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----- Original Message-----

From Tom Ravlic [mailto:ravlic@igfoot.coni
Sent: 04 April 2003 14:12

To: Stevenson Kevin; Tweedi e David

Cc: Kimmtt Annette

Subj ect: busi ness conbi nati ons submn ssion

| nportance: High

Dear Davi d,

Pl ease accept ny apologies for this |ate subm ssion on your

conpr ehensi ve exposure drafts on business conbi nations. | have been

ot herwi se engaged and have been unable to devote ny usual tinme to
drafting a nore conprehensive response to what is a critical accounting
devel opnent for the gl obe and, indeed, Australi a.

My initial response to the philosophy the board is follow ng on

busi ness conbi nations is the general direction of using purchase
accounting is appropriate. | am however, appalled by the fact the
board is insisting on the identification of an acquirer rather than the
use of the concept of accounting for the entity that has been
established. | prefer the Australian approach in this regard because it
avoids the intellectually dishonest selection of one party as an
acquirer when in all cases the activity does create a new or inproved
entity. In any case it is not the sane entity that existed prior to an
acqui sition of one kind or another taking place. | find the US-style
approach i nadequate and one that nust be reviewed by the board as a
matter of urgency. The inperative nust be to inprove the quality of
financial reporting and one el enment of this nust be to elimnate
financial reporting arbitrage. Requiring the fingering of one

party involved in a transaction as an acquirer mght be a sinple
solution, but it is - quite frankly - far fromsatisfactory. It is a
major failing in the proposals and one needi ng urgent anendnent before
this patient can be assessed as being fit to be rel eased on the
streets.

This manifests itself in the types of financial reporting we see in the
case of the business conbinations known as dual |isted conpanies such
as BHP Billiton and Branbles GKN. It is inappropriate for these
entities to account for the arrangenents as if they were poolings of
interests. The | ASB should deal with this type of issue expeditiously
and take careful note of the advice enbedded in one of the dissenting
or alternative views of an unidentified board nmenber. | fully concur
with the notion that these very large entities should be subject to
fresh start accounting and the entity that is created nust be accounted
for. Picking an acquirer in these circunstances could lead to a

m sl eadi ng accounti ng outcome because only one of the sides of the
transaction would need to be fair valued. In a fresh start nodel both
sides of the transaction need to be fair valued and brought together

wi thin the books of the new 'super entity' that energes.

It is unfortunate the | ASB has been unable to come to terms with that
in one of the first core exposure drafts and | sincerely hope this
circumstance is rectified over the next weeks and nonths.



One of the argunments against radically altering the docunment put up for
exposure to incorporate the accounting treatment | suggest should occur
is that tinkering with the exposure draft's shortcom ngs in accounting
for the economic entity created fromthe transacti on nmay cause the | ASB
to fail to neet its obligations to help Europe across the |line for 2005
adoption. It is a concern that was raised with ne in conversation with
accountants here in Australia. On the one hand the Anerican approach is
probably the easy way out in the short-term but it might introduce
poor reporting practices that will be difficult to unwi nd going
forward. This occurred in the case of financial instruments and | am
somewhat concerned the 1ASB is repeating history with accounting for
busi ness conbi nations in a manner that does not reflect the true
econoni cs of what has gone on. That is a standard setting cop-out and
it should be an enbarrassnment to the standard setter for even
suggesting that nethod of accounting for business conbinations fits
within the concept of lifting the bar on the quality of financia
reporting. In no way is this approach to accounting for the entity that
is borne out of a business combi nati on adequate.

Anot her issue of concern to nme is the issue of the determination of the
cash generating unit as raised in the inpairment literature. This is
an issue that has caused sone consternati on because some conpani es have
i ndicated in conversation they find it somewhat challenging to
deternm ne what the cash generating unit is and how far down into the
organi sational structure. It may be a matter that is difficult to
provi de further guidance on froma standard setter's perspective, but |
do think this needs further consideration because it would appear to ne
the concept of a CGU will be difficult to operationalise in a sensible
fashi on.

There is sone concern anobng conpanies in Australia over the adoption in
this country of IAS 38 as a standard to regulate accounting for

i ntangi bl e assets. Sone senior accountants argue that inporting the |AS
38 literature into this country has unreasonabl e consequences for
conpani es that have reval ued intangi ble assets, for exanple, would need
to wite those revaluations down if they do not cone frominstances
observed in a secondary market. It is causing some angst within a
narrow group of professionals within the accounting environnent here.
Their arguments may have sonme nerit in a general discourse but if the
adoption directive is to be net the intellectual debate is drowned out
by the orthodoxy of adoption.

This is one of the great threats in the Australian environnent to the
devel opnent of accounting thought in this country. Wiile | might

di sagree with aspects of what sone of the critics of IAS 38 have to say
| do defend both their right to say it and their timng for expressing
t hese vi ews.

While a single global set of standards is a great idea it should not be
used by politicians as a way of nuting the debate, whcih is a process
t hat di scourages genui ne thought processes.

I would Iike to ask you to encourage the major firns to permt their
donestic affiliates to respond to exposure drafts by engaging in their
own processes. That, | think, is critical for the nurturing of the
debate and growth of the accounting profession's capacity to think and



debate openly over the next few years and beyond. My experience is that
sonme firms di scourage donestic subm ssions on issues in order to have

gl obal consistency. | believe this is unhealthy and not in the public
interest. A greater openness fromthese organisations is necessary in
order to foster greater debate on these matters. | am of the view they

are only concerned about the growh of the firns rather than
participating in the broader policy debates in general and on
particul ar accounting standards.

It is a sad comment on ny own country's profession but this |apse into
the orthodoxy of adoption has generated an environment where it is
difficult to identify any independent thinking going on. | would
suggest there are too few individuals encouraged to take stands on
technical issues publicly. It may be because there is a narrower
definition of public interest operating within the accounting practices
t hensel ves. Your constituents should be opening up their procedures so
the technical debate can be had in its full glory rather than be

snmot hered by partners and others in major firns just wanting to

i mpl ement their global policies in every country they possibly can

Ki nd Regards

Tom Ravlic

Tom Ravlic SIA (aff)
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