transact such other business as may be transacted at an Annual General Meeting.
In accordance with the requirements of the Companies Act, members of the Company are notified that they are entitled to appoint one or more

proxies to attend, speak and vote at the meeting on their behalf. A proxy need not be a member of the Company. Proxies must be lodged with the
Secretary not less than forty-eight hours before the meeting.

By order of the Board, Charter House
Radar Investments (Private) Limited 51-57 Leopold Takawira Avenue/
Secretaries Fort Street
Bulawayo
Bulawayo
20 September 2001



group financial highlights

Operating results Turnover
Operating Profit
Income/(Loss) before tax
Attributable Income/(Loss)

Percentages and ratios Pre-interest return on total assets (%)
After tax return on shareholders' funds (%)
Total interest bearing liabilities to
shareholders' funds (%)
Current ratio (:1)

Ordinary share performance Earnings/(Loss) per share (cents) - basic
(Comparatives adjusted) Dividends per share (cents)

Dividend cover (times)

Net asset value per share (cents)

Market price per share at 30 June (cents)

SHAREHOLDERS' CALENDAR in respect of the year to 30 June 2001

Financial reports Interim results announced - 1 March 2001
Year end results announced - 27 September 2001
Annual report posted to shareholders - 9 November 2001

Annual General Meeting 6 December 2001

Shareholders are reminded to notify Radar Investments (Private) Limited, P O Box 2346, Bulawayo of any change of address.

2001
$'000

2742 384
361 562
183724

71786

145
145

119.7
0.9

129.5

894.4
290

2000
$'000

1356 729
99 978
(65 356)
(21 507)

6.0
(10.4)

303.3
0.7

(38.8)
13.0
(3.0)
3727
300
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board of directors

CHAIRMAN * - Chris Schofield - age 62 GROUP SENIOR MANAGEMENT
Appointed to the board in July 1987. Elected Chairman in June 1989.
He is Managing director of Radar Investments (Private) Limited, of

Radar Properties (Private) Limited, Chairman of CIH Limited, a RADAR METAL INDUSTRIES
member of the Border Timbers Limited Audit committee and a Jonathan Rowland Managing
director of other Zimbabwean companies outside the Radar group. Alan Soule General Manager
Vusumuzi Mahaja Finance
DEPUTY CHAIRMAN * - Philip Chipudhla-age 71
Appointed to the board in September 1983 and appointed Deputy UNITED BUILDERS MERCHANTS
Chairman in June 1989. He is Chairman of Radar Investments Zed Rusike Managing
(Private) Limited and of the Compensation Committee. He is Kennedy Mashava Finance
Chairman of Gestetner Zimbabwe Limited and Border Timbers Martin Sadambura
Limited. He serves as a director of Beverley Building Society and Sylvester Mauni
several other Zimbabwean companies. Kenneth Schofield
Richard Gaft
DIRECTOR - Elias Rusike - age 60 Malcolm Davidson
Appointed to the board in August 1989. He is Chief Executive of
Modus Publications (Private) Limited, publishers of the Financial MACDONALD BRICKS
Gazette and is a member of the boards of a number of other Albert Bulman Managing
Zimbabwean companies. Peter Mutsokoti Finance
Martinus Barnard Consultant
DIRECTOR * - Zivanayi ("Zed") Rusike - age 45 Rick Simms Production (Willsgrove)
Joined the group in April 1983 and was appointed to the board in Irwin Westermeyer Production (Montgomery)
November 1991. He is Managing Director of the United Builders Lazarus Ncube Human Resources
Merchants division and Deputy Managing Director of Radar Jonathan Rowland
Investments (Private) Limited. He is a director of Continental Capital
(Private) Limited, a subsidiary of the Finhold group. He is also a RADAR CASTINGS
director of Border Timbers Limited and past President of the CZI. Kenneth Schofield Chairman
Tony Havercroft Managing
DIRECTOR * - Richard Sly - age 66 Gerry Chigwande Finance
Appointed to the board in October 1989. He is Chairman of the Audit Elijah Chideme Production
Committee and Chairman of Haddon & Sly Limited. He is a director of
CIH Limited and a member of the Audit Committee. He is a director of COMMERCIAL & INDUSTRIAL HOLDINGS
Fincor Finance Corporation Limited and several other local Operational Management
companies and institutions. He is past President of the National and Rob Miller General Manager, Bulawayo Toyota
the BulawayoChambers ofCommerce. Bobby Hall General Manager, Coronet Buttons &
Plastics
DIRECTOR - Kenneth Schofield - age 38 William Maroleng General Manager, Cotton Waste
Appointed to the board in November 1994. He is a director of Radar Richard Pope General Manager, Home Furnishers
Investments (Private) Limited, Deputy Chairman of Border Timbers Paul Brown General Manager, International Hardware
Limited and a director of a number of other Zimbabwean companies Graham Bryce General Manager, Hogarths /
outside the Radar group. National Fencing
DIRECTOR - Brett South-age 41 BORDER TIMBERS
Appointed to the board in March 2000. He is a director of Radar Operational Management
Investments (Private) Limited and Border Timbers Limited. Heinrichvon Pezold  Chairman
Kenneth Schofield Deputy Chairman
Executive Director John Gadzikwa Managing
* Member of Audit and Compensation Committees John Anderson Finance
Dave Robinson Forestry & Sawmilling
Irvin Kanyemba Border Timbers International/Paulington

Chris Vengesa Marketing



chairman's statement to shareholders

Dear Shareholders,

As indicated in the abridged comments on the group’s results for year
ending June 2001, some progress was made in comparison to prior
years. Nonetheless, and however unpalatable this will be, the group
faces a very uncertain future. Why so? For one very good reason: the
group, busier than ever, is busy going out of business. That is, ladies
and gentlemen, the bottom line; shareholders attention, in this
respect, is drawn to the comment contained in the Group Financial
Director’s report which says it all.

“Whilst the Group tried to keep pace with inflation, the various volume
declines experienced are of concern. Itis pertinent to note that despite
the influences of mix and volumes no operating unit achieved a net
price increase either equal to or above inflation level.”

It will require a sea change in Government’s implemented policy, as
against the endless gibberish we are currently subjected to, if the
forecast contained in the opening paragraph is not to be borne out. In
the interim, the salient features of the group’s trading are as follows:

2001 2000

$°000 $°000
Turnover 2742384 1356729
Income before interest 437538 108 996
Netinterest payable 253814 174352
Profit/(loss) for the year 84701 (28705)
Shareholders’ Funds 495667 206530
Net currentliabilities (106 446) (250 516)

Zed Rusike, John Gadzikwa and Jonathan Rowland cover comment
on divisional activities, while Brett South covers the group’s financial
management performance. Shareholders attention is drawn to the
Border annual report and to the inserts accompanying this report.

At a point in time when virtually every aspect of trade is related,
directly and indirectly, to the U.S. Dollar, your Board’s decision to
provide, in addition, U.S. Dollar denominated financial results would
appear to be vindicated. Equally, your Board’s stance vis-a-vis
reporting as per IAS 29 would seem justified ... the points covered by
the Group Financial Director in the enclosure to the Annual Report for
the year ending June 2000 are every bit as applicable today as they
were then.

ORGANISATION, CORPORATE GOVERNANCE AND
CORPORATE INVOLVEMENT IN THE PUBLIC SECTOR

Shareholders attention is drawn to the revised structure of the group
which has been putin place subsequentto year end. The preamble to
the revised Board compositions explains the raison d’etre. Zed
Rusike, who took up the Presidency of the CZI for a year, deserves to
be commended for keeping the CZI firmly on track while contending
with the seemingly endless pressure that goes with the position.

It has been encouraging for all of us at Radar to receive recognition of
the fact that every effort is being made to “get it right”. In terms of
financial reporting it is particularly pleasing to have seen Border
Timbers Ltd. and CIH take first and second places (in the category in
which the two companies fell) at the recent Zimpapers/ZSE awards.
Equally, it was pleasing to see the Radar stand at the Bulawayo Trade
Fair carry off first prize in the industrial section, while Bulawayo Toyota
was adjudged the second best stand in the automotive sector.
Particularly pleasing was Border Timbers award of the “Exporter of
the Year” ... following on the devastation that took place in the
aftermath of Cyclone Eline, Border put in a truly remarkable
performance.

It is perhaps appropriate to mention here the time, and effort, that the
Border people devoted - in common with a number of Mutare
companies but particularly Zimboard - to rehabilitating the facilities at
the Mutare Showgrounds. The group has made a commitment to
further assist those involved at the show next year.

6

LITIGATION

The Board is looking at taking legal action to seek recourse for
prejudice the group has suffered both as a result of widespread fraud
at Border and with respect to issues related to operation at one of
Border’s mills.

INDUSTRIAL RELATIONS

As commented on in the 2000 Annual Report, the exodus of specialist
skills remains a very major concern. One cannot but compare the
approach taken by our southern neighbour, where a concentrated
effort is in place not only to bring back home those who have, over
recent years left, but also immigrants who have skills not readily
available. In our own country the powers-that-be seem hell bent on
driving out whatever skills we have ... as about a half-witted, short-
sighted an approach as anyone could possibly dream up. As an
aside, a recent survey in South Africa came up with an interesting
finding: each ‘skilled’ immigrant to the Republic creates an additional
6 jobs. Here at home, faced with mounting job losses, and a
downsizing of our industrial base this might be something to mull
over.

OVERVIEW AND FUTURE PROSPECTS

Only a total sceptic is entitled to the view that with no foreign direct
investment (FDI), widespread retrenchments, collapsing services -
one could go on ad nauseum - Government’s approach to “job
creation” is to let loose hordes of jobless/landless to careen over the
countryside. Regardless of one’s viewpoint, the reality is that “the
programme” has cost the country countless billions and acquired the
cachet ofa “pariahstate”. Whatnext?

One could come up with some corporate mumbo jumbo such as “due
to the uncertain economic environment we are unable to provide a
forecast”... and so on. Or provide a forecast that for any number of
reasons, comes nowhere near close to reality ... but by then little
attention is paid other than if a dividend has been promised and not
delivered. Alternatively, and here | turn to the singular, | could ask your
forbearance and put on paper something that takes me back many
years when | was sitting with my Dad, in a sail boat on Kariba, as the
sun was going down. I'd remarked on how beautiful it all was and he
said, “Wind and sail is pretty much what life is all about. There are times
when one is becalmed (completely still) ... one just has to be patient. At
the same time it gives one an opportunity to potter about and do some
house cleaning ... sorting things out, making certain that everything is
in working order. Then there are times, magical times when the wind
caresses the sail ... a gentle tug here, a little push there. These are
serene moments in life, a time to stand in awe, a time for loving and
being loved. But then there’s a change, sometimes almost
imperceptible, the senses are heightened, an awareness that one is
about to be tested. For some, it will simply be a long haul; for others,
reaching for the outer edge, it will be exhilarating. And then of course
there are times, thankfully few and far between, when nature - and man
for that matter - seems to lose its marbles. Savage, demented gales
blow mindlessly, lashing out in mindless destruction. That’s a time to
batten down the hatches and ride out the storm. Not everything
survives ... but that’s the way life is. It is in the aftermath, surveying the
needless destruction that you will need to remind yourself that what
has just taken place is but one part of the matrix of life ... and you will
needto getonand pick up the pieces. “Cause that’s the way life is”.

Speaking for myself, and looking at what is taking place all around us,
what was said then seems so utterly pertinent to today. Wherever you
are right now Dad, you’ll have a fairly good idea of what it’s all about.

And that’s about it. Shareholders may well have read some pretty
banal comments about “not concentrating on the negatives”... which
is pretty much akin to the Captain of the Titanic saying to the
passengers “may | draw your attention to the quality ofthe bed linen” ...
while all around is gurgle, gurgle.

Midst the ongoing mayhem, group management set about doing



chairman's statement to shareholders

(continued)

what we said we would ... concentrated on asset management and
the expansion (or at worst retention) of our export markets. Some
headway has been made in reducing the group’s borrowings ...
certainly the lower interest rates that applied in the last six months of
our financial year made an appreciable, positive, difference. This
position may well change in the not too distant future - though for all
the wrong reasons. The same commentators, who are calling for
“realistic” interest rates, ignore the very basis of supply and demand.
As of now, with M3 simply rocketing, the country is awash with
Zimbabwe dollars ...the Victoria Falls may well be one ofthe seven
wonders of the world, but with the deluge of printed notes flowing
from Fidelity Printers, that concern may well be added to the list. Cut
the velocity of money supply and market forces will, of themselves,
very quicklyadjust asborrowers areforced to“cherchez lacash”.

A major, negative, difference impacting upon the group has been
firstly, the Reserve Bank’s diktat that 25% of forex earned (that
percentage has now been increased to 40%) be surrendered and
secondly, that the official, farcical, rate of conversion be held at 55:1 to
the USD. The latter is obviously of greater import.

Shareholders may be interested in an in house model we ran (again
Border only)which reflectsthe following:

Had the Zimbabwe dollar/USD traded down in correlation with the
CPI index, then total export proceeds would have amounted to
$1385M as against reported export earnings of $1026M ... resulting in
proceeds being some 358 million dollars lower than what would
have/could have been achieved. Thus in two years, if one accepts the
correlation model (in our view better than trying to “guesstimate” the
“true” value of the Zim dollar), Border has, alone, been deprived of
some 550 million dollars. Repeat: some 550 million dollars. Accepted
that a portion of those earnings (remembering too that BTl is an EPZ
project) would have flowed back to Treasury by way of Company tax,
the prejudice is enormous. Over-borrowed ... or overtaxed? Or,
simply, short-changed? Take your pick.

If one extrapolates those numbers to total, national, export proceeds
then it is not very difficult to determine why we are living on borrowed
time in every sense of the word.

The retention of our export markets is becoming increasingly
problematic ... exacerbated by the recent events in the U.S.
Americans are casting an increasingly jaundiced look at areas where
they perceive there to be terrorism, thuggery and an abandonment of
the rule of law. The proposed Democracy Bill, if passed by the House,
will only serve to increase the negative perceptions that the U.S. has
apropos Zimbabwe. Border has seen of late, a fall off in exports to the
U.S. ... any major slow down in home building activity can only further
impact negatively on sales into this our single largest export market.

Turning very briefly to the local market, the buoyancy that prevails
fuelled - a particularly appropriate word - by the torrential money
supply - will in all probability continue ... at least to the forthcoming
Presidential election. In addition, there is very immediate evidence of
the resumption of capital expenditure on a wide range of projects ...
this may well necessitate increased Government borrowing with the
consequent impact on interest rates. That said, group operations
should continue to benefit from the consumer “boom”. All of us within
the Radar Group remain committed to attaining the objectives we
previously set.

The group has sound management, a solid asset base and a track
record of adapting to changing circumstances.

APPRECIATION

As always, our thanks go to our customers and to our suppliers - both
of goods and services. On behalf of shareholders and members of the
Board, may | also express our thanks for the commitment given by so
many within the Radar Group at every level.

Elias Rusike has resigned from the RHL Board, having served Radar

for some 12 years. During that period of time he was able to provide
his colleagues with a penetrating insight with what can best be
described as “the greater picture”. It is a measure of the man that now
he feels he cannot give the time required to enable him to give of his
best, he has chosen to step down. Au revoir, Elias and Margaret, and
thank youboth foryour supportover theyears.

PERSONAL

Having recently been classified, by virtue of the colour of my skin, as a
non human being, | might as well close this statement with a
Hungarian folktale. Appropriately, itis notabout humans...

There was once a family of Hungarian frogs that went on a hopping
holiday in the mountains of Transylvania. The mountains were
swarming with wolves and wildcats so that mother frog warned her
children to be quiet. Her youngest son boasted, “/ am proud to be a
frog, and itis in the nature of a frog to croak”. In due course he became
noticed and was killed ... “/ told him not to croak” the mother frog
mourned. “ Do not scold your dead son,” said the father “he had the
courage to be himself.”

Somewhere in there is a message for all of us. We have a wonderful
country. We have achieved so much, in so many fields. The last thing
in the world we need to do is to pass on to future generations a
poisoned chalice.

Sincerely
C\ \
\J

Chris Schofield
20 September 2001
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RADAR

The year under review was very challenging for all Divisions, without
exception. In common with all sectors (except financial) the
construction industry was not spared from the effects of the negative
macro economic environment. Throughout the year, Management
and all Staff had to use all of their resources to ensure that their "eyes
were not taken off the ball", despite the continuously declining order
books within the Divisions. With little confidence in the economy,
investment declined, company closures increased and
unemployment reached alarming levels. These all led to reduced
disposable income and reduced demand forour goodsand services.
We all hoped that "sanity" would prevail in the nation's decision-
making process, resulting in stimulating industrial and export growth.
That, unfortunately, didnot happen.

Due to the above scenario, Management was faced with a daunting
challenge to ensure that their Divisions survived. This they did -
admirably.

"RADAR HUBS"

During the year the Group introduced the "hub" concept in Mutare,
Harare and,to alesser extent, Bulawayo.

Aimed at achieving a "one stop shopping" concept within an area, the
first hub opened at the Border Timbers' Nyakamete complex. This
includes the operations of MacDonald Bricks, Radar Metal Industries
and UBM Timbers. After a very slow start, the hub has gained
momentum since May 2001. The second opened on Wolverhampton
Road in Bulawayo andthis includes International Hardware and UBM
Timbers. The last and most active is the Harare hub situated on
Beatrice Road. This includes MacDonald Bricks, National Fencing,
Radar Metal Industries and UBM Timbers. All except UBM Timbers
have experienced a surge in trading during the last quarter of the year.

UNITED BUILDERS MERCHANTS

Following an extremely slow start to the year, the Division experienced
a surge in trading during the fourth quarter. Turnover to March 2001
was 6.60% up on the previous year whilst for the last three months this
was 81.20% up on the last quarter in 2000. The low returns from the
money market, resuscitation in mortgage lending and the anticipation
of price increases led customers in the domestic housing sector to
build new structures or upgrade their places of residence. There
were, however, few major "city centre" contracts, greatly reduced
investment in the commercial farming sector and fewer international
donor funded projects.

As with the two previous years, the three month sales promotion
campaign was a success to such an extent that the selected suppliers
could not meet demand at prior agreed prices. The campaign is retail
based, affording customers the opportunity to purchase selected
popular productsat extremely competitive pricesfor cash.

Working Capital Management continued to take centre stage, with
the Division concentrating on debtors days, stock turns and
increased cash sale levels. | am pleased to report that the Division
achieved success, with all three areas reaching record levels by
financial year end. Thetemptation to extend credit to achieve higher
sales levels was resisted, as in all likelihood those customers would
have been provided for at year end.

The customer service training, run by Margie Jackman of the Co-
Ordinators, paid dividends in the improved approach to customers by
our Staff. It has also had the effect of enhancing the "UBM Team"
concept as all employees attended training sessions.

The marketing and advertising strategy changed during the year to
meet the expectations of the changing market. The Group's
contracted advertising agency, Brown and Kinloch, were
instrumental in conceptualising and leading the revised campaign.
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The Division expects another challenging first six months of the new
year as evidenced by the trading results for July and August 2001.
The focus will, however, be on real growth after factoring out inflation.
It is now common to receive supplier price increases without notice
and at regular intervals. The purchase of imported raw materials at
rapidly changing landed costs is being seen as the major cause. The
Division cannot now hold prices firm for imported product not in stock
on thedate ofquoting.

RADAR METAL INDUSTRIES

During the year the Harare factory was re-sited to the Radar "hub" to
create a "one-stop" building material supply facility. This was
followed by a Management restructuring exercise in Harare during
the second half of the year to cater more effectively for the rapid and
continuous changes in the market. The two moves have already
achieved theanticipated levelsof success.

Radar Metal Industries opened at the Nyakamete "hub" to be in more
direct contact and thus improve service levels to Manicaland
customers.

As with others, the Division experienced a sub-inflationary increase in
turnover year on year with a volume drop-off in the local market due
largely to the decrease in major construction projects. This decrease,
shrinking the already ailing market, negatively impacted on margins.
The effect was compounded by the continued heavy discounting by a
major competitor andthe thriving informalmarket.

Fortunately, the time spent on developing the external market
resulted in a 93% year on year increase in export sales to Botswana
and South Africa. Our depreciating currency also assisted in making
the product more competitive. Whilst the Division will continue to
focus on export sales, the lack of meaningful export incentives and
the recent decision by the Reserve Bank to increase its export
proceed retention from 25% to 40% has threatened the viability of this
crucial market.

Whilst large increases were experienced against selected overheads
including advertising, vehicle operating expenses, freight charges
and rates, there were massive savings achieved against electricity
costs (despite higher unit costs) as a result of tight controls and sound
management systems implemented during the previous financial
year.

As with UBM, the Division saw an improved volume off-take towards
the last quarter of the year, both in the local and export markets. This,
coupled with changes in manufacturing systems and product design
aimed at improving material utilisation, should have a positive effect
onmargins.

RADAR CASTINGS

As a result of the diminishing local market, the Division concentrated
its efforts on exports. Although turnover was below inflationary levels,
the year on year 41% increase was not disastrous. By year end,
Radar Castings was sitting with a three-month back order book,
auguring well for the future. During the year the Division clinched a
niche market for high quality grinding balls (for power stations) and
has developed a market for motor vehicle spare parts such as hubs
and brakepads.

Despite operating a state of the art foundry, Radar Castings
experienced a high incidence of furnace breakdowns, adversely
affecting production. The debt carrying costs being borne by the
Division and the Group as awhole, also curtailed investmentin new
equipment which would have improved efficiencies and above the
line expenses. The critical shortage and high cost of scrap also
contributed to "stop-start" operations.

The shortage of technical skills in the local foundry industry
contributed to the increased levels of scrap during production. Whilst
product development of steel castings contributed to the high level,
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the main reason is that of a lack of skills.

Despite Management's attempt to strictly manage working capital,
the cycle was adversely affected by delayed payments by export
debtors and a material local mining house. The "Catch 22" scenario
was evident as the Division relies heavily on orders emanating from
these two customers. Non-supply would have adversely affected
sales.

MACDONALD BRICKS

Once the mainstay of the Group, MacDonald Bricks experienced low
orders throughout the year particularly as a result of the reduced
building activity in the Matabeleland and Manicaland markets. The
nature ofthe product, resulting inhigh transportation costs, does not
lend itself for competing in distant markets. This is particularly true
with regard to common bricks, which carry lower profit margins.

The low off-take necessitated the temporary closure of the Willsgrove
plant as fixed andvariable costs could notbe covered by revenue.

Exports into Botswana continued to be strong. These were
supported to a lesser extent by those into Zambia and the northern
parts of South Africa. Increased external advertising has had a
positive effect.

Except for a majorkiln refurbishment at Montgomery, there were not
any material disruptions to production.

COPPERWARES
The Division was sold to a third party early in the financial year.
APPRECIATION

| am pleased to report that, yet again, the commitment of
Management and Employees has remained steadfast throughout the
year despite the unfavourable operating environment.  The
impeccable industrial relations recordthroughout the yearshows that
we truly have a"Radar Team" approach.

May | thank the Group for affording me the time to act as the President
of the Confederation of Zimbabwe Industries (CZI) for a term. The
support was unwavering. The office was an honour and the greatest
challenge | have faced. | certainly hope | did justice toit!

-La—u\/ex

"ZED"RUSIKE
Deputy Managing Director
Radar Investments (Private) Limited

BORDER TIMBERS LIMITED
INTRODUCTION

The 12 months under review show a marked improvement in
comparison to the previousfinancial year. This improvement comes
against a background of the current harsh macro-economic
environment. Your company continues to strive to keep its head
above water with the hope that somehow in the near future the
economic environmentwill returnto normal.

FORESTRY AND SAWMILLS
Silviculture

The planting program continued relatively smoothly in the course of
the year with the backlog that had accumulated in the previous

financial year being wiped off. The exception to the planting
programme was Sawerombe Estate where continuous destruction of
plantation and property has made planting and silvicultural activities
difficult. This has continued in the new year and until the national land
reform issue is resolved the planting programme in this area may
continue at a reduced pace. The weeding programme was also
successful while the shortfall in the pruning programme has been
carried forward to the new financial year.

Forest Protection

The incidences of fire in the forest were exacerbated by the presence
of illegal individuals who, in what can only be described as arson,
started fires with the intention of clearing planted forests for the
purpose of preparing the land for tillage. The majority of these fires
were in the sections of Sawerombe that are listed for acquisition by
the government for the resettlement programme. The area of planted
trees lost this way totalled approximately 300 hectares.

All these fires were reported to the relevant authorities that have, asin
the rest of the country, done nothing to bring the criminals to book.

Shareholders will recall thatin the last annualreport it was indicated
that application had been made to FSC seeking exemption on the use
of a banned pesticide, namely brodifacoum, to control baboon
damage in the forests. The response from FSC was received at the
end of July 2001. Border’s application was denied on the basis that
pineis notan indigenous species and baboons are. The sustainability
of Zimbabwe’s timber industry is apparently not a consideration.
Management is evaluating the options available in respect of baboon
control and will address the problem as a matter of utmost urgency.

A few incidents of eland damage to pine trees were identified during
the year. Eland damage is becoming more pronounced as the eland,
particularly from the National Parks Eland Sanctuary, came across
seeking refuge from what is, reportedly, wide spread poaching.
Discussions with various parties are underway with the intention
being the capture and relocation of the eland. In the meantime salt
licks are being placed at various points to entice the eland away from
the plantations.

Harvesting

The thinning programme plan was not met during the year. The
budgetinthe new yearreflects athinning to waste programme which
is intended to ignore this year’s efforts to find markets for timber with a
diameter oflessthan 15 cm.

Clearfelling sawlog production for the year was 90% of what Border
had budgeted for. This was a slightimprovement to the 88% achieved
in the previous year. In the early part of the year work continued in the
cyclone affected areas where sawlog productivity was reduced
because of accessibility problems and the state of the logs
themselves. In the later months Border experienced machinery
availability problems with the worst affected being skidders and
teleloggers. This was further worsened by the non-availability of
foreign currency to our suppliers of machinery spares. It is
encouraging to note, though, that by the end of the year as a result of
a stringent, proactive, maintenance programme plant availability
improved.

Pulpwood deliveries to our customers were 97% of the budget and
Border continues to experience collection problems from the forests
by customers.

Demand for telephone and transmission poles continued to improve
towards the end of the year with both the local and regional markets
calling for more than the dry stock that was available from the forests.
Itis envisaged that this level of the demand will continue, especially in
the local market, for at least six months. Efforts are being directed to
those markets in the region, which Border has not dealt with before.
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Sawmills

The sawmills production in the year under review was characterised
by a number of factors, which adversely affected both input and
output. TheU71 framesawat Charterbroke downin September2000
and the nature of this breakdown rendered the machine irreparable.
The replacement machine, a Moehringer U71 framesaw was only
received on 19 February 2001 and was commissioned on 5 March
2001. Production output was affected in three ways being, firstly, the
daily volume throughput was materially reduced, secondly, efficiency
of recovery fell due to non-optimal log sizes having to be processed
and, thirdly, increased costs of working where large diameter logs
had to be re-routed to the Tilbury sawmill.

The shortages of sawlogs experienced at Charter during the year
arise from the recognition that if the sawmill had continued cutting at
the levels that the mill is capable of then the age of the trees that would
have had to be clearfelled would have been reduced substantially
thus affecting sustainability of the forest on a rotational basis and the
quality of the logs going through the mill. A decision was taken to
purchase standing timber from a third party, which will ensure
adequate quality logs for the mill for the next five years. This will mean
that in five years time the forest plantations will return to a desired
rotational period ofat least 25years.

ZESA power outages continued during the year where in some cases
full shift production was lost. Again your board took the decision to
look for alternative sources of power, which would guarantee
continued supply.

The resultant production input for the year was 86% of budget, a slight
improvement over the previous year. The production input has,
however, continued to improve from the February 2001 levels in the
latter part of the year. Grading procedures have continued to place
emphasis on the recovery of clear, furniture grade and structural
material.

MANUFACTURING
Paulington Factory

The overall performance of the factory was acceptable. The board
product production strategy continued emphasis on the
maximisation of blockboard and thinply products whose profitability
far exceeds that of multiply. The local, regional and overseas markets
continue to call for multiply. The door production was also
reasonable, however,the demand for the flash panel and double clad
doors remained subdued for most of the year, demand started
improving in the last two months of the year. These doors are sold
mainly in the local market.

As experienced with the sawmilling products Paulington product
demand in the local market escalated in the last two months of the
year and has continued to do so in the new year.

BORDER TIMBERS INTERNATIONAL

The fall off of demand in the home sector of the US economy is
impacting adversely on BTI’s exports; equally true is the increasing
concern amongst our end users in the U.S. as to the sustainability of
supplies from Zimbabwe. Neither of these two factors are likely to see
animprovement over the nexttwo quarters.

As stated in the previous annual reports efforts to improve BTI's
customer base outside the country were stepped up and sample
doors were sent to Europe, Canada, USA and South Korea. The
British regard our product as a commodity product where quality
status does not necessarily result in a premium price like in Canada or
USA. The Canadian and USA markets are concerned at the negative
publicity that our country currently has and therefore doubt the
sustainability of deliveries from Border, this is inspite of assurances
from Border that deliveries would not be affected. Feedback is still
awaited from the Asian market.
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Machinery for a new product, french door, has been ordered from the
USA and delivery is expected early in the new financial year. It is
expected that production of this product will commence within the
first six months of the new year and will be destined, initially, for the
USA market.

CAPITAL EXPENDITURE

Expenditure for the year amounted to $109.6 million compared to
$36.3 million in the previous review period. The breakdown of the
capexis as follows:

(i) Plantation expenditure of $85.4 million
(ii) Plant, machinery, motor vehicles and other amounted to $24.2
million

LAND INVASIONS AND DESIGNATION

Despite repeated assurances from the country’s leadership that the
Government policy was not to settle people on forestland that, as far
as Government is concerned, constitutes agro-industry, a total of 18
properties were listed for acquisition for the purposes of resettlement.
The total area of these listed properties is over 20 thousand hectares,
which is close to 50% of Border’s total land area. The areas now listed
comprise part of Imbeza, Sheba, Charter, Tilbury and Sawerombe
estates.

A total of about 300 hectares were burnt by what we presume are
illegal settlers, in order to prepare the land for tillage purposes. There
has been intensive ploughing in some of the areas in Sawerombe
where members of staff residing in company housing have been
asked to vacate these premises to make way for the settlers.

The majority of the Sawerombe estate has been pegged into plots by
the Agritex officials who together with the District Administration
employees have invited people to this area in order that land could be
allocated to them. All these illegal activities were reported to the police
who, however, have not taken any action to date. Border continues to
seek restitution through the legal framework.

HUMAN RESOURCES

The thoroughly hostile environment prevailing in Zimbabwe is placing
enormous stress on all employees but particularly at higher levels of
management who are continually being called upon to address
issues over which they have very limited control. We view with the
utmost concern the departure from Border of some of our key people
.. a situation we know is not uncommon across the length and
breadth of the country.

1/4/
JOHN GADZIKWA

Managing Director
Border Timbers Limited

COMMERCIAL & INDUSTRIAL HOLDINGS LIMITED
OVERVIEW

The comparison of year on year results is once again difficult and
misleading due to the different composition of the group in the
comparative periods and the duration of the periods under review.
This is the first full financial year for the group since the takeover by
Radar Holdings Limited, with the prior results covering the 6 months
only forthe periodended 30June 2000.

Market instability, compounded by delaysin restructuringthe group,
impacted adversely on overall performance, with an operating profit
of Z2$28,5 million generated from sales of Z$596.6 million. Interest
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income of Z$7.8 million for the year was considerably reduced on
prior periods following the reduction in interest rates and cash
reserves with the extensive investment in the new operations by way
of restructuring. Resultant pre-tax profit amounted to Z$36.3 million,
with taxation relatively low due to the effects of the restructuring. A
post-tax profit of Z$30.4 million was thus realised for the year. An
amount of Z$12.9 million was realised from capital reserves from the
sale of fixed assets. The net result was basic earnings per share of
43,9 cents and headline earnings per share of 16.7 cents.

Capital employed increased significantly from Z$148.1 million at the
end of June 2000 to Z$257.2 million at the end of June 2001 with
increased borrowings largely as a result of the acquisitions made
during the period. As would be expected under the circumstances,
current assets rose from Z$128.0 million to Z$238.6 million, while
current liabilities increased from Z$49.8 million to 2$165.6 million
during the same period. Resultant asset value per share rose to 241
cents by the end of June 2001 from the 188 cents at the end of the
previous year.

Divisional performance varied considerably, with the steel and
engineering divisions battling due to lack of contract work and a
general decrease in the number of meaningful projects being
undertaken throughout the country largely resulting from lack of
investor confidence. Conversely, this situation had a positive impact
on a number of the remaining divisions where a hyperinflation
mentality, synonymous of Brazil in its crisis years, was evident in the
market place viz buy now because tomorrow the price will have
doubled. In addition, the weak Zimbabwe dollar in relation to
neighbouring currencies gave rise to considerable cross-border
trading with foreign buyers taking advantage of the comparatively low
prices locally. Throughout much of the year operations were dogged
by the uncertainty brought about by political strife and the down
stream effects of the collapse of law and order. Some customers
discontinued operations as the market, in general, imploded and
alternate outlets had to be secured. Politically driven factory
stoppages were more frequent than ever before and management, in
some instances, had to contend with self-styled “union
representatives” who were strongly supported by government.
Against this backdrop, divisional management flexed their operations
to meet the changes in the market, and the restructuring of the group
proceeded to create the desired base to secure future stability and
intended growth.

Of note, the impact of the overall Radar Group synergies on
performance was considerable. Overall export income met the
group’s import needs without which a number of divisions would have
floundered. The consolidation of select units created a more diverse
base in specific markets increasing the potential to secure work and,
equally if notmore important, the pooling of skills and resources in
such instances bolstered units that otherwise would have struggled
badly under the trying market conditions.

The year under review represented a period of ongoing change and
evolution of the group towards objectives stated on previous
occasions both publicly and by way of notices to shareholders.
Internally, the objective of consolidating the steel and related
manufacturing operations within the Radar Group at large into a
cohesive unit with the desired critical mass and capability to offer
product and services regionally remained key. Subsequent to the
acquisition of the Anglo American shares in CIH, Radar Holdings
Limited was required to make an equivalent offer to minority
shareholders. It was not Radar’s intention to increase their
shareholding beyond the level then held of approximately 65% of the
issued share capital, but restrictive Zimbabwe Stock Exchange
regulations in respect of both the disposal and acquisition of assets
necessitated the purchase of as many of the shares held in the market
as possible to allow the desired restructuring of the group to proceed
relatively unhinderd. As a result Radar increased its holding to 97% of
the issued capital and, as the group thus no longer complied with
listing regulations, CIH was delisted in May of this year. Further delay
in restructuring resulted from the general instability in the local market
where prospective buyers of non-core operations were hesitant to

increase their levels of investment in manufacturing businesses within
Zimbabwe.

As the restructuring occurred progressively throughout the financial
year there will beduplication in reporting between the Radar and CIH
reports. In such instances this report should be read in conjunction
with theRadar HoldingsLimited report.

In summary, the following changes were effected during the year
ended 30 June 2001:

* The assets and liabilities of Automation Business Forms were
sold to a consortium of private buyers, including management, in
October 2000. CIH retained a minor holding by way of an
investment.

* Hogarths was purchased from Radar Investments (Private)
Limited in July 2000 and consolidated into the National Fencing
operation.

* Radar Metal Industries and Radar Castings were purchased from
Radar Investments (Private) Limited with effect from January
2001.

e A number of properties including the old CIH head office, the
premises occupied by Automation Business Forms, the premises
occupied by National Fencing in Harare and a Bulawayo
premises sublet to a third party were sold during the period.

Despite considerable downsizing in the engineering operations and
the disposal of some non-core operations, employee levels
increased with the acquisitions from 811 to 1349.

SEGMENTAL PERFORMANCE

MANUFACTURING SEGMENT
Automation Business Forms

Coronet Buttons and Plastics

The Cotton Waste Company

Home Furnishers

National Fencing (includingHogarths)
Radar Metal Industries

Radar Castings

Profits generated in Automation Business Forms, Home Furnishers,
Bulawayo Toyota and Coronet offset the losses incurred in the
engineering and steel related divisions and Cotton Waste, with this
segment breaking even for the year under review. Majority interests in
Automation Business Forms were disposed of in October 2000 with
CIH retaining an investment interest only. It is pleasing to note the
continued growth and profitability of this business under the new
ownership. Hogarths was purchased and consolidated into National
Fencing in July 2000. Lack of capital projects and a general decline in
the overall level of contracting work in the local market impacted
adversely on the engineering and steel units, with operational
structure revised accordingly. Radar Metal Industries increased their
export base in Botswana while Home Furnishers and Coronet
expanded their control in the local market, both taking share from
competitors.

TRADING SEGMENT
Bulawayo Toyota
International Hardware

These divisions generated modest profits despite the fuel crisis in the
country and the downstream effects of currency constraints on both
suppliers and customers. With the increasing overall age of the
national fleet, the sale of vehicle spares continued to rise in Bulawayo
Toyota. Those vehicle sales achieved were mainly to returning
residents and non-profit organisations and NGO’s with external
funds. The erratic supply of fuel gave rise to a new modus operandi on
the forecourt, whilst the quantum of fuel sales actually increased
significantly driven by the large price increases implemented during
the year. International Hardware increased their level of imported
goods to compensate for the decline in the supply of locally
manufactured equivalents due to those suppliers being unable to
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source currency to meet their material needs. Intergroup synergies,
mainly with UBM, once again played to advantage particularly in the
area of local procurement.

SERVICES SEGMENT

Finance and Management Services Division
Commercial and Industrial Holdings Limited (property)
CIH Trading & Finance (Private) Limited (property)
Ingwe Property Holdings (Private) Limited

Masterbuild (Private) Limited

Regent Invicta (Private) Limited

Investment income decreased year on year due to reduced cash
reserves with the acquisitions detailed above. Profit was realised on
the sale of Ingwe Property Holdings (Private) Limited and other assets
during the course of the year with this income comprising a significant
source of profit. The services segment was further bolstered in the
internal audit section ensuring that group internal controls remain
within acceptable norms in this tumultuous market where the ongoing
skills drain is becoming evident within the operating divisions.

OUTLOOK

Subsequent to the financial year-end, restructuring continued with
the disposal of International Hardware to Border Timbers Limited in
July and The Cotton Waste Company to private buyers in September.

Political uncertainty continues unabated with the ongoing detrimental
impact affecting group operations and the country as a whole. The
urgency to effectively implement full regional operational capability is
even more pronounced to reduce the dependence on the withering
local market and to simultaneously generate foreign currency. The
effect of central bank regulations in respect of exchange rates and the
handling of export proceeds is self-destructive and, if not addressed
in the short term, will be the death knell of those locally based
operations that are unable to generate their own currency needs via
export sales. Unless government face up to the reality of the problems
facing the country and then actively and urgently address them in
accordance with accepted international norms, the future of the
group will be at best mediocre. If, however, a responsible and
committed stance is adopted by the country’s leadership, CIH is well
placed to benefitimmediately from the type of reconstruction that will
be essential to return the Zimbabwean economy to a state of viability.

MJROWLAND
Managing Director
CIH
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financial commentary

In keeping with the last few years, the group's results make for
interesting review as a result of the significant changes the Group has
undergone. The issue of the high level of stagflation will be covered
later in this commentary but its existence certainly makes
interpretation even more fraught with difficulty.

Comment will, unless appropriateness dictates otherwise, be largely
confined to your Group's overall performance and shareholders'
attention is drawn to the inserts in this annual report as regards the
specific performance of CIH Limited and Border Timbers Limited.

Operating Results

At first glance, the operating results for the year, when compared with
those for June 2000, are pleasing, however, such initial response
must be tempered with recognition of the following factors which
distort pure year-on-yearreview:

a) the comparative period reflects only six months of
trading for CIH and Border Timbers and, in Border's
case, the six months to June 2000 were exceptionally
severe following Cyclone Eline

b) the Group has undergone restructuring during the year
and comparatives, inter alia, reflect the disposal from the
Group of the majority shareholding in ABF and a number
of properties

c) trading conditions have continued to deteriorate

d) inflationary input cost pressures continue to undermine
performance - on arapidly accelerating basis.

Review of the Income Statement and Segmental Analysis set out in
the report reflects significant year-on-year improvement
(“inequalities” of reported results aside) for the year ended 30 June
2001.

Reported turnover and operating profit have increased by 102% and
262% respectively and such has resulted in the operating margin
improving to 13% from 7% at June 2000.

In monetary termsaverage monthly group turnover valueincreased,
however such increase was below inflation levels. Whilst the Group
tried to keep pace with inflation, the various volume declines
experienced are of concern. It is pertinent to note that despite the
influences of mix and volumes no operating unit achieved a net price
increase either equal to or above the inflation level.

The impact of the improved results from Border, where a one third
average increase in volume sold was achieved, has made the largest
impact upon Group results. Equally important to Border have been
the effects of management-negotiated improvement in certain export
prices (despite the prevailing flat marketplace) and much closer
attention to operating expenditure.

It must be stressed that such reported and improved results at Border
are partly a factor of the forest valuation policy where, historically,
three-year average costs were employed in the computation of
standing timber. This methodology resulted in depletion rates
lagging far behind inflation hence improving reported results. This
policy is being reviewed.

Whilst the Group's engineering operations had an extremely difficult
year primarily due to paucity of work coupled with high inflationary
pressures, of more concern has been the drop in volumes
experienced by both Macdonald Bricks and UBM - albeit the latter
operation having recently shown some improvement - where average
unit volumes were, respectively, 25% and 22% below prior year
averages; pricing to a large extent offset the full effect of these drops.

Of particular note is the Group's interest charge for the year. At some
$253,8M it is material; nevertheless interest cover for the Group has
increased year-on-year to 1,4 times (June 2000 0,6 times). Of import
is the fact that the charge for the six months to June 2001 is only 43%
of the charge for the previous six months and such reflects both the
reduction in interest rates as well as the reduction in the Group's
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borrowing levels.

In reverse order, any failure to reign in inflation without providing
exporters - and your Group is a significant exporter - a realistic return
is a recipe for disaster and will reduce the rate of, if not entirely
suppress, debt reduction through trade, let alone creating viability
problems. Attention is drawn to the comments on exchange rates
made under IAS29 below and the enclosed USD comparatives.

An added burden carried by exporters is the compulsory sale of,
presently, 40%, of export proceeds at absolutely unrealistic rates of
exchange; such loss in revenue can only be regarded as an indirect
form of taxation that is counter-export productive and which will
continue to create viability problems for all concerned. However, itis
very interesting to note, from our own analysis, that there is a high
degree of correlation between the increase in M3 money supply and
the CPI for the period January 1999 to date. This correlation suggests
that money supply is the real issue and not the cost of money. In this
regard we would query why some economic commentators continue
to call for an increase in interest rates rather than address the over-
supply of money - the only basis supporting an increase in interest
rates would be areturntoacommand economy.

Shareholder attention is drawn to the taxation charge for the year,
and related notes, in that the bulk of the $34,6M relates to deferred
tax. In fact, the Group's normal tax liability for the year amounts to
$2,3M and a capital gains tax liability for the year of only $1,6M. Such
low levels of current tax relate closely to the strained trading
conditions experienced by your Group over the past few years.

GroupWorkingCapital

Group inventories increased in value by about 32% over the year (an
increase well below the average inflation level) as a result of increased
efforts ininventory managementwith theresult thataverage inventory
days dropped from 111 at June 2000 to 75 as at June 2001.

Trade receivables followed a similar increase in value terms, although
the impact of decreased activity levels by June this year played their
part, however average days receivables also reduced from 72 last
year to 49 by end June 2001 without any significant provisions for
doubtful debts being required.

Trade payables, at first glance, reflect an increase of some 57% year-
on-year and whilst there is a significant inflation effect therein, some of
the increase may be ascribed to period end timing. That said, of
significance is that the days payables outstanding have reduced from
78 days last year to 63 days by end June 2001. It has long been
Group policy to pay creditors within agreed terms in order to avoid
placing undue strain on suppliers who may be experiencing financial
pressure.

Overall, the status of the working capital for the year ended June 2001
is commendable and reflects the attention being paid to working
capital. Shareholders should take particular note of the net increase
in cash resources, as shown in the Cash Flow Statement, over the last
year.

Fixed Assets

There has been no material expenditure on fixed assets during the
year, save in areas where maintenance of capital base mandated
such expenditure; the impact of inflation inflates the acquisition cost
beyond historical norms resulting in comparatively minor expenditure
becoming major in nominal terms. Your Board continues to hold the
view that present trading conditions characterised by no free-market
adjustment mechanisms makes the issue of revaluation, and any
related impairment, inappropriate.

Biological or Non-current Assets

This year sees the separation of plantations from fixed assets. Your



financial commentary

(Continued)

Board has for some while now felt that the inclusion of forests with
other fixed assets is inappropriate. Coincidentally, the new Standard
on agriculture, IAS 41, clearly sets out a new asset class and it is in
keeping withthis thatseparate disclosurehas beenmade.

Whilst the basis for valuing forest plantations has not yet been
changed - IAS41 is still being evaluated - historically the computation
was based on three-year average costs. Given prevailing inflation
rates this, in the opinion of your Board, has resulted in the balance
sheet not reflecting a fair value of the prime “productive” asset at
Border Timbers in addition to insufficiently matching costs and
revenues in the income statement. Accordingly, the value of
plantations has been restated over a shorter cost horizon that is
considered to be more appropriate under present conditions whilst
the new accounting standard is fully explored.

International AccountingStandards
IAS29 (Hyperinflation)

In last year's Annual Report comment was made as regards your
Group's position on IAS29 (Hyperinflation). Since that date your
Group's position has not altered and shareholders attention is drawn
to the insert containing recent statements made by various listed
companies as regards the Standard.

Whilst it is not this writer's intention to enter debate as regards the
economic definition of hyperinflation, the real cost, worth and
usefulness of the Standard in terms of both its intrinsic integrity and
applicability in a high/hyper/stag-flationary and recessive economy
remains questionable. Equally the ability to apply it as an effective
inflationary-management tool remains unproven.

That said, your Board is acutely aware of the devastating effects of
inflation on real worth and has, again, presented US Dollar
denominated accounts based on a trade-weighted realistic rate of
exchange computed by the indexing, on a compound basis, of the
Zimbabwe Dollar since January 1999 by the CPI(1995=100). The rate
used in the income statement is ZW$99.53:US$1 (2000:
ZW$64.81:US$1) and in the balance sheet a rate of ZW$127.99:US$1
(2000: ZW$77.88:US$1) has been applied.

As regards the computation of a realistic exchange rate, it is
interesting to note that if the principle of inverse-doubling (where
money supply doubles the exchange rate halves in value) is applied
to the exchange rate ruling at January 1999, being the rate after the
last free market adjustment, (using the M3 money supply over the
same period) returns to date - as would be expected - an almost
identical rate to that computed from the CPI.

IAS41 (Agriculture)

During the course of the year the International Accounting Standards
Committee (IASC) issued a standard relating to agriculture - IAS 41
(Agriculture) - at the same time as your Board was reviewing the
Group's accounting policy relating to forest plantations.

Thus far the new Standard, which only becomes mandatory in 2003,
is receiving very detailed and active consideration as regards its
adoption by 2003 if not earlier. Your Board believes that there is a high
degree of worth in the Standard but a number of issues still need to be
fully examined and clarified - these generally relate to the
methodology of determining a satisfactory market value and the
present treatment of gains and losses, especially those arising on
initial adoption of the Standard, being taken directly to profit in the
year of adoption.

As part of this review process, discussions have been held with other
major forestry operations in the region; indications are that the major
players are likely to adopt the Standard by mandatory date and such
adoption is considered to be important if forestry operations in the
region are to be able to provide comparability of performance.

Staffing & Skills

Over the pastyear your Group has managed toretain an acceptable
level of financial skills against a very unsettled national environment.
Sadly, this situation is not stable and there are a number of regrettable
losses from emigration being experienced throughout the Group
since the year-end. Whilst it is not policy or intention to reduce
expertise levels the ability to recruit equivalent experience and
capability is being sorely tested withthe increasingloss of skills from
the country.

Despite all the negatives, | am pleased to advise that major
improvements in audit quality have been achieved throughout the
Group - the most noteworthy being the improvements at Border
Timbers where audit hours have been reduced by an amount in
excess of 40%. Equally it would be remiss if | did not express my
sincere appreciation to all the Group Finance Staff for meeting, and
successfully meeting, an extremely challenging audit timetable thus
keeping actual hours in line with budget.

7%
o

Brett South
Group Financial Director
20 September 2001

audit and compensation
committees

These two committees which comprise two non-executive directors
and the Chairman, have carried out their normal functions during the
pastyear.

The Audit Committee is responsible for monitoring the Group’s
financial reporting, compliance with accounting policies and the
requirements of regulatory bodies. The Committee also reviews the
annual audit plan and reports from the external auditors and
managements’ responses.

During the past year greater emphasis has been placed on the
internal audit function, whose team, together with the external
auditors, have unrestricted access to the Audit Committee.

Specific comment has been made elsewhere in the annual report
regarding I.A.S. 29 (Hyperinflation) and our reasons for non
compliance. In order to better illustrate the effects of inflation we have
also produced U.S. Dollar denominated accounts.

'(']fwé /e /4'(
Aeleat 24

J.R.Sly
Director
20 September 2001
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directors’ report

for the year ended 30 June 2001
Your Directors have pleasure in submitting their report and consolidated financial statements for the year ended 30 June 2001.
Results

The results as set out below show retained income/(loss) for the year of $84 701 000 [2000 - ($28 705 000)], made up as follows:-

2001 2000

$'000 $'000
Turnover 2742 384 1356 729
Income before interest and taxation 437 538 108 996
Net interest payable 253 814 174 352
Income/(loss) before taxation 183 724 (65 356)
Taxation 34 638 (27 883)
Income/(loss) after taxation 149 086 (87 473)
Extraordinary item - (6 892)
Income after taxation and extraordinary item 149 086 (44 365)
Minority interest (77 300) 22 858
Dividends
- Final year ended 30 June 1999 - (7 204)
Transfer from Capital Reserve 12915 6
Retained income/(loss) for the year 84 701 (28 705)

Non Distributable Reserves

Details of movements in reserves are shown in note 12 to the financial statements.

Directors

Messrs. P W T Chipudhla and C J L Schofield retire by rotation and, being eligible, offer themselves for re-election.
Directors' Emoluments

Members will be asked to determine the remuneration of the non-executive Directors for the year to 30 June 2002. An amount of $402 500,00
has been recommended by your Directors.

Auditors

Members will be asked to approve the Auditors' remuneration for the past audit and to confirm the re-appointment of Messrs. Ernst & Young as
Auditors to the Company for the ensuing year, they having signified their willingness to continue in office.

On behalf of the Board

AP AN

/

C J L Schofield P W T Chipudhla Bulawayo
Director Director 20 September 2001
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report of the independent external auditors

to the members of Radar Holdings Limited
We have audited the Zimbabwe currency denominated annual financial statements set out on pages 18to 42 for the year ended 30 June 2001.

Respective responsibilities of Directors and Auditors
The financial statements are the responsibility of the Directors of the Company. Our responsibility is to express an opinion on these financial
statements based on our audit.

Scope
We conducted our audit in accordance with approved International Standards on Auditing. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An auditincludes:

- Examining, on atestbasis, evidence supporting the amounts and disclosures included in the financial statements.
- Assessing the accounting principles used and significant estimates made by management, and
- Evaluating the overall financial statement presentation.

The Zimbabwean economy is recognised as being hyperinflationary for purposes of financial reporting. These financial statements have not been
prepared in conformity with International Accounting Standards in that the requirements of IAS 29 (Financial Reporting in Hyperinflationary
Economies) have not been complied with. The Standard requires that financial statements that reportin the currency of a hyperinflationary economy
should be stated in terms of the measuring unit current at the balance sheet date. The requirements of all other International Accounting Standards
have been complied with under the historical cost convention.

The financial effect of non-compliance with IAS 29 has not been formally established for the reasons given in Note 26.

Disclaimer of opinion

In view of the material effect of the matter referred to in the previous paragraph on the overall financial statement presentation, and the effective
limitation of the scope imposed on our work, as a result of the absence of the information that should have been extracted from the Group’s records,
necessary to assess the materiality of that non-compliance, we are unable to express an opinion on the financial statements as regards conformity
with International Accounting Standards.

Opinion
The attached financial statements have been prepared under the historical cost convention (modified by the revaluation of certain assets) and
would form the basis for the restatement in terms of IAS 29.

In our opinion the historical cost financial statements give a true and fair view, in all material respects, of the financial position of the Company and the
Group at 30 June 2001 and of the results of their operations and Group cash flows for the year then ended, as measured by that convention, in
conformity with International Accounting Standards as adopted for use in Zimbabwe, and in compliance with the Companies Act (Chapter 24:03)
and the relevant Regulations made thereunder except for those included in Note 16.5.

ERNST & YOUNG
CHARTERED ACCOUNTANTS (ZIMBABWE)

Bulawayo
20 September 2001

Ell ERnsT & YOUNG

Chartered Accountants (Zimbabwe)
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accounting policies

1.

18

ACCOUNTING CONVENTION

The financial statements are prepared under the historical cost convention, with the exception of freehold land, buildings, plantations and
certain plant and machinery which are included at valuation as stated in policy notes 5 and 6 below. No other procedures have been adopted
to reflect the impact of specific price changes or changes in the general level of prices.

BASIS OF CONSOLIDATION
The assets, liabilities, income and losses of the subsidiaries are consolidated on the basis of audited financial statements for the year ended
30June 2001. Results are included from the effective dates of acquisition.

INTERESTS IN SUBSIDIARY COMPANIES AND INVESTMENTS
Interests in subsidiary companies and investments are stated at cost to the Group. Provision is made only for any material and permanent
diminution in the value of these investments.

REVENUE RECOGNITION
Turnover from the sale of goods is recognised when the goods are delivered.

VALUATION OF FIXED ASSETS

Land, buildings and certain plant, machinery and motor vehicles are shown at valuation with subsequent additions at cost. Revaluations are
carried out at the discretion of the directors normally within a 3-5 year period, but within shorter periods where there has been a substantial
change.

Surpluses on revaluation of all relevant fixed assets are transferred to non-distributable reserves. On realisation, the appropriate portion of
the non-distributable reserves is transferred to distributable reserves. Details of such revaluations are stated in Note 16.4 to the financial
statements.

VALUATION OF PLANTATIONS

Plantations comprise forests owned by a subsidiary company. They are stated at the lower of valuation less depletions, and estimated market
value. Plantations are revalued annually based on average annual costs incurred in that year. In periods of low inflation, revaluation intervals
are normally three years. The financial effect of this policy is set outin Note 17 to the financial statements.

Surpluses on revaluation are transferred to non-distributable reserves.

LEASED ASSETS

Fixed assets acquired under finance leases are capitalised at their cash cost equivalent and the corresponding liabilities raised. Such assets
are depreciated on a basis consistent with other Group fixed assets. The interest element of the lease rental obligations is accrued and
expensed annually, based on the effective rate of interest applied to the remaining balance of the liability and is included in that related liability.
Such liabilities are reduced as and when payments are made in terms of the agreements. Operating leases are not capitalised and rentals are
expensed whenincurred.

GOODWILL
On acquisition, the difference between the price paid for new interests and the fair value of identifiable net assets acquired is capitalised and
amortised at 20% perannum.

DEPRECIATION

a) With the exception of Border Timbers Limited which does no provide, no depreciation has been provided in respect of freehold
buildings. This policy, insofar as itis applied to buildings, is contrary to International Accounting Standards. The notional depreciation
on buildings is stated in Note 16.5 to the financial statements.

b) Other fixed assets are depreciated over their expected useful lives on a straight line basis as follows:-

Plant and machinery 5 to 30 years
Motor vehicles 5to 7years
Furniture and fittings 4 to 15 years



accounting policies

10.

11.

12.

13.

14.

STOCK

a) Raw materials are valued at cost on afirstin-first out basis.

b) Finished goods and work in progress are valued at cost. Costincludes materials, directlabour and a proportion of direct expenses.
c) Merchandise is valued at cost on afirst in-first out basis.

d) The values of obsolete and slow moving inventories are reduced, where necessary, to estimated net realisable values.

TAXATION

a) Normal:
Provision is made for normal taxation at 30,9 (2000 - 36,05) cents in the dollar on taxable income for the year.

b) Residents'tax oninterest:
Provision is made fortaxation on local bankinterest at 30 cents in the dollarto 31 December 2000 and 20 centsin the dollar from
1January 2001.

c) Deferred:
In accordance with International Accounting Standard 12 provision is made for all temporary differences arising between the tax bases
of assets and liabilities and their carrying values at 30,9 cents in the dollar.

d) Capital Gains:
Provision is made for capital gains taxation calculated at 10 and 20 cents in the dollar on the attributable gain for the year. Pro vision is
also made for the potential liability arising from the revaluation of qualifying assets.

FOREIGN CURRENCIES
Transactions during the year are translated at rates ruling at the relevant dates. Assets and liabilities are translated at the rates ruling at the
financial year end. Differences arising from the realignment of currencies are included in the trading results for the year.

PENSION FUNDS

a) All Group Companies are members of an approved pension fund which is administered by a life assurance society as an insurance
scheme on a defined contribution funding basis.

b) Group Companies and all employees contribute to the National Social Security Authority Pension and Other Benefits Scheme.

FINANCIAL INSTRUMENTS
Financial instruments carried on the balance sheet include cash, trade debtors, trade creditors, leases and borrowings. The particular
recognition methods adopted are disclosed in Note 24.
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group income statement

for the year ended 30 June 2001

TURNOVER
Cost of Sales

GROSS PROFIT

Other operating income
Distribution and selling expenses
Administration expenses

Other operating expenses

OPERATING INCOME BEFORE EXCEPTIONAL ITEMS
AND GOODWILL AMORTISATION

Operating exceptional items

- Profit on sale of investments

- Fraud

- Rationalisation expenses

- Cyclone Eline insurance claim proceeds

OPERATING INCOME BEFORE GOODWILL AMORTISATION
Goodwill amortisation

INCOME ON ORDINARY ACTIVITIES BEFORE INTEREST
AND TAXATION

Net interest payable

INCOME/(LOSS) BEFORE TAXATION
Taxation

INCOME/(LOSS) AFTER TAXATION
Extraordinary item

INCOME/(LOSS) FOR THE PERIOD
Minority Interests

INCOME/(LOSS) ATTRIBUTABLE TO ORDINARY
SHAREHOLDERS

Dividends

Transfer from Capital Reserve
RETAINED INCOME FOR THE YEAR
RETAINED INCOME AT 30 JUNE 2000

Balance at 30 June 2000
Restatement of opening balance

RETAINED INCOME AT 30 JUNE 2001

Retained by - holding company
- subsidiaries

EARNINGS/(LOSS) PER SHARE (BASIC)

EARNINGS/(LOSS) PER SHARE (HEADLINE)

20

Notes

13

12

2001 2000 2001 2000
$°000 $000 US$’000 US$'000
2742 384 1356 729 27 553 20 934
1752 471 897 283 17 607 13845
989 913 459 446 9946 7 089
90 575 32097 910 495
(449 875) (190 602) (4 520) (2 941)
(268 959) (200 963) (2 831) (3197)
(92) - (1) -

361 562 99 978 3504 1446
48 453 (4173) 487 (64)

- 18 340 - 283
- (10 110) - (156)
- (12 403) - (191)

48 453 - 487 -
410 015 95 805 3991 1382
27 523 13 191 215 169
437 538 108 996 4206 1551
253 814 174 352 2550 2690
183 724 (65 356) 1656 (1 139)
34 638 (27 883) 272 (359)
149 086 (37 473) 1384 (780)
- (6 892) - (107)
149 086 (44 365) 1384 (887)
(77 300) 22 858 (777) 353
71786 (21 507) 607 (534)
- (7 204) - (93)

12915 6 101 -
84 701 (28 705) 708 (627)
63 861 92 566 642 1428

- - 801 1428

= - (159) -

148 562 63 861 1350 801
50 910 52 141 512 822
97 652 11 720 838 @1)

148 562 63 861 1350 801
129.5 (38.8) 1.1 (1.0)
16.5 (65.3) 0.1 (1.1)




group balance sheet

at 30 June 2001

FUNDS EMPLOYED
Share capital

Capital reserve

Retained income
SHAREHOLDERS’ FUNDS
MINORITY INTERESTS
DEFERRED TAXATION

LONG AND MEDIUM TERM LIABILITIES

EMPLOYMENT OF FUNDS
FIXED ASSETS
PLANTATIONS

GOODWILL

INVESTMENTS AND LOANS
CURRENT ASSETS
CURRENT LIABILITIES

NET CURRENT LIABILITIES

Notes

11
12

13

14

15

16

17

18

19

20

21

2001 2000 2001 2000
$°000 $000 US$°000 US$'000
27 709 27 709 216 356
319 396 114 960 2160 1586
148 562 63 861 1350 801
495 667 206 530 3726 2743
540 906 296 628 4371 3734
401 055 239 732 3133 3060
20 105 27 591 158 355
1457 733 770 481 11388 9892
680 695 725 983 5318 9 321
960 641 394 390 7 506 5065
(96 902) (118 719) (758) (1 525)
19 745 19 343 154 249
928 384 651 204 7253 8 361
1034 830 901 720 8085 11579
(106 446) (250 516) (832) 3 218)
1457 733 770 481 11388 9 892

The financial statements on pages 18 to 42 were approved by the Board of Directors and authorised for issue on 20 September 2001 and are

signed on its behalf by:

| ‘7&‘\*5"“\& )
| J \

C.J.L. SCHOFIELD
DIRECTOR

PW.T. CHIPUDHLA
DIRECTOR

BULAWAYO
20 September 2001
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group statement of changes in equity

for the year ended 30 June 2001

Balance at 1 July 1999

Transfer (to)/from deferred taxation

Transfer (to)/from deferred capital gains tax

Revaluation - plantations

Net adjustment on sale of land and buildings

Income for the year after taxation attributable to shareholders
Minority interests in current year’s loss

Extraordinary item - cyclone Eline costs

Dividends

Balance at 30 June 2000

Balance at 1 July 2000

Transfer (to)/from deferred taxation

Transfer (to)/from deferred capital gains tax

Revaluation - fixed assets and plantations

Net adjustment on sale of land and buildings

Income for the year after taxation attributable to shareholders
Minority interests in current year’s profit

Balance at 30 June 2001

Balance at 1 July 1999

Transfer (to)/from deferred taxation

Transfer (to)/from deferred capital gains tax

Revaluations - plantations

Net adjustment on sale of land and buildings

Income for the year after taxation attributable to shareholders
Minority interests in current year’s loss

Extraordinary item - cyclone Eline costs

Dividends

Exchange rate translation differences

Balance at 30 June 2000

Balance at 1 July 2000

Transfer (to)/from deferred taxation

Transfer (to)/from deferred capital gains tax

Revaluation fixed assets and plantations

Net adjustment on sale of land and buildings

Income for the year after taxation attributable to shareholders
Minority interests in current year’s profit

Exchange rate translation/restatement differences

Balance at 30 June 2001
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Share Capital Revenue

capital reserves reserves Total
$°000 $°000 $°000 $°000
27 709 54 918 92 566 175193
(34 458) (34 458)

1153 1153

93 353 93 353

(6) 6 -
(37 473) (37 473)

22 858 22 858
(6 892) (6 892)
(7 204) (7 204)

27 709 114 960 63 861 206 530
27 709 114 960 63 861 206 530
(64 973) (64 973)

1625 12 915 14 540

280 336 280 336
(12 552) (12 552)

149 086 149 086
(77 300) (77 300)

27 709 319 396 148 562 495 667

Share Capital Revenue

capital reserves reserves Total
US$’000 US$’000 US$’000 US$’000
356 705 1428 2489
(442) (442)

15 15

1199 1199

(780) (780)

353 353

(107) (107)

(93) (93)

109 109

356 1 586 801 2743
356 1586 801 2743
(508) (508)

13 101 114

2190 2190

(98) (98)

1384 1384

(777) (777)

(140) (1 023) (159) (1322)
216 2160 1 350 3726




group cash flow statement

for the year ended 30 June 2001

CASH FLOWS FROM OPERATING ACTIVITIES
Income before interest

Non-cash items and separate disclosures

OPERATING INCOME BEFORE WORKING CAPITAL CHANGES
(Increase)/decrease in working capital

Cash generated from operating activities

Net interest paid

Net cash generated after servicing finance costs
Taxation paid

Net cash generated from/(utilised in) operating activities
Dividends paid

Net cash retained/(utilised)

Investing activities

Investment in subsidiary companies

Purchase of fixed assets

Plantation expenditure

(Increase)/decrease in capital work-in-progress
Plantation redemption costs

Proceeds on disposal of fixed assets

Net increase/(decrease) in investments and loans
Proceeds on disposal of investments

Extraordinary item cyclone-damanged timber and related costs
Net cash utilised in investing activities

Non-recurring expenditure

Fraud

Rationalisation expenses

Financing
Interest bearing liabilities

Increase/(decrease) in cash and cash equivalents

Movement in cash and cash equivalents

Notes

25.1

25.2

25.3

254

255

25.6
25.7

25.8

25.9

2001 2000 2001 2000
$°000 $'000 US$°000 US$'000
437 538 108 996 4206 1551
59 351 37 804 464 496
496 889 146 800 4670 2047
(11 809) (10 354) 1503 (133)
485 080 136 446 6173 1914
(253 814) (174 352) (2 550) (2 690)
231 266 (37 906) 3623 (776)
(24 721) (27 755) (345) (355)
206 545 (65 661) 3278 (1131)
5 (7 204) : (93)
206 545 (72 865) 3278 (1 224)
(20 409) (220 416) (174) (2 830)
(69 897) (35 382) (546) (454)
(85 361) (356) (667) @)
(8 506) 5579 (67) 72
- (12 122) - (156)
97 363 3978 761 51
(402) 13515 3) 173
- 72 650 - 980
- (19 835) - (306)
(87 212) (192 389) (696) (2 473)
- (10 110) 5 156)
- (12 403) 5 (191)
57 737 276 143 (1047) 3 894
177 070 (11 624) 1535 (150)
177 070 (11 624) 1535 (150)
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for the year ended 30 June 2001

SEGMENT INFORMATION
Year ended 30 June 2001

Forestry Manufacturing Trading Services Unallocated Group  Forestry Manufacturing Trading Services Unallocated Group

$°000 $°000 $°000 $°000 $°000 $°000 US$’000 US$’000 US$’000 Us$’000 US$’000 US$’000

Revenue
Turnover 726 934 1445481 567 220 2749 2742 384 7 304 14523 5699 27 - 27 553
Results
Operating profit before
goodwill amortisation 133 166 252123 29574 (4 848) 410 015 1296 2454 288 (47) 3991
Goodwill amortisation 27 523 27 523 215 215
Net interest payable (32 899) (5810) (215 105) (253 814) (331) (58) (2161) (2 550)
Taxation (34638) (34 638) (272) (272)
Minority interests (77 300) (77 300) (777) (777)
Income attributable to
ordinary shareholders 133166 219224 23764 (219953) (84415) 71786 1296 2123 230 (2 208) (834) 607
Balance sheet
Assets 1323823 694 997 150 757 419 888 (96 902) 2492563 10 342 5430 1178 3 280 (757) 19 473
Liabilities 111 594 271 168 79 248 592 924 941962 1996 896 880 2138 625 4676 7 428 15747
Other Information
Capital expenditure 18 405 37619 4 392 9481 - 69 897 144 294 34 74 - 546
Depreciation 19 642 21616 3 840 12 828 - 57 926 154 169 30 100 - 453
Employees 2393 2177 362 62 - 4994 2393 2177 362 62 - 4994
Year ended 30 June 2000

Forestry Manufacturing Trading  Services Unallocated Group Forestry Manufacturing Trading  Services Unallocated Group

$°000 $'000 $'000 $°000 $°000 $'000 US$'000 US$’000 US$'000 US$’000 US$’000 US$’000

Revenue
Turnover 203 367 759 946 391 051 2365 - 1356729 3138 11726 6 034 36 - 20 934
Results
Operating profit before
goodwill amortisation 35 628 89 961 24 820 (54 604) 95 805 514 1297 358 (787) 1382
Goodwill amortisation 13 191 13191 169 169
Net interest payable (22 901) (6721) (144 730) (174 352) (353) (104) (2 233) (2 690)
Taxation 27 883 27 883 359 359
Minority interests 22 858 22 858 353 353
Extraordinary items (6 892) (6 892) (107) (107)
Income attributable to
ordinary shareholders 28 736 67 060 18099 (199 334) 63 932 (21 507) 407 944 254 (3020) 881 (534)
Balance sheet
Assets 798 936 696 333 105 469 190 182 (118719) 1672201 10 259 8 941 1354 2442 (1 525) 2147
Liabilities 47 976 138 869 41480 700 985 536361 1465671 613 1774 530 8 957 6 854 18728
Other information
Capital expenditure 4976 19 092 3628 8042 - 35738 64 245 47 103 - 459
Depreciation 9193 18 509 3 456 6002 - 37 160 118 238 44 77 - 477
Employees 2525 2612 362 65 - 5564 2525 2612 362 65 - 5564

The Group is organised into four main business segments:

Forestry : growing and milling of hardwood and softwood timber.

Manufacturing : manufacture and supply of product to the agricultural, mining, engineering and building sectors;

and clothing/textile industries.
Trading : supplying product and services to the retail trade.
Services : Property holdings and corporate office activities.

All business segments operate in Zimbabwe.
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for the year ended 30 June 2001

2001 2000 2001 2000
$°000 $°000 US$’000 US$'000
2. TURNOVER
Turnover comprises net sales to customers, group companies
and divisions. Consolidated turnover excludes sales to group
companies and divisions. 2742 384 1356 729 27 553 20934
3. NET INTEREST
Long and medium term liabilities 6 199 7276 62 112
- paid 6 199 7278 62 112
- received - 2) - -
Short term liabilities 247 615 167 076 2488 2578
- paid 266 013 190 285 2673 2936
- received (18 398) (23 209) (185) (358)
253 814 174 352 2550 2690
4. INCOME BEFORE TAXATION
Income before taxation is stated after
- charging:
Auditors’ remuneration 11917 8510 120 131
- current 9 905 6577 100 101
- prior year under provision 2012 1933 20 30
Directors’ emoluments 21 969 16 813 221 259
- as directors 350 280 4 4
- for management 21619 16 533 217 255
Exchange loss - 445 - 7
Plantation redemption 54 227 12122 424 156
Provisions: 57 582 59 518 310 822
- depreciation 57 926 37 160 453 477
- provision for stock obsolescence charge/(reversal) 51 12 3) -
- provision for doubtful debts (reversal)/charge (395) 22 346 (140) 345
Staff costs (note 5) 592 141 324 056 5949 5000
- crediting:
Dividends received - 9 464 - 146
Exchange profit 81813 4734 822 73
Profit on sale of fixed assets 25 279 2460 198 32
5. STAFF COSTS
Salaries and wages 543 577 291 132 5 461 4492
Pension costs 38 884 27 811 391 429
Medical aid contributions 9 680 5113 97 79
592 141 324 056 5949 5000
Group manning levels at 30 June 2001 Nos. Nos. Nos. Nos.
Permanent 3724 4264 3724 4264
Contract 1270 1300 1270 1300
4994 5564 4994 5564
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for the year ended 30 June 2001

6. TAXATION
Normal

- current
- prior year

Deferred

- current
- prior year

Capital Gains
- current

- prior year
- deferred

The Group’s effective rate of taxation is below the current rate of
30.90% (2000 - 36.05%) and is reconciled as follows:

Taxation at normal rate
Permanent timing differences

Taxation allowances and timing differences

Taxation on interest at rates below normal rate (1.42)

Unproductive interest
Prior year

Capital Gains taxation
Taxation losses

7. EXTRAORDINARY ITEM
Cyclone-damaged timber/related costs
Taxation thereon

Less: minority interests

8. DIVIDENDS

2001 2000 2001 2000
$°000 $°000 US$’000 US$'000

2246 22 081 18 283

2248 21528 18 276

2) 553 - 7
30 671 (49 238) 240 (632)
33036 (49 238) 258 (632)

(2 365) - (18) R
1721 (726) 14 (10)

1 600 192 13 2

121 - 1 -
- (918) - (12)
34 638 (27 883) 272 (359)

% $°000 % $°000 % US$000 %  US$000
30.90 56 771 (36.05) (28 316) 30.90 444 (36.05) (364)
(3.76) (6907) (10.85) (8 525) (3.76) (54) (10.85) (109)
13.91 25 551 (99.62) (78 248) 13.91 200 (99.62) (1 005)
(2 600) (7.04) (5 530) (1.42) (20) (7.04) (71)

9.25 16 986 37.42 29 396 9.25 133 37.42 377
- 2) 0.70 553 - - 0.70 7
0.94 1721 (0.93) (726) 0.94 13 (0.93) 9)
(30.97) (56 882) 80.86 63513 (30.97) (444) 80.86 815
18.85 34 638 (35.51) (27 883) 18.85 272 (35.51) (359)
- (19 835) - (306)

= 7150 - 110

- (12 685) - (196)

- 5793 - 89

- (6 892) - (107)

- - 93

- Final i.r.o. financial year ended 30 June 1999
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9.

10.

11.

HEADLINE EARNINGS PER SHARE

Headline earnings per share is based on the Group’s
headline earnings divided by the number of shares or,
where applicable the weighted average number of
shares, in issue during the year. 55 419 042 shares were
in issue for both years.

Reconciliation between earnings and headline

earnings:
2001 2000 2001 2000
Net Per Net Per Net Per Net Per
income share income share income share income share
$°000 cents $°000 cents US$’000 cents US$'000 cents
Earnings as reported (Basic) 71786 129.5 (21 507) (38.8) 607 1.1 (534) (1.0
Adjustments:
Profit on sale of fixed assets (25 279) (2 460) (198) (32)
Operating exceptional items (48 453) 4173 (487) 64
- Profit on sale of investments - (18 340) - (283)
- Fraud - 10110 - 156
- Rationalisation expenses - 12 403 - 191
- Cyclone Eline insurance
proceeds (48 453) - (487) -
Goodwill amortisation (27 523) (13191) (215) (169)
Extraordinary item - gross - 19 835 - 306
Total tax effect on exceptionals and
extraordinary item 14 972 (6 958) 117 (110)
Total minority interest on
exceptionals and extraordinary item 23 626 (16 075) 237 (158)
Headline Earnings 9129 16.5 (36 183) (65.3) 61 0.1 (633) (1.1)
2001 2000 2001 2000
$°000 $°000 US$000 US$000
INCOME AFTER TAXATION
The income after taxation in the accounts
of the Holding Company amounts to (1231) 5483 (12) 84
SHARE CAPITAL Number of
Shares
Ordinary shares of 50 cents each
- authorised 300 000 000 150 000 150 000 1926 1926
- unissued 244 580 958 122 291 122 291 1570 1570
Issue and fully paid 55 419 042 27 709 27 709 356 356
Restatement of opening balance (140) -
55 419 042 27 709 27 709 216 356

On 14 January 2000 the company increased its
authorised share capital from 65 million to 300
million ordinary shares of 50 cents each.

The unissued shares are under the control of the
Directors who may issue them on such terms and
conditions as they see fit, subject to the limitation of the
Companies Act (Chapter 24:03). The period of this
authority is unlimited.

27



notes to the group financial statements

for the year ended 30 June 2001

12.

13.

28

2001 2000 2001 2000
$°000 $°000 US$000 US$000
CAPITAL RESERVE
At 30 June 2000 114 960 54918 1477 705
Restatement of opening balance (579)
Surplus arising on revaluation of:
- land and buildings 6 142 - 48 -
- plantations 274194 93 353 2142 1199
Transfer to Deferred Taxation (64 973) (34 458) (508) (442)
Transfer from Deferred Capital Gains 1625 1153 13 15
Adjustment on sale of land and buildings - net of minority interests (12 552) (6) (98) -
At 30 June 2001 319 396 114 960 2495 1477
Non-distributable reserve arising on currency translation
At 30 June 2000 - - 109 -
Current year’'s movement - - (444) 109
At 30 June 2001 - - (335) 109
319 396 114 960 2160 1586
Analysis
Surpluses on revaluation
- land, buildings and plantations 278 791 88 926 2178 1143
- plant and machinery 40 605 26 034 317 334
Non-distributable reserve arising on currency translation - - (335) 109
319 396 114 960 2160 1586
Restatement
of opening
2000 Acquisition 2001 2000 balances Acquisition 2001
$°000 $°000 US$'000 US$°000
MINORITY INTERESTS
Share of capital and revenue
reserves at acquisition 274 792 (22689) 252103 3528 (1381) 177) 1970
Post acquisition:
- Share of movements in capital reserves 50 483 3376 53 859 648 (254) 26 420
- Share of retained profit (22 858) (6409) (29 267) (353) 174 (64) (243)
- Share of extraordinary item (5793) (890) (6 183) (89) 31 (4) (62)
- Share of transfer ex capital reserves 4 (3) 1 - - - -
Current year:
- Share of movements in capital reserves 193 093 1509
- Share of current year’s net profit 77 300 777
296 628 (26 115) 540 906 3734 (1 430) (219) 4 371
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14.

15.

DEFERRED TAXATION

Timing Differences

At 30 June 2000

Restatement of opening balance
Acquisition of subsidiaries

Sale of subsidiary adjustment
Transfer ex Capital Reserve
Current year change

At 30 June 2001

Capital Gains

At 30 June 2000

Restatement of opening balance
Acquisition of subsidiaries
Transfer ex Capital Reserve
Current year change

At 30 June 2001

LONG AND MEDIUM TERM LIABILITIES
Interest Bearing

At 30 June 2000

Restatement of opening balance
Movement

At 30 June 2001

Analysis
Rate of Repayable Note
interest

Loans secured:

(¢)

39.75% 2000/05
40.0% 2000/20
Hire Purchase Agreements
Lease Hire Agreements
AAC Management Motor Vehicle Loan

24% 1999/13 (a)
22% 1999/02 ()
32.35%  2000/05 (b)
59.5% 2000/05 (b)
(c)
(@

)

Deduct:
Transfer to short term liabilities (Note 21)

Notes:

a) Secured by mortgage bonds over land and buildings having a book value

of $8 948 057 (2000 - $8 948 057)

b) Secured by mortgage bonds over land and buildings having a book value

of $7 400 000 (2000 - $7 400 000)

c) Secured by mortgage bonds over land and buildings having a book value

Of $7 800 000 (2000 - $7 800 000)

Interest Free

Total taxation payable

Deduct:

Taxation due within one year (Note 21)

2001 2000 2001 2000
$°000 $'000 US$’000 US$'000
230 083 28 993 2936 372
(1138)
- 194 763 - 2501
(340) - (3) -
132 907 62715 1038 805
30 671 (56 388) 240 (742)
393 321 230 083 3073 2936
9 649 4898 124 63
(49)
- 7 095 - 91
(1915) (1 426) (15) (18)
- 918) - (12)
7734 9649 60 124
401 055 239732 3133 3060
22 209 16 827 286 217
(112)
(3 557) 5 382 (28) 69
18 652 22 209 146 286
10324 3846 81 49
4 680 2503 37 32
- 6 636 - 85
- 2000 - 26
1160 - 15
1129 1184 9 15
- 1190 5 15
24 595 . 8
5 250 7875 41 102
21 407 26 989 168 347
2755 4780 25 61
18 652 22 209 146 286
9541 29 955 75 385
8 088 24573 63 316
1453 5382 12 69
20 105 27 591 158 355
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16.
16.2

16.3

16.4

16.5

16.6

17.

32

FIXED ASSETS (continued)
Encumbered Assets
Details of fixed assets encumbered are included in Note 15.

Capital Commitments
Capital expenditure approved 30 June 2001
Contracted $12 212 003 US$ 95414
Not contracted $ 5538 553 US$ 43273

Revaluation of Fixed Assets
Independent professional valuations were conducted as follows:

() Land and buildings - open market value:
Original Radar Group - 30 June 1997
Border - 31 December 1997
C..H. - 31 December 1993
(i) Plant and machinery - depreciated replacement value according to age, obsolescence, use and condition:
Original Radar Group - 30 June 1996
Border - 31 December 1997
C.I.LH. - 31 December 1993

Notional Depreciation

If a life of forty years is assumed, the notional depreciation charge

for the year on buildings, calculated on a straight line basis,

would have amounted to:
June 2001 $2 045 732 US$ 15984
June 2000 $ 1 872 759 US$ 14632

The policy of not providing depreciation on buildings is contrary to
International Accounting Standards.

2001 2000 2001 2000
$°000 $'000 US$’000 US$'000
Leased Assets
Included in the net book value of motor vehicles
are leased assets in aggregate of:
Cost 353 7 265 3 93
Aggregate depreciation 139 4092 1 53
Net Book Value 214 3173 2 40
PLANTATIONS
Valuation at 30 June 2000 394 390 222 207 5 065 2 856
Restatement of opening balance (1983)
Expenditure for the period 85 361 29 812 667 383
Revaluation surplus 535 117 171 827 4181 2206
1014 868 423 846 7 930 5445
Deduct:
Plantation redemption (54 227) (12 122) (424) (156)
Extraordinary item cyclone-damaged timber (17 334) 224)
Valuation at 30 June 2001 960 641 394 390 7 506 5065
Comprising 2001 2000
Hectares Hectares
1- 6years 11189 11 827 148 994 56 248 1164 724
7 - 12 years 6 769 6 237 190 193 70722 1486 908
13 - 18 years 3282 2939 157 531 57 208 1231 735
19 - 24 years 2919 2780 186 109 70 854 1454 910
25 - 40 years 512 733 42 789 24 235 334 311
Over 30 years 1955 2530 235 025 115123 1837 1477
26 626 27 046 960 641 394 390 7 506 5065

Revaluation of plantations

Revaluations were carried out at 30 June 2001 and 30 June 2000.

This is a change from the previous practice of revaluing every three years
and has been necessitated by sustained high inflation and cognisance of
the risks attached to understating the value of commercial assets. The
effect of this change is to increase the balance sheet value of plantations
at 30 June 2001 by $535 117 000 (US$4 180 928).
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18.

19.

GOODWILL

Balance at acquisition

Restatement of opening balance
Adjustment on change in shareholding
Amortisation:

- At 30 June 2000
- Restatement of opening balance
- Current year’s credit

Balance at 30 June 2001

The negative goodwill arising on the acquisition of Border Timbers
Limited and Commercial & Industrial Holdings Limited is amortised on a
straight line basis at 20% per annum.

Acquisition by the holding company of minority shareholdings in both
subsidiaries has given rise to the current year adjustment to goodwill.
Current year amortisation reflects a full year’s credit while prior year has
been pro-rated from the effective date of acquisition of the subsidiaries.

INVESTMENTS AND LOANS
Shares at cost

- unquoted (Directors’ valuation $4 929 166)
- Balance at 30 June 2000
- Restatement of opening balance
- Purchases

- quoted (market value $184 150 583)

- Balance at 30 June 2000
- Restatement of opening balance

Loans

- Housing Scheme (note a):
Directors
Staff
Balance at 30 June 2000

Restatement of opening balance
Net movement

- Vehicle Purchase scheme (note b):
Directors
Staff

Balance at 30 June 2000
Restatement of opening balance
Net movement

- Other

Balance at 30 June 2000
Restatement of opening balance

Notes
a) Comprises loans made under a group housing scheme.
b) Comprises loans made under a group vehicle purchase scheme.

2001 2000 2001 2000

$°000 $000 US$°000 US$'000

(131 910) (131 910) (1 694) (1 694)
663

(5 706) - (45) -

40714 13 191 318 169

13191 - 169 -

(66)
27 523 13 191 215 169
(96 902) (118 719) (758) (1 525)
9198 4 448 72 57
4929 179 39 2
179 179 2 2

1

4750 - 36 -
4269 4269 33 55
4269 4269 55 55

(22)

10 547 14 895 82 192
3961 4100 31 52
3319 3624 26 47
3624 1200 a7 15

(19)

(305) 2424 ) 32
3226 7130 25 92
7130 814 92 10

(36)
(3 904) 6316 (31) 82
a1 41 - 1
41 41 1 1
(1)
19745 19343 154 249
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19.

20.

21.

34

INVESTMENTS AND LOANS (continued)
Analysis of Directors’ loans

- Housing Scheme

Balance at 30 June 2000

Restatement of opening balance
Advances

Repayments

Interest

Balance at 30 June 2001

- Vehicle Purchase Scheme
Balance at 30 June 2000
Restatement of opening balance
Repayments

Interest

Balance at 30 June 2001

CURRENT ASSETS
Inventories

- raw materials

- work-in-progress
- finished goods
- merchandise

Trade debtors
Other debtors and prepayments
Cash resources

Stocks are shown after deducting a provision for obsolescence of
Trade debtors are shown after deducting a provision for doubitful
debts of

SHORT TERM LIABILITIES
Interest Bearing

Bank overdraft

Local bank loans

Acceptance credits

Current portion of long and medium term liabilities (Note 15)

Interest Free
Trade creditors

Other creditors and accruals
Taxation (Note 15)

2001 2000 2001 2000
$°000 $'000 US$°000 US$'000
4100 3047 52 39

(20)
60 5236 - 67
(793) (4 591) (6) (59)
594 408 5 5
3961 4100 31 52
- 102 . 1
- (110) - )
o 8 - -
360 064 272 145 2813 3494
127 254 90 647 994 1164
28516 34 036 223 437
107 263 77 426 838 994
97 031 70 036 758 899
364 885 267 345 2851 3433
56 362 50 860 440 653
147 073 60 854 1149 781
928 384 651 204 7 253 8 361
852 801 7 10
26 770 27 165 209 349
574 636 604 193 4490 7758
- 90 851 - 1167
1173 - 9 -
570708 508 562 4 459 6 530
2755 4780 22 61
460 194 297 527 3595 3 821
300 253 191 120 2346 2454
151 853 81834 1186 1051
8 088 24 573 63 316
1034 830 901 720 8 085 11 579
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22. BORROWING POWERS
The company’s Articles of Association limit the borrowing powers of the
company, without prior sanction of a general meeting, to a ceiling of
$1 billion (2000 - $600 million).
The level of borrowings of the Company and its subsidiaries at 30 June
2001 did not exceed said limit.

23. PENSION FUND

23.1 The Radar Group Pension Fund
The Fund was converted to a defined contribution scheme with effect
from 1 July 2000 and as such is not subject to Actuarial valuation.
Preliminary valuation of the Fund at the time of conversion indicates that
there are no under funded liabilities in respect of past service obligations.
Employer/employee contribution rates are 10,0% and 5,0%, exclusive of
N.S.S.A. contributions, respectively.

23.2 Border Timbers Limited
The transfer of Border employees’ pension benefits to the overall Radar
Holdings Pension Fund is in progress and indications have been received
from the Anglo American Actuaries that past service obligations are fully
met in terms of the value of funds transferred. The Fund contribution rates
following transfer are in accordance with the Radar Holdings Pension
Fund rules.

23.3 Commercial & Industrial Holdings Limited Pension Fund
This fund is a defined contribution fund and is not subject to Actuarial
valuation.
Employer/employee contribution rates are 12,5% and 5,0%, inclusive of
N.S.S.A. contributions, respectively.

23.4 National Social Security Authority Scheme (NSSA)
This scheme was promulgated under the National Social Security Act
(Chapter 17:04) 1989. Group employer/employee contributions under the
scheme are limited to specific contributions as legislated from time to
time and which at 30 June 2001 were 3% of pensionable emoluments up
to a maximum of $120 per month per employee.

24.  FINANCIAL RISK MANAGEMENT
24.1 Derivative financial instruments are not used by the Group in its
management of foreign currency nor are they held for trading purposes.

24.2 The Board executive meets regularly to consider and to adopt effective
strategies to manage the following risks:

- exposure to exchange rate fluctuations;

- borrowing facilities in the form of bank overdrafts and acceptance
credits are negotiated with approved registered financial institutions
at acceptable interest rates;

- investment of surplus funds in the form of treasury bills, bank
acceptances and money at call are placed with approved registered
financial institutions and building societies at favourable rates on a
short term basis;

- creditrisk in the form of trade debtors which consist of a large, wide-
spread approved customer base. Specific provisions for doubtful
debts are regularly adjusted. Where appropriate, credit guarantee
insurance is purchased;

- insurance of group assets with the exception of Border’s plantation
forests which are not insured.

24.3 The estimated net fair values of all financial instruments approximate the
carrying amounts shown in the balance sheet.
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notes to the group financial statements

for the year ended 30 June 2001

25.
25.1

252

25.3

254

255

25.6
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CASH FLOW INFORMATION

Non cash items and separate disclosures
Depreciation

Plantation redemption costs

Profit on sale of fixed assets

Profit on sale of investments

Goodwill amortisation

Fraud costs

Rationalisation costs

Movement in working capital
Inventories

Debtors

Short term interest free liabilities

Taxation paid
Taxation movement
Current taxation provision

Dividends paid
Dividends current year

Analysis of acquisition of subsidiary undertakings
Fixed assets

Investments

Inventories

Debtors

Short term liabilities

Taxation

Deferred taxation

Long and medium term liabilities

Short term interest bearing liabilities

Net cash acquired with subsidiary undertakings
Acquisition of additional shareholding in existing subsidiaries

Interest of minority shareholders

Capital reserve on acquisition of subsidiary undertakings
Purchase of subsidiary undertakings

Investments and loans

Quoted investments

- Purchases
- Re-allocation to investment in subsidiary undertakings

Directors’ loans

2001 2000 2001 2000
$°000 $'000 US$’000 US$'000
57 926 37 160 453 477
54 227 12122 424 156
(25 279) (2 460) (198) (32)
- (18 340) - (283)
(27 523) (13 191) (215) (169)
= 10110 - 156

- 12 403 - 191

59 351 37 804 464 496
(87 919) (51 854) 681 (666)
(103 042) 37 314 795 479
179 152 4186 27 54
(11 809) (10 354) 1503 (133)
(20 414) (5 482) (310) (70)
(4 307) (22 273) (35) (285)
(24 721) (27 755) (345) (355)
- (7 204) - (93)
- (792 568) - (10177)
- (7 801) - (100)
- (121 537) - (1561)
- (273 431) - (83511)

- 185 108 - 2377

- 17 085 - 219

- 201 859 - 2592

- 9783 - 126

- 134 233 = 1724

- 20 151 - 259

(20 409) - (174) -
(20 409) (627 118) (174) (8 052)
- 274 792 - 3528

(20 409) (852 326) (174) (4 524)
- 131910 - 1694

(20 409) (220 416) (174) (2 830)
(4 750) (204 981) (37) (2632)
- 220 416 - 2830

(4 750) 15435 (37) 198
4 348 (1 920) 34 (25)
(402) 13515 3) 173




notes to the group financial statements

for the year ended 30 June 2001

25
25.7

25.8

25.9

26

27.

28.

28.1

28.2

28.3

2001 2000 2001 2000
$°000 $°000 US$’000 US$'000
CASH FLOW INFORMATION (continued)
Proceeds on sale of investments
Cost of investments sold - 54 310 - 697
Profit thereon - 18 340 - 283
Proceeds - 72 650 - 980
Financing
Interest bearing liabilities
- long & medium term (3 557) (4 401) (140) (56)
- short term 61294 280 544 (2101) 3602
Effect of exchange rate movement on opening balances 1194 348
57 737 276 143 (1 047) 3894
Liquid resources
Cash resources 86 219 20617 368 264
Bank overdrafts 90 851 (32 241) 1167 (414)
177 070 (11 624) 1535 (150)

NON-COMPLIANCE WITH IAS 29

These financial statements have not been prepared in conformity with
International Accounting Standard 29, “Financial Reporting in Hyperinflationary
Economies”, as the directors are of the view that the current method and
principles of preparing inflation adjusted financial statements are still subjective
and under discussion. In monitoring and assessing the performance of the group
and company based on the historical cost financial statements and other relevant
factors, the directors do consider the effects of the high rate of inflation in
Zimbabwe. The directors also believe that the cost of preparing inflation adjusted
financial statements would be out of proportion to the perceived benefits to the
members.

The financial effects of non-compliance with IAS 29 have, accordingly, not been
formally established. Consideration will, however, be given to full compliance with
the requirements of IAS 29 once wider acceptance of the principles involved is
established and the resultant costs can be justified in relation to the benefits to
members.

CONTINGENT LIABILITIES

Offers to Minorities

The company has a contingent liability arising from an offer to minorities to
purchase their respective shareholdings in Border the quantum being:

At 30 June 2001
Border minority shareholders $8 589 672 US$67 112

In terms of Section 194(2)(b) of the Companies Act (Chapter 24:03) the three
month compulsory acquisition period effective in terms of said Offer to Minorities
expired on 20 July 2001.

POST BALANCE SHEET EVENTS

Transfer of Division

With effect from 1 July 2001 as part of the Board’s ongoing reorganisation of the Radar Group:

a) Bulawayo Toyota, a division of C.I.H. Limited was transferred to Radar Investments (Private)
Limited at net asset values.

b) International Hardware, a division of C.I.H. Limited was transferred to Border Timbers
International (Private) Limited at net asset values.

Sale of Division
With effect from 1 July 2001 the net assets of Cotton Waste, a division of C.I.H., were sold
to a third party for a cash consideration of $12,8 million.

Land Acquisition

Significant tracts of Border Timbers’ estates have been listed for compulsory acquisition.
In that this is at odds with statements made by Government that agro-industrial
enterprises were not subject to this procedure, and that all objections to listing have been
lodged, it is considered impossible to provide a meaningful statement of affairs and
accordingly no financial effect of this has been recognised in the financial statements.
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company balance sheet

at 30 June 2001

FUNDS EMPLOYED
Share capital
Capital reserve
Retained income

EMPLOYMENT OF FUNDS
INVESTMENTS AND LOANS

INTERESTS IN SUBSIDIARY COMPANIES
CURRENT ASSETS

CURRENT LIABILITIES

NET CURRENT LIABILITIES

38

Notes

C3
C4

Cé

Cc7

C8

C9

2001 2000 2001 2000
$°000 $’000 US$’000 US$’000
27 709 27 709 216 356
36 666 36 666 504 319
50 910 52 141 512 822
115 285 116 516 1232 1497
4 459 4 459 34 58
111 194 112 632 1202 1446
61 140 - 2

429 715 4 9
(368) (575) @) 7)
115 285 116 516 1232 1497




company statement of changes in equity

for the year ended 30 June 2001

Share Capital Revenue
capital reserves reserves Total
$'000 $'000 $°'000 $°000

Balance at 1 July 1999 27 709 36 666 53 862 118 237
Income for the year after taxation attributable to shareholders 5483 5483
Dividends (7 204) (7 204)
Balance at 30 June 2000 27 709 36 666 52 141 116 516
Balance at 1 July 2000 27 709 36 666 52 141 116 516
Income for the year after taxation attributable to shareholders (1231) (1231)
Balance at 30 June 2001 27 709 36 666 50910 115 285

Share Capital Revenue

capital reserves reserves Total

US$'000 US$'000 US$'000 US$'000

Balance at 1 July 1999 356 471 831 1658
Income for the year after taxation attributable to shareholders 84 84
Dividends (93) (93)
Exchange rate translation differences (152) (152)
Balance at 30 June 2000 356 319 822 1497
Balance at 1 July 2000 356 319 822 1497
Income for the year after taxation attributable to shareholders (12) (12)
Exchange rate translation/restatement differences (140) 185 (298) (253)
Balance at 30 June 2001 216 504 512 1232
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notes to the company financial statements

for the year ended 30 June 2001

2001 2000 2001 2000
$°000 $°000 US$’000 US$'000
C1  TURNOVER
Turnover comprises dividends received - 6 697 - 103
C2 DIVIDENDS
- Final i.r.o. financial year ended 30 June 1999 - 7 204 - 93
C3 SHARE CAPITAL Number
Of shares
Ordinary shares of 50 cents each
- authorised 300 000 000 150 000 150 000 1926 1926
- unissued 244 580 958 122 291 122 291 1570 1570
Issued and fully paid 55 419 042 27 709 27 709 356 356
Restatement of opening balance (140) -
55 419 042 27 709 27 709 216 356
On 14 January 2000 the company increased its
authorised share capital from 65 million to 300 million
ordinary shares of 50 cents each.
The unissued shares are under the control of the
Directors who may issue them on such terms and
conditions as they see fit, subject to the limitation of the
Companies Act (Chapter 24:03). The period of this
authority is unlimited.
C4 CAPITAL RESERVE
At 30 June 2000 36 666 36 666 471 471
Restatement of opening balance (185)
At 30 June 2001 36 666 36 666 286 471
Non-distributable reserve arising on currency translation
At 30 June 2000 (152)
Current year’'s movement 370 (152)
At 30 June 20001 - - 218 (152)
36 666 36 666 504 319
Analysis
Capital reserves in former subsidiaries 36 666 36 666 286 471
Non-distributable reserve arising on currency translation - - 218 (152)
36 666 36 666 504 319
C5 LONG AND MEDIUM TERM LIABILITIES
Interest Free
Total taxation payable 220 220 2 3
Deduct:
Taxation due within one year (Note C9) 220 220 2 3
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notes to the company financial statements

for the year ended 30 June 2001

2001 2000 2001 2000
$°000 $°000 US$’000 US$'000
C6 INVESTMENTS AND LOANS
Shares at cost 4418 4418 34 57
- unquoted (Directors’ valuation $149 000) 149 149 1 2
- Balance at 30 June 2000 149 149 2 2
- Restatement of opening balance (1)
- quoted (market value $184 150 583) 4 269 4 269 33 55
- Balance at 30 June 2000 4 269 4269 55 55
- Restatement of opening balance (22)
Loans - other a1 41 - 1
- Balance at 30 June 2000 41 41 1 1
- Restatement of opening balance (1) -
4 459 4459 34 58
C7 INTERESTS IN SUBSIDIARY COMPANIES
(All subsidiaries wholly owned)
Shares at cost 240 825 220 416 2215 2830
Balance at 30 June 2000 220 416 220 416 2830 2830
Restatement of opening balance (789)
Movement 20 409 - 174 -
Current Accounts (129 631) (107 784) (1013) (1 384)
111 194 112632 1202 1446
Market value of quoted subsidiary undertakings 88 020 196 366 688 2521
Notes:

1 On 1 March 2000, Radar Holdings Limited acquired from Anglo
American Corporation, 54,08% and 39,32% of the issued share
capital of Border Timbers Limited and Commercial & Industrial
Holdings Limited respectively for a total cash consideration of
$220 415 832. This acquisition gave Radar an effective controlling
interest at that time of 54,32% in Border and 64,28% in C.I.H.
Results of both subsidiaries were incorporated in the consolidated
financial statements as from 1 January 2000, the effective date of
acquisition.

Following Offers to Minorities, and rationalisation of shareholding
levels in C.I.H. and Border, Radar’s effective controlling interest at
30 June 2001 is 51,24% in Border and 97,19% in C.I.H.

2 C.I.H. was de-listed from the Zimbabwe Stock Exchange on 23 May
2001 following the completion of the Offer to Minorities.

3 At 30 June 2001 no shares were under pledge to Group Bankers. At
30 June 2000 23 225 108 shares in Border and 44 723 325 shares in
C.l.H. having an aggregate market value at 30 June 2000 of $195
686 527 were pledged to the Group’s Bankers as security for
investment loan facilities of $170 000 000.
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notes to the company financial statements

for the year ended 30 June 2001

2001 2000 2001 2000
$’000 $°000 US$’000 US$’000
C8 CURRENT ASSETS
Other debtors and prepayments 61 12 -
Cash resources - 128 - 2
61 140 - 2
C9 SHORT TERM LIABILITIES
Interest Free
Other creditors and accruals 209 495 2 6
Taxation (Note C5) 220 220 2 3
429 715 4 9
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analysis of performance over past five years

* comparatives adjusted

2001 2000 1999 1998 1997
Ordinary Share Performance
Shares in issue at 30 June ('000) 55419 55419 55419 9237 9237
Weighted shares in issue at 30 June ('000) 55419 55419 55419 55419 55 419
*Basic earnings per share (cents) 130 (39) 73 32 17
*Dividends per share (cents) - 13 9 6 4
Dividend cover (times) - (3.0) 7.9 3.4 3.0
*Net asset value per share (cents) 894.4 372.7 316.1 276.6 254.2
*Market price per share at 30 June (cents) 290 300 275 127 73
Stock Market Ratios
*Equity value per share ($) 8.94 3.73 3.16 2.77 2.54
*Capital employed value per share ($) 28.83 13.90 417 3.39 3.04
*Sales per share ($) 49.48 24.48 10.47 6.88 5.23
Long term debt to equity (%) 4.86 13.36 12.63 12.49 9.58
Price to earnings (times) 2.24 (7.73) 3.75 3.97 4.27
Price to equity value (%) 32.42 80.50 86.99 45.80 28.85
Market price/sales per share (%) 5.86 12.25 26.27 18.42 14.02
Return on equity (%) 14.48 (10.42) 23.23 11.52 6.75
Sales to total assets (times) 1.10 0.81 1.36 1.31 1.21
Profitability and Asset Management
Operating margin (%) 13.2 7.4 14.4 11.5 9.1
Attributable return on shareholders' funds(%) 14.5 (10.4) 23.2 11.5 6.8
Operating income as % of net funds employed (%) 24.4 9.9 26.0 19.1 12.6
Operating income as % of total assets (%) 14.5 6.0 19.6 15.1 11.0
Attributable income as % of turnover (%) 2.6 (1.6) 7.0 4.6 3.3
Net funds employed (times) 1.8 1.3 1.8 1.7 1.4
Times stock turned 7.6 5.0 5.9 4.8 5.6
Liquidity and Leverage
Cash flow ($'000) 129 712 8 445 47 761 23 164 16 487
Interest cover (times) 1.42 0.57 3.42 2.69 2.31
Total interest bearing liabilities to shareholders' funds (%) 119.69 303.30 65.87 40.80 37.32
Shareholders' funds to total assets (%) 19.89 12.35 41.08 52.55 58.91
Fixed capital ratio (:1) 0.64 0.42 1.44 1.23 1.19
Cash flow to total interest bearing liabilities (:1) 0.22 0.01 0.41 0.37 0.31
Cash flow to current liabilities (:1) 0.13 0.01 0.24 0.22 0.23
Current ratio (:1) 0.90 0.72 0.94 1.29 1.34
Acid test ratio (:1) 0.55 0.42 0.43 0.52 0.60
Effectiveness
Number of employees 4 994 5 564 1680 1795 1441
Total value added ($'000) 1010 305 486 174 192 130 128 107 86 942
Total employment costs ($'000) 592 141 324 056 93 928 73 353 50 596
Employment costs per head ($) 118 570 58 242 55910 40 865 35112
Sales per employee ($) 549 136 243 841 345 274 212313 201 108
Attributable income per employee (3$) 14 374 (3 865) 24 220 9 841 6 602
Value added per employee (3$) 202 304 87 379 114 363 71 369 60 334
Total value added/total employment costs (times) 1.71 1.50 2.05 1.75 1.72
Total assets per employee (3$) 499 112 300 539 253 861 162 506 165 940
Shareholders' funds per employee ($) 99 253 37119 104 282 85 391 97 763
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definitions

of certain accounting terms and ratios used in this report:

Acid test ratio

Cash flow

Current ratio

Dividend cover

Fixed capital ratio

Interest cover

Net asset value/equity value per share . . . . .. ..

Net funds employed

Net funds employed turn (times)

Operating margin

Times stock turned

Total assets

Capital employed value

Free cash flow per share

Sales per share

Long term debt to equity

Price to earnings (times)

Price to equity value

Price to sales

Return on net assets

Return on equity

Sales to total assets (times)

Ratio of current assets, less stock, to current liabilities.

Income after taxation less dividends plus depreciation.

Ratio of current assets to current liabilities.

Income after taxation and extraordinary items divided by dividends.

Total long and medium term liabilities plus shareholders' funds and deferred tax
to fixed assets.

Income before interest divided by net interest paid.
Shareholders' funds divided by the number of shares in issue at the year end.

Total shareholders' funds, deferred tax, interest bearing liabilities, less positive
cash balance.

Turnover divided by net funds employed.

Income before interest as percentage of turnover.

Turnover divided by stock-on-hand at the year end.

Fixed assets, investments and current assets.

Total funds employed divided by shares in issue.

Free cash flow divided by shares in issue.

Turnover divided by shares in issue.

Ratio of long term debt to shareholders' funds.

Ratio of the market price per share to earnings per share.

Ratio of the market price per share to shareholders' funds value per share.
Ratio of the market price per share to the sales value per share in issue.
Ratio of profit after tax to employment of funds.

Ratio of profit after tax to total funds employed.

Turnover divided by gross assets.
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group value added statement

for the year ended 30 June 2001

Gross sales inclusive of sales tax paid
Deduct: Bought-in materials and services

Total value added
Distributed to:-
Employees

- net salaries, wages, benefits and other staff costs

Government and related parties

- PAYE 105 998
- Sales tax 86 081
- Normal tax for the year 2 246
- NSSA 12731
Providers of capital

- interest on loans and other facilities 253 814
- minority share of profits 77 300
- dividends to shareholders -
Re-investment in the group:

- depreciation 57 926
- deferred tax 30 671
- retained income 71786

40.4%
15.3%
Employees

. Dividends

46

2001

$'000 %
2 828 465 100,0
1656 500 58,6
1171965 41,4
473 412 40,4

207 056
9,0
7,3
0,2
1,1

331114
21,7
6,6

160 383
4,9
2,6
6,2
1171965 100,0

Retained Income

2000
$°000 %
1 390 907 100,0
892 683 64,2
498 224 35,8
262 088 52,6
118 227

57 053 11,5

34178 6.9

22 081 4.4

4915 1,0
158 698

174 352 35,0

(22 858) (4,6)

7 204 1,4
(40 789)

37 160 75
(49 238) (9.9)
(28 711) (5,8)

498 224 100,0
52.6%
20.2%
35,0%
Interest



analysis of shareholders

30 June 2001
2001 2000
% of % of % of Shares % of
Holders Total Shares Total Holders Total (000’s) Total
0 - 5000 266 57,4 1492 2,8 265 55,3 479 0,9
5001 - 50000 143 30,9 2162 3,9 155 32,4 2457 4.4
50001 - 500000 34 7,3 4 402 7,9 37 7,7 5 664 10,2
500 000 -1 000 000 8 1,7 5029 9,0 10 21 6 759 12,2
Over 1 000 000 12 2,7 42 334 76,4 12 2,5 40 060 72,3
463 100,0 55419 100,00 479 100,0 55419 100,0
CLASSIFICATION
2001 2000
% of Shares % of % of Shares % of
Holders Total (000’s) Total Holders Total (000’s) Total
Resident:
Banks & Nominee Companies 17 3,67 5067 9,14 19 4,0 4123 7,4
Insurance Companies 3 0,65 10 806 19,50 3 0,6 10 206 18,4
Investment, Trust & Property
Companies 43 9,29 8 282 14,95 51 10,6 6722 12,1
Pension Funds 3 0,65 3615 6,52 5 1,0 3927 71
Other Corporate 47 10,15 15157 27,35 52 10,9 19 964 36,0
Individuals 304 65,65 7 709 13,91 303 63,3 5875 10,7
417 90,06 50 636 91,37 433 90,4 50817 91,7
Non-Resident:
Other Corporate 3 0,65 4 074 7,35 3 0,6 4074 7,4
Individuals 43 9,29 709 1,28 43 9,0 528 0,9
463 100,0 55419 100,0 479 100,0 55419 100,0
MAJOR SHAREHOLDERS
2001 % 2000 %
Shares of Total Shares of Total
Old Mutual Investment Corporation (Private) Limited 9606 174 17,3 9606 174 17,3
LTA Trading (Private) Limited 7703 314 13,9 7703 314 13,9
Monomatapa Development Company (Private) Limited 4 978 520 9,0 4 978 520 9,0
Tradecorp (Private) Limited 4188 810 7,7 4 833 552 8,7
Alpha Omega Investments (Private) Limited 3 000 000 5,4 3 000 000 5,4
Radar Holdings Pension Fund 2714 562 4,9 2714 562 4.9
Regent Trust 2178 000 3,9 - -
Roy Turner 2099 479 3,8 - -
Est Bagneaux 1896 000 3,4 - -
Tonly Investments 1627 200 2,9 - -
Plus Nominees (Private) Limited - - 27 689 0,1
Bard Nominees (Private) Limited - - 2 255 629 41
39 992 059 72,2 35119 440 63,4
DIRECTORS' INTERESTS
At 30 June, the Directors held, directly and indirectly, the following ordinary shares in the Company :
2001 2000
Shares Shares Change
P W T Chipudhla 1200 1200 -
Z L Rusike 20 000 20 000 -
C.J.L. Schofield 15 681 834 15 681 834 -
K R R Schofield 5876 816 4 833 552 1043 264
J R Sly 209 200 189 200 20 000
B P South 1000 1000 -
21790 050 20 726 786 1 063 264

There were no changes in any of the above Directors' holdings between the year end and one month before publication of results.
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O vodafone

16 September 2002

Stephen McEwan Our ref: ASB responses
Accounting Standards Board Direct line: 01635 677737
Holborn Hall

100 Gray's Inn Road

London

WC1X 8AL

Dear Mr McEwan

FRED 24, "THE EFFECTS OF CHANGES IN FOREIGN EXCHANGE RATES. FINANCIAL
REPORTING IN HYPERINFLATIONARY ECONOMIES"

We refer to FRED 24, “The effects of changes in foreign exchange rates. Financial reporting in
hyperinflationary economies”, issued by the ASB during May 2002 and on which comments were invited by
16 September 2002.

Vodafone Group Plc is listed on Stock Exchanges in London, Frankfurt and New York, with a significant
overseas shareholder base. We presently prepare our published accounts using UK GAAP but with a
reconciliation to US GAAP for profit and loss and balance sheet items and prepare a combined Annual
Report and Accounts & Form 20-F to cover both our UK and US statutory filing obligations. We believe
there is a compelling case for international harmonisation of accounting standards and welcome the ASB’s
efforts to assist in the convergence process in the run up to 2005.

There are no specific issues that we wish to bring to your attention on FRED 24 and our responses to the
detailed questions on which you and the IASB have collectively invited comment are set out in the attached
Appendix.

Yours sincerely

R N Barr
Group Financial Controller



APPENDIX: Responses to questions raised in FRED 24

1) Do you agree with the ASB’s proposed timetable for the implementation in the UK of standards
based on arevised IAS 21 and IAS 29?
Agree.

2) Do you agree with the proposal not to include the IAS 21 provisions on the recycling of certain
exchange gains and losses?
One of the key aims of FRS3 was to reduce the focus on one key measure of performance, such as
profit or earnings, and introduced another performance statement, namely the Statement of Total
Recognised Gains and Losses (STRGL). Therefore, we agree that it is inappropriate to recycle gains
and losses reported in one such statement to another.

However, we feel strongly that the UK should achieve full convergence with IAS and therefore disagree
with the proposal to remove the recycling provisions of IAS21, unless agreement is reached in the ASB /
IASB joint project on reporting financial performance that ‘recycling’ be prohibited.

3) Do you agree with the proposal not to include any transitional arrangements in these UK
standards?
Agree.

IASB responses

4) Do you agree with the proposed definition of functional currency as “the currency of the primary
economic environment in which the entity operates” and the guidance proposed in paras 7-12 on
how to determine what is an entity’s functional currency?

Yes. Of particular importance is para 10 which retains management judgement as a deciding factor. In
a large international Group with income and cash flows generated in a number of countries, it may not
always be possible to determine a dominant currency.

5) Do you agree that a reporting entity (whether a Group or stand-alone entity) should be permitted
to present its financial statements in any currency? (or currencies that it chooses)?
Yes

6) Do you agree that all entities should translate their financial statements into the presentation
currency (or currencies) using the same method as is required for translating a foreign operation
for inclusion in the reporting entity’s financial statements?

Yes. Unless presentation is provided for convenience purposes in which case a convenience exchange
rate should be used.

7) Do you agree that the allowed alternatives to capitalise certain exchange differences in para 21
of IAS 21 should be removed?
Whilst we would prefer to see such items dealt with in the profit and loss account, we feel strongly that
the UK should fully converge with IAS. We therefore disagree with the removal of para 21 of IAS21.

8) Do you agree that goodwill and fair value adjustments to assets and liabilities that arise on the
acquisition of a foreign operation should be treated as assets and liabilities of the foreign
operation and translated at the closing rate?

Yes.



16 September 2002

The Technical Director Our ref: ASB responses
Accounting Standards Board Direct line: 01635 677737
Holborn Hall

100 Gray's Inn Road

London

WC1X 8AL

Dear Sir or Madam

FRED 26, "EARNINGS PER SHARE"

We refer to FRED 26, “Earnings per share”, issued by the ASB during May 2002 and on which comments
were invited by 16 September 2002.

Vodafone Group Plc is listed on Stock Exchanges in London, Frankfurt and New York, with a significant
overseas shareholder base. We presently prepare our published accounts using UK GAAP but with a
reconciliation to US GAAP for profit and loss and balance sheet items and prepare a combined Annual
Report and Accounts & Form 20-F to cover both our UK and US statutory filing obligations. We believe
there is a compelling case for international harmonisation of accounting standards and welcome the ASB’s
efforts to assist in the convergence process in the run up to 2005.

In respect of FRED 26, there are two issues which cause us concern and on which we feel the ASB should
request the IASB to review before the FRED becomes an IFRS. The two issues in questions concern the
reporting of diluted earnings, and the requirement to present an EPS measure using profit or loss from
continuing items.

Reporting diluted earnings

The wording in FRS 14 is not helpful in respect of what a company reporting a statutory loss should disclose
for diluted earnings per share as there are two paragraphs, numbers 37 and 56, within the standard that are
ambiguous and have lead to companies adopting differing interpretations as to the requirements. FRED 26
has not addressed this matter and the scope for confusion remains. Within the FRED, the two related
paragraphs are 37 and 43. In a company reporting a statutory loss, the strict interpretation of para 37 will
result in the assumption that out of the money options are exercised, since they will result in an increased
loss per share. However, this conflicts with para 43 which states that only in the money options can be
dilutive. We feel that the way FRED 26 is currently drafted will continue to lead to inconsistent reporting and
would welcome extra clarity on this issue within any future standard on earnings per share.

Reporting EPS using profit or loss from continuing items

We believe that the requirement to present an EPS measure based on profit or loss from continuing items is
flawed.



As a large multi-national Group, Vodafone undertakes treasury and taxation planning centrally. This makes
it virtually impossible to accurately allocate financing and tax charges to individual entities and hence is
unable to accurately distinguish between continuing and discontinued earnings. FRS 14 recognised this
difficulty and although its recommendation to apportion such charges on a pro-rata basis was basic at best,
FRED 26 includes no such guidance. We would prefer to present just one measure of basic EPS, being
based on the all-inclusive net profit or loss attributable to shareholders.

Notwithstanding our views expressed above, we have considered the proposals of FRED 26 and are broadly
in favour with its requirements. Our responses to the detailed questions on which you and the IASB have
collectively invited comment are set out in the attached Appendix.

Yours sincerely

R N Barr
Group Financial Controller



APPENDIX: Responses to guestions raised in FRED 26

1)

2)

3)

4)

Do you agree with the proposal to issue a new UK standard on earnings per share to replace FRS14,
as soon as the new IAS 33 is approved by the IASB?
Yes

Do you believe that the ASB should consider any transitional arrangements?
No.

Are there any aspects of the draft standard that the ASB should request the IASB to review when
finalising the revised IAS 33?

Yes. The reporting of diluted earnings, and the requirement to present an EPS measure using profit or loss
from continuing items.

Reporting diluted loss per share. Clarity is required in respect of the diluted EPS calculations, and
disclosures to be made by entities reporting a statutory loss. Similar to FRS14, the FRED states that:

“Potential ordinary shares shall be treated as dilutive when, and only when, their conversion to ordinary
shares would decrease earnings per share from continuing operations”; (para 37) and

“Options have a dilutive effect only when the average market price.....exceeds the exercise price (i.e. they
are in the money)” (para 43).

In a company reporting a statutory loss, the strict interpretation of para 37 will result in the assumption that
out of the money options are exercised, since they will result in an increased loss per share. However, this
conflicts with para 43 which states that only in the money options can be dilutive.

Reporting EPS using profit or loss from continuing items

We believe that the requirement to present an EPS measure based on profit or loss from continuing items is
flawed and would prefer any future standard to require us to present just one measure of basic EPS, being
based on the all-inclusive net profit or loss attributable to shareholders. Alternatively, guidance must be
provided as to how to allocate items of income and expense that are generated and managed centrally.

As a large multi-national Group, Vodafone undertakes treasury and taxation planning centrally. This makes
it virtually impossible to accurately allocate financing and tax charges to individual entities and hence is
unable to accurately distinguish between continuing and discontinued earnings. FRS14 recognised this
difficulty and although its recommendation to apportion such charges on a pro-rata basis was basic at best,
FRED 26 includes no such guidance.

Do you agree that contracts that may be settled either in ordinary shares or in cash, at the issuer’s
option, should be included as potential ordinary shares in the calculation of diluted earnings per
share based on arebuttable presumption that the contracts will be settled in shares?

Yes. However, there should be scope for the issuer to exclude such shares from the calculation and
disclose the reasons why. An example as to when this could be used would be if the issuer was liable to pay
deferred consideration in either shares or cash but had subsequently committed to the financial markets that
it would not undertake any further share-based payments, then it would be fair to exclude such potential
shares from the calculation of EPS.



5)

Do you agree with the following approach to the year-to-date calculation of diluted EPS?

-The number of potential ordinary shares is a year to date weighted average of the number of
potential ordinary shares included in each interim diluted earnings per share calculation, rather than
a year to date weighted average of the number of potential ordinary shares weighted for the period
they were outstanding (i.e. without regard for the diluted earnings per share information reported
during the interim periods)

Agree.

-The number of potential ordinary shares is computed using the average market price during the
interim periods reported upon, rather than using the average market price during the year-to-date
period.
Agree.

-Contingently issuable shares are weighted for the interim periods in which they were included in the
computation of diluted earnings per share, rather than being included in the computation of diluted
earnings per share (if the conditions are satisified) from the beginning of the year-to-date reporting
period (or from the date of the contingent share agreement if later).

Agree.



16 September 2002

Hans Nailor Our ref: ASB responses
Accounting Standards Board Direct line: 01635 677737
Holborn Hall

100 Gray’s Inn Road

London

WC1X 8AL

Dear Mr Nailor
FRED 27, “EVENTS AFTER THE BALANCE SHEET DATE”

We refer to FRED 27, “Events after the balance sheet date”, issued by the ASB during May 2002 and on
which comments were invited by 16 September 2002.

Vodafone Group Plc is listed on Stock Exchanges in London, Frankfurt and New York, with a significant
overseas shareholder base. We presently prepare our published accounts using UK GAAP but with a
reconciliation to US GAAP for profit and loss and balance sheet items and prepare a combined Annual
Report and Accounts & Form 20-F to cover both our UK and US statutory filing obligations. We believe there
is a compelling case for international harmonisation of accounting standards and welcome the ASB's efforts
to assist in the convergence process in the run up to 2005.

There are no specific issues that we wish to bring to your attention on FRED 27 and our responses to the
detailed questions on which you have invited comment are set out in the attached Appendix.

Yours sincerely

R N Barr
Group Financial Controller



APPENDIX: Responses to questions raised in FRED 27

1)

2)

3)

Do you agree with the proposal to issue a new UK standard on events after the balance

sheet date, once the new IAS 10 is approved by the IASB and once the law is amended to permit
its application?

Agree.

Do you believe that the ASB should consider any transitional arrangements?
No

Are there any aspects of the draft standard that the ASB should request the IASB to review when
finalising IAS 10?

The exposure draft remains silent on materiality in respect of adjusting events. Whereas non-adjusting
events should be disclosed where material, the text of paras 7 and 8 contain no reference to materiality.
Previously, SSAP 17, para 22 stated “A material post balance sheet event requires changes in the
amounts to be included in financial statements where it is an adjusting event . We believe the IASB
should clarify the applicability to material items only.



16 September 2002

Hans Nailor Our ref: ASB responses
Accounting Standards Board Direct line: 01635 677737
Holborn Hall

100 Gray’s Inn Road

London

WC1X 8AL

Dear Mr Nailor
FRED 29, “PROPERTY, PLANT AND EQUIPMENT. BORROWING COSTS”

We refer to FRED 29, “Property, plant and equipment. Borrowing costs”, issued by the ASB during May 2002
and on which comments were invited by 16 September 2002.

Vodafone Group Plc is listed on Stock Exchanges in London, Frankfurt and New York, with a significant
overseas shareholder base. We presently prepare our published accounts using UK GAAP but with a
reconciliation to US GAAP for profit and loss and balance sheet items and prepare a combined Annual Report
and Accounts & Form 20-F to cover both our UK and US statutory filing obligations. We believe there is a
compelling case for international harmonisation of accounting standards and welcome the ASB's efforts to assist
in the convergence process in the run up to 2005.

There are no specific issues that we wish to bring to your attention on FRED 29 and our responses to the
detailed questions on which you and the IASB have collectively invited comment are set out in the attached
Appendix.

Yours faithfully

R N Barr
Group Financial Controller



The ASB would welcome comments, by 16 September 2002, in particular on the following:

0)

(it)

(iii)

(iv)

v)

(vi)

(vii)

Do you agree with the proposal to issue new UK standards on property, plant and equipment and
borrowing costs when the IASB issues the revised IAS 16, unless it becomes clear that further
changes to IAS 16 are likely by 2005 as a result of the revaluation project?

If the standard is to replace FRS15, it should ensure all aspects are covered in the replacement.
Therefore, if it becomes clear that the principles surrounding revaluations are to change, then
implementation should be delayed.

The international exposure draft on property, plant and equipment proposes that residual values
used in the calculation of depreciable amount should be reviewed at each balance sheet date and
revised to reflect current estimates. FRS 15 generally requires prices at the date of acquisition or
latest valuation to be used; hence, depreciation expense on a historical cost basis is not reduced
by inflation in residual values. Do you agree or disagree with the proposed international
approach?
We agree with the requirement to subject residual values to regular review and to amend in the event of
an impairment charge, or reversal of previous impairments. However, we disagree with the notion of
adjusting residual values for the effect of inflation as we feel this would result in:

a hybrid cost / revaluation policy being followed; and

depreciation charges being affected by incidental holding gains.

IAS 16 does not address the use of renewals accounting in respect of certain infrastructure
assets. Do you believe that the absence of the guidance in FRS 15 would prevent entities from
using renewals accounting as a method of estimating depreciation? Should UK entities be
permitted to continue to use renewals accounting?

Renewals accounting does not allow a company to avoid recognising a depreciation charge as it is
purely a method by which depreciation is measured. Therefore the use of renewals accounting should
be addressed in the proposed standard, although it should not apply to UK entities only if the final issued
IFRS does not deal with renewals accounting then UK companies should not be permitted to diverge
from IAS.

What are your views on the differences between the requirements of FRS 15 and IAS 16
concerning revaluations (as described in paragraphs 10 to 17 of the Preface to the FRED)?

We disagree with two of the principles in the proposed IFRS. Firstly, we disagree with the requirement
under IAS to revalue to fair value, rather than current value i.e. its value in use for the reasons provided
in paragraph 13 (principally that value in use reflects the value most relevant to the economic decision
making).

Secondly we disagree with IAS 16 not specifying a maximum period between valuations. Although the
requirement is to maintain values to ensure they do not materially differ from fair value, this is not as
strict a requirement as per FRS1 5 and would not necessarily prevent company’s from retaining
inappropriate values in the balance sheet. It would also reduce comparability across companies as they
respectively take a different view as to what constitutes a material difference in value.

Are there any other aspects of the differences between the proposed standards and current UK
accounting requirements that you wish to comment on?
No.

Do you agree with the AS B’s proposal, as a transitional measure (see paragraph 18 above), that
the present exemption in FRS 15 in respect of insurance companies should be retained in a new
UK standard based on IAS 16 revised pending the outcome of the IASB's projects on insurance
and reporting financial performance?

Not applicable to Vodafone.

The transitional arrangements for the first-time application of FRS 15 allowed an entity that does
not adopt a policy of revaluation to retain carrying amounts



(vii)

(viii)

(x)

(xi)

(xii)

(xiii)

reflecting previous revaluations instead of restating the carrying amounts to historical cost (see
paragraph 19 above). Do you believe that a transitional arrangement should be included in a new
UK standard to allow entities that adopted FRS 15’s transitional arrangement to continue to
recognise the carrying amounts under that arrangement?

Although we agree that the rollover of the transitional arrangements is sensible, if it results in a short-
term UK / IAS GAAP difference, we would rather the transitional arrangements were not included in a
new UK standard as we feel strongly that the UK should converge fully with the requirements of |IAS.

Do you believe that ASB should consider any other transitional arrangements?
No.

Are there any other aspects of the draft standard on property, plant and equipment that the ASB
should request the IASB to review when finalising the revised IAS 167
No.

Do you agree that the capitalisation of borrowing costs should remain optional? If you had to
choose between mandatory capitalisation and prohibition of capitalisation, which would you
support and why?

Agree that capitalisation of borrowing costs remain optional, supplemented by the disclosure
requirements as specified, expanded to require disclosure of the total amount of interest capitalised at
the reporting date.

If faced with a choice between prohibition of capitalisation or mandatory capitalisation, we would prefer
the former as it is the most prudent and because determining the cost of borrowing in a complex
multinational group with a central treasury function is highly subjective.

Do you agree that paragraph 5(e) of IAS 23, which allows certain exchange differences to be
capitalised, should be deleted in the draft standard on borrowing costs?

We can see merit in both approaches however, we feel strongly that the UK should fully converge with
IAS and therefore do not agree with the proposed deletion of paragraph 5(e).

What are your views on the difference between IAS 23 and FRS 15 referred to in paragraph 24 of
the Preface to the FRED concerning borrowing costs eligible for capitalisation?

We agree with the approach required under FRS 15. However, in the interests of achieving full
convergence with the requirements of IAS, unless there is a change in IAS to align with FRS15, we
agree with the alternative approach as set out in the FRED.

Do you have any comments on |IAS 23 that you wish the ASB to bring to the IASB's attention?
No.

The IASB has asked commentators to respond to the following questions on the proposed changes to
IAS 16:

0)

(i)

(iii)

Do you agree that all exchanges of items of property, plant and equipment should be measured
at fair value, except when the fair value of neither of the assets exchanged can be determined
reliably (see paragraphs 21 and 21A of the [draft] FRS on property, plant and equipment)?
Agree.

Do you agree that all exchanges of intangible assets should be measured at fair value, except
when the fair value of neither of the assets exchanged can be determined reliably?
Agree.

Do you agree that depreciation of an item of property, plant and equipment should not cease
when it becomes temporarily idle or is retired from active use and held for disposal (see
paragraph 59 of the [draft] FRS on property, plant and equipment)?



Agree. Depreciation reflects the measure of cost to the business of holding and or using the asset. Even though
the asset is no longer in use, it's value will likely suffer as a result of other factors, such as through
obsolescence.



16 September 2002

Hans Nailor Our ref: ASB responses
Accounting Standards Board Direct line: 01635 677737
Holborn Hall

100 Gray’s Inn Road

London

WC1X SAL

Dear Mr Nailor

FRED 25, “RELATED PARTY DISCLOSURES”

We refer to FRED 25, “Related party disclosures”, issued by the ASB during May 2002 and on which comments
were invited by 16 September 2002.

Vodafone Group Plc is listed on Stock Exchanges in London, Frankfurt and New York, with a significant
overseas shareholder base. We presently prepare our published accounts using UK GAAP but with a
reconciliation to US GAAP for profit and loss and balance sheet items and prepare a combined Annual Report
and Accounts & Form 20-F to cover both our UK and US statutory filing obligations. We believe there is a
compelling case for international harmonisation of accounting standards and welcome the IASB's efforts to
assist in the convergence process in the run up to 2005.

There are no specific issues that we wish to bring to your attention on FRED 25 and our responses to the
detailed questions on which you and the IASB have collectively invited comment are set out in the attached
Appendix.

Yours sincerely

R N Barr
Group Financial Controller



APPENDIX Responses to questions raised in FRED 25

1)

2)

3)

4)

5)

6)

7

Do you agree with the proposal to issue a new standard in the UK on related party
disclosures, once the new IAS24 is approved by the IASB?
Agree.

Do you believe the ASB should consider any transitional arrangements?
No.

Do you believe that an accounting standard should require disclosure of the name of the
controlling party and, if different, that of the ultimate controlling party?

Yes. However, the requirement to provide such information should align with the IAS requirement
and not give rise to an IAS / UK difference.

If the new IAS24 does not require disclosure, do you believe that a new UK standard should
require this disclosure as set out in paragraphs 13A and 13B of the draft FRS?

No. The UK are progressing towards IAS convergence and so generally should not be
recommending differences in proposed standards as an intermediate step.

Do you believe that an accounting standard should require disclosure of the names of
transacting related parties?

Yes. Non-disclosure will only generate questions from analysts, investors and other interested
parties and potentially result in adverse comment on the financial statements as these groups arrive
at differing conclusions as to the identity of the related party and purpose of the transaction.
Furthermore, as a current requirement of FRS8, these groups are used to receiving such information.

Should the definition of related parties specifically refer to shadow directors? Should it also
refer to persons acting in concert?

Yes to both. However, these are both terms used in the Companies Act which may not be as widely
used and understood in other jurisdictions. Therefore we recommend that definitions have regards to
the substance of such relationships.

Do you believe that an accounting standard should specify that disclosure is required of
material related party transactions and give more guidance on materiality in the context of
such transactions?

Yes.

Are there any other aspects of the draft standard that the ASB should request the IASB to
review when finalising the revised |1AS24?
No.

IASB responses

1)

Do you agree that the Standard should not require disclosure of management compensation,
expense allowances and similar items paid in the ordinary course of an entity’s operations?
Agree where other more detailed requirements exist, for example listing rules or Companies Act. If
such disclosure is not required then the standard should require disclosure of management
compensation in financial statements. However, such disclosure should be an aggregate of total
compensation, rather than per individual.

(Management and compensation would need to be defined and measurement requirements for
management compensation would need to be developed if disclosure of these items were to be
required. If commentators disagree with the Board’s proposal, the Board would welcome suggestions on
how to define ‘management’ and ‘compensation’)

2)

Do you agree that the standard should not require disclosure of related party transactions
and outstanding balances in the separate financial statements of a parent or a wholly owned
subsidiary that are made available or published with consolidated financial statements for the
group to which that entity belongs?

Yes.



Dear Sir

The attached file contains the comments of the Co-operative Accounting Standards
Committee (CASC), who are responsible for the recommendations of best practice for
accounting and financial reporting standards, as a committee of the Co-operative Union
Limited. The Co-operative Union is a trade association which represents the Co-operative
Consumer Movement and also a large portion of the worker co-operatives in the UK.

(See attached file: FRED28 NP.doc)

Y ours faithfully
Phil Holmes FCCA

Secretary - Co-operative Accounting Standards Committee



Exposur e draft: I mprovementsto I nter national Accounting Standards

The key changes proposed by the International Accounting Board’s Improvements Project were
highlighted in KPMG’ s paper to the CASC on 10 July.

This paper addresses the questions included within the exposure draft.
IAS 1 - Presentation of financial statements
Question 1

We generally agree with the proposal but with some reservations. The true and fair override should
operate where compliance with International Financial Reporting Standards would not present a fair
presentation of the results. The true and fair override should not be conditioned upon the regulatory
environment of each country and therefore alternative treatments should not be permitted.

The revised wording should acknowledge the sentiment of the origina standard that the true and fair
override should only be used in the circumstances where the application of a standard will be
misleading and clearly inappropriate. The proposed revised wording may encourage more frequent use
of the override provisions.

The previous standard also contained the wording " . . inappropriate accounting treatments are not
rectified either by disclosure of the accounting policies used or by explanatory notes to the accounts.
Thiswording also discouraged inappropriate use of the true and fair override.

Question 2

Yes, We agree. The presentation of income and expenses as extraordinary items should be prohibited.
Further consideration should also be given to limiting the discretion given to presenting items as
exceptional or unusua as this can broaden the practice to present items as arising from outside the
ordinary activities of an entity.

Question 3

Yes, We agree. Refinancing or rescheduling payments after the year is a non-adjusting post balance
sheet event. All assets and liabilities should be stated as at the balance sheet date unless they are subject
to adjusting post balance sheet events.

However a disclosure in note form of any significant post balance sheet events should be made.
Question 4 (a)

Y es, We agree. See answer to question 3.

Question 4 (b)

As stated in the answer to question 3, the liability should be stated at the balance sheet date, unless an
adjusting post balance sheet event occurs.

However, IAS 10 (Events After the Balance Sheet Date) could be amended to include rectification of
breaches of 10an agreement conditions within the period of grace (whichis



before the financial statement are approved) as an adjusting post balance sheet event. Rectification of
Loan breaches as described in this scenario could be an acceptable post balance sheet event as this
event provides ‘....additional evidence to conditions existing at the balance sheet date...”. This would
avoid creating confusion about what is and is not an adjusting event under 1AS 10.

The reader’s key concern regarding loans at year end is to understand whether any events have
occurred to change the repayment terms (from along-term liability to a current liability). If breachesto
the conditions of the loan have been corrected before the financial statements have been approved, it
would be incorrect to state this loan as a current liability asit will not be repayable within 12 months of
the balance sheet date, because the conditions of the loan continue to be satisfied.

Question 5

No, We do not agree. The usefulness of such information may be questionable and limited. The
requirement to provide information on the judgements made by management in applying accounting
policies could lead to non-specific, standard and meaningless disclosures.

However, it would be useful to know where and bow key judgements and estimates have been made.
Disclosure should be encourage for significant balances which would aid the reader of the financia
statement’ s understanding.

Question 6

Yes, We agree. Key assumptions about the future and sources of measurement uncertainty would be
useful to the reader of the financial statements.

It would be particularly useful to specify what is expected in the disclosure rather than what should be
included (avoid being over prescriptive). Examples of the required disclosure would be hel pful.

[AS 2 -Inventories
Question 1

Yes. We generdlly agree, particularly as tax regimes of certain counties, for example UK do not permit
the use of LIFO for tax purposes and the elimination of options in accounting standards improves
comparability.

However, there are certain circumstances where the LIFO basis gives a better profit and loss
measurement eg. where there is requirement to match current costs with current revenues so that the
profit and loss excludes the effects of holding gains.

The impact of the LIFO convention is also understood clearly and disclosures are required to highlight
the impact of using the LWO basis compared with the FLFO basis. This allows comparability between
the LW 0 and FIFO bases.

In conclusion, whilst it is preferable to remove the LIFO option, there are benefits of retaining the
current arrangements.



Question 2

Yes, We agree. If the circumstances of the original write-down no longer exist, the write down should
be reversed. This would be consistent with the objective that stock should be stated at the lower of cost
and net realisation value.

The write-down should be shown in the profit and loss account as it is appropriate to assume at the time
of the write down, that the write down will not be reversible and therefore is a permanent loss.

IAS 8 - Accounting policies, changes in accounting estimates and errors

Question 1

Voluntary changes in accounting policies

Y es. We agree. Treatment of voluntary changes in accounting policies should be treated
retrospectively asif the accounting policy had aways been in place. Thiswould aid
comparability.

However, it should be emphasised that voluntary change in accounting policies should only be made
where the change will result in afairer presentation of the results (rather than changing accounting
policies to show more favourable results).

Correction of errors

Yes, We agree. Again adjusting the previous year’ s results for errors would aid comparability. Thisis
in preference to amending prior periods by a cumulative effect by adjusting opening retained earnings.

However, the an amendment of errors as a restatement of financial statements via opening retained
earnings does have negative connotations. If errors are to be treated retrospectively we may see more
restatements, as this will not be seen as being unusual and having the same negative implication to the
financial statements. This may be addressed by way of additional disclosure of the current year's
results recognising the full impact of the error.

There may also be instances where expenses are ‘deliberately’ missed from the profit and loss account
to show better results, and then adjusted in the following year as an error. In this case these expenses
would never to be shown in the current year’ s results.

Question 2
Y es, We agree. However, adistinction should be drawn between correction of an error and revision of

estimates. It should also be emphasised that correction of an error is necessary only when previous
financial statements have been misstated materially.

IAS 16 - Property, plant and equipment

Question 1 and2

No, We do not agree. Recognition of property, plant and equipment at fair value involves recognition
of gains and losses (in addition to impairment losses). The issues regarding gain



recognition for non-monetary transactions should be dealt with in conjunction with the Board’s new
project on Revenue Recognition and should cover bartét transactions. Until the Revenue Recognition
project is complete, the current position for exchange of assets should be maintained to avoid
potentially multiple changes to major cl ASses of assets.

Question 3

If an asset is permanently removed from active use it should be measured at the lower of cost and net
realisable value. The asset should be subject to impairment tests at the time it ceases to be employed in
the business. Depreciation is defined as “the systematic allocation of an asset over its usua life”. The
useful life is the period of use. Where an asset is temporarily idle, depreciation should cease for that
period, but the life of the asset should be revised to recognise the longer period over which the asset
should be depreciated.

IAS 17— Leases

Question 1

No, We do not agree. Splitting leases between land and buildings would be difficult. The land element
in particular would be difficult to value fairly on a separate basis. This information may not be readily
available

The risks and benefits of the land lease should be identical to the building and therefore the land and
buildings should be treated as one asset.

Question 2

Yes, We agree. Thiswould aid comparability.

IAS 21 — The effect of changesin exchangerates

Question 1

Y es, We agree with the definition of functional currency.

Question 2

Yes, We agree the reporting entity should be able to report its results in any currency that it choses.
Financia statements may need to be presented in a different currency from the parent for a number of
reasons, for example

» There may be different users (local tax authority, fmancial lenders etc)

» The parent may be small and be located in country where the currency is not used internationally

However, disclosure of the reasons that a currency has been selected should be given if the currency of
the parent has not been used.

Question 3

Yes, We agree The proposal could improve comparability and rdiability of financia statements
amongst entities.



Question 4
Y es, We agree with the proposal. Again, the elimination of options will improve comparability.
Question 5

Y es, We agree. Goodwill is generated as a result of the acquisition of a company and therefore relates
to the acquired entity. The same reason appliesto fair values.

IAS 24 - Related party disclosure

Question 1

No, We do not agree. There should be full transparency of compensation payments made to all key
management (directors and employees have received compensation payments of say more than
£50,000).

To avoid breanches of national privacy laws, compensation payments could be aggregated.
Compensation payments to directors are covered by corporate governance requirements in many
countries, but disclosure requirements are inconsistent. Until thisinconsistency is eliminated, related
party disclosure of compensation payments should remain.

Question 2

No, We do not agree. Information about related party transactions and outstanding bal ances of the
parent and the subsidiary’s own financial statementsis required to understand the financial position of
an entity and therefore this disclosure requirement should be maintained for both the profit and loss
account and the balance shest.

IAS 27 - Consolidation and separ ate financial statements

Question 1

Yes, We agree, if the all the criteria are satisfied, consolidated financial statements should not be
prepared.

Question 2

Y es, We agree. The minority interests represents the remaining interest in net assets of a subsidiary
within a group and meets the definition of equity. Therefore the minority interest should be shown as
part of equity.

Question 3

Investments in subsidiaries should be at cost in an entity’s own financia statements rather than

permitting measurement as fair value under IAS 39. The elimination of options in accounting standards
assists comparability.



If the focus of a separate company financial statementsis on the legal entity alone, measurement at cost
is more consistent with that focus, rather than mixing in valuation adjustments relating to other entities.

| AS 28 - Accounting for I nvestmentsin Associates

Question 1

Y es, We agree. For venture capital organisations, mutual funds etc IAS 28 and IAS 31 should not apply
to investments that would otherwise be associates or joint ventures, if these investments are measured
at fair value in accordance with IAS 39. The fair value measurement will provide the most relevant
information when the asset is held for investment purposes rather than for use in the business.

Where the fair value basis is being used for valuation of associates and joint ventures, all investments
should be valued on this basis rather than a mix of fair value or cost.

Question 2

We do no agree fully. Where along-term receivable, in substance forms part of an entity’s investment
in associate, it should be measured in the same way as other elements of the investment.

However, where long term receivables have specia conditions associated with repayment, therefore
making the recovery of balance likely, it would be inappropriate to write down the receivable in line
with the investment. Thisis particularly the case where collateral isin place to support the recovery of
the balance due.

IAS 33 - Earningsper share

Question 1

Y es, We agree. The proposal is consistent with the definition of dilution.

Question 2

The proposed approach would achieve convergence with US GAAP. However the following points
require some consideration.

a) Thefrequency of interim reporting may impact EPS

b) Issuable shares should only be taken into account from the time the conditions have been met

or contingent events have occurred. This requires emphasisin the standard.

CO-OPERATWE ACCOUNTING STANDARDS COMMITTEE (CASC)

13th September 2002



FRED 25 RELATED PARTY DISCLOSURES

Question ASB (i)

We agree with the proposal to issue a new standard in the UK on related party disclosures

once the new ISA24 is approved by the IASB. Thisis provided that the two standards should be
consistent such that when preparers of the accountsin the UK have to comply with international
accounting standards in 2005 there is no need for any further change in published accounts.

Question ASB (ii)
We do not believe there is any need for any transitional arrangements.

Question ASB (iii)
We agree that the disclosure of the name of a controlling party and, if different, that of the ultimate
controlling party is appropriate.

Question ASB (iv)

We do not believe that the standard should generally require disclosure of the names of transacting
parties. In the majority of circumstances, it is not the specific parties themselves which are important in
respect of the impact on the business; it is the nature of the relationship with those parties that is
important. The disclosure requirements of paragraph 14 should be adequate.

Question ASB (v)
Shadow directors and persons acting in concert can have precisely the same impact as other related
parties. For this reason they should be included in the definition of related parties.

Question ASB (vi)

The consideration of materiality in FRS8 is somewhat unusua in that it refers not only to materiality in
relation to a set of financial statements but also in relation to the other related party. There is no
reference to materiality in Fred 25.

We consider that more guidance on materiality should be included within Fred 25. My view is that the
disclosure of related party transactions should relate to those transactions that are materia to the entity.
If they are not materia to the entity they are unlikely to influence significantly any decisions made by
the users of thefinancia statements.

There are, however, other possible interpretations. If transactions are on completely normal terms they
might not have a significant impact on the financial statements in the year in which the transaction is
reported. It could, therefore, be considered that they do not require disclosure. However, similar
transactions might take place in future years but on different terms. Those different terms might impact
significantly on the profitability of the entity. Disclosure of the nature and scale of al related party
transactions would warn a user of the accounts of this potential risk.

Question ASB (vii)

The requirement to disclose all related transactions other except where an entity isawholly subsidiary
is unnecessarily onerous. The exemption in FRS8 for subsidiaries that are 90% owned appears quite
reasonable.




FRED 25 RELATED PARTY DISCLOSURES

|ASB Questions

We agree with both of the IASB questions.

CO-OPERATIVE ACCOUNTING STANDARDS COMMITTEE (CASC)
13" September 2002



FRED 27
EVENTS AFTER THE BALANCE SHEET DATE

Question ASB (1)

In principle We agree with the proposal to issue a new UK standard on events

after the balance sheet date, once the new 1AS 10 is approved and once the law the amended to
permit its application. However, anew UK standard should not be issued if its requirements
are different than the new I1AS 10 such that companies will be required to make a change on
the implementation of the UK standard and a further change in 2005 when international
accounting standards apply.

Question ASB (ii)
We do not believe that transitional arrangements are necessary.

Question ASS (i)

We concur with the draft standard. There are no aspects that the ASB should
request the ISAB to review when finalising the revised IAS 10.

CO-OPERATIVE ACCOUNTING STANDARDS COMMITTEE (CASC)

13th September 2002



FRED 29- PROPERTY, PLANT AND EQUIPMENT. BORROWING COSTS

Question ASB (i)

It is not appropriate for two new standards replacing the current FRS15 to be issued prior to 2005. This
would create unnecessary work for the preparers of accounts and unnecessary difficulty for the readers
of accounts. It therefore follows that a new standard should only be issued if it is fully in accordance
with the expected international accounting standards that will be in existence in 2005. Therefore any
UK standard on property, plant and equipment and borrowing costs should not be issued if there are
any unresolved differences between that standard and IAS 16. If itislikely that IAS 16 will be changed
by 2005, We do not believe it is worthwhile amending FRS 15 until such time. However concerns over
the current |AS should be collated for incorporation into any future revision.

Question ASB (ii)

We disagree with the proposed international approach to residual values. It appears technicaly
inconsistent to include what is, essentialy, an element of re-evaluation in the residual value when the
original cost is historic cost.

In extreme cases the use of the current estimate might lead to no depreciation charge on an asset. This
would appear to be inconsistent with the principles of the consumption of benefits arising from the
asset.

Question ASB (iii)

The fact that the ASB have asked respondents whether or not they believe that the FRED would permit
renewal s accounting indicates that the answer is not clear. This is an inadequate position regardless of
the responses received because it leaves open the possibility that some preparers of accounts will treat
renewal s accounting as acceptable under the FRED whereas others will not.

Unfortunately We have little knowledge of businesses where this might be relevant and am unable to
comment on the practice.

Question ASB (iv)

We concur with the approach set out in FRS15 with regard to the revaluation of properties to existing

use values rather than fair values. Two examplesillustrate why the IAS approach is inappropriate:

1. Therevaluation of assets to open market value can lead to unnecessary or unfortunate results. It

might, for example, require the write down of a property which, although not specialised, has
being refurbished to a standard higher than other potential users would require. This could be a
deliberate policy by the owner of a property in order to distinguish its properties (such as retail
outlets) from competitors. It would be inappropriate to require the write down of such
properties to open market value if the owner had no intention of selling.

2. Similarly, but conversely, although the open market value might be higher than the existing use
value it would be inappropriate to revalue the property upwards when there is no intention for
the property to be sold. Depreciation would be required on the higher amount and this would
effectively result in a depreciation charge based on opportunity costs.



FRED 29- PROPERTY, PLANT AND EQUIPMENT. BORROWING COSTS

The detailed requirements for valuations set out in FRS 15 are useful and help increase consistency
between different sets of accounts. Not including these guideline increases the risk of revaluations
falling into some disrepute.

Question ASB (V)

The treatment of write downs on revalued assets set out on FRS 15 is difficult to understand. In
particular it results in write downs of fixed assets appearing in different parts of the accounts even
though it may be very difficult to identify the different circumstances applicable. Indeed, it is possible
for one set of accounts to write down one asset partly in one place and partly in another. The treatment
proposed by IAS 16 is much more straight forward and much more readily understandable to users of
the accounts. We consider this treatment much preferable.

Question ASB (vi)
The recognition of revaluation gains and losses in the profit and loss account of insurance companiesis
wholly appropriate since the gain is part of the day to day operations. It should, therefore, be retained.

Question ASB (vii)

We do not consider that the transitional arrangements for the first time application of FRS15
should beincluded in anew standard because it has no technical justification. It had no
technical justification in FRS15..

Question ASB (Viii)
We do not believe that the ASB should consider any other transitional arrangements.

Question ASB (ix)
There are no other aspects Qf the draft standard that the ASB should request the IASB to review.

Question ASB (x)
Since there is no international agreement on the capitalisation of borrowing costs, We concur that it
should, at this stage, remain optional.

If the optiona requirement is not a possibility We believe that capitalisation should be mandatory. This
is because interest costs are a cost of constructing assets. If an asset is purchased by a reporting entity,
interest costs, would, effectively, be included in the purchase price. Capitaising interest costs on assets
constructed by the reporting entity would allow afairer comparison with companies who purchase such
assets.

Question ASB (xi)

Where foreign currency borrowings are used specifically to fund a project, exchange differences arising
on those borrowing should be capitalised. This is because the exchange difference is a cost that can be
directly attributed to the cost of the project in the same way as the interest cost can be directly
attributed.

Question ASB (xii)

We concur with the treatment of borrowing costs for captilisation set out in IAS23 Where a loan is
obtained specifically to fund a project it will rarely be possible to thaw down the loan at exactly the
time the expenditure isincurred on the project. Therefore the costs of




FRED 29- PROPERTY, PLANT AND EQUIPMENT. BORROWING COSTS

acquiring funds to fund the project is equal to the total interest charge on the loan raised less the
interest received on any surplus funds invested.

Question ASB (xiii)
We have no comments on I1AS23 that We wish the ASB to bring to the IASB’ s attention.

|ASB questions
We agree with all the IASB questions.

CO-OPERATIVE ACCOUNTING STANDARDS COMMITTEE (CASC) 13th

September 2002



FRED 28 — INVENTORIES. CONSTUCTION AND SERVICE CONTRACTS

General Comments
The changes in accounting for inventories proposed by FRED 28 appear relatively limited.

The changes in accounting for construction and service contracts are more significant in that
they require recognition of revenue and costs from the date work begins on contract rather than
when the results of a contract can be reasonably determined. Thiswill more closely reflect the
work performed as revenue in the period in which it is performed. The adverse consequence is
that the early periods are profitable contract will show no margin whereas the later periods will
show a very high margin. Where there are alarge number of contracts, one would expect the
margins to average out because the contracts will be at different stages. Overall, therefore, We
concur with the approach of the draft standard.

Question ASB (i)

It is not appropriate for two new standards replacing the current SSAP 9 to be issued prior to
2005. This would create unnecessary work for the preparers of accounts and unnecessary
difficulty for the readers of accounts. It therefore follows that a new standard should only be
issued if it is fully in accordance with the expected international accounting standards that will
be in existence in 2005. Therefore any UK standard on inventories, construction and service
contracts should not be issued if there are any unresolved differences between that standard
and IASs.

Question ASB (ii)
We agree with the proposal to incorporate ISA18 in the standard on construction contracts, so
that it may also apply to other contracts or services.

Question ASB(iii)
We do not believe any transitional arrangements are required.

Question ASB (iv)

We disagree with disclosure requirements set out in paragraph 34(c), 34(d) and 35(d). The
disclosure of the amount of any write down or the amount of any reversal of a write down
would not add any value to the accounts unless it was on such materiality or so unusua in
nature that the information was required to provide atrue and fair view. In such circumstances
this information would need to be disclosed anyway. If the information was not so significant
its disclosure would simply add unnecessary information to the accounts.

Question ASB (V)

Paragraph 21 refers to costs which are incurred in securing contracts. This paragraph appears
lessrigid than UITF34. UITF 34 requires that costs must be recognised as an expense up to the
point at which the contract is virtually certain to be awarded. The implication of paragraph 21
of the FRED is that costs can be recognised at an earlier date (ie. when it is probable that the
contract will obtained) and that any costs incurred in the accounting period in which the
contract is awarded (including those costs incurred before it was probable that the contract
would be obtained) may be treated as construction costs. Having only just issued the UITF 34
it is strange that the ASB appears to be changing its opinion of this matter.

Question IASB (i)
We agree with the elimination of the last in first out method for determining the cost of
inventories.

Question IASB (ii)




We agree with the requirements of paragraphs 30 and 31 that write down should reversed when the
circumstances that caused inventories to be written down below costs no longer exist and that the
reversal should be recognised in the profit and loss account.

Inventories of agricultural and forest products and minerals

We consider it inappropriate that the standard does not cover agricultural and forest products and
minerals. The standard does not make it clear whether or not agricultural products prior to harvesting
should be valued in accordance with the standard. It is aso simply inappropriate that there is no
standard for the valuation of such products and the reference in paragraph 1(c) to “well established
practices in certain entities’ is too vague. There have been many well established practices for
accounting for many items that have been criticised in the past. The lack of clarity leaves the standard
open to abuse.

CO-OPERATIVE ACCOUNTING STANDARDS COMMITTEE (CASC)

13" September 2002



Smith & Williamson response - Financial Instruments: The Effects of Changes in Foreign

Exchange Rates; Financial Reporting in Hyperinflationary Economies (FRED 24)

The following sets out our responses to the questions raised by the ASB and IASB

ASB (i)

ASB (i)

ASB (i)

Do you agree with the ASB’ s proposed timetable for the implementation in the UK
of standards based on a revised IAS 21 and |AS 29?

Whilst we fully endorse the ASB’s approach to convergence, we would refer you
to our response to FRED 23. Our concern relates entirely to the effect that
replacement of SSAP 21 has on the loss of guidance with respect to hedge
accounting and the resultant proposed standard based on FRED 23. Our view is
that this guidance should be subsumed into a standard based on FRED 30 and,
therefore, the implementation of standards based on FRED 24 should be delayed to
coincide with standards based on FRED 30.

Do you agree with the proposal not to include the IAS 21 provisions on the
recycling of certain exchange gains and losses?

We agree that the proposal on recycling of gains and losses should be excluded
from the UK standard. We are surprised that the IASB has continued to include
this proposal in therevision to IAS 21 given comments made by them on recycling
in the development of other standards.

Do you agree with the proposal not to include any transitional arrangements in
these UK standards?

We do not consider that there are any necessary transitional arrangements.

The IASB has asked commentators to respond to the following questions on the proposed changes

to IAS 21:

IASB (i)

IASB (i)

Do you agree with the proposed definition of functional currency as “ the currency
of the primary economic environment in which the entity operates” and the
guidance proposed in paragraphs 7-12 on how to determine what is an entity’s
functional currency?

We consider that this is sufficient guidance to enable reporting entities to
determine functional currency.

Do you agree that a reporting entity (whether a group or a stand-alone entity)
should be permitted to present its financial statements in any currency (or
currencies) that it chooses?

One of the principle aims of the convergence of accounting standards is to create
greater comparability between accounts on a global basis. We question, however,



IASB (jii)

IASB (iv)

IASB (V)

whether this is achieved by permitting the use of any currency and would suggest
that some restriction be placed upon the currencies in which an entity may prepare
its accounts. Restrictions based on the following criteria would appear to be more

appropriate.

» Country of incorporation, or

» Functional currency, or

» Currency of the country in which the parent or ultimate parent is incorporated
and prepares its accounts.

Do you agree that all entities should trandate their financial statements into the
presentation currency (or currencies) using the same method as is required for
translating a foreign operation for inclusion in the reporting entity's financial
statements (see paragraphs 37 and 40)?

We are in agreement with this approach.

Do you agree that the allowed alternative to capitalise certain exchange
differencesin paragraph 21 of 1AS 21 should be removed?

We agree with this as it is consistent with the general principles with respect to the
recognition of assets and liabilities.

Do you agree that

(@ goodwill and
(b) fair value adjustments to assets and liabilities

that arise on the acquisition of a foreign operation should be treated as assets and
liabilities of the foreign operation and translated at the closing rate
(see paragraph 45)?

We agree with this approach in that it produces consistency of accounting
treatment.



Smith & Williamson response - Earnings per share (FRED 26)

The following sets out our responses to the questions raised by the ASB and IASB

ASB (i) Do you agree with the proposal to issue a new UK standard on earnings per share
to replace FRS 14, as soon as the new IAS 33 is approved by the IASB?

We fully support the move towards the international harmonisation of
accounting standards and the ASB’s intention to ‘endorse’ new IFRS by
issuing revised UK standards at the same time. As the proposals represent
only minor amendments to the existing standard, we see no reason for not
replacing FRS 14 as soon as the new IAS 33 is approved.

ASB (ii) Do you believe that ASB should consider any other transitional arrangements?
No

ASB (iii) Arethere any aspects of the draft standard that the ASB should request the IASB to
review when finalising the revised 1AS 33?

No

IASB (i) Do you agree that contracts that may be settled either in ordinary shares or in
cash, at the issuer’s option, should be included as potential ordinary shares in the
calculation of diluted earnings per share based on a rebuttable presumption that
the contracts will be settled in shares?

This treatment is consistent with requirements elsewhere in existing UK standards,
most notably FRS 7 which requires contingent consideration which can be satisfied
either by shares or by cash to be accounted for on the basis that the shares will be
issued. The approach proposed is therefore appropriate both from the viewpoint of
consistency and being one which takes proper account of all potentialy dilutive
shares.

IASB (ii) Do you agree with the following approach to the year-to-date calculation of diluted
earnings per share (asillustrated in Appendix B, examples 7 and 12)?

. The number of potential ordinary sharesis a year-to-date weighted average
of the number of potential ordinary shares included in each interim diluted
earnings per share calculation, rather than a year-to-date weighted average of
the number of potential ordinary shares weighted for the period they were
outstanding (ie without regard for the diluted earnings per share information
reported during the interim periods).

. The number of potential ordinary shares is computed using the average
market price during the interim periods reported upon, rather than using the
average market price during the year-to-date period.

» Contingently issuable shares are weighted for the interim periods in which they
were included in the computation of diluted earnings per share, rather than
being included in the computation of diluted earnings per share (if the



conditions are satisfied) from the beginning of the year-to-date reporting
period (or fromthe date of the contingent share agreement, if later).

We consider that this approach results in both consistency and the most representative figure for
diluted earnings per share at the end of each interim period



Smith & Williamson response Related parties (FRED 25)

The following sets out our responses to the questions raised by the ASB and IASB

ASB (i)

ASB (i)

ASB (iii)

ASB (iv)

ASB (v)

ASB (vi)

Do you agree with the proposal to issue a new standard in the UK on related party
disclosures, once the new |AS 24 is approved by the |ASB?

We fully endorse the ASB’ s work towards convergence. For the reasons discussed
below we do have concerns about the possible dilution of existing requirements
with respect to the disclosure of related parties.

Do you believe that the ASB should consider any transitional arrangements?
We do not consider that there is any need for transitional provisions.

Do you believe that an accounting standard should require disclosure of the name
of a controlling party and, if different, that of the ultimate con trolling party? If the
new |AS 24 does not require disclosure, do you believe that a new UK standard
should require this disclosure as set out in paragraphs 13A and ] 3B of the [draft]
FRS?

The identity of the controlling party isimportant information for the users of
financial statements and should continue to be included in any accounting
standard. Were the new 1A S 24 not to require such disclosure, our view is that the
UK should continue to include this within the revised FRS.

Do you believe that an accounting standard should require disclosure of the names
of transacting related parties?

The omission of the requirement to disclose the names of transacting parties will
result in aserious dilution of existing UK standards. The international requirement
to make disclose by nature of relationship will not, in our opinion, result in
information which will be readily understandable to the readers of the accounts.
The current ‘ post- Enron’ environment is not the time to potentially weaken
disclosure in such an important area. The use of names provides far more clarity.

Should the definition of related parties specifically refer to shadow directors? Should it
also refer to persons acting in concert?

We presume that the omission of shadow directors from the IASis asaresult of this being
aterm specific to UK legislation. It could be argued that such relationships will be picked
up through the fairly wide definition of ‘key management’. The most appropriate
treatment might, therefore, be for the FRS to include specific reference to shadow
directors within the definition.

Persons acting in concert should be added to the definition of related parties.
Do you believe that an accounting standard should specify that disclosureis required of

material related party transactions and give more guidance on materiality in the context
of such transactions?



ASB (vii)

IASB (i)

IASB (ii)

The failure to include any reference to materiality could result in excessive disclosure
which can result in a loss of value of that disclosure. The standard should therefore
only require disclosure of material related party transactions.

Whilst it would be helpful to include guidance on materiality, we do not necessarily
think that this should be at the same level as within FRS 8. In particular FRS 8
requires disclosure of transactions which are material to either party. Whilst we
appreciate the reasoning behind this particular requirement, there is a risk that the
inclusion of apparently very small transactions dilutes the perceived value of the
disclosure.

Are there any other aspects of the draft standard that the ASB should request the IASB
to review when finalising the revised 1AS 24?

No.

Do you agree that the Standard should not require disclosure of management
compensation, expense allowances and similar items paid in the ordinary course of an
entity’ s operations (see paragraph 2)?

‘Management’ and 'compensation’ would need to be defined, and measurement
requirements for management compensation would need to be developed, if disclosure
of these items were to be required If commentators disagree with the Board's
proposal, the Board would welcome suggestions on how to define ‘ management’ and
‘compensation’.

For UK companies this would have little impact as there is existing disclosure
requirements both within legislation and the Listing Rules. There are, however, issues
for international comparability going forward. However, we believe that this area is
more appropriately addressed through general considerations Of Corporate
Governance disclosure.

Do you agree that the Sandard should not require disclosure of related party
transactions and outstanding balances in the separate financial statements of a parent
or a wholly-owned subsidiary that are made available or published with consolidated
financial statements for the group to which that entity belongs (see paragraph 3)?

We agree and do not think that disclosure of such transactions would add any value to
financia statements.



Smith & Williamson response - Events after the balance sheet date (FRED 27)

The following sets out our responses to the questions raised by the ASB and IASB

ASB (i)

ASB (ii)

ASB (iii)

Do you agree with the proposal to issue a new UK standard on events after the balance sheet date,
once the new IAS 10 is approved by the IASB and once the law is amended to permit its
application?

We fully support the move towards the international harmonisation of accounting standards and the
ASB’sintention to ‘endorse’ new IFRS by issuing revised UK standards at the same time.

The only significant change proposed between FRED 27 and SSAP 17 is that relating to the
treatment of dividends proposed after the end of the year. We are in agreement with the proposed
change not least because it will introduce greater consistency between the accounting treatment in
the UK and that already adopted by a number of other countries.

Do you believe that ASB should consider any other transitional arrangements?

No.

Are there any aspects of the draft standard that ASB should request 1ASB to review when finalising
the revised IAS 10?

No.



Smith & Williamson response .Property, plant and equipment; Borrowing costs (FRED

29)

The following sets out our responses to the questions raised by the ASB and IASB

ASB (i)

ASB (i)

ASB (iii)

ASB (iv)

Do you agree with the proposal to issue new UK standards on property, plant and
equipment and borrowing costs when the |ASB issues the revised £45 16, unless it
becomes clear that further changes to IAS 16 are likely by 2005 as a result of the
revaluation project?

We endorse the ASB's approach to convergence and agree in principle with the
adoption of the two IAS covered by FRED 29. We also welcome the fact that the
ASB have indicated they will not adopt them should it appear that further changes
are likely to happen. We comment below on the proposals with respect to
valuation.

The international exposure draft on property, plant and equipment proposes that
residual values used in the calculation of depreciable amount should be reviewed
at each balance sheet date and revised to reflect current estimates. FRS 15
generally requires prices at the date of acquisition or latest valuation to be used;
hence, depreciation expense on a historical cost basisis not reduced by inflation in
residual values. Do you agree or disagree with the proposed international
approach?

We do not think that it is appropriate to review residua balances based on current
estimates. Accounting principles do not generaly take account of inflation
therefore adopting this approach introduces inconsistencies into the reporting of
financia performance.

IAS 16 does not address the use of renewals accounting in respect of certain
infrastructure assets. Do you believe that the absence of the guidance in FRS 15
would prevent entities from using renewals accounting as a method of estimating
depreciation? Should UK entities be permitted to continue to use renewals
accounting?

We have no experience of the use of renewals accounting and do not therefore feel
able to comment on this point.

What are your views on the differences between the requirements of FRS 15 and
IAS 16 concerning revaluations (as described in paragraphs 10 to 17 of the
Preface to the FRED)?

Basis of valuation - Our view is that the ‘value in use model of FRS 15 is
preferable to the ‘fair value model of the IAS. The financial statements of an
entity should reflect the circumstances of that entity as they are at the balance sheet
date. To include assets at fair value is not compatible with this concept as it takes
account of possible events in the future and for many entities events that are
unlikely to ever happen in practice.

Frequency of valuations - We prefer the approach of the IAS requiring valuations
to be carried out as frequently as necessary to maintain valuations close to carrying
value. Thefive year and three year intervals required by FRS 15 are



ASB (V)

ASB (Vi)

ASB (viii)

ASB (viii)

ASB (iX)

ASB (X)

overly prescriptive and potentially unnecessarily burdensome to some reporting entities.

We do not consider that the valuer need be externa to the reporting entity, but do agree that they
should have a suitable qualification. Where the valuer is a director or shareholder this fact should be
clearly disclosed.

The absence of guidance on the method of valuation is an omission, presumably because there is no
international equivalent of the RICS guidelines. Such guidance should be included within the standard
to ensure consistency of valuation methods.

Are there any other aspects of the differences between the proposed standards and current UK
accounting requirements that you wish to comment on?

No.

Do you agree with the ASB 's proposal, as a transitional measure (see paragraph 18 above), that the
present exemption in FRS 15 in respect of insurance companies should be retained in a new UK
standard based on IAS 16 revised pending the outcome of the IASB 's projects on insurance and
reporting financial performance?

We support this proposal as we believe that the progress to convergence should be made as simple as
possible for companies and this would avoid the risk of introducing two standards in a short period of
time.

The transitional arrangements for the first-time application of FRS 15 allowed an entity that does not
adopt a policy of revaluation to retain carrying amounts reflecting previous revaluations instead of
restating the carrying amounts to historical cost (see paragraph 19 above). Do you believe that a
transitional arrangement should be included in a new UK standard to allow entities that adopted FRS
15 *stransitional arrangement to continue to recognise the carrying amounts under that arrangement?
We consider that this would be an appropriate approach.

Do you believe that ASB should consider any other transitional arrangements?

We cannot identify any other transitional provisions that we consider would be appropriate.

Are there any other aspects of the draft standard on property, plant and equipment that the ASB should
request the |ASB to review when finalising the revised IAS 167

No.

Do you agree that the capitalisation of borrowing costs should remain optional? If you had to choose
between mandatory capitalisation and prohibition of capitalisation, which would you support and why?



ASB (xi)

ASB (xii)

ASB (xiii)

IASB (i)

IASB (i)

IASB (jii)

In general we are not in favour of optional treatments in accounting standards.
However, we also accept that in the case of borrowing costs there are certain sectors
(for example property) where significant borrowing costs are directly incurred in
producing an asset and are an integral part of the cost of the asset. However, to have a
requirement that all borrowing costs should be capitalised would be overly
burdensome on entities in other sectors. An optional approach is, therefore,
appropriate in this case.

Were we to have to choose between mandatory capitalisation or prohibition we would
favour mandatory capitalisation. The reason for this being that it would result in a
fairer reflection of the true cost of an asset. In addition, the aternative of expensing all
borrowing costs directly to the profit and loss would penalise those entities who
develop their own assets rather than buying them from third parties where the *full
cost’ of the asset, will be included in the purchase price.

Do you agree that paragraph 5(e) of IAS 23, which allows certain exchange
differences to be capitalised, should be deleted in the draft standard on borrowing
COsts?

We agree with this proposal as we do not consider that these are appropriate costs to
be capitalised.

What are your views on the difference between IAS 23 and FRS 15 referred to in
paragraph 24 of the Preface to the FRED concerning borrowing costs eligible for
capitalisation?

We consider that the approach of FRS 15 is the more correct as it includes the true
cost of producing the asset. Given that interest rates on borrowings are higher than on
deposits, the approach of the IAS could result in higher amounts being capitalised
than under FRS 15.

Do you have any comments on |AS 23 that you wish the ASB to bring to the IASB's
attention?

No.

Do you agree that all exchanges of items ofproperty, plant and equipment should be
measured at fair value, except when the fair value of neither of the assets exchanged
can be determined reliably (see paragraphs 21 and 21A of the [draft] FRS on
property, plant and equipment)?

This appears to be a reasonable basis for recording such assets. Further guidance on
the determination of fair value should however be included.

Do you agree that all exchanges of intangible assets should be measured at fair value,
except when the fair value of neither of the assets exchanged can be determined
reliably?

Whilst this appears reasonable, we again consider that there should be guidance on the
determination of fair values.

Do you agree that depreciation of an item of property, plant and equipment should not
cease when it becomes temporarily idle or is retired from active use



and held for disposal (see paragraph 59 of the [draft] FRS on property, plant and equipment)?

We do not agree with this approach. The more appropriate approach would be to determine
whether there has been any impairment in the asset, charge the impairment to the profit and loss

account and cease depreciation.
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Holborn Hall,
100 Gray’s Inn Road
LONDON
WC1X 8AL
12 September 2002

Dear Sir,
FRED 26 EARNINGS PER SHARE

Thank you for the opportunity to comment on the above document. Our responses to the
questions posed are given below. Should you wish to discuss this submission please contact
Stuart Hastie.

ASB (i) Doyouagreewith the proposal toissue anew UK standard on earnings per share
to replace FRS 14, as soon as the new IAS 33 is approved by the IASB?

No. We do not see any need for anew UK standard with avery short shelf life.
The scope of an eps standard is very close to the companies that are going to be
forced by EU regulation onto the revised IAS 33 for accounting periods starting on
or after 1 January 2005. We do not believe it is worth fiddling with the
denominator of eps calculations until the profit numerator is harmonized by
adoption of IASB standards throughout the EU.

ASB (ii) Do you believethat ASB should consider any other transitional arrangements?

See above.

VAT Registration No. 796 0270 10
Registered in England Company Number 4377779
Registered Office as above



ASB (i)

Are there any aspects of the draft standard that the ASB should request the IASB
to review when finalising the revised IAS 337?

Apparently, it needs to be made clearer to accountants, like the UK technical
department at Deloitte & Touche, that out of the money options for loss making
companies are anti-dilutive.

It would be helpful to complicate the options diluted eps example 6 as too many
defective calculations have been seen in practice under FRS 14 and IAS 33. The
example should illustrate that where a profitable entity has some optionsthat arein
the money and others with a higher exercise price that are out of the money, only
the former are dilutive and using aweighted average of all optionsin existence
would produce the wrong answer.

The IASB has asked commentators to respond to the following question on the proposed changes

to IAS 33:

IASB (i)

IASB (ii)

Do you agree that contracts that may be settled either in ordinary shares or in cash,
at the issuer’ s option, should be included as potential ordinary sharesin the
calculation of diluted earnings per share based on a rebuttable presumption that the
contracts will be settled in shares?

Yes.

Do you agree with the following approach to the year-to-date cal culation of diluted
earnings per share (asillustrated in Appendix B, examples 7 and 12)?

No. We do not attach much importance to trends within a year of quarterly diluted
eps figures. We consider comparisons with earlier years of year to date diluted eps
are more useful.

* The number of potential ordinary shares is a year-to-date weighted average of
the number of potentia ordinary shares included in each interim diluted
earnings per share calculation, rather than a year-to-date weighted average of
the number of potential ordinary shares weighted for the period they were
outstanding (ie without regard for the diluted earnings per share information
reported during the interim periods).

IASB should change tack and amend example 7 accordingly. The fact that the full
year profits meant issuing 900,000 extra shares for no additional consideration is
an important dilution that should be reported directly to the shareholders and ought
not be affected by the distribution of those profits over the four quarters. It is far
more important to reflect the latest knowledge than trying (and failing) to make
diluted eps figures additive for ridiculously short periods like quarters.



* The number of potential ordinary shares is computed using the average market
price during the interim periods reported upon, rather than using the average
market price during the year-to-date period.

We would prefer average prices of the year to date and feel there would be even

more merit in using period end share prices instead of averages.

» Contingently issuable shares are weighted for the interim periods in which they
were included in the computation of diluted earnings per share, rather than
being included in the computation of diluted earnings per share (if the
conditions are satisfied) from the beginning of the year-to-date reporting
period (or from the date of the contingent share agreement, if |ater).

For similar reasons we again prefer from the beginning of the year to date
reporting period.

Yours faithfully,

Disclosure Solutions Limited



DISCLOSURE SOLUTIONSLIMITED

44 Crouch Hall Road, London, N8 8HJ
Telephone 020 8374 2175

Hans Nailor,
ACCOUNTING STANDARDS BOARD,
Holborn Hall,
100 Gray’s Inn Road
LONDON
WCI1X 8AL
13 September 2002

Dear Hans,
FRED 29 PROPERTY, PLANT & EQUIPMENT: BORROWING COSTS
Thank you for the opportunity to comment on the above document. Our responses to the

questions posed are given below. Should you wish to discuss this submission please contact
Stuart Hastie.

ASB (i) Do you agree with the proposal to issue new UK standards on property, plant and

equipment and borrowing costs when the B issues the revised 16, unlessit
becomes clear that further changesto 16 are likely by 2005 as aresult of the
revaluation project?

No. Whilst, as a package, the two proposed standards are an improvement on FRS
15 (particularly in the area of revaluations), we do not favour issuing any new UK

standards. Thereis no urgency, requiring this topic to take precedence over our
preferred convergence route, which is a big bang change in 2005 to pure

international standards (for listeds and their subsidiaries) and for others a big bang

year or two later. On the contrary, as the biggest change in numbersislikely to
come from the revaluation rules and the outcome or timing of the B revaluation

project is uncertain, await and see approach is preferable, particularly for unlisted
companies. The vast maority of companies are unlisted and we would not wish to

see them moving from FRS 15 to 16 in 2003-5 and changing yet again in say
2006 or 7, if B islate rewriting its revaluation rules.

ASB (ii) Theinternational exposure draft on property, plant and equipment proposes that

residual values used in the calculation of depreciable amount should be reviewed

at each balance sheet date and revised to reflect current estimates. FRS 15
generally requires prices at the date of acquisition or latest valuation to be used;

hence, depreciation expense on a historical cost basisis not reduced by inflation in

residual values. Do you agree or disagree with the proposed international

approach?
VAT Registration No. 796 0270 10
Registered in England company Number 4377779
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ASB (i)

ASB (iv)

We prefer the approach of FRS 15 because with rising prices the international
approach typically underestimates the operating charge for the value of the asset
consumed by use, in the periods prior to revaluation or disposal. An unrealised gain
on revaluation of residual values should not be used to boost current income
(particularly as there are probably larger unrealised gains that are not recognised in
the accounts, relating to the remainder of the useful life to the entity of such assets).

16 does not address the use of renewals accounting in respect of certain infrastructure
assets. Do you believe that the absence of the guidance in FRS 15 would prevent
entities from using renewal s accounting as a method of estimating depreciation?

No, there was no need for FRS 15 to write a detailed cook book, which is a mistake
/IFRS should not repest.

Should UK entities be permitted to continue to use renewals accounting? Y es, because
it is an estimation technique available under .

What are your views on the differences between the requirements of FRS 15 and 16
concerning revaluations (as described in paragraphs 10 to 17 of the Preface to the
FRED)?

1. Fair valueis preferable to the valuation rules in FRS 15. Suppose an asset:

a) can be kept to generate 1600 NPV from use or

b) can be sold for aternative use for 1500, buying a replacement for existing use
value of 1000 so there is 500 cash generated on that deal and the 1600 NPV from
use of the replacement asset.

Unless management declare the asset is surplus, a FRS 15 balance sheet would show a
value of 1000 (existing use replacement cost < higher of NPV and net realisable
value). Granted, if they obey the letter of the FRS there will also be an off balance
sheet footnote of 1500. FRS 15 gives management plenty options including the
discretion to book a holding gain of 500 in any year they like to either declare the
asset surplus or decide to sell it, or indeed not to book the gain at all.

It is better stewardship accounting to include in the balance sheet the uplift to
alternative use value of 1500, reducing the return on capital employed in subsequent
years to something more realistic. The increase in value should be booked when it
arose and neither deferred at management’ s whim under FRS 15 nor concealed from
shareholders, hiding poor management decisions on failing to sell or switch use.



ASB (V)

ASB (Vi)

ASB (vii)

2. There was no need for FRS 15 to write a detailed cook book on valuations, which is
amistake /IFRS does not repeat. The requirement to keep valuations up to dateis
sufficient, without needing to specify full valuations every 5 years, interimsin year 3
etc. or provide a guide on index selection for plant and machinery.

3. Acquisition and selling costs are rarely material enough to warrant guidance in an
accounting standard, it can be left to the valuation professionals.

4.1AS 16 ispreferable to FRS 15 as it has simpler rules for losses on reval uation.
Under IAS 16 anegative revaluation reserve on an individual asset cannot arise
(which unlike FRS 15 accords with what many believe to be existing EU law). IAS 16
ismore practical, asit does not try to split artificially adrop in value between falling
prices and impairment, afeat that despite FRS 15, isin practice rarely feasible.

Are there any other aspects of the differences between the proposed standards and
current UK accounting requirements that you wish to comment on?

Disclosure of the name and qualifications of valuers would be a useful additional
protection for users. They should be put on warning about amateur valuations and
named professionals are less likely to be associated with misleading valuations.

Do you agree with the ASB’ s proposal, as atransitional measure (see paragraph 18
above), that the present exemption in FRS 15 in respect of insurance companies
should be retained in anew UK standard based on IAS 16 revised pending the
outcome of the B's projects on insurance and reporting financial performance?

Yes

The transitiona arrangements for the first-time application of FRS 15 allowed an
entity that does not adept a policy of revaluation to retain carrying amounts reflecting
previous revaluations instead of restating the carrying amounts to historical cost (see
paragraph 19 above). Do you believe that atransitional arrangement should be
included in anew UK standard to allow entities that adopted FRS 15’ s transitional
arrangement to continue to recognise the carrying amounts under that arrangement?

Yes

ASB (viii) Do you believe that ASB should consider any other transitional arrangements?

See (i) above.



ASB (ix)

ASB (x)

ASB (xi)

Are there any other aspects of the draft standard on property, plant and equipment that
the ASB should request the B to review when finalising the revised IAS 16?

1

Disclosur e Para 66 should be tightened up or deleted. We dislike the mere
encouragement to disclose items in standards. Disclosures should either be required
where material or they should not be referred to. Regarding the four optional
disclosures in para 66, the most important one to make mandatory isto reveal fair
values that are materially different from book values. It seemslikely that the UK
government will abolish the directors' report and its weak, unaudited market value
of land and buildings disclosure rule. Even if the government retainsiit, it will
continue to be ineffective, astoo many directors (who are not impartial) view even
substantial differences as not significant enough to report.

Push down accounting We would like an explicit exception from the requirement to
keep valuations up-to-date, if asubsidiary’s only revaluation is to incorporate in its
own books fair values for its assets at the date it gets a new parent. They should not
be faced with the current choice of getting onto an annual revaluation treadmill or
suffering the cost of consolidation adjustmentsto their pure historical cost entity
accounts.

Do you agree that the capitalisation of borrowing costs should remain optional ?

Y es, at the moment, as there are more pressing items for international harmonisation.

If you had to choose between mandatory capitalisation and prohibition of capitalisation
which would you support and why?

Prohibition for two reasons.

1

Gearing should not determine the carrying value of assets and it is likely to be many
years before there will be a consensus to permit notional equity funding
capitalisation for those that use historical cost accounting.

If the world moves to an up-to-date revaluation regime there seems little point in
complicating accounts with capitalisation, if future balance sheet amounts and
depreciation charges will be the same, as arevaluation occurs within a year of
completion.

Do you agree that paragraph 5(e) of IAS 23, which alows certain exchange differences
to be capitalised, should be deleted in the draft standard on borrowing costs?

We do not support such trivial differences between UK and B accounting. Y ou should
try and persuade B to change its standard, but if you do not succeed, you should fall into
linewith IAS 23.



ASB (xii) What are your views on the difference between IAS 23 and FRS 15 referred to in

paragraph 24 of the Preface to the FRED concerning borrowing costs eligible for
capitalisation?

We prefer the gross accounting for investment income that FRS 15 reaches, but it is
not a significant matter. Y ou should try and persuade B to change its standard, but if
you do not succeed you should fall into line with IAS 23.

ASB (xiii) Do you have any comments on IAS 23 that you wish the ASB to bring to the B’s

attention?

If, as seems likely, B, like ASB continues to sit on the fence and allow a choice of
capitalising or not, IAS 23 should contain sufficient disclosure to enable users to
compare companies that adopt different policies. We therefore suggest an additional
footnote disclosure for those entities that adopt capitalisation whose assets have not
been revalued. They should state what the net book value would have been if they had
expensed finance costs.

The IASB has asked commentators to respond to the following questions on the proposed changes to

IAS 16:

B (i)

B (ii)

B (iii)

Do you agree that all exchanges of items of property, plant and equzpment should be
measured at fair value, except when the fair value of neither of the assets exchanged
can be determined reliably (see paragraphs 21 and 21A of the [draft] FRS on property,
plant and equipment)?

Yes.

Do you agreethat al exchanges of intangible assets should be measured at fair value,
except when the fair value of neither of the assets exchanged can be determined
reliably?

Yes.

Do you agree that depreciation of an item of property, plant and equipment should not
cease when it becomes temporarily idle or isretired from active use and held for

disposal (see paragraph 59 of the [draft] FRS on property, plant and equipment)?

Yes.

Y ours faithfully,

Disclosure Solutions Limited
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ASB (i)

ASB (i)

ASB (iii)

ASB (iv)

ASB (V)

ASB (vi)

Related Party Disclosur es

Do you agree with the proposal to issue a new standard in the UK on related party
disclosures, oncethe new I1AS 24 isapproved by the IASB?
Y es we agree with the proposal.

Do you believe that the ASB should consider any transitional arrangements?
No.

Do you bdlieve that an accounting standard should require disclosur e of the name of
acontrolling party and, if different, that of the ultimate controlling party? If the new
IAS 24 does not require disclosure, do you believethat a new UK standard should
requirethisdisclosure as set out in paragraphs 13A and 13B of the [draft]

FRS?

We believe that the standard should require disclosure of the name of the controlling party
and, if different, the name of the ultimate controlling party.

While we support the disclosure of controlling party information, absent any change to the
proposed IAS 24, the new UK standard should not require this disclosure.

Do you bdlieve that an accounting standar d should require disclosur e of the names of
transacting related parties?

We believe that the disclosure of the names of transacting related partiesis not necessary
for transactions entered into in the normal course of the business.

Guidance from current listing rules disclosure requirements may be appropriatein
determining what level, if any, of related party transactions require the listing of names.

Should the definition of related parties specifically refer to shadow directors? Should
it also refer to personsacting in concert?

No, we believe that the definition of related partiesin the proposed IFRS covers shadow
directors and persons acting in concert.

Do you believe that an accounting standard should specify that disclosureisrequired
of material related party transactions and give more guidance on materiality in the
context of such transactions?

Materiality is avery difficult matter for the preparer of accounts to come to termswithin
the absence of guidance. Y et guidance, if too specific in this standard may not achieve the
aim of actually helping preparers of accounts.

Therefore we believe that guidance on materiality would be helpful but would caution
against it being too specific.



ASB (vii) Are there any! other aspects of the draft standard that the ASB should request the

IASB (i)

IASB (i)

IASB toreview when finalising therevised | AS 24?

Yes . paragraph 3 on page 16 requires clarification. We are unclear as to what is meant by
“separate financial statements of a parent or a wholly owned subsidiary that are made
available or published with consolidated financial statements’. In Ireland, the only time
financial statements of non-public companies are made available is when they are filed in
the Companies Office which is often well after the date when the consolidated financial
statements are published. In addition, filing of financial statements in the Companies Office
is not required if the parent (or ultimate parent) guarantees the liabilities of the subsidiary
and the parent’s (or ultimate parent’s) consolidated financial statements are filed in place of
the subsidiary’ s financial statements. This route is taken by many groups. The requirements
of paragraph 3 would seem to change the existing practice set out in FRS 8 by requiring the
disclosure of related party transactions in the accounts of many subsidiary company
financial statements. We believe that the current exemptions set out in FRS 8 are reasonable
and should be retained.

Do you agree that the Standard should not require disclosure of management
compensation, expense allowances and similar items paid in the ordinary course of an
entity’s operations (see paragraph 2)? ‘Management’ and ‘compensation’ would need
to be defined, and measur ement requirements for management compensation would
need to be developed, if disclosur e of these itemswere to berequired. If commentators
disagree with the Board's proposal, the Board would welcome suggestions on how to
define ‘management’ and ‘compensation’.

Yes

Do you agree that the Standard should not require disclosure of related party
transactions and outstanding balancesin the separate financial statements of a parent
or a wholly-owned subsidiary that are made available or published with consolidated
financial statementsfor the group to which that entity belongs (see paragraph 3)?

Yes. See answer to ASB (vii) above.
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ASB (i)

ASS (i)

ASB (iii)

Events after the balance sheet date

Do you agreewith the proposal to issuea new UK standard on events after the
balance sheet date, oncethe new |AS 10 isapproved by the |ASS and oncethelaw is
amended to permit its application?

We agree with the proposal to issue anew UK standards on events after the balance sheet
date once IAS 10 is approved by the IASB and once the law is amended to permit its
application.

Do you believe that ASB should consider any other transitional arrangements?
No.

Arethere any aspects of the draft standard that ASB should request IASB toreview
when finalising therevised |AS 10?

We believe that the IASB should review the proposal not to recognise proposed dividends
and dividends declared after the balance sheet date in the financia statements. We believe
that if dividends are habitually proposed by the directors and accepted by the
shareholders, a congtructive liability to pay such dividends exists at the balance sheet date
and that such aliability should be reflected in the financia statements.

We believe that paragraph 13 et seq on going concern should be left in place. Asthe ASB
does not disagree with the paragraph on going concern, we believe that the omission of
the paragraph on the grounds that it is contained elsewhere in ASB standards serves no
purpose and introduces an unnecessary difference between the proposed IAS and the
proposed IFRS.



The Effects of Changesin Foreign Exchange Rates
Financial Reporting in Hyperinflationary Economies

Do you agree with the ASB’s proposed timetable for the implementation in the UK
of standardsbased on arevised IAS 21 and |AS 29?

Do you agree with the proposal not to include the |AS 21 provisions on the recycling

Do you agree with the proposal not to include any transitional arrangementsin these

Do you agree with the proposed definition of functional currency as“the currency of
the primary economic environment in which the entity operates’ and the guidance
proposed in paragraphs 7-12 on how to determine what is an entity’s functional

Do you agreethat areporting entity (whether a group or a stand-alone entity) should
be permitted to present its financial satementsin any currency (or currencies) that

Do you agree that all entities should trandate their financial statements into the
presentation currency (or currencies) using the same method as is required for
trandating a foreign operation for inclusion in the reporting entity’s financial

FRED 24

ASB (i)
Yes

ASB (ii)
of certain exchange gains and losses?
Y es we agree with this proposal.

ASB (iii)
UK standards?
Yes

IASB (i)
currency?
Yes

IASB (ii)
it chooses?
Yes

IASB (iii)
statements (see par agraphs 37 and 40)?
Yes

IASB (iv)

Do you agree that the allowed alternative to capitalise certain exchange differences
in paragraph 21 of | AS 21 should be removed?

Yes




IASB (V)

@

(b)

Do you agreethat

(@ goodwill and
(b) fair value adjustmentsto assets and liabilities

that arise on the acquisition of a foreign operation should be treated as assets and
liabilities of the foreign operation and transated at the closng rate
(see paragraph 45)?

In relation to goodwill on acquisitions we believe that goodwill should not be
retranglated annually. Our view is that goodwill should be trandated at the time
of the transaction into the functional currency of the operation and remain at that
fixed amount from then on. As it is subject to annual impairment review, its
carrying value can be adjusted when appropriate.

We support the treatment of fair value adjustments as foreign currency items.
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Mr Hans Nailor

Accounting StandardsBoard
Holborn Hall

100 Gray’sInn Road
London

WC1X 8AL

04 September 2002

Dear Mr Nailor,
Attached please find our responses to FRED 25 “Related Party Disclosures’.

Dear Mr. Naylor

We are writing in response to the invitation to comment on FRED25 “Related party disclosures’. We
have long advocated the harmonisation of Irish/UK accounting standards with their international
equivaent and therefore in general welcome the proposalsin this exposure draft. As well as our
responses to the specific questions asked we would a so make the following comments:

e Inour experience FRS8 has proved a problematic standard to fully understand in practise. While the
new FRED is adequate, we fedl an appendix should be included with examples of various scenarios.
Thiswill prove helpful for afuller understanding of the variousissuesinvolved. The Institute is
quite happy to provide such examples of frequently asked questions and solutions received by our
technical department from our membership.

* Wenote that throughout the FRED it speaks of UK only and would request for future FREDs
issued, that they refer to both the UK and Ireland.

* Theextension of the definition of key managers as definite related parties may cause difficulty in
practise. Under FRS8 key managers were presumed to be related but this could be rebutted. In our
opinion it may be necessary to give more guidance who constitutes a key manager.
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Chiet Executive: Eamonn Siggins web www, cpairelanc i Jrense
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* In practise, the inclusion of a*“domestic partner” within the definition of arelated partner may be
difficult to define in practise and more guidance should be given in this area.

Yours sincerely,

u (582

Mark Butler CPA

Secretary
Financial Reporting Sub-Committee




ASB (i)

ASB (ii)

ASB (iii)

ASB (iv)

ASB (V)

cpa

Do you agree with the proposal to issue a new standard in the UK and Ireland on
related party disclosures, once the new | AS 24 is approved by the |ASB?

We are fully supportive of the proposal to issue a new standard in Ireland on related
party disclosuresin the interests of international convergence and harmonisation.

Do you believe that the ASB should consider any transitional arrangements?

The committee sees no reason for an extended implementation period or for any
special transitional arrangements.

Do you believe that an accounting standard should require disclosure of the name
of a controlling party and, if different, that of the ultimate controlling party? Of
the new | AS 24 does not require disclosures, so you believe that a new UK standard
should require this disclosure as set our in paragraphs 13a and 13b of the [draft]
FRS?

In general we do not consider that there should be issues of divergence between LAS
and Irish/UK standards. However, we do fed that the disclosure of the controlling
party is valuable to readers of the Financial Statements for their understanding of the
status of the entity.

Do you believe that an accounting standard should require disclosure of the names
of transacting related parties?

We fedl that the disclosure of the names of transacting related partiesis not necessary
and in general fedl that the scope of the definition of related partiesis increased under
the standard. This extra disclosure burden is somewhat lessened by the fact that

under the standard the name of the transacting party will not have to be disclosed.
We also fed that the issue does not warrant a divergence between LAS and Irish/UK
standards and in general feel that the exact wording should be used asisin the LAS.
Otherwise different interpretations will be attached to the different wording used.

1. Should the definition of related parties specifically refer to shadow directors? 2.
Should it also refer to persons acting in concert?

No - we feel that there is no need for the definition to specifically refer to shadow
directors asthisis aready caught by the definition of directors and key managersin
paragraph 9 of the FRED.



ASB (vi)

ASB (vii)

|ASB (i)

|ASB (ii)

cha

Do you believe that an accounting standard should specify that disclosure is
required of material related party transactions and give more guidance on
materiality in the context of such transaction?

No - the concept of materiality isimplicit in al financial statement presentation and
audit. The concept of materiality in the concept of the related party themselves which
currently exists in FRS8 was one which we never fully concurred with. Materiality
should only be relevant to the entity itself

Are there any other aspects of the draft standard that the ASB should request the
| ASB to review when finailsing the revised |AS 24?

Yes, as outlined in our letter an appendix to the FRED giving practical examples
would be useful.

Do you agree that the Standard should not require disclosure of management
compensation, expense allowances and similar items paid in the ordinary course of
an entity’ s operations (see paragraph 2)?

Management’ and ‘compensation’ would need to be defined, and measurement
requirements for management compensation would need to be developed, if
disclosure of these items were to be required. If commentators disagree with the
Boards proposal, the Board would welcome suggestions on how to define
‘management’ and ‘ compensation’.

Yes, the current disclosures as required in the Companies Acts suffice and the
disclosure of management compensation, expense allowances and similar items are
not needed.

Do you agree that the Standard should not require disclosure of related party
transactions and outstanding balances in the separate financial statements of a
parent or a wholly-owned subsidiary that are made available or published with
consolidated financial statements for the group to which that entity belongs (see
paragraph 3)?
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Y es - we are in agreement with the current position. However, we note that the exposure draft
speaks of awholly owned subsidiary published “with” consolidated financial statements for the
group. However, under thisjurisdiction asubsidiary’s financia statements will not be published
“with” consolidated financia statements and therefore the exemption will effectively not be
available for the subsidiary. This is something that will require clarification and perhaps amendment
in the final exposure draft.




Mr Hans Nailor

Accounting Standards Board
Holborn Hall

100 Gray’sInn Road

L ondon

WC1X 8AL

11 September 2002

Dear Mr Nailor,

We are writing in response to the invitation to comment on FRED 29 “ Property, plant and
equipment/Borrowing costs’. We have long advocated the harmonisation of Irish/UK accounting
standards with their international equivalent and therefore in general welcome the proposals in this
exposure draft.

Yours sincerely,

Michael Kavanagh B.Comm CPA

Chairman
Financial Reporting Sub-Committee
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The ASB would welcome commentsin particular on the following: -

ASB (i)

ASB (i)

ASB (iii)

ASB (iv)

Do you agree with the proposal to issue a new UK and | rish standards on property,
plant and equipment and borrowing costs when the L4SB issues the revised |AS
16, unless it becomes clear that further changes to 1AS 16 are likely by 2005 as a
result of the revaluations project?

We are fully supportive of the proposa to issue a new standard in Ireland on this
issue, in the interests of international convergence and harmonisation.

As explained in paragraph 7 above, the international exposure draft on property,
plant and equipment proposes that residual values used in the calculations of
depreciable amount should be reviewed at each balance sheet date and revised to
reflect current estimates. FRS 15 generally required prices at the date of
acquisition or latest expense on historical cost basis is not reduced to inflation in
residual values. Do you agree or disagree with the proposed international
approach?

We have no objection to the international proposal that residual values should be
reviewed at each balance sheet date and revised to reflect current estimates. We feel
that the issue does not warrant a divergence between IAS and Irish/UK standards.

IAS 16 does not address the use of renewals accounting in respect of certain
infrastructure assets. Do you believe that the absence of the guidance on FRI 15
would prevent entities from using renewals accounting as a method of estimating
depreciation? Should UK entities be permitted to continue to use renewals
accounting?

We believe that due to the exclusion of renewals accounting from 1AS 16, it could
prevent entities from using the method as its exclusion may imply that it is not
allowed. We fedl that the current guidance on renewal accounting in FRS 15 should
remain and a potential solution to this would be to provide such guidance as an
appendix to the IAS.

What are your views on the differences between the requirements of FRS 15 and
| AS 16 concerning revaluations as described in paragraphs 10 to 17 above?

Our view is that using current value is conceptually more correct as the use of fair
values anticipates a use for an asset which is speculative and may not be relevant to
the entity, which will continuein it’s current operational existence for the foreseeable
future.



ASB (V)

ASB (vi)

ASB (vii)

ASB (viii)

ASB (ix)

Are there any other aspects of the differences between the proposed stan4ards and
current UK accounting requirements that you wish to comment on?

No - there is nothing further that has not already been commented on under other
guestions.

Do you agree with the ASB ‘s proposal, as a transitional measure (see paragraph
18 above), that the present exemption in FRS 15 in respect of insurance companies
should be retained in a new UK standard based on L4S 16 revised pending the
outcome of the L4SB 's projects on insurance and performance reporting?

Y es — we agree with the proposal as it would not make sense for such companies to
change their accounting for fixed assets under the new IAS and then potentially
change again when the IASB’s projects on insurance and performance reporting is
compl eted.

The transitional arrangements for the first-time application of FRS 15 allowed an
entity that does not adopt a policy of revaluation to retain carry amounts reflecting
previous revaluations instead of restating the carrying amounts to historical cost
(see paragraph 19 above). Do you believe that the transitional arrangements
should be included in a new UK standard to allow entities that adopted FRS 15's
transitional arrangement to continue to recognise the carrying amounts under that
arrangement?

Yes, we agree that entities should be allowed to continue to recognise the carrying
amounts under the arrangement and we feel that it is a sensible and inevitable
outcome of such a convergence.

Do you believe that ASB should consider any other transitional arrangements?

The committee sees no reason for an extended implementation period or for any
special transitional arrangements.

Are there any other aspects of the draft standard on property, plant and equipment
that the ASB should request the L4SB to review when finalising the revised MS
10?

Yes, we fedl that Foreign Exchange Gains and L osses should not be capitalised and
the international standard should be amended to reflect this as foreign exchange
gains/losses result from treasury not capital decisions.



ASB (x)

ASB (xi)

ASB (xii)

Do you agree that the capitalization of borrowing costs should remain optional ? | f
you had to choose between mandatory capitalisation and prohibition of
capitalisation, which would you support and why?

Y es, we agree that capitalisation of borrowing costs should remain optional. The fact
that the policy is clearly explained in the financia statements, means the user can
easily identify which policy is being used.

Do you agree that paragraph 5(e) of IAS 23, which allows certain exchange
dafferencesto be capitalised, should be deleted in the draft standard on borrowing
Costs?

We feel that Foreign Exchange Gains and L osses should not be capitalised and the
international standard should be amended to reflect this. Such foreign exchange
gaing/losses result from atreasury and not a capital purchase decision.

What are you views on the difference between MS 23 and FRS 15 referred to in
paragraph 24 above concerning borrowing costs eligible for capitalisation?

We believe that the rules under FRS 15 are more appropriate as interest can only be
capitalised on assets under construction, where IAS 15 allows interest to be
capitalised which may have nothing to do with the asset. ASB (xiii) Do you have any
comments on L4S 23 that you wish the ASB to bring to the MSB 's attention?

No

37. The I ASB has asked commentators to respond to the following questions on the proposed
changesto IAS 2:

IASB (i)

IASB (i)

Do you agree that all exchanges of items of property, plant and equipment should
be measured at fair value, except when the fair value of neither of the assets
exchanged can be determined reliably (see paragraphs 21 and 21a of the [draft]
FRS on property, plant and equipment)?

Yes, wefed thisis correct.

Do you agreethat all exchanges of intangible assets should be measured at fair
value, except when thefair value of neither of the assets exchanged can be
determined reliably?



| ASB (i)

Y es, we agree that all exchanges of intangible assets should be measured at fair
value, except when the fair value of neither of the assets exchanged can be
determined reliably. Thisis broadly in line with current practice under FRS 10.

Do you agree that depreciation of an item of property, plant and

equipment should not cease when it becomes temporarily idle or isretired from
active use and held for disposal (see paragraph 59 of the [draft] FRI on property,
plant and equipment)?

Y es, we believe that depreciation should continue as the issue is one of cost
allocation over the useful live of the asset.



The Institute of Certified Public
Accountantsin Ireland

Mr Hans Nailor

Accounting StandardsBoard
Holborn Hall

100 Gray’sInn Road
London

WC1X 8AL

04 September 2002

Dear Mr Nailor,
Attached please find our responses to FRED 27 “ Events after the balance sheet date”.
Dear Mr Naylor

We are writing in response to the invitation to comment on FRED 27 “Events after the balance
sheet date”. We have long advocated the harmonisation of Irish/UK accounting standards with
their international equivalent and therefore in general welcome the proposals in this exposure
draft.

Aswell as our responses to the specific questions asked we would also make the following
comments:

We note that dividends declared after the balance sheet date will not be recognised as aliability
under the new FRS. We feel that this proposed change is consistent with FRS12 and we are in
support of same.

We are uncomfortable with the omission of paragraph 12-15 of the IAS. We feel that the
proposed FRS should at least refer to going concern and reference should be made to the relevant
paragraph of FRS18.

Yourssincerely,

Mark Butler CPA
Secretary
Financial Reporting Sub-Committee



FRED 27

16. The ASB would welcome commentsin particular on the following: -

ASB (i) Do you agree with the proposal to issue a new UK standard on events after the balance
sheet date, once the new | AS 10 is approved by the | ASB and once the law is amended to permit
its application?

We are fully supportive of the proposal to issue a new standard in Ireland on related party disclosuresin the
interests of international convergence and harmonisation.

ASB (ii) Do you believe that the ASB should consider any transitional arrangements?

The committee sees no reason for an extended implementation period or for any special transitional
arrangements.

ASB (iii) Arethere any aspects of the draft standard that the ASB should request the | ASB to review when
finalising the revised | AS 10?

No



Mr Hans Nailor

Accounting Standards Board
Holborn Hall

100 Gray'’s Inn Road
London

WC1X SAL

13 September 2002

Dear Mr Nailor

Financial Reporting Exposur e Draft 27
Events After the Balance Sheet Date

The Association of Investment Trust Companies (AITC) welcomes the opportunity to
submit its views on the above Exposure Draft.

The AITC is the trade association that represents the interests of investment trust
companies (ITCs). ITCs are public limited companies, listed on the London Stock
Exchange, whose primary business is investing in a diversified portfolio of shares and
securities of other companies. They are therefore one of the main forms of collective
investment available in the UK, for both institutional and retail investment, along with
authorised unit trusts (AUTS) and open-ended investment companies (OEICs). The
AITC currently represents the interests of around 300 members and the industry as a
whole has assets under management of approximately £60bn.

In response to paragraph 17(1) the AJTC does not agree with the proposal to issue a new UK
accounting standard on events after the balance sheet date in as much as we are most
concerned by the main proposal that where an entity declares dividends after the balance
sheet date the entity concerned should not recognise those dividends as a liability at the
balance sheet date.

The AITC believes that the current position as set out in Schedule 4, paragraph 3(7) of the
Companies Act 1985 and SSAP 17 is entirely satisfactory from the perspective of investors,
investors usually have an expectation of both capital growth and dividend payments when they
purchase shares in an entity. Therefore, when a board recommends a dividend investors have
every right to expect that this will be recognised as a liability in the accounts.

THE ASSOCIATION OF INVESTMENT TRUST COMPANIES

Durrant House, 8-13 Chiswell Street, London ECTY &YY
Telephone: 020 7282 5555 Fax: 020 7282 5556 e-mmail: infol@aitc.co.uk Website: www.aitc.co.uk



We believe the key point is that equity dividends are not an expense, but rather an
appropriation of profits. It isright that the directors' intentions as far as the profits of
the year are concerned are properly set out on the face of the Profit & Loss account
for the year in which the profits arise. It is less than helpful, and detracts from the
usefulness of the accounts, if the reader has to perform a reconciliation in order to
fully appreciate how much of the period's profits have been paid out and how much
retained. Therefore, if the dividend payment were not to be shown as aliability in the
accounts we believe that it would not reflect the underlying economic reality of the
transaction.

In addition to the general point set out above, ITCs, because of their tax and company
law position, could be affected by the proposed changes in a unique way and the
AITC would need confirmation from the DTI and the Inland Revenue that our
Members would not be adversely affected. The particular issue that we have in mind
concerns the distribution tests under ICTA 1988 section 842 [1)(e) and Companies
Act 1985 section 266 (2) (d). The tests are normally based on the ITC's accounts,
which would of course, following an implementation of the proposals, show a
different position to that as at present. We would expect to be able to reach a
satisfactory conclusion with both parties but until the issue has been fully explored
the concern remains. There may also be other issues that will come to light once
detailed discussion commences.

We intend to send a copy of this letter to both the DTI and the Inland Revenue for
their initial thoughts and comments.

We hope you find our comments of assistance and if you would like any further
clarification of our views please feel free to get in contact.

Yourssincerely

Paul Dawson
Technical Manager

cc Mr D Dean
Company Law and Investigations Directorate Department of Trade and Industry



BRITISH AMERICAN

TOBACCO
CELEBRATING A CINTURY OF IXCILLENCE
13 September 2002
The Technical Director Globe House
Accounting Standards Board 4 Temple Place
Holborn Hall London WC2R 2PG

100 Gray’'s Inn Road
London WC1X 8AL

Dear Sir
International Standards Board’s I mprovements Project

We have reviewed the exposure drafts, FRED23 to FRED29, and the consultation paper which
were issued in May this year by the ASB with regard to the above project being undertaken by the
|IASB.

We have attached as separate appendices our responses to the questions for which comments were
requested as well as other issues on each of these eight documents. In the main you will see that
we are broadly in agreement with the changes being proposed so far to incorporate international
standards into UK GAAP. However we are concerned about the approach that the Board is taking
over the timing of the introduction of these changes. We would suggest that a better strategy
would be to introduce all the necessary changes at the same time.

Whilst we believe that the Board should continue to publish the necessary exposure drafts for
comment in an orderly fashion, we would recommend that the resultant UK standards should all
state that their effective date of implementation is 1 January 2005. In addition the Board should
consider suspending its current policy of encouraging early adoption of standardsto avoid the
confusion referred to below.

Asinterested parties all seem to agree, the 2005 deadline is atight deadline. It is our opinion that,
from a practical viewpoint, requiring reporting entities to change accounting policies every year
up to 2005 is not the best option. Some of the current proposals admit that certain aspects of the
relevant international standards may change before 2005, leading to further changes in the UK
standards. In addition there are changes required in UK Company Law before certain international
requirements can be adopted.

We believe that three years of change in published accounts towards what is still a moving target
will be confusing for both preparers and all users. It would be more useful and productive to
report 2002, 2003 and 2004 on a consistent basis, while companies work towards one change in
2005.

British-American Tobacco (Holdings) Uimited Begistered in England and Walss no. 2623254
Registered affice: Globe House 4 Temple Place London WC2R 2PG



Other considerations include the question of whether transitional arrangements are necessary.
Given that the IASB has recently issued an exposure draft specifically dealing with first-time
application of IFRSs, deferral of the implementation of the new UK standards will presumably
avoid the Board having to address this question. The transition can then be dealt with in 2005 on
the basis of the standard resulting from the current IASB exposure draft.

In addition to this concern over the Board' s strategy, there are a number of issues pertaining to the
individual documents published by the Board which we wish to highlight. These are set out below
with reference to the relevant exposure draft.

FRED23 If our view on the approach to the adoption of international standardsinto UK GAAP
is accepted, then we see no need for a standard on hedge accounting at thistime.
FRED3O0 has already been published for comment and the resultant standards will
cover this accounting area.

FRED24 The Board has apparently ignored UITF9' s aternative approaches, in particular the
use of a stable currency as the functional currency, in proposing the adoption of |1AS29
unchanged as well asthe revised IAS21. We believe it is misguided to assume that
there is one right and precise answer in the various and volatile environments that are
present in high inflationary economies around the world. We believe that the Board
should discuss with the TASB the possibility of revising IAS21 and |AS29 before the
2005 deadline.

FRED26 In proposing to replace FRS 14 with the revised IAS33, we note that it will no longer
be possible to show additional per share amounts on the face of the profit and loss
account; We are most concerned at what we regard to be aretrograde step for users as
well as preparers and would ask that the Board discuss with the IASB incorporating
FRS 14’ s approach of allowing such additional amountsinto the revised IAS33.

In summary, whilst we fully support the Board' s intention to pursue its programme of
convergence with IFRSs, we would ask that serious consideration be given to delaying the
implementation date of the necessary new UK standards to 1 January 2005. As we have said
above, we would not want this to delay the programme of exposing and agreeing these standards
aswe believe that preparersin the UK should be given as much time as possible to make the
necessary changes to be able to produce their financial statements in accordance with IFRSsin
2005.

We hope that you find our comments useful and thank you for giving us the opportunity to
comment on the Board’ s proposals.

Y ours faithfully

DCP ER
Head of Finance and Accounting



Earnings per share (FRED 26)

The ASB would welcome commentsin particular on the following:

ASB (i)

ASB (ii)

Do you agree with the proposal to issue a new UK standard on earnings per share
to replace FRS 14, as soon asthe new IAS 33 is approved by the IASB?

We do not agree with the proposal. We would prefer that changes to the
existing standard (FRS14) should apply from 2005, to coincide with the move
to international accounting standards required by the European Union.
Whilst we fully support the ASB’s intention to pursue its programme of
conver gence with IFRSs, we see no reason for mandatory adoption of these
changesto UK GAAP prior to 2005.

Do you believe that ASB should consider any other transitional arrangements?

If the Board agrees to defer implementation of the proposals, the question of
transitional arrangements will not be relevant. The IASB’s recently issued
proposalsfor first-time application of IFRSswill cover this, once the resultant
standard isin place.

ASB (iii) Are there any aspects of the draft standard that the ASB should request the | ASB

to review when finalising the revised IAS 33?

We are most concerned that the 1ASB's proposals do not allow for the
presentation of additional per share amounts on the face of the profit and loss
account, especially as such measures may be what management and users
focus on. We would suggest that the IASB should consider adopting FRS14's
approach of allowing such additional amounts, having regard to their relevant
prominence.

The IASB has asked commentators to respond to the following question on the proposed changes

to IAS 33:

IASB (i) Do you agree that contracts that may be settled either in ordinary shares or in cash,

at the issuer’s option, should be included as potentia ordinary shares in the
calculation of diluted earnings per share based on a rebuttable presumption that the
contracts will be settled in shares?

We agree with these proposals.



IASB (ii) Do you agree with the following approach to the year-to-date calculation of diluted
earnings per share (asillustrated in Appendix B, examples 7 and 12)?

The number of potential ordinary shares is a year-to-date weighted average of the
number of potential ordinary shares included in each interim diluted earnings per
share calculation, rather than a year-to-date weighted average of the number of
potential ordinary shares weighted for the period they were outstanding (ie without
regard for the diluted earnings per share information reported during the interim
periods).

The number of potential ordinary shares is computed using the average market
price during the interim periods reported upon, rather than using the average
market price during the year-to-date period.

Contingently issuable shares are weighted for the interim periods in which they
were included in the computation of diluted earnings per share, rather than being
included in the computation of diluted earnings per share (if the conditions are
satisfied) from the beginning of the year-to-date reporting period (or from the date
of the contingent share agreement, if later).

We do not agree with the above approach in that we would prefer to compute the
number of potential ordinary shares using the average market price during the
year-to date period.



BRITISH AMERICAN

ToBACCO
13 September 2002
The Technical Director Globe House
Accounting Standards Board 4 Temple Place
Holborn Hall London WC2R 2PG

100 Gray’'s Inn Road
London WC1X 8AL

Dear Sir
International Standards Board’s I mprovements Project

We have reviewed the exposure drafts, FRED23 to FRED29, and the consultation paper which
were issued in May this year by the ASB with regard to the above project being undertaken by the
IASB.

We have attached as separate appendices our responses to the questions for which comments were
requested as well as other issues on each of these eight documents. In the main you will see that
we are broadly in agreement with the changes being proposed so far to incorporate international
standards into UK GAAP. However we are concerned about the approach that the Board is taking
over the timing of the introduction of these changes. We would suggest that a better strategy
would be to introduce all the necessary changes at the same time.

Whilst we believe that the Board should continue to publish the necessary exposure drafts for
comment in an orderly fashion, we would recommend that the resultant UK standards should all
state that their effective date of implementation is 1 January 2005. In addition the Board should
consider suspending its current policy of encouraging early adoption of standardsto avoid the
confusion referred to below.

Asinterested parties all seem to agree, the 2005 deadline is atight deadline. It is our opinion that,
from a practical viewpoint, requiring reporting entities to change accounting policies every year
up to 2005 is not the best option. Some of the current proposals admit that certain aspects of the
relevant international standards may change before 2005, leading to further changes in the UK
standards. In addition there are changes required in UK Company Law before certain international
requirements can be adopted.

We believe that three years of change in published accounts towards what is still a moving target
will be confusing for both preparers and all users. It would be more useful and productive to
report 2002, 2003 and 2004 on a consistent basis, while companies work towards one change in
2005.



Other considerations include the question of whether transitional arrangements are necessary.
Given that the IASB has recently issued an exposure draft specifically dealing with first-time
application of IFRSs, deferral of the implementation of the new UK standards will presumably
avoid the Board having to address this question. The transition can then be dealt with in 2005 on
the basis of the standard resulting from the current IASB exposure draft.

In addition to this concern over the Board' s strategy, there are a number of issues pertaining to the
individual documents published by the Board which we wish to highlight. These are set out below
with reference to the relevant exposure draft.

FRED23 If our view on the approach to the adoption of international standardsinto UK GAAP
is accepted, then we see no need for a standard on hedge accounting at thistime.
FRED3O0 has already been published for comment and the resultant standards will
cover this accounting area.

FRED24 The Board has apparently ignored UITF9's alternative approaches, in particular the use
of a stable currency as the functional currency, in proposing the adoption of |AS29
unchanged as well asthe revised IAS21. We believe it is misguided to assume that
there is one right and precise answer in the various and volatile environments that are
present in high inflationary economies around the world. We believe that the Board
should discuss with the IASB the possibility of revising IAS2 1 and 1AS29 before the
2005 deadline.

FRED26 In proposing to replace FRS 14 with the revised |AS33 we note that it will no longer
be possible to show additional per share amounts on the face of the profit and loss
account. We are most concerned at what we regard to be a retrograde step for users as
well as preparers and would ask that the Board discuss with the IASB incorporating
FRS 14's approach of allowing such additional amounts into the revised 1A S33.

In summary, whilst we fully support the Board' s intention to pursue its programme of
convergence with IFRSs, we would ask that serious consideration be given to delaying the
implementation date of the necessary new UK standards to 1 January 2005. As we have said
above, we would not want this to delay the programme of exposing and agreeing these standards
aswe believe that preparersin the UK should be given as much time as possible to make the
necessary changes to be able to produce their financial statements in accordance with IFRSsin
2005.

We hope that you find our comments useful and thank you for giving us the opportunity to
comment on the Board' s proposals.

Yours faithfully

DCP ER
Head of Finance and Accounting



Financial I nstruments: Hedge Accounting (FRED 23)
Particular issues on which comments are invited:

Do you agree that a UK standard on hedge accounting is needed at this time to improve UK
accounting and to prevent a gap appearing in UK accounting literature on hedges of net
investmentsin foreign operations?

The “gap in UK accounting literature” presumably arises if SSAP20 is replaced by
the proposals contained in FRED24. In our response to that exposure draft you will
see that we do not agree with the implementation timetable proposed in FRED24
which is the only reason for the gap. Also while it may be necessary to improve
accounting standards in this area, for the reasons noted in our covering letter we
believe this should be part of the total change to IAS in 2005. This is preferable to
undertaking a number of changestowardswhat isa moving target.

2 The ASB has taken the view that, in order to start the process of bringing UK practice on
hedge accounting into line with the practice adopted internationally, the proposed UK
standard’s restrictions on the use of hedge accounting should be based on the main
principle that underlies the hedge accounting restrictionsin IAS 39: that hedge accounting
should be permitted only if the hedging relationship is pre-designated and meets certain
effectiveness criteria.

@ Do you agree that the UK standard should be based on the principles
underlying IAS 39 as set out in the FRED?

(b) Does the principle need to be supplemented by any other principles?

While it is logical to follow the international standard as part of convergence, we
believe this area should be addressed as part of a subsequent consideration of the
changes necessary for 1AS32 and 1AS39 once the IASB has finalised its review of
these standards.

3 The ASB has taken the view that the UK standard should contain those detailed
restrictions in IAS 39 that appear to it to be necessary to implement the aforementioned
principle, but should not at this stage include any other restrictions on the use of hedge
accounting.

(@ Do you agree that the FRED’ s proposed restrictions on the use of hedge accounting
(see paragraphs 4, 6 and 8 of the FRED) are al necessary to implement the
aforementioned principle?

(b) Do you believe that the FRED should not contain any other restrictions on the use
of hedge accounting? If not, what should those other restrictions be?

Asin Q2 above.



Do you agree with the material in the FRED on measuring hedge effectiveness (see
paragraphs 9-15 of the FRED)? If you do not, what if any changes would you make to the
material (bearing in mind that the materia is drawn largely from IAS 39 and that one
objective of the FRED isto bring about convergence of accounting practice)?

We would agree that any subsequent UK standard should include guidance on
measuring hedge effectivenessthat is consistent with that included in |AS39

The ASB has taken the view that, in the main, the proposed FRS should not prescribe how
hedge accounting should be done. Do you agree with this approach?

Again asin Q2 above.

The ASB has nevertheless decided that the FRED should propose some minimum
requirements on the hedge accounting techniques to be used. Do you agree with the
FRED’ s proposals on:

(&  the treatment of hedges of net investments in foreign operations (see paragraph
16(a) of the FRED)?

(b)  the treatment of the ineffective portion of a gain or loss on a hedge that is not a
hedge of a net investment in a foreign operation (see paragraph 16(b) of the
FRED)?

(c)  the treatment of hedging instruments that cease to qualify for hedge accounting
(see paragraphs 17 and 18 of the FRED)?

Again asin Q2 above.

The ASB is proposing that the standard should come into effect for reporting periods
ending on or after a date in early 2003, although it is also proposing certain transitional
arrangements (see paragraph 20 of the FRED). Do you agree with this approach?

As we have stated in our response to question 1 above, we do not believe that the
proposed standard is necessary at thistime. Our preferenceis

that the subject of hedge accounting should beincluded in a UK standard that brings
the requirements of 1AS39 into UK GAAP. This is the subject of FRED30 issued
subsequently to FRED23, on which we will be commenting separately in due cour se.



The Effects of Changesin Foreign Exchange Rates
Financial Reporting in Hyperinflationary Economies (FRED 24)
The ASB would welcome comments in particular on the following:

ASB (i) Do you agree with the ASB’ s proposed timetable for the implementation in the UK
of standards based on arevised IAS 21 and IAS 29?

We do not agree with the proposal. We would prefer that the changes to
replace SSAP20 and UITF9 should apply from 2005, to coincide with the
move to inter national accounting standardsrequired by the European

Union. Whilst we fully support the ASB’sintention to pursueits programme
of convergence with IFRSs, we see no reason for mandatory adoption of

these changesto UK GAAP prior to 2005.

ASB (ii)) Do you agree with the proposa not to include the IAS 21 provisions on the
recycling of certain exchange gains and |osses?

We would suggest that any decision on whether such trandation differences
should berecycled to the profit and loss account should await the result of the
current project on reporting financial performance.

ASB (iii) Do you agree with the proposal not to include any transitional arrangements in
these UK standards?

If the Board agrees to defer implementation of the proposals, the question of
transitional arrangements will not be relevant. The IASB’s recently issued
proposalsfor first-time application of IFRSswill cover this, once the resultant
standard isin place.

In addition we would make the following comments:

In proposing to introduce UK standards based on IAS21 and |AS29 the Board has not given any
explanation as to why it is considered that restatement of financial statements is now the only
appropriate method of eliminating the distortions that arise in hyperinflationary economies. In our
experience the use of a stable currency as the functiona currency is afairly common approach to
the problem. We believe that this approach is often a practical solution, particularly where
inflation indices tend to be unreliable or not readily available.

In the light of this, we were somewhat surprised that the IASB did not fedl fit to deal with thisin
IAS21 and re-examine 1AS29 as part of its improvements project. We would suggest that the
Board should raise with the IASB the possibility of incorporating UITF9' s alternative approaches
in IAS21 and IAS29. In our opinion, whilst restatement by indices is sometimes the correct
approach, in practice there needs to be pragmatic alternative solutions.

Turning to 1AS21, we note that whilst the proposed UK standard does not include 1AS2I's
requirement to classify certain exchange differences as a separate component of equity, it still
retains the requirement for a reconciliation of the changes during the period. We would question
the necessity for the reconciliation if separate identification is not to be required under UK

GAAP.



The IASB has asked commentators to respond to the following questions on the proposed changes

to IAS 21:

IASB (i)

IASB (ii)

IASB (i)

IASB (iv)

IASB (v)

Do you agree with the proposed definition of functional currency as “the currency
of the primary economic environment in which the entity operates’ and the
guidance proposed in paragraphs 7-12 on how to determine what is an entity’s
functional currency?

We disagree with the statement in paragraph 12 concerning the avoidance of
restatement. The use of a hard currency to deal with a high inflationary
environment is a fairly common approach to the problem. This has been
recognized in the UK through UITF9, as we have referred to above. We
believe that the approach being adopted internationally is misguided in
assuming that there is one right and precise answer to deal with high
inflationary economies and their varied and volatile environments. It is an
unnecessary restriction which will cause problems and cost for preparerswith
no apparent justification.

Do you agree that a reporting entity (whether a group or a stand-alone entity)
should be permitted to present its financial statements in any currency (or
currencies) that it chooses?

We also agree that a reporting entity should be permitted to present its
financial statementsin any currency that it chooses.

Do you agree that all entities should translate their financial statements into the
presentation currency (or currencies) using the same method as is required for
trandating a foreign operation for inclusion in the reporting entity’s financial
statements (see paragraphs 37 and 40)?

We agree with the above proposals regarding trandation to the presentation
currency.

Do you agree that the allowed aternative to capitalise certain exchange differences
in paragraph 21 of IAS 21 should be removed?

We again agreethat this allowed alternative should be removed.
Do you agree that

(& goodwill and
(b) fair value adjustments to assets and liabilities

that arise on the acquisition of a foreign operation should be treated as assets and
liabilities of the foreign operation and translated at the closing rate (see paragraph
45)?

We are also in agreement with the above proposal that such items are foreign
assets and liabilities which should be trandlated at closing rate.



Related Party Disclosures (FRED 25)

The ASB would welcome commentsin particular on the following:

ASB (i)

ASB (ii)

ASB (iii)

ASB (iv)

ASB (v)

Do you agree with the proposal to issue a new standard in the UK on related party
disclosures, once the new |AS 24 is approved by the L& SB?

We do not agree with the proposal. We would prefer that changes to the
existing standard (FRS8) should apply from 2005, to coincide with the move
to international accounting standards required by the European Union.
Whilst we fully support the ASB’s intention to pursue its programme of
conver gence with IFRSs, we see no reason for mandatory adoption of these
changesto UK GAAP prior to 2005.

Do you believe that the ASB should consider any transitional arrangements?

If the Board agrees to defer implementation of the proposals, the question of
transitional arrangements will not be relevant. The IASB’s recently issued
proposalsfor first-time application of IFRSswill cover this, once the resultant
standard isin place.

Do you believe that an accounting standard should require disclosure of the name
of a controlling party and, if different, that of the ultimate controlling party? If the
new IAS 24 does not require disclosure, do you believe that a new UK standard
should require this disclosure as set out in paragraphs I3A and 13B of the [draft]
FRS?

We believe that the name of a controlling party and, if different, that of the
ultimate controlling party should be disclosed. If the revised |AS24 does not
require such disclosure, we would agree with this requirement being retained
in therevised UK standard.

Do you believe that an accounting standard should require disclosure of the names
of transacting related parties?

Whilst such information is currently required by FRS8, we are not concerned by
its omission from FRED25. We would suggest that the proposals require
sufficient information to be disclosed about transactions between related
parties.

Should the definition of related parties specifically refer to shadow directors?
Should it also refer to persons acting in concert?

We believe that the definition of related partiesincluded in FRED25 should be
extended to specifically refer to both shadow directors and persons acting in
concert.



ASB (Vi)

ASB (vii)

Do you believe that an accounting standard should specify that disclosure is
required of material related party transactions arid give more guidance on
materiality in the context of such transactions?

We agree that disclosure should only be required of material related party
transactions. In addition we also believe that for this particular standard it
would be useful for the standard to give guidance on materiality.

Are there any other aspects of the draft standard that the ASB should request the
IASB to review when finalising the revised IAS 247

We would suggest that the wording of paragraph 12 be replaced by the
deleted paragraph 32(a) of 1AS27. We believe that this would provide a
clearer understanding of the information that should be given with regard to
subsidiaries.

The IASB has asked commentators to respond to the following questions on the proposed changes

to IAS 24:

IASB (i)

IASB (ii)

Do you agree that the Standard should not require disclosure of management
compensation, expense alowances and similar items paid in the ordinary course of
an entity’ s operations (see paragraph 2)?

‘Management’ and ‘compensation’ would need to be defined, and measurement
requirements for management compensation would need to be developed, if
disclosure of these items were to be required. If commentators disagree with the
Board's proposal, the Board would welcome suggestions on how to define
‘management’ and ‘ compensation’.

We agree that disclosure of these items should not be required by the
standard.

Do you agree that the Standard should not require disclosure of related party
transactions and outstanding balances in the separate financia statements of a
parent or a wholly-owned subsidiary that are made available or published with
consolidated financia statements for the group to which that entity belongs (see

paragraph 3)?

Again we agreethat such disclosures should not be required.



Earnings per share (FRED 26)

The ASB would welcome commentsin particular on the following:

ASB (i)

ASB (ii)

ASB (iii)

Do you agree with the proposal to issue a new UK standard on earnings per share
to replace FRS 14, as soon as the new IAS 33 is approved by the
IASB?

We do not agree with the proposal. We would prefer that changes to the
existing standard (FRS14) should apply from 2005, to coincide with the move
to international accounting standards required by the European Union.
Whilst we fully support the ASB’s intention to pursue its programme of
conver gence with IFRSs, we see no reason for mandatory adoption of these
changesto UK GAAP prior to 2005.

Do you believe that ASB should consider any other transitional arrangements?

If the Board agrees to defer implementation of the proposals, the question of
transitional arrangements will not be relevant. The IASB’s recently issued
proposalsfor first-time application of IFRSswill cover this, once the resultant
standard isin place.

Are there any aspects of the draft standard that the ASB should request the IASB to
review when finalising the revised IAS 33?

We are most concerned that the 1ASB’s proposals do not allow for the
presentation of additional per share amounts on the face of the profit and loss
account, especially as such measures may be what management and users
focus on. We would suggest that the IASB should consider adopting FRS14's
approach of allowing such additional amounts, having regard to their relevant
prominence.

The IASB has asked commentators to respond to the following question on the proposed changes

to IAS 33:

IASB (i)

Do you agree that contracts that may be settled either in ordinary shares or in cash,
at the issuer’s option, should be included as potentia ordinary shares in the
calculation of diluted earnings per share based on a rebuttable presumption that the
contracts will be settled in shares?

We agree with these proposals.



IASB (ii) Do you agree with the following approach to the year-to-date calculation of diluted
earnings per share (asillustrated in Appendix B, examples 7 and 12)?

The number of potential ordinary shares is a year-to-date weighted average of the
number of potential ordinary shares included in each interim diluted earnings per
share calculation, rather than a year-to-date weighted average of the number of
potential ordinary shares weighted for the period they were outstanding (ie without
regard for the diluted earnings per share information reported during the interim
periods).

The number of potential ordinary shares is computed using the average market
price during the interim periods reported upon, rather than using the average
market price during the year-to-date period.

Contingently issuable shares are weighted for the interim periods in which they
were included in the computation of diluted earnings per share, rather than being
included in the computation of diluted earnings per share (if the conditions are
satisfied) from the beginning of the year-to-date reporting period (or from the date
of the contingent share agreement, if later).

We do not agree with the above approach in that we would prefer to compute the
number of potential ordinary shares using the average market price during the
year-to date period.



Events after the balance sheet date (FRED 27)

The ASB would welcome comments in particular on the following:

ASB (i)

ASB (ii)

ASB (i)

Do you agree with the proposal to issue a new UK standard on events after the
bal ance sheet date, once the new IAS 10 is approved by the IASB and once the law
is amended to permit its application?

We do not agree with the proposal. We would prefer that changes to the
existing standard (SSAP17) should apply from 2005, to coincide with the move
to international accounting standards required by the European Union.
Whilst we fully support the ASB’s intention to pursue its programme of
conver gence with IFRSs, we see no reason for mandatory adoption of these
changesto UK GAAP prior to 2005.

Do you believe that ASB should consider any other transitional arrangements?
If the Board agrees to defer implementation of the proposals, the question of
transitional arrangements will not be relevant. The IASB’s recently issued

proposalsfor first-time application of IFRSswill cover this, once the resultant
standard isin place.

Are there any aspects of the draft standard that ASB should request IASB to
review when finalising therevised IAS 10?

No



Inventories, Construction and service contracts (FRED 28)

The ASB would welcome commentsin particular on the following:

ASB (i)

ASB (ii)

ASB (iii)

ASB (iv)

ASB (v)

Do you agree with the proposa to issue new UK standards on inventories and
construction contracts to replace SSAP 9, once the revised IAS 2 is approved by
the IASB?

We do not agree with the proposal. We would prefer that the changes to
replace the existing standard should apply from 2005, to coincide with the
move to international accounting standards required by the European Union.
Whilst we fully support the ASB’s intention to pursue its programme of
conver gence with IFRSs, we see no reason for mandatory adoption of these
changesto UK GAAP prior to 2005.

Do you agree with the proposal to incorporate part of IAS 18 in the standard on
construction contracts, so that it may also apply to other contracts for services?

We agree with the proposal to incorporate the additional text to deal with
contractsfor services.

Do you believe that the ASB should consider any transitional arrangements?

If the Board agrees to defer implementation of the proposals, the question of
transitional arrangements will not be relevant. The IASB’s recently issued
proposalsfor first-time application of IFRSswill cover this, once the resultant

standard isin place.

Are there any aspects of the draft standard on inventories that the ASB should
reguest the IASB to review when finalising the revised IAS 2?

We are not awar e of any such aspects.

Are there any aspects of the standard on construction contracts that the ASB
should request the IASB to review in due course?

Again we are not awar e of any such aspects.



The IASB has asked commentators to respond to the following questions on the proposed changes
to IAS 2:

IASB (i) Do you agree with eliminating the allowed aternative of using the IAS-in first-out
(LIFO) method for determining the cost of inventories under paragraphs 23 and 24
of IAS2?

We agree that the allowed alternative of using the IAS-in first-out (LI1FO)
method for determining the cost of inventories should be eliminated.

IASB (ii) IAS 2 requires reversals of write-downs of inventories when the circumstances that
previously caused inventories to be written down below cost no longer exist
(paragraph 30). IAS 2 aso requires the amount of any reversal of any write-down
of inventoriesto be recognised in profit or loss (paragraph 31).

Do you agree with retaining those requirements?

We arein agreement with retaining both of these requirements.



Property, plant and equipment; Borrowing costs (FRED 29)

The ASB would welcome comments, by 16 September 2002, in particular on the following:

ASB (i)

ASB (ii)

ASB (iii)

Do you agree with the proposal to issue new UK standards on property, plant and
equipment and borrowing costs when the IASB issues the revised IAS 16, unless it
becomes clear that further changes to IAS 16 are likely by 2005 as a result of the
revaluation project?

We do not agree with the proposal. We would prefer that the changes to
replace the existing standard should apply from 2005, to coincide with the
move to international accounting standards required by the European Union.
Whilst we fully support the ASB’s intention to pursue its programme of
convergence with 1FRSs, we see no reason for mandatory adoption of these
changesto UK GAAP prior to 2005.

The international exposure draft on property, plant and equipment proposes that
residual values used in the calculation of depreciable amount should be reviewed at
each balance sheet date and revised to reflect current estimates. FRS 15 generally
requires prices at the date of acquisition or latest valuation to be used; hence,
depreciation expense on a historical cost basis is not reduced by inflation in
residual values. Do you agree or disagree with the proposed international
approach?

It would seem more logical to adopt the FRS15 approach to avoid the
depreciation expense on a historical cost basis being reduced by inflation in
resdual values. However we wonder whether this concern over residual
valuesislikely to cause significant problemsin practice.

IAS 16 does not address the use of renewals accounting in respect of certain
infrastructure assets. Do you believe that the absence of the guidance in FRS 15
would prevent entities from using renewals accounting as a method of estimating
depreciation? Should UK entities be permitted to continue to use renewals
accounting?

Renewals accounting was presumably included in FRS15 to allow certain
industries a pragmatic solution to estimating depreciation on certain
infrastructure assets. On the assumption that similar industries outside the
UK are likely have the same concerns over infrastructure assets, it would
appear that the IASB should be requested to look at the question of including
similar provisionsrerenewalsaccountingin therevised | AS16.



ASB (iv)

ASB (V)

ASB (vi)

ASB (vii)

What are your views on the differences between the requirements of FRS 15 and IAS
16 concerning revaluations (as described in paragraphs 10 to 17 of the Preface to the
FRED)?

Given the differences that exist between FRS15 and 1AS16, we believe that there
is a strong case for not introducing 1AS16 into the UK at the present time. As
thereisajoint project looking at a conver gence model for revaluations, we would
suggest that there is no need to amend FRSI15 until there is international
agreement on this subject.

Are there any other aspects of the differences between the proposed standards and
current UK accounting requirements that you wish to comment on?

We note that, in revising paragraph 60, the statement that comparative
information is not required for the reconciliation of the carrying amount at the
beginning and end of the period has been deleted. We see no reason for this
deletion and would question the need for such compar ative infor mation.

With regard to the examples given in paragraph 17 of costs that are not a
component of the cost of property, plant and equipment, we would question
whether such costs should always be excluded. For example, training costs or
relocation expenses could qualify for capitalisation in circumstances where they
arenecessary to bring the asset into operation or extend its useful life, production
capacity or residual value.

Do you agree with the ASB’s proposal, as a transitional measure (see paragraph 18
above), that the present exemption in FRS 15 in respect of insurance companies
should be retained in a new UK standard based on IAS 16 revised pending the
outcome of the IASB’s projects on insurance and reporting financial performance?

We agree that the present exemption in FRS15 in respect of insurance companies
should beretained as a transitional measure.

The transitional arrangements for the first-time application of FRS 15 allowed an
entity that does not adopt a policy of revaluation to retain carrying amounts reflecting
previous revaluations instead of restating the carrying amounts to historical cost (see
paragraph 19 above). Do you believe that a transitional arrangement should be
included in a new UK standard to allow entities that adopted FRS 15's transitional
arrangement to continue to recognise the carrying amounts under that arrangement?

We believe that entities which adopted FRS15's transitional arrangement should
be allowed to continue to recognize the carrying amounts under that
arrangement. We under stand that the IASB’s proposals for first-time application
of IFRSsdoes allow for thistype of situation.



ASB (viii)

ASB (ix)

ASB (X)

ASB (xi)

ASB (xii)

ASB (xiii)

Do you believe that ASH should consider any other transitional arrangements?

If the Board agrees to defer implementation of the proposals, the question of any
other transitional arrangements will not be relevant. The IASB’s recently issued
proposals for first-time application of |FRSs will cover this, once the resultant
standard isin place.

Are there any other aspects of the draft standard on property, plant and equipment that
the ASB should request the JASB to review when finalising the revised IAS 16?

Apart from the two points mentioned above in our response to ASB (v) and the
specific points on the ASB questions below, we would also mention paragraph 46.
The requirement for an annual review of material residual values imposes an
unreasonable burden and we would suggest that such a review should only be
necessary wherethere areindications of impair ment.

Do you agree that the capitalisation of borrowing costs should remain optional? if you
had to choose between mandatory capitalisation and prohibition of capitalisation,
which would you support and why?

We agree that the capitalisation of borrowing costs should remain optional.
Whilst we agree that conceptually directly attributable finance costs should be
capitalised, such a concept also leads to capitalising notional interest as well as
creating practical problems in allocating finance costs. Thus, on balance, if we
had to make a choice, we would opt for prohibition of capitalisation.

Do you agree that paragraph 5(e) of IAS 23, which alows certain exchange
differences to be capitalised, should be deleted in the draft standard on borrowing
Costs?

Asthe IASB is not proposing to revise IAS23, we are surprised that the ASB is
proposing to make this amendment and thus create a difference between UK
GAAP and IFRSs. Thiswould seem to be at odds with the policy of conver gence.

What are your views on the difference between IAS 23 and FRS 15 referred to in
paragraph 24 of the Preface to the FRED concerning borrowing costs eligible for
capitalisation?

Whilst we fedl that FRS15's approach is probably preferable in this respect, we
believe that, in many cases, the approach in 1AS23 is not likely to make a
significant differencein practice.

Do you have any comments on IAS 23 that you wish the ASB to bring to the
|ASB's attention?

We do not have any such comments other than as noted above.



The IASB has asked commentators to respond to the following questions on the proposed changes

to IAS 16:

IASB (i)

IASB (ii)

IASB (i)

Do you agree that all exchanges of items of property, plant and equipment should
be measured at fair value, except when the fair value of neither of the assets
exchanged can be determined reliably (see paragraphs 21 and 21A of the [draft]
FRS on property, plant and equipment)?

We do not agree with the changesthat are proposed in thisrespect. We would
prefer to keep the wording as set out in the current IAS16. For exchanges of
similar assets, the cost of the new asset is the carrying amount of the asset
given up.

Do you agree that all exchanges of intangible assets should be measured at fair
value, except when the fair value of neither of the assets exchanged can be
determined reliably?

We would make a similar comment here to that shown above, i.e. for
exchanges of similar assets, the cost of the new asset should be the carrying
amount of the asset given up.

Do you agree that depreciation of an item of property, plant and equipment should
not cease when it becomes temporarily idle or is retired from active use and held
for disposal (see paragraph 59 of the [draft] FRS on property, plant and
equipment)?

We do not agree. It may be the case that, in becoming temporarily idle, the
useful life is extended and thus the depreciation charge may be lower or
possibly even zero. Where an item is being held for disposal , is it right to
assume that its service potential is still being consumed? In addition should
depreciation continue to be charged if thisresultsin the asset being carried at
avalue below the expected realizable value?



| ASB proposalsto amend certain inter national accounting standards

Presentation of financial statements (1AS1)

Q1  We agree with the proposed approach regarding departure from an IFRS or interpretation
thereof to achieve afair presentation with the proviso that:

(@ the requirement in paragraph 14 (d) is revised to remove the reference to “on each
item”. Surely it is only necessary to give the key elements of the financial impact
of the departure?

(b)  Thewording in paragraph 15 (b) is brought into line with that in paragraph 14 (d)
as amended above.

Q2 We agree with the prohibition of presenting items of income and expenses as
“extraordinary items’.

Q3  We agree with the wording in paragraph 60 regarding the classification of a long-term
financial liability due to be settled within twelve months of the balance sheet date.

Q4  We aso agree with the classification requirements set out in paragraphs 62 to 64 with
regard to long-term financial liabilities that become payable on demand.

Q5 Whilst the examples given in paragraph 109 would seem to make the requirement more
reasonable (provided that these examples are indicative ones), the requirement as set out in
paragraph 108 appears, on its own, to be onerous and too open ended (see al'so Q6).

Q6  We are concerned that the requirements in paragraphs 110 to 115 are much too general.
We would suggest that such assumptions should be specifically identified and specified in
individual accounting standards, as was done for the assumptions referred to in paragraph 115.

In addition we would refer to the revised paragraph 76, which deas with information to be
presented on the face of the income statement. The reference to the inclusion of the results of
associates and joint ventures now requires share of “after-tax profit or loss’ rather than “profits
and losses” to be given before the disclosure of tax expense. We would prefer disclosure to be
consistent with FRS9, but if “after-tax profit or loss’ is to be disclosed, surely it should be shown
after tax expense.

Accounting policies, changes in accounting estimates and errors (IAS8)

Q1  Weagreethat voluntary changes in accounting policies and corrections of errors should be
accounted for retrospectively with no allowed alternative.

Q2 We aso agree with the eimination of the distinction between fundamental and other
errors, providing that there is no change in the interpretation of material. We would be concerned
if the concept was extended to cover smaller items which, from a practical viewpoint, could not
be seen as influencing the economic decisions of users of financial statements.



In addition we would question the wording of paragraph 19. Our preference would be to retain the
existing paragraph 48 but, if thisis not possible, then we would strongly object to the inclusion of
paragraph (d) regarding a requirement to disclose the financia effect of adoption of a new
standard.

L eases (1AS17)

Q1 Theoretically, we agree that when classifying a lease of land and buildings, the lease should
be split into two elements - a lease of land and a lease of buildings. However we are concerned
that in practice it will often be the case that a reasonable division cannot be achieved.

Q2 We also agree that initial direct costs incurred in negotiating a lease should be capitalised,
provided that such costs are incremental and directly attributable to the lease.

Consolidated and separ ate financial statements (I AS27)

Q3 We agree that a parent need not prepare consolidated financial statementsif all
the criteria set out in paragraph 8 are met.

Q2 We also agree that minority interests should be presented in the consolidated balance sheet
within equity, separately from the parent shareholders’ equity.

Q3 With regard to! investmentsin subsidiaries, jointly controlled entities and associates, we arein
agreement with the proposal's set out in paragraph 29 and 30.

In addition we would make the following comments:

Paragraph 13 has been reworded to replace “in the near future” with “within twelve months from
acquisition”. In practice it can be the case that the sale of a subsidiary can take more than twelve
months, particularly when regulatory approvals have to be obtained. We would therefore prefer
that the phrase “in the near future” isreinstated.

We are concerned about the wording of paragraph 27, in that we would suggest that the relevance
should be over whether the Group, rather than the minority, is obliged to make good the losses
that may not be recoverable. Therefore it is the minority that has the residua interest in the
subsidiary’s net assets or liabilities, except to the extent that the Group has an obligation which
would determine a different allocation.

The additional disclosure introduced in paragraph 32 (b) appears to us to be unjustified, given that
this would apply to subsidiaries that are in the course of disposa and thus carried in the
consolidated balance sheet at net realizable value rather than at net asset value.

Accounting for investmentsin associates (1 AS28)

Q1 We agree with the scope exclusions set out in paragraph 1 and that they should also apply to
IAS31.



Q2 We aso agree with the proposals in paragraph 22 regarding investments in loss-making
associ ates.

In addition we would make the following comments:

As mentioned above with regard to IAS27 we are concerned that the phrase “in the near future” is
to be replaced with “within twelve months from acquisition” in paragraph 8.

Paragraph 18A alows for adifference of up to three monthsin the reporting date of the financial
statements of an associate. From a practical point of view we would suggest that a difference of
up to six months should be allowed.

The wording of paragraph 28B does not seem to make clear what disclosures are required in
accordance with IAS37. We would suggest that it is reworded to clarify the necessary disclosures.

| nvestment property (1AS40)

Q1 We agree with the inclusion of a property interest held under an operating lease providing the
criteria set out in paragraph 4 are met.

Q2 We aso agree that where a property interest held under an operating lease is classified as
investment property, it should be accounted for asif it were afinance lease.

Q3 We agree that both the cost and fair value models should remain for the time being pending a
further review.



Hans Nailor

Accounting Standards Board
Holbom Hall 16 Park Crescent
100 Gray’s Inn Road London W1B 1AH
London WC1X 8AL

Telephone: 020 7580 4741
Facsimile: 020 7323 1132
E-mail: Info@IC5A.co.uk
Web: horpe!fwarnicsaorg.uk

9 September 2002

Dear Sir,

Financial Reporting Exposure Draft 25 - Related Party Disclosures, and 27 - Events After the
Balance Sheet Date

The ICSA would like to express its thanks for being given the opportunity to respond to the above
consultations.

In compiling its response, the Ingtitute has sought and taken onboard, wherever such a view had been
expressed, the views of its Members, who practice in the preparation of accounts to which the
accounting standards relate, in positions across industry, the professions and the not-for-profit and
local government sectors. We trust that the Accounting Standards Board ("ASB") will find the
comments attached hereunder to be of interest and some use.

Related Party Disclosures (FRED 25)

ASB (i) Do you agree with the proposal to issue a new standard in the UK on related party
disclosures, once the new IAS 24 is approved by the IASB?

Yes
ASB (ii) Do you believe that the ASB should consider any transitiona arrangements?
It appears that no special transitional arrangements are anticipated (para 14 of Fred

25). Should any matters come to light as a result of the exposure period, both the
IASB and ASB should consider thisunder its usual procedures.

The Institute of Chartered Secretaries and Administrators
Frounded 1891, Parron Her Majesty The Cueen,



ASB (iii)

ASB (iv)

ASB (v)

ASB (vi)

ASB (vii)

Do you believe that an accounting standard should require disclosure of the name of
a controlling party and, if different, that of the ultimate controlling party? If the new
IAS 24 does not requite disclosure, do you believe that a new UK standard should
require this disclosure as set out in paragraphs 13A and 13B of the [draft] FRS?

Yes, this would be valuable information for many users that could be provided at
little cost by preparers. The requirement in paragraph 13A and 13B should be
included in a UK standard if 1AS 24 fails to include the requirement. However, the
ASB should press the IASB to include the requirement as such information would be
of even greater value to international capital markets.

Do you believe that an accounting standard should require disclosure of the names of
transacting related parties?

Perhaps the proposal is sufficient as it stands, but it suggested that if left asit stands,
that the matter is dealt with in areview of the standard after an appropriate period of
time to seeif the more exacting FRS 8 disclosure is needed by users.

Should the definition of related parties specificaly refer to shadow directors? Should
it aso refer to persons acting in concert?

We would suggest
Do you believe that an accounting standard should specify that disclosure is required
of material related party transactions and give more guidance

on materiality in the context of such transactions?

Yes, inthelight of recent American financial scandals, | think the
standard must be firmer on materiality and give appropriate guidance.

Are there any other aspects of the draft standard that the ASB should request the
IASB to review when finalising the revised 1AS 24?

No

The IASB has asked commentators to respond to the following questions on the proposed changes to

IAS 24:

IASB (i)

Do you agree that the Standard should not require disclosure of management
compensation, expense allowances and similar items paid in the ordinary course of an
entity’ s operations (see paragraph 2)?

Yes

‘Management’ and ‘compensation’ would need to be defined, and measurement
requirements for management compensation would need to be developed, if
disclosure of these items were to be required. If commentators disagree with the
Board' s proposal, the Board would



wel come suggestions on how to define ‘ management’ and ‘ compensation’.

IASB (ii) Do you agree that the Standard should not require disclosure Of related party
transactions and outstanding balances in the separate financial statements of a parent
or awholly-owned subsidiary that are made available or published with consolidated
financial statements for the group to which that entity belongs (see paragraph 3)?
Yes

Events after the balance sheet date (FRED 27)

ASB (i) Do you agree with the proposal to issue a new UK standard on events after the
balance sheet date, once the new 1AS 10 is approved by the IASB and once the law is
amended to permit its application?

Yes
ASB (ii) Do you believethat ASB should consider any other transitional arrangements?
It appears that no special transitional arrangements are anticipated (para 11 of Fred
27. Should any matters come to light as aresult of the
exposure period, both the IASB and ASB should consider this under its normal

procedures.

ASB (iii) Are there any aspects of the draft standard that ASB should request IASB to review
when finalising the revised IAS 10?

No

We trust that the contents of this submission are self-explanatory, but should you require any further
explanation, please contact the under-named on 020 7612 7041.

Yours faithfully

(6. e,

Wai Wong ACIS LLM
Assistant Director
Policy Unit



16 Park Crescent
London W1B 1AH

The Technical Director

Accounting Standards Board Telephone: 020 7580 4741
Facsimile: 020 7323 1132

Holbom Hall E-thail: Info@1C5A co.uk

100 Gray’s Inn Road Web: herpedbwarw icsa.org.uk

London WC1X SAL

11 September2002

Dear Sir,
FRED 26: Earnings Per Share

The ICSA would like to express its thanks for being given the opportunity to respond to the above
consultation.

In compiling its response, the Ingtitute has sought and taken onboard, wherever such a view had been
expressed, the views of its Members, who practise in the preparation of accounts to which the
accounting standards relate, in positions across industry, the professions and the not-for-profit and
local government sectors. We trust that the Accounting Standards Board (“ASB”) will find the
comments attached hereunder to be of interest and some use.
ASB (i) Do you agree with the proposal to issue anew UK standard on earnings

per shareto replace FRS 14, as soon asthe new |AS 3 is approved by

the IASB?

Yes.
ASB (i) Do you believethat ASB should consider any other transitional
arrangements?

It appears that there are no special transitional arrangements are necessary (paragraph
18).

ASB (iii) Are there any aspects of the draft standard that the ASB should request the IASB to review
when finalising the revised IAS 33?

No.

The IASB has asked commentators to respond to the following question on the proposed changes to
IAS 33:



IASB (i) Do you agreethat contracts that may be settled either in ordinary shares
or in cash, at the issuer’s option, should be included as potential ordinary
shares in the calculation of diluted earnings per share based on a
rebuttable presumption that the contracts will be settled in shares?

Yes.

IASB (i) Do you agree with the following approach to the year-to-date calculation
of diluted earnings per share (asillustrated in Appendix B, examples 7
and 12)?

e The number of potential ordinary shares is a year-to-date weighted average of
the number of potential ordinary sharesincluded in each interim diluted earnings
per share calculation, rather than a year-to-date weighted average of the number
of potential ordinary shares weighted for the period they were outstanding (ie
without regard for the diluted earnings per share information reported diluting
the interim periods).

e The number of potential ordinary shares is computed using the average market
price during the interim periods reported upon, rather than using the average
market price during the year-to-date period.

e Contingently issuable shares are weighted for the interim periods in which they
were included in the computation of diluted earnings per share, rather than being
included in the computation of diluted earnings per share (if the conditions are
satisfied) from the beginning of the year-to-date reporting period (or from the
date of the contingent share agreement, if later).

Yes.

One response we received from our Members, who is a seasoned accounting practitioner and lecturer,
and who iswell versed in making the sorts of calculations in the examples set out in Appendix 2 of the
FRED, noted that examples 6, 7 and 10 are not easy to follow. For example 12, the calculations on the
warrants were not understood for both the second quarter and the full year. We believe that some
written descriptions are heeded to support the figure work.

We trust that the contents of this submission are self-explanatory, but should you require any further
explanation, please contact the under-named on 020 7612 7041.

Y ours faithfully

A, Mo

Wai Wong ACIS LLM
Assistant Director
Policy Unit



16 Park Crescent
London W1B 1AH

Hans Nailor

Accounting Standards Board Telephone: 020 7580 4741
Facsimile: 020 7323 1132

Holborn Hall E-riail: Info@ICSA co.uk

100 Gray’s Inn Road Web: heep:/werwicsa,org uk

London WC1X 8AL

11 September2002

Dear Sir,
FRED 29: Property, Plant and Equipment - Borrowing Costs

The ICSA would like to express its thanks for being given the opportunity to respond to the above
consultation.

In compiling its response, the Institute has sought and taken onboard, wherever such a view had been
expressed, the views of its Members, who practise in the preparation of accounts to which the
accounting standards relate, in positions across industry, the professions and the not-for-profit and
loca government sectors. We trust that the Accounting Standards Board (“ASB”) will find the
comments attached hereunder to be of interest and some use.

ASB (i) Do you agree with the proposal to issue new UK standards on property, plant and
equipment and borrowing costs when the IASB issues the revised IAS 16, unless it
becomes clear that
further changesto IAS 16 are likely by 2005 as aresult of the revaluation project?

Yes.

We are uncertain as to the wisdom of delaying the implementation of IAS 16 should
the revaluation project be completed before 2005. The convergence of international
accounting standards is causing harmonisation with a “moving target”. Why should
then 1AS 16 be made an exception? Preparers are used to UITF adjustments to new
standards and quick reviews of new standards (FRS 1). The revaluation project does
not appear to be that major in relation to the issuesin these two drafts.



ASB

ASB (iii)

ASB (iv)

ASB

(i)

v)

The international exposure draft on property, plant and
equipment proposes that residual values used in the calculation
of depreciable amount should be reviewed at each balance sheet
date and revised to reflect current estimates. FRS 15 generaly
requires prices at the date of acquisition or latest valuation to be
used; hence, depreciation expense on a historical cost basisis not
reduced by inflation in residual values. Do you agree or

disagree with the proposed internationa approach?

We do not agree with the international approach.

IAS 16 does not address the use of renewa s accounting in respect of certain
infrastructure assets. Do you believe that the absence of the guidancein FRS 15
would prevent entities from using renewals accounting as a method of estimating
depreciation? Should UK entities be permitted to continue to use renewals
accounting?

We do not believe that we should allow the use of renewals accounting. Its use
Is presumably limited. It isnot as clear asto when it is renewed as the estimate
of an asset under the straight line basis of depreciation.

What are your views on the differences between the requirements of FRS 15
and IAS 16 concerning reval uations (as described in paragraphs 10 to 17 of
the Preface to the FRED)?

It appears that revaluation to fair value (IAS 16) isfar simpler to apply than
the FRS 15 method. However, FRS 15 is far better in requiring a maximum
period between revaluations. Materiality (IAS 16) relies heavily on judgment
and no guidance is provided on assessing materiality. Therefore IAS 16 is
open to abuse.

IAS 16 isweak on both requirements and guidance on the basis of valuations.
It isthought that an external qualified valuer should be required at appropriate
intervalsin particular.

Until international accounting standards have the equivalent of FRS 3
(currently under review internationally), then there are bound to be differences
as regards paragraph 17 matters. It appears the revised FRS 15 will have
differences with the revised IAS 16 for a period of time.

Arethere any other aspects of the differences between the
proposed standards and current UK accounting requirements
that you wish to comment on?

No.



ASB (vi)

ASB (vii)

ASB (viii)

ASB (i)

ASB

ASB (xi)

)

Do you agree with the ASB's proposal, as atransitional measure (see paragraph 18
above), that the present exemption in FRS 15 in respect of insurance companies
should beretained in anew UK standard based on IAS 16 revised pending the
outcome of the IASB's projects on insurance and reporting financial performance?

Yes.

Thetransitional arrangements for the first-time application of FRS 15 allowed an
entity that does not adopt a policy of revaluation to retain carrying amounts reflecting
previous revaluations instead of restating the carrying amounts to historical cost (see
paragraph 19 above). Do you believe that atransitional arrangement should be
included in anew UK standard to alow entities that adopted FRS 15’ s transitional
arrangement to continue to recognise the carrying amounts under that arrangement?

Yes.
Do you believe that ASB should consider any other transitional arrangements?

Should any matters come to light during the exposure period, then the ASB should
consider them.

Arethere any other aspects of the draft standard on property, plant and equipment
that the ASB should request the IASB to review when finalising the revised |IAS 16?

No.

Do you agree that the capitalisation of borrowing costs should remain
optiona ? If you had to choose between mandatory capitalisation and
prohibition of capitalisation, which would you support and why?

Yes.

| would choose mandatory capitalisation asit would reflect the full capital cost of an
asset.

Do you agree that paragraph 5(€) of IAS 23, which allows certain exchange
differencesto be capitalised, should be deleted in the draft standard on borrowing
costs?

Yes.

Capitalisation in these circumstances would be inappropriate and imprudent.



ASB (xii)

ASB (xiii)

What are your views on the difference between IAS 23 and FRS 15 referred to in
paragraph 24 of the Preface to the FRED concerning borrowing costs eligible for
capitalisation?

We prefer the FRS 15 approach.

Do you have any comments on IAS 23 that you wish the ASB to bring to the
IASB’s attention?

No.

The IASB has asked commentators to respond to the following questions on the proposed changes to

IAS 16:

IASB 0)
IASB (ii)
IASB (iii)

Do you agree that all exchanges of items of property, plant and equipment should
be measured at fair value, except when the fair value of neither of the assets
exchanged can be determined reliably (see paragraphs 21 and 21A of the [draft]
FRS on property, plant and equipment)?

Yes.

Do you agree that all exchanges of intangible assets should be measured at

fair value, except when the fair value of neither of the assets exchanged

can be determined reliably?

Yes.

Do you agree that depreciation of an item of property, plant and equipment should
not cease when it becomes temporarily idle or is retired from active use and held

for disposal (see paragraph 59 of the [draft] FRS on property, plant and
equipment)?

Yes.

We trust that the contents of this submission are self-explanatory, but should you require any further
explanation, please contact the under-named on 020 7612 7041.

Y ours faithfully

Wb ety

Wai Wong ACIS LLM
Assistant Director

Policy Unit
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10 September 2002

Dear Sir,

I ASB proposalsto amend certain inter national accounting standards

The ICSA would like to express its thanks for being given the opportunity to respond to the above
consultations.

In compiling its response, the Institute has sought and taken onboard, wherever such a view had been
expressed, the views of its Members, who practise in the preparation of accounts to which the
accounting standards relate, in positions across industry, the professions and the not-for-profit and
loca government sectors. We trust that the Accounting Standards Board ("ASB") will find the
comments attached hereunder to be of interest and some use.

IAS1

Question 1 Yes

We think that paragraphs 13 to 16 do appropriately cover al likely implications of a departure from
IFRS or an interpretation of an IFRS in order to achieve a fair presentation of an entity’s financia
affairs.

Question 2 Yes

We are pleased to note that an outright prohibition of extraordinary items is proposed.

Question 3 Yes

We agree that this should be classified as a current liability because in these circumstances it was so at
the end of the financial year.

Question4aYes

Thisisthe same principle as Question 3 above.



Question4 b Yes

However, we are cautious about situations where the breach has not been rectified, but i the
management’ s opinion it is probable that the breach will be rectified. Thisis potentially misleading if
things do not go to plan. We believe the implications should be spelt out in the financial statements
should this eventuality occur.

Question 5 Yes

We regard this as material information to all users of the financial statements.

Question 6 Yes

However, it is considered that such information in the UK would normally form part of the QFR. This
information may therefore form part of another IFRS in the future.

IASS8
Question 1 Yes

We agree that the only method now proposed possesses a qualitative characteristic and providesthe
most useful information for trend analysis.

Question 2 Yes

We agree that the distinction between fundamental errors and other material errors was too arbitrary.
IAS17

Question 1 Yes

We agree with the conclusions, paragraphs A3 to A6.

Question 2 Yes

We agree with the elimination of the choice of expressing immediately such costs. We & so agree that
capitalisation should be strictly restricted to incremental and directly attributable costs.

IAS 27

Question 1 Yes

We broadly agree with the criteria, but we have concern about the interests of the minority interests,
particularly where they are not entitled to vote. In a group where corporate governance procedures are
less developed, the minority interests could potentially be oppressed to the extent that their interests

are overridden.

Question 2 Yes



We agree that this presentation clearly distinguishes a minority from aliability. Question 3 Yes

We agree that this proposal to account for subsidiaries, associates and jointly controlled entities in the
same fashion in both the consolidated and separate financia statements will result in less confusion
than alowing dissimilar accounting in the respective financial statements.

IAS 28

Question 1 Yes

We agree that it is more appropriate to apply fair value measurements to what would have otherwise
been an associate or joint venture when held by venture capital organisations, mutual funds, unit trusts
and similar entities.

Question 2 Yes

We agree because the proposal effectively applies going concern principles when the losses are
material.

IAS 40

Question 1 Yes

We agree with the conclusions, paragraphs A3 to AS.

Question 2 Yes

The conclusions reached in paragraph A6 are a considerable improvement to IAS 40.
Question 3 Yes

We agree that the economic conditions are not yet appropriate to eliminate the choice here.

We trust that the contents of this submission are self-explanatory, but should you require any further
explanation, please contact the under-named on 020 7612 7041.

Y ours faithfully

VIINION
Wai Wong ACIS LLM

Assistant Director
Policy Unit
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Dear Mr. McEwan

| attach a note commenting on certain points contained in recent exposure drafts.

Yours sincerely

M Meslora

M R Merton
Controller
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FRED 24

ASB 28 (ii) We agree that exchange differences arising on an entity’s net investment in a
foreign operation and recognised in the STRGL should not be recycled to the profit and
loss account at the time of disposal of the subsidiary.

FRED 26

ASB 24 (iii) We suggest that the new standard should continue to permit the disclosure of
alternative measures of earnings and earnings per share on the face of the profit and loss
account in the manner currently provided for under UK accounting standards. We consider
that the presentation of an adjusted earnings measure, which excludes exceptional items
of such magnitude that such exclusion is necessary to reflect the underlying performance
of the Group, is very helpful to readers of the accounts and therefore deserves
prominence.

FRED 29

ASB 38 (ix) Where an interest in a fixed asset is exchanged for an interest in a similar
asset, we consider that the interest acquired should continue to be carried in the accounts
on the basis of the book value of the asset surrendered. This has particular relevance in
the mining industry where an interest in one orebody may be swapped for an interest in an
adjacent orebody. The transaction may be designed to create a partnership between two
proprietors that will enable the two mining properties to be developed with economies of
scale. The nature and size of the reporting unit’s asset portfolio may be substantially
unchanged. Under the historical cost convention, it would appear inappropriate to change
the book values of the company’s assets where there has been no substantial change in
the assets owned.

Paragraph 21 of FRED 29 requires that an item of property, plant and equipment acquired
in exchange for another item of property, plant and equipment be accounted for at the fair
value of the asset given up. It is not clear from the FRED whether any excess of the fair
value of the asset given up over its book value should be credited to the profit and loss
account or to the STRGL. Depreciation charges on the uplift in value of fixed assets will be
taken to profit and loss account in future years. To be consistent with this approach the
uplift in value should itself be credited to profit and loss account.

ASB 38 (x) We consider that the capitalisation of interest costs on borrowings related to
construction or development projects is appropriate since this represents a cost of bringing
an asset into working condition for its intended use. If it is accepted that capitalisation of
such interest is appropriate then it appears logical that this treatment should be mandatory.

FRED 30

ASB 31(v) (b) We agree that recycling of gains and losses on hedging transactions should
be avoided by reporting these in the balance sheet until the hedged transaction occurs.
We feel that this more fairly reflects the underlying purpose of currency hedging which is to
protect shareholders’ funds, as well as earnings, from fluctuations in exchange rates. The
proposed treatment fully reflects the hedge in the financial statements, but also, in effect,
records that aspect of the future transaction that is the subject of the hedge.



The proposed approach also has the benefit of being easier to administer and,
provided that full explanation is given, easier for readers of the accounts to
understand.

Amendment to FRS 17

We agree that the mandatory full adoption of FRS 17 should be deferred during the
period of the international discussions on IAS 19 (revised). This will avoid imposing
the necessity for companies to make two fundamental changes to post retirement
accounting in a short period of time.

ED - IAS 21 - The Effect of Changes in Foreign Exchange Rates Question 2 - We
agree that a reporting entity should be permitted to present its financial statements in
any currency (or currencies) that it chooses, which will not necessarily be its
functional currency. Legal, tax or investor relations’ issues may determine the
currency in which an entity must report its results. In the absence of such restrictions,
reporting entities should be encouraged to report in the currency that most fairly
represents its performance and financial condition. This will not always be the
domestic currency.
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hm Comments by the National Audit Office

FREDZ23 - Hedge Accounting General Comments

The National Audit Office has considered how the proposals may be applied, with particular
reference to the central government sector. This consideration does not take account of decisions
that will be taken by the Treasury on the application of the standard.

The impact on central government will be limited to the small number of bodies that use hedging
as part of their risk management strategies.

Specific Comments

Q1 Do you agree that a UK standard on hedge accounting is needed at this time to improve
UK accounting and to prevent a gap appearing in UK accounting literature on hedges of
net investments in foreign operations?

Yesin principle. However, a change to the timetable for implementation may be preferable
to issuing a standard if that standard will require amendment to achieve convergence (see
comments to question 3b).

Q2 The ASB has taken the view that, in order to start the process of bringing UK practice on
hedge accounting into line with the practice adopted internationally, the proposed UK
standard’s restrictions on the use of hedge accounting should be based on the main
principle that underlies the hedge accounting restrictions in 1AS 39: that hedge accounting
should be permitted only if the hedging relationship is pre-designated and meets certain
effectiveness criteria.

(@) Do you agree that the UK standard should be based on the principles underlying
IAS 39 as set out in the FRED?

Yes.

(b) Does the principle need to be supplemented by any other principles?
The principle appears to be sufficient
Q3 The ASB has taken the view that the UK standard should contain those detailed restrictions

in |AS 39 that appear to it to be necessary to implement the aforementioned principle, but
should not at this stage include any other restrictions on the use of hedge accounting.



Q4

Q5

@ Do you agree that the FRED 's proposed restrictions on the use of hedge accounting (see
paragraphs 4, 6 and 8 of the FRED) are all necessary to implement the aforementioned
principle

Yes.

(b Do you believe that the FRED should not contain any other restrictions on the use of hedge
accounting? If not, what should those other restrictions be?

The proposed restrictions appear sufficient to implement the principles. However, the proposed
standard has fewer restrictions on hedge accounting than IAS 39 and this may have implications for
convergence.

Do you agree with the material in the FRED on measuring hedge effectiveness (see paragraphs 9-
15 of the FRED)? If you do not, what if any changes would you make to the material (bearing in
mind that the material is drawn largely from IAS 39 and that one objective of the FRED isto bring
about convergence of accounting practice)?

Yesin principle.

We agree that the proposed standard should make it clear that an effective hedge need not have the
expectation of an exact match between the hedged item and hedged instrument but that there should
not be very wide divergence. In this respect, the material on what is regarded as highly effective is
useful. However, it might be interpreted that if the fair value of a hedge falls within the range given
in paragraph 9 that this is a sufficient requirement for the hedge to be considered effective rather
than a minimum regquirement.

While the range in paragraph 9 reflects IAS 39, the Board might consider whether there is scope for
adifference of emphasis between the UK standard and the international standard in this regard; and
whether this would be at odds with convergence. The Board has proposed elsewhere in the
exposure draft that the UK standard should be dightly different from IAS 39 while adhering to its
principles. It would seem consistent with the Board’'s stance (and not inconsistent with
convergence) that the UK standard makesiit clear that a hedge within the range given in paragraph 9
is not sufficient in itself to be considered highly effective but that other factors (such as those in
paragraphs 10 to 15) should be taken into account.

The ASB has taken the view that, in the main, the proposed FRS should not prescribe how hedge
accounting should be done. Do you agree with this approach?

Yes.



Q6

Q7

The ASB has nevertheless decided that the FRED should propose some minimum requirements on
the hedge accounting techniques to be used. Do you agree with the FRED * proposals on:

@ the treatment of hedges of net investments in foreign operations (see paragraph 16(a) of
the FRED)?

Yes.

(b) the treatment of the ineffective portion of a gain or loss on a hedge that is not a hedge of a
net investment in a foreign operation (see paragraph 16(b) of the FRED)?

Yes.
(© the treatment of hedging instruments that cease to qualify for hedge accounting (see
paragraphs 17 and 18 of the FRED)?
Yes.
The ASB is proposing that the standard should come into effect for reporting periods ending on or
after a datein early 2003, although it is also proposing certain transitional arrangements (see

paragraph 20 of the FRED). Do you agree with this approach?

Yes.



M Comments by the National Audit Office

FRED 24 - The Effects of Changesin Foreign Exchange Rates
Financial Reportingin Hyperinflationary Economies

General Comments

The National Audit Office has considered how the proposals may be applied, with particular reference to the
central government sector. This consideration does not take account of decisions that will be taken by the
Treasury on the application of the standard. However, both SSAP 20 and UITF 9 apply to centra
government bodies and we see no reason why the standards proposed by FRED 24 should not be adopted.

We support the ASB’s view that exchange differences on disposal of foreign operations should not be
"recycled" through the Profit and Loss account whereas current proposals for changes to JAS 21 require
such treatment. We are aso of the view that such gains and losses should be recognised immediately and
that recognition should not be deferred until the gain or lossis realised.

This issue is linked to wider discussion on reporting financial performance and we note that the
ASB is undertaking a project with the IASB which (amongst other things) may result in
“recycling” being prohibited internationally. In order to avoid the possibility that the UK standard
will have to be amended further to bring it into line with the international standard, we recommend
that the ASB consider whether there is a need to defer implementation until it becomes clear
whether or not changes to the international standard are likely in this respect.

Specific Comments- FRED 24

ASB (i) Do you agree with the ASB 's proposed timetable for the implementation in the UK of standards
based on arevised IAS 21 and |AS 29?

Yes.

ASB (ii) Do you agree with the proposal not to include the IAS 21 provisions on the recycling of certain
exchange gains and |osses?

Yes.
ASB (iii) Do you agree with the proposal not to include any transitional arrangements in these UK
standards?

Yes.



Specific Comments- |AS 21

IASB (i) Do you agree with the proposed definition of functional currency as*“ the currency of the primary
economic environment in which the entity operates’ and the guidance proposed in paragraphs 7-
12 on how to determine what is an entity’ s functional currency?

Yes.

IASB (ii) Do you agree that a reporting entity (whether a group or a stand-alone entity) should be permitted
to present its financial statementsin any currency (or currencies) that it chooses?

Yes. We believe it areasonable presumption that an entity will present itsfinancia statementsin its
functional currency and that in most cases, thiswill give the most appropriate view of itsresults and
financial position. However, we accept that there may be reasons why presentation in an aternative

currency is preferable. In light of this and the disclosure requirements in paragraphs 51 to 55, we
agree with the approach proposed in the exposure draft.

IASB (iii) Do you agree that all entities should trandate their financial statements into the presentation
currency (or currencies) using the same method asisrequired for translating a foreign operation
for inclusion in the reporting entity 'sfinancial statements (see paragraphs 37 and 40)?
Yes.

IASB (iv)Do you agree that the allowed alternative to capitalise certain exchange differencesin paragraph

21 of IAS 21 should be removed?

Yes.

IASB (v) Do you agree that

@ goodwill and
(b fair value adjustments to assets and liabilities

that arise on the acquisition of a foreign operation should be treated as assets and liabilities of the
foreign operation and trandated at the closing rate (see para graph 45)?

Yes.



M Comments by the National Audit Office

FRED 25 - Related Party Disclosures General Comments

The National Audit Office has considered how the proposals may be applied, with particular
reference to the central government sector. This consideration does not take account of decisions
that will be taken by the Treasury on the application of the standard. However, FRS 8 applies to
central government bodies although adapted to circumstances specific to Government such as, the
relationship between the different elements of government. We see no reason why the standard
proposed by FRED 25 should not be adopted in similar way.

Specific Comments - FRED 25

ASB (i)

ASB (i)

ASB (iii)

ASB (iv)

Do you agree with the proposal to issue a new standard in the UK on related party
disclosures, once the new I1AS 24 is approved by the IASB?

Yes.
Do you believe that the ASB should consider any transitional arrangements?
No.

Do you believe that an accounting standard should require disclosure of the name
of a controlling party and, if different, that of the ultimate controlling party? If the,
new |AS 24 does not require disclosure, do you believe that a new UK standard
should require this disclosure as set out in paragraphs 13A and 13B of the [draft]
FRS?

Yes. We agree with the Board that an accounting Standard should require such disclosure,
and if not required by |AS 24, this should be ‘included in the UK standard. The
disclosure of the identity as well as the existence of a controlling party is relevant
information that could allow usersto assess properly the nature of the relationship.

Do you believe that an accounting standard should require disclosure of the names
of transacting related parties?

Yes. While there may be the presumption of an arms length basis in transactions,
this presumption may not be justified when related party relationships exist. There
IS no explicit requirement in FRS 8 to disclose where transactions are not at fair
vaue (athough this might be considered implicit); and as such, disclosure of the
names of transacting related parties can assist users in making this assessment.
This may be the case particularly where the related parties are directors or major
shareholders. Similarly, there is no explicit requirement to disclose where a
transaction is not at fair value in FRED 25 (athough an assertion that a transaction
is a arms length can be made only if this can be substantiated). Thus, the
disclosure of names as well as the nature of the relationship and information about
the transactions is justified in our view.



ASB (V)

ASB (vi)

ASB (vii)

Should the definition of related parties specifically refer to shadow directors? Should it
also refer to persons acting in concert?

Yes, the standard should refer to shadow directors and to persons acting in concert. A
shadow director is arelated party by virtue of the influence that can be brought to bear on
the entity directly or on the directors of an entity. Persons acting in concert are related
parties as they exert influence by acting together whereas they are not able to do so when
acting individually.

It might be argued that the definition of a related party given in FRED 25 encompasses
such individuals and groups of individuals. FRED 25 states that a related party is one that
has an interest that gives significant influence. In principle, this definition might include
either individuals that do not have a forma relationship with an entity or groups of
individuals. However, we believe that the revised standard should require a clear statement
of the extent to which parties are considered to be related and so make specific reference to
shadow directors and to those acting in concert.

Do you believe that an accounting standard should specify that disclosure is required of
material related party transactions and give more guidance on materiality in the context of
such transactions?

We do not think that it is necessary to specify that disclosureis required of material related
party transactions only but additional guidance is needed on how materiality should be

applied.

It is implicit that accounting standards need not be applied to items or in circumstance
where the impact is not be material. The ASB makes this clear by proposing that the
standard say that application is necessary for a true and fair view. FRS 8 provides
important guidance on materiality that is not included in FRED 25, specifically that
materiaity isto be judged, not only in terms of the significance to the reporting entity, but
also in relation to the significance to the other related party. In the absence of specific
guidance in this respect, it might not be clear that materiality should be interpreted in its
wider sense and thus that it should apply in relation to all related parties.

Are there any other aspects of the draft standard that the ASB should request the IASB to
review when finalising the revised 1AS 24?

No.

Specific Comments- |IAS 24

IASB (i)

Do you agree that the Sandard should not require disclosure of management
compensation, expense allowances and similar items paid in the ordinary course of an
entity’' s operations (see paragraph 2)?

Management’ and ‘compensation’ would need to be defined, and measurement
requirements for management compensation would need to be developed, if



IASB (ii)

disclosure of these items were to be required. If commentators disagree with the Board's
proposal, the Board would welcome suggestions on how to define ‘management’ and
‘compensation’.

Y es, although ‘management’ and ‘ compensation’ might still need to be defined to make it
clear what should be excluded from disclosure. The proposed standard says that key
management personnel are related parties and thus it would appear unlikely that
management personnel who are not key would be related parties. “Key management” is
defined in the draft standard already; and the definition of compensation might take
account of employee benefits described in IAS 19.

Do you agree that the Standard should not require disclosure of related party transactions
and outstanding balances in the separate financial statements of a parent or a wholly-
owned subsidiary that are made available or published with consolidated financial
statements for the group to which that entity belongs (see paragraph 3)? .

Yes.



GNAO

B o inons  Comments by the National Audit Office

FRED 27— Events after the balance sheet date

General Comments

The National Audit Office has considered how the proposals may be applied, with particular reference to the
central government sector. This consideration does not take account of decisions that will be taken by the
Treasury on the application of the standard. SSAP 17 applies to central government bodies and we see no
reason why the standard proposed by FRED 27 should not be adopted in similar way.

Specific Comments

ASB (i) Do you agree with the proposal to issue a new UK standard on events after the balance
sheet date, once the new MS 10 is approved by the IASB and once the law is amended to
permit its application?

Yes.
ASB (ii) Do you believe that ASB should consider any other transitional arrangements?
No.
ASB (iii) Are there any aspects of the draft standard that ASB should request |ASB to review when

finalising the revised IAS 10?

No.



hm Comments by. the National Audit Office

FRED 28 - Inventories;, Construction and service contr acts

General Comments

The National Audit Office has considered how the proposals may be applied, with particular reference to the
central government sector. This consideration does not take account of decisions that will be taken by the
Treasury on the application of the standard. SSAP 9 applies to central government bodies although in aform
adapted to circumstances specific to Government and in particular for types of stock for which the
accounting treatment may not be covered adequately by SSAP9. In principle, we see no reason why the
standard proposed by FRED 28 should not be adopted in similar way.

Specific Comments - FRED 28

ASB (i)

ASB (i)

ASB (i)

ASB (iv)

ASB(V)

Do you agree with the proposal to issue new UK standards on inventories and construction
contracts to replace SSAP 9, oncetherevised IAS 2 is approved by the IASB?

Yes.

Do you agree with the proposal to incorporate part of IAS 18 in the standard on
construction contracts, so that it may also apply to other contracts for services?

Yes. It seems appropriate that the draft UK standard maintains the scope of SSAP 9 in this
respect.

Do you believe that the ASB should consider any transitional arrangements?
No.

Are there any aspects of the draft standard on inventories that the ASB should request the
|ASB to review when finalising the revised |1AS 2?

No. We have not identified further aspectsthat are in need of review.

Are there any aspects of the standard on construction contracts that the ASB should
request the IASB to review in due course?

No. We have not identified further aspectsthat are in need of review.

Specific Comments- |AS 2

IASB (i)

Do you agree with eliminating the allowed alternative of using the last in first-out
(LIFO) method for determining the cost of inventories under paragraphs 23 and 24
of IAS2?



IASB (ii)

Yes. Thisis appropriate and assists convergence.

IAS 2 requires reversals of write-downs of inventories when the circumstances that
previoudy caused inventories to be written down below cost no longer exist (paragraph
30). IAS 2 also requires the amount of any reversal of any write down of inventories to be
recognised in profit or loss (paragraph 31). Do you agree with retaining those
requirements?

Yes, in principle. However, paragraphs 30 and 31 appear to iterate, a sSimilar requirement
and it might be better if the requirement isin a single paragraph.



q
m.u-run:t Comments by the National Audit Office

FRED 29 - Property, plant and equipment; Borrowing costs

General Comments

The National Audit Office has considered how the proposals may be applied, with particular reference to the
central government sector. This consideration does not take account of decisions that will be taken by the
Treasury on the application of the standard. FRS 15 applies to central government bodies although in aform
adapted to circumstances specific to Government. In principle, we see no reason why the standard proposed
by FRED 29 should not be adopted in similar way.

A standard based on FRED 29 will have a significant impact on the UK public sector not least because a
revaluation approach is used widely. In this respect, application of FRS 15 has required interpretation of a
deprival value based valuation model in anot for profit environment. How a fair value basis for revaluation
will be adopted in the public sector will depend on how fair value is defined and in particular whether it
encompasses a valuation of properties based on existing use.

FRED 29's silence on ‘renewals accounting’ might be taken to imply that renewals accounting cannot be
used. If this is the case, there will be implications for bodies in both public and private sectors that have
adopted forms of renewals accounting for infrastructure assets.

Specific Comments - FRED 29

ASB (i) Do you agree with the proposal to issue new UK standards on property, plant and
equipment and borrowing costs when the |ASB issues the revised 1AS 16, unless it becomes
clear that further changes to IAS 16 are likely by 2005 as a result of the revaluation
project?

Yes. There would be little benefit in issuing a revised standard that will have a significant
impact on the approach to revaluation in the UK if changes to the internationa standard
become likely.

ASB (ii))  The international exposure draft on property, plant and equipment proposes that residual
values used in the calculation of depreciable amount should be reviewed at each balance
sheet date and revised to reflect current estimates. FRS 15 generally requires prices at the
date of acquisition or latest valuation to be used; hence, depreciation expense on a
historical cost basis is not reduced by inflation in residual values. Do you agree or
disagree with the proposed international approach?

We disagree with the proposed international approach. The approach outlined in paragraph
46 of the FRED is that, under the historical cost model, the depreciation charge will take
account of residual value based on a current estimate whereas the valuation of the asset
will not be at a current valuation. This appears inconsistent and in that changes in residual
values as a result of a change in price would affect the depreciation charge, whereas the
rate at which the asset is consumed (when measured at historical cost) is unchanged.



ASB (jii)

ASB (iv)

In our view, the accounting treatment should differ depending on whether a change in residua
value is due to price changes or whether it is a consequence of technological change or
impairment. In the case of the latter, a change in residual value indicates that the economic
benefits of an asset have been consumed (when measured at historical cost). Thus, the residual
value should be restated.

IAS 16 does not address the use of renewals accounting in respect of certain infrastructure
assets. Do you believe that the absence of the guidance in FRS 15 would prevent entities from
using renewals accounting as a method of estimating depreciation? Should UK entities be
permitted to continue to use renewal s accounting?

In our view, silence could be interpreted as not allowing renewals accounting. In common with
FRS 15, the proposed standard says that depreciation should reflect consumption; and
infrastructure assets are consumed even though there may be expenditure to restate the
economic benefits or restore the useful life. Paragraph 43 might be interpreted as allowing
renewals accounting in that useful life dependsin part on wear and tear which in turn depends
on the maintenance programme ie life could be very long if the asset is properly maintained.
However, paragraph 51 (in common with FRS 15) implies that a maintenance programme
should be reflected in an extension of life rather than as a“built in” assumption of along life.

We believe that UK entities should be allowed to use renewals accounting in specified
circumstances, such as where an asset is deemed to be maintained to a specific level of service.
In principle, charging annual maintenance costs that maintain the economic benefits of an asset
can provide a better measure of consumption in a current cost environment than an annual
depreciation charge. This would be the case particularly for assets where consumption might
vary. An example being in the accounting for roads where consumption of the asset can depend
on weather conditions and particularly the severity of the winter.

If renewals accounting were to be alowed, the revised standard might also address
circumstances when annual maintenance expenditure does not fully maintain the economic
benefits of an asset (or goes beyond what is needed to maintain the asset), and thus where the
amount charged is less (or greater) than’ consumption. Where differences are material, an
adjustment to the amount changed to profit and loss should be made.

What are your views on the differences between the requirements of FRS 15 and IAS 16
concerning revaluations (as described in paragraphs 10 to 17 of the Preface to the FRED)?

Revaluation is used widdly in the public sector and as such, we agree that it should continue to
be an allowed dternative treatment.

A basis of vauation that uses fair value is potentialy a significant change from current
practice. In principle, fair value if taken as market value for non-specialised assets could lead to
more efficient use as it includes a measure of aternative use. However, an objective of
financial statementsis to reflect the consumption of the economic benefits embodied in an asset
and we consider that



ASB (V)

ASB (vi)

ASB (vii)

a deprival value based on the economic benefits forgone may provide a better measure of
consumption of an asset in its existing use

While fair value is usually taken to be market value, there would appear to be scope for the
proposed standard to provide further interpretation of how fair value may be determined in
practice. In particular, there needs to be consideration of whether fair value can be deemed to
encompass an existing use value; or whether in practice fair value is sufficiently close to
exigting use value in most cases. The proposed standard should aso provide clearer links to the
practices and terminology used by professional valuers, as does FRS 15. This would enhance
understanding between the accountancy and valuation professions of the form of valuation
required and how valuations are used.

The proposed standard contains less guidance than FRS 15 on the basis for valuations. In
particular, we consider that the standard should specify when an externa valuer must be used.
In the case of property valuation, the amounts involved could have a significant impact on the
financial statements and it is thus particularly important that val uations are seen to be unbiased.

The proposed approach to reporting revaluation gains and losses (set out in paragraph 17 of the
Preface) diverts from FRS 15. In FRS 15, impairment is always reflected in profit and loss and
revaluation losses that are not impairment are reported in the STRGL. In certain circumstances,
the proposed approach would result in reductions in value resulting from consumption of
economic benefits not being recognised in profit and loss. Thus, we prefer the FRS 15
approach. However, we acknowledge that the IAS treatment is simpler and also that it often
reflects how FRS 15 is applied in practice.

Are there any other aspects of the differences between the proposed standards and current UK
accounting requirements that you wish to comment on?

No

Do you agree with the ASB 's proposal, as a transitional measure (see paragraph 18 above),
that the present exemption in FRS 15 in respect of insurance companies should beretained in a
new UK standard based on IAS 16 revised pending the outcome of the IASB's projects on
insurance and reporting financial performance?

Yes. The proposed approach is consistent with that in other areas where changes to
internationa standards are likely.

The transitional arrangements for the first-time application of FRS 15 allowed an entity that
does not adopt a policy of revaluation to retain carrying amounts reflecting previous
revaluations instead of restating the carrying amounts to historical cost (see paragraph 19
above). Do you believe that a transitional arrangement should be included in a new UK
standard to allow entities that adopted FRS 15's transitional arrangement to continue to
recognise the carrying amounts under that arrangement?



ASB (viii)

ASB (iX)

ASB (X)

ASB (xi)

ASB (xii)

ASB (xiii)

Yes. In practice, historical costs may not be available and without this transitional arrangement
there would appear to be no other option than to adopt a revaluation approach.

Do you believe that ASB should consider any other transitional arrangements?
No.

Arethere any other aspects of the draft standard on property, plant and equipment that the
ASB should request the |ASB to review when finalising the revised |AS 16?

As noted above, the proposed international standard does not address renewal s accounting.
While we understand that there is some opposition to renewal s accounting internationally, we
suggest that the ASB request the IASB to review its proposalsto make it clear that renewals
accounting can be used in certain circumstances.

Do you agree that the capitalisation of borrowing costs should remain optional ? If you had to
choose between mandatory capitalisation and prohibition of capitalisation, which would you
support and why?

We agree that capitalisation should remain optional. If we had to choose, we would probably
support mandatory capitalisation on grounds of consistency, in that the resulting valuation
would match more closely the market price of purchasing a completed asset.

Do you agree that paragraph 5(e) of 1AS 23, which allows certain exchange differences to be
capitalised, should be deleted in the draft standard on borrowing costs?

Yes. In principle, such exchange differences should be treated in a similar way to borrowing
costs if there is a presumption that interest rates and exchange rates are linked. However, in
practice, it may be difficult to identify reliably the element of exchange differences that relate
to changes in interest rates and thus borrowing costs.

What are your views on the difference between MS 23 and FRS 15 referred to in paragraph 24
of the Preface to the FRED concerning borrowing costs eligible for capitalisation?

We believe that the FRS 15 approach is preferable. Borrowing that has yet to be spent on
bringing an asset into use cannot be considered to have been embodied in an asset. The interest
payable on that borrowing should be treated accordingly.

Do you have any comments on MS 23 that you wish the ASB to bring to the |ASB 's attention?

No.



Specific Comments - IAS 16

IASB (i)
IASB (i)
MSB (i)

Do you agree ‘that all exchanges of items of property, plant and equipment should
be measured at fair value, except when the fair value of neither of the assets
exchanged can be determined reliably (see paragraphs 21 and 2i A of the [ draft]
FRS on property, plant and equipment)?

Yes, in principle.

An objective of financial statements is to show the consumption of the economic benefits
embodied in an asset. As such, it seems to us that a deprival value based on the economic
benefits forgone will provide a measure of the consumption of an asset in its existing use.
While fair value is usudly taken to be market value, there would seem to be scope for the
proposed standard to provide further interpretation on how fair value may be determined in
practice. In particular, there needs to be consideration of whether fair value can be deemed
to encompass an existing use value; or whether in practice fair value is sufficiently close to
existing use value in most cases.

We note that ajoint project is underway seeking to converge the approaches to accounting
for revaluations. Should it become clear that further changesto IAS 16 are likely as aresult
of this project, it would seem preferable to wait until revision was complete before issuing
a new international standard rather than to issue a standard that may require subsequent
amendment.

Do you agree that all exchanges of intangible assets should be measured at fair
value, except when the fair value of neither of the assets exchanged can be
determined reliably?

Y es. We presume that this question relates to exchanges of tangible for intangible assets, or
vice versa, rather than exchanges of intangible assets only. The accounting treatment in
paragraph 21 of the proposed standard is consistent with the equivalent in 1IAS 38
Intangible assets.

Do you agree that depreciation of an item of property, plant and equipment should not
cease when it becomes temporarily idle or is retired from active use and held for disposal
(see paragraph 59 of the [draft] FRSon property, plant and equipment)?

Yes for assets that are temporarily idle although there may be a need to consider whether
an asset should be re-lifted following a period of being idle. Retired assets should not be
depreciated but written down to residual value.

Further comments - renewal s accounting

Renewals accounting is allowed in specific circumstances by existing accounting standards
in the UK. The proposed international standard does not address renewals accounting and it
is not clearly the case that renewals accounting can be used. While we understand that
there is some opposition to renewals accounting internationally, we suggest that the IASB
review its proposals to clarify that renewals accounting can be used in certain
circumstances.
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Dear Mr Nailor
COMMENTSON FRED29 - PROPERTY, PLANT AND EQUIPMENT

| am writing in response to the recent Exposure Draft 29 on the subject of Property, Plant and
Equipment and in particular in relation to the important issue of renewals accounting raised in
paragraph 38 ASB (iii) of the discussion document We currently take advantage of the provisions
in FRS 1 5 at paragraphs 97 - 99 to account for our underground infrastructure assets in a cost
effective and meaningful way. In addition, infrastructure renewals accounting represents an
integral part of the economic, regulatory and accounting framework within which water companies
operatein the UK.

As you will be aware, detailed discussions took place on the subject of infrastructure renewals
accounting prior to the issue of FRS 1 5 when the water industry, OFWAT and auditors stressed
the importance of retaining this method of “depreciation” for infrastructure networks. The
arguments which led to this approach being accepted by the ASB are till as relevant today and are
asfollows;

» Infrastructure renewals accounting was adopted by the water industry in 1 989 to provide a
consistent way in which to account for the underground network of mains and sewers which
represents a single system to be managed, operated and maintained as a network in perpetuity.
As individual components are of no separate economic use and have no determinable asset
life, any attempt to estimate these would involve great subjectivity and would be open to
manipulation.

» A significant proportion of infrastructure assets in the water industry were created prior to 1
974 and insufficient records exist with which to calculate depreciation on a conventional basis.
The use of an independently certified asset management plan to determine annual expenditure
required to maintain the operating capacity of the network provides a robust auditable basis of
calculating depreciation.
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OFWAT have indicated to date that they will continue to require the use of infrastructure
renewals accounting in the regulatory accounts and as part of the price-selling mechanism. It
is important to ensure symmetry between the statutory and regulatory accounts in order to
avoid confusion for users, in particular arising from potentially different historical cost profit
figures. Although the current system involves presentationa differences in relation to
infrastructure assets between statutory and regulatory accounts, these are easily reconcilable
and result in consistent profit figures.

It is crucia therefore that the current provisions are retained within the main body of the new
standard to enable water companies to continue with this method of accounting and ensure
consistency of approach in the water industry.

The possibility of continuing to adopt infrastructure renewals accounting in the absence of the
specific dispensation would ultimately be a matter for auditors to decide. However, the
inevitable lack of consistency in treatment between companies would be undesirable.

Prior to the issue of FRS 1 5, much valuable work was carried out involving the ASB, OFWAT
and the water industry in developing a solution to address the need to depreciate infrastructure
assets. The solution should be retained and specific guidance to this effect should be included in
the revised accounting standard. The omission of such guidance would present the water
industry with mgjor practical difficulties that would inevitably increase costs and affect charges
to customersin the long term.

Yours sincerely

=

Anthony Ferra
Finance Director

Continued
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Dear Sirs,

UK 15

Stacey & Partners
Chartered Accountants
The Limes

32 Bridge Street
Thetford

Norfolk

P24 3AG

Property, plant and equipment; Borrowing costs (FRED 29)

| am writing on behalf of my firm to set out our responses to FRED 29.

ASB (i)

Do you agree with the proposal to issue new UK standards on property, plant and
equipment and borrowing costs when the IASB issues the revised IAS 16, unless it
becomes clear that further changesto IAS 16 are likely by 2005 as aresult of the
revaluation project?

We agree that, if it islikely that further changes will be forthcoming from the IASB, the
implementation of FRED 29 should be delayed.

This is because the volume of standards issued by the ASB will be fairly high between
now and 2005, and it would be simpler to issue one standard in respect of Fixed Assets
rather then issuing one and then amending it at alater date.

We consider that the existing standards cover all matters relating to matters covered by

ASB (ii)

FRED 29.

The international exposure draft on property, plant and equipment proposes that residual
values used in the calculation of depreciable amount should be reviewed at each balance
sheet date and revised to reflect current estimates. FRS 15 generally requires prices at
the date of acquisition or latest valuation to be used; hence, depreciation expense on a
historical cost basisis not reduced by inflation in residual values. Do you agree or
disagree with the proposed international approach?



We disagree with the international approach. The reconsideration of residual values would create
additional work for those preparing accounts and we consider that the extra information
given would not be of great value.

Inflation in most industrialized countriesis not at large % levels, and therefore any adjustment arising
from arevisoninresidua vaueis unlikely to have amaterial effect on the accounts.

ASB (iii) 1AS 16 does not address the use of renewals accounting in respect of certain
infrastructure assets. Do you believe that the absence of the guidance in FRS 15 would
prevent entities from using renewals accounting as a method of estimating depreciation?
Should UK entities be permitted to continue to use renewals accounting?

We believe that the UK should be entitled to contour to use renewals accounting in the few
circumstances where it gives atrue and fair view.

Although we do not consider the FRED as drafted would prevent renewals accounting, FRS 15 defines
when it may be used and strict conditions. These are absent from the FRED and we
consider this may result in abuse by those preparing accounts. For this reason, we would
like to have the guidance from FRS15 incorporated in any standard such as FRED 29.

ASB (iv) What are your views on the differences between the requirements of FRS 15 and IAS 16

concerning revaluation (as described in paragraphs 10 to 17 of the Preface to the
FRED)?

We consider that users of accounts would be able to appreciate revaluations in accounts that are based
upon market valuations, rather than the concept of fair valuations. We therefore prefer
the IAS principle of revaluation’s being based upon market valuations, rather than
existing use valuations, as this would simplify the treatment of valuations in the
accounts.

We consider that guidance should be incorporated in the FRED to set out the frequency of vauations.
Asdrafted, thisis|eft to the judgment of those preparing accounts, which could be
influenced by various factors. By setting out the period over which valuations should be
carried out, asin FRS15, those preparing accounts are forced to carry out the valuations
or disclose the non-compliance with accounting standards.

We also consider the detailed guidance in FRS15 relating to valuations, and appendix 1
to be useful. A similar appendix and detail should be attached to the FRED.

We believe that the treatment of revaluation losses and surplusesisinconsistent. The current rules
should apply, so that a revaluation loss exceeding a previous



surplus is recognized in the statement of recognized gains or losses. Thisassistsin
producing statements that show the true effect of revaluations.

For the above reason, we also consider that all impairment losses should be shown in the profit and loss
account, and not in the Statement f Gain and Losses.

ASB (v) Arethere any other aspects of the differences between the proposed standards and
current UK accounting requirements that you wish to comment on?

No.

ASB (vi) Do you agree with the ASB’s proposal, as atransitional measure (see paragraph 18
above), that the present exemption in FRS 15 in respect of insurance companies should
be retained in anew UK standard based on IAS 16 revised pending the outcome of the
IASB’ s projects on insurance and reporting financial performance?

We agree that the present exemption should be incorporated in the FRED.

ASB (vii) Thetransitional arrangements for the first-time application of FRS 15 allowed an entity
that does not adopt a policy of revaluation to retain carrying amounts reflecting previous
revaluations instead of restating the carrying amounts to historical cost (see paragraph
19 above). Do you believe that atransitional arrangement should be included in a new
UK standard to allow entities that adopted FRS 15’ s transitional arrangement to
continue to recognize the carrying amounts under that arrangement?

We agree that the transitional arrangements regarding FRS15 should be maintained.

ASB (viii) Do you believe that ASB should consider any other transitional arrangements?

No.

ASB (ix) Arethere any other aspects of the draft standard on property, plant and equipment that
the ASB should request the IASB to review when finalizing the revised IAS 16?

No.
ASB (x) Do you agree that the capitalization of borrowing costs should remain optional? If you
had to choose between mandatory capitalization and prohibition of capitalization, which

would you support and why?

We consider that there should be no optional choice between the methods of interest
capitalization, so those users of accounts can easily compare one entity with another.



We would support the mandatory capitalization of interest, due to the fact that this would show the
“true” cost of brining an asset into existence.

ASB (xi) Do you agree that paragraph 5(e) of IAS 23, which allows certain exchange differences
to be capitalised, should be deleted in the draft standard on borrowing costs?

We believe that all exchange differences should be shown on the profit and loss
account. Paragraph 5(e) should therefore be deleted.

ASB (xii) What are your views on the difference between IAS 23 and FRS 15 referred to in
paragraph 24 of the Preface to the FRED concerning borrowing costs eligible for
capitalisation?

We consider that it is correct to show the true cost of borrowing within fixed assets.
Temporary investment income is a matter of policy of acompany, and therefore the
effect of the company’s money management policy should be shown in the profit and
loss account, as currently require in FRS 15.

The treatment of |AS23 in relation to this matter would result in adifferencein the
capitalised figure, depending on the amount of borrowings received at the start of the
project.

ASB (xiii) Do you have any comments on IAS 23 that you wish the ASB to bring to the IASB’s
attention?

No.

The IASB has asked commentators to respond to the following questions on the proposed changesto
IAS 16:

IASB (i) Do you agree that all exchanges of items of property, plant and equipment should be
measured at fair value, except when the fair value of neither of the assets exchanged can
be determined reliably (see paragraphs 21 and 21A of the [draft] FRS on property, plant
and equipment)?

We believe this would enabl e transactions to be reported correctly, showing atrue and fair view and
agree to the incorporation of such arequirement.

IASB (ii) Do you agree that all exchanges of intangible assets should be measured at fair value,
except when the fair value of neither of the assets exchanged can be determined
reliably?

We believe this would enabl e transactions to be reported correctly, showing atrue and fair view and
agree to the incorporation of such arequirement.

IASB (iii) Do you agree that depreciation of an item of property, plant and equipment should not
cease when it becomes temporarily idle or isretired from active use and held



for disposal (see paragraph 59 of the [draft] FRS on property, plant and
equipment)?

We believe that when an asset ceases to be used, the asset should be written down
immediately to its recoverable value and an impairment review carried out if
necessary. Depreciation should therefore cease at that point.

However, if an asset had been temporarily idle, then we suggest that the correct
treatment be for deprecation to continue.

Yourstruly,

Mark A Wallace ACA
Technical Partner



UK 16
WELSH FEDERATION OF HOUSING ASSOCIATIONS
Responseto FRED 29 Property, plant and equipment; Borrowing costs

The Federation welcomes the opportunity to comment on the Financial Reporting
Exposure Draft 29 Property, plant and equipment; Borrowing costs. The Federation,
together with its English and Scottish counterparts, is the recognised SORP-making body
for registered social landlords (RSLs) in the United Kingdom.

The Federation represents 92 independent not for profit social landlords registered with the
National Assembly for Wales owning over 65,000 properties (at 31 March 2001). These
include 30 housing associations funded by a combination of Social Housing Grants payable
by the National Assembly and loans raised from the capital markets, banks and building

societies. They owned 61,000 properties at March 2001

At 31 March 2001 their global balance sheets were as follows:

Fixed assefs

Housing assets at cost

less: SHG and other public grants
Depreciation

Revaluation surplus

Long term investments

Other fixed assets

Total fixed assets

Current assels

Rent and service charges receivable
les= Provision for bad and doubtful debts
Investments

Cash

Other debtors

Total current assets

Current Fabilifies

Short term housing loans

Bank overdrafts

RFent and service charges received in advance
Re-cycled capital grant fund

Other current liabilities

Met current assets

Total assets less current liabilities
Creditors: amounts falling due affer one year
Housing loans

Mon-housing loans

Other long tamn creditors

Provigions

Total loans and provisions

Met assets

Capital and reserves
Accumnulated surplus

Major repairs reserve
Cyclical maintenance reserve
Restricted rasarves

Other designated reserves
Revaluation resernves

2,321

{1,616}
()
82

778
4]
3

811

10
(5)
16




ASB (i) Do you agree with the proposal to issue new UK standards on property,
plant and equipment and borrowing costs when the |ASB issues the revised
IAS 16, unless it becomes clear that further changesto IAS 16 are likely by
2005 as aresult of the revaluation project?

Responseby WFHA: Wewould prefer that the new UK standard isonly issued after
the project is completed so asnot to have to deal with successive
revisionsto the standard.

ASB (ii) Theinternational exposure draft on property, plant and equipment proposes
that residual values used in the calculation of depreciable amount should be
reviewed at each balance sheet date and revised to reflect current estimates.
FRS 15 generally requires prices at the date of acquisition or latest valuation
to be used; hence, depreciation expense on a historical cost basisis not
reduced by inflation in residual values. Do you agree or disagree with the
proposed international approach?



The comparison of the two standards is as follows:

FRS15

FRED29

Review of residual value

95. Where the residual value is material it
should be reviewed at the end of each
reporting period to take account of
reasonably expected technological changes
based on prices prevailing at the date of
acquisition (or revaluation). A changein
its estimated residual value should be
accounted for prospectively over the asset’s
remaining useful economic life, except to
the extent that the asset has been impaired
at the balance sheet date.

Review of residual value

46. The depreciable amount of an asset is
determined after deducting the residual
value of the asset. In practice, the residua
value of an asset is often insignificant and
therefore immaterial.. .When the residual
valueislikely to be material, the residual
value is estimated at the date of acquisition
and isreviewed as at each balance sheet
date. A changein the asset’ sresidua
value, other than a change reflected in an
impairment loss recognised under FRS 11
is accounted for prospectively as an
adjustment to future depreciation. An
estimate of an asset’sresidual valueis
based on the amount recoverable from
disposal, at the date of the estimate, of
similar assets that have reached the end of
their useful lives

Response by WFHA: The review should be based on prices current at the date of the
review. Social housing properties typically have very long lives and the
residual values will change considerably over time. To maintain residual
values at prices which may date back many decades would not be arealistic
basisto measure residual values.

ASB (iii)

IAS 16 does not address the use of renewals accounting in respect of certain

infrastructure assets. Do you believe that the absence of the guidance in
FRS 15 would prevent entities from using renewal s accounting as a method
of estimating depreciation? Should UK entities be permitted to continue to

use renewal s accounting?

Response by WFHA: Not relevant to housing associations

ASB (iv) What are your views on the differences between the requirements of FRS 15
and IAS 16 concerning revaluations (as described in paragraphs 10 to 17 of

the Preface to the FRED)?




The main difference rel ates to the valuation basis as follows:

FRS 15

FRED 29

Valuation Basis

53. The following valuation basis should be
used for revalued properties that are not
impaired:

(&) non-specialised properties should be
valued on the basis of existing use
value (EUV).... Where the open
market value OMV is materially
different from EUV, the OMV and
the reasons for the difference should
be disclosed in the notes...........

(b) Specialised properties should be
depreciated on the basis of
depreciated replacement costs

(c) Properties surplusto an entity’s
requirements should be valued on
the basis of OMV

Revaluations

30. Thefair value of land and buildingsis
usually its market value. Thisvalueis
determined by appraisal normally
undertaken by professionally qualified
valuers

Response by WFHA: The conventional basis for valuing social housing propertiesisthe
existing use basis. The market value would be the open market basis of
valuation, which is not appropriate.

ASB (V)

Are there any other aspects of the differences between the proposed

standards and current UK accounting requirements that you wish to

comment on?

ASB (vi)

Do you agree with the ASB’ s proposal, as atransitional measure (see

paragraph 18 above), that the present exemption in. FRS 15 in respect of
insurance companies should be retained in anew UK standard based on IAS
16 revised pending the outcome of the IASB's projects on insurance and
reporting financial performance?

Response by WFHA:: Not relevant to housing associations

ASB (vii) Thetransitional arrangements for the first-time application of FRS 15
allowed an entity that does not adopt a policy of revaluation to retain
carrying amounts reflecting previous revauations instead of restating the
carrying amounts to historical cost (see paragraph 19 above). Do you
believe that a transitional arrangement should be included in a new UK
standard to allow entities that adopted FRS 15’ s transitional arrangement to
continue to recognise the carrying amounts under that arrangement?




Response by WFHA: Not relevant to housing associations

ASB (viii) Do you believe that ASB should consider any other transitional
arrangements?

Response by WFHA: Not relevant to housing associations
ASB (ix) Arethereany other aspects of the draft standard on property, plant and

equipment that the ASB should request the IASB to review when finalising
therevised IAS 167.



Response by WFHA: We would liketo comment on the following two points:

1. Initial measurement

There are differencesin the rules for measuring the costs to be capitalised, as follows:

FRS 15

FRED 29

Initial Measurement

8. The cost of atangible fixed asset
comprises its purchase price and any costs
directly attributable to bringing it into
working conditioning .....

9. Directly attributable costs are:

(@) labour costs of own employees
arising directly formthe
construction or acquisition of the
specific asset

(b) the incrementa coststo the entity
that would have been avoided only if
the asset had not been constructed or
acquired

It follows that administration and other
over head costs would be excluded....
10. Examples include:

(&) Acquisition costs (eg. Stamp duty
etc.)

(b) costs of site preperation

(c) initial delivery

(d) installation

(e) professional fees

Initial Measurement
15. The cost of an item of property, plant
and equipment comprises:

(@) its purchase price......

(b) any directly attributable costs to
bring the asset to the location and
working condition necessary for it to
be capable of operating in the
manner intended by management
after deducting the net proceeds
from selling any items produced
when bringing the asset to that
location and condition.

15A Example of directly attributable costs
are:

(a) costs of employee benefits

(b) costs of site preparation

(c) initial delivery

(d) installation and assembly costs

(e) professional fees

17. Examples of costs that are not a
component of the cost of the property, plant
and equipment:
(@) costs of opening anew facility
(b) costs of introducing a new product
(c) costs of conducting businessin a
new location
(d) administration and general
over head costs
These costs are excluded because they are
not part of the asset’s purchase price and
cannot be attributed directly to bringing the
asset to the location and working condition
necessary for it to be capable of operating in
the manner intended by management

FRS 15 includes a key test in the definition of directly attributable costs.




the incremental costs to the entity that would have been avoided only if the asset

had not been constructed or acquired

2. Depreciation method

FRED 29 differs somewhat in describing the alternative depreciation methods, as follows:

FRS15

FRED 29

Depreciation method
81. A variety of methods can be used to
allocate the depreciable amount of a
tangible fixed asset on a systematic basis
over itsuseful life. The method chosen
should result in a depreciation charge
throughout the asset’ s useful life and not
just towards the end of its useful economic
life. Two of the more common methods
are.

(a) Straight line

(b) Reducing balance

Depreciation method

47. A variety of depreciation methods can
be used to alocate the depreciable amount
of an asset on a systematic basis over its
useful life. These methods include the
straight line method, the diminishing
balance method and the sum of the units
method

We are conscious of the fact that the draft revision to FRS 15 had proposed disallowing the
annuity method of depreciation as an acceptable method of calculating
depreciation. We a so understand that the draft revision is unlikely to be
issued. We would therefore prefer FRED 29 to give a clearer steer asto

what methods are acceptable.

ASB (x)

Do you agree that the capitalisation of borrowing costs should remain

optional? If you had to choose between mandatory capitalisation and
prohibition of capitalisation, which would you support and why?

Response by WFHA: Housing associations capitalise interest on their housing
developments. Therefore we are content with the present situation of it
being optional. If we had to choose between mandatory capitalisation and
prohibition we would choose the former, since it is our current practice to

capitalise interest.

ASB (xi)

Do you agree that paragraph 5(e) of IAS 23, which alows certain exchange

differences to be capitalised, should be deleted in the draft standard on

borrowing costs?

Response by WFHA: Not relevant to housing associations




ASB (xii) What are your views on the difference between IAS 23 and FRS 15 referred
to in paragraph 24 of the Preface to the FRED concerning borrowing costs

eligible for capitalisation?

FRS15

FRED29

Finance costs

21. Only finance costs that are directly
attributable to the construction of atangible
fixed asset should be capitalised

Directly attributable finance costs are those
that would have been avoided (for example
by avoiding additional borrowings or by
using the funds expended for the asset to
repay existing borrowings) if there had
been no expenditure on the asset

22. Where the entity has borrowed funds
specifically for the purpose of financing the
construction of atangible fixed asset, the
amount of finance costs capitalised is
limited to the actual costsincurred on the
borrowing during the period in respect of
expenditures to date on the asset

23. Where the funds used to finance the
construction.. .form part of the entity’s
general borrowings, the amount of finance
costs capitalised is determined by applying
a Capitalisation rate to the expenditure on
that asset

Borrowing costs

11. Borrowing costs that are directly
attributable to the acquisition, construction
or production of aqualifying asset should
be capitalised as part of the cost of that
asset.

13. The borrowing costs that are directly
attributable to the acquisition of an asset,
are those borrowings that would have been
avoided if the expenditure on the asset not
been made. When an enterprise borrows
funds specifically for the purpose of
obtaining a particular asset, the borrowing
costs that directly relate to that asset can be
readily identified.

15. To the extent that funds are borrowed
specifically for the purpose of obtaining a
qualifying asset, the amount of borrowing
costs eligible for capitalisation on that asset
should be determined as the actual
borrowing costs incurred on that
borrowing less any investment income on
the temporary investment of those
borrowings.

Response by WFHA: We are not sure whether the proposed treatment in FRED 29 would
giverise to amore precise measurement of interest to be capitalised. Under
FRS 15 housing associations capitalise only the interest costs on the
borrowings actually used to develop the tangible fixed asset. In practice
housing associations rarely borrow dedicated funds for individual specific
developments. If they did so, they would generally only draw down the
amount required for the devel opment.

We firmly believe therefore that the requirements of FRS 15 should be
retained for housing associations.

ASB (xiii) Do you have any comments on IAS 23 that you wish the ASB to bring to

the IASB’ s attention?

The IASB has asked commentators to respond to the following questions on the proposed

changesto IAS 16:




IASB (i)

Do you agree that all exchanges of items of property, plant and equipment
should be measured at fair value, except when the fair value of neither of
the assets exchanged can be determined reliably (see paragraphs 21 and
21A of the [draft] FRS on property, plant and equipment)?

Response by WFHA: Housing association do occasionally exchange properties between

IASB (ii)

each other. They are usually accounted for at book value, which in the
overwhelming majority of casesis historical cost. In those cases where one
property is held at valuation by one association and is exchanged for a
property which is held at cost by the other, the transferee associations
would continue to show the properties at the original book values- cost in
the case of one and valuation in the case of the other. We therefore do not
agree with the proposal that all exchanges should be measured at fair value.

Do you agree that all exchanges of intangible assets should be measured at
fair value, except when the fair value of neither of the assets exchanged can
be determined reliably?

Response by WFHA: Not relevant to housing associations

IASB (iii) Do you agree that depreciation of an item of property, plant and equipment

should not cease when it becomes temporarily idle or isretired from active
use and held for disposal (see paragraph 59 of the [draft] FRS on property,
plant and equipment)?

Response by WFHA: We would generally continue to depreciate the asset, although, as

indicated in the last sentence of paragraph 59, the association would test
such an asset for impairment under FRS 11 and recognise any impairment
accordingly.



FRS15 FRED29
Subsequent expenditure Subsequent expenditure
36. Subsequent expenditure should be 23. Subsequent expenditure relating to an
capitalised in three circumstances: item of property, plant and equipment that
(a) where the subsequent expenditure has been recognised, other than expenditure
provides an enhancement of the incurred in replacing or renewing a
economic benefits of the tangible component of such an item, shall be added
fixed asset in excess of the to the carrying amount of the asset when,
previously assessed standard of and only when, it is probable that the
performance expenditure increases the future economic
(b) where a component of the tangible benefits embodied in the asset in excess of
fixed asset that has been treated its standard of performance assessed
separately for depreciation immediately before the expenditure was
purposes and isreplaced or made.
Restored
(o) P

The differences between the two standards are minor and are unlikely to change the accounting
policies of housing associations.
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FRED 29 (i) Property, plant and equipment (ii) Borrowing costs

We concur that IAS 16 and FRS 15 have much in common in terms of their scope and principles for
initial measurement, valuation and depreciation of tangible fixed assets.

A number of issues do however arise in the context of the charities sector that warrants particular
consideration.

As identified in the exposure draft, the proposals are silent on the question of initial measurement of
donated assets. The existing standard (FRS 15) is explicit in its requirement for donated tangible fixed
assets to be carried at their current value on the date they are received. This accounting treatment is
echoed in the Charities SORP and is standard sector practice.

The inclusion of al charity assets in their financial statements at fair value has been a long struggle and
we are concerned that the technical underpinning of this work may be lost if the issue is not specifically
addressed by the new standard. From the context provided in the preface to the exposure draft, it would
appear that ASB have the discretion to modify an international standard for UK purposes. We believe that
consideration therefore should be given to the inclusion of a short paragraph to address the issue of initia
valuation of donated assets.

Revaluation of tangible fixed assets, whilst not the usual sector practice, is a policy adopted by some
charities and the Charities SORP allows some flexibility in valuation approaches where such a policy is
adopted. Some charities that currently revalue using EUV may be reluctant to adopt OMY policies for
reasons well explained in the preface to the exposure draft. Also a number of charities adopted
revaluation policies under FRS 15 without fully appreciating the requirement for ongoing valuations
under the standard. Transitional arrangements that allow entities that chose not to adopt revaluation
policies under the new standard to continue carrying tangible fixed assets at a previous vauation would
be welcomed. These transitional arrangements should apply both to entities that did not adopt revaluation
policies under FRS 15 and to those that choose not to adopt



revaluation with the introduction of the new standard. This would give charities an opportunity to review
current valuation policies before “locking into” arequirement for on-going valuationsunder a  new

standard.

We attach a schedule that sets out our responses to the particular questions raised in the exposure draft.

Ao Dy

oI

Raymond Jones
Policy Accountant



Responses to Exposure Draft 29
Property, Plant and Equipment (lIAS 16)
Borrowing Costs (IAS 23)

Reference | Issue Response

ASB(i) Do you agree to the proposal to issue It would be prudent not to issue a new
new UK standards on property, plant and | standard until the IASB review of IAS 16
equipment and borrowing costs when and the outcome of the revaluation project is
TASB issues the revised [AS 16, unless know with reasonable certainty.
further changes to the international {Also see response to ASB (viii) — below).
standard become clear as the result of the
revaluation project.

ASB (ii) Should residual values used for Residual values should generally only be
calculation of depreciation be reviewed | reviewed on acquisition or revaluation of
annually or at acquisition or revaluation. | tangible fixed assets. To review annually

with create additional expense and will only
be relevant where residual values are
material to annual depreciation. We would
therefore prefer to see the need for annual
review limited to those assets that have
material residual values as under the current
standard.

ASB (iif) Should the new standard allow for We do not generally encounter such
renewals accounting for depreciation. depreciation policies being adopted within

the charities sector. We are therefore context
with the new standard being silent on this
issue,

ASB (iv) Views on approaches to revaluations: Whilst the IAS has the attraction of
OMV (open market value)- EUTV simplicity in its heavy weighting for the use
(existing use value) — DRC (depreciated | of OMYV, we recognise the potential
replacement cost). anomalies this approach may create e.g.

development potential of land included in
valuations or write-downs of specially
adapted property despite the value of such
additions for existing use.
There may therefore be reluctance in parts of
the charities sector to use open market values
for functional property as this will not reflect
the current usage and may create the type of
anomaly identified above.
There is also significant use of DRC within
the charities sector (hospitals, nursing homes,
libraries, schools etc.). Tt will be important
that current RICS guidance given within in
FRS 15 continues to provide the yardstick as
to when DRC approaches are appropriate.

| ASB(v) | Any other differences between the two | No other issues identified.

standards you wish to comment on.

ASB {vi) Transitional arrangemenis for insurance | No comments.

companies.




Responses to Exposure Draft 29
Property, Plant and Equipment (IAS 16)
Borrowing Costs (IAS 23)

ASB (vii)

Do you believe that a transitional
arrangement should be included in the
new UK standard to allow entities that
adopted FRS515"s transitional
arrangements to continue to recognise
the carrying amounts under that

arrangement.

This exemption would be extremely helpful.
The FRS 15 transitional arrangement helped
many charities that had revalued as a one —
off exercise in the past and did not wish to
adopt a policy of on-going revaluation. We
therefore feel that the introduction of such an
exemption is very important to the sector.

Indeed in the context of a move to OMYV, it
would be appropriate to offer this exemption
again to charity’s moving to the new
standard (oot wishing to adopt this policy)
but having previously adopted a policy for
EUV revaluations under FRS 135,

A significant number of charities may also
have moved to revaluation approaches under
FRS 15 not fully appreciating the on-going
valuation requirements. An option to
reconsider whether a revaluation policy is
still appropriate in the context a move to a
new standard is therefore also desirable.

ASB (viii)

Need for other transitional arrangements.

Yes, as mentioned above a move to OMV
property values may be inappropriate for
some charities. An exemption similar to that
granted on the introduction of FRS 15 would
be helpful in allowing entities to treat past
revaluations as though they were historic
costs and not requiring ongoing revaluations
in the future.

There may also be merit in considering
allowing the application of either standard up
to 2005. This could allow reporting entities
to make a single switch from current UK
standards to the proposed new standards
rather than a piece-meal transition.

ASB (ix)

Are there any other aspects of [AS 16
that should be reviewed by IASB.

Mo other issues identified.

ASB (x)

Should capitalisation of borrowing costs
be optional? If a choice were mandatory
capitalisation or prohibition of

capitalisation which would you support.

Within the charities sector there will be a
tendency to expense interest costs. We have
no difficulties with optional treatment
continuing to be allowed.

ASB (xi)

Can foreign exchange differences be
regarded as borrowing costs.

It is rare in our experience for charities to
enter into foreign exchange loans to fund
tangible fixed assets. We can see logic to the
international standards approach to this issue
as any decision to take a foreign exchange
loan will be a factor of both the rate of
interest and an assessment of currency
movements. However, we have no
difficulties in ASB excluding foreign
exchange movements from borrowing costs.




Responses to Exposure Draft 29
Property, Plant and Equipment (IAS 16)
Borrowing Costs (IAS 23)

"ASB (xii)

Any specific issues to be brought to
[ASB’s attention.

None

IASB (i)

Do you agree that exchange transactions .

involving property, plant and equipment
should be measured at fair value except
where fair value of neither exchange
assets can be determined reliably.

We concur with this approach.

TASB (if)

Do you agree that exchange transactions
involving intangible assets should be
measured at fair value except where fair
value of neither exchange assets can be
determined reliably.

‘We concur with this approach. -

| TASB (iii)

Do you agree that depreciation should
apply to temporarily idle or retired assets
held for disposal.

We can accept the approach proposed as
being pragmatic. Argument could be made
that depreciation of idle assets is only
relevant where despite the retirement there is
still a reduction in the economic life of the
asset. Also retired assets pending sale
perhaps should in theory be regarded as
current assets and written down fo net
realisable value and depreciation ceased.
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Related Party Disclosures - FRED 25 Consultation

FRS 8 has been a key standard in charity reporting and has contributed significantly to the sector’s
accountability and transparency. Transactions with related parties (other than at arms length with
subsidiaries) are not regarded as normal or usual in the context of charities. In particular transactions
that give rise to a benefit to a charity trustee (a director in company’s terminology) require either
constitutional authority or in England and Wales an order by the Charity Commission.

In this context the guidance provided by FRS 8 on transactions undertaken directly or indirectly with
individual s accountable for stewardship (e.g. trustees) has been particularly valuable. In the context of
charities such information may significantly influence the decisions of users of financial statements
such as donors. We therefore have particular concerns that this issue of materiality is not addressed in
the exposure draft. We fear that without specific guidance that significant transactions with trustees
and persons connected with them will fall out of disclosure as being immaterial in the context of the
reporting entity or group whilst being significant to the recipient. With current pressures on enhanced
disclosure, accountability and transparency we believe this could be seen as a retrograde step and
poorly timed.

We aso note that FRS 8 deals more comprehensively with the notion of influence and related party
status. From the sector viewpoint relationships that might exist which inhibit a charity from pursuing
its own independent interest are particularly relevant. Any decision to enter into a transaction ought to
be influenced only by the consideration of the charity’s own interests. Currently paragraph 2.5 (a) of
FRS 8 addresses this point well. Similarly, the concept of two parties being influenced from the same
sources and hence being related appears to have been lost. We fedl that these considerations could be
introduced explicitly into paragraph 5 or 6 of the exposure draft and to some extent built into the
definition of “significant interest” provided in paragraph 9.

We also consider that IASB should give wider consideration to the disclosure of “management
compensation.” The term isloose and undefined at present and one can imagine a variety of



transactions being treated as part of management compensation and therefore exempt from disclosure.
IASB should in our view be encouraged to consider the exact reasons for the regarding “ management
compensation” as being exempted from the standard. Users of financial statements are undoubtedly
influenced by compensation packages awarded to key management and on occasion such information
is relevant to the assessment of governance and risks of aggressive earnings management. The only
justification that we can see for the exemption (apart from sensitivities) is that such discloses are aso
required under company law. We therefore believe this matter and the reasons for the exemption
should be re-considered.

Our responses to the specific questions raised with the Exposure Draft are set out in the attached
schedule.

Raymond Jones
Policy Accountant



Related Party Disclosures

Exposure Draft 25

[Reference Issue Response .

ASB (i) Do you agree with the | In the context of the Charities Sector we see little
proposal to issue anew | advantage to the proposal other than in the context
standard in the UK on | the wider agenda of aligning UK and international
related party standards. FRS 8 appears to be broadly consistent
disclosures, once the with the requirements of IAS 24 already and
new TAS 24 is much of the more detailed analysis and
approved. explanation provided by the UK standard will be

missed. [t could be argued that FRS 8 creates in
substance the same disclosure requirements as the
international standard without its revision. (except
perhaps in the interpretation of materiality).
However, in so far as the two standards are
compatible, we believe it is primarily a matter for
the ASB to consider the need and merits for the
I o adoption of the text of the international standard.

ASB (ii) Do you believe that the | The disclosure requirements of the Exposure
ASB should consider Draft are not considered significantly different to
any transitional FRS 8. We would not therefore anticipate a
arrangements. particular need for a significant transitional

period.

There may however be merit in considering

allowing the application of either standard up to

2005. This could allow reporting entitics to make

a single switch from current UK standards to the

new standards proposed rather than a piece-meal
_ : . transition. S

ASE (3ii) Should disclosure of Yes. We concur with the reasons put forward in
the name of the paragraph 13B of the exposure draft.
controlling party and, if
different, that of the
ultimate controlling
party — should the UK
standard require such
disclosure even if not

I | requiredbylIAS2d. | I

ASB (iv) Should the standard An understanding of the relationship between the
require disclosure of parties, amounts, and nature of the transaction are
the names of the essential to users of the accounts. The names of
transacting related the parties involved are not perhaps as essential to
party. this understanding.

However, we recognise that there may be
stakeholder interest in transactions that involve
directors (trustees in charities) or their close
family members or with entities controlled by
them. This information may be relevant to
stakeholders and users of accounts in assessing
the governance practices of an entity and as such
may be relevant to their overall assessment of an
entity mcluding risk.

On balance therefore we believe that the standard
should disclose the names of transacting related
parties.




Related Party Disclosures

Exposure Draft 25

ASB (v)

Should the definition of
related parties
specifically refer to
shadow directors and
persons acting in
concert.

Yes, we believe that specific reference to shadow
directors is desirgble in order to remove any
ambiguity as to their related party status. Whilst
such relationships may already fall within the
“significant influence” categories or be seen as

“ management persommel” we consider it to be
desirable to remove any lingering ambiguity.

The concept of persons acting in concert to
exercise control or influence over a charity is only
encounterad on rare occasions and in the charity
context is seen primarily as a governance issue.

In our expetience transactions by a charity with
such persons is unlikely. In practical terms
forming a view as to whether persons are actually
acting in concert to influence an entity is
extremely problematic. We therefore have no
particular concerns should the standard not refer
specifically to persons acting in concert as being a
related party.

ASB (vi)

Should the standard
specify that disclosure
is required of material
transactions and give
more guidance on
materiality.

In the context of the charities sector transactions
with related parties {other than subsidiaries) are
not a normal feature of activities. Such
transactions often either reguire constitutional
authority or an order made by the Charity
Commission (e.g. - if a trustee or connected
person benefits from the transaction or
arrangement).

In this context the interpretation of materiality
may not be the same as for general commercial
entities where the standard suggests that related
party relationship may be a normal feature of
commerce.

FRS 8 was particularly helpful in this respect in
that significant transactions with trustees/related
parties was defined not only in terms of the
reporting entity but also in the context of the other
related party. _

We would therefore favour the inclusion of a
paragraph 20 of FRS &

" ASB(vii)

Are there other aspects
of the draft standard
that TASB should be

requested to review.

No other specific areas identified where review by |
IASB is necessary.

IASB (i)

Do you agree that the
standard should not
require disclosure of
management
compensation, expense
allowances similar
items.

Remuneration and other payments made to
management are clearly transactions over which
the management of an entity has considerable
influence if not control. There may be arguments
to say that standards based disclosures are
unnecessary due to existing legislative
requirements for such disclosures. However,
standards do not appear to take a general line of
not addressing issues already provided for by
legislation or regulation. We consider the
exemption given to the disclosure of management
compensation is difficult to justify,




Related Party Disclosures
Exposure Draft 25

TASBE (1) Do you agree that the
standard should not
require disclosure of
related party
transactions and
outstanding balances in
separate financial
statements of a parent
or a wholly-owned
subsidiary that are
made available or
published with
consolidated financial
statements to which
that entity belongs.

In the context of commercial groups we concur
with this exemption. Users of accounts are
primarily concerned with the potential impact on
group results.

In the context of the charitable sector certain
concerns do arise as transactions between a
charitable entity and its subsidiaries could allow
for undisclosed subsidy arrangements or in the
provision for debt due from non-charitable
subsidiaries which may not be readily apparent in
the consolidated accounts.

‘We therefore concur with the standard in the
context of commercial enfities provided the
Charities SORP is allowed sufficient flexibility to
address additional disclosure needs that may
apply to the sector.




United
Utilities

Dear Sir or Madam:

FRED29 Property, plant and equipment; borrowing costs Question ASB (iii)

| am writing in response to question ASB (iii) in Exposure Draft No. 29 ‘Reporting property,

plant and equipment; borrowing costs concerning renewal s accounting.

In common with the rest of the water industry United Utilities Water PLC currently accounts
for its underground infrastructure assets using renewals accounting as permitted by FRS 15
paragraphs 97—99. This approach allows underground infrastructure assets to be accounted
for in a practical and cost effective way and represents an integral part of the economic,
regulatory and accounting framework within the water industry.

We strongly believe that the current approach be retained for the following reasons:

» The infrastructure network is treated as a single system - the underground infrastructure
network of mains and sewers represents a single system to be maintained at a specified
level of service potential. The individual component assets are of no separate economic
use and have no determinable asset life, any attempt to estimate these would be subjective.

* Asset records do not exist for pre-1974 assets - many infrastructure assets were
acquired/created prior to 1974. Insufficient records exist for these assets to allow
depreciation to be calculated on conventional bases. In the absence of these records the
use of annua expenditure from an independently certified asset management plan
provides a more robust auditable and practical basis of estimating depreciation.

» Consistency with regulatory accounting - OFWAT have indicated that they will continue
to require us to account for infrastructure assets in the regulatory accounts using renewals
accounting. We would prefer to retain consistency between statutory and regulatory
reporting to avoid confusion for users and the need to maintain two sets of assets records.
The current presentational differences relating to infrastructure assets between the two sets
of accounts are easily reconcilable and result in consistent profit figures.

Renewals accounting per FRS 15 provided a workable solution to the issues outlined above.
We believe that this solution should be retained and specific guidance to this effect should be
included in the revised accounting standard. In the absence of this, the water industry would
face major practical difficulties that would result in increased costs and therefore charges to
customersin the long term.

Yours sincerely
Steven Beaumont

Finance Director
United Utilities Water PLC
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Dear Mr Nailor
Comments on FRED29 Property, Plant and Equipment

| am writing in response to the recent Exposure Draft 29 on the subject of Property,
Plant and Equipment and in particular in relation to the issue of renewals
accounting raised in paragraph 38 (iii) of the ASB discussion document. The issue
has fundamental importance to the water industry because of the scale of the
underground infrastructure in this country. The industry currently takes advantage
of the provisions in FRS 15 at paragraphs 97 99 to account for its underground
infrastructure assets in a practical, cost effective and meaningful way. In summary,
infrastructure renewals accounting is an integral part of the economic, regulatory
and accounting framework within which water companies operate in the UK.

As you will be aware, detailed discussions took place on the subject of
infrastructure renewals accounting prior to the issue of FRS 15. At that time the
water industry, OFWAT and the companies’ auditors stressed the importance of
retaining this method of calculating “depreciation” for the underground
infrastructure networks. As a result, paragraphs 97 99 were incorporated into the
final standard. This has proved to be a workable solution which addresses the
requirement to depreciate assets whilst still recognising the nature of the assets
concerned and the impracticality of identifying individual assets/lives.

The arguments which led to this approach being accepted by the ASB (the key
aspects of which are reiterated in summary overleaf) are still as relevant today and
the use of renewals accounting remains the only practical way in which to
determine a “depreciation” charge for underground infrastructure assets. it is
crucial therefore that the current provisions are retained within the main body of the
new standard to enable water companies to continue with this method of
accounting and ensure consistency of approach across the water industry.
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The omission of such guidance would present the water industry with major
regulatory and practical difficulties that would inevitably increase costs and,
therefore, charges to customers in the long term.

In response to one of the ASB’s specific consultation questions, the possibility of
continuing to adopt infrastructure renewals accounting in the absence of the
specific dispensation would ultimately be a matter for auditors to decide. However,
the risks involved would not make that an attractive option for the water companies
and could potentially lead to lack of consistency in treatment between companies,
which would be undesirable.

Key reasons for current approach

* Infrastructure renewals accounting was adopted by the water industry in 1989
to provide a consistent way in which to account for the underground mains and

» sewers which represent a single system managed, operated and maintained as
a network in perpetuity. As individual components are of no separate economic
use and have no determinable asset life, any attempt to estimate these would
involve great subjectivity and would be open to manipulation. The existing
accounting policy is, therefore, the most appropriate because it reflects the way
underground infrastructure assets are managed, operated and maintained in a
better way than conventional depreciation policies

* A significant proportion of the underground infrastructure assets in this country
were created prior to 1974 and insufficient records exist with which to calculate
depreciation on a conventional basis. The use of an independently certified
asset management plan to determine annual expenditure required to maintain
the operating capacity of the network provides a robust auditable basis of
calculating depreciation.

* OFWAT have indicated to date that they will continue to require the use of
infrastructure renewals accounting in the regulatory accounts and in the
determination of customer charges. It is important to ensure symmetry between
the statutory and regulatory accounts in order to avoid confusion for users, in
particular arising from potentially different historical cost profit figures. Although
the current system involves presentational differences in relation to
infrastructure assets between statutory and regulatory accounts, these are
easily reconcilable and result in consistent profit figures. In addition, the
practicalities and cost of maintaining two separate sets of asset records and
accounts would be prohibitive.

Prior to the issue of FRS 151 much valuable work was carried out involving the ASB,
OFWAT and the water industry in developing a solution to address the need to
depreciate infrastructure assets. The solution adopted, whereby renewals
accounting was allowed by paragraph 97-99 as a method of determining the
depreciation charge
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for underground infrastructure asset networks, should be retained and

specific guidance to this effect should be included in the revised accounting
standard.

Yours sincerely

%-F\.QMWJ—\

John O’Kane
Group Finance Director
cc  Ernst &Young
OFWAT
Water UK
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11 September 2002

Mr Hans Nailor

Accounting Standards Board
Holborn Hall

100 Gray'’s Inn Road
London

WC1X SAL

Dear Mr Nailor
Comments on FRED 25

| am writing in response to the recent Exposure Draft 25 on the subject of Related Party
Disclosures in particular in relation to the issue of materiality.

Financial Reporting Standard (FRS) 8 only requires the disclosure of material transactions with
related parties. Such transactions are described as material where their disclosure might
reasonably be expected to influence decisions by the users of the accounts.

There is no specific mention of materiality in Exposure Draft 25. If the accounts are to remain
relevant, then there is surely a need to restrict information to that which might reasonably be
expected to influence users decisions.

Where there are non-material transactions with a related party, it is required by the Exposure
Draft that the relationship be disclosed. | consider that for such a transaction this is sufficient
information for the purpose of the users making decisions on the accounts.

| therefore suggest that the eventual standard be amended to be consistent with FRS 8 on the
matter of materiality.

Pension fund contributions are exempt from disclosure under FRS 8 (para 3(d)). There is no
equivalent exemption in the Exposure Draft, which in fact explicitly requires the disclosure of
pension fund contributions to a pension fund.

Pension costs are adequately covered by FRS 17 (Retirement Benefits) so | also suggest that an
exemption similar to that within FRS 8 be made within the eventual standard.

Yours Sincerely

Tokm

John O'Kane
Group Finance Director
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Mr Hans Nailor

Accounting Standards Board
Holborn Hall

100 Gray'’s Inn Road
London

WC1X 8AL

Dear Mr Nailor
Comments on FRED29 - Property, Plant and Equipment

| am writing in response to the FRED29 on the subject of Property, Plant and
Equipment and in particular in relation to the important issue of renewals
accounting raised in paragraph 38 ASB (iii) of the discussion document. As you
are no doubt aware, the water industry currently takes advantage of the provisions
in paragraphs 97 - 99 of FRS 15 to account for its infrastructure assets in a
practical, cost effective and meaningful way. Furthermore, infrastructure renewals
accounting represents an integral part of the economic, regulatory and accounting
framework within which water companies operate in the UK.

The framework for accounting for the costs of maintaining the infrastructure in the
water industry using infrastructure renewals accounting was established before
privatisation in 1989. It covers assets which water companies are required to
maintain in perpetuity to agreed levels of service. You will know that detailed
discussions took place on the subject of infrastructure renewals accounting prior
to the issue of FRS 15 when the water industry, OFWAT and auditors stressed the
importance of retaining this method of “depreciation” for infrastructure networks.
As a result, paragraphs 97 - 99 were incorporated into the standard and this has
proved to be a workable solution which addresses the requirement to depreciate
assets whilst still recognising the nature of assets concerned and the manner in
which they are maintained.

Registerad in England

No 2366656

Registered Office: Anglian House,
Ambury Road, Huntingdon,
Cambridgeshire. PE29 3INZ



The arguments which led to this approach being accepted by the ASB (the key
aspects of which are reiterated in summary in the attached Appendix) are still as
relevant today and the use of renewals accounting remains the only practical
way in which to determine the “depreciation” on infrastructure assets. It is
crucial therefore that the current provisions are retained within the main body of
the new standard to enable water companies to continue with this method of
accounting and ensure consistency of approach in the water industry.

The possibility of continuing to adopt infrastructure renewals accounting in the
absence of the specific dispensation from the ASB would ultimately be a matter
for auditors to decide. However, the risks involved would not make that an
attractive option and could potentially lead to lack of consistency in treatment
between companies which would be undesirable.

| know that you will receive similar comments from many companies within the
water sector together with their auditors. This is an issue on which there is a
very strong feeling reflecting the amount of work that has gone into developing
the existing infrastructure renewals accounting framework. | hope you will
recognise this in the finalisation of the Accounting Standard. | look forward to
seeing the results of the ASB’s deliberations.

Finance Director



APPENDIX
Key reasons for current approach

» Infrastructure renewals accounting was adopted by the water industry in 1989 to
provide a consistent way in which to account for the underground network of mains and
sewers which represents a single system to be managed, operated and maintained as
a network in perpetuity. As individual components are of no separate economic use and
have no determinable asset life, any attempt to estimate these would involve great
subjectivity and would be open to manipulation.

* A significant proportion of infrastructure assets in the water industry were created prior
to 1974 and insufficient records exist with which to calculate depreciation on a
conventional basis. The use of an independently certified asset management plan to
determine annual expenditure required to maintain the operating capacity of the
network provides a robust auditable basis of calculating depreciation.

« OFWAT have indicated to date that they will continue to require the use of infrastructure
renewals accounting in the regulatory accounts and as part of the price-setting
mechanism. It is important to ensure symmetry between the statutory and regulatory
accounts in order to avoid confusion for users, in particular arising from potentially
different historical cost profit figures. Although the current system involves
presentational differences in relation to infrastructure assets between statutory and
regulatory accounts, these are easily reconcilable and result in consistent profit figures.
In addition, the practicalities and cost of maintaining two separate sets of asset records
and accounts would be prohibitive.

Prior to the issue of FRS 15, much valuable work was carried out involving the ASB,
OFWAT and the water industry in developing a solution to address the need to depreciate
infrastructure assets. The solution adopted, whereby renewals accounting was allowed as a
method of determining the depreciation charge for infrastructure assets, should be retained
and specific guidance to this effect should be included in the revised accounting standard.
The omission of such guidance would present the water industry with major practical
difficulties that would inevitably increase costs and therefore charges to customers in the
long term.
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John Rishton

Chief Financial Officer Waterside [HBB3)

PO Box 365 Harmondsworth LB7 0GB
Tel +44 [0]20 8738 7612

Mr Hans Nailor Fax +44 [0J20 8738 9647
Accounting Standards Board

Holborn Hall

100 Gray’s Inn Road

London

WC1X 8AL 16 September 2002

Dear Sir,
FRED 29 - Property, Plant and Equipment; Borrowing Costs

We enclose our comments on the proposals included in the exposure draft including responses to
the questions included in the preface.

In general terms whilst we agree with the principle of convergence of accounting practices, we have
concerns over the nature of some of the suggested proposal's included within the exposure draft and
the continued differences between the UK and IAS standards on property, plant and equipment. We
are opposed to a continuous transition from UK GAAP to IFRS over the next three years as we
believe a piecemea adoption process does not facilitate comparability or transparency between
financial statements.

We have limited our responses to questions where we have specific comment; where we have no
Issue with the proposal, we have not included a response.
Our responses to the detailed questions are as follows:

Q1 Do you agree with the proposal to issue new UK standards on property, plant and
equipment and borrowing costs when the 1ASB issues the revised IAS 16, unless it
becomes clear that further changes to IAS 16 are likely by 2005 as a result of the
revaluation project?

We agree with the principle of convergence to improve the comparability of accounts between
different accounting jurisdictions however we are opposed to implementing any proposed changes
now that could potentially be superseded by the results of IASB’s revaluation project. As detailed in
our response to question 7, we would strongly recommend that the transitional provisions currently
proposed in FRED 29 are retained in the new UK standard and in any future revisions.

Directors: Lord Marshall of Knightsbridge (Chairman), R | Eddington [Chief Executivel, | F Rishten (Chief Financial Officer)
M A Sreet {Director of Customer Service & Operations), M A van den Bergh, M F Broughton, Dr A 5 Ganguly
Capt M D Jeffery, Baroness O'Cathain QBE, Dr M P Read, Lord Renwick of Clifton

British Airways Plc
Registered Ovfice- ‘Waterside PO Box 365 Harmondsworth BT 0GB
mambar Registered in England Mo, 1777777

www bridishainaays.com



Q2 As explained in paragraph 7 above, the international exposure draft on property,
plant and equipment proposes that residual values used in the calculation of
depreciable amount should be reviewed at each balance sheet date and revised to
reflect current estimates. FRS 15 generally requires prices at the date of acquisition or
latest valuation to be used; hence, depreciation expense on a historical cost basisis not
reduced by inflation in residual values. Do you agree or disagree with the proposed
international approach?

Whilst we agree with the requirement to review residual values on aregular basis, we disagree with
the use of ‘current prices’ to revise residual values. There does not appear to be any reference to this
measure in other IAS or UK accounting guidance and therefore further clarification is needed.

We believe a longer-term market position needs to be taken into account when revising residual
values. Thisis particularly relevant to specific assets such as aircraft, which have long useful lives
and therefore a normalised market position compared to the proposed ‘point in time measure
would be more relevant. In addition, short term market demand fluctuations inherent in the second-
hand aircraft market could result in significant variations in annual residual values and hence a
volatile annual depreciation charge.

This approach appears inconsistent with IASB’s depreciation methodology of allocating
depreciation on an item of property, plant and equipment on a ‘systematic’ basis over its useful
life.! Such fluctuations would not represent impairment gains or losses as the ‘current price
measure does not take into account the present value of future cash flows obtainable as a result of
the asset’ s continued use which would still support the asset’ s recoverable amount.

Q4 What are your views on the differences between the requirements of FRS 15 and I1AS
16 concerning revaluations as described in paragraphs 10 to
17 above?

As stated above, we support the move towards a single accounting practice that allows greater
comparability between entities financial statements, including the more systematic approach to
revaluations prescribed in IAS 16. Our concern relates mainly to the outcome of the IASB’ s
revaluation project which could result in further changes to the new requirements.

We agree with the inclusion of transitional provisions in FRED 29 and would urge the IASB to
include such provisions in any future amendmentsto IAS 16.

Q5 Are there any other aspects of the differences between the proposed standards and
current UK accounting requirementsthat you wish to comment on?

We disagree with the recommended disclosures on the gross carrying amount of any fully
depreciated property, plant and equipment that is still in use and the fair value of property, plant and
equipment when thisis materially different from the carrying



amount (detailed in explanatory paragraph 66). The information requested would be commercially
and competitor sensitive.

Q7 The transitional arrangements for the first-time application of FRS 15 allowed an
entity that does not adopt a policy of revaluation to retain carrying amounts
reflecting previous revelations instead of carrying amounts to historical cost. Do you
believe that a transitional arrangement should be included in a new UK standard to
allow entities that adopted FRS 15's transitional arrangements to continue to
recognise the carrying amounts under that arrangement?

We support the inclusion of the transitional arrangements for previously revalued property in a new
UK standard. To impose a requirement to restate the carrying values at depreciated historical cost
would be inconsistent with ‘recoverable amount’ methodology in both UK and International
Accounting Standards.

Q10 Do you agree that the capitalisation of borrowing costs should remain optional? If
you had to choose between mandatory capitalisation and prohibition of capitalisation,
which would you support and why?

We agree that borrowing costs should remain optional. We do not support any proposed change that
enforces a mandatory capitalisation or prohibition.

Q11 Do you agree that paragraph 5(e) of IAS 23, which allows certain exchange
differences to be capitalised, should be deleted in the draft standard on borrowing
costs?

We do not agree with the exclusion of exchange differences from capitalised borrowing costs.
Foreign exchange differences arising as a result of the funding facilities of qualifying assets are
essentially finance costs and should be included in the definition of borrowing costs eligible for
capitalisation.

Q12 What are your views on the difference between 1AS 23 and FRS 15 referred to in
par agraph 24 above concer ning borrowing costs eligible for capitalisation?

We believe that the IAS 23 definition of borrowing costs eligible for capitalisation i.e. the actual
borrowing costs less any investment income received from the temporary reinvestment of unutilised
borrowings more accurately reflects the actual interest costs of the borrowings used to finance asset
acquisitions.



IASB questions:

Q14 Do you agreethat all exchanges of items of property, plant and equipment should be
measured at fair value, except when the fair value of neither of the assets exchanged
can be determined reliably?

We agree with the principle of ‘fair value' to measure the underlying value of a transaction where it
can be determined reliably.

Q15 Doyou agreethat all exchanges of intangible assets should be measured at fair value,
except when the fair value of neither of the assets exchanged can be determined
reliably?

As detailed in our response above, the use of fair valuesis only relevant when it can be determined
reliably.

Q16 Do you agree that depreciation of an item of property, plant and equipment should
not cease when it becomes temporarily idle or isretired from active use and held for
disposal?

We do not agree that depreciation should automatically continue when an item of property, plant
and equipment becomes temporarily idle. To do so does not take into account specific assets with
high residual values such as aircraft, where usage often determines the rate at which the economic
benefits are consumed. For such assets, the useful life may be extended during a period of non use,
negating the need for depreciation during this period.

Conclusion

In conclusion, whilst we reaffirm our general support for international convergence of accounting
requirements to improve comparability of financial statements we have raised concerns about a
piecemeal transition process. We prefer the alternative approach of full adoption in 2005 or earlier
if appropriate with the current focus being on improving IAS and planning for its implementation.

Our specific concern on FRED 29 relates to the use of ‘current prices in revising residual values.
We urge the ASB and IASB to reconsider the use of this measure in light of our comments above.

Yours sincerely

[/ h : X ke

John Rishton
Chief Financial Officer
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Mr Hans Nailor

Accounting Standards Board
Holburn Hall

100 Gray’s Inn Road
London

WC1X 8AL

By e-mail only: fred25@ash.or g.uk

Dear Sir
FRED 25 (MAY 2002): RELATED PARTY DISCLOSURES
Werefer to the above Exposure Draft and would comment on the questions raised as follows:

ASB (i)  Weagreein principal with the issue of the new standard in the UK, but asthe UK is not
adopting IAS 24 we believe that the timetables are mutually exclusive.

ASB (ii))  Rather than provide for transitional arrangements in the new standard we believe the
current FRS 8 should be followed until the implementation date of the new standard.

ASB (iii) Webelieve that disclosure of the controlling party or, if different, the ultimate controlling
party is an appropriate disclosure.

If the new IAS 24 does not require the disclosure we would still support the disclosures set
out in paragraphs 13A and 3B of the (draft) FRS.

ASB (iv) Webelievethat to provide details of arelated party transaction without disclosing the
name of the controlling party would be inappropriate. Any stakeholder would be | eft
wanting if the related party were not named.



17 September 2002

Mr Hans Nailor (Continued —2)

That isto say we do not believe that common place disclosures such as “ During the year
transactions took place with company’ s directors on commercial terms’ address the spirit
nor letter of the FRS.

ASB (v)  Whilst we support the need to define “Related Parties’ certain groupings may be difficult
to identify in practice. This could apply to shadow directors and concert parties, but we
believe it is appropriate to include these in the definition of related parties.

ASB (vi) Webelievethat related party disclosures should be restricted to material items. However,
as materiality islikely to differ when assessed form the perspective of the related party and
the entity we believe it appropriate to provide guidance on materiality.

ASB (vii) We concur with the subsidiary exemption applying only where that subsidiary is awholly
owned entity.

Yours faithfully

JOHNSTON CARMICHAEL



Related Party Disclosures (FRED 25)

The ASB would welcome commentsin particular on the following:

ASB (i)

ASB (ii)

ASB (i)

ASB (iv)

ASB (V)

ASB (vi)

ASB (vii)

Do you agree with the proposal to issue a new standard in the UK on related party
disclosures, once the new IAS 24 is approved by the IASB?
Yes, we welcome this move towards harmonisation

Do you believe that the ASB should consider any transitional arrangements?
No - the requirements do not fundamentally differ from those of FRS 8 therefore we do
not see any need for transitional arrangements.

Do you believe that an accounting standard should require disclosure of the name of a
controlling party and, if different, that of the ultimate controlling party? If the new I1AS
24 does not require disclosure, do you believe that a new UK standard should require
this disclosure as set out in paragraphs I3A and 13H of the [draft] FRS?

We believe the name of the controlling and ultimate controlling party should be
disclosed our reasoning behind this is to allow greater transparency for users when
reading financial statements.

However, if the new IAS does not require disclosure, then we do not believe that the new
UK standard should require disclosure. We believe harmonization is essential to this
process.

Do you believe that an accounting standard should require disclosure of the names of
transacting related parties?

Yes, but only if these requirements are included in the new IAS for the reasons
mentioned in (iii) above.

Should the definition of related parties specifically refer to shadow directors? Should it
also refer to persons acting in concert?

Yes to both of the above as to include them in the definition removes any potential for
ambiguous inter pretation.

Do you believe that an accounting standard should specify that disclosure is required of
material related party transactions and give more guidance on materiality in the context
of such transactions?

Yes to both the material aspect and the guidance — it makes the standard more
definitive and hence less open to misinterpretation. Also there seems little benefit in
companies reporting transactions that are not significant both in terms of insight gained
by users of accounts and excessive disclosure for preparers.

Are there any other aspects of the draft standard that the ASB should request the IASB
to review when finalising the revised IAS 24?

If standards are to be truly international then surely we should be trying to persuade the
JASB to include the items we want to insert into the UK version of IAS 24. We should,
therefore, ask them to review the disclosure of names and materiality definition included
above.



The IASB has asked commentators to respond to the following questions on the proposed
changesto IAS 24:

IASB (i)

IASB (ii)

Do you agree that the Standard should not require disclosure of management
compensation, expense allowances and similar items paid in the ordinary course of
an entity’ s operations (see paragraph 2)?

Yes. These are not items we are looking to capture in preparing this standard

‘Management’ and ‘compensation’ would need to be defined, and measurement
requirements for management compensation would need to be developed, if
disclosure of these items were to be required. If commentators disagree with the
Board's proposal, the Board would welcome suggestions on how to define
‘management’ and ‘ compensation’.

Do you agree that the Standard should not require disclosure of related party
transactions and outstanding balances in the separate financia statements of a
parent or a wholly-owned subsidiary that are made available or published with
consolidated financial statements for the group to which that entity belongs (see
paragraph 3)?

Yes - if the disclosure can be found in published consolidated financial statements
then we see no need to disclose themin the individual financial statements.



Office of the Director General of Water Services
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Mr Hans Nailor

Accounting Standards Board

Holborn Hall

100 Gray's Inn Road

London

WC1 8AL 20 September 2002

Dear Mr Nailor
Financial Reporting Exposure Draft 29 — Property Plant arid Equipment

This letter sets out Ofwat's comments on the above Exposure Draft, in the context of the
water industry. Our comments relate specifically to the issue of renewals accounting raised
in paragraph 38 ASB (iii) in the section on Questions for respondents.

The water industry currently applies the provisions in FRS15 Tangible fixed assets
(paragraphs 97 to 99) which allow in certain circumstances the use of renewals accounting
as a basis for the calculation of depreciation on infrastructure assets.

These provisions were introduced in FRS1 5 following detailed discussions with the industry
on its treatment of infrastructure assets and in particular the use of the infrastructure
renewals accounting. The arguments which lead to the inclusion of these provisions in the
standard are still relevant. | attach a copy of our response to FRED 14 — Provision and
contingencies which covered these in detail.

Infrastructure renewals accounting was adopted by the water industry in 1989. Prior to this
the industry depreciated its infrastructure assets. This had however become very
problematic and was open to manipulation. Infrastructure renewals accounting was
introduced to remedy this.



-220 September 20002 Mr Hans Nailor

The current provisions of FRS1 5 therefore provide a practical solution to the issue of
‘depreciation’ on infrastructure assets for statutory accounting purposes. They have
worked well and ensure consistency in the charges made to the profit and loss
account with the regulatory accounts that we require the water companies to submit
and which continue to use infrastructure renewals accounting. We continue to have
reservations about the differing presentations in the balance sheet. The issue of
consistency is particularly important in a regulated environment where such
information is of wide interest. Any difference in treatment between statutory and
regulatory accounts would undoubtedly make interpretation more difficult for users of
accounts and significantly reduce transparency to the information available.

We strongly believe that the inclusion of the provisions on the treatment of
infrastructure assets form a key component part of the application of the standard to
the water industry. We ask that these are retained. The absence of guidance in
FRS15 could be interpreted as a change in view by the Accounting Standard Board
on the appropriateness of such an approach. It is therefore conceivable that it would
prevent the industry from using renewals accounting as a method of estimating
depreciation.

Yours sincerely

) Keith Mason
/¥ Chief Accounting Adviser
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Dear Ms Callaway

Financial Reporting Exposure Draft 14 - Provisions and Contingencies

The following letter sets out Ofwat's comments on the above Exposure Draft, in
particular in the context of the water industry.

You may not be aware that the water industry uses a long range normative charge
when accounting for its infrastructure renewals expenditure. The attached paper ‘The
Long Range Normative Charge for Infrastructure Renewals’ sets out the principles
underlying renewals accounting and its application to the water industry.

Under this method, the infrastructure asset network is considered as a single system to
be maintained in perpetuity rather than a collection of individual assets each with its
own life and maintenance requirements. Capital expenditure on infrastructure renewals
is not capitalised and depreciated, rather an infrastructure renewals charge is made to
the profit and loss account. It is calculated as the average (over a number of years) of
the forecast renewal expenditure required by the entire system of infrastructure assets
to maintain serviceability to customers.

This charge takes the place of both depreciation and expenditure on repairs and is
calculated so as to maintain the system of infrastructure assets in perpetuity with no
loss of value or serviceability to customers. There is therefore no necessity for a
depreciation charge for infrastructure assets. Any difference between the infrastructure
renewals charge and the expenditure in any year is reflected in the balance sheet as a
provision.

This method of accounting for infrastructure renewals expenditure was adopted by the
water industry in 1989. Prior to this the industry conventionally depreciated its
infrastructure assets. This had however, become very problematic and was open to
manipulation infrastructure renewals accounting was introduced to remedy this.
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The LRNC is one way of making this estimate, but not the commonest way. However, it isintended
to give the same answer in principle as the more usual methods of estimating. Let uslook at the

ordinary method first.

Route 1 - Ordinary depreciation

The standard method for assessing depreciation involves first forecasting the life of the asset.
Although actual physical life isimportant, the asset’ s useful economic life may be shorter than
that and that isthe life over which the fall in the value of the asset, from cost to any scrap value,
must be charged against profits.

In economic terms, that lossin value (expressed in real terms) must be recovered out of income
before the entity has made a profit. Recovery should be made period by period, according to
how much of the value islost in each period, and a second estimate is necessary to decide that.

Mostly, for al practical purposesit can be assumed that the loss occurs evenly over the life and
so the expected loss of value is divided up evenly over the life and each period charged with a
similar amount of the cost, i.e. depreciation for each period equals cost less residual value
divided by total years of life.

What happens if the lifeislikely to be very long and there is great uncertainty about how long? Is
there a better Way of arriving at this estimate of the annual charge to the Profit and Loss Account in
such circumstances?

The use of infrastructure renewal s accounting and the LRNC is an attempt to formulate a better way.
It isimportant to understand that it is not an attempt to avoid charging depreciation. It is adifferent
method of determining an appropriate annual charge for the phenomenon known as depreciation.

Route 2 Infrastructure renewals accounting

A simple example serves to illustrate the principle.

Imagine afleet of taxis. The owner runsfive identical vehicles, one purchased in each
succeeding year, each of which has a useful economic life of five years and (for simplicity
only) anil residual value.

In real terms, i.e. doing our calculationsin £s of current value, not £s of the varying values at
the time each vehicle was purchased, each year the owner will provide in his accounts for one-
fifth of the cost of each vehicle. Each year, one vehicle will reach the endof its useful life and
will be retired, to be replaced by a new successor.



EXAMPLE 1 - STEADY STATE - assuming unchanged prices

A taxi fleet consists of five vehicles, each lasting five years, one purchased each year. Cost
each time = 100.

Year of Cost @ Cum Dep'n Net @ Annual Cum Dep'n Net
Purchase Year 5 @ Year 5  Year$ Dep'nfor @ Year6 @
Year 6 Y6
Year 1 100 80 20 20 100 -
Year 2 100 60 40 20 80 20
Year 3 100 40 60 20 60 40
Year 4 100 20 80 20 40 . 60
“Year 5 100 - 100~ 20 20 80
500 200 300 100* 300 200
Year 6 100* 100
300

EXAMPLE 2 - STEADY STATE - assuming rising prices

Fleet of vehicles as in Example 1, but costs over 5 years of ( say ) 100, 120, 130, 160 and
170 respectively. Cost in Year 6 has risen to 180. Shown in current cost terms for Year 6.

Year of Repl. - Cum Dep'n Net " Annual Cum Dep'n Net
Purchase Cost Year5@  Year 5@ Dep'n for (@ Year6 @
Year 5@ Year 6 Year 6 Year 6 Y6
Year 6 prices prices
prices
Year 1 180 144 36 36 180 -
Year 2 180 108 72 36 144 36
Year 3 180 72 108 - 36 108 72
Year 4 180 36 144 36 72 108
Year 5 180 - 180 36 36 144
900 360 540 180* 540 360
Year 6 180* 180
540



Ms J Callaway

Project Director
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Dear Ms Callaway,

FRED 14

PILKINGTON

Date:
Referemce:

Telephone:

Direct fax:

22nd October 1997
205/ GME/CLINet21
01744 692421
01744 612637

| realise that | am somewhat late responding to FRED 14, however, following discussions with
technical people from some of the major accounting firms, there does seem to be avariety of
opinions on the transitional requirements arising on the implementation of FRED 14.

It would be most helpful if the resultant standard had a section addressing transitional
arrangements covering, specifically, the treatment of pre FRS X provisions no longer permitted.

The options would appear to be:

1 Treat as change in accounting policy. A purist approach which could mean that the profit
and loss account s charged twice for the same transaction.

2. Credit ‘disallowed’ provisionsto the profit and loss account.

3. Retain existing provisions until utilised to covet the transaction for which they were
originally established. A pragmatic (and preferred approach).

Yours sincerely, -

—

GM Hall

Pilkington plc

Croup Headquarters Prescot Road St Helens WALQ 3TT England Tel 01744 28332 Fax 01744 692660 Telex 627441
Regstered Office Prescot Road St Helens WALQ 3TT Registered in Englind Company Number 41495



For example, it seemsillogical that under the proposed standard the cost of a relocation would not
be recognised but the cost of arelated lease termination would be. |

In conclusion, we have serious concerns that this proposed standard undermines the
fundamental accounting concept of prudence.

Yourssincerely

& Lé\)ut/\

v

P K Wood



With the development of the regulatory regime and the Asset Management Plan, it was necessary to
develop a more far-sighted view of future renewals expenditure anyway. While clearly that processis
subject to al the uncertainties of any process of estimation, it is a process that takes full account of
current knowledge and experience and one with which engineers are familiar and in which they have
some confidence. The attractions of satisfying both reporting requirements and the industry’s
concerns over estimates with no grounding in real experience proved sufficient reason to encourage
the adoption of the alternative of renewals accounting.

What remained was the need to codify and systematise the measurement of the necessary charge to
the Profit & Loss Account, i.e. the depreciation substitute. Although some work has been done on
this, the wide diversity of the charges that have emerged suggests that not everyone understands the
basis on which the charge needs to be determined, or perhaps the criteria which it needs to meet, in
order to be credible and satisfy the requirements of a renewals accounting system (assuming that there
IS no strong wish to return to trying to estimate depreciation by the adoption of arbitrary asset lives).

The charge for each period is not intended to be precisely what is actually spent. The actual timing of
spend can be unpredictable, not least because the point at which any individual part of the segment
fails and requires replacing is generally reckoned to be random. Over an entire system, the number of
such random incidences of breakdown in any period is a more predictable figure, but still subject to
external vagaries, for example extreme weather conditions. Any difference between actual spend and
the long range charge, over or under, is included in the balance sheet as either a prepayment or an
accrual.

4. BACKLOG

Some confusion tends to arise because of similarities between the LRNC and what is known
throughout the industry as Initial Backlog.

The process of regulating the industry has been complicated by certain of the mechanismsinherited as
aresult of the privatisation process. One of these was the determination of an amount entitled Initial
Backlog as at the start of the first period of regulation. It has proved a source of confusion,
complicating the understanding of the LRNC - with good reason, because the expenditure involved in
reducing Initial Backlog may be identical in kind to that involved in the LRNC. It is worth spending a
moment on explaining the difference and how it works.



There are two reasons why thisis important: first, because the continuing size of Initial Backlog
remains an uncomfortable reminder of the original heroic assumption and a potential political stick
with which to beat members of the industry for demonstrably not having their infrastructure assets up
to new standards; and secondly, because any confusion between the two will distort the size of any
LRNC accrual (or prepayment) and risk creating confusion when attempting to review forecasts of
the necessary level of the LRNC at each Periodic Review.

5. PRACTICAL IMPLICATIONS FOR MEASURING LRNC

We have looked at the underlying theory of renewals accounting and the focal role played by the
LRNC in that theory. This section looks at what this means for the industry in practical terms when
accounting for the LRNC, based both on the requirements of the theory and on the experience of the
industry to date in operating renewal s accounting.

5.1 Practical requirementsfor acredible LRNC

The basic requirements for a credible renewals charge, the LRNC, may at this point be summarised as
follows:

1) it must be at broadly the same level of cost each successive year, in real terms; or, if there has
been any material change in the size of the system from year to year, the renewal s charge for
subsequent years should continue to be broadly the same proportion of the carrying value of the
system (in current cost terms). *

Other possible reasons for variation would include technological change and the imposition of
new standards of service. The former may presently be discounted, because technological
changeis not predicted to have any noticeable impact on the infrastructure assets of this
industry in the foreseeabl e future. The latter, new standards of service, will impose new levels
of maintenance from time to time, and the charge for maintaining them will need to be forecast
separately as a discrete element of the renewals charge and, like the basic charge, might be
expected to remain a constant in real terms, for the same reasons.

* Conceptually, there might also be an expectation that proportions would be
broadly similar across the industry, but it is possible that differences of approach
to planning renewals might be capable of accounting for consistent differences
between companies.



Critical to the determination of the LRNC is the categorisation of renewals and maintenance
expenditure described in RAG 2, which focuses particularly on the REVENGE classification,
distinguishing between the REV (Revenue) element and the ENGE (enhancement, growth and
efficiency, i.e. capitalisable) elements. Some points which impact upon the measurement of the
LRNC include:

i) operating costs described in RAG 2 as ‘ routine maintenance expenditure which is not in the
AMP and which arisesin areactive way on aday to day basis . It has tended to be assumed
that, because this does not form apart of REV, it does not form part of the LRNC.

Thisisnot logical asit isbound to constitute expenditure intended to restore infrastructure
assets to full operational condition. To the extent that provision is made in the Asset
Management Plan, and hence in price limits, for a certain quantity of repair work of random
incidence (eg bursts), it is planned. To the extent that more of such work has to be undertaken in
aperiod than had been budgeted for, it is unplanned i.e. has occurred Sooner than expected.

By definition, it will therefore have been anticipated in principle as a part of a future year's
LRNC. Occurring now, it reflects only atiming difference in the LRNC, a prepayment. In the
event that such expenditure happened to vary widely from year to year, failing to includeit in
the LRNC could either account for the LRNC varying in size or, where the LRNC is correctly
provided for as a constant, distorting the accrual or prepayment by effectively double-counting
this expenditure.

i) proportional alocation. Some expenditure designed to enhance the system necessarily
involves the early replacement of parts of the existing system, and guidance isgiven in RAG 2
on how to allocate the overall cost between REV and ENGE, i.e. LRNC and capital cost.

Where this occurs, the REV element is again merely a bringing forward of replacement
expenditure anticipated at some future point in the LRNC. Thiswill be arecurring feature every
year, and will therefore be anormal element of the LRNC for as far into the future as we can
see. Unlessthis element of REV cost is expected to be quite abnormally large in any year or
over several years, it should not distort the constant nature of the LRNC.

There may be practical distortions occurring if there is any doubt over consistent application of
proportional allocation between the planning stage and accounting for the actual expenditure.
Unless there are safeguards in place in each company’ s system to check that planned schemes
involving proportional allocation are in fact accounted for in the event in the same way as they
wereincluded in the LRNC, it is possible that an accumulation of non-reversing differences
could build up, which would be a source of concern.



There is no guarantee that twenty years is necessarily long enough for a wholly confident
prediction of an LRNC. If engineers’ experience of their system leaves them concerned that a
twenty-year forecast of renewals and maintenance expenditure is inadequate, particularly if
they confidently anticipate a heavy peak of expenditure in subsequent years, then it is
necessary to improve the quality of the forecast. This would be achieved by extending the
time-frame of forecasting the

LRNC.

In extremis, theory would be satisfied by reverting to the more primitive method of predicting
aphysical life for the system and calculating the size of the arithmetic depreciation charge that
would result - but this would be adopted if, but only if, that was the only method in which the
engineers felt they could have confidence, the opposite of the view which led to the adoption
of renewals accounting in the first place. (Physical life would be the critical determinant
because nobody questions the idea that the economic useful life of the water and sewerage
systems is indefinite. The physical life that one would be seeking would be the Iength of the
life-cycle over which the major part of the system will need to be replaced.)

5.4 How isindention for price change handled?

As we have seen, the LRNC should in principle be the same in real terms every period, for an
unchanged system and unchanged service standards. In money terms of course it will vary as prices
change. In the current cost accounts, opening balances expressed at last year's prices must be re-
expressed in terms of this year’s prices to be meaningful, hence the indexing forward, using the Retail
Price Index (RPI), of all fixed asset gross values and, for non-infrastructure assets, aggregate
depreciation brought forward.

Any LRNC accrua (the provision for renewals expenditure not yet spent) or prepayment is similarly
re-expressed into L's of that year's spending power as it is brought forward each year as part of
working capital.

The re-expression of al these items (gross asset values, accumulated depreciation and accrued
provisions for both LRNC and Initial Backlog) into L’s reflecting the current year's price levels using
the RPI produces atotal increase in net assets which is taken to reserves in the current cost regul atory
accounts. No part of it is credited or debited to the Profit & Loss Account because it does not
represent any gain or loss to either members or customers. (It is smilar to the trandlation of items
from one currency to another, but without any commission on the transaction!).
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LONDON
WC1X 8AL 27 September 2002
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Dear Sirs

FINANCIAL REPORTING EXPOSURE DRAFTS23TO 29

We welcome the opportunity to comment on the above exposure drafts issued by the Accounting
Standards Board (ASB).

Our overall comments are set out below. We have also commented specifically on the various exposure
drafts but have limited our comments to those areas which believe are the key issues.

In terms of the overall process, we welcome the fact that the ASB has issued the above exposure drafts
(FREDSs). This has helped to improve the focus on the scale of change that is likely over the next few
years as UK GAAP converges with International Accounting Standards (IAS). These FREDs have
been developed based on, but not identical to, the recent exposure drafts issued by the International
Accounting Standards Board (IASB). While we understand the ASB’ s reasons for wishing to argue for
“better” standards, we strongly believe that it would be inappropriate for the ASB to issue standards
which are different from the standards eventually issued by the IASB. The prospect for UK listed
companies, of being required to implement new standards under UK GAAP and then having to adopt
similar but different standards under IAS one or two years thereafter, is not attractive.

We would welcome the ASB issuing standards on a phased basis but these should not be mandatory
until IAS arerequired to be implemented by UK companies.

We would strongly urge the ASB to lobby the JASB and the EU on behalf of UK listed companies so
that the body of accounting standards that are required to be implemented on transition to IAS are
published no later than summer 2003. This will enable companies to have sufficient time to implement
properly the raft of new standards. The standard setting

ScottishPower Corporate Office 1 Atlantic Quay Glasgow G7 B3P
Telephone (0141) 636 4505 Fax (0141) 248 8300
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bodies ought to be fully aware of the time involved in educating and training, changing
systems, processes and procedures and communicating with users. We are concerned that the
transition to IAS will not be immediately understood by al users and we doubt whether the
accounting profession should be self-imposing the risk of further confusion given recent well
publicised corporate scandals. We appreciate that the ASB has recognised this with its original
transitional approach to implementing FRS 17 *Retirement benefits'. This sensible timeline
approach should be a feature of the developing financial reporting environment for the benefit
of al parties concerned and for financial marketsin general.

Our detailed comments on the individual FREDs are included in the attached Appendix.
Should you wish to discuss any of these issues, please contact Stuart MacDonald, Head of
Group Financial Reporting, Scottish Power plc, 1 Atlantic Quay, Glasgow G2 8SP (telephone
0141 566 4721).

Yours sincerely

VID NISH
Finance Director



Appendix

FRED 23 *Financia Instruments. Hedge Accounting’

We do not believe that the ASB should issue a new standard on hedge accounting until the JASB
has completed its review of IAS 39.

In our view, to implement a standard on hedge accounting, a UK standard on the treatment of
financial instruments more generally would be necessary. We recognise that the ASB has issued
FRED 30 and we will comment on that FRED in due course.

In our view, there should also be a requirement for the consistent application of methodologies for
testing hedge effectiveness both over lime and across similar hedge relationships.

We believe the ASB should publish a standard which contain rules on how hedge accounting
should be performed, not merely setting out the conditions which need to be complied within
order that some (undefined) basis of hedge accounting should be applied.

We agree with the principle that gains and losses should not be recycled. We request that the ASB
argues strongly for this point in the international debate.

We would encourage the ASB to consider the significant implementation issues that have arisenin
the US with respect to SFAS 133 ‘ Accounting for Derivative Instruments and Hedging Activities'.
In particular, the fact that over 150 DIG interpretations have been issued to provide guidance on
applying the requirements of the standard.

FRED 24 ‘The Effects of Changes in Foreign Exchange Rates; Financial Reporting in
Hyperinflationary Economies

As discussed above, we strongly agree that gains and losses should not be recycled.

We agree that all entities should trandate their financial statements into the presentation currency
(or currencies) using the same method as is required for trandlating a foreign operation for
inclusion in the reporting entity’ s financial statements.

We agree with the proposal that the current allowed trestment of translating profits at closing rate
should be removed.

We agree that goodwill and fair value adjustments to assets and liabilities that arise on the
acquisition of aforeign operation should be required to be treated as assets and liabilities of the
foreign operation and trandlated at the closing rate.



FRED 25 *Related Party Disclosures

We believe that an accounting standard should require disclosure of the name of a controlling party
and, if different, that of the ultimate controlling party. However, if the eventual IAS does not
include such a requirement, then the ASB should not require this disclosure on the grounds of
international harmonisation. Please refer to the comments made in our covering | etter.

It is our view that an accounting standard should require disclosure of the names of the transacting
related parties where this is materia to the user of the accounts. So for example, it would be
appropriate to group, for disclosure purposes, al trading transactions with associates. However, if
the related parties were, say, directors, then the disclosure of the individual directors' names would
be, in our view, materia to the reader of the accounts.

We believe that any exemptions for subsidiary companies should be only for transactions with
fellow group companies, not an exemption from al related party disclosures.

It is our opinion that the ASB should lobby the IASB to ensure that its eventual standard does not
contain an exemption for disclosure of management’s remuneration. This is perhaps the most
common related party disclosure of relevance to shareholders. The fact that many countries impose
detailed disclosure requirements in this area is no reason for this exemption in accounting
standards.

We believe that the current FRS S application of the materiality concept to transactions with
individuals, while logical, is not really practical and should be excluded from any future standards
on thistopic.

FRED 26 ‘Earnings per Share’

We see no reason why additional earnings per share figures should be prohibited from the face of
the profit and loss account, and would be happy for such additional figures to be disclosed on the
face of the profit and loss account provided that they are not given more prominence than the
earnings per share figures required by the standard and an explanation of these additional figuresis
given in the notes to the accounts.

For companies which prepare interim accounts, we believe that their annual earnings per share
figures should be based on cumulative year to date information, not on the basis of previousy
published interim figures.

FRED 27 ‘ Events after the Balance Sheet Date’

We agree that it would be preferable for the Companies Act to be amended to cater for the intended
changein treatment of proposed dividends.



FRED 28 ‘Inventories; Construction and Service Contracts

* We encourage the ASB to lobby the JASB to encourage the removal of the option to value
inventories on a LIFO basis.

FRED 29 ‘Property, Plant and Equipment; Borrowing Costs

* We believe that residua values should only be based on current estimates where the assets are
revalued annually.

* We agree that the proposed standard may prevent entities from using renewals accounting and
suggest that it be made clear in the standard that renewals accounting is still permitted. Also,
further guidance should be provided as to when infrastructure accounting should be applied and
how it would operate. We would recommend the inclusion of the current text in FRS 15
‘Tangible fixed assets' on this particular area.

* We believe strongly that the existing use methodology for valuing assets in the UK be applied
and would encourage the ASB to lobby for this in the international debate. While market value
(exit values) may be appropriate for valuing financia instruments we do not believe they are best
suited to valuing tangible fixed assets.

* We believe that a transitional arrangement should be included in a new UK standard to allow
entities that adopted FRS 15's transitional arrangement to continue to recognise the carrying
amounts under that arrangement.

» Capitalisation of borrowing costs should remain optional, subject to disclosure of the
policy and the amounts capitalised in each period.

* We do not agree that paragraph 5(e) of IAS 23, which allows certain exchange differences to be
capitalised, should be deleted in the draft standard on borrowing costs.
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Public audit is an essential element in the process of accountability for public money
and makes an important contribution to the stewardship of public resources and the
corporate governance of public services. The Audit Commission (the Commission)
was established as an independent body in 1983 and has statutory responsibilities,
amongst other things, for:

¢ appointing auditors to local government and NHS bodies that spend some £120
billion of public money annually;

¢ setting the required standards for its appointed auditors, and regulating the
quality of audits;

* making arrangements for certifying government grant claims and returns;

¢ undertaking or promoting comparative and other studies to promote the
economy, efficiency and effectiveness of local government and NHS services;

» defining local government performance indicators;

* receiving and, where appropriate, following up information received from
‘whistleblowers’ in local government and NHS bodies under the Public Interest
Disclosure Act 1998; and

e carrying out best value inspections of certain local government services and
functions.

The Commission appoints auditors to local government and NHS bodies from
District Audit (the Commission's own arms-length audit agency) and from private
firms of auditors. Once appointed, auditors carry out their statutory and other
responsibilities, and exercise their professional judgement, independently of the
Commission.

A summary of the key proposals contained the IASB Consultation Paper can be
viewed on the ASB web site (www.ash.ore.uk). Any comments on the issues raised
by this response should be addressed to:

Paul King

Senior Manager, Accounting and Financial Reporting
Audit Policy and Appointments Directorate

The Audit Commission

1 Vincent Square

London SWI1P 2PN

Telephone: 020 7396 1305
Fax: 020 7396 1369
Email: paul-king @ audit-commission.gov.uk
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INTRODUCTION

1. The Audit Commission (the Commission) is responsible for appointing auditors to
local authorities, police and fire authorities and National Health Service bodiesin
England and Wales. As such, it is primarily concerned with the potential impact of
the proposals contained in the IASs on public sector entities indirectly through the
alignment of UK accounting standards with international standards. In this context
the Commission supports the UK Accounting Standards Board' s strategy of
moving towards international standards through its programme of work to align
UK accounting standards with International Financial Reporting Standards (IFRPS)
and the phased replacement of existing UK standards with new UK standards based
on the equivalent WRSs.

2. The ASB issued the Consultation Paper IASB proposals to amend certain
accounting standards in May 2002 as part of the former’s programme of
alignment, and which is the subject of this response from the Commission. The
ASB has separately published proposals to issue UK standards based on six
exposure drafts of revised IASB standards. Accordingly the Commission has
separately responded to this proposal.

3. Thisresponse makes a number of general observations about the proposalsin the
|ASs where the Commission believesit can add value to the debate. The
Commission’s responses to the specific issues and questions contained in the
Prefaces to the IASs are contained in individual annexesto this response.



GENERAL OBSERVATIONS

IAS1PRESENTATION OF FINANCIAL STATEMENTS

4.

The proposed amendments to the IAS mainly relate to:

» limitation of the circumstances in which an entity could depart from a
requirement in an |FRS or interpretation of a Standard,;

» eimination of the concept of “extraordinary items” and prohibition of the
presentation of items of income or expense as “extraordinary items” in the
income statement or notes,

* limitation on the classification of along-term financial liabilitiesin certain
circumstances as a non-current liability where circumstances change after the
balance sheet date but before the financia statements are authorised for issue;
and

» additional disclosure requirements relating to the judgements made by
management and key assumptions about sources of measurement uncertainty.

The Commission agrees with the broad thrust of the proposalsin the IAS athough
with some concerns on matters of detail as set out in the responses to the specific
guestions raised by the IASB in Annex A to this response.

|AS 8 ACCOUNTING POLICIES, CHANGES IN ACCOUNTING EXTIMATES
AND ERRORS

6.

7.

8.

The proposed amendments to the IAS mainly relate to:

» removal of the allowed alternative treatments for changes in accounting
policies and corrections of errors; and

» eimination of the distinction between fundamental errors and other material
errors.

The Commission notes the proposed treatment of errors (paragraphs 31 to 35 of the
revised IAS 8) but is concerned that there is no reference at al to the concept of
materiality, with the consequent implication that any error should be corrected, no
matter how small it might be. It is generally accepted that by their nature financial
statements are unlikely to be absolutely correct, in the same way that an audit of
those financia statements can normally only provide reasonable assurance and not
absolute assurance. The Commission does not believe that the criteria of “undue
cost or effort” is an effective alternative to the generally understood concept of
materiality.

Another issue concerns the proposal to amend paragraph 34 of IAS 8 so that when
accounting retrospectively for a correction of an error, the basis for exemption from
restating comparative information for a particular prior period changes from
“impracticality” to “undue cost or effort”. It is not clear whether the new criteria
are intended to be more stringent than the old - if thisis the intention then the



10.

11.

Commission is not convinced that it will be interpreted as such. Thereisarisk that
entities will be inclined to cite “undue cost and effort” in more instances than is

appropriate.

The same concern applies to the similar change proposed when there is a voluntary
change in accounting policy (paragraph 49 of 1AS 8).

The Commission aso does not support the proposal in paragraph 19 of the IAS to
require rather than encourage disclosure of the nature of a future changein an
accounting policy when an entity has yet to implement a new Standard that has
been issued but not yet come into effect. This seems unnecessary and contradictory
to the concept of an effective date within a new standard. In addition, the
Commission’s concern expressed above about the concept of “undue cost or effort”
extends to the risk that entities will also resort to the exemption provided by the
proposed paragraph 19(d)(ii) which states that an estimate does not have to be
provided if it cannot be made without undue cost or effort.

The Commission would also suggest that the circumstances in which changes to an
accounting estimate should be made (paragraph 25) would benefit from being
expressed as abold letter requirement.

IAS 17 LEASES

12.

13.

The proposed amendments mainly relate to:

» theinclusion of additional guidance on the treatment of |eases of land and
buildings; and

» dimination of the choicein IAS 17 on the treatment of initial direct costsi.e.
expensing of such costs will no longer be permitted.

The Commission agrees with the proposed amendments.

IAS 27 CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS

14.

15.

The proposed amendments mainly relate to:

» extensionsto the exemption to prepare consolidated financial statements;

» therequirement to present minority interest as part of equity, but separately
from the parent shareholders equity; and

» the measurement of investments in subsidiaries, associates and jointly
controlled entities in the investor’ s separate financial statements.

The Commission agrees with the proposed amendments. But in the public sector,
both generally and the UK specifically, there are circumstances in which entities
can be required (or specifically not required) to prepare consolidated financial
statements. These requirements are set out in legislation, or through powers



exercised under legidative provisions and govern the exact financia reporting
requirements of an entity, or a group of entities.

IAS 28 ACCOUNTING FOR INVESTMENTS IN ASSOCIATES
16. The proposed amendments mainly relate to:

» the exclusion of investments by venture capital organisations, mutual funds,
unit trusts and similar entities from the scopes of IAS 28 and IAS 31 Financial
Reporting of Interest in Joint Ventures when they are measured at fair value in
accordance with IAS 39 Financial instruments: Recognition and Measurement,
when such measurement is well-established practice in the industries involved;
and

» the expansion of the base available for offsetting of an investor's share of
losses from an associate to include the carrying amount of an investment in
equity shares plus other interests such as long-term receivables.

17. Thisisnot likely to have a significant impact on public sector entities.

IAS 40 INVESTMENT PROPERTY

18. The proposed amendments mainly relate to the expansion of the definition of
investment property. The amended definition will alow, but not require, a lessee
that has an interest in property under an operating lease to classify that property
interest as an investment property (provided the rest of the definition of investment
property is met), on a property-by-property basis. This option is limited to entities
that use the fair value model in 1AS 40.

19. The Commission supports the proposed approach to the IAS.



ANNEX A

IAS I PRESENTATION OF FINANCIAL STATEMENTS

RESPONSES TO SPECIFIC QUESTIONS RAISED BY IASB

Q.

Particular Issue

Comment

L.

Do you agree with the proposed
approach regarding departure from a
requirement of an International
Financial Reporting Standard or an
Interpretation of an International
Financial Reporting Standard to
achieve a fair presentation (see
proposed paragraphs 13-16)?

Yes, the tightening of such
circumstances is supported.

Do you agree with prohibiting the
presentation of items of income and
expense as ‘extraordinary items’ in
the income statement and the notes
(see proposed paragraphs 78

and 79)7

In principle, }'FBE_ But consideration
should be given by the IASB as to
whether additional disclosure of the
circumstances of the items (for
example in the notes to the accounts)
would provide a more meaningful
view of performance of the entity.

Do you agree that a lt_;n;]g—tcrm
financial liability due to be settled
within twelve months of the balance
sheet date should be classified as a
current liability, even if an agreement
to refinance, or to reschedule
payments, on a long-term basis is
completed after the balance sheet
date and before the financial
statements are authorised for issue
(see proposed paragraph 60)7?

No. The classification of the
liability as current in such
circumstances would be misleading.
Although current at the balance
sheet date, the agreement to
refinance or reschedule is properly
viewed as an adjusting Post Balance
Sheet Event. It would be useful to
consider the disclosure of such items
to provide better information to
Users.

Do you agree that:

a. a long-term financial liability that
is payable on demand because the
entity breached a condition of its
loan agreement should be ¢lassified
as current at the balance sheet date,
even if the lender has agreed after the
balance sheet date, and before the
financial statements are authorised
for issue, not to demand payment as
a consequence of the breach (see

proposed paragraph 62)7

b. if a lender was entitled to demand

No to paragraph 62, for the same
reasons given in answer to question 3
above.

Yes to paragraphs 63 and 64.




immediate repayment of a loan
because the entity breached a
condition of its loan agreement, but
agreed by the balance sheet date to
provide a period of grace within
which the entity can rectify the
breach and during that time the
lender cannot demand immediate
repayment, the liability is classified
as non-current if it is due for
settlement, without that breach of the
loan agreement, at least twelve
months after the balance sheet date
and:

(i) the entity rectifies the breach
within the period of grace; or

(ii)  when the financial statements
are authorised for issue, the period of
grace is incomplete and it is probable
that the breach will be rectified (see
proposed paragraphs 63 and 64)?

Do you agree that an entity should
disclose the judgements made by
management in applying the
accounting policies that have the
most significant effect on the
amounts of items recognised in the
financial statements (see proposed
paragraphs 108 and 109)?

Yes.

Do you agree that an entity should
disclose key assumptions about the
future, and other sources of
measurement uncertainty, that have a
significant risk of causing a material
adjustment to the carrying amounts
of assets and liabilities within the
next financial year (see proposed
paragraphs 110-115)?

Yes.




ANNEX B

IAS 8 ACCOUNTING POLICIES, CHANGES IN ACCOUNTING EXTIMATES
AND ERRORS

RESPONSES TO SPECIFIC QUESTIONS RAISED BY IASB

Q. | Particular Issue Comment

1. | Do you agree that the allowed Yes.
alternative treatment should be
eliminated for voluntary changes in
accounting policies and corrections
of errors, meaning that those changes
and corrections should be accounted
for retrospectively as if the new
accounting policy had always been in
use or the error had never occurred
(see paragraphs 20, 21, 32 and 33)?

2. | Do you agree with eliminating the No — the paragraphs make no
distinction between fundamental distinction between any kind of
errors and other material errors (see | error, and the concept of materiality
paragraphs 32 and 33)? is not referred to. The Commission

believes that it should be (see
observation in the main part of this
- response)




ANNEX C

IAS 17 LEASES

RESPONSES TO SPECIFIC QUESTIONS RAISED BY IASB

1.

@rtil:iilar Issue_

Comment

Do you agree that when classifying a
lease of land and buildings, the lease
should be split into two elements — a
lease of land and a lease of
buildings? The land element is
generally classified as an operating
lease under paragraph 11 of IAS 17,
Leases and the buildings element is
classified as an operating or finance
lease by applying the conditions in
paragraphs 3-10 of IAS 17.

Yes.

Do you agree that when a lessor
incurs initial direct costs in
negotiating a lease, those costs
should be capitalised and allocated
over the lease term? Do you agree
that only incremental costs that are
directly attributable to the lease
transaction should be capitalised in
this way and that they should include
those internal costs that are
incremental and directly attributable?

Yes, the Commission agrees that the
direct costs incurred in negotiating a
lease should be capitalised and
allocated over the lease term —
subject to an impairment test. The
Commission also agrees that only the
incremental costs, including internal
costs, that are directly attributable to
the lease transaction should be
capitalised as proposed.




ANNEX D

IAS 27 CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS

RESPONSES TO SPECIFIC QUESTIONS RAISED BY JASB

Q.

1.

—

Particular Issue

———

?Cummenl; -

Do you agree that a parent need not
prepare consolidated financial
statements if all the criteria in paragraph
8 are met?

[paragraph 8: A parent need not present
consolidated financial statements to
comply with International Financial
Reporting Standards if and only if:

(a) itis a wholly-owned subsidiary or
the owners of the minority
interests, including those not
otherwise entitled to vote,
unanimously agree that the parent
need not present consolidated
financial Statements:

its securities are not publicly traded
it is not in the process of issuing
securities in public securities
market; and

the immediate or ultimate parent
publishes consolidated financial
statements that comply with
International Financial Reporting
Standards.

(b)
(c)

(d)

Such a parent shall prepare financial
statements in accordance with the
requirements in paragraph 29, 30, and
33 of this Standard for separate
financial statements. ]

Yes, the proposed amendments
are acceptable.

Do you agree that minority interests
should be presented in the consolidated
balance sheet within equity, separately
from the parent shareholders’ equity
(see paragraph 26)?

Yes. The Commission agrees
with the proposed presentation of
minority interests.

Do you agree that investments in
subsidiaries, jointly controlled entities
and associates that are consolidated,
proportionately consolidated or
accounted for under the equity method

Yes, the proposed amendments
are acceptable.




in the consolidated financial statements
should be either carried at cost or
accounted for in accordance with TAS
39, Financial Instruments: Recognition
and Measurement, in the investor’s
separate financial statements (paragraph
29)7

Do you agree that if investments in
subsidiaries, jointly controlled entities
and associates that are accounted for in
accordance with IAS 39 in the
consolidated financial statements, then
such investments should be accounted
for in the same way in the investor’s
separate financial statements (paragraph
30)?




ANNEX E

IAS 28 ACCOUNTING FOR INVESTMENTS IN ASSOCIATES

RESPONSES TO SPECIFIC QUESTIONS RAISED BY IASB

1.

Q. | Particular Issue

Comment

Do you agree that IAS 28 and IAS
31, Financial Reporting of Interests
in Joint Ventures, should not apply to
investments that otherwise would be
associates or joint ventures held by
venture capital organisations, mutual
funds, unit trusts and similar entities
if these investments are measured at
fair value in accordance with [AS 39,
Financial Instruments: Recognition
and Measurement, when such
measurcment is well-established
practice in those industries (see

paragraph 1)?

Yes.

Do you agree that the amount to be
reduced to nil when an associate
incurs losses should include not only
investments in the equity of the
associate but also other interests such
as long-term receivables (paragraph
22)?

Yes.




ANNEX F

IAS 40 INVESTMENT PROPERTY

RESPONSES TO SPECIFIC QUESTIONS RAISED BY IASB

Q.

Particular Issue

Comment

1.

Do you agree that the definition of
investment property should be
changed to permit the inclusion of a
property interest held under an
operating lease provided that:

(a) the rest of the definition of
investment property is met; and

(b) the lessee uses the fair value
model set out in [AS 40, paragraphs
27497

Yes. The Commission agrees with
the proposed amendment to the
definition of investment property.

not eliminate the choice between the
cost model and the fair value model
in the Improvements project, but
should keep the matter under review
with a view to reconsidering the
option to use the cost model in due
course?

2. | Do you agree that a lessee that Yes. The Commission agrees with
classifies a property interest held the proposal that a lessee that
under an operating lease as classifies a property interest held
investment property should account | under an operating lease as
for the lease as if it were a finance investment property should account
lease? for the lease as if it were a finance

lease.

3. | Do you agree that the Board should | Yes. The Commission agrees with

the approach proposed.
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Public audit is an essential element in the process of accountability for public money
and makes an important contribution to the stewardship of public resources and the
corporate governance of public services. The Audit Commission (the Commission)
was established as an independent body in 1983 and has statutory responsibilities,
amongst other things, for:

* appointing auditors to local government and NHS bodies that spend some £120
billion of public money annually;

* seiting the required standards for its appointed auditors, and regulating the
quality of audits;

¢ making arrangements for certifying government grant claims and returns;

¢ undertaking or promoting comparative and other studies to promote the
economy, efficiency and effectiveness of local government and NHS services;

¢ defining local government performance indicators;

¢ receiving and, where appropriate, following up information received from
‘whistleblowers’ in local government and NHS bodies under the Public Interest
Disclosure Act 1998; and

+ carrying out best value inspections of certain local government services and
functions.

The Commission appoints auditors to local government and NHS bodies from
District Audit (the Commission's own arms-length audit agency) and from private
firms of auditors. Once appointed, auditors carry out their statutory and other
responsibilities, and exercise their professional judgement, independently of the
Commission.

A summary of the key proposals contained in FREDs 23 to 29 can be viewed on the
ASB web site (www.asb.org.uk). Any comments on the issues raised by this response
should be addressed to:

Paul King

Senior Manager, Accounting and Financial Reporting
Audit Policy and Appointments Directorate

The Audit Commission

1 Vincent Square

London SWI1P 2PN

Telephone: 020 7396 1305
Fax: 020 7396 1369
Email: paul-king @ audit-commission.gov.uk
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INTRODUCTION

1. Theadoption and revision of appropriate accounting standards is fundamental to
the presentation, within the financial statements, of meaningful information on an
entity’ s performance and financial position. The Audit Commission (the
Commission) supports the ASB s strategy of moving towards international
standards through its programme of work to align UK accounting standards with
International Financial Reporting Standards (IFRPs) and the phased replacement of
existing UK standards with new UK standards based on the equivalent IFRSs. The
Commission also welcomes the opportunity to comment on the ASB’s
implementation of this strategy through the issue of FREDs 23 to 29.

2. The Commission notes that FREDs 23 to 29 are based on six exposure drafts of
revised IASB standards. The ASB has separately issued the Consultation Paper
IASB proposals to amend certain accounting standards as part of the former’s
programme of alignment, containing revised |ASs that the ASB does not at this
time propose to use as the basis for issuing equivalent UK standards. The
Commission has separately responded to the ASB on this proposal.

3. The Commission isresponsible for appointing auditors to local authorities, police
and fire authorities and NHS bodies in England and Wales. As such, it is primarily
concerned with the potential impact of the proposals contained in the FREDs on
public sector entities. The subject matter of the FREDs is such that some of them
are clearly of more relevance to the public sector and those parts of the public
sector audited by the Commission’s auditors, whilst others are much less relevant.

4. Accordingly, this response makes a number of general observations about the
proposals in the FREDs where the Commission believesit can add value to the
debate. The Commission’s responses to the specific issues and questions contained
in the Prefaces to the FREDs are contained in individual annexes to this response.



GENERAL OBSERVATIONS

FRED 23 FINANCIAL INSTRUMENTS: HEDGE ACCOUNTING

5.

The FRED proposes a principles-based approach to restricting hedge accounting,
but does not place restrictions on the type of hedge accounting to be used.
Essentially, it will only be permitted to hedge account if the ‘ hedging relationship’
and ‘hedging-effectiveness’ criteria are fulfilled. These are not excessively rigorous
requirements and the FRED notes that it is less prescriptive than the IAS equivalent
which specifies certain situations where hedge accounting cannot be used.

Hedge accounting is not a widely-used technique in the public sector, and in
particular local authorities are prohibited from using hedging. Therefore the
proposed standard will have little direct relevance to the majority of public sector
bodies.

Notwithstanding this, the Commission believes that the proposed standard is clear
in its requirements and has the virtue of a straightforward, principles-based
approach. It also represents a good means of both implementing IAS practicein the
UK and alowing the ASB to influence the development of arevised IAS 39.

FRED 24 THE EFFECTS OF CHANGES IN FOREIGN EXCHANGE RATES;
FINANCIAL REPORTING IN HYPERINFLATIONARY ECONOM1ES

8.

10.

11.

Again, the proposed standard is likely to be of limited direct relevance to most
public sector entities, most of whose activities are undertaken within the UK,
although some entities with significant overseas activities will be affected.

The Commission notes that the FRED is based primarily on the consultation draft
of IAS 21 * The Effects of Changesin Foreign Exchange Rates', and that the ASB
intend to issue an FRS reflecting the contents of thisrevised IAS as a replacement
for the current SSAP 20. The IASB has also issued an ED based on IAS 29
‘Financial Reporting in Hyperinflationary Economies’ and the ASB has the same
plan in respect of this proposed FRS, replacing the current UTTF 9 and elements of
SSAP 20.

The Commission notes that the ASB does not agree with the lASB proposals for
‘recycling’ al foreign exchange gains on disposal of aforeign operation through
the P& L (as opposed to being recognised in the STROL). The ASB notesthat it is
working on a project with the IASB to address thisin the longer term.

The Commission would also support the change whereby, in the closing rate
method of accounting for foreign currency transactions, the closing rateis no
longer an option for the trandation of P&L items. It is now the rate on the date of
transaction or an average.



12.

The Commission also supports the proposal in FRED 24 to prevent the deferral of
exchange gains or losses on long term monetary items where there is doubt about
the convertibility or marketability of the foreign currency.

FRED 25 RELATED PARTY DISCLOSURES

13.

14.

15.

16.

The Commission notes that this FRED contains the draft IAS on related party
transactions, coupled with ASB discussion of the impacts and proposals for

change. There are some significant differences between the IAS and the FRED and,
in response, the ASB has raised severa potential additions within the UK context.
However, the standard is not seen as contentious enough to warrant adelay on
implementation.

Related party disclosures have a particular significance for the public sector given
the greater prominence to issues around propriety and the conduct of public
business, and this significance has become more important over recent years.
Moreover, the growth of * Special Purpose Vehicles', ‘ Arms Length Management
Organisations and other forms of partnership is likely to increase this prominence
further. The Commission believes that this greater significance could usefully be
referred to in any new standard.

The standard adopts a much simpler approach than FRS 8. Related parties are
defined more widely than in FRS Swhich isuseful. Thisislikely to increase the
number of related partiesto be disclosed. The disclosure of transactionsis slightly
narrower than the current FRS and the ASB has suggested an additional UK
proposal to report the names of both the controlling party and also the names of
transacting parties asit believesthe IASis deficient in thisregard. The
Commission supportsthisline.

Another key difference is that the IAS defines ‘ significant influence’ more
narrowly than the FRS (power to participate in the operating and financia policy
decisions of the entity rather than the more negative inhibition from pursing
interests). Thisis useful, but arguably too narrow. The Commission is aso
concerned that the IAS does not specifically address the concept of materiality in
considering the need to disclose - which may lead to excessive detail being
produced. The Commission also believes that the definition of * significant
influence’ should be revisited.

FRED 26 EARNINGS PER SHARE

17.

18.

Earnings per shareis aso an issue that will not be applicable to the vast mgjority of
public sector entities, and the FRED notes that the FRS to be produced at the end
of the development process will only apply to listed companies.

Whilst the issue of earnings per shareis not directly relevant to the public sector,
the clear specification of performance measures (especially those involving
accounting information) is of critical importance. Notwithstanding the fact that



financial commentators use a variety of other *home-grown’ measures to assess
performance, the earnings per shareissue is a key published statistic for listed
companies and avital tool in the evaluation of the other types of entity. Therefore,
the Commission supports the requirement in the FRED to publish more earnings
per share information (basic and diluted). Similarly, where entities produce
additional information on earnings per share then there is merit in the proposals for
areconciliation to be published.

FRED 27 EVENTSAFTER THE BALANCE SHEET DATE

19.

20.

21.

22.

This FRED only has afew mgjor differences to extant UK GAAP. The mainoneis
that the SSAP 17 definition of adjusting events includes ‘ events which because of
statutory or conventional requirements are reflected in financial statements’ isno
longer appropriate. This means that dividends are no longer aliability at the year
end and thiswill require achange in the law, which is currently being discussed
with DTI.

Thisisnot likely to have a significant impact on public sector entities. A similar
implication arises with the accounting treatment of dividends declared by
subsidiaries in respect of previous periods.

The Commission also notes that the draft FRS is more rigid than the current SSAP
17 inthat it does not allow for exceptional cases of non-adjusting events becoming
adjusting.

In the context of the public sector, the reference in paragraph 16 of the FRED to a
requirement that an entity should “ disclose the date when the financial statements
were authorised for issue and who gave that authorisation” will need clarification
or interpretation. For example, in the case of NTIS bodies, the financial statements
must be adopted (approved) by the Board of Directors, but they are then signed by
the chief executive and finance director by order of the Board. In theory, the date of
adoption and signature could be different.

FRED 28 INVENTORIES; CONSTRUCTION & SERV1CE CONTRACTS

23.

24,

25.

The Commission notes that there are no major changesto UK requirements. The
FRED indicates that the | AS-based requirement for ‘reliable estimation’ of contract
profits, rather than the SSAP 2 *prudently calculated attributable profit’ is closer to
the Statement of Principles emphasis on reliability rather than prudence.

The draft standard reduces the amount of prescribed guidance on disclosure of
contract bal ances requiring them to be presented as a single line item rather than a
collection of elements - * gross amounts due from/to customers for contract

work.’ (SSAP 9 has elements for stock, debtors, creditors, etc.).

Finally, the draft standard more explicitly states that the requirements ban be
applied to separately identifiable components of a contract or group of contracts if



26.

that would reflect the substance. The ASB comments seem to suggest that thisis
reasonable if SSAP 9 isinterpreted in the light of FRS 5.

Thisis an important standard for public sector organisations, who areinvolved in a
very wide range of contract arrangements (although not typically as the contractor).
The Commission’ s view is that there are no significant changes to the treatment
and the proposals are reasonable. The only issue to raise is that the ASB could
perhaps consider the treatment of the outstanding balances at the year-end whether
thereis acase for retaining the SSAP 9 approach.

FRED 29 PROPERTY, PLANT AND EQUIPMENT

27.

28.

29.

30.

31

The Commission believes that this FRED islikely to have a significant impact on
public sector entities. In particular, the following issues are of particular interest in
this respect:

Whilst the IAS uses the term ‘fair value’, the definition of the term does not appear
to encompass the concept of ‘valuein use’, which is of particular importance to the
UK Public Sector.

The issue of donated assetsis not covered inthe IAS. Thisis also of particular
relevance and importance to UK public sector entities, and the Commission’s view
isthat they should be recognised at their fair value by an entity when the asset is
donated.

Thereis also no mention of renewals accounting in the FRED. Local Government
entitiesin the UK, in particular, use renewals accounting as an estimate of
depreciation in certain circumstances. The Commission supports this approach and
its availability as an acceptable accounting treatment within the relevant accounting
standards.

Further detail on these issues, together with other comments and observations, are
contained at Annex G in response to the specific questions raised by the ASB and
IASB.



ANNEX A

FRED 23 FINANCIAL INSTRUMENTS: HEDGE ACCOUNTING

Q.

Particular Issue

Comment

1.

Do you agree that a UK standard
on hedge accounting is needed at
this time to improve UK
accounting and to prevent a gap
appearing in UK accounting
literature on hedges of net
investments in foreign operations?

Yes. The possible implications of
deferred charges to the profit and loss
account are very significant.

| The ASB has taken the view that,

in order to start the process of
bringing UK practice on hedge
accounting into line with the
practice adopted internationally,
the proposed UK standard’s
restrictions on the use of hedge
accounting should be based on the
main principle that underlies the
hedge accounting restrictions on
IAS 39: that hedge accounting
should be permitted only if the
hedging relationship is pre-
designated and meets certain
effectiveness criteria.

(a) Do you agree that the UK
standard should be based on the
principles underlying IAS 39 as
set out in the FRED?

{b) Does the principle need to be
supplemented with any other
principles?

Yes. This supports both the
convergence process and continues the
tradition in the UK of principles-based
reporting.

At this stage, no.

The ASB has taken the view that
the UK standard should contain
those detailed restrictions in IAS
39 that appear to it to be necessary
to implement the aforementioned
principle, but should not at this
stage include any other
restrictions on the use of hedge
accounting.

(a) Do you agree that the FRED' s
proposed restrictions on the use of
hedge accounting (see paragraphs
4, 6 and 8 of the FRED) are all

Yes. These appear to be the bare
minimum for the implementation of the
standard.




necessary to implement the
aforementioned principle?

{b) Do you agree that the FRED
should not contain any other
restrictions on the use of hedge
accounting? If not, what should
those other restrictions be?

Yes. This is particularly important as
the purpose of the standard appears to
be a ‘starting point’ for addressing the
hedge accounting issues.

Do you agree with the material in
the FRED on measuring hedge
effectiveness (see paragraphs 9-
15)? If you do not, what if any
changes would you make to the
material (bearing in mind that the
material is drawn largely from
TAS 39 and that one objective of
the FRED is to bring about
convergence of accounting
practice)?

Yes, the measures appear reasonable.
One concern would be the 80-125%
range in paragraph 9. Insofar as this
‘corridor’ appears arbitrary then this
may lead to a compliance culture where
a figure is this range implies that a
hedging arrangement must be one of
high effectiveness. Such a ‘corridor’
also seems to be inconsistent with the
statement in paragraph 15 that ‘this
standard does not specify a single
method of assessing hedge
effectiveness’.

It would be more appropriate to view
such a ‘corridor’ as a minimum
requirement of high effectiveness,
rather than the sole requirement.
Although identical provisions are to be
found in TAS 39, as the FRED is to lead
to a UK standard with no direct IAS
equivalent, such a divergence would not

be inappropriate.

The ASB has taken the view that,
in the main, the proposed FRS
should not prescribe how hedge
accounting should be done? Do
you agree with this approach?

Yes, for the practical reasons outlined
above (i.e. starting to set standards on
hedge accounting). However, the ASB
should be considering if this will be
necessary in the longer term.

The ASB has nevertheless
decided that the FRED should
contain some minimum
requirements on the hedge
accounting techniques to be used.
Do you agree with the FRED’s
proposals on:

(a) the treatment of hedges of net
investments in foreign operations
(see paragraph 16 of the FRED)?

(b) the treatment of the ineffective
portion of a gain or a loss on the
hedge that is not a hedge of a net

Yes.

Yes.

10




investment in a_féfﬂign upe.ratinnm
(see paragraph 16 (b) of the
FRED)?

(c) The treatment of hedging
instruments that cease to qualify
for hedge accounting (see
paragraphs 17 and 18 of the
FRED)?

Yes.

The ASB is proposing that the
standard should come into effect
for reporting periods ending on or
after a date in early 2003,
although it is also proposing
certain transitional arrangements
(see paragraph 20 of the FRED)?
Do you agree with this approach?

Yes.




ANNEX B

FRED 24 THE EFFECTS OF CHANGES IN FOREIGN EXCHANGE RATES;
FINANCIAL REPORTING IN HYPERINFLATIONARY ECONOMIES

Q.

Particular Issue

Comment

AS
(1)

Do you agree with the ASB’s
proposed timetable for the
implementation in the UK of
standards based on a revised
IAS 21 and IAS 297

Yes. This seems pragmatic.

ASB
(i)

Do you agree with the proposal
not to include the IAS 21
provisions on the recycling of
certain exchange gains and
losses?

Yes. The IAS provisions would make
for increased complexity on the disposal
of foreign currency operations. In
addition, they would conflict with the
treatment of revaluation gains on the
disposal of fixed assets.

ASB
(iii)

Do you agree with the proposal
not to include any transitional
arrangements in these UK
standards?

Yes. The standard is not contentious.

IASE
(1)

Do you agree with the
proposed definition of
functional currency as “the
currency of the primary
€conomic environment in
which the entity operates™ and
the guidance proposed in
paragraphs 7-12 on how to
determine what is an entity’s
functional currency?

Yes. The two new ‘notions’ appear 1o
be a sensible approach to dealing with
the closing rate/temporal method
dilemma.

IASB
(i)

Do you agree that a reporting
entity (whether a group or a
stand-alone entity) should be
permitted to present its
financial statements in any
currency (or currencies) that it
chooses?

Yes. The alternative would be too
difficult to police.

IASB
(1i1)

Do you agree that all entities
should translate their financial
statements into the presentation
currency (or currencies) using
the same method as is required
for translating a foreign
operation for inclusion in the
reporting entity’s financial
statements (see paragraphs 37
and 4017

Yes, this seems a sensible suggestion.

IASB
(iv)

Do you agree that the allowed
alternative to capitalise certain

Yes.

12




exchange I:li__ffé';éncn:s in
paragraph 21 of IAS 21 should
be removed?

'IASB
(v)

Do you agree that

(a) goodwill and
(b) fair value adjustments to
assets and liabilities

that arise on the acquisition of
a foreign operation should be
treated as assets and liabilities
of the foreign operation and
translated at the closing rate
(see paragraph 45)?

Yes, this scems sensible.




ANNEX C

FRED 25 RELATED PARTY DISCLOSURES

Q. Particular Issue Comment
AS Do you agree with the Yes.
(1) proposal to issue a new
standard in the UK on
related party disclosures,
once the new [AS 24 is
approved by the IASB? - _
ASB | Do you believe that the No, the proposed standard is not onerous.
(ii) ASB should consider any
| transitional arrangements?
ASB | Do you believe that an Yes, disclosure of the name of the
(iii) accounting standard should | controlling party and the ultimate
require disclosure of the controlling party if different should be
name of a controlling party | required. In the public sector, the growth
and, if different, that of the | of “arms length’ organisations and special
ultimate controlling party? purpose vehicles (among others) makes
If the new IAS does not the public availability of this information
require disclosure, do you desirable. From a more principles-based
believe that a new UK approach, it is hard to see what benefits to
standard should require the users of financial statements might accrue
disclosure as set out in from removing this disclosure
paragraphs 13A and 13B of | requirement.
the draft FRS?
If the TAS did not require disclosure then a
new UK standard should require the
disclosure set out in paragraphs 13A and
13B of the draft FRS.
ASB Do you believe that an Yes, for the reasons set out in answer to
(iv) accounting standard should | ASB (jii) above. In particular, standards of
require disclosure of the probity in the public sector would be
names of the transacting improved through this requirement.
related parties?
ASB | Should the definition of Yes, to both questions.
(v) related parties specifically
refer to shadow directors?
Should it also refer to
persons acting in concert?
ASB | Do you believe that an Yes, the concept of materiality is an
(vi) accounting standard should important one in this concept and guidance
specify that disclosure is would be valuable in interpreting the
required of material related requirement.
party transactions and give
more guidance on
materiality in the context of
such transactions? X




ASB
(vii)

Are there are any other
aspects of the draft standard
that the ASB should request
the [ASB to review when
finalising the revised IAS
247

Yes. The FRS 8 definition of significant
influence, albeit more ambiguous than the
IAS definition, is a wide-ranging one. It is
therefore arguably closer to the reality of
transactions between entities. There is
significant scope for transacting entities to
arrange their affairs under the draft IAS in
such a way that they will avoid reporting
related party transactions. Again, there is
scope here for the ASB to influence the
work of the TASB in a positive way — the
highest common denominator approach.

TASB
(1)

Do you agree that the
Standard should not require
disclosure of management
compensation, expense
allowances and similar
items paid in the ordinary
course of an entity's
operations (see paragraph
2)?

‘Management” and
‘compensation’ would need
to be defined, and
measurement requirements
for management
compensation would need to
be developed, if disclosure
of these items were to be
required. If commentators
disagree with the Board's
proposal, the Board would
welcome suggestions on
how to define
‘management’ and
‘compensation’.

The Commission does not agree with the
requirement not to disclose management
compensation, expense allowances and
similar items paid in the ordinary course of
an entity’s operations.

Full and open disclosure of management
remuneration in all its forms is a key
principle for public sector entities in the
UK, and is seen to be an important element
in the overall accountability and
performance framework. It is also seen as
an area of specific interest to readers of the
accounts.

It is difficult to be prescriptive in seeking
to define both *‘management’ and
‘compensation’, as both will vary
according to the organisational nature and
structure of any particular entity. But
‘management’ would normally include the
directors or members of the board or
equivalent goverming body of the entity,
together with others having the authonity
and responsibility for planning, directing
and controlling the activities of the entity.

‘Compensation” would include all cash and
non-cash benefits derived both directly and
indirectly from services provided by
‘management’ in their capacity as
directors, members of the board or
equivalent governing body or as
employees of the entity.

IASB
(i)

Do you agree that the

Standard should not require
disclosure of related party

The Commission does not agree with this
proposal. The argument for full and open
disclosure to satisfy the need for




transactions and outstanding
balances in the separate
financial statements of a
parent or wholly-owned
subsidiary that are made
available or published with
consolidated financial
statements for the group to
which that entity belongs

(see paragraph 3)?

accountability referred to above also
means that an appropriate level of
disclosure should be made in respect of
each individual entity, rather than solely at
the group level. In the public sector in the
UK, such disclosure is often prescribed in
the requirements governing the preparation
of financial statements of the entity.




ANNEX D

FRED 26 EARNINGS PER SHARE

Q.

Particular Issue

Comment

AS
(i)

Do you agree with the
proposal to issue a new UK
standard on earnings per
share to replace FRS 14 as
soon as the new IAS 33 is
approved by the IASB?

Yes. This is in accordance with the
COMVETrZence pProgramime.

Do you believe that the
ASB should consider any
transitional agreements?

No.

Are there any aspects of the
draft standard that the ASB
should request the IASB 1o
review when finalising the
revised TAS 337

Eamings per share is not a subject that is
directly relevant to the Commission’s areas
of activity, so the Commission is not in a
position to respond on this point.

Do you agree that contracts
that may be settled either in
ordinary shares or in cash, at
the issuer’s option, should
be included as potential
ordinary shares in the
calculation of diluted
eamings per share based on
a rebuttable presumption
that the contracts will be
settled in shares?

As above, the Commission is not in a
position to respond on this point.

IASB
(ii)

Do you agree with the
following approach to the
year-to-date calculation of
diluted earnings per share
as illustrated in Appendix
I1, examples 7 & 12)?

The number of potential
ordinary shares is a year to
date weighted average of the
number of potential
ordinary shares included in
each interim diluted
earnings per share
calculation, rather than a
year to date weighted
average of the number of
potential ordinary shares
weighted for the period they

“were outstanding (i.e.

As above, the Commission is not in a
position to respond on this point.




without regard for the
diluted earnings per share
information reported during
the interim periods.

The number of potential
ordinary shares is computed
using the average market
price during the interim
periods reported upon rather
than using the average
market price during the year
to date period.

Contingently issuable shares
are weighted for the interim
periods in which they were
included in the computation
of diluted earnings per share
rather than being included in
the computation of diluted
earnings per share (if the
conditions are satisfied)
from the beginning of the
year-to-date reporting
period (or from the date of
the contingent share
_agreement if later).




ANNEX E

FRED 27 EVENTS AFTER THE BALANCE SHEET DATE

Q). Particular Issue Comment
AS Do you agree with the Yes.
(1) proposal to issue a new UK

standard on events after the
balance sheet date, once the
new IAS 10 is approved by
the IASB and once the law

i3 amended to permit its

application?
ASB | Do you believe that ASB No.
(i1) should consider any other

transitional arrangements?

ASB | Are there any aspects of the | No.
(1ii) draft standard that ASB
should request TASB to
review when finalising the
revised IAS 107




ANNEX F

FRED 28 INVENTORIES; CONSTRUCTION & SERVICE CONTRACTS

Q. Particular Issue Comment
AS Do you agree with the proposal to issue | Yes.
(1) new UK standards on inventories and
construction contracts to replace SSAP
9, once the revised [AS 2 is approved
by the IASB? L
ASB | Do you agree with the proposal to Yes. The Commission believes
(i1) incorporate part of IAS 18 in the that the incorporation of part of
standard on construction contracts so IAS 18 is useful in providing
that it may also apply to other contracts | guidance on an area where it
for services? has previously been absent.
But once the work of the ASB
and other standard setters on
revenue recognition is
completed then any new
guidance arising from that
work will need to be reflected
in the FRS that emerges from
FRED 28. B
ASB | Do you believe that the ASB should No.
(iii) consider any transitional arrangements? |
ASB | Are there any aspects of the draft No.
{iv) standard on inventories that the ASB
should request the IASB to review when
- finalising the revised IAS 27 i
ASB | Are there any aspects of the standard on | No.
(v) construction contracts that the ASB
should request the IASB to review in
due course? - - ]
IASB | Do you agree with eliminating the Yes.
(i) allowed alternative of using the last-in
first-out (LIFO) method for determining
the cost of inventories under paragraphs
23 and 24 of IAS 27
IASB | IAS 2 requires reversals of write-downs | Yes.
(ii) of inventories when the circumstances
that previously caused inventories to be
written down below cost no longer exist
(paragraph 30). IAS 2 also requires the
amount of any reversal of any write-
down of inventories to be recognised in
the profit or loss (paragraph 31). Do you
agree with retaining these requirements? -




ANNEX G

FRED 29 PROPERTY, PLANT AND EQUIPMENT

BORROWING COSTS

Q.

_Particula} Issue

Comment

AS
(1

Do you agree with the proposal
to issue new UK standards on
property, plant and equipment
and borrowing costs when the
IASB issues the revised IAS 16,
unless it becomes clear that
further changes to IAS 16 are
likely by 2005 as a result of the
revaluation project?

Yes. Deferral is also supported if the
revaluation project leads to changes
before 2005.

ASB
(i)

As explained in paragraph 7
above, the international exposure
draft on property, plant and
equipment proposes that residual
values used in the calculation of
depreciable amount should be
reviewed at each balance sheet
date and revised to reflect
current estimates. FRS 15
generally requires prices at the
date of acquisition or latest
valuation to be used; hence,
depreciation expense on a
historical cost basis is not
reduced by inflation in residual
values. Do you agree or
disagree with the proposed
international approach?

B 'Disagrﬂc with the proposed

international approach, and support the
approach taken by FRS 15.

ASB
(i)

IAS 16 does not address the use
of renewals accounting in
respect of certain infrastructure
assets. Do you believe that the
absence of the guidance in

FRS 15 would prevent entitics
from using renewals accounting
as a method of estimating
depreciation? Should UK
entities be permitted to continue
to use renewals accounting?

Yes to both elements of the question.
UK public sector entities do, in certain
circumstances, use renewals
accounting as an estimate of
depreciation. The Commission
supports this approach.

(iv)

‘What are your views on the
differences between the
requirements of FRS 15 and
IAS 16 concerning revaluations
as described in paragraphs 10 to

The Commission supports the
approach in the IAS of allowing, as an
alternative treatment, the revaluation
of property, plant and equipment (at
fair value). The definition of fair




17 above? |

value should be broad enough to
include the concept of ‘value in use’
contained in FRS 15,

ASB | Are there any other aspects of The international standard should also
(v) the differences between the cover the issue of donated assets,
proposed standards and current which are a feature of public sector
UK accounting requirements entities in the UK. The Commission
that you wish to comment on? believes that such assets should be
recognised by an entity at fair value
o when they are donated.
ASB Do vou agree with the ASB’s The Commission is not familiar with
(vi) proposal, as a transitional the insurance industry and therefore is
measure (see paragraph 18 not in a position to make an informed
above), that the present response to this question. But the
exemption in FRS 15 in respect | proposal to maintain the current UK
of insurance companies should position pending the outcome of IASB
be retained in a new UK work is consistent with the ASB’s
standard based on [AS 16 approach in other areas.
revised pending the outcome of
the IASB’s projects on insurance
and reporting financial
performance?
ASB | The transitional arrangements Yes, this is supported — in practice
(vii) for the first-time application of historical cost data may not be
FRS 15 allowed an entity that available.
does not adopt a policy of
revaluation to retain carrying
amounts reflecting previous
revaluations instead of restating
the carrying amounts to
historical cost (see paragraph 19
above). Do you believe that a
transitional arrangement should
be included in a new UK
standard to allow entities that
adopted FRS 15’5 transitional
arrangement to continue to
recognise the carrying amounts
under that arrangement?
ASB | Do vou believe that ASB should | No.
(viii) | consider any other transitional
arrangements?
ASB | Are there any other aspects of None in addition to the comments
(ix) the draft standard on property, made elsewhere.
plant and equipment that the
ASB should request the IASB to
review when finalising the
revised IAS 167
ASB Do you agree that the Yes. If a choice has to be made, the
(x) capitalisation of borrowing costs | Commission would opt for




should remain optional? If you
had to choose between
mandatory capitalisation and
prohibition of capitalisation,
which would you support and
why?

prohibition, on the grounds of
prudence.

ASB
(xi)

Do you agree that paragraph 5(e)
of TAS 23, which allows certain
exchange differences to be
capitalised, should be deleted in
the draft standard on borrowing
costs?

Yes.

ASB
(1)

What are your views on the
difference between IAS 23 and
FRS 15 referred to in paragraph
24 of the Preface to the FRED
concerning borrowing costs
eligible for capitalisation?

The Commission supports the FRS 15
approach

ASB
(xiii)

Po you have any comments on
IAS 23 that you wish the ASB to
bring to the IASB’s attention?

No.

IASB
®

Do you agree that all exchanges
of items of property, plant and
equipment should be measured
at fair value, except when the
fair value of neither of the assets
exchanged can be determined
reliably (see paragraphs 21 and
21A of the [draft] FRS on

The Commission agrees in principle,
subject to the observations above
about the definition of fair value being
broad enough to incorporate the
concept of ‘value in use’.

IASB
(1)

property, plant and equipment)?
Do you agree that all exchanges
of intangible assets should be
measured at fair value, except
when the fair value of neither of
the assets exchanged can be
determined reliably?

Yes.

IASB
(iii)

Do you agree that depreciation
of an item of property, plant and
equipment should not cease
when it becomes temporarily
idle or is retired from active use
and held for disposal (see
paragraph 59 of the [draft] FRS
on property, plant and
equipment)?

Yes in respect of temporary idleness.
In respect of ‘retired from active use
and held for disposal’ then if it has not
been fully depreciated than the asset
should be reviewed for impairment,
with a view to being written down to
its residual value.
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Dear Sirs

ASB FINANCIAL REPORTING EXPOSURE DRAFTS23TO 29

The Accounting Standards Committee has considered the above Exposure Drafts and | am pleased to set out its
comments below.

Timing of Convergence Process

We are concerned at aspects of the timing of the ASB’ s proposed process of convergencein the UK. The
proposed process would seem to involve the publication in the first quarter of 2003 of a number of new
accounting standards based on, but not entirely replicating, the equivalent International Financial Reporting
Standards (“IFRSS"). Presumably, under this process, there will also be further exposure drafts during the
course of 2002 to 2004. If these first standards come into effect during 2003, and subseguent ones come into
effect on a phased basis thereafter, the financial statements of each and every UK company over the next few
years will contain a number of changes in accounting policy and corresponding prior year adjustments. For
listed groups, this will be compounded in 2005, when the IASS/IFRSs replace the UK standards. It will be
further compounded if the IASB changes those standards on which the ASB has aready based its own new
standards, thus requiring further changes to the UK standards.

We have a number of concerns on the effect of this phased process.

. Firstly, the changes required by the new standards will involve a great deal of planning and preparation
by companies. Some changes may involve the introduction of new accounting processes and systems, and
even different ways of doing business (eg hedging). Requiring changes every year for a number of years
would be significantly more onerous for companies than asingle “Big Bang” move to |ASSIFRSs for
listed companiesin 2005. Thisis particularly truein relation to a subject as pervasive as financid
instruments.

A
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. Some aspects d the FREDs retain UK -specific differences that will disappear for listed companiesin
2005 but will apparently remain for those entities not subject to the EU regulation. Thisis likely to cause
some confusion. In particular, although this might not be too significant for note disclosures, it could
cause problemsiin relation to differences in recognition, measurement and presentation.

. Furthermore, it does not seem sensible to converge UK accounting standards on 1A Ss when convergence
at this early stage is not essential and when it is not clear to what extent these IASs may themselves
change in the near future. Listed groups could be left to move across to |ASs/IFRSs wholly in 2005.
Subject to the current consultation by the DTI, other entities (individua companies, and unlisted groups,
and other non-company entities) could also move across to IASS/IFRSs, or aversion of UK standards
based on those IASS/IFRSs, in 2005 or shortly thereafter.

. The number of changes in accounting policy and prior year adjustments which will arise from a phased
implementation over the next few years may bring discredit on accounting and the accounting profession.
Users of accounts are likely to mistrust these changes and fail to understand why it is necessary to make
such prior year adjustments to accounts which previoudly claimed to give atrue and fair view, and why
these changes in policies are necessary to improve future accounts. In the post-Enron business
environment, this may be regarded with extreme scepticism.

*  The adoption of IAShased standards in the UK, at the same time as current UK standards, will also
inevitably result in inconsi stencies between terms and definitions, which could have a detrimental effect
on the application of those standards. It may also affect the perception of users of accounts and
undermine the confidence which they have in the accounting framework. For example, differencesin the
definition of “control” and “significant influence” between a new standard on related party disclosures
and exigting FRSs 2, 5 and 9 may give rise to difficulties. There are aso differences in terminology which
would be even more confusing to users of accounts, for example the synonymous use of “income
statement” and “profit and loss account”.

. There are aso educational needs to be considered for preparers, auditors and accounting students, but also
for users of accounts. The current situation of having two evolving sets of accounting standards —the
developing IAS/IFRSs and the ASB standards which are trying to converge with the IASB’s moving
target .makes this very difficult.

For these reasons we prefer a“Big Bang” application of the new standards wholly in 2005, but with a phased
consultation and publication timetable.

Changesto International Accounting Standards

We note that the IASB discussion and judtification for changesis not included fully in the ASB exposure drafts
for consideration by UK consultees. This means that UK consultees are not necessarily made aware of the
issues being addressed by the IASB. In some instances this discussion may be critical to consideration of the
FRED, eg in considering whether the disclosure of management compensation should be required, in FRED
25.
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In future, it would be helpful, if the IASB’ s rationae for its proposed changes were routinely incorporated in
the ASB’s FRED.

One further observation which we would make is that by the ASB issuing their own FREDs and consultation
paper, UK commentators may focus on the FRED’s and not give sufficient attention to the IASB’s document.
For example, the ASB’ s consultation paper on IASB proposals (issued at the same time as these FREDS) does
not even mention the fact that the IASB’s own exposure draft has over 50 pages deding with consequential
amendments to other IASs.

Recommended Approach

We would like to emphasise the importance of providing a reasonable lead time between the new requirements
becoming clear and the implementation of those requirements. As indicated above, we would prefer aphased
consultation, to allow interested parties to consider the proposed changes in the necessary detail. On balance,
we recommend that the ASB develops and publishesits UK standards on a phased basis, but defers
implementation until 2005. A phased period of development would alow the necessary consultation of
interested parties, and would alow any changes in the IASB’s approach to be reflected in the UK standards
before they are implemented. Publication in advance would also alow the necessary education processes to
occur.

Accordingly we recommend that al standards to be implemented in 2005 need to be findised by mid-2003.
Any subsequent (ASB and |ASB) standards issued after mid-2003 should not be mandatory until after 2005.

Thiswould result in a“Big Bang” approach to the adoption of extant IASS/IFRSs by listed companiesin 2005,
and to the adoption of revised ASB standards by other UK entities around the same time.

Materiality

We note that each draft revised IAS contains an opening paragraph in italics which, inter alia, states that
“International Accounting Standards are not intended to apply to immaterial items’ and refers to paragraph 12
of the Preface. However, as aresult of the changesto the IASB Preface, the authority for standards not needing
to be applied to immateria items has been removed. We presume that the |ASB intends to include such
authority in each standard but no longer in the Preface. If thisis the case, the reference to paragraph 12 of the
Preface needs to be deleted from the opening paragraph to each of the standards. (The ASB has not reproduced
this IASB opening paragraph in its FREDs, but has similar authority in paragraph 13 of its Foreword to
Accounting Standards.)

We recommend that the ASB encourage the |ASB to reinstate in the Preface the concept that standards need
not be applied to immaterial items, to reinforce the above statement in the opening paragraph of each standard.

Clearly, the costs of applying IASSIFRSs to immateria items would far exceed any benefits of o doing.
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Public Sector |ssues

We are concerned that the IASB does not appear to consider the public sector in its development of
IASYIFRSs. Whilst these are developed primarily for the private sector, the principles contained therein are
taken up by the IFAC Public Sector Committee, and will increasingly be taken up by local public sector bodies,
in the development of accounting standards for central governments and public sector bodies more generaly.

We suggest that consideration be given in the course of the development of the respective IASSIFRSs to the
application of the principles contained in those standards to the public sector. If the IASB feels that it does not
have the resources to address public sector issues directly, then we would suggest a more proactive mechanism
for ensuring public sector comments at the standard setting stage are sought through national standard setters,
such as ASB, and through IFAC'’s Public Sector Committee.

Regardless of whether the IASB responds to these concerns, we recommend that the ASB considers the public
sector aspects of the standards it proposes to introduce into the UK.

Detailed Comments

Our detailed comments on FRED 26 are included in the attached Appendix.

We hope that our comments are of assistance to you in the finalisation of these standards and in your
consideration of their implementation. If you wish to discuss any of our comments further, please do not

hesitate to contact me.

Y ours sincerely

N

DAVID A WOOD
Deputy Director, Accounting & Auditing
Secretary to the Accounting Standards Committee



I ngtitute of Chartered Accountants of Scotland

Accounting Standards Committee
Commentson FRED 26 “Earnings per Shar€’

September 2002

Responses to ASB Questions

(1)

(i)

(iii)

Do you agreewith the proposal to issue a new UK standard on earningsper sharetoreplace FRS 14,
as soon asthe new | AS 33 is approved by the |ASB?

Please refer to the comments on the convergence process in the covering letter. Ou general postion is
that we would be happy for new standards to be published, but recommend that implementation be
deferred until 2005. In the case of earnings per share, however, because FRS 14 was itsdlf based on the
old IAS 33, we would be more relaxed about a new UK standard being issued and implemented as soon
asthe new IAS 33 is approved by the IASB.

Do you believe that the ASB should consider any transitional arrangements?

No. Subject to our answer in (i) above, we do not see why any specific trangitiona arrangements should
be necessary in the implementation of the standard.

Are there any other aspects of the draft standard that the ASB should request the IASB to review
when finalising the revised 1 AS 24?

Additional BPS Figures

We see no reason why additiona earnings per share figures should be prohibited from the face of the

profit and loss account, and would be happy for such additiona figures to be disclosed on the face of the

profit and loss account so long as.

. they are not gven more prominence than the four earnings per share figures required by paragraph
58; and

»  explanation of these additional figuresis given in the notes, as required by paragraph 65.

In-substance Share Buy-backs

Paragraph 25 of the draft standard addresses one particular situation which, in substance, represents a
share buy-back. We believe that this should be broadened to apply to any arrangements which are in
substance share buy-backs. One example is where a company issues B shares via a bonus issue or share
split, which are then redeemed for cash, together with a share consolidation of the original shares (Severn
Trent plc, 1998).

Dilutive Options and Dilutive Potential Ordinary Shares

Paragraph 35 lays down a principle which is then not followed in the test of the document. The principle
in paragraph 35 has been applied to options, but not, say, to convertible debt. Paragraph 35 therefore
needs to be revised, to make it clear that it is dedling only with share options and similar dilutive
ingruments such as warrants.

Contracts to be settled by Issuing New Shares etc

There is a section on contracts to be settled in shares or cash - Paragraphs 51 to 55. We suggest that there
should aso be a section on contracts to be settled by issuing new shares or by buying shares in the
market.



Responsesto |ASB Questions

(i) Do you agree that contracts that may be settled either in ordthary shares or in cash, at theissuer's
option, should be included as potential ordinary sharesin the calculation of diluted earnings per
share based on a rebuttable presumption that the contracts will be settled in shares?

Y es. This seems to be the most prudent approach, consistent with the calculation of diluted earnings per
share.

(i) Do you agree with the [following] approaches to the year -to-date calculation of diluted
earnings per share (asillustrated in Appendix |1, examples 7and 12)?

No. We do not agree with the proposed approaches. These would result in different EPS for companies
which report on a quarterly or haf-yearly basis from those which only report annually, and this would be
exacerbated for companies with seasond variations in profit.
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26 September 2002

HansNailor
Accounting Standards Board,
Holborn Hall,

100 Gray’sInn Road,
London WCIX 8AL

Fred29@ash.org.uk

Dear Mr Nailor,

Exposuredraft: FRED 29 Property, plant and equipment

| am writing in response to the invitation to comment on Exposure Draft FRED 29: Property,
plant and equipment; Borrowing codts. | gppreciate that this response is after the deadline
givenin the exposure draft but hope that my views are il useful to you.

My answers to the questions posed in the Exposure Draft are set out in the accompanying
gpopendix. From these you will see that my main concern is around the uncertainty on
revauation palicy. | congder the policy in FRS 15 to be superior to that in IAS 16. Assuming
thet no immediate change is forthcoming here for IAS 16, | believe that the ASB should hold
back inissuing FRS 15 (revised). To adopt the IAS 16 palicy before 2005 weekens our
postion and imposes an inferior result on the UK condtituency earlier than necessary.

Yourssncerdy,

Alison Bexfield
Technical accounting manager



Appendix

Property, plant and equipment; Borrowing costs (FRED 29)

ASB ()

ASB (ii)

Do you agree with the proposd to issue new UK standards on property, plant
and equipment and borrowing cogts when the IASB issues the revised 1AS 16,
unless it becomes clear that further changesto IAS 16 are likely by 2005 asa
result of the revauation project?

Wearein favour of a gradual implementation for changesto UK GAAP
wher e the proposed changes are very straight forward to implement (and
hence easy for users of the accountsto understand) or wherethey are
unlikely to have amajor effect on the majority of companies. This
standard fits within this category for those companiesthat have opted not
torevalue assetsas|AS 16 also per mits a choice in the matter of
revaluation.

But therevaluation issue isone of some significance and FRS 15 also
cover s those companiesthat have opted to revalue assets. Currently there
aredifferencein the UK approach to revaluation in FRS 15 and that in

IAS 16. | believe that the UK approach issuperior to that of IAS 16. For
the UK to effectively adopt |AS 16 early (prior to 2005) might be seen asa
weakening of our position concer ning therevaluation issue. If wetruly
believe the approach in FRS 1 5issuperior, then we should continue with
it right up to 2005 rather than adopt an ‘inferior sandard’ early.

In light of this, | do support the proposal to issuearevised FRS 15 whilst
the position on revaluation remains unclear. Should thisissue beresolved
with new proposalsfrom the | ASB, the resulting proposed changesto FRS
15 will need to bereissued for consultation in the UK.

Theinternationd exposure draft on property, plant and eguipment proposes
that resdud vaues used in the cadculaion of depreciable amount should be
reviewed at each balance sheet date and revised to reflect current estimates.
FRS 15 generdly requires prices at the date of acquistion or latest vauetion to
be used; hence, depreciation expense on ahistorica cost basisis not reduced
by inflation in resdua vaues. Do you agree or disagree with the proposed
internationa approact?

We disagree with the proposed international approach. Under this
approach, where a company has chosen not to revalueits assetsit will be
required to mix higtoric cost accounting (for the acquisition cost) with
current cost accounting (for theresidual value) all for the one asset. This
does not appear very sensiblewith the net book value representing neither
one basisnor theother.



ASB (i)

ASB (iv)

ASB (v)

ASB (vi)

ASB (vii)

IAS 16 does not address the use of renewa's accounting in respect of certain
infragtructure assets. Do you beieve that the aosence of the guidance in FRS 15
would prevent entities from using renewals accounting as a method of estimating
depreciation? Should UK entities be permitted to continue to use renewas
accounting?

No comment.

What are your views on the differences between the requirements of FRS 15 and
IAS 16 concerning revauations (as described in paragraphs 10 to 17 of the Preface
to the FRED)?

We prefer the existing UK approach to revaluations within FRS 15 than that

set out in IAS 16. In particular we do not agree with thelAS 16 approach

wher eby a property could berevalued upwardsto reflect a high open market
valuein a Stuation where the company concerned requiresthe property to be
used within its business and has no intention of selling it. In such a case, the
higher market value should merely beindicated in the notes to the accounts as
isrequired by FRS 15.

Thel AS 16 approach would take the accounts another step away from the
reality of how management operatetheir business. We prepar e accountson a
going concern basis, and tangible fixed assets represent assets for ongoing use
in the business. Valuing assets at a higher open market value would take no
account of the disruption to the business of selling up and moving operations
to another steor the unlikelihood of thisoccurring. It could also result in
spurious revaluation gainsin the performance statement that are unlikely to

be realised and that may midead users of the accounts.

Arethere any other aspects of the differences between the proposed standards and
current UK accounting requirements that you wish to comment on?

No.

Do you agree with the ASB's proposd, as atrangtiond measure (Ssee paragraph 18
above), that the present exemption in FRS 15 in respect of insurance companies
should beretained in anew UK gtandard based on IAS 16 revised pending the
outcome of the IASB’s projects on insurance and reporting financid performance?

No comment.

Thetrangtiona arrangements for the first-time gpplication of FRS 15 dlowed an
entity that does not adopt a policy of revauation to retain carrying amounts
reflecting previous revauations instead of retating the carrying amounts to
higtorica cost (see paragraph 19 above). Do



you believe that a trangtiond arrangement should be included in anew UK
gandard to dlow entities that adopted FRS 15 s trangtiond arrangement to
continue to recognise the carrying amounts under thet arrangement?

Yes. We bdlieve a smilar trangtional arrangement should beincluded. Thisis
a pragmatic arrangement so that companies do not incur undue burdens

when adopting the new standard. Over time any differences are diminated as
the assets concer ned reach the end of their useful lives.

ASB (viii) Do you believe that ASB should consider any other trangtiond arrangements?

Asalready stated, | believe that the ASB should hold back on issuing arevised

FRS 15 whilst the revaluation debate is ongoing. The ASB should not adopt an
inferior sandard in the UK earlier that isrequired for 2005 har monisation.

ASB (ix) Arethereany other aspects of the draft standard on property, plant and equipment
that the ASB should request the IASB to review when findlisng therevised IAS
16?

Therevised |AS 16 has fewer regulations gover ning revaluations than
FRS 15. It might be sensblefor it to include a maximum period, asFRS
15 currently does, after which afull revaluation isrequired for companies
that have adopted the revaluation option.

ASB (X) Do you agree that the capitdisation of borrowing costs should remain optiond ? If
you had to choose between mandatory capitdisation and prohibition of
cgpitaisation, which would you support and why?

We agreethis should remain optional until the subject has been properly
debated.

ASB (xi) Do you agree that paragraph 5(€) of IAS 23, which dlows certain exchange
differences to be capitaised, should be deleted in the draft tandard on borrowing
cogts?

No. Thisisa new stand alone ssandard for the UK. It would ther efore be
sensiblefor it tomirror IAS23. Thisisnot a principlewherel fed the ASB
needsto take a stand.

ASB (xii) What arc your views on the difference between IAS 23 and FRS 15 referred to in
paragraph 24 of the Preface to the FRED concerning borrowing costs digible for
capitalisaion?

No comment

ASB (xiii) Do you have any comments on IAS 23 that you wish the ASB to bring to the
IASB’s attention?



No.

British Broadeasting Corporation Room 3515 Broadeasting House Portland Place London WA 1AA
Telephone 020 7765 1299 Fax 020 7765 1177 ThelASB has

asked

commentatorsto
B|B[C i

falowing
questions on the

proposed changesto IAS 16:

IASB (i)

IASB (ii)

IASB (i)

Do you agree that dl exchanges of items of property, plant and equipment
should be measured & fair vaue, except when the fair vdue of neither of the
assets exchanged can be determined reliably (see paragraphs 21 and 21A of the
[draft] FRS on property, plant and equipment)?

Yes.

Do you agree that dl exchanges of intangible assets should be measured at fair
vaue, except when the fair vaue of naither of the assets exchanged can be
determined reliably?

No comment.

Do you agree that depreciation of an item of property, dant and equipment
should not cease when it becomes temporarily idle or is retired from active use
and held for disposa (see paragraph 59 of the [draft] FRS on property, plant

and equipment)?

Thesmple example of a car illustrates how an asset continuesto
depreciatein value, dueto its age, even when not being used. So it appears
sensible to continue with depreciation of the asset. However, residual
values may change and the rate of depreciation might change once the

asset istaken out of use. Such changes are per mitted by the ssandard and
s0 | have no problem with continuing to depreciate in such circumstances.



16 September 2002
Hans Nallor
Accounting Standards Board,

Holborn Hall,

100 Gray’sInn Road,
London WC 1X 8AL

Fred27@adsb.org.uk

Dear Mr Nallor,

Exposure draft: FRED 27 Events after the balance sheet date

| am writing in response to the invitation to comment on Exposure Draft FRED 27: events
after the balance sheet date.

We support the changes proposed in FRED 27. It is sendble to bring this standard fully in
line with FRS 12 once UK law has been amended to permit this,

Y ours Sncerdly,

Alison Bexfield
Technical accounting manager
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Dear Allan

Earnings Per Share (FRED 26)

The following are the comments of the Accounting Committee (AC) of the Ingtitute of Chartered Accountantsin
Irdland on FRED 26. Also included are the comments of the AC that have been sent to the IASB on its proposed

revisonsto |AS 33 Earnings per Share.

1. Overall Comment

AC welcomes the opportunity to comment on FRED 26 and supports the ASB strategy of convergencein a
number of areas in advance of 2005 in order to ease the challenge of change for users of UK GAAP.

AC recommends that ASB should endeavour to explain the technical reason for the proposed changes to existing
UK accounting standards. AC considers that users of UK GAAP have been well served by the explanations
within the FRS's, issued by ASB, supplemented by the Appendix to each FRS on “The Development of the
FRS'

While FRED 26 identifies the main changes proposed to existing UK requirements in the preface, AC considers
that it would benefit users of UK GAAP, and would further ease the challenge of convergence, if the technica
reasons (ie. reasons other than convergence) for those changes were set out. AC assumes that the eventua IFRS
will focus on the changes from existing IFRS, and considers that ASB should provide UK GAAP users with a
separate explanation of the changes from existing UK practice.

Response of the Accounting Committee of the Institute of Chartered Accountantsin Ireland t0 FRED 26
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2 AC’sanswersto the guestions posed in FRED 26 are set out below.

1. Do you agree with the proposal to issue a new UK standard on earnings per shareto replace FRS 14, as soon
asthe new MS 33 is approved by the |ASB?

AC agrees with the proposal to issue anew UK standard on EPS to replace FRS 14, as soon as the new IAS 33 is
approved by the IASB.

2. Do you believe that ASB should consider any other transitional arrangements?

AC considers that the ASB should not consider any transitional arrangements asit would be particularly desirable,
in the area of EPS calculation, to minimise the period during which differing standards were used.

3. Arethere any aspects of the draft standard that the ASB should request the L4SB to review when finalisingthe
revised MS 33?

AC recommends that ASB should consider the wisdom of requiring that additional earnings per share amounts be

relegated to the notes to the financid statements, and that ASB should request IASB to reconsider its proposal, if
ASB considers that appropriate.

While AC is conscious of the difficulties for users that have been posed by the use of pro-forma EPS numbersin
recent years, AC questions whether relegating such additional EPS numbers is the solution.

AC continues to agree with FRS 3 Explanation paragraph 52 that “ It is not possible to digtil the performance of a
complex organisation into a single measure. Undue significance, therefore, should not be placed on any one
mesasure of which may purport to achieve thisaim”. AC considersthat relegating additional EPS numbers may
militate againgt that view, by focusing undue prominence, and thus apparent importance, on the Basic and Diluted
EPS numbers specified by the FRED.

AC considers that the practice that has developed, since the issue of FRS 3, of preparers providing and explaining
additional EPS measures of performance on a consistent basis from year to year where they wish to highlight
another version of EPS, often by excluding the effect of significant one-off items, has been well received by users of
financial statements and has facilitated more prompt and incisive analysis of reported financial performance.

AC ds0 notes that relegating such additional EPS numbers to the notesin the full financia statements may well
have no effect on the approach taken by preparersin preliminary announcements of results (or other announcements

of results apart from the full financia statements), which represent amore immediate, and potentidly influential,
reporting of financia performance, and which may not be subject to the rigours of IFRSs or FRSs.

Indeed, preparers may even choose to place the EPS * note to the financial statement” on the face of the profit and
loss account in order to circumvent the FRED’ s proposal.

Response of the Accounting Committee of the Institute of Chartered Accountantsin Ireland to FRED 26
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In considering this matter, AC strongly recommends that ASB should take account of the views of investors,
analysts and other users of financia statements.

3 AC’'sresponsesto the |ASB’s guestions on the proposed amendmentsto | AS 33 areset out

below:

1. Do you agree that contracts that may be settled either in ordinary shares or in cash, at the issuer’s option,
should be included as potential ordinary sharesin the calculation of diluted earnings per share based on a
rebuttable presumption that the contracts will be settled in shares?

Yes.

2. Do you agree with the following approach to the year-to-date calculation of diluted earnings per share (as
illustrated in Appendix B, examples 7 and 12)?

Yes.

Thenumber of potential ordinary sharesisa year-to-date weighted average of thenumber o
of potential ordinary sharesincluded in each interim diluted earnings per share calculation,
rather than a year -to-date weighted average of the number of potential ordinary shares
weighted for the period they were outstanding (iewithout regard for the diluted earningsper
share information reported during the interim periods).

Thenumber of potential ordinary sharesiscomputed using the average market priceduring
theinterim periods reported upon, rather than using the average market price during the
year-to-date period.

Contingently issuable shares are weighted for the interim periodsin which they were
included in the computation of diluted earnings per share, rather than being includedin the
computation of diluted earnings per share (if the conditions are satisfied) from the
beginning of the year-to-date reporting period (or from the date of the contingent share
agreement, if later).

4, AC’s additional comments ar e set out below:

AC favours strongly the inclusion of the lllustrative Examplesin the Appendix to the FRED asit will aid preparers significantly
in their interpretation of the detached application of the rules. AC considersit would be more useful and
authoritative if these examples were to be approved by the Boards of both ASB and IASB, rather than the staff only.

If you require any clarification or further details on any of the points raised in the response please contact the
Secretary to the Committee, Alix Brebbia on +353 1 6377316 or at aix.brebbia@icai.ie

Response of the Accounting Committee of the Institute of Chartered Accountantsin Ireland to FRED 26
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Yours sincerely

Ak Brebbre.
Alix Brebbia
Secretary

Accounting Committee
Institute of Chartered Accountants in Ireland
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16 September 2002

Deaxr Sr

FRED 29 ‘Property, plant and equipment’;
‘Borrowing costs

We are writing with our comments on FRED 29. We agree that the UK stlandard on fixed assets should
be replaced by anew standard thet is as close as possible to the internationa stlandards on property,

plant and equipment and borrowing costs. However, we aso agree that, where the UK standard gppears
to be superior to the existing IAS, the ASB should continue to seek to have IAS changed to adopt the
UK approach, for examplein the area of vauation bases.

We have consderable reservations about the proposed change to the assessment of resdud vauesin
theinternationa (and proposed UK) standard. Our reservations on this matter are set out in more detall

in the gppendix.

We bdieve tha the existing UK standard sengbly and pragmatically takes account of practica
difficulties experienced in certain indudtries by including guidance on methodology to be adopted to
overcome those difficultiesin order to secure compliance with the principles of the sandard. Examples
are the use of renewds accounting in specific circumstances (utilities) and the guidance on donated
asts (charities). We condder that the UK standard, whilst remaining consstent with the principles of
IAS, should retain this specific guidance.

PricewaterbiuseConapert i the sucotazor parnership b0 the UK s of Price Watchowse aod Coopors & Liytwasd. The principal place of business of PricewsterhouseCoopers and ins
sssociace partmerships, and of Coopers & Lybrend, & | Embankment Place, Loedon WCN ERH. The principal place of businecs of Price Waterhouse is Southroark Towers, 32
Londiess Bridge Street. Lomdon SE1 55 Lists of the partrers’ names. ane available for mspectson ai those plsccs

All pantoesrs in the assocmls partnersips arc swlborssd 1o coniect budingss &8 agents of, aod all comirects for serviees o clients ane with, PricewserboossCocpers
Pricevaterbousalsopers is authorigad by the Financial Services Awthority for mvestment business actiities.
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16 September 2002

Our detailed comments on the questions pased by the ASB in the FRED are contained in
Appendix |. Appendix 11 dedls with other matters arising from our review. Our responses
to the questions raised by the IASB are set out in our global responseto the IASB
Exposure Draft, Proposed |mprovements to International Accounting Standards .

Please contact Peter Holgate if you would like to discuss any of the above comments or those in the
gopendix.

Y ours fathfully

F J\U,_Lﬁxr'f,@w‘r&&f"f
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Appendix 1 Responses to specific ASB questions

FRED 29 ‘Property, plant and equipment’;
‘Borrowing costs

1. Do you agreewith the proposal to issue new UK standards on property, plant and equipment and
borrowing costswhen the |[ASB issuestherevised | AS 16, unlessit becomesclear that further changes
to IAS 16 arelikely by 2005 as a result of the revaluation project?

Yes. We agree that it is appropriate for the UK to harmonise with the international standards on property, plant
and equipment and borrowing costs, unless further changesto IAS 16 are likely before 2005.

2. Asexplainedin paragraph 7 above, theinter national exposuredraft on property, plant and equipment
proposesthat residual valuesused in the calculation of depreciableamount should bereviewed at each
balance sheet date and revised to reflect current estimates. FRS15 generally requires prices at the
dateof acquisition or latest valuation to be used; hence, depreciation expenseon a historical cost basis
isnot reduced by inflation in residual values. Do you agreeor disagreewith the proposed international
approach?

We strongly disagree with the proposed international approach to revise the definition of residual valuesto
reflect current estimates for the following reasons:

For assets held at depreciated historical cost the calculation of depreciable amount, being the difference between
cost and residua value, will be meaningless asit is not based on like for like values, as one will be on a

historical cost basis and the other on a current cost basis. Furthermore, in some cases, the residual value could be
greater than the carrying vaue.

Basing residual values on current prices rather than on prices prevailing at the date of acquisition will reduce the
depreciation charge by inflation since acquisition. Thiswill result in a decreasing depreciation profile even when
al other factors have remained constant, which is not consistent with the definition of depreciation asit does not
result in the ‘ systematic allocation’ of the depreciable amount of an asset over its useful life. Neither does such a
basis reflect the pattern in which the asset’ s future economic benefits are expected to be consumed by the entity
as required by paragraph 41.

3. 1AS 16 doesnot addressthe use ofrenewalsaccountingin respect of certain infrastructureassets. Do
you believe that the absence of the guidance in FRS 15 would prevent entities from using renewals

accounting asamethod of estimating depreciation? Should UK entitiesbe per mitted to continuetouse
renewals accounting?

Renewa s accounting is primarily used in the water industry. There are anumber of issues and
arguments surrounding accounting for infrastructure assetsin that industry.

a Theinfrastructure has generdly been regarded as one asset and is not susceptible
to component accounting except where individua assets are dearly identifiable,
which generdly rdaesto overground assets. A component gpproach would be
S
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Appendix 1 - Responses to specific ASB questions

FRED 29 ‘Property, plant and equipment’;
‘Borrowing costs

extremely difficult to implement for cost reasons and because components would be very difficult, if
not impossible, to identify.

b) The water regulator specifically allows the entity to recover renewals expenditure in computing the
required rate of return. Thisis analogous to a grant from the regulator. For this reason thereis an
argument that as the recovery is earned generaly in the same period as the expenditure is incurred, it
would not be appropriate to capitalise the expenditure and amortise it over a period greater than that
over which the recovery is alowed. If the renewals expenditure were to be capitalised it would in
many cases be necessary to carry out an impairment review and recognise an impairment charge if;
for example, the act of capitaising the expenditure took the carrying vaue significantly above the
regulatory asset vaue on which the regulator bases the return alowed to the entity, that is, under the
regulatory approach, the return on the renewals expenditure asset would have been earned fully in the
year of expenditure. In effect this could end up having much the same effect as renewals accounting.

C) The useful life of the infrastructure asset may be very long indeed. Unlike other resources, such as
gas, water is not afinite resource and it is an essential part of society’s needs. Therefore the operating
capacity of the infrastructure is required to be maintained indefinitely. This means that the physical
life has to be very long indeed. Thus any depreciation is likely to be small and possibly immaterial.

d) The residua value of the asset, because of the maintenance expenditure, islikely to be high at the end
of the useful economic life to the entity (as opposed to the end of the physical life, which for the
reasons stated above is likely to be very long and possibly indeterminable). Thus again depreciation
may be immaterial. Thiswould be even more S0 if residual vaues, as proposed, are based on current
prices.

Renewals accounting is a pragmatic approach to dealing with the above issues and represents the most practical
solution at present. We support keeping renewals accounting until the issues above have been debated and
resolved, possibly between the ASB and the IASB. If the Board feels unable to sanction renewals accounting in
the context of convergence with IFRS, then we consider that any removal of the specific guidance in FRS 15
should be deferred until years ending December 2005.

4. What areyour views on the differences between the requirements of FRS 15 and | AS 16 concer ning
revaluations as described in paragraphs 10 to 17 above?

The approach to revaluationsin IAS 16 has the advantage of being ssimpler and easier to apply and therefore we
would not disagree with converging with IAS 16 in the UK should IAS 16 maintain the same approach.
However, our view and preference is that the FRS 15 approach is conceptually superior and should be adopted
internationally, because we believe that the ‘ value to the business (i.e. deprival) basis is a more relevant
valuation basis than fair value as defined in IAS 16 (i.e. exit values), for property, plant and equipment. Because
items of property, plant and equipment are held for the continuing use

4



Appendix | Responses to specific ASB questions

FRED 29 ‘Property, plant and equipment’;
‘Borrowing costs

in the business, rather than for resale, current depriva values are more relevant than realisable values, and
consistent with the preparation of the accounts on a going concern basis rather than a break up basis.

5. Arethereany other aspects of the differences between the proposed standards and current UK
accounting requirementsthat you wish to comment on?

We strongly recommend that the issue of donated assets should be dedlt with in the standard aong similar lines
to the exigting paragraph 18 of FRS 15, which refers to the relevant SORP. To remove this guidance would

create problems for many charities.

Paragraphs 53A-53B of the FRED require compensation for impairments and related replacements to be
included in the profit or loss for the period and disclosed separately on the face of the income statement. Thisis
inconsistent with companies’ legidation in those cases where the compensation is not a realised profit (i.e. does
not meet the definition of a‘qualifying asset’ in Tech 25/00). This would be the case where compensation was in
the form of areplacement asset. The FRED should be revised to diminate this inconsistency.

In addition, the FRED should clarify that, where redlised, the net gain or loss on disposa arising under

paragraphs 53A and 53B should be recognised in the profit and loss account in accordance with paragraph 21 of
FRS3.

The treatment of exchanges of assets in paragraph 21 and assets acquired in exchange for shares issued by the
entity in paragraph 1 6A is not consistent with existing UK GAAP for intra-group transactions, which are often
recognised at book values. The proposed approach is not necessarily appropriate for transactions between
entities under common control, which are often not carried out on an arm'’ s length basis. In such cases, similar
principles should be used as for other transactions between entities under common control, for example business
combinations. Our preference is for transactions between wholly owned entities of the same group to be exempt
from these requirements Therefore, we consider that exchanges of assets between entities under common control
should be excluded from the scope of paragraphs 21 and 21A of the revised standard.

Paragraph 20 of the FRED states that the carrying amount of an asset may be reduced by applicable government
grants in accordance with SSAP 4. However, as noted in paragraph 25 of SSAP 4, thisis inconsistent with the
Companies Act 1985. We therefore recommend that paragraph 20 is deleted from the FRED, to avoid confusion
with SSAP 4.

6. Doyou agree with the ASB's proposal, as a transitional measur e (see paragraph 18 above), that the
present exemption in FRS 15 in respect of insurance companies should beretained in a new UK

standard based on IAS 16 revised pending the outcome of the IASB’s projects on insurance and
performance reporting?

Y es, athough it should be noted that the IASB is unlikely to have findised its project on insurance contracts
before 2005.

©)
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FRED 29 ‘Property, plant and equipment’;
‘Borrowing costs

7. Thetransitional arrangementsfor thefirst-timeapplication of FRS 15 allowed an entity that does not
adopt a palicy of revaluation to retain carrying amountsreflecting previousrevaluationsinstead of
restating the carrying amountsto historical cost (see paragraph 19 above). Do you believethat a
transitional arrangement should beincluded in anew UK standard to allow entitiesthat adopted FRS
15'stransitional arrangement to continueto recognisethecarrying amountsunder that arrangement?

Yes, but only provided that the transitional rule is consistent with the proposed IASB standard on the first time
implementation of IFRSs.

8. Doyou believe that ASB should consider any other transitional arrangements?

The ASB should consider whether specific transitional arrangements are needed in respect of differencesin the
costs capitalised under FRS 15 and the FRED. Any transitional arrangements should be consistent with the

IASB's standard on first time adoption of IFRSs and should not be more onerous.

9. Arethereany other aspects of the draft standard on property, plant and equipment that the ASB
should request the |ASB to review when fmalising therevised |AS 16?

There are two aspects that we consider the SB should ask the IASB to review. These are;
Cost capitalisation

The definition and guidance relating to the cost of plant, property and equipment in paragraphs 14-18 issmilar
to that in respect of the cost of inventoriesin IAS 2. Furthermore, paragraph 18 implies that the same costs
would be capitalised under the revised |AS 16 as are capitaised under IAS 2. However, the guidance is not the
same, particularly in relation to the treatment of administration and other general overhead costs. None of these
costs would be capitalised under paragraph 17 of the revised IAS 16, whereas some such costs would fall to be
capitalised in inventory under paragraphs 10-14 of IAS 2.

IAS 16, therefore, should be revised to ensure that it is clear whether the same principles as apply in IAS 2
should also be applied to the capitalisation of property, plant and equipment, or whether there are differences
between the two standards. In our opinion IAS 16 should be consistent with IAS 2, whilst clarifying that those
itemsin paragraphs 17(a)-(c) and 17A should be excluded from the cost of property, plant and equipment. This
would involve reinstating the first paragraph of paragraph 17 of IAS 16. As well as affecting those assets that are
capitalised as property, plant and equipment that are also made for sale in the normal course of business, this
issue is aso relevant where entities have large capita expenditure departments, devoted solely to the production
(or construction) of property, plant and equipment, for example, in the utility and property development

industries

(6)
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FRED 29 ‘Property, plant and equipment’;
‘Borrowing costs

Compar ative information

We disagree with the proposed removal of the exemption from disclosure of comparative information for the
reconciliation of movements in the opening and closing carrying amount of property, plant and equipment in
paragraph 60. The key information isin respect of the movements between the opening and closing balance
sheet. Giving comparatives is superfluous and will unnecessarily clutter the financial statements.

10. Doyou agreethat the capitalisation of borrowing costsshould remain optional? If you had to choose
between mandatory capitalisation and prohibition of capitalisation, which would you support and

why?

We congider that, where possible, international accounting standards should not contain options and that
therefore this option should be withdrawn. Selecting a single treatment is a difficult judgement that may require

further consideration and consultation by the IASB.

11. Doyou agreethat paragraph 5(e) of IAS 23, which allows certain exchange differencesto be
capitalised, should be deleted in the draft standard on borrowing costs?

No. In our view there are no grounds for departing from 1AS 23, as proposed in FRED 29. Exchange differences
that are in substance an adjustment to interest costs should be included in borrowing costs, even though in
practice it may be difficult to differentiate between those and other exchange differences.

12. What areyour views on the difference between [AS 23 and FRS 15 referred to in paragraph 24
above concerning borrowing costs eligible for capitalisation?

The UK should adopt the approach in IAS 23.

13. Do you have any commentson |AS 23 that you wish the ASB to bring to the IASB’s attention?

No.



Appendix Il _Other comments

FRED 29 ‘ Property, plant and equipment’;
‘Borrowing costs

Before finalisng FRED 29 the ASB should incorporate the principlein SIC 2 * Consistency - Capitalisation of
borrowing costs' to require an entity adopting a policy of capitaising borrowing costs to capitalise borrowing
costs on al qualifying assets, regardless of whether they are included in stock, investments, intangible assets or
property, plant and equipment. As presently drafted FRED 29 could be interpreted as allowing entities to pick
and choose which qualifying assets borrowing costs should be cepitalised on.

(8)
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Dear Mary

FRED 25 Related Party Disclosures

The Auditing Practices Board (APB) welcomes the opportunity to comment on the ASB’s
proposals to revise FRS 8 ‘ Related Party Disclosures . The APB notes that the Exposure
Draft has been issued as part of the ASB’s programme to bring about convergence between
UK Accounting Standards and Internationd Financid Reporting Standards.

The APB isfully supportive of the objective of converging UK and International Accounting Standards
(IAS). We are dso supportive of robust accounting sandards that, where necessary, provide adequate
Support to auditors in seeking to ensure thet financial statements provide the disclosures necessary to
present atrue and fair view. However, we are not supportive of convergence being achieved a the
expense of the qudity of the resulting accounting Sandards. We are of the view that the proposed
revigons to FRS 8 may diminish its effectiveness.

FRS 8 wasissued in 1995 a the same time as Statement of Auditing Standards (SAS) 460 ‘Rdlated
Parties was issued by the APB. During 1994 and 1995 the ASB and the APB worked together, very
effectively, in order to produce accounting and auditing sSandards, dedling with related parties, that were
aigned with each other. For the APB these Standards dedlt with an extremdy important expectation gap
issue.

The APB’s press rdease announcing SAS 460 noted, 'In most companies related party transactions are
carried out on an arms-length basis for bonafide purposes. However experience has shown that
corporate structures and the operating style of management are occasionally deliberately designed to
obscure related party transactions. This has been highlighted in recent reports by Inspectors appointed
by the Secretary of Sate for Trade and Industry.” Research carried out on behdf of the APB into the
content of DTI Ingpectors Reportsin the period 1971 to 1995 revedls that issues relaing to related party
transactions, inter-group transactions and window dressing arise in 22% of the reports (19 of 83 reports).

Subsequent research into recent major frauds, thet we carried out in connection with our 1998 paper
‘Fraud and Audit: Choicesfor Society’, indicates that most materid frauds involve directors or other
senior management and range across al sizes of entity.

It is difficult to measure the effectiveness of accounting and auditing Sandards. However, the issuance of
FRS 8 and SAS 460 seems to have had a marked effect on the volume of

The Auncliting Practices Board Limnitcd is a company fimied by guasrantos
Reghitered i England number 4 106326
Rt'l,:i.-clrrwrl Office 117 Houndeditch  Londen EC3A 7ET



disclosure of related party transactions in the financid statements of UK listed companies. A study
published by the journd Company Reporting inits April 2000 edition revedsthet in the period from
1997 to 2000 there was an upsurge in the reporting of related party transactions from a quarter of
companies surveyed to over a haf

Despite evidence of improved disclosure in the United Kingdom, related party transactions have festured
in many recent corporate collapses such as Enron, Adelphia, Worldcom and Tyco. A recurring fegture of
each of these collgpses has been improper behaviour on the part of directors and management, frequertly
involving related parties such as specid purpose entities. Asimproper reaed party transactions
involving directors may be indicative of an entity’s involvement in accounting irregularities and of going
concern difficultiesit isimportant that such transactions be subject to proper scrutiny and disclosure,

Conseguently, it isthe APB’s strongly held view thet it is undesirable for the ASB to propose a
weekening of sandards on related party transactions merdly to harmonise with internationa sandards.
The recent eventsin North Americareferred to above provide compelling evidence that reaed party
disclosure standards need to be congderably strengthened.

There are many smilarities between the exigting requirements of FRS 8 and the proposalsin FRED 25.
However, the APB is of the view thet the gpproach proposed in FRED 25 is overly focused on rules and
metters of bookkeeping and isinsufficiently focused on the principles underlying the need to disclose
related party transactions and control relationships.

Asyou are aware, from 2005 dl EU companies whose shares are traded on a regulated market will be
required to prepare their consolidated financid satementsin accordance with IAS. Asthe Regulation
does not appear to dlow any deviaion from IAS. any additiond requirementsinduded in FRS 8 by the
ASB will not gpply to the consolidated financia statements of UK and Irish companiestraded on a
regulated market.

The APB urges the ASB, therefore, to make strong representations to the 1A SB to amend its proposds as
folows

* toindude paragraphsI3A and 1 3B of FRED 25 rdating to control disclosures

» torequire disclosure of the name of the transadting related party where separate disclosure of the
transaction is required by the Accounting Standard;

* to replace the proposed objective paragraph in the Stlandard with one that is more principled
dong the lines of the objective paragraph of FRS 8;

* toredtructure the definition of ardaed party dong thelines used in FRS 8;

» to make the disclosure requirements within the Accounting Standard consstent with the
definition of related party used in the Standard;

» toindudethe expresson ‘a any time during the financid period’ within the definition of a
related party;

* toreplace the expresson ‘sgnificant influence with ‘influence’;

» to specify more quditative disclosures in paragraph 14 of the Exposure Draft; and

 to remove the proposed exemption for management compensation.



In Appendix 1 of this|etter we eaborate on the bullet points set out above. In Appendix 2 we provide a
regponse to each of the questions posed by the ASB in FRED 25 and the IASB in its Exposure Draft.

We have dso written separately to the IASB and enclose a copy of that letter for your information.

Yours sincerely
/ O—

WID Plaistowe
Chairman

Enc.



Appendixl1

Significant concerns of the APB with respect to the proposalsin
FRED 25

Disclosure of control
Where an entity is controlled by another party, FRS 8 requires disclosure of:

» therdated party rdationship;
» thename of that party and, if different, that of the ultimate controlling party; and
« if the contralling party or ultimate controlling party is not known, disclosure of that fact.

By contrast the IASB proposes the removd of the exigting requirement in IAS 24 to disclose rdated

party relationships where control exists and replacing it with the disclosure of relationships between
parents and subsdiaries

The APB bdievestha it isin the public interest for the name of the controlling party/ultimate controlling
party to be disclosed. Consequently, the APB strongly supports the additiond paragraphs 13A and 13B
induded in FRED 25. We urge the ASB to encourage the IASB to adopt such disclosuresin IAS 24. If
the IASB does not adopt such disclosures then, from 2005, the consolidated financid statements of UK
and Irish publicly traded companies will not be required to disclose their contralling party.

The APB notesthat paragraph 117 of IAS 1 (revised) proposes disclosure of the name of the parent and
the ultimate parent of the group. However, as aparent is defined (in the IASB Glossary) in terms of
being an enterprise it excludes control exercised by, for example, individuas and organisations such as
trusts. The APB takes the view that paragraph 13A of FRED 25 provides for more comprehensive
disclosure of contral reaionships and therefore will be more likely to meet public expectations than the

IASB's proposdl.

Disclosur e of the names of related parties

Asstated above the APB believesthat the name of the controlling party, and if different the name of
the ultimate contralling party, should be disclosed in the finencid satements. However, it isless clear
whether it is necessary for the names of transacting related parties to be disclosed. Arguably knowledge
of the nature of the relationship with the related party and the effect of reated party transactions provides
more decison useful information to users of financid statements than knowledge of the name of the
relaed party.

FRS 8 requires the names of transacting related parties to be disclosed but makes exemption for naming
related parties where confidentidity islegitimised by law. FRS 8 ds0 recognises that it may be desirable
to aggregete the disclosure of Smilar transactions by type of related party.

The FRED (at paragraph 15), by contrast, does not require the naming of related parties but disclosure of
related party transactions for each of the following categories of related party:

» thepaen;



entitieswith joint control or sgnificant influence over the entity;
ubsdiaries

associ ates,

joint venturesin which the entity is a venturer;

key management personnd of the entities or its parent; and
other related parties.

At paragraph 18 the FRED dso permits the aggregation of items of asmilar nature except when separate
disclosure is necessary for an understanding of the effects of related party transactions on the financid

Satements of the entity.

Although the APB accepts that it may not be necessary for the names of transacting related partiesto be
disclosed it is nevertheless of the view that the name of the transacting related party should be disclosed
in those circumstances where separate disclosure of the transaction is required by the Accounting
Standard.

Knowing the identity of ardated party is of benefit to users of financia statements insofar asit enables
them to cross refer to the financia statements and other sources of information issued by the rdated
party. This benefit is acknowledged in FRS5 Reporting the substance of transactionswhich states'...in
assessing the commercid effect of atransaction, it will be important to congder the position of dl the
parties to it, indluding their gpparent expectations and motives for agreeing to its various terms.’*

The objective paragraph

The objective of FRS 8 set out in paragrgph 1 is amuch broader and more principled objective that the
proposad objective of FRED 25. The APB recommends that an objective paragraph more aong the lines
of thet in FRS 8 replace the proposed objective which focuses too much on compliance with rules
without explaining why the rules are important.

Theddfinition of ardated party

Although the definition of ardated party in FRED 25 is brcedly smilar to the definition in FRS 8 we
recommend that the definition be structured more aong the lines of that in FRS 8. The FRED 25
definition isalis of rdaed parties or Stuaionsthat give riseto ardated party rdaionship which, asthe
ASB notes, excludes shadow directors and persons acting in concert. By contragt, in FRS 8 the principles
underlying what condtitutes arelated party relaionship are set out. Thisisfollowed by various ligts
providing examples of related party relationships. These lists conclude with the cavest that they are not
intended to be exhaugtive.

We bdieve tha the gpproach in FRS 8 is superior to the gpproach adopted by FRED 25 because it
establishes high level principles and is consequently not open to abuse thraugh preparers asserting that
disclosure of a particular rdaionship is not required because such areationship does not fal within any
of the specific categoriesin the FRED.

The disclosure categories in paragraph 15 of the FRED are not fully aigned with the categories of related
party outlined in the definition in paragraph 8. We recommend thet the disclosure requirements be made
conggent with the definition.



The proposad definition of ardaed party omits to include the expresson ‘at any time during the
financid period’ and is consequently open to abuse to the extent that preparers may contend that
disclosureis only required of transactions with those parties that were rdlated a the year end dete.

Use of the term sgnificant influence

The definition of rdlated party includes ‘ an interest in the entity that gives it Sgnificant influence over the
entity’. Significant influence is defined as ‘ the power to participate in the financia and operating policy
decisons of an economic activity [induding] but not [limited to] control or joint control over those
policies . The APB recommends that the expression ‘sgnificant influence be replaced with the
expresson ‘influence ; which isthe expression used in FRS 8. The term sgnificant influenceisused in
Accounting Standards in the context of defining associated companies and we are of the view that the
concept needs to be broader than that. The explanation of ‘influence’ set out in paragraph 2.5(3) (iii) and
(iv) of FRS 8 provides a ussful mode of how the term might be explained.

Theneed to specify more qualitative disclosures

The second sentence of paragraph 14 of the FRED which purports to set out the minimum disclosures
focuses on the quantitative aspects of related party transactions but not the quditative aspects. We
believe that thisisamgor deficiency in the proposed requirements of the FRED. We recommend that:

» thewords‘a aminimum’ be deeted. Such wording is generdly ingppropriate for abold letter
paragraph and as drafted a number of disclosures contemplated in the first sentence would seem to
be negated by not being induded in the minimum disclosures, and

e addingtothelig in the second sentence:
(@ the nature of the related party relaionship and

(b) any other dements of the transaction necessary for an understanding of the financia statements.
(A guidance paragraph dong the lines of paragrgph 22 in FRS 8 would ussfully support this bold
|etter requirement).

The proposed exemption for management compensation

The APB does not support such an exemption because it would be too reedily open to abuse. Key
management personne are related parties of an entity and the principle underpinning the requirementsin
the FRED isthat transactions with rdaed parties should be disclosed. Exempting disclosure of
management compensation in the ordinary course of an entity’ s operation begs the question of what is
meant by ‘ordinary course of an entity’s operation’. It may be difficult for auditors to argue that specific
transactions with management were other than in the ordinary course of an entity’s operations. The
recent disclosures concerning how directors were remunerated at Tyco and Adelphiailludrate the
breadth of imagination that can be applied in these métters.

Establishing a precedent for exemption based on transactions carried out “in the ordinary course of an
entity’s operations’ could be adippery dope leading to cals for exemption of dl sorts of rdated party
transactions. Asyou are aware, this gpproach to related party transactions was mooted in the UK in the
late 1980's but did not win support.
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B:A BRITISH BANKERS ASSOCIATION

PinnersHall
105-108 Old Broad Street
London EC2N 1EX

Tel: +44(0) 20 7216 8800
Fax: +44 (0) 20 7216 8811

BBA Responseto ASB Financial Reporting Exposur e Draft 23 — Hedge accounting

Issue of principle

The ASB has atempted to tackle a complex area through the introduction of a principles-based
standard and has shown that there can be a better starting point than the prescriptive rules-based
gpproach found in IAS 39. We support this initiative and believe tha in this respect FRED 23
condiitutes an important contribution to the development of a comprehensgve internationd
gandard on financia instruments.

I mplementation issues

The US experience of implementing FAS 133 shows that companies need a certain amount of
time to implement the changes required by a fair vaue based standard, particularly the changes
to ther risk management practices as wdl as ther accounting systems needed to achieve hedge
accounting. In our view, trying to accderae the 2005 timetable for IAS 39 implementation is
amply not possible and it is harmful to try to implement IAS 39 on a piecemed bass The
proposed transitiond arrangements, that the standard would be issued early in 2003 to gpply to
hedges taken out after a given date and to existing hedges, dthough without the requirement for
pre-designation, are not achievable. Some companies will have darted accounting periods to
which the standard would gpply and will not be given sufficient opportunity to review and, if
necessary, change their practices.

Given the complex nature of hedge accounting and the delicate nature of the risk postions that
they seek to mitigate, we are very much agangt piecemed changes to the accounting rules in
this area.  This is the case whether those rules are set out in a UK gtandard or an international
sandard and for this reason we believe that the objective should be to devise a cohesive set of
principles governing hedge accounting and for these to be applied in 2005.

This has the advantage of:

- Allowing companies until 2005 to plan the structurd changes to their books that will be
necessary following the introduction of IAS 39 even if the main excesses are removed.

- Avoid the risk of commercid loss as a result of hadtily introduced procedures amed at
mesting definitions of hedge effectiveness which at present remain unclear.

- Avoiding the potentid of companies having to restructure their books to meet the terms
of two changesin rulesin areatively short period of time.

Since compliance with FRED 23 will not achieve compliance with IAS 39, we consder that it
would be damaging to UK companies that are required to adopt IFRS in 2005 to implement
FRED 23. The time and effort teken to achieve documentation and effectiveness testing for

www.bba.org.uk
Representing over 300 member banks from more than 60 countries
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hedge procedures that are acceptable under UK GAAP but not under IAS 39 would be wasted
unless |AS 39 was sgnificantly amended dong the lines of the FRED before 2005.

Environmental issues

We live in an environment where IAS 39 and its implementation guidance have been in place
for the last year. 1AS 39 has much in common with FAS 133 which has its own set of
implementation guidance. FRED 23 uses language imported directly from IAS 39 and it is not
clear to what extent the FRED should be interpreted in accordance with IAS 39 or to what extent
its gpproach results in differences from IAS 39. Given that lised companies are expecting to
adopt 1AS 39 in 2005, many users of the standard will be inclined to interpret it in the same way
as IAS 39. Whether or not this is the ASB’s intention, we consder that, if a standard is issued,
its requirements should be clarified.

The hedge accounting rules
FRED 23 proposes an approach to hedge accounting which is based on three essentid tenets:

- Predesignation, with forma documentation of the hedging redionship and the entity’s
risk management objective and strategy for undertaking the hedge;

- Rdiable measurement of the effectiveness of a hedge; and

- For forecast transactions, that they are highly probable and involve an exposure to
variationsin cash flows that could ultimately affect reported net profit or loss.

This, we believe, provides a base nore grounded in principle than 1AS 39, though there remain
issues that require further invedtigation before a definitive view can be reached on the
compatibility of the resulting rules with the objectives of sound risk management.

These are issues that we are actively considering as part of our comprehensive review of 1AS 39
and we would expect to be in a postion to write to the ASB again on these within the deadline
set for comment on FRED 30 and the ED on IAS 32 and 39.

Responsesto Specific Questions

Q1. Do you agree that a UK standard on hedge accounting is needed at this time to
improve UK accounting and to prevent a gap appearing in UK accounting
literature on hedges of net investmentsin foreign oper ations?

No. We are opposed to the phased implementation of IFRS in the UK, particularly in
the case of financid indruments where we believe that companies will need until 2005
to implement IAS 39. If the ASB persds in the phased approach, hedges of net
investments in foreign operations should be dedt with as part of the revison of SSAP
20 (FRED 24).

Q2. The ASB has taken the view that, in order to start the process of bringing UK
practice on hedge accounting into line with the practice adopted internationally,
the proposed UK standard’s restrictions on the use of hedge accounting should be
based on the main principle that underlies the hedge accounting restrictions in
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Q4.

Q5.
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IAS 39: that hedge accounting should be permitted only if the hedging
relationship is pre-designated and meets certain effectiveness criteria.

(@ Do you agree that the UK standard should be based on the principles
underlying IAS 39 as set out in the FRED?

We do not agree that the process of bringing UK practice on hedge accounting into line
with internationd practice is helped by the issuance of a standard that does not actualy
achieve convergence. However, we support the ASB in seeking to develop principles
based proposds that may hep influence the IASB to make IAS 39 a more principles
based standard.

(b) Doesthe principle need to be supplemented by any other principles?

We do not believe that other principles should be necessary, dthough the actud
meaning of the proposds is difficult to interpret given that the language of 1AS 39 is
used.

The ASB has taken the view that the UK standard should contain those detailed
restrictions in 1AS 39 that appear to it to be necessary to implement the
aforementioned principle, but should not at this stage include any other
restrictions on the use of hedge accounting.

(@ Do you agree that the FRED’s proposed restrictions on the use of hedge
accounting (see paragraphs 4, 6 and 8 of the FRED) are all necessary to
implement the aforementioned principle?

It is not clear a present what redrictions the ASB intends. The FRED should be

explicit about what is and what is not prohibited. If the intention is to preserve current
UK practice, this should be clarified.

(b) Do you believe that the FRED should not contain any other restrictions on
the use of hedge accounting? If not, what should those other restrictions be?

Yes.

Do you agree with the material in the FRED on measuring hedge effectiveness
(see paragraphs 915 of the FRED)? If you do not, what if any changes would you
make to the material (bearing in mind that the material is drawn largely from
IAS 39 and that one objective of the FRED is to bring about convergence of
accounting practice)?

We wish to consder this materia further and will provide our conclusions shortly.

The ASB has taken the view that, in the main, the proposed FRS should not
prescribe how hedge accounting should be done. Do you agree with this
approach?

No. We believe that this halfway stage toward IAS 39 is unhelpful.
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The ASB has nevertheless decided that the FRED should propose some minimum
requirements on the hedge accounting techniques to be used. Do you agree with
the FRED’s proposals on:

(@ the treatment of hedges of net investments in foreign operations (see
paragraph 16(a) of the FRED)?

As st out above, we bdieve that this issue should be dedt with in the revison of
SSAP 20.

(b) thetreatment of the ineffective portion of a gain or loss on a hedge that is not
a hedge of a net investment in a foreign operation (see paragraph 16(b) of
the FRED)?

No. We believe that this hdfway stage toward IAS 39 is unhdpful.

(c) the treatment of hedging instruments that cease to qualify for hedge
accounting (see paragraphs 17 and 18 of the FRED)?

No. We bdlieve that this hdfway stage toward IAS 39 is unhdpful.

The ASB is proposing that the standard should come into effect for reporting
periods ending on or after a date in early 2003, although it is also proposing
certain trangtional arrangements (see paragraph 20 of the FRED). Do you agree
with this approach?

No. We do not believe it will be possble for companies to reconsder their risk
management drategies and change their accounting systems to be able to implement
FRED 23 in 2003. If this work then has to be redone in order to implement IAS 39, it
would be most unfortunate. Practicaly, hedge accounting requirements cannot be
introduced in the UK before 2005.

British Bankers Association
16 September 2002
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BBA Response to ASB Financial Reporting Exposure Draft 24 - The Effects of Changesin

Foreign Exchange Rates/Financial Reporting in Hyperinflationary Economies

QL

Q2.

Q3.

Do you agree with the ASB’s proposed timetable for the implementation in the
UK of standardsbased on arevised IAS 21 and |AS 29?

No.

Do you agree with the proposal not to include the 1AS 21 provisons on the
recycling of certain exchange gains and losses?

If the ASB persists with its phased approach and issues a standard before this issue is
resolved internationdly, we agree with the proposd not to include the IAS 21
provisons on recycling of certain exchange gains and losses. However, this should be
re-visted in the event that the IASB decides to retain recycling since, in generd, we
condder that there should be no dgnificant differences between international standards
and UK standards.

Do you agree with the proposal not to include any transtional arrangements in
these UK standards?

Trangtiona arrangements may need to be consdered with respect to the disclosure of
net exchange differences recognised in the statement of tota recognised gains and
losses and treating goodwill as a foreign currency asset where historic records may not
be available.

Other comments

= Paragraph 50(b) requires disclosure of net exchange differences recognised
in the statement of total recognised gains and losses and a reconciliation of
the amount of such exchange differences at the beginning and end of the
period. We believe it would be helpful if the ASB provided transitional
guidance on the determination of the opening balance for this
reconciliation. Companies may have written foreign exchange differences
to reserves over a number of years. As the amount of cumulative exchange
differences is not required to be disclosed under current UK GAAP, issues
arise as to how far back companies should go in order to determine the
opening balance without causing undue cost and effort. In its exposure
draft, ‘First-time Application of International Financial Reporting
Standards’ at paragraph 23, the IASB has recognised the difficulty of this
disclosure for first-time adopters (see also Basis for Conclusions BC51 and
52). We would suggest that a similar approach be taken in FRED 24.
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In addition, we believe this disclosure only makes sense if a policy of
recycling is in place. The disclosure requirement, therefore, appears
inconsistent with the ASB’s decision not to include the recycling provisions
of IAS 21.

The FRED in paragraph 6 defines a foreign operation to include a branch.
Should “branch” be defined in the way set out in SSAP 20 paragraph 37, i.e.
a legally constituted enterprise located overseas or group of assets and
liabilities which are accounted for in foreign currencies? Where non-
monetary assets are in a foreign currency and also funded by foreign
currency borrowings, SSAP 20 permits assets and borrowings to be
regarded as a “branch”, allowing the non-monetary items to be translated
at the closing rate. Exchange differences on the non-monetary assets of the
branch can therefore be matched with the exchange differences on the
borrowings.

We note that the hedging provisions have been moved to FRED 23
‘Financial instruments: hedge accounting’. SSAP 20, paragraph 51, allowed
hedge accounting for foreign currency borrowings used to hedge against
foreign equity investments at the individual entity level — subject to
satisfaction of certain conditions, exchange differences were taken to
reserves. Under the current proposals, there would be no hedge accounting
at individual entity level. FRED 23 paragraph 16 (a) (i) states that the gain
or loss on the hedging instrument should be taken to reserves. However,
there would be no offsetting gain or loss on the equity investment since
under FRED 24, an equity investment (for example, an ‘other participating
interest’) would not be a monetary item and would, therefore, remain at the
historic exchange rate.

Also, under paragreph 30 of FRED 24, foreign exchange gains or losses on
monetary items which form part of an entity’s net investment in a foreign operation
would be taken to the profit and loss account at individud entity level, leading to a
mismatch if they are hedged with foreign currency borrowings. We are unclear
why there should be a different trestment on such items a individud entity leve
when compared to group level, when they are taken to reserves. The treatment in
paragraph 30 could lead to a lack of didributable profits a the individud entity
level when the group is profitable.

The definition of ‘spot exchange rate’ is ‘the exchange rate for immediate
delivery’ under paragraph 6 of FRED 24. Under market convention in the
UK, settlement date is generally two days after the deal date. Would such a
contract still meet the definition of a spot exchange rate, in particular the
immediate delivery criteria?

Where a foreign currency transaction is to be settled at a contracted rate,
SSAP 20 allows the use of the contracted rate to record the transaction and
any resulting asset or liability. FRED 24 does not allow this method; instead
it requires the transaction to be measured initially at the spot exchange rate
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on the date of the transaction. The Preface to FRED 24, paragraph 12, states
that a different rate may be used if hedge accounting techniques are used
and FRED 23 is applied. We prefer the treatment allowed under SSAP 20. It
is simpler and we believe it more accurately reflects the economic substance
of the transaction. In addition, we believe the reference to an interaction
with FRED 23 is confusing, especially as it is silent on the use of hedge
accounting techniques for hedging instruments and hedged items that are
not financial instruments.

= Draft standard ‘Financial reporting in hyperinflationary economies’ - we
welcome the additional guidance given on the determination of when
hyperinflation is deemed to arise and the method of accounting to be used.
However, we have doubts of the usefulness of paragraph 33, which
requires that all items in the cash flow statement should be expressed in
terms of the measuring unit current at the balance sheet date. This
requirement results in a cash flow statement that contains items that are not
cash flows and cannot, therefore, be readily understood.

The IASB has asked commentators to respond to the following questions on the proposed
changes to IAS 21.:

Q4.

Q5.

Q6.

Q7.

Q8.

Do you agree with the proposed definition of functional currency as “the currency
of the primary economic environment in which the entity operates’ and the
guidance proposed in paragraphs 7-12 on how to determine what is an entity’s
functional currency?

Yes.

Do you agree that a reporting entity (whether a group or a stand-alone entity)
should be permitted to present its financial statements in any currency (or
currencies) that it chooses?

Yes.

Do you agree that all entities should trandate their financial statements into the
presentation currency (or currencies) using the same method as is required for
trandating a foreign operation for incluson in the reporting entity’s financial
statements (see par agr aphs 37 and 40)?

No. In the case of atrandation that is made merely for the convenience of readers, we
congder that it is preferable to use the closing rate to trandate the financid Statements.
Thiswill not result in the creetion of new gains and losses and will maintain ratios.

Do you agree that the allowed alter native to capitalise certain exchange differencesin
paragraph 21 of IAS 21 should be removed?

Yes.

Do you agree that




(@ goodwill and
(b) fair value adjustmentsto assetsand liabilities

that arise on the acquisition of a foreign operation should be treated as assets and
liabilities of the foreign operation and trandated at the closng rate
(see paragraph 45)?

We agree with the proposed improvement: goodwill is generated as a resut of the
acquigtion of an entity and therefore relates to the acquired entity. For the same
reason, we concur with the improvement regarding fair vaue adjustments to assats and
ligbilities.

British Bankers Association
16 September 2002
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BBA Responseto ASB Financial Reporting Exposur e Draft 25 — Related Party Disclosur es

QL

Q2.

Q3.

Q4.

Q5.

Do you agree with the proposal to issue a new standard in the UK on related party
disclosures, oncethe new |AS 24 isapproved by the [ASB?

No.
Do you believe that the ASB should consider any transitional arrangements?
No.

Do you believe that an accounting standard should require disclosure of the name
of a controlling party and, if different, that of the ultimate controlling party? If
the new IAS 24 does not require disclosure, do you believe that a new UK
standard should require this disclosure as set out in paragraphs 13A and 13B of
the [draft] FRS?

Incluson of such information is rdevant informatiion for usars of financid Satements,
and the ASB should recommend its incluson to the IASB. As commented in the
response to (i) above, we are not in favour of the issuance of a new UK sandard: the
content of paragraphs 13A and 13B are included within FRS 8.

Do you believe that an accounting standard should require disclosure of the
names of transacting related parties?

In generd, disclosure of related party transactions aggregated by type of related party,
as, required by paragraph 15, should be sufficient. However, the standard should
require disclosure of the name of the reated paty where this is rdevatt to an
underganding of the potentid effect of the rdaionship on the financid Satements and
paragraph 14 should be amended to make this clear.

Should the definition of related parties specifically refer to shadow directors?
Should it also refer to personsacting in concert?

The ddfinition of a related party in paragraph 9 of the new IAS 24 is drawn sufficiently

wide not to require shadow directors or persons acting in concert to be specificaly
referred to.

Q6.Do you believe that an accounting standard should specify that disclosure is required of

material related party transactions and give more guidance on materiality in the
context of such transactions?

Yes. Matenidity guidance is relevant because transactions that are not materid to the
reporting entity may be materia to the other party to the transaction and therefore may
need to be disclosed. The ASB should recommend the incuson of guidance on
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materidity to the IASB. In addition, we condder tha the standard should include
reference to the fact that disclosure cannot be made where this conflicts with the
reporting entity’s duty of confidentidity arisng by operation of law. For example, the
sandard cannot override bank’s obligation to preserve confidentidity of customers
dedings.

Are there any other aspects of the draft standard that the ASB should request the
IASB to review when finalising therevised |1AS 24?

The revised 1AS 24 exempts wholly owned subsdiaries from disclosing transactions
with group entities. We agree with the principd of this exemption as it recognises that
those wishing to find more information about the group could do so provided that
consolidated financid Statements were publicly avalable. The exemption provided by
FRS 8 includes subsdiary undertekings, 90% or more of whose voting rights are
controlled within the group. The IASB could consder broadening the disclosure
exemption for 90% or more owned subsidiaries on conceptua and practica grounds.

It is further noted that the existence of such an exemption lends support to the inclusion
of a requirement to disclose the name of the parent company, and the ultimate holding
company, if different, in the notes of the reporting entity (see Q3 , above).

A further area meriting review is the treetment of Employee Share Ownership Plan
trusts and amilar entities, asthey typicaly hold shares of the reporting company.

The IASB has asked commentators to respond to the following questions on the proposed
changesto IAS24 .

Qs.

Qo.

Do you agree that the Standard should not require disclosure of management
compensation, expense allowances and similar items paid in the ordinary cour se of an
entity’s oper ations (see paragraph 2)?

‘Management’ and ‘compensation’ would need to be defined, and measurement
requirements for management compensation would need to be developed, if
disclosure of these items were to be required. If commentators disagree with the
Board's proposal, the Board would welcome suggestions on how to define
‘management’ and ‘compensation’.

No. The disclosure of management remuneration ether in aggregate or for each
director by name is ussful to users of financid Satements of dl Sze companies. While
IAS 24 may not ke the best place to include such disclosure, which is often subject to
legd or other regulatory disclosure requirements, it does not seem appropriate to
excludeit.

Do you agree that the Standard should not require disclosure of related party
transactions and outstanding balances in the separate financial statements of a
parent or a wholly-owned subsidiary that are made available or published with
consolidated financial statements for the group to which that entity belongs (see

paragraph 3)?

We support the proposals in paragraph 3 of the draft amendment to IAS 24 ‘Related
Paty Disclosure that: ‘The standard does not require disclosure of related party
transactions and outstanding balances in the separate financid statements of a parent or
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whally owned subsdiary tha are made avalable or published with consolidated
financid statements for the group to which that entity belongs’

As noted above, exemption for subsidiary undertakings should be widened to include
those for which 90% of the voting rights are controlled by the group. (By definition,
thiswould be based solely on shares with voting rights.)

British Bankers Association
16 September 2002
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BBA Responseto ASB Financial Reporting Exposure Draft 26 — Earnings Per Share

QL

Q2.

Q3.

Do you agree with the proposal to issue a new UK standard on earnings per share
toreplace FRS 14, as soon asthe new |AS 33 isapproved by the |IASB?

No.
Do you beievethat ASB should consder any other transtional arrangements?

As the requirements of FRED 26 are broadly smilar to those of FRS 14, no additiond
trangitiona arrangements should be necessary.

Are there any aspects of the draft standard that the ASB should request the IASB
to review when finalising therevised 1AS 33?

Usng an average based on interim periods rather than usng a cumulative full yesar
average may produce different values for the components of the dilutive caculation, as
potentid ordinary shares could be dilutive in one interim period but not in another.

The ASB Statement ‘Interim reports states that the interim period should be trested as
an accounting period digtinct from the annua cycle, however, certan dements should
be presented on an integra bass — i.e predicting financid informetion for the ful
finandd year - such as taxation. Whilst we agree that earnings per share should be
based on the interim period aone, extrapolating this discrete approach to cover the
issuance of options that are based on annua results for the purposes of caculaing
diluted earnings per share could produce a potentidly mideading result. We believe
that the dilutive dement should be presented on an integrd beds rather than using a
discrete approach.

The |ASB has asked commentators to respond to the following question on the proposed changes
to IAS33:

Q4.

Q5.

Do you agree that contracts that may be settled either in ordinary shares or in
cash, at the issuer’s option, should be included as potential ordinary sharesin the
calculation of diluted earnings per share based on a rebuttable presumption that
the contracts will be settled in shares?

Yes.

Do you agree with the following approach to the year-to-date calculation of
diluted earnings per share (asillustrated in Appendix B, examples 7 and 12)?

= The number of potential ordinary shares is a year-to-date weighted aver age of
the number of potential ordinary shares included in each interim diluted
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earnings per share calculation, rather than a year-to-date weighted average of
the number of potential ordinary shares weighted for the period they were
outstanding (ie without regard for the diluted earnings per share information
reported during the interim periods).

» The number of potential ordinary shares is computed using the average
market price during the nterim periods reported upon, rather than using the
average market price during the year-to-date period.

= Contingently issuable shares are weighted for the interim periods in which
they were included in the computation of diluted earnings per share, rather
than being included in the computation of diluted earnings per share (if the
conditions are satisfied) from the beginning of the year-to-date reporting
period (or from the date of the contingent share agreement, if later).

No, we do not agree with the approach to ded with the year-to-date caculation of
diluted earnings per share. Using an average based on interim periods rather than using
a cumulative full year average may produce different vaues for the components of the
dilutive caculation, as potentia ordinary shares could be dilutive in one interim period
but not in another.

British Bankers Association
16 September 2002
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BBA Response to ASB Financial Reporting Exposure Draft 27 — Events After the Balance
Sheet Date

Q1. Do you agree with the proposal to issue a new UK standard on events after the
balance sheet date, once the new IAS 10 is approved by the IASB and once the law
isamended to permit its application?

No.
Q2. Do you believe that ASB should consider any other transitional arrangements?
No. All matters are adequately covered and convergence will have been achieved.

Q3. Are there any aspects of the draft standard that ASB should request IASB to
review when finalising therevised |AS 10?

No. The proposds ae in line with the UK Satement of Principles for Financid
Reporting.

British Bankers Association
16 September 2002



BRITISH BANKERS ASSOCIATION

PinnersHall
105-108 Old Broad Street
London EC2N 1EX

Td: +44 (0) 20 7216 8300
Fax: +44 (0) 20 7216 8811

BBA Response to ASB Financial Reporting Exposure Draft 28 - Inventories; Construction

and service contracts

QL

Q2.

Q3.

Q4.

Q5.

Do you agree with the proposal to issue new UK standards on inventories and
construction contracts to replace SSAP 9, once the revised 1AS 2 is approved by
the |ASB?

No.

Do you agree with the proposal to incorporate part of IAS 18 in the sandard on
construction contracts, so that it may also apply to other contractsfor services?

We do not agree with the extension of the standard on construction contracts
to include service contracts, as this addresses issues that are currently being
considered in the current ASB/1ASB project on revenue recognition; it would
be preferable to await the conclusions of that project rather than implement
requirements now that may be changed in the near future.

We also note that the proposed standard does not include the detailed examples gven
in 1AS 18, and in paticular the example of loan fees. We believe that the accounting
treatment for loan fees st out in the BBA SORP on Advances is consgtent with the
principles st out in IAS 18 and the proposed ASB dandard, in that it distinguishes
between the service of aranging a loan and the subsequent collection of interest and
repayments on the loan itsdf; fees properly attributable to the arrangement of the loan
should therefore be recognised at the time and not spread over the period of te loan.
However, this is inconggtent with the accounting for loan fees set out in the gppendix
to IAS 18. We bdlieve that further consideration of this issue is necessary before 1AS
18 isincorporated into UK standards.

Do you believe that the ASB should consider any transitional arrangements?
No.

Are there any aspects of the draft standard on inventories that the ASB should
request the |ASB to review when finalising therevised 1AS 27?

None noted.

Are there any aspects of the standard on construction contracts that the ASB
should request the |ASB to review in due cour se?

None noted, other than the accounting for loan arrangement fees referred

to above.
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The IASB has asked commentators to respond to the following questions on the proposed
changesto IAS 2:

Q6. Do you agree with eliminating the allowed alternative of using the lagt-in first-out
(LIFO) method for determining the cost of inventories under paragraphs 23 and
24 of |AS 2?

Yes.

Q7. IAS 2 requires reversals of write-downs of inventories when the circumstances
that previoudy caused inventories to be written down below cost no longer exist
(paragraph 30). 1AS2 also requires the amount of any reversal of any write-
down of inventoriesto berecognised in profit or loss (paragraph 31).

Do you agree with retaining those requir ements?
Yes.

British Bankers Association
16 September 2002
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BBA Response to ASB Financial Reporting Exposure Draft 29 - Property, plant and

equipment:; Borrowing costs

QL

Q2.

Q3.

Q4.

Do you agree with the proposal to issue new UK standards on property, plant and
equipment and borrowing costs when the |ASB issues the revised |AS 16, unless it
becomes clear that further changes to IAS 16 are likely by 2005 as a result of the
revaluation project?

No.

The international exposure draft on property, plant and equipment proposes that
residual values used in the calculation of depreciable amount should be reviewed
at each balance sheet date and revised to reflect current estimates. FRS 15
generally requires prices at the date of acquisition or latest valuation to be used;
hence, depreciation expense on a historical cost basisis not reduced by inflation in
resdual values. Do you agree or disagree with the proposed international
approach?

In a historica cost model, we congder that the resdua value should not be revised to
reflect current estimates and so disagree with the proposed internationa approach.
This approach has the unfortunate consequence of increesing the posshility that
companies will avoid depreciating cetain properties on the grounds that the
depreciation isimmeateria and would be aretro-grade step for UK GAAP.

IAS 16 does not address the use of renewals accounting in respect of certain
infrastructure assets. Do you believe that the absence of the guidance in FRS 15
would prevent entities from using renewals accounting as a method of estimating
depreciation? Should UK entities be permitted to continue to use renewals
accounting?

The dandard permits different depreciation methods to be used to dlocate the
depreciadble amount of an asset on a sysematic bass over its useful life. It seems
unlikely that the annua expenditure reguired to maintain an infrasructure asset could
be deemed to be an dlocation of the depreciable amount of the asset. Therefore, we
believe that renewds accounting is not within the letter of the sandard. We see no
particular benefit in dlowing UK GAAP to deviate from internationd practice in this
area.

What are your views on the differences between the requirements of FRS 15 and
IAS 16 concerning revaluations (as described in paragraphs 10 to 17 of the
Prefaceto the FRED)?

We bdieve that the vadue to the busness modd provides information that is more
relevant to users of financia statements than a pure fair vdue model. The open market
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Qo.
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vaue of a property may be higher than the exiding use vaue. While we agree tha the
higher vdue should be disclosed, it seems less useful to recognise this in the financid
datements since it is not a vaue that could be obtained by the busness if there is no
intention or posshility of digposa. This is an example of the difficulties of usng pure
exit vaues.

Are there any other aspects of the differences between the proposed standards
and current UK accounting requirementsthat you wish to comment on?

No.

Do you agree with the ASB’s proposal, as a transitional measure (see paragraph
18 above), that the present exemption in FRS15 in respect of insurance
companies should be retained in a new UK standard based on IAS 16 revised
pending the outcome of the IASB’s projects on insurance and reporting financial
per formance?

The uncertainty about how listed insurance groups will report in 2005 is a further
reeson why we do not support a phased implementation into UK GAAP of
international  accounting standards before 2005. However, if the ASB intends to
continue with this course, we agree that present UK practice should be preserved as a
trangtiona measure.

The transitional arangements for the first-time application of FRS 15 allowed an
entity that does not adopt a policy of revaluation to retain carrying amounts
reflecting previous revaluations instead of restating the carrying amounts to
historical cost (see paragraph 19 above). Do you believe that a transtional
arrangement should be included in a new UK sandard to allow entities that
adopted FRS15's trangitional arrangement to continue to recognise the carrying
amountsunder that arrangement?

Yes. For those companies that adopt the new UK sandard, we bdieve that the
trangtiond arrangementsin FRS 15 should remain.

Do you beievethat ASB should consder any other transitional arrangements?
No.

Are there any other aspects of the draft standard on property, plant and
equipment that the ASB should request the IASB to review when finalisng the
revised I1AS 16?

Paragraph 53A of IAS 16 deds with compensation from third parties for items of
property, plant and equipment that are impaired, lost or given up. It dtates that such
compensation should be recognised in the profit and loss account in the period in
which it is received. In order to be consigtent with the recognition of a contingent asset
under IAS 37 ‘Provisons, contingent ligbilities and contingent assets’, we suggest that
the wording of the paragraph be changed to require that the compensation be
recognised when it is virtualy certain to be received.
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Do you agree that the capitalisation of borrowing costs should remain optional?
If you had to choose between mandatory capitalisation and prohibition of
capitalisation, which would you support and why?

Yes. We would support prohibition of capitdisation dnce, unless there is a clear
linkage between a particular borrowing and a quaifying asset, the capitdised interest
will be based on theoreticad dlocations of the total borrowing cost of an enterprise. An
enterprisg’s financiad resources support the whole business and we are not in favour of
arbitrary alocations being made to capitalise some of ayear’ s finance cost.

Do you agree that paragraph 5(e) of IAS 23, which allows certain exchange
differences to be capitalised, should be deleted in the draft standard on borrowing
costs?

No. In generd, we do not support differences from internationd standards being
introduced into UK standards.

What are your views on the difference between 1AS 23 and FRS 15 referred to in
paragraph 24 of the Preface to the FRED concerning borrowing costs eligible for
capitalisation?

We are not n favour of capitdisng borrowing costs and this difference in views heps
illustrate why we support prohibition. We do, however, prefer the FRS 15 trestment
snce this shows a more clear linkage between eement of the borrowing relating to the
qudifying asset and the capitalised borrowing cost.

Do you have any comments on IAS 23 that you wish the ASB to bring to the
|ASB’s attention?

No.

The IASB has asked commentators to respond to the following questions on the proposed
changesto IAS 16:

Q14.

Q15.

Do you agree that all exchanges of items of property, plant and equipment should
be measured at fair value, except when the fair value of neither of the assets
exchanged can be determined reliably (see paragraphs 21 and 21A of the [draft]
FRSon property, plant and equipment)?

No. We bdieve that the issue of whether gains or losses should be recognised on
exchanges of smilar assets should be addressed in the Revenue Recognition project.
Therefore, we do not condder it should be addressed at this time in the improvements
project.

Do you agree that all exchanges of intangible assets should be measured at fair
value, except when the fair value of neither of the assets exchanged can be
determined reliably?

No, for the reasons set out in the response to Q14.
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Q16. Do you agree that depreciation of an item of property, plant and equipment
should not cease when it becomes temporarily idle or is retired from active use
and held for disposal (see paragraph 59 of the [draft] FRS on property, plant and

equipment)?

Yes.

British Bankers Association
16 September 2002
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PinnersHall
105-108 Old Broad Street
London EC2N 1EX

Td: +44 (0) 20 7216 8300
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BBA Response to ASB Consultation Paper — |IASB proposals to amend certain
I nter national Accounting Standar ds

Prefaceto International Accounting Standards

Each intenational  accounting dandard includes a datement that international  accounting
dandards are not intended to apply to immateriad items, and a cross-reference is given to the
Board's Preface. However, the cross-referenced paragraph no longer agppears in the revised
Preface published by the Board in May 2002. We object strongly to this change to the Preface,
which was not included in the exposure draft. The absence of this satement has far reaching
and serious implications for financid reporting and the phrase should be reingtated at the earliest
opportunity. In the meantime, the Board may wish to reinsat this important statement within
IAS1or IAS 8 aspart of their revisons.

IAS 1 - Presentation of financial satements

Q1. Do you agree with the proposed approach regarding departure from a
requirement of an International Financia Reporting Standard or an
Interpretation of an International Financial Reporting Standard to achieve a fair
presentation ( see proposed paragraphs 13-16)?

We gtrongly support the incluson in the standard of ‘override’ provisions, but disagree
that these provisons should be made by reference to the regulatory framework of the
country in which the financid datements are issued. In our view, if the standards
themsalves require an overide in specific, exceptiond circumstances, then there would
be no departure from standards where such provisons are used. Therefore, paragraph
15 is unnecessary and the phrase ‘if the relevant regulatory framework requires or
otherwise does not prohibit such a departure’ should be deleted from paragraph 13.

Q2. Do you agree with prohibiting the presentation of items of income and expense as
‘extraordinary items in the income statement and the notes (see proposed
paragraphs 78 and 79)?

Whilg we support the idea of preventing entities labdling items as “extreordinary”, we
do not believe that paragraph 78 will be effective in preventing the practice. Entities
can jus use a different term than “extraordinary”. The better way of preventing this
practice would be to require items of such sze, nature or incidence that their separate
disclosure is rdevant to an understanding of the entity’s performance to be included
within the gppropriate income statement heading to which they relate.  Paragraph 80
should be amended to make this requirement clear and should include the following
words at the end: ‘under the headings set out in paragraph 76'.

Q3. Do you agree that a long-term financial liability due to be settled within twelve
months of the balance sheet date should be classified as a current liability, even if
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an agreement to refinance, or to reschedule payments, on a long-term bass is
completed after the balance sheet date and before the financial statements are
authorised for issue (see proposed paragraph 60)?

Yes. At the baance sheet date the entity has acurrent liability
Do you agreethat:

(@) a long-term financial liability that is payable on demand because the entity
breached a condition of its loan agreement should be classified & current at
the balance sheet date, even if the lender has agreed after the balance sheet
date, and before the financial statements are authorised for issue, not to
demand payment as a consequence of the breach (see proposed paragraph
62)?

Yes.

(b) If a lender was entitled to demand immediate repayment of a loan because the
entity breached a condition of its loan agreement, but agreed by the balance
sheet date to provide a period of grace within which the entity can rectify the
breach and during that time the lender cannot demand immediate repayment ,
the liability is classified as non-current if it is due for settlement, without the
breach of the loan agreement, at least twelve months after the balance sheet
date and:

(i) the entity rectifies the breach within the period of grace; or

Yes. If the breach is rectified within the period of grace, we agree that it is gppropriate
to classfy it as norcurrent.

(i)  when the financial statements are authorised for issue, the period of
grace is incomplete and it is probable that the breach will be rectified
(see proposed paragraph 63 and 64)?

Yes, provided that it is not unlikely that the breach will be rectified.

Do you agree that an entity should disclose the judgements made by management
in applying the accounting policies that have the most significant effect on the
amounts of items recognised in the financial statements (see proposed paragraphs
108 and 109)?

No. We do not condder that disclosure framed dong these lines is necessary or useful.
At best, such a requirement will only result in boilerplate disclosures. Indeed, the
example given in paragraph 109 with regard to financid assats held-to-maturity can
only result in boilerplate disclosure since the categorisation of financid assets is based
on the wles in IAS 39 and is not a matter of management judgement. We recommend
that these paragraphs be deleted.

However, we condder that disclosure should be required of the methods and
assumptions used to measure assets and ligbilities where management judgement is
needed to determine the appropriate methods and assumptions. The disclosure
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requirements are best st within the context of a specific accounting standard, for
exanple IAS 32 with regad to measuring the far vadue of financid assets and
lighilities and 1AS 19 with regard to measuring pension assets and liabilities.

Do you agree that an entity should disclose key assumptions about the future, and
other sources of measurement uncertainty, that have a significant risk of causing
material adjustment to the carrying amounts of assets and liabilities within the
next financial year (see proposed paragraphs 110-115)?

We do not agree with the proposas. For most financid businesses, assumptions
underlying key measurements of assets and liabilities are likely to be varied and wide-
ranging, encompassng economic and commercid trends which are to a greater or
lesser extent interrdaed. Any meaningful discusson of such assumptions would need
to be much more extensve than appropriate to the financid statements. Furthermore,
sengtivity of measurement to these assumptions will not adways depend on a direct
relationship but will itsdf involve a consderable degree of judgement.

We dso condder that the proposad confuses uncertainties relating to the measurement
of the item a the accounting date, and changes that might occur over the next period.
For example, the value of a traded bond at the baance sheet date is directly available
from market price quotations, but its vaue over the next year is dgpendent on interest
rates, possibly currency rates, and many factors that underlie the issuer’ s credit rating.

Disclosures of sengdtivity to changes in assumptions are dso likely to be misnterpreted
as meaning that the accounts could be wrong to the extent of the range indicated; such
misnterpretation  would further undermine the credibility of financid reporting
gengdly. Sengtivity disclosure may dso be commercidly damaging in some
circumstances.

We therefore suggest that such disclosures should focus on the assumptions used,
rather than the range of possible outcomes, and should consider only the range of
possble assumptions a the measurement date, rather than potentid changes in
assumptions over the following year.

We dso beieve that such disclosures are more gppropriate to the MD&A or OFR
section of the annud report than the financid Statements themsdlves. This places the
information in a more appropriate category for audit purposes, and aso affords ‘safe
harbour’ treatment. It is aso lesslikely to result in *boilerplate’ discussion.

| AS 8 — Accounting policies, changes in accounting estimatesand errors

QL

Do you agree that the allowed alternative treatment should be eiminated for
voluntary changes in accounting policies and corrections of errors, meaning that
those changes and corrections should be accounted for retrospectively as if the
new accounting policy had always been in use or the error had never occurred
(see paragraphs 20, 21, 32 and 33)?

We agree that voluntary changes in accounting policy and the correction of errors
should be accounted for retrogpectively. Voluntary changes in accounting policies
should be rare and should only be made where the new policy is better than the old
policy. Since they are a the discretion of management, it should generdly be expected
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that restatement should not cause undue cost or effort. The wording of paragraph 21
could be improved to make these points clear. We believe it is important for the
gsandard to include a reference to materid errors. In the absence of such a reference,
IAS 8 could be read as requiring the restatement of comparatives for al errors,
however trivid, and entities may be encouraged to use the provison to manage
earnings.

Do you agree with diminating the digtinction between fundamental errors and
other material errors (see paragraphs 32 and 33)?

Yes, dthough as dated in our response to question 1 above, we beieve the
requirements should gpply to materid errors.

IAS 17 — L eases

QL

Q2.

Do you agree that when classifying a lease of land and buildings, the lease should
be split into two elements — a lease of land and a lease of buildings? The land
element is generally classified as an operating lease under paragraph 11 of IAS 17,
Leases, and the buildings element is classified as an operating or financing lease
by applying the conditionsin paragraphs 3-10 of IAS 17.

We have sympathy with the motive for the change, which is to try to ensure tha the
land element of a lease does not prevent what would otherwise be a finance lease from
being accounted for as a finance leese. However, we do not believe it is either
gopropriate or practicad to dlocate amounts attributable to the land and buildings
separately.  Therefore, we do not support this amendment and suggest thet it is an area
that should be addressed in the wider project on lease accounting.

Do you agree that when a lessor incurs initial direct costs in negotiating a lease,
those costs should be capitalised and allocated over the lease term? Do you agree
that only incremental costs that are directly attributable to the lease transaction
should be capitalised in this way and that they should include those internal costs
that are incremental and directly attributable?

We agree that this choice should be diminated and agree with the gpproach taken.

IAS 27 — Consolidated and separ ate financial statements

QL

Do you agree that a parent need not prepare consolidated financial statements if
al thecriteriain paragraph 8 are met?

Yes. We agree for the reasons explained in the bass for conclusons. However we
would make following points:

» |t seems impracticd for an accounting standard to introduce the requirements in
8 (8 with regard to obtaning unanimous agreements from minority interests. How
decisons are made by shareholders is a matter for company law and not accounting
dandards. It would be better for the accounting standard to be less specific in this
regard, for example, by merely requiring that minority interests do not object.

= Paragrgph 8 (d) should include intermediate parent companies.



Q2.

Q3.

25

» In paragraph 8 (b) what is meant by securities and publicly traded? This should be
reworded so0 that subsdiaries of listed companies which have only issued CDs,
commercia paper, etc, should not be required to produce consolidated financia
gatements if they meet dl the other tedts.

Do you agree that minority interests should be presented in the consolidated
balance sheet within equity, separately from the parent shareholders equity (see
paragraph 26)?

We do not agree that minority interests should be classfied as part of eguity. Although
the presentation on the balance sheet, as a separately presented element of equity and
diginguished from parent shareholders equity is acceptable, the corollay of this
classfication is that in the profit and loss account minority interests would not be
shown as a deduction in ariving a net profit. We believe that in consolidated accounts
the focus must be on the shareholders of the parent, and that from ther perspective
minority interests are not part of equity. We would dso point out that in many cases
minority interests represent an obligation of the Group that is more akin to a liahility
than equity.

Do you agree that investments in subsdiaries, jointly controlled entities and
associates that are consolidated, proportionately consolidated or accounted for
under the equity method in the consolidated financial statements should be ether
carried at cost or accounted for in accordance with IAS 39, in the investor’'s
separ ate financial statements (par agraph 29)?

Do you agree that if investments in subsidiaries, jointly controlled entities and
associates are accounted for in accordance with IAS 39 in the consolidated
financial statements, then such investments should be accounted for in the same
way in theinvestor’s separate financial statements (paragraph 30)?

Whilst we generaly favour deletion of unnecessary options in this case two options are
retained and only the third is deleted. That option — to carry these investments under
the equity method — is in some ways the most relevant because it usudly dlows the
equity in the financid daements of the investor and in the Group consolidated
financia statements to be the same.

In this cae therefore we favour retaining dl three exiging options — codt, equity
method and far vaue — as the basis for accounting for subsdiaries, jointly controlled
companies and associates in the financia statements of the investor.

A holding company may hedge itsinvesment in its subsdiaries by matching their net
asst vdue (‘(NAV") againg foreign borrowings. Under revised |AS 27, the holding
company would not be alowed to report the subsidiaries at NAV; suppose it
recognises them at higtorical cogt. Then, assuming the holding company can apply
hedge accounting to the historica cost of the investment under IAS 39, the holding
company accounts will effectively report aforeign exchange position equd to the
difference between the subsidiaries historical cost and NAV. This does not reflect the
economics of the Stuation.
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We do agree that if investments in subdsdiaries jointly controlled entities and
associates are accounted for in accordance with 1AS 39 in the consolidated financial
satements then such invesments should be accounted for in the same way in the
investor’ s separate financiad statements.

However, we would note the case where a listed company acts purely as the holding
company for a sngle trading subgdiary. If in this dtuation IAS 39 were gpplied then
it would result in the liged parent company recognising its own market capitaisation
in the balance she=t.

|AS 28 — Accounting for investmentsin associates

QL

Q2.

Do you agree that 1AS 28 and IAS 31, Financial Reporting of Interests in Joint
Ventures, should not apply to investments that otherwise would be associates or
joint ventures held by venture capital organisations, mutual funds, unit trusts and
similar entities if these investments are measured at fair value in accordance with
IAS 39, when such measurement is well established practice in those industries
(see paragraph 1)?

Yes. We agree tha for venture cepitd organisations, mutua funds, unit trusts and
amilar entities IAS 28 and 31 should not apply to investments that otherwise would be
associates or joint ventures where these investments are held as pat of a portfolio of
such invesments. We agree tha the investments should be accounted for as held for
trading in accordance with IAS 39. However, we note that IAS 39 makes an exception
to the general rule that trading assets should be caried a far vaue in the case of
unquoted equity instruments whose fair vaue cannot be reliably measured. While the
requirement that far vaue measurement must be a wel-edtablished practice in the
indudtries where this exemption will be used should go some way toward ensuring that
far vaues are generdly avalable, we condder that the standard must acknowledge
that there will be some circumgtances where reliable far values cannot be obtained. In
such crcumgances, the invesments should be hdd a cost less provison for
imparment in accordance with IAS 39. This will ensure that al investments that are
part of the same portfolios are treated the same way. It would be unacceptable if the
sandard could be interpreted to mean that an invesment in a portfolio of other venture
capital investments had to be treated as an associate or joint venture merely because a
religble fair value was not available.

Do you agree that the amount to be reduced to nil when an associate incurs losses
should include not only investments in the equity of the associate but also other
interests such aslong-term receivables (paragraph 22)?

We do not agree with the proposed approach snce this might lead to the inappropriate
write-down of, for example, long-term receivables when good collatera is in place.
We congder tha the investor should continue to record changes in the carrying amount
for an associae tha is incurring losses even if this results in the recognition of net
ligbilities rather than net assets.

|AS 40 — I nvestment property
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Do you agree that the definition of investment property should be changed to
permit the incluson of a property interest held under an operating lease provided
that:

(@) therest of the definition of investment property ismet; and
(b) thelessee usesfair value model set out in | AS 40, par agr aphs 27-49?

Yes.

Do you agree that a lessee that classifies a property interest held under an
operating lease as investment property should account for the lease as if it were a
finance lease?

Yes.

Do you agree that the Board should not eliminate the choice between the cost
model and the fair value model in the Improvements project, but should keep the
matter under review with a view to reconsidering the option to use the cost model
in due cour se?

Yes. However, as far vaues are increasingly used, it will become more untenable for
investment property not to be carried at fair vaue.

British Bankers Association
16 September 2002



13 September2002

Hans Nailor
Accounting Standards Board

100 Grays Inn Road The London Saciety of
London Chartered Accountants

WC1X 8AU

Dear Sir
FRED 26 Earnings per share

With a membership of 30,000, the London Society of Chartered Accountants (LSCA) isthe largest of
the regional bodies which form the Ingtitute of Chartered Accountantsin England & Wales. London
members, like those of the Ingtitute as awhole, work in practice or in business. The London Society
operates awide range of specialist committees including Technicd (accounting and auditing), Tax,
Regulation and Ethics Review and Financia Services and Insolvency, which scrutinise and make
representations to issuing bodies such as yourselves. The LSCA Technical Committee welcomes the
opportunity to respond to the Accounting Standards Board (‘the Board') regarding the revision to FRS
26, ‘Earnings per share’, based on the revised version of the International Accounting Standard of the
same name published by the L& SB for comment at the same time m May 2002

We have reviewed the exposure draft and set out below a number of comments specificaly relating to
the proposed changes to current UK requiredents and the extent to which the ASB should seek to
persuade the IASB to change the proposed IAS To this end, please find attached a copy of our response
to the IASB on their ED for the revision of IAS 33 “Earnings per share”

We also have sent aletter to Mary Keegan to express our views on the general approach the ASB is
undertaking towards convergence with international standards and this response should be read in the
light of the views we have expressed in t4t |etter

INFLUENCING THE IASB

1 Whilst most of our comments to the IASB arise as aresult of changes now proposed to IAS 33,
we acknowledge that some of our comments apply to provisions currently in IAS 33
Nevertheless, this is an improvements project and it would not be appropriate for usto ignore
theissues.



Our concerns are significant ones and we urge the ASB to press the JASB very hard to accept
the need for revisionsin these areas.

Should the L& SB not take on board any of the changes outlined, in the interests of international
harmonisation, we would not wish the ASB to reflect the changes as UK specific paragraphs.
The UK and international standards should be identical.

RESPONSES TO SPECIFIC ASB QUESTIONS

(i)

(i)

(ii)

Do you agree with the proposal to issue a new UK standard on earnings per sharetoreplace
FRS 14, as soon as the new |AS 33 is approved by the |ASB?

Yes.

Do you believe that the ASB should consider any transitional arrangements?

No.

Are there any aspects of the draft standard that the ASB should request the IASB to review

when finalising the revised |AS 337

The issues that we wish the ASB to raise with the IASB are those set out in our letter to the
IASB.

OTHER UK ISSUES

Scope

7

Paragraph 1 of the draft standard should state that the standard applies to financial statements
intended to give atrue and fair view. such a statement has been added as a UK specific change
to the other FREDs issued as part of the convergence project and applies equally to earnings per
share

Employee share schemes

8

10.

Paragraph 18A proposes, as a UK specific paragraph, that shares held by an ESOP trust and
reflected in a company’ s balance sheet as assets are to be treated for eps purposes as though
they had been cancelled

We concur with this treatment but recommend that the paragraph be added into UITF 13 In this
way the UK standard could be identical to its international equivalent and yet the guidance be
retained The need for the guidance falls away once UITF 13 isno longer applicable: Following
our recommendation means that the guidance will automatically be withdrawn when UITF 13 is
withdrawn.

We note that the useful guidance in FRS 14 on the dilutive effect of employee share schemes
will not be provided in the new standard. It might be helpful to add this guidance, for the time
being, to UITF Abstract 17, Employee share



schemes'. The guidance on the dilutive effect of share schemes, as currently drafted, is
gpplicable only so long as UITF 17 is extant. Thus, adding the guidance into UITF 17 itself
would enable the UK standard to be identical to itsinternationa equivaent and ensure that
the guidance will be automaticaly withdrawn when UITF 17 is withdrawn.

If there are any matters arising from this letter you would like to discuss, please do not hesitate to
contact Danielle Stewart on 020 7731 6163.

ours faithfully

irman, LSCA Technical Committee



13 September 2002

The London Society of
Chartered Accountants

Hans Nailor

Accounting Standards Board
100 Gray’s Inn Road
London

WC1X 8AU

Dear Sir
FRED 25 Related Party Disclosures

With a membership of 30,000, the London Society of Chartered Accountants (LSCA) isthe largest of
the regiond bodies which form the Institute of Chartered Accountantsin England & Wales. London
members, like those of the Ingtitute as awhole, work in practice or in business. The London Society
operates awide range of specialist committees including Technica (accounting and auditing), Tax,
Regulation and Ethics Review and Financia Services and Insolvency, which scrutinise and make
representations to issuing bodies such as yoursaves. The LSCA Technical Committee welcomes the
opportunity to respond to the Accounting Standards Board (the Board') regarding the revision to FRS 8,
Related Party Disclosures, based on the revised version of the International Accounting Standard of the
same name published by the IASB for comment at the same time in May 2002.

We have reviewed the exposure draft and set out below a number of comments specifically relating to
the proposed changesto current K requiredents and the extent to which the ASB should seek to persuade
ti4 |ASB to change the [proposed] IAS. To this end, please find attached a copy of out response to the
IASB of their ED for the revision of IAS 24

We aso have sent aletter to Mary Keegan to express our views on the general approach the ASB is
undertaking towards convergence with international standards and this response should be read in the

light of the views we have expressed in that
|etter.

INFLUENCING THE IASB

1 Addressing each of the main issuesin our letter to the IASB m turn

(@ Materiality we recognise that thisis a problematic issue It is not yet clear whether the
exclusion of the relevant paragraph from the IASB Preface will be dealt with in the rubric to
each standard or by inclusion of a paragraph in IAS 1 or IAS 8 when revised We have taken
the opportunity



to point out to the IASB that they need to address it somewhere or it will kegp
getting raised for each new or revised standard. It isless clear

whether there is any chance of the FRS 8 paragraph 20 approach being taken up; as
demondrated in our letter, we would support any moves on your part to encourage
such amovewithinthe IAS.

(b Exemptionsfor subsidiaries: asyou can see, we have severd concernswith the
JASB drafting and intentions behind the exemption. It seemsto us that the practical
issue of publishing each exempt subsdiary’ s accounts rather than making sure the
group accounts are available, as with the UK exemption, isfarly fundamentd, asis
theissue of the practicdity of alowing only 100% subsidiaries to be exempt.

(© Management compensation: we do not see thet the definitiona problem identified
by the TASB isinsuperable in that IAS 19's definition of employee compensation
and the in-built definition in the IAS draft of key management personnd should, in
combination, ded with the issue. We are well sarved by legd and lidting rules
requiring such disclosures in the UK; however, we cannot be complacent, given the
risk of losing thexe, gg if the rdlevant requirements of the liging rulesarelogt to a
European prospectus directive that does not require them.

(d Namesof transacting related parties: wefind theloss of the UK reguirement to
disclose names as particularly unfortunate, asit represents such a strong safeguard
for users and auditors. The practical experience of our Committee would suggest
that the naming requirement is the one disclosure thet is ressted most srongly in
circumstances where the reporting entity may have something to hide. In fact, as
suggested in our |etter to the IASB, we would actudly go further than the current
UK reguirements. Moreover, thisis an issue where disclosure is just as rdevant for
SMEs dthough perhapsfor different reasons than for large/public companies. We
find it hard to see how users are served by the excluson of the name from the ligt of
minimum disclosures paragraph 14 of the draft andard

(& Controlling partieswe support disclosur4 of the identity if the controlling party and
ultimete controlling party and we welcome the ff suggested additions to the standard
by ASM m the form of paragrgphs 13A and 13B However, most unfortunately, we
congder that the case for diverging from IASis not made convincingly in the FRED
(paragraph 8 page 8, and paragraph 13B page 21) This gopearsto be more of an
assartion than acareful reasoning for use of such a‘nuclear’ option of diverging
from the IAS text

2 Wethink we have made our preferences clear m dl the above cases and would encourage
the ASB to ‘fight the good fight' on our behdf In particular, we would wish ASB to lobby
srongly in respect of (d) and (€) above However, if the changes to the proposed
international standard requested by the ASB are not made, then we would support the
adoption of the find 1AS text in the UK in the interests of convergence We cannot support
more onerous standards being gpplied to non-listed companies than t listed companies.



OTHER UK ISSUES

3

(i)

(i)

(iii)

One further issue has come to our attention that relates entirely to the UK. At present, paragraph’
165 of the Charities SORP contains a relaxation of the requirements of FRS 8 to name transacting
related parties. The experience of our members suggests that, in particular in relation to paragraph
165(a) (donations from related parties, who often wish to remain anonymous), this rlaxation is
considered not to be applicable to charitable companies, on the grounds that the SORP cannot
override accounting standards that are applied through the Companies Act. Obvioudly, if the
proposasin FRED 25 come into force as they stand, the problem will disappear as there will be no
overt requirement to name transacting related parties. However, if the new standard does, in the
end, require disclosure of the names of transacting related parties, it does not seemright that this
anomalous situation should continue. In our view, in order to provide aleve playing field for
unincorporated and incorporated charities, the UK standard should state the relaxation of rulesfor
charities, as was done in FRS 15 for donated assets, thus giving effective ‘ statutory’ backing to the
approach in the SORP.

ANSWERS TO OUESTIONS

Do you agree with the proposal to issue a new standard in the UK on related party disclosures,
once the new |AS 24 is approved by the IASB?

Yes

Do you believe that the ASB should consider any transitional arrangements?
No.

Do you believe that an accounting standard shoul4 require disclosure of the name of a controlling
party and, if different that of the ultimate controlling party? If the new | AS 24 does not require
disclosure do you believe that a new UK standard should require this disclosure as set out in
paragraphs 13A and 13B of the [draft] FRS?

See paragraphs 1(e) and 2 above

(iv) Do you believe that an accounting standard should require disclosure of the names of transacting

v)

related parties
See paragraphs 1(d) and 2 above

Should the definition of related parties specifically refer to shadow directorsshouldit alsorefer to
persons acting in concert?

See paragraph 14 of our response to the IASB re shadow directors and paragraph 22 of that
response re persons acting in concert. We believe that subject to the change we have suggested (i.e.
substitution of QR ‘for AND) shadow directors will be caught under the definition of key
management personnel.



(vi) Do you believe ‘that an accounting standard should specify that disclosure is required of
material related party transactions and give more guidance on materiality in the ‘ context of
such transactions?

Y es, see above.

(vii)  Arethere any other aspects of the draft standard that the ASB should request the |ASB to
review when finalising the revised |AS 247

We bdieve our views on various matters are clear from the above, including the relative
importance we attach to each.

If there are any matters arising from this letter you would like to discuss, please do not hesitate to
contact Danielle Stewart on 020 7731 6163.

ielle Stewart
irman, LSCA Technical Committee



Hans Nailor
Accounting Standards Board
100 Gray’s Inn Road

London
WC1X 8AL

18 September 2002

Dear Hans
Events after the balance sheet date (FRED 27)

The Association of Chartered Certified Accountants (ACCA) is pleased to have this
opportunity to comment on the above exposure draft issued by the ASB. The exposure
draft was considered by ACCA's Financial Reporting Committee at a recent meeting and |
am writing to give you their views.

| attach an extract from our response to the International Accounting Standards Board
(IASB) on their proposed revision to IAS10.

ACCA's responses to ASB's questions

Q1. Do you agree with the proposal to issue a new UK standard on events after the
balance sheet date, once the new IAS 10 is approved by the IASB and once the law is
amended to permit its application?

We agree in principle that a new UK standard should be issued which is harmonised with
the new IAS10.

Q2.Do you believe that ASB should consider any other transitional arrangements?
No.
& ¢ The Association of Chartered Certified Accountants

% 29 Lincoln's Inn Fields London WC2A 3EE United Kingdom
2001 e tel: 444 (0120 7396 7000 fax: +44 ()20 7396 7070 www.accaglobal.com



Q3.Are there any aspects of the draft standard that ASB should request IASB to review
when finalising the revised IAS 107?

A copy of our response to IASB is attached. The principle of the recognition
dividends payable could be stated more clearly.

If there are any matters arising from the above where you would like further
clarification, please be in touch with me.

Yours sincerely

Richard Martin
Secretary to the Financial Reporting Committee



Appendix

IAS10 — Events after the balance sheet date

We support in principle the proposed change. The wording of paragraph 32, however,
needs to be improved to make the principle clearer: that is, that dividends not yet paid
should not be recognised as a liability unless there is an unavoidable obligation to pay them
existing at the balance sheet date (in line with IAS37). The process for the approval and
determination of dividends tends to be a mater which varies from one jurisdiction to
another. The meanings of ‘proposed’ and ‘declared’ dividends will not be clear in all
countries.



The Technical Director
Accounting Standards Board
100 Gray’s Inn Road

London

WC1X SAL

18 September 2002

Dear Allan
Earnings per share (FRED 26)

The Association of Chartered Certified Accountants (ACCA) is pleased to have this
opportunity to comment on the above exposure draft issued by the ASB. The exposure draft
was considered by ACCA’s Financial Reporting Committee at a recent meeting and | am
writing to give you their views.

| attach an extract from our response to the International Accounting Standards Board
(IASB) on their proposed revision to IAS33.

ACCA's responses to ASB's questions

Q1. Do you agree with the proposal to issue a new UK standard on earnings per share to
replace FRS 14, as soon as the new IAS 33 is approved by the IASB?

We agree in principle that a new UK standard should be issued which is harmonised with
the new IAS33.

We agree that the further explanation in paragraph 18A concerning ESOPs is a helpful
addition. We note that the references to IAS32 and the treatment of preference dividends
may need to be adjusted when that standard is adopted fully into UK standards.



Q2. Do you believe that ASB should consider any other transitional arrangements?

No.

Q3. Are there any aspects of the draft standard that the ASB should request the IASB to
review when finalising the revised IAS 33?

We have noted in our attached response to the IASB that EPS figures other than those
calculated in accordance with the standard should be able to be shown on the face of the
income statement.

If there are any matters arising from the above where you would like further clarification,
please be in touch with me.

Yours sincerely

Q.ﬂumﬁhdf

Richard Martin
Secretary to the Financial Reporting Committee



Appendix
IAS 33 Earnings per share

Question 1

Do you agree that contracts that may be settled either in ordinary shares or in cash, at the
issuer’s option, should be included as potential ordinary shares in the calculation of diluted
earnings per share based on a rebuttable presumption that the contracts will be settled in
shares?

Yes.

Question 2
Do you agree with the approach to the year-to-date calculation of diluted earnings per share
as illustrated in Appendix B, examples 7 and 127?

Yes.

Other comments:

The restriction on the disclosure of just the standard EPS figure on the face of the income
statement in IAS33 (paragraph 65) is not desirable. We support the ability of entities also to
show with equal prominence EPS figures on different bases which they believe better
portray the result for the period, or which are of equal or greater relevance to users (for
instance the headline figures which will have been gquoted in newspapers or analyses).



Hans Nailor

Accounting Standards Board
100 Gray'’s Inn Road

London

WC1X 8AL

18 September 2002

Dear Hans
Property, plant and equipment; Borrowing costs (FRED 29)

The Asscciation of Chartered Certified Accountants (ACCA) is pleased to have this
opportunity to comment on the above exposure draft issued by the ASB. The exposure draft
was considered by ACCA’s Financial Reporting Committee at a recent meeting and | am
writing to give you their views.

| attach an extract from our response to the International Accounting Standards Board

(IASB) on their proposed revision to IAS16.

ACCA 's responses to ASB's questions

Q1. Do you agree with the proposal to issue new UK standards on property, plant and
equipment and borrowing costs when the IASB issues the revised IAS 16, unless it
becomes clear that further changes to IAS 16 are likely by 2005 as a result of the
revaluation project?

No. The current revaluation project at IASB is, we understand, looking at whether value in
use (or existing use value) should be a basis for revaluations of property, plant and
equipment (see Q4 below). There is also a project looking at the measurement bases of
assets in general. Given the importance of this item and our general support for such a
valuation model, means that we consider FRED29 should not be proceeded with until the
full international consideration of these issues is completed. To propose adopting the
current IAS16 basis of revaluations in the near future might appear to be conceding the
argument.



Q2. The international exposure draft on property, plant and equipment proposes that
residual values used in the calculation of depreciable amount should be reviewed at each
balance sheet date and revised to reflect current estimates. FRS 15 generally requires
prices at the date of acquisition or latest valuation to be used; hence, depreciation expense
on a historical cost basis is not reduced by inflation in residual values. Do you agree or
disagree with the proposed international approach?

We disagree with this change, which we have highlighted to the IASB in our attached letter.

Q3. IAS 16 does not address the use of renewals accounting in respect of certain
infrastructure assets. Do you believe that the absence of the guidance in FRS 15 would
prevent entities from using renewals accounting as a method of estimating depreciation?
Should UK entities be permitted to continue to use renewals accounting?

We agree that in the absence of specific guidance renewals accounting is not
possible. We do not favour continuing to allow renewals accounting.

Q4. What are your views on the differences between the requirements of
FRS 15 and IAS 16 concerning revaluations (as described in paragraphs 10 to
17 of the Preface to the FRED)?

We regard as inadequate and unrealistic the current basic requirement in IAS16 to use
market values for revaluations of property, plant and equipment. There needs to be more
consistency with the basis of valuations for impairments in IAS36 the higher of value in use
and a market exit value. See our letter to the

IASB.

Q5. Are there any other aspects of the differences between the proposed standards and
current UK accounting requirements that you wish to comment on?

In our attached letter to IASB we have highlighted a number of improvements
which we consider could be made to IAS16

»  The wording of paragraph 23

* Annual impairment tests where no depreciation is charged

* The treatment of donated assets

» Requiring the involvement of external valuers in revaluations
» Treatment of downward revaluations



Q6. Do you agree with the ASB's proposal, as a transitional measure (see paragraph 18
above), that the present exemption in FRS 15 in respect of insurance companies should be
retained in a new UK standard based on IAS 16 revised pending the outcome of the IASB’s
projects on insurance and reporting financial performance?

Yes.

Q7. The transitional arrangements for the first-time application of FRS 15 allowed an entity
that does not adopt a policy of revaluation to retain carrying amounts reflecting previous
revaluations instead of restating the carrying amounts to historical cost (see paragraph 19
above). Do you believe that a transitional arrangement should be included in a new UK
standard to allow entities that adopted FRS 15% transitional arrangement to cantinue to
recognise the carrying amounts under that arrangement?

Yes. FRS15 in this regard moved UK practice into alignment with 1AS16. We see no reason
to alter this concession now when the wording of the two standards has been harmonised,
but the substance of the revaluation regime has not changed.

Q8. Do you believe that ASB should consider any other transitional arrangements?

No.

Q9. Are there any other aspects of the draft standard on property, plant and equipment that
the ASS should request the IASS to review when finalising the revised IAS 167?

IAS16 does not address its application to infrastructure networks, and guidance would be
helpful. IASB should consider any relevant issues which have arisen from the accounting
problems of telecoms network companies.

Q1 0. Do you agree that the capitalisation of borrowing costs should remain optional? If you

had to choose between mandatory capitalisation and prohibition of capitalisation, which
would you support and why?

We are content with the option on the treatment of borrowing costs to remain. If we had to
choose we would support the mandatory prohibition of capitalisation



Q11. Do you agree that paragraph 5(e) of IAS 23, which allows certain exchange
differences to be capitalised, should be deleted in the draft standard on borrowing costs?

We would prefer to see IAS23 altered in this regard rather than for this to appear as a
permanent difference between IAS and UK standards. The reasonableness or otherwise of
the allowance in IAS23 depends on the phrase “to the extent that they are regarded as an
adjustment to interest costs”. IASB should provide more guidance on when exchange

differences might be so regarded. If that has not happened by the time a new standard is
implemented in the UK, ASS could consider adding such explanation.

Q12. What are your views on the difference between IAS 23 and FRS 15 referred to in
paragraph 24 of the Preface to the FRED concerning borrowing costs eligible for
capitalisation?

We prefer the FRS15 version.

Q13. Do you have any comments on IAS 23 that you wish the ASA to bring to the IASB’s
attention?

Where optional treatments are allowed by accounting standards, then in principle full
disclosures should be made to allow users of the accounts to assess fully the effects of
those choices. The further disclosures in respect of borrowing costs highlighted in
paragraph 15 of the Preface to FRED29, should be added to IAS23.

If there are any matters arising from the above where you would like further clarification,
please be in touch with me.

Yours sincerely

Richard Martin
Secretary to the Financial Reporting Committee



Appendix

IAS16 — Property plant and equipment

Question 1

Do you agree that all exchanges of items of property, plant and equipment should be
measured at fair value, except when the fair value of neither of the assets exchanged can
be determined reliably (see paragraphs 21 and 21A)?

Yes. We recognise, however, real concerns that the quality of the fair values used will
directly affect the reliability of the profits recognised. In many countries, the profits
recognised in general purpose financial statements are also the basis for the distribution of
dividends, and traditionally that has meant restricted to realised profits. It is difficult to see
that, where two identical assets are exchanged, any realisation in substance has occurred.
The problems, however, of trying to determine whether items are identical or merely similar

mean that treating all exchanges at fair value is probably the better answer.

Question 2

Do you agree that all exchanges of intangible assets should be measured at fair value,
except when the fair value of neither of the assets exchanged can be determined reliably?
(See the amendments in paragraphs 34-348 of IAS 38, Intangible Assets, proposed as a
consequence of the proposal described in Question 1.)

Yes, in line with our response to Question 1 above.

Question 3

Do you agree that depreciation of an item of property, plant and equipment should not
cease when it becomes temporarily idle or is retired from active use and held for disposal
(see paragraph 59)?

Not in every case, as is proposed in the ED. In most cases, there will be a loss of value over
time and in these cases depreciation should continue even where the asset is temporarily
idle or retired from active use. There are cases where the consumption of value is related
entirely to use (for example, the extraction of minerals or the consumption of airspace in a
landfill site) and in these instances depreciation should cease when an item is temporarily
withdrawn from use.



Other Comments:

We do not agree with the proposed amendments to paragraph 23 of IAS16. In deciding
whether subsequent expenditure may be capitalised, the assessment of expected
performance should be when the asset was originally acquired or was last improved. As it is
worded, it is likely that much repair and maintenance expenditure would qualify for
capitalisation.

We do not think that paragraph 29 as it stands is very satisfactory in its simple requirement
for fair value (usually to be market value) as the basis of revaluations. This model is not
consistent with that for impairments in IAS36, which recognises that either net realisable
value or value in use might be appropriate. The IAS36 model seems more realistic than the
single measure of fair value. We note that there is a revaluation project under way and hope
that the results of that can be incorporated into a revised IAS16

We do not agree with the change proposed in paragraph 46 to move to a system of re-
estimating residual values each year. We would prefer to retain the existing estimation at
the time of acquisition (or revaluation) and to leave any adjustment to the time of disposal
when the actual residual value will be known. The proposal appears to be creating a mixture
of historical cost and revaluation. This is a significant change to the standard, but one which
was not highlighted by the questions asked or by the basis for conclusions.

An annual impairment test should be incorporated into IAS16 where there is no depreciation
charged on assets other than land, or where it is insignificant because the expected
economic life of the asset is very long. Such a test would be comparable to the intended
future IAS38 in its treatment of intangible assets with indefinite lives.

IAS16 would benefit from guidance on how to treat donated assets. The revaluation regime
should be made more rigorous and should, for example, include:

. the use of external valuers to be required and

and

. the treatment of downward valuations as impairments when there has been a
clear consumption of benefits.



Hans Nailor

Accounting Standards Board
100 Gray'’s Inn Road

London

WC1X SAL

18 September 2002

Dear Hans

Related Party Disclosures (FRED 25)

The Association of Chartered Certified Accountants (ACCA) is pleased to have this
opportunity to comment on the above exposure draft issued by the ASB. The exposure draft
was considered by ACCA’s Financial Reporting Committee at a recent meeting and | am
writing to give you their views.

| attach an extract from our response to the International Accounting Standards Board
(IASB) on their proposed revision to IAS24

ACCA's responses to ASB' questions

Q1. Do you agree with the proposal to issue a new standard in the UK on related party

disclosures, once the new IAS 24 is approved by the IASB? We agree in principle that a
new UK standard should be issued which is harmonised with the new 1AS24.

Q2. Do you believe that the ASB should consider any transitional arrangements?

ASB should review very carefully the amended 1AS24. As can be seen from the comments
which we have made to IASB, there are a significant number of areas where the proposals
could be improved. The need for transparency in financial reporting is very important, and
IAS24. needs to ensure that it meets



the highest quality in this regard. If the revised 1AS24 achieves this then we see no reason
why its implementation in the UK should not proceed right away. If, however, the revised
IAS24 does not incorporate all of these changes, then its early implementation as a UK
standard would not be desirable. In these circumstances ASB could consider extra
disclosures compared to the IAS to ensure the continued transparency of UK reporting.

Q3. Do you believe that an accounting standard should require disclosure of the name of a
controlling party and, if different, that of the ultimate controling party? If the new IAS 24
does not require disclosure, do you believe that a new UK standard should require this
disclosure as set out in paragraphs 13A and 138 of the [draft] FRS?

Yes. Potentially this might remain as an extra disclosure requirement of a UK standard.

Q4. Do you believe that an accounting standard should require disclosure of the names of
transacting related parties?

Yes. We have noted this in our response to IASB.

Q5. Should the definition of related parties specifically refer to shadow directors? Should it
also refer to persons acting in concert?

There is no need for the definition to refer to shadow directors, as this is not a term which

has much international currency. Appendix 1 on the legal requirement should make plain
that shadow directors, as the term is defined in UK legislation, would be included as related
parties on the basis of control.

A revised IAS would benefit from further explanation of control where there may be parties
who have agreed to act together.

Q6. Do you believe that an accounting standard should specify that disclosure is required of
material related party transactions and give more guidance on materiality in the context of
such transactions?

Yes. We have noted this in our response to IASB.

Q7. Are there any other aspects of the draft standard that the ASS should request the IASB
to review when finalising the revised IAS 24?



The standard makes it clear that an investor who would treat the reporting entity as a joint
venture, would be a related party. Also a joint venture in which the reporting entity is a

venturer, would be a related party. The position, however, of transactions between
venturers, that is between the investors in a joint venture, does not seem to be covered.

If there are any matters arising from the above where you would like further clarification,
please be in touch with me.

Yours sincerely

oot Manse

Richard Martin
Secretary to the Financial Reporting Committee



Appendix
IAS24 Related party disclosures

Question 1

Do you agree that the Standard should not require disclosure of management
compensation, expense allowances and similar items paid in the ordinary course of an
entity's operations (see paragraph 2)? ‘Management’ and ‘compensation’ would need to be
defined, and measurement requirements for management compensation would need to be
developed, if disclosure of these items were to be required. If commentators disagree with
the Board’s proposal, the Board would welcome suggestions on how to define
‘management’ and ‘compensation’.

No, we strongly disagree with the proposal that management compensation should not be
disclosed under IAS24. Management compensation is the most frequent form of related
party transaction. Against the background of recent failures of financial reporting, changes
to accounting standards should be reinforcing transparency and not reducing it. In
developing a single set of high quality accounting standards for use across the world, IASB
cannot assume that national regulations will cover the gaps which it has left and, in this
case, ensure proper disclosure. Management compensation is a critical item of disclosure
from a stewardship and corporate governance viewpoint. It is also vital for other users in
understanding financial statements where the ownership and management are essentially
the same, because management compensation and dividends may be interchangeable.

The problems of the definition of the terms management and compensation are not reasons
for excluding these disclosures; indeed, definitions are only needed because of the
exclusions. Paragraph 9(d) already sets out a definition of key management personnel and
that would seem to be adequate for the purpose of compensation as well. As for
measurement of compensation, IAS19 already addresses this subject and the main missing
element will be covered by the future output of the project on share-based payments.

Question 2

Do you agree that the Standard should not require disclosure of related party transactions
and outstanding balances in the separate financial statements of a parent or a wholly-
owned subsidiary that are made available or published with consolidated financial
statements for the group to which that entity belongs (see paragraph 3)? (Note that this
proposal is the subject of alternative views of Board members, as set out in Appendix B.)



Yes, but the exclusion should apply to transactions with other group companies only. There
may be transactions with other related parties, for example with key management
personnel, which should be required even for wholly owned subsidiaries.

Other comments:
There are a number of other very important shortcomings in IAS24 which have not been
addressed by these proposals.

. Names of related parties should be disclosed, not just the nature of the
relationships.

. Names of controlling parties need to be disclosed, including parent companies
and individuals or trusts.

. Materiality needs better definition in some cases, this should be material to the
reporting entity and, in cases of transactions with individuals, it should be
material to the other party.

. The definition of significant influence from the UK standard FRS8 would provide a
helpful elaboration *...such that the other party might be inhibited from pursuing at
all times its own separate interests’. This gets to the heart of why related party
disclosures are needed.
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27 September 2002

Ms Mary Keegan
Accounting Standards Board
Holborn Hall

100 Gray’s Inn Road

London WC1X

Dear Mary
FREDs 23 to 29 and Exposure Draft of Improvements to International Accounting Standards.
We welcome the opportunity to comment upon the exposure drafts above.

Before making comments on the individual exposure drafts, we would first like to make a general comment
upon the current state of the convergence process of UK and International Accounting Standards.

The Hundred Group have already written to you expressing concern about the ASB’s proposed

programme of change in the period between now and the European deadline for adoption of International
Accounting Standards in 2005. We are fully in agreement with concerns expressed in the Hundred Group’s
letter.

In particular, we believe a process of continuous change in existing UK GAAP during this interim period,
followed by a further set of changes in 2005 for those standards where UK GAAP and International GAAP
are not fully converged will undermine the credibility of financial statements during this time. Additionally,
the insurance industry as a whole faces additional challenges in preparing for 2005 and the added
complication of accounting policy changes and restatements would divert resources away from the
achievement of the 2005 deadline. We urge the ASB to reconsider the enforced changes to UK accounting
standards between now and 2005 and support the Hundred Group’s plea that such changes should be
voluntary during this period.

Turning now to the detailed issues contained in the UK exposure drafts, the main points that we have as a

Group are as follows:

* FRED 23 adoption of a principal based standard that does not fully comply with IAS. We are
concerned that any listed company will in any event need to adopt the more detailed requirements of
IAS 39 although we concur with the need to influence IASB in this area. We shall consider this further
in our responses to the 1AS32/39 project and to FRED 30.

« FRED 25 reduction in the current exemptions for Group companies. We are confused by the wording

in the proposed revisions to the IAS and seek clarification on the exemption.

*  FRED 26 prohibition of disclosure of alternative EPSs on the face of the P&L account. We are against
making restrictions on information that management believes to be of relevance to users of the
financial statements. We also believe that this type of discussion should be deferred until the project
of reporting performance is concluded,

We attach detailed responses to the questions upon which the ASB has invited comments.

We turn now to the exposure drafts of other International Accounting Standards, which are not currently
being adopted by the ASB.

The main issue about which we have concerns relate to the hierarchy contained in paragraph 5 and 6 in
the proposed changes to IAS 8. As you are aware, the IASB is unlikely to have adopted a standard



to deal with accounting for insurance contracts prior to the 2005 deadline. As an interim solution the
IASB has tentatively concluded that existing local accounting bases for accounting for insurance
contracts should be permitted to continue as far as possible. The IASB has been considering the draft
statement of principles on accounting for insurance contracts and this draft document calls into
guestion a number of current practices and in particular their adherence with the IASB's own
Framework for the Preparation and Presentation of Financial Statements. We acknowledge that it will
be difficult for IASB to grant an exemption to insurers within IAS 8 itself, however for the insurance
industry, it is imperative that confirmation is forthcoming from the IASB, as soon as possible, that it will
allow a departure from these paragraphs in IAS 8 during the interim period between 2005 and the
adoption of its standard on accounting for insurance contracts.

The other areas in the exposure drafts where we have specific issues are as follows:

< |AS 8 definition of error. We are concerned that the boundary between the definition of an error
and a change in an accounting estimate may be inadequately defined for an industry such as
insurance where the use of estimates in fundamental to the results reported in the financial
statements.

* |AS 27 removal of the option to equity account for subsidiary companies in the parent company’s
accounts. We foresee difficulties in valuing subsidiaries as equity instruments under IAS 39, which
may force companies to default to cost. We are not convinced that this will enhance the accounts
of parent companies.

We attach detailed responses to the questions upon which the IASB has invited comments.

Douglogan
Director, Group Technical Accounting



Responses to particular issues on which comments _are invited

1 Do you agree that a UK standard on hedge accounting is needed at this time to

improve UK accounting and to prevent a gap appearing in UK accounting
literature on hedges of net investments in foreign operations?

We agree that there is an absence of accounting guidance on hedge accounting in UK GAAP but
we are not convinced that it is helpful for the UK to adopt a part of the International Standard at a
time when this standard is itself under review. For listed Groups, we are not convinced that it
would provide any practical ASBistance to provide a standard based upon the exposure draft
since the companies will need to consider the more stringent requirement in the International

Standard being mindful of the implementation dates under the proposed IFRS on First Time
application of IAS.

We acknowledge that there may be a need to fill the void left by a revocation of SSAP 20 but this

may be more easily met by a transitional inclusion of the relevant paragraphs within a standard
emerging from FRED 24.

In summary, we would far prefer to leave the UK position unchanged during the lead up to 2005

but to use the draft standard to add support for changes to be made to IAS 39 to remedy the
flaws therein.

2 The ASB has taken the view that, in order to start the process of bringing UK
practice on hedge accounting into line with the practice adopted internationally,
the proposed UK standard's restrictions on the use of hedge accounting should
be based on the main principle that underlies the hedge accounting restrictions in
IAS 39: that hedge accounting should be permitted only if the hedging relationship
is pre-designated and meets certain effectiveness criteria.

(a) Do you agree that the UK standard should be based on the principles
underlying IAS 39 as set out in the FRED?

We concur that any UK standard on hedge accounting should be in line with the International
Standard. We shall comment on the detailed proposals within our response to FRED 30 and the
proposed changes to IAS 32 and IAS 39.

(b) Does the principle need to be supplemented by any other principles?

We support the principles set out in FRED 23.

3 The ASB has taken the view that the UK standard should contain those detailed
restrictions in IAS 39 that appear to it to be necessary to implement the
aforementioned principle, but should not at this stage include any other
restrictions on the use of hedge accounting.

(a) Do you agree that the FRED's proposed restrictions on the use of hedge
accounting (see paragraphs 4, 6 and 8 of the FRED) are all necessary to
implement the aforementioned principle?

We support the ASB in seeking to adopt a principles approach to these issues but we also
mindful that ultimately our accounting policies will be driven by the relevant IFRS. As previously
stated we consider that the primary value in considering this exposure draft is in seeking to
influence the approach adopted by the IASB in their consideration of IAS 39.

(b) Do you agree that the FRED should not contain any other restrictions on the
use of hedge accounting? if not, what should those other restrictions be?



We are not aware at present of any other restrictions that should be placed upon hedge
accounting but we shell consider this further in our response to FRED 30 and the response to the
proposed improvements to IAS 32 and IAS 39.

4 Do you agree with the material in the FRED on measuring hedge effectiveness
(see paragraphs 9-15 of the FRED)? If you do not, what if any changes would you
make to the material (bearing in mind that the material is drawn largely from IAS
39 and that one objective of the FRED is to bring about convergence of accounting
practice)?

We shall consider this further in our response to the proposed improvements to IAS 32 and IAS
39.

5 The ASB has taken the view that, in the main, the proposed FRS should not
prescribe how hedge accounting should be done. Do you agree with this
approach?

If the exposure draft were adopted in the UK as a standard, then the basis of accounting would
probably have to follow IAS 39 in order to limit the ultimate effort of complying with IFRS in 2005.

6 The ASB has nevertheless decided that the FRED should propose some minimum
requirements on the hedge accounting techniques to be used. Do you agree with
the FRED's proposals on:

(a) the treatment of hedges of net investments in foreign operations (see
paragraph 16(a) of the FRED)?

We agree with this treatment.

(b) the treatment of the ineffective portion of a gain or loss on a
hedge that is not a hedge of a net investment in a foreign
operation (see paragraph 16(b) of the FRED)?

We acknowledge that this treatment is consistent with other currency exposures of the foreign
operation.

(c)the treatment of hedging instruments that cease to qualify for hedge
accounting (see paragraphs 17 and 18 of the FRED)?

We believe that there is a need for greater clarity in 17(b) as to how the accounting is intended to
be interpreted. We assume that this refers to the hedge accounting from the date of the last
balance sheet date up until the time of discontinuance?

7 The ASB is proposing that the standard should come into effect for reporting
periods ending on or after a date in early 2003, although it is also proposing
certain transitional arrangements (see paragraph 20 of the FRED). Do you agree
with this approach?

We do not believe that the standard should be mandatory in the UK prior to 2005 and that any
earlier adoption should be voluntary. It is our belief that the benefit of the exposure draft will be to
add to the debate on hedge accounting under IAS.



FRED 24—The Effects of Changes in Foreign Exchange Rates/Financial Reporting
in Hyperinflationary Economies

Responses to particular issues on which comments are invited

ASB (i) Do you agree with the ASB 's proposed timetable for the implementation in
the UK of standards based on a revised IAS 21 and IAS 29?

No, as indicated in our covering letter, we believe that accounting changes arising from the
transition from UK GAAP to IAS should as far possible, be permitted to be made in a “big bang”
restatement in 2005 rather than on a piecemeal basis.

If the ASB does decide to implement FRED 24 in line with the revisions to IAS then, as noted,
sufficient time must be given to those companies most impacted by the change; in particular
those companies translating the results of foreign entities using closing rates.

ASB (ii) Do you agree with the proposal not to include the IAS 21 pro visions on the
recycling of certain exchange gains and losses?

We can sympathise with the ASB’s stance on recycling but continuing differences between UK
GAAP and IAS add further credence to our argument that “convergence” adjustments should be
deferred until 2005 in order to avoid "restatements of restatements”

ASB (iii) Do you agree with the proposal not to include any transitional
arrangements in these UK standards?

The transitional arrangements that we should like to see is the optional deferral of “convergence
changes” until 2005.

IASB (i) Do you agree with the proposed definition of functional currency as “the
currency of the primary economic environment in which the entity
operates” and the guidance proposed in paragraphs 7- 12 on how to
determine what is an entity’s functional currency?

We agree with the principle and the guidance.

IASB (i) Do you agree that areporting entity (whether a group or a stand-alone
entity) should be permitted to present its financial statements in any
currency (or currencies) that it chooses?

We concur with the arguments for permitting this presentation.

IASB (iii) Do you agree that all entities should translate their financial statements into
the presentation currency (or currencies) using the same method as is
required for translating a foreign operation for inclusion in the reporting
entity’s financial statements (see paragraphs 37 and 40)?

On balance we concur with this treatment.

IASB (iv) Do you agree that the allowed alternative to capitalise certain exchange
differences in paragraph 21 of IAS 21 should be removed?

We concur with the Board's reasons for removing this alternative treatment.



IASB (v) Do you agree that
(a) goodwill and
(b) fair value adjustmentsto assets and liabilities
that arise oh the acquigtion of a foreign operation should be treated as assets
and liabilities of the foreign operation and trandated at the closing rate (see

paragraph 45)?

On balance we concur with this treatment.



FRED 25 - Related Path Disclosures
Responses to particular issues on which comments are invited

ASB(i) Do you agree with the proposal to issue a new standard in the UK on related
party disclosures, once the new IAS 24 is approved by the IASB?

As previously stated we have a general opposition to any compulsory implementation of new UK
standards prior to 2005, however we do not believe that the changes arising from the revision of
this standard are significant.

ASB(ii) Do you believe that the ASB should consider any transitional arrangements?

We have no comment to make on this.

ASB(iii) Do you believe that an accounting standard should require disclosure of
the name of a controlling party and, if different, that of the ultimate
controlling party? If the new IAS 24 does not require disclosure, do you
believe that a new UK standard should require this disclosure as set out in
paragraphs 13A and 13B of the [draft] FRS?

We note that under the proposed revisions to IAS 27 (paragraph 33(b)), disclosure of this
information is required for certain companies but we concur that it would be logical to include this
for all companies and for the comprehensive requirement to be contained in IAS 24.

ASB(iv) Do you believe that an accounting standard should require disclosure of
the names of transacting related parties?

We do not believe that it is necessary to mandate disclosure of transacting parties in
circumstances where this information is not needed in order to comply with the requirements set
out in paragraph 14.

ASB(v) Should the definition of related parties specifically refer to shadow
directors? Should it also refer to persons acting in concert?

We have no comment to make on this.

ASB (vi) Do you believe that an accounting standard should specify that disclosure
is required of material related party transactions and give more guidance
on materiallty in the context of such transactions?

We concur that the standard should apply only to material transactions and, this being the case
guidance is helpful, when considering the definition of material in the area of related party
transactions.

ASB (vii) Are there any other aspects of the draft standard that the ASB should
request the IASB to review when finalising the revised IAS 24?

We are not aware of any other issues that need to be considered.

IASB (i) Do you agree that the Standard should not require disclosure of
management compensation, expense allowances and similar items paid in
the ordinary course of an entity’s operations (see paragraph 2)?

‘Management’ and ‘compensation’ would need to be defined, and
measurement requirements for management compensation would need to
be developed, if disclosure of these items were to be required. If
commentators disagree with



the Board’s proposal, the Board would welcome suggestions on how to
define ‘management’ and compensation'.

We believe that disclosure of these items is useful to stakeholders and should be disclosed.
Rather than consider this subject within IAS 24, it may be necessary to consider it as a separate
exercise in view of the many different forms that management compensation may take,

IASB(ii) Do you agree that the Standard should not require disclosure of related
party transactions and outstanding balances in the separate financial
statements of a parent or a wholly-owned subsidiary that are made
available or published with consolidated financial statements for the group
to which that entity belongs (see paragraph 3)?

In the absence of any reference to a major change in IAS, we presume that this exemption is
intended to have the same effect as the wording previously contained in the current version of
IAS 24. However we find the revised wording above confusing. The wording can be read to grant
relief only where the “related party transactions and outstanding balances are made available or
published with consolidated financial statements for the group to which that entity belongs”.

Our understanding is that the current exemption applies to all related party transactions and so
the new wording appears to reduce the scope of the existing exemption by removing those
transactions eliminated in the consolidated accounts or not disclosed on grounds of materiality.
The above interpretation appears to vary from the interpretation of the above wording given in
Appendix A paragraph 6. If the interpretation in A6 is used then clarification of the meaning of
“[financial?] statements are made available or published with consolidated financial statements
for the group to which that entity belongs” would be useful.

We also consider that where the exemption is used then its use should be disclosed.



FRED 26 - Earnings Per Share
Responses to particular issues on which comments are invited

ASB(i) Do you agree with the proposal to issue a new UK standard on earnings per
share to replace FRS 14, as soon as the new IAS 33 is approved by the
IASB?

As previously stated, we believe that the resources of UK Groups would be better channelled
into preparation for the changeover to IAS in 2005 as opposed to making changes to UK GAAP
(albeit relatively small changes in the case of FRED 26) during the interim period.

ASB (ii) Do you believe that the ASB should consider any transitional arrangements?
This is covered in (i) above.

ASB(iii) Arethere any aspects of the draft standard that the ASB should request the
IASB to review when finalising the revised IAS 33?

We do not believe that the IASB should prescribe the treatment of the results additional earnings
per share calculations, by relegating such information to the notes to the financial statements.

We consider that where such disclosures are made then, by definition, management consider
this provides more relevant information than the basic EPS calculation.

Additionally, the IASB has undertaken a project on reporting performance and we consider that
this project will itself need to review the EPS calculation and disclosures and this would provide
an opportune timing for a review of all aspects of performance disclosures.

IASB(i) Do you agree that contracts that may be settled either in ordinary shares or
in cash, at the issuer’s option, should be included as potential ordinary
shares in the calculation of diluted earnings per share based on a
rebuttable presumption that the contracts will be settled in shares?

We do not disagree with this treatment.

IASB(ii) Do you agree with the following approach to the year-to-date calculation of

diluted earnings per share (as illustrated in Appendix ii, examples 7 and

12)?

- The number of potential ordinary shares is a year-to-date weighted

average of the number of potential ordinary shares included in each
interim diluted earnings per share calculation, rather than a year-to-
date weighted average of the number of potential ordinary shares
weighted for the period they were outstanding (ie without regard for
the diluted earnings per share information reported during the
interim periods).

- The number of potential ordinary shares is computed using the
average market price during the interim periods reported upon,
rather than using the average market price during the year-to-date
period.

- Contingently issuable shares are weighted for the interim periods in
which they were included in the computation of diluted earnings per
share, rather than being included in the computation of diluted
earnings per share (if the conditions are satisfied) from the
beginning of the year to-date reporting period (or from the date of

the contingent share agreement, if later).
We have no disagreement with the illustrations.



FRED 27— Reporting Events after the Balance Sheet Date
Responses to particular issues on which comments are invited

ASB (i) Do you agree with the proposal to issue a new UK standard on events after
the balance sheet date, once the new IAS 10 is approved by the IASB and
once the law is amended to permit its application?

As previously stated, we believe that the resources of UK Groups would be better channelled
into preparation for the changeover to IAS in 2005 as opposed to making changes to UK GAAP
during the interim period

ASB (ii) Do you believe that the ASB should consider any transitional
arrangements?

See response to (i) above.

ASB (iii) Arethere any aspects of the draft standard that the ASB should request the
IASB to review when finalising the revised IAS 10?

We do not have any comments to be forwarded to IASB.



FRED 28 - Reporting inventories construction and service contracts
Responses to particular issues on which comments are invited

ASB(l) Do you agree with the proposal to issue new UK standards on inventories
and construction contracts to replace SSAP 9, once the revised IAS 2 is
approved by the IASB?

As previously stated, we believe that the resources of UK Groups would be better channelled
into preparation for the changeover to IAS in 2005 as opposed to making changes to UK GAAP
during the interim period

ASB(ii) Do you agree with the proposal to incorporate part of IAS 18 in the standard
on construction contracts, so that ft may also apply to other contracts for
services?

We have no comment on this proposed change.

ASB (iii) Do you believe that the ASB should consider any transitional
arrangements?

See (i) above.

ASB (iv)  Arethere any aspects of the draft standard on inventories that the ASB
should request the IASB to review when finalising the revised IAS 2?

We do not have any comments to be forwarded to IASB

ASB(v) Arethere any aspects of the standard on construction contracts that the
ASB should request the IASB to review in due course?

We do not have any comments to be forwarded to IASB

IASB (i) Do you agree with eliminating the allowed alternative of using the last-in
first-out (LIFO) method for determining the cost of inventories under
paragraphs 23 and 24 of IAS 2?

We agree with the reductions of options in Accounting Standards and hence, while not impacted
by the change directly, support the proposed change.

IASB(ii) IAS 2requires reversals of write-downs of inventories when the
circumstances that previously caused inventories to be written down below
cost no longer exist (paragraph 30). IAS 2 also requires the amount of any
reversal of any write-down of inventories to be recognised in profit or loss
(paragraph 31)

We have no reason to oppose this treatment.



FRED 29 - Reporting property, plant and equipment borrowing costs
Responses to particular issues on which comments are invited

ASB (I) Do you agree with the proposal to issue new UK standards on property,
plant and equipment and borrowing costs when the IASB issues the revised
IAS 16, unless it becomes clear that further changes to IAS 16 are likely by
2005 as a result of the revaluation project?

As previously stated, we believe that the resources of UK Groups would be better channelled
into preparation for the changeover to IAS in 2005 as opposed to making changes to UK GAAP
during the interim period.

ASB(ii) As explained in paragraph 7 above, the international exposure draft on
property, plant and equipment proposes that residual values used in the
calculation of depreciable amount should be reviewed at each balance
sheet date and revised to reflect current estimates. FRS 15 generally
requires pr ices at the date of acquisition or latest valuation to be used;
hence, depreciation expense on a historical cost basis is not reduced by
inflation in residual values. Do you agree or disagree with the proposed
international approach?

We can understand the reasons for the proposed change but can foresee strange results that
could occur when residual values are increased.

The major impact for insurers will be in respect of owner occupied properties and there are
arguments for continuing the existing practice adopted by insurers in Europe of treating all
properties as investment property. This is particularly relevant when insurers own properties
backing insurance liabilities whose value may, in part be determined by the valuation of the
property assets.

ASB (ii) IAS 16 does not address the use of renewals accounting in respect of
certain infrastructure assets. Do you believe that the absence of the
guidance in FRS 15 would prevent entities from using renewals accounting
as a method of estimating depreciation? Should UK entities be permitted to
continue to use renewals accounting?

We have no comments on this issue.

ASB(iv) What are your views on the differences between the requirements of FRS
15 and IAS 16 concerning revaluations as described in paragraphs 10to 17
above?

We do not have any specific comments on the existing treatments under UK GAAP and the
arguments that should be used by ASB if it is generally considered by UK companies that the
ASB approach is preferable.

ASB(v) Arethere any other aspects of the differences between the proposed
standards and current UK accounting requirements that you wish to
comment on?

As mentioned above we believe that there are circumstances in which it is more relevant for
insurers to report changes in owner occupied properties through the Profit & Loss Account. We
shall address this issue further when the exposure draft resulting from the project on reporting
performance is exposed for comments.



ASB (vi) Do you agree with the ASB 's proposal, as a transitional measure (see
paragraph 18 above), that the present exemption in FIRS 15 in respect of
insurance companies should be retained in a new UK standard based on
IAS 16 revised pending the outcome of the IASB 's projects on insurance
and performance reporting?

If ASB revises FRS 15 we would support the treatment in the exposure draft pending the
outcome of the project on reporting performance. If this exemption were dropped, a particular

problem would arise in respect of properties owned by the long term fund of an insurance
company.

ASB (vii) The transitional arrangements for the first-time application of FIRS 15
allowed an entity that does not adopt a policy of revaluation to retain
carrying amounts reflecting previous revaluations instead of restating the
carrying amounts to historical cost (see paragraph 19 above). Do you
believe that a transitional arrangement should be included in a new UK
standard to allow entities that adopted FIRS 15’s transitional arrangement
to continue to recognise the carrying amounts under that arrangement?

We have no comment on this transitional arrangement.

ASB(viii) Do you believe that ASB should consider any other transitional
arrangements?

We have no other comments on transitional arrangements.

ASB(ix) Arethere any other aspects of the draft standard on property, plant and
equipment that the ASB should request the IASB to review when finalising
the revised IAS 16?

We do not have any comments to be forwarded to IASB

ASB(x) Do you agree that the capitalisation of borrowing costs should remain
optional? If you had to choose between mandatory capitalisation and
prohibition of capitalisation, which would you support and why?

We have no comments on this issue.

ASB (xi) Do you agree that paragraph 5(e) of IAS 23, which allows certain exchange
differences to be capitalised, should be deleted in the draft standard on
borrowing costs?

We have no comments on this issue.

ASB(xii) What are your views on the difference between IAS 23 and FRS 15 referred
to in paragraph 24 above concerning borrowing costs eligible for
capitalisation?

We have no comments on this issue.

ASB(xii) Do you have any comments on IAS 23 that you wish the ASB to bring to the
IASB’s attention?

We do not have any comments to be forwarded to IASB



IASB(i) Do you agree that all exchanges of items of property, plant and equipment
should be measured at fair value, except when the fair value of neither of
the assets exchanged can be determined reliably (see paragraphs 21 and
21A of the [draft] FIRS on property, plant and equipment)?

As a principle we would concur with using fair values for an exchange of assets.

IASB(ii) Do you agree that all exchanges of intangible assets should be measured at
fair value, except when the fair value of neither of the assets exchanged
can be determined reliably?

We agree.

IASB (iii) Do you agree that depreciation of an item of property, plant and equipment
should not cease when ft becomes temporarily idle or is retired from active
use and held for disposal (see paragraph 59 of the [draft] FIRS on property,
plant and equipment)?

We agree.



Hans Nailor

Accounting Standards Board
Holborn Hall

100 Gray's Inn Road
London

WC1X 8AL

16 September 2002

Dear Sir

CONSULTATION PAPER ON IASB PROPOSALSTO AMEND
CERTAIN INTERNATIONAL ACCOUNTING STANDARDS

We are pleased to have this opportunity to comment on the above Consultation Paper on the
proposed amendmentsto IAS 1, 8, 17, 27, 28 and 40. We note that the IASB would like
comments on certain specific matters in each standard. We also have some more general
comments.

In general, we support the IASB's Improvements Project. However, we question the wisdom
of revising standards now when further substantial changes are likely to be proposed within a
matter of months as a result of other IASB projects, in particular that on performance
reporting. New and revised standards arising from this project are likely to come into force
only one year after changes arising from the improvements project. We are not convinced
that the credibility of standardsis enhanced by such frequent changes. The standards within
the scope of this consultation paper that are most affected by this would appear to be IAS 1
and IAS 8. Therefore from a UK point of view we thoroughly agree with the ASB’ s intention
not to convert these proposalsto FRS at this point.

Our major concerns on these proposals are that:

" The concept of "undue cost or effort” should be clearly and consistently explained
wherever it occurs, for examplein IAS 1, IAS8 and ED 1.

" We consider that the issue of materidity, which was thrown into confusion by the
late deletion of the paragraph in the Preface, must be made clear. We note that
the rubric on the exposure drafts continues to say the IAS are not applicable to
immaterial items, but refers to the paragraph in the Preface which does not now
exist.
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We respond in detail to the questions raised in the Consultation Paper in the appendix. If
you would like us to amplify our comments, please contact Robert Carroll on 0870 991
2210.

Y ours faithfully

Grant Thornton
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APPENDIX

IAS1PRESENTATION OF FINANCIAL STATEMENTS

1

Do you agree with the proposed approach regarding departurefrom a
requirement of an International Reporting Standard or an Inter pretation of
an International Financial Reporting Standard to achieve a fair
presentation?

In general, we are comfortable with the broad thrust of the proposals. We have the following

comments:

The parenthesis in paragraph 10 seems to raise the status of the Framework above
that of the set of IFRS and Interpretations. From a practical point of view, it
would be more helpful and understandable to put the words in the parentheses as
explanation of "present fairly" in a subsequent paragraph, perhaps before, in or
after paragraph 12.

The phrase "true and fair view" is often used as an alternative to "fairly presents’.
It would improve comprehensibility if the relationship between the phrases were
made clear here.

Paragraph 15 describes the response when fair presentation requires a deviation
from IFRS but local law prohibits that deviation. Whilst accepting that this may
occur rarely, we consider that the proposals of paragraph 15 are badly wrong. In
essence, they allow local law to override what should be done to give afair
presentation, by permitting explanatory disclosure only. In our view, such aresult
weskens the whole basis of IFRS being strong, and the whole principle of
paragraphs 10 and 11. If the highest objective is fair presentation, then local
interference with that should result in the financial statements no longer earning
the tag of compliance with IFRS. If thereisa practical problem here, that
paragraph 15 istrying to dea with, possibly the solution isto require, in theses
circumstances only, that the compliance statement from paragraph 11 be
quadlified.

We consider that the existing paragraph 12 in IAS 1, pointing out that disclosure
cannot rectify poor accounting treatment, is a powerful and helpful paragraph, and
should be retained. (It occursto us that its proposed demise may have been the
result of the facilitation of the mechanism in paragraph 15 with which we have
disagreed above)

Do you agree with prohibiting the presentation of items of income and
expense as " extraordinary items" in theincome statement and the notes?

We see no reason to object to this proposal. We consider that thisis a matter of mandating a
treatment to reduce differences in accounting for items, increase comparability and prevent
abuse of standards. Therefore, as there is the ability to describe items as exceptiona and so

Page 3



highlight them, prohibiting extraordinary items would not inhibit the amount of information
given to the users of financia statements.

3

Yes.

Yes.

Doyou agreethat along term liability dueto be settled within twelve months
of the balance sheet date should be classified asa current liability, even if an
agreement to refinance, or to reschedule payments, on along-term basisis
completed after the balance sheet date and before the financial statements
are authorised for issue?

Do you agree that:

@

(b)

along term financial liability that is payable on demand because
the entity breached a condition of itsloan agreement should be
classified as current at the balance sheet date, even if the lender
has agreed after the balance sheet date, and before the financial
statements are authorised for issue, not to demand payment asa
consequence of the breach?

if alender was entitled to demand immediate repayment of aloan
because the entity breached a condition of itsloan agreement, but
agreed by the balance sheet dateto provide a period of grace
within which the entity can rectify the breach and during that time
the lender cannot demand immediate repayment, the liability is
classified as non-current if it isduefor settlement, without that
breach of the loan agreement, at least twelve months after the
balance sheet date and:

) theentity rectifiesthebreach within the period of grace; or
(i) when thefinancial statementsareauthorised for issue, the

period of graceisincomplete and it is probable that the
breach will be?

Do you agree that an entity should disclose the judgements made by
management in applying the accounting policies that have the most
significant effect on the amounts of itemsrecognised in the financial
statements?

This proposd is not explicit enough in what it is seeking to require.  Assuch, it could
become a charter for unwarranted criticism, which will not help the reputation of reliable
accounting standards. Therefore, we suggest that the IASB re-expose this concept, with
more examples of the type of judgements and the extent of disclosure that is envisaged. The
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IASB has not been shy of providing examplesin the rest of IAS 1, and there seems to be no
reason to be so here.

6 Do you agree that an entity should disclose the key assumptions about the
future, and other sour ces of measur ement uncertainty, that have a significant
risk of causing material adjustment to the carrying amounts of assets and
liabilities within the next financial year?

We do not agree with this proposal as a generd proposition. While we have sympathy with
atempts to make financial statements more useful in predicting the future, we consider it
could be onerous, costly and commercialy sengitive. It issimilar to the proposal in question
(v) but it is posing questions about the future. It could create difficulties in drawing lines
between a profit forecast and financial statements.

In asimilar way to paragraph 108, the lack of precision of the requirements of paragraph 110
carries the dangers of unwarranted criticism of IFRS and their application. We think that
more detail and more examples might help to show where the boundaries of these
requirements are.

Other issues

"Undue cost or effort"

We note that, in common with other recent proposals by the IASB, the term "undue cost or
effort" isused in place of "impracticable”. Intherevised IAS 1, thereis materid in
paragraphs 35 to 39 explaining thisidea, relating specificaly to comparative figures. We
have concerns about the use of this phrase, as, at face value, it appears to be a weaker
requirement than the concept of impracticability that it replaces. We recognise the need for
some concept of thistype, but recommend strongly that its meaning and intent be explained
consistently and clearly in the standards affected to minimise the potential for abuse. For
example, some companies may regard amost any cost or effort as"undue’. We believe that
thereis a strong case for a definition to be included in the IASB’s Glossary of Terms.

The IASB should aso ensure that the "undue cost or effort” exemptions are consistent as
between IAS 1, IAS 8, and ED 1 on firgt-time application of IFRS. |AS 1 paragraph 35 and
IAS 8 paragraph 13 make genera allowance for undue cost or effort when changing
accounting policies— however ED 1 only explicitly makes exemptions in the case of a
limited number of specified items. It would be helpful to include the general exemption
explicitly in ED 1, if that isintended to be available, and aso to make reference to (the IFRS
resulting from) ED 1in IAS 1, paragraph 39.

Page 5



IAS8 NET PROFIT OR LOSS FOR THE PERIOD, FUNDAMENTAL ERRORS
AND CHANGESIN ACCOUNTING POLICY

1 Doyou agreethat theallowed alter nativetr eatment should be eliminated for
voluntary changesin accounting policiesand correctionsof errors, meaning
that those changesand corrections should be accounted for retr ospectively as
if the new accounting policy had always been in use or the error had never
occurred (see paragraphs 20, 21, 32 and 33)?

Yes.

2 Do you agree with eliminating the distinction between fundamental errors
and other material errors (see paragraphs 32 and 33)?

Yes. However, we note that the text of the draft revised standard itself does not refer to
materidity in this context. We recommend that the word "materid” be incorporated either
into the definition of an error or into paragraph 32.

Other issues
Developing accounting policies

Paragraphs 5 and 6 of the draft standard set out factors to consider in developing an
accounting policy for a matter that is not addressed by a standard. We suggest that the IASB
consider extending the scope of the factors in paragraph 5 to include the development and
gpplication of accounting policies and estimation techniques in general. The highest quality
financia reporting is mogt likely to be achieved where there is not merely a requirement to
comply with standards where they exist and with more genera principles where thereis no
specific standard, but where entities are required to select and apply accounting policies and
estimation techniques in the manner most appropriate to the entity's particular circumstances,
in addition to complying with standards. This may be of particular relevance where a choice
of treatment is permitted or where significant judgement is required. It may aso be useful to
give more emphasis to the importance of comparability with other entities in the same
industry or business sector when selecting and applying accounting policies and techniques.
Such an approach would converge International Financia Reporting Standards with the
approach set out in the UK ASB's standard FRS 18 'Accounting Palicies.

Proposed disclosure requirements

We have concerns about the proposed disclosure requirements relating to future adoption of
astandard in issue but not in force, as set out in paragraph 19, in particular the numerical
disclosure in sub-paragraph (d)(i). We consider this proposed disclosure to be unduly
burdensome and likely to be difficult or impracticable to comply with, especidly where a
new standard is issued shortly before the accounts are finalised or where a new standard
makes significant changes to recognition or measurement requirements. We acknowledge
that sub-paragraph (d)(ii) grants relief on the grounds of undue cost or effort but consider
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that such an exemption is likely to be invoked so frequently when a mgjor new standard is
issued as to undermine the disclosure requirement itself.

IAS17 LEASES

1 Do you agree that when classifying a lease of land and buildings, the lease
should be split into two elements—a lease of land and a lease of buildings?
Theland element is generally classified as an operating lease under
paragraph 11 of IAS 17, L eases, and thebuildingselement isclassified asan
operating or finance lease by applying the conditionsin paragraphs 3-10 of
IAS 17.

We agree in principle with this proposal. However, we consider that there may be
considerable practical difficulties in distinguishing between the land element and the
buildings element, especidly in fully developed areas where values for the land element may
be difficult to determine by reference to market transactions.

2 Do you agreethat when a lessor incursinitial direct costsin negotiating a
lease, those costs should be capitalised and allocated over theleaseterm? Do
you agree that only incremental costs that are directly attributable to the
lease transaction should be capitalised in this way and that they should
include those internal coststhat are incremental and directly attributable?

We support the IASB's proposal to eiminate the choice currently in IAS 17. Although we
see merit in the argument that initial direct costs are in the nature of selling costs and should
be expensed, we support the IASB's proposed trestment on the grounds of international
convergence.

IAS 27 CONSOLIDATED FINANCIAL STATEMENTSAND ACCOUNTING FOR
INVESTMENTSIN SUBSIDIARIES

1 Do you agreethat a parent need not prepare consolidated financial
statementsif all thecriteriain paragraph 8 are met?

We agree, although we are not convinced that unanimous consent of any minority interest
should be required. A requirement for unanimous consent is smple but may lead to group
accounts being required in circumstances where the costs outweigh the benefits, for example
if there isadissident or uncontactalde minority shareholder. We suggest that the IASB
consider the approach currently embodied in UK companies legidation. In the UK, the
parent of the company seeking exemption from preparing consolidated accounts must hold
more than 50% of the company's shares and group accounts must not have been requested by
the holders of more than half of the remaining shares or the holders of 5% of the total shares
of the company. Alternatively, the IASB may wish to consider amending the requirement
for unanimous consent of the minority to one of no objections from the minority to not
preparing group accounts.
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2 Doyou agreethat minority interestsshould be presented in the consolidated
balance sheet within equity, separ ately from the parent shareholders equity
(see paragraph 26)?

Yes.

3 Doyou agreethat investmentsin subsidiaries, jointly controlled entitiesand
associatesthat ar e consolidated, proportionately consolidated or accounted
for under the equity method in the consolidated financial statements should
be either carried at cost or accounted for in accordance with IAS 39,
Financial Instruments: Recognition and Measurement, in the investor’s
separ ate financial statements (paragraph 29)?

Do you agreethat if investmentsin subsidiaries, jointly controlled entities
and associates ar e accounted for in accordance with IAS 39 in the
consolidated financial statements, then such investmentsshould be accounted
for in the sameway in the investor’s separ ate financial statements
(paragraph 30)?

In response to the first part of this question, we accept that the IASB's proposals will reduce
the scope for choice by eiminating the option of using the equity method for such
investments in the investor's separate financia statements. However, given that a choice will
remain between cost and fair value under 1AS 39, we see little merit in removing one option
whilst gtill permitting the other two. In addition, the use of the equity method in the parent's
separate financial statements has the attraction of aligning shareholders equity between the
parent and group accounts. We favour either retaining the current alternatives or permitting
only one treatment. Our preferred trestment would be to carry such investments at cost as
we consider that obtaining fair values in accordance with IAS 39 may be unduly burdensome
and not provide useful information to users of the financia statements.

We agree with the second part of the question.
Other comments
Disclosure of significant subsidiaries

The IASB has not explained its proposal to delete the disclosure requirement currently set
out in paragraph 32(a) of IAS 27. This currently requires disclosure of alisting of significant
subsidiaries including name, country of incorporation or residence, proportion of ownership
interest and, if different, proportion of voting power held. In our view, readers of the
accounts may find this information valuable and we therefore suggest that this disclosure be
retained. We note that the IASB has included in the draft revised IAS 24 (paragraph 12) a
more generd requirement to disclose relationships between parents and subsidiaries, but our
preference is for the more specific requirement of IAS 27 to be retained.
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Publishing consolidated financial statements

Paragraph 8(d) refers to the parent "publishing” consolidated financia statements. It would
be helpful to give an indication of what "publish” involves eg a member of the public can
access them. (The previous disclosure requirement for the registered office of the parent has
been deleted — and we do not disagree with this).

Separ ate financial statements

The description of "separate financiad statements' is tortuous and hard to follow,
encompassing paragraphs 4, 8 and 9. Several comments:

The purpose of paragraph 9 isnot clear. Isit telling the parent not to prepare any other
accounts?

Paragraph 4 refers to preparing financial statements in accordance with IAS 28 or 31. But
financia statements are not prepared in accordance with asingle IAS, but in accordance with
al IFRS.

Quite apart from that, it is unclear what is intended by "separate financial statements'. It
seems to encompass parent company accounts produced in addition to consolidated accounts
(from para 4) and non-consolidated financia statements of a parent exempt under para 8. But
what is "in addition to financial statements prepared in accordance with" IAS 28, or IAS 31?
If a company with an associate prepared financial statements, IAS 28 would require it to use
the equity method irrespective of whether the financia statements were consolidated or
company only — what additional financial statements might it produce? More clarity is
required.

IAS 28 ACCOUNTING FOR INVESTMENTSIN ASSOCIATES

1 Doyou agreethat IAS 28 and I1AS 31, Financial Reporting of Interestsin
Joint Ventures, should not apply to investments that otherwise would be
associates or joint ventures held by venture capital organisations, mutual
funds, unit trusts and similar entitiesif these investments are measured at
fair value in accordance with 1AS 39, Financial I nstruments: Recognition
and M easurement, when such measurement is well-established practicein
those industries (see paragraph 1)?

We agree, provided that the meaning of "venture capital organisation” and "well-established
practice in those industries' are unambiguous. We suggest that the IASB consider including
adefinition of the former term in the revised standard. However, we would not support an
extension of this exemption to cover similar investments that would otherwise be treated as
subsdiaries.

Page 9



2 Do you agreethat the amount to bereduced to nil when an associateincurs
losses should include not only investmentsin the equity of the associate but
also other interests such aslong-term receivables (paragraph 22)?

We agree, provided that such long-term receivables are not thereby stated at an amount
below their recoverable amount.

Other comments

We note that the requirement to disclose an appropriate listing and description of significant
associates in paragraph 27(a) of the current IAS 28 is proposed for deletion. In our view,
this disclosure requirement provides vauable information and should be retained.

Paragraph 27(b) of the proposed revised standard introduces a requirement to disclose
summarised financial information of associates. It is not clear from the draft text whether
this applies to associates individualy or in aggregate. We assume that it is the latter but it
may be helpful to clarify the wording on this point.

Paragraph 24A requires an associate to be accounted for in the separate financia statements
of the investor either at cost or fair value (under IAS 27). However, paragraph 8A requires
that the equity method be used irrespective of whether the investor has subsidiaries, in which
case it would not present consolidated financial statements, but only separate ones. Perhaps
thisissue isrelated to the confusing description of separate financial statements to which we
refer in our comments on IAS 27. In any case, more clarity is required.

IAS40 INVESTMENT PROPERTY
1 Doyou agreethat the definition of investment property should be changed to
permit the inclusion of a property interest held under an operating lease

provided that:

@ therest of the definition of investment property is met; and

(b) the lessee usesthe fair valuemodel set out in | AS 40, paragraphs
27-49?

Yes.

2 Do you agreethat a lessee that classifies a property interest held under an
oper ating lease as investment property should account for the lease asiif it
wer e a finance lease?

Yes.
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3 Do you agreethat theBoard should not eliminatethe choice between the cost
model and thefair valuemodel in thel mprovementsproject, but should keep
the matter under review with a view to reconsidering the option to use the
cost model in due course?

We believe that the IASB should eventually standardise on a single approach to investment

property, based on fair values. However, we agree that this cannot be achieved within the
scope and timescale of the improvements project.
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Our Ref FRED26/BRS
Your Ref FRED 26

Accounting Sandards Board
Holborn Hall

100 Grays Inn Road

London

WC1X 8AL

For the attention of The Technical Director

16 September 2002

Dear Sir
FRED 26 - EARNINGS PER SHARE (EPS)

We are pleased to comment on FRED 26. We aso make some comments that we would like
the ASB to pass on to the IASB with regard to the revised IAS 33.

GENERAL COMMENTS

Our overdl view isthat FRED 26 should not be converted to a UK FRS at thistime, even if
the IASB, having received comments on its revised |AS 33, issues that as a revised standard.
We explain why in the following paragraphs.

The FRED contains a number of amendments to the IASB's text. Changes have been made
to terminology and definitions to conform to that used in UK standards. An exampleisa
change from 'discontinuing' to ‘discontinued’ in paragraph 38. Paragraph 4A gives definitions
under UK GAAP, which are dightly different to those given in IAS 32. The FRED aso
includes some minor changes that have been made to reflect differences between FRS 4 and
IFRS.

In our view, it would improve the convergence with IFRS if the UK terminology and
definitions were altered to conform to those in IFRS. In our view, it would be extremely
confusing if the wording in the UK standard were not identical to the internationa standard,
apart from cross references. |mplementation of the new reporting standard should be delayed
until we are certain that there will be no further changes to the definitions and terminology in
IFRS before 2005.

The ASB proposes implementation into a new UK standard in the first quarter of 2003,
alongside the IASB's issue of the revised IAS 33. This appears likely to be in advance of the
revised UK and internationa standards on performance reporting. Revised performance
reporting will fundamentaly change the face of the 'profit and loss account’ which will in
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turn alter the presentation, disclosure and calculation aspects of IAS 33 (and so of FRED 26).
In our view, implementation of FRED 26 into a new UK standard should be delayed until we
are certain of no further changesto IAS 33, and until the ASB know the results of the
consultation on performance reporting, and have a UK financia reporting standard in line
with IFRS. In fact, because the FRS on EPS is primarily of interest to listed companies who
will be using IFRS from 2005 anyway, and because it will take a considerable time to get the
standard on reporting financial performance in place, there is a good argument for not
progressing a UK amendment to FRS 14 at al, but smply adopting the eventua IAS 33 in
time for 2005.

DILUTED EPS

The exposure draft does not give any guidance on how to estimate profit or loss from
continuing operations. In particular there is no guidance on alocation of interest and tax.
This guidance is a helpful part of FRS 14, and would usefully be included in the revised
IAS 33, or cross-referred from 1AS 35 if that is where the guidance is to be given.

DISCLOSURE

FRS 14 includes additional guidance in respect of the presentation of financial datisticsin
historical summaries, but there is no equivalent guidance in the exposure draft. This could
lead to reduced comparability within asingle annual report and between companies. We
recommend that the ASB ask the IASB to include equivaent guidance in the revised IAS 33.

OTHER DIFFERENCES BETWEEN PROPOSED UK REQUIREMENTSAND
PROPOSED IFRS

We recommend that implementation of the exposure draft be delayed until these differences
have been resolved.

If you have any queries on our response, please contact Nick Jeffrey direct on
0870991 2787, or by e-mail at nick.jeffrey@gtuk.com.

Y ours faithfully

Grant Thornton
FRED 26 EARNINGS PER SHARE
We set out below our responses to specific questions raised by the ASB:

ASB (i) Doyou agreewith the proposal toissue a new UK standard on earningsper
sharetoreplace FRS 14, assoon asthenew | AS33isapproved by the |ASB?
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No. Inour view anew UK standard should only be issued once the new standard on
performance reporting has been issued.

ASB (ii) Do you believethat ASB should consider any other transitional
arrangements?

No. We support trangitiona arrangementsin line with those of the revised IAS 33, but no
further than that.

ASB (iii) Arethereany aspectsof the draft standard that the ASB should request the
IASB to reviewwhen finalising the revised IAS33?

Yes. See comments above on 'presentation and disclosure of EPS; 'Diluted EPS’; and
‘Differences between proposed UK requirements and proposed IFRS.

It might be helpful to clarify paragraph 37 of the draft to the effect that potentia ordinary
shares are only dilutive where they decrease EPS or increase |oss per share.

The IASB has asked commentators to respond to the following questions on the proposed
changesto IAS 33. We set out below our responses to those questions:

IASB (i) Doyou agreethat contractsthat may be settled either in ordinary sharesor
in cash, at theissuer’s option, should beincluded as potential ordinary
sharesin the calculation of diluted ear nings per sharebased on arebuttable
presumption that the contracts will be settled in shares?

Yes. The rebuttable presumption that the contract will be settled in shares should be alowed
only where there is past experience of settling smilar contracts in shares or where thereisa
stated policy.

IASB (ii) Do you agree with the following approach to the year-to-date calculation of
diluted earningsper share(asillustrated in Appendix B, examples7 and 12)?

= Thenumber of potential ordinary sharesisayear-to-date weighted aver age
of the number of potential ordinary sharesincluded in each interim diluted
earnings per share calculation, rather than a year-to-date weighted average
of thenumber of potential ordinary sharesweighted for the period they were
outstanding (iewithout regard for thediluted ear ningsper shareinformation
reported during the interim periods).

No. It should be the second option, without regard to diluted EPS information reported
during the interim period(s). The performance statement is a report for a period, not a report
for the sum of a number of congtituent periods. In our view, the first option would hinder
comparability, and would require the audit of figuresin the 'interim’ report. It would be
ludicrous for two companies with identical performance and results to report different annual
EPS because one of them had reported interim figures (or more interim figures than the
other).
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= The number of potential ordinary sharesis computed using the average
market priceduring theinterim periodsreported upon, rather than using
the average market price during the year-to-date period.

No. We support the second option, for the reasons given in our response above.

" Contingently issuable shares are weighted for theinterim periodsin which
they wereincluded in the computation of diluted ear ningsper share, rather
than being included in the computation of diluted earnings per share (if the
conditions ar e satisfied) from the beginning of the year-to-date reporting
period (or from the date of the contingent share agreement, if later).

No. We support the second option, for the reasons given above.
ADDITIONAL COMMENT

It is not clear to us why the definition of contingently issuable ordinary shares should require
that they will be issued for "little or no cash”. Although this may be the norm, it is the future
satisfaction of conditions that is the defining characteristic and principle. Including the
phrase about the cash amount may incite financial engineers to develop instruments that
bend round the rules.
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Hans Nailor

Accounting Standards Board
Holborn Hall

100 Gray’s Inn Road
London

WC1X 8AL

16 September 2002

Dear Sir
FRED 27 - EVENTSAFTER THE BALANCE SHEET DATE

We welcome the issue of this exposure draft (FRED 27), and the opportunity for us to
comment on the proposals.

We draw your attention to our separate letter on the implementation of revisonsto UK
GAAP, in which we have set out our overall comments on the Board's proposals in FREDs
23-30. Asdtated therein, our view is that new UK standards should only be issued where
they follow IFRS word for word (except for cross references), and where the IFRS will not
itself be changed before 2005. We therefore disagree with the removal of guidance on going
concern from the IFRS version.

However, we do not believe that the revised IAS 10 could be introduced into UK GAAP asiit
stands because of the conflict with FRS 18. In addition, the implementation may be subject
to amendments in companies legidation, athough thisis debatable. Therefore, we advocate
the retention of SSAP 17 until the above issues have been resolved.

We respond in detail to the questions raised in the FRED in the appendix. If you would like
us to amplify our comments, please contact Brian Shearer on 0870 991 2723.

Y ours faithfully

Grant Thornton
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Chartered Accountants
UK Member of
Grant Thornton International

National Office

Grant Thornton House
Melton Street

Euston Square

London Nw1 2EP

T +44 (0)20 7383 5100

F +44 (0)20 7383 4715
DX 2100 EUSTON
www.grant-thornton.co.uk

Authorised by The Financial Services
Authority. A list of partners may be
inspected at the above address.

ASB (i) Doyou agreewith the proposal toissue a new UK standard on events after
the balance sheet date, oncethe new |AS 10 isapproved by the | ASB and

once the law is amended to permit its application?

In principle, we support the ASB's proposal to converge UK standards with IFRS. However,
if IASB standards are to be brought into UK GAAP, we believe that this should be done only
if they can be incorporated verbatim (except for cross-references and a scope exclusion for
the FRSSE).

We therefore do not agree with the remova of the paragraphs on going concern from the
exposure draft as this would result in a standard different from the IFRS. In addition, if
those paragraphs are removed in the UK, the remaining guidance on going concern will only
be from FRS 18 (but this does not specificaly address post balance sheet circumstances),
unlike SSAP 17 that is being replaced, which aready contains some guidance.

However, bringing these paragraphs into UK GAAP would result in inconsistency with FRS
18 in respect of management intent (to liquidate or to cease trading). This raises the issue of
inconsistency between FRS 18 and IAS 1, which needs to be addressed as part of the
international convergence process. We believe that in this specific instance, the financid
information given under IFRS could be more useful, even if the decision leading to loss of
going concern status is technically after the balance sheet date. Therefore, unless the ASB
believes that FRS 18 concepts will become part of 1AS, and notwithstanding the recent issue
of FRS 18, our view is that the paragraphs on going concern should be adopted verbatim in
the draft standard.

In addition, we note the comments regarding the incompatibility of the presentation of
dividends with the legidation, ie. paragraph 3(7) of Schedule 4 to the Companies Act 1985.
Although we support making this amendment to further assist in implementing the standard,
some may consider that this may not be strictly required as the existing paragraph, which
requires the dividends paid and proposed to be shown, could be interpreted such that a
memorandum disclosure would suffice.

The change in the way dividends are treated represent a significant change to current
practice. To assst with itsimplementation, we think the timing of its adoption could be
made in conjunction with other related projects, particularly on the revision of the
performance statement.

In conclusion, although we support convergence with IFRS, we do not believe that the draft
standard is ready to be adopted in the UK until these matters have been resolved.

ASB (ii) Doyou believethat ASB should consider any other transitional
arrangements?

We believe that there are no mgjor practica difficulties in implementing the proposed
standard in full, other than possible misunderstanding or misinterpretation of the resulting
numbers particularly in respect of dividends. However, these could be subdued by the



entity's good reporting practice, supported by requirements of FRS 18, by providing
supplementd disclosure.

ASB (iii) Arethereany aspectsof thedraft standard that ASB should request IASB to
review when finalising therevised IAS10?

In terms of the structure of the draft standard, we feel that the presentation of examples (of
adjusting and non-adjusting events) could be better organised. In SSAP 17, this has been
negtly presented in the Appendix. However, the draft standard at present lists examples of
adjusting events within ‘Recognition and Measurement' (paragraph 8), but gives examples of
non-adjusting events in both 'Recognition and Measurement’ (paragraph 10) and 'Disclosure
(paragra
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Hans Nailor

Accounting Standards Board
Holborn Hall

100 Gray's Inn Road
London

WC1X 8AL

16 September 2002

Dear Sir

FRED 29 - PROPERTY, PLANT AND EQUIPMENT; BORROWING
COSTS

We welcome the opportunity to comment on the proposals set out in FRED 29.

In principle, we support the ASB's proposals to converge UK standards with IFRS.

However, we draw your attention to our separate letter on the implementation of revisionsto
UK GAAP, in which we have set out our overall comments on the Board's proposals in
FREDs 23-30. As stated therein, our view is that new UK standards should be issued only
where they follow IFRS word for word, and where the IFRS will not itself be changed before
2005. We do not support the early introduction of FRED 29 into UK GAAP because the
IASB is currently carrying out a project on vauation that may lead to significant revisions to
IAS 16 prior to 2005.

As set out in detail in the appendix, we disagree with the |ASB's proposals regarding residual
vaues and we support the retention of the existing approach in FRS 15 and IAS 16. We
support the ASB's value to the business approach to vauation and we believe the ASB
should argue for its adoption internationally. We agree that capitalisation of borrowing costs
should remain optional at present.

We respond in detail to the questions raised in the FRED in the gppendix. If you would like
us to amplify our comments, please contact Robert Carroll on 0870 991 2210.

Y ours faithfully

Grant Thornton
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ASB (i) Doyou agreewiththeproposal toissuenew UK standardson property, plant
and equipment and borrowing costs when the | ASB issues the revised
IAS 16, unlessit becomesclear that further changestolAS 16 arelikely by

2005 as aresult of the revaluation project?

In principle, we support the ASB's proposal to converge UK standards with IFRS. However,
given that the IASB is at present carrying out a project on valuation, we believe that thereis
asgnificant possibility that IAS 16 will change further prior to 2005. Therefore, we do not
support the early introduction of the proposalsin FRED 29 into UK GAAP. If IASB
standards are to be brought into UK GAAP, we believe that this should be done only if they
can be incorporated verbatim (except for cross-references and a scope exclusion for the
FRSSE).

Our comments in response to the remaining questions focus on points related to the proposed
international text that we believe the ASB should put farward to the IASB.

ASB (ii) Theinternational exposuredraft on property, plant and equipment proposes
that residual values used in the calculation of depreciable amount should be
reviewed at each balance sheet dateand revised toreflect current estimates.
FRS15generally requirespricesat thedate of acquisition or latest valuation
to be used; hence, depreciation expense on a historical cost basisis not
reduced by inflation in residual values. Do you agree or disagree with the
proposed inter national approach?

We disagree with the IASB's proposals. We note that the |ASB has not provided adequate
explanation in their draft to justify this proposed change. The proposed method of
determining residual values raises wider conceptual issues about depreciation and valuation.
We believe that the proposed approach will lead to the indirect recognition of holding gains
by effectively netting such gains off against the depreciation charge. We do not see how the
proposed approach fits in with historical cost principles. We support the approach in FRS 15
and the current version of 1AS 16 of basing residual values on prices at the date of
acquisition or subsequent revaluation.

Whilst the IASB's assertion in paragraph 46 of their proposed revised standard that residud
values will often not be materia is undoubtedly true for many assets, residua values may be
material in a significant number of cases, for example scrap values of major plant or vessels.
Therefore, on a practical level, we consider that the need to reassess residual values annually
in line with current price levels will be unnecessarily burdensome for many businesses. For
this reason aso, we favour retaining the approach in FRS 15 and the current version of IAS
16.

ASB (iii) 1AS16doesnot addresstheuseof renewalsaccountingin respect of certain
infrastructure assets. Do you believe that the absence of the guidance in
FRS 15 would prevent entitiesfrom using renewals accounting asa method
of estimating depreciation? Should UK entities be per mitted to continueto
use renewals accounting?



We do not consider renewals accounting to be a sufficiently major area to warrant specia
treatment under IAS 16, in particular as we understand that the method is not widely used
internationaly. Nor do we believe that the UK should take a stand on thisissue, and have an
accounting standard different from the IASB.

However, there may be practical problemsin this approach for UK companies currently
using renewals accounting. Under the proposals for first-time gpplication of IFRS, such
companies could use a one-off fair value measurement as their IFRS starting point. An
equivaent provision would seem to be appropriate in a UK FRS, athough the companies
affected would probably prefer to have atransitiona provision alowing them to start with
their current net book value as deemed cost.

ASB (iv) What areyour viewson thedifferencesbetween therequirementsof FRS15
and 1AS 16 concer ning revaluations (asdescribed in paragraphs10to 17 of
the Prefaceto the FRED)?

IAS 16's fair value approach has the apparent attraction of being more straightforward and
well understood but there is the hidden danger that smply accepting this approach will be
interpreted as supporting exit values as appropriate vaues for al vauation needs, which may
have unforeseen or undesirable consequences. Therefore, we support the value to the
business modd and believe that the ASB should argue for its adoption internationally. As
the vauation debate internationdly is il dive, thisis a mgjor reason why we would
encourage ASB not to proceed to a FRS at this time, unless and until it becomes clear that
the IAS will not change again before 2005.

ASB (v) Arethereany other aspects of the differences between the proposed
standards and current UK accounting requirements that you wish to
comment on?

At present, FRS 15 contains specific provisions relating to non-depreciation of assets other
than freehold land (FRS 15, paras 90-91). Thereis no equivalent materid in either the
current or proposed revised IAS 16. In view of the significance of thisissue to particular
industries in the UK, we believe that the ASB should press the IASB to clarify their position
regarding non-depreciation on the grounds that the uncharged depreciation would be
immateria in aggregate. The use of the word "normally" in paragraph 42 of the draft revised
IAS 16 does appear to leave open the possibility of non-depreciation but we believe that
further clarification would be helpful to users, especialy during the trandtion to IFRS.

ASB (vi) Do you agreewith the ASB’s proposal, as a transitional measure (see
paragraph 18 above), that the present exemption in FRS15 in respect of
insurance companies should beretained in a new UK standard based on
IAS 16revised pending the outcome of thel ASB’ sprojectson insuranceand
reporting financial performance?

As dtated above, we believe that international standards should only be brought into UK
GAAP word-for-word. However, the mgjor unresolved issues regarding insurance
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accounting at the international level suggest that there should be no change to the current UK
position until the internationd position is clarified.

ASB (vii) Thetransitional arrangementsfor the first-time application of FRS 15
allowed an entity that does not adopt a policy of revaluation to retain
carrying amounts reflecting previous revaluationsinstead of restating the
carryingamountsto historical cost (see paragraph 19 above). Do you believe
that atransitional arrangement should beincluded in a new UK standard to
allow entitiesthat adopted FRS 15’ stransitional arrangement to continueto
recognise the carrying amounts under that arrangement?

As gtated above, we believe that international standards should only be brought into UK
GAAP word-for-word. The proposed IFRS on first-time application of International
Financia Reporting Standards appears to be compatible with the ASB's proposal, and would
effectively treat such amounts as deemed cost as at the date of valuation. (Care will need to
be taken with the disposition of the revaluation reserve.) For the purpose of UK GAAP we
propose that the transitiona provisions mirror thosein IFRS as far as possible in their
wording.

ASB (viii)Do you believe that ASB should consider any other transitional
arrangements?

No.

ASB (ix) Arethereany other aspects of the draft standard on property, plant and
equipment that the ASB should request the |ASB to review when finalising
therevised IAS16?

No.

ASB (x) Do you agreethat the capitalisation of borrowing costs should remain
optional? If you had to choose between mandatory capitalisation and
prohibition of capitalisation, which would you support and why?

We support the IASB's position that the option should be retained at present. In the longer
term, we believe that it would be desirable for the IASB to eliminate the choice currently
contained in IAS 23. However, we do not consider that a compelling case has yet been made
for either mandatory capitalisation or the prohibition of capitalisation. We do not consider

that this should be a high-priority areafor the IASB at present.

ASB (xi) Do you agreethat paragraph 5(e) of IAS23, which allows certain exchange
differencesto be capitalised, should be deleted in the draft standard on
borrowing costs?

We disagree with this proposal. We believe that the exchange differences covered by this

part of IAS 23 are usualy economically similar to interest costs, and so should be included.
However, the IASB should be prevailed upon to provide more guidance on what is meant by
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"akin to interest”. We also disagree with the concept of introducing differences between UK
GAAP and IFRS, asthe ASB are proposing here.

ASB (xii) What areyour viewson thedifference between IAS23and FRS15referred
to in paragraph 24 of the Preface to the FRED concer ning borrowing costs
eigiblefor capitalisation?

In principle, we prefer the ASB's approach, but we consider the |ASB's approach to be
acceptable.

ASB (xiii)Do you have any comments on | AS23that you wish the ASB to bringtothe
IASB’s attention?

No.

IASB (i) Doyou agreethat all exchanges of items of property, plant and equipment
should bemeasur ed at fair value, except when thefair value of neither of the
assetsexchanged can bedetermined reliably (see paragraphs 21 and 21A of
the [draft] FRS on property, plant and equipment)?

Yes. It will beimportant to present the gain appropriately, a matter to be dedt with in the
project on reporting financia performance. Although there may be some conceptual merit in
treating exchanges of similar items differently from other exchanges, making such a
digtinction will inevitably involve drawing bright lines, which, in our view, the IASB should

be seeking to avoid.

IASB (ii) Do you agreethat all exchanges of intangible assets should be measur ed at
fair value, except when thefair value of neither of the assets exchanged can
be determined reliably?

Yes. Seeour answer to (i) above.

IASB (iii) Do you agreethat depreciation of an item of property, plant and equipment
should not cease when it becomestemporarily idle or isretired from active
use and held for disposal (see paragraph 59 of the [draft] FRS on property,
plant and equipment)?

We disagree with the IASB's proposal, which appears to go against the definition of
depreciation in paragraph 41, as the asset is not being used up. In particular this would be
true of assets whose primary indicator of consumption is units of output, rather than
effluxion of time. In addition, the IASB has provided no explanation for the change. We
believe that it would make more sense to mandate impairment reviews of idle assets, if itis
felt that something is needed in this area.
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16 September 2002

Mr Stephen McEwan
Accounting Standards Board
Holborn Hall

100 Gray’s Inn Road
London WC1X 8AL

Dear Mr McEwan
FRED 24: The effects of changesin foreign exchangerates

SSAP 20 (paragraphs 51, 57 and 58) contains certain choices on the treatment of hedges of
net investmentsin foreign operations that we believe should be retained in the UK. FRED 24
does not contain equivaent choices becauise the ASB is proposing, in FRED 23, to issuea
new accounting standard addressing hedge accounting in generd, including the trestment of
hedges of net investments in foreign operations.

Overdl, we support the ASB’s proposals, in FRED 24, for the implementation in the UK of a
standard based on arevised IAS 21 and IAS 29 to succeed SSAP 20. However, since we
believe that FRED 23 should be withdrawn, this would leave agap in UK accounting
literature on hedges of net investments in foreign operations. Therefore, we recommend that
the paragraphsin SSAP 20 on hedges of net investmentsin foreign operations form part of
FRED 24.

Yours sincerdy

Rosemary Thorne

Chairman

100 Group Technica Committee
Bradford & Bingley plc

8 Bennet Street

London SWI1A 1RP



Allan Cook Esq

The Technical Director
ACCOUNTING STANDARDS BOARD
Holborn Hall

100 Gray's Inn Road

London

WC1X 8AL

Dear Allan

FRED 26 Earnings per share

We are writing in response to the invitation to comment on the proposed
text of FRED 26. We have written to you separately in relation to the
overall approach to the adoption of IAS standards in the UK. This letter
addresses only one issue of important detail.

Paragraph 65 of the proposed standard addresses the possibility of
disclosure of additional amounts per share based on income statement
components and states that they shall be disclosed in the notes to the
financial statements. We presume that the text was intended to convey that
these additional disclosures should only be presented in the notes and
never on the face of the income statement, however the draft language is
not sufficiently explicit. For that reason alone it might be difficult to

enforce such a conclusion.

We do not support any prohibition on additional earnings per share amounts
being disclosed on the face of the income statement. We believe that clear
disclosure of the amounts which are the focus of management's comparison of
the business from period to period is a crucial element in communicating

with shareholders, and where management believe this is appropriate they
should be able to disclose such amounts in the primary statements. Hence we
continue to support the guidance in FRS 3.d and FRS 14.74.

We understand the benefits of comparability of EPS data to investors.
However, we note that Standard and Poors has recently published its

thoughts on amended EPS amounts, which add to similar but different
thinking from the analyst community in the form of Headline EPS. Further we
understand that the IASB is currently developing a two column format for

the performance statement that may result in more than one per share amount
becoming commonplace. In the continuing absence of a consensus on how
elements of performance should be subdivided, we believe that this is not

the moment either to prejudge the outcome of the current debate by

relegating additional EPS measures to the back of the financial statements.



16 September 2002

Mr Hans Nailor

Accounting Standards Board
Holborn Hall

100 Gray’s Inn Road
London WCI1X 8AL

Dear Mr Nailor
FRED 27: events after the balance sheet date

One of the effects of FRED 27 is that dividends will not be provided at the balance sheet date
unless declared by that date. For most companies thiswill mean that, becauseit is generdly
not possible to determine the amount of dividend that can be paid until the profits for the
period have been determined, the annual dividend will not be recognised as a ligbility at the
baance sheet date. Thiswill in turn mean that, where adividend isto be paid from a
subsdiary to a parent company, the parent will not be able to recognise the dividend asa
debtor. This could have aknock on effect to the ability of the parent itsdlf to pay dividends.

This moveis not only in accordance with the IASB framework, but also seemsto be an
inevitable consegquence of agenerd move within international requirements. Consequently,
we would find it difficult to ress the movein internationd standards.

We note that the DTI is currently consulting on whether from 2005 [FRSs should be applied
in alisted company’ s own accounts. Should it be decided in due course not to extend the
coverage of IFRSsto a Company’ sindividua accounts, there may be advantage in
maintaining the present UK position whereby dividends are provided at the balance sheet
date. However, if the ASB changed this requirement in the UK standard, this option would
no longer be available.

Consequently, we would urge the ASB not to implement this revised standard at least until the
question of digtributable profitsis addressed.

Y ours sincerdy

Rosemary Thorne

Chairman

100 Group Technicd Committee
Bradford & Bingley plc

8 Bennet Street

London SWI1A 1RP



FRED 28 : Inventories— Construction and Service Contracts

The 100 Group Technical Committee has no general comments to make on FRED 28.

In respect of the particular questions raised:

19 The ASB would welcome comments in particular on the following :

i) Do you agree with the proposal to issue new UK standards on inventories and
construction contracts to replace SSAP 9, once the revised IAS 2 is approved

by the IASB?

As a general principle, the 100 Group would prefer to align to international standards in one
step at 2005. Therefore, our preferred approach would be to adopt IAS 2 in 2005.

i) Do you agree with the proposal to incorporate part of IAS 18 in the standard on
construction contracts, so that it may also apply to other contracts for
services?

We believe it is also appropriate to incorporate part of IAS 18 into the standard on construction
contracts that is adopted in 2005.

iii) Do you believe that the ASB should consider any transitional arrangements?

Given the changes are minimal we do not believe consideration need be given to transitional
arrangements.

iv) Are there any aspects of the draft standard on inventories that the ASB should
request the IASB to review when finalising the revised IAS 27?

There are no particular areas that give us concern.
V) Are there any aspects of the standard on construction contracts

There are no particular areas that give us concern.

20 The IASB has asked commentators to respond to the following questions on
the proposed changes to IAS 2 :

i) Do you agree with eliminating the allowed alternative of using the last-in first-
out (LIFO) method for determining the cost of inventories under paragraphs 23
and 24 of IAS 2?

We believe that it is appropriate to eliminate LIFO since this method can lead to a distortion in
the value of inventories and hence the income statement.



IAS 2 requires reversals of write-downs of inventories when the circumstances
that previously caused inventories to be written down below cost no longer
exist (para 30). IAS 2 also requires the amount of any reversal of any write-
down of inventories to be recognised in profit or loss (para 31).

Do you agree with retaining those requirements?

We believe it appropriate to reverse inventory write-downs when the circumstances causing
the original write-down no longer exist, in order to value more accurately the value of the
inventory. This reversal should be recognised in the profit or loss, reversing the effect of the
inventory write-down.



FRED 29 (IAS 16 + existing 23) : Property, Plant and Equipment — Borrowing

Costs

Revaluations not included
1 The ASB is requesting comments on any aspect of the FRED by 16 September
2002 — the same date as the IASB has set for comments on its proposed

revisonsto IAS 16.

38. The ASB would welcome comments in particular on the following :

i) Do you agree with the proposal to issue new UK standards on property, plant
and equipment and borrowing costs when the IASB issues the revised IAS 16,
unless it becomes clear that further changes to IAS 16 are likely by 2005 as a
result of the revaluation project?

As a general principle the 100 Group would prefer to align to international standards in one
step at 2005. Therefore our preferred approach would be to adopt IAS 16 in 2005.

i) As explained in para 7 above, the international exposure draft on property,
plant and equipment proposes that residual values used in the calculation of
depreciable amount should be reviewed at each balance sheet date and revised
to reflect current estimates. FRS 15 generally requires prices at the date of
acquisition or latest valuation to be used; hence, depreciation expense on a
historical cost basis is not reduced by inflation in residual values. Do you
agree or disagree with the proposed international approach?

We can see merits in the current UK approach in that a more constant depreciation figure is
struck as a result of a more stable valuation base, whether acquisition cost or latest valuation.
The international approach, based on an annual revaluation, will base the depreciation on the
current value of the asset. We are concerned that this approach introduces current values
into what is essentially an historical cost based measure. We also have some concerns that
this approach is more onerous to implement and would give rise to some fluctuation in the
income statement. We suggest that FRS 15 is not revised until the outcome of the revaluation
project is known.

iii) IAS 16 does not address the use of renewals accounting in respect of certain
infrastructure assets. Do you believe that the absence of the guidance in FRS
15 would prevent entities from using renewals accounting as a method of
estimating depreciation? Should UK entities be permitted to continue to use
renewals accounting?

It would appear that IAS 16 would preclude entities from using the renewals
accounting method, however, we have no strong view on this topic.



Vi)

vii)

viii)

What are your views on the differences between the requirements of FRS 15
and IAS 16 concerning revaluations as described in para 10 to 17 above?

Clearly the key difference is that FRS 15 allows non-specialised properties to be valued on an
existing use value (EUV) whereas IAS 16 adopts an open market value (OMV) approach. The
100 Group is slightly uncomfortable with a full OMV approach since circumstances could exist
where OMV is higher than EUV were a property capable of being adapted for alternative use.
If the entity has no intention of either changing the use of the property or selling the property, it
seems such an approach is inconsistent with accounting for the asset on a going concern
basis.

Are there any other aspects of the differences between the proposed standards
and current UK accounting requirements that you wish to comment on?

No, there are no other aspects on which the 100 Group has strong views

Do you agree with the ASB’s proposal, as a transitional measure (see para 18
above), that the present exemption in FRS 15 in respect of insurance
companies should be retained in a new UK standard based on IAS 16 revised
pending the outcome of the IASB’s projects on insurance and performance
reporting?

Yes, we believe this is appropriate, pending the outcome of the project on reportins
performance.

The transitional arrangements for the first-time application of FRS 15 allowed
an entity that does not adopt a policy of revaluation to retain carrying amounts
reflecting previous revaluations instead of restating the carrying amounts to
historical cost (see para 19 above). Do you believe that a transitional
arrangement should be included in a new UK standard to allow entities that
adopted FRS 15's transitional arrangement to continue to recognise the
carrying amounts under that arrangement?

We believe that such transitional arrangements should be included to enable entities to
continue to report assets at FRS 15 levels.

Do you believe that ASB should consider any other transitional arrangements?

We do not have any particularly strong views on this question

Are there any other aspects of the draft standard on property, plant and
equipment that the ASB should request the IASB to review when finalising the
revised IAS 16?

No, there are no other areas on which we have strong views.

Do you agree that the capitalisation of borrowing costs should remain
optional? If you had to choose between mandatory capitalisation and
prohibition of capitalisation, which would you support and why?



Xi)

xii)

Yes we believe that optional capitalisation is appropriate because it is not clear that there is an
international concensus on either approach. We would support mandatory capitalisation if a
choice had to be made, this would give a more consistent valuation cost between an
internationally greatest asset and the full acquisition cost.

Do you agree that para 5(e) or IAS 23, which allows certain exchange
differences to be capitalised, should be deleted in the draft standard on
borrowing costs?

If such exchange differences arise because the development of an asset is funded in a
different currency to the currency of expenditure on the asset, it appears to us inappropriate to
capitalise such exchange differences.

What are your views on the difference between IAS 23 and FRS 15 referred to in
para 24 above concerning borrowing costs eligible for capitalisation?

We believe it is more appropriate to capitalise only the interest costs arising on that portion of
the funding which has been utilised to-date to fund development of the asset. Capitalising of
losses/gains arising from investment of surplus funds feels inappropriate since this is an
indirect consequence of the development of the asset not a direct one. Such treatment might
be open to abuse.



xiii)

i)

Do you have any comments on IAS 23 that you wish the ASB to bring to the
IASB’s attention?

No, there are no other areas on which we have strong views.

The IASB has asked commentators to respond to the following questions on
the proposed changes to IAS 16 :

Do you agree that all exchanges of items of property, plant and equipment
should be measured at fair value, except when the fair value of neither of the
assets exchanged can be determined reliably (see paras 21 and 21 A of the
[draft] FRS on property, plant and equipment)?

We believe that further work is required in this area. Recognising fair value on exchanges of
swaps of similar assets having similar use in the same line of business causes us some
concern. We believe that it is possible to draw a distinction between this situation and those
transactions that are, in reality, sales of dissimilar assets. Any change to existing
requirements should await the completion of the revenue recognition project.

Do you agree that all exchanges of intangible assets should be measured at fair
value, except when the fair value of neither of the assets exchanged can be
determined reliably?

In principle, we agree with this approach. However circumstances may obtain, such
as those outlined in i) above, where an exchange of intangible assets might not
properly regarded as a sale of such assets. In this situation we would be
uncomfortable with a fair value approach.

Do you agree that depreciation of an item of property, plant and equipment
should not cease when it becomes temporarily idle or is retired from active use
and held for disposal (see para 59 of the [draft] FRS on property, plant and
equipment)?

We agree that depreciation should not cease when the relevant asset becomes temporarily
idle; in such circumstances, it is likely that such an asset will continue to reduce in value
notwithstanding the fact that it is not being used. Should an asset be retired from use and
held for disposal, we would expect depreciation to be suspended; however such an asset
might well need to be revalued downwards to reflect its revised fair value.



LONDON INVESTMENT BANKING ASSOCIATION

6 Frederick’s Place, London, EC2R 8BT
Tel: 020 7796 3606 Fax: 020 7796 4345
E-mail: liba@liba.org.uk  Website: www liba.org.uk

Direct: 020 7367 5507 Email: ian harrisoni@liba.org.uk

10 September2002

Mr. Stephen McEwan
Accounting Standards Board
Holborn Hal

100 Gray’sInn Road

London WC1X 8AL

By email to: fred24@asb.org.uk

Dear Mr. McEwan

Financial Reporting Exposure Draft 24: The Effects of Changesin Foreign
Exchange Rates; Financial Reporting in Hyperinflationary Countries

LIBA is pleased to comment on the above exposure draft. LIBA is, as you probably know, the principal
UK trade association for investment banks and securities houses, and our members have considerable
experience of, and interest in, the reporting of the effects of exchange rate movements under different
accounting and reporting regimes. A full list of our membersis attached.

Before responding to the detailed proposals, we wish to state an important general view of our members,
which is set out in more detail in the attached letter to Allan Cook, that the overriding goal of the current
exercise should be to achieve - as nearly as possible - full harmonisation between IAS and UK GAAP. It
follows that any differences between the IASB and ASB standards which result, respectively, from IAS 21
and FRED 24 should be kept to the absol ute minimum necessary.

The comments below follow the numbering and format of the “ Questions for respondents’ set out on
pages 13-14 of the FRED; our responses to the IASB questions are extracted from our separate letter
to the IASB on their Exposure Draft Improvements to International Accounting Standards. Please
notethat we have not responded to all of the questions.

ASB (ii)
Do you agree with the proposal not to include the IAS 21 provisions on the recycling of certain exchange
gains and |osses?

No. While we see both sides of the technical argument in the case of recycling, we do not believe that
application of the recycling concept is fundamentally misleading. It has been accepted and adopted by the
IASB and the FASB for many years. In our view, thisis not an area for departure from L& S that the ASB
should be considering.



LIBA

Of course, the issue is on the agenda at the TASB and if the IASB does indeed ban recycling,! that
should be reflected in UK GAAP. Given that companies will not want to alter their accounting twice
in the next few years, perhaps the best and most pragmatic way forward is to continue the current
UK practice of not recycling but make it clear that the position will be revisited when the IASB
completes its deliberations on reporting financial performance.

IASB (i)

Do you agree with the proposed definition of functional currency as “ the currency of the primary
economic environment in which the entity operates” and the guidance proposed in paragraphs 7-12
on how to determine what is an entity 's functional currency?

Yes. We agree that the definition of functional currency should be based on the concept of “the
currency of the primary economic environment in which the entity operates’. The changes proposed
relating to the definition and guidance provided will harmonize these concepts with those contained
in US GAAP (SFAS 52). We find particularly helpful the additional criteria that relate to the
determination of the functional currency of aforeign operation. The relationship between an entity
and its parent or the rest of its group is particularly important when determining its functional
currency and additional factors such as those listed in paragraph 9 become relevant where they
would not be for stand alone entities.

IASB (ii)
Do you agree that a reporting entity (whether a group or a stand-alone entity) should be permitted
to present itsfinancial statementsin any currency (or currencies) that it chooses?

We agree that a reporting entity should be permitted to choose the reporting currency for its
financial statements. This choice of a common reporting currency is essential for a group that

includes several different individual entities with different functional currencies.

IASB (iii)
Do you agree that all entities should translate their financial statements into the presentation
currency (or currencies) using the same method as is required for translating a foreign operation

for inclusion in the reporting entity 's financial statements (see paragraphs 37 and 40)?

We agree that all entities within a reporting group should translate their financial statements using
the same method. This is an essential element in providing consistent and comparable financia
information.

IASB (v)

Do you agree that

(a) goodwill and

(b) fair value adjustments to assets and liabilities
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that arise on the acquisition of a foreign operation should betreated as assets and liabilities of the
foreign operation and translated at the closing rate (see paragraph 45)?

We disagree. The financial statements of a foreign operation should not be affected by the sale of its
shares in the secondary market. This principleisfundamental to the integrity of stand-alone financial
statements. These financial statements represent the results of operations and the financial position
of the individual company for the period and at period end respectively, and should not be affected
by transactionsto which it is not a party, such asthe sale of its shares. Further we do not believe that
it is appropriate to require push-down accounting in a standard on foreign exchange. If the intention
was not to require push-down accounting, but only to require translation of the itemsin (a) and (b)
above at the closing rate on consolidation, this differentiation should be made clearer in the text.

We agree that fair value adjustments to assets and liabilities of an acquired foreign operation should
be translated at the closing rate. This method ensures that the entire asset is treated consistently and
translated at the same rate. Using different ratesto translate parts of assets depending of their date of
purchase would not lead to financial statement transparency.

However, we disagree with the proposition that goodwill should be translated at the closing rate.
Unlike afair value adjustment, goodwill is not an asset of the entity being acquired. It forms part of
the cost of the acquisition and is an asset of the parent. As discussed i13 the Basis for Conclusions,
the proposal would be impractical to implement when the acquired has multinational operations and
subsidiaries with many functional currencies. The question of how far to ‘push down’ the goodwill
isnot merely atheoretical issue but areal concern in practice.

We recommend that the existing choice in IAS 21 remain until the Board has agreed an approach to
the issue of push-down accounting in its project on Business Combinations. In our view, to force a
change in the name of elimination of a difference in aforeign exchange standard before the issue has
been fully considered and debated will lead to confusion both by preparers and users of financial
statements.

Other commentson IAS 21

1. Paragraph 30 proposes that exchange differences arising on a monetary item that forms part of a
reporting entity’s net investment in a foreign operation should be recognised as income or
expense in the separate financial statements of the reporting entity. This treatment seems
inequitable if the parent entity is equity accounting for its investment or carrying it at historical
cost. (We realise that there are proposals to ban the use of the equity method, but we disagree
with these proposals - see our comment in Appendix 4 (of our 10 September letter to the |ASB)
on Paragraph 13A of IAS 27). If the parent accounts using the equity method, its share of the
assets and liabilities of the foreign operation will be included in its financial statements at the
closing rate and the exchange differences will be reflected in equity whilst the foreign exchange
gains or losses on the hedge would be included in the income statement. This seems
inappropriate.
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In addition, if a reporting entity carriesits investment at cost, the portion of the net investment
represented by equity shares will remain at the exchange rate at the date of the purchase of the
shares but the receivable for which settlement is neither planned nor likely (in substance
equity) is revalued to the closing rate through the income statement. This treatment seems
inconsistent and ignores the equity-like substance of the receivable.

Paragraph 50 proposes that an entity disclose the amount of exchange differences included in
profit or loss for the period. Whilst we are not opposed to this disclosure for most foreign
exchange gains and losses , we would thaw your attention to the fact that most of our members
are dealers in foreign exchange and other financial instruments. Whilst certain gains or losses
from dealer transactions include an exchange difference that are required to be recognised in the
income statement, we feel that the more appropriate disclosure of such trading gains and losses
is to include them in trading revenues rather than group them with dissimilar foreign exchange
transaction gains and losses recognised on other non-trading items. This treatment is standard
industry practice for broker dealers in the UK and would be consistent with US GAAP (SFAS

52 paragraph 30).

We would of course be very pleased to elaborate on any or all the views set out above
- either in writing or at an informal meeting— if you would find that helpful.

Ypurs sincerely

|

VA

Ian Harriso

Director



LIBA

LONDON INVESTMENT BANKING ASSOCIATION LIST OF MEMBERS

Ansbacher & CoLimited

ABN AMRO Bank N.V.

Arbuthnot Latham & Co., Limited
BNP Paribas

Bank Insinger de Beaufort plc
Barclays Capital

Bear, Stearns International Limited
Beeson Gregory Limited
Cazenove & Co. Ltd

CIBCWorld Markets Plc

Citigroup Inc.

Close Brothers Corporate Finance Ltd
Coallins Stewart Limited
Commerzbank AG

Credit Suisse First Boston (Europe) Ltd
Daiwa Securities SMBC Europe Limited
Dawnay, Day & Co., Limited
Deutsche Bank AG London
Dresdner Kleinwort Wasserstein
Goldman Sachs International
Greenhill & Co. International LLP
Hawkpoint Partners Limited
HSBC Investment Bank plc

ING Bank N.Y.

Instinet Europe Ltd

Investec Bank (UK) Limited

J.P. Morgan Securities Ltd

KBC Pedl Hunt Ltd

Lizard

Lehman Brothers

Merrill Lynch Europe PLC

Mizuho International plc

Morgan Stanley International Ltd
Nomura International plc

N M Rothschild & Sons Limited
Old Mutual

Robert W. Baird Group Limited
Singer & Friedlander Limited
Société Générale

3i Group plc

The Toronto-Dominion Bank
UBS Warburg

Westdeutsche Landesbank Girozentrale

September 11, 2002



I LONDON INVESTMENT BANKING ASSOCIATION
I B 6 Frederick's Place, London, EC2R 8BT
Tel: 020 7796 3606 Fax: 020 7796 4345

E-mail: liba@liba.orguk  Website: www.liba.org.uk
Direct: 020 7367 5507 Email: ian harrison@liba.org.uk

10 September 2002

Allan Cook Esq CBE
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By email to: a.cook@asb.org.uk

Dear Allan

Current FREDs and the ASB programme of conver gence with IFRS

I am writing to express a general LIBA concern about one aspect of the ASB programme to bring about
convergence between UK Accounting Standards and International Financial Reporting Standards. This
concern has been highlighted by our current work on preparing responses to the IASB Improvements
Project Exposure Draft, to the proposed amendments to IAS 32 and IAS 39, and to certain of the related
FREDs.

A recurrent topic in the course of our discussions on these various exposure drafts is a worry that we
appear to risk ending up with an unnecessarily large number of differences between the amended
IAS/IFRS and the amended UK FRS.

While we share a number of the ASB’s reservations on aspects of the IASB proposals, we would stress
that we believe the overriding objective of the ASB 's current programme should be to achieve - as nearly
as possible - full convergence between UK GAAP and IAS.

We would, for example, strongly support the approach taken by the ASB in its efforts to simplify hedge
accounting, which we believe offers a way to achieve a significant improvement to IAS 39. We presume
you will be making representations to the |ASB to encourage them to adopt this approach in their current
revision of IAS 39, and very much hope that you - and others expressing similar views - will be able to
persuade them to accept this change. Should this pressure be unsuccessful, however, we would have
considerable difficulty in supporting an ASB standard which conflicted with the revised IAS 39, in
whatever form it finally emerges. In the final analysis we would regard a UK standard which is consistent
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A closely related point is that we think the ASB should wherever possible avoid proposing FRS
which contain slight differences from the corresponding IASB proposals. Such small changes risk
creating a ‘UK version of IAS which, if not defeating the purpose of harmonisation entirely, will
certainly decrease its benefits. For example, one such ‘minor’ difference in each standard would
result in around 40 differences between |AS as promulgated by the IASB and as applied in the UK.

We recognise that in certain instances it may be appropriate for UK GA AP to require a departure
from IAS but we believe this should happen only when application of the published IAS would be
inadegquate or misleading, or in contravention of UK company law. Given the due process and
experience of the IASB, we would expect few such departures to be necessary.

We would of course be very pleased to elaborate on our views - either in writing or at an informal
meeting - if you would find that helpful.

With kind regards
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