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Anne McGeachin

Project Manager

Internationa Accounting Standards Board
30 Cannon Street

London

ECAM 6XH

By emall to: CommentL etters@iash.org.uk

Dear Ms McGeachin,

Exposure Draft ED 4 Disposal of Non-Current Assets
and Presentation of Discontinued Operations

| am writing on behdf of LIBA (the London Invesment Banking Association) to
comment on the above Exposure Draft. LIBA is, as you may know, the principa UK
trade association for invesment banks and securities houses, a full lig of our
membersis attached.

While generdly supportive of the Board's proposed approach, we do have a specific
comment on one aspect of the Exposure Draft; this is set out below in the form of a
response to Question 6 in the “Invitation to Comment” section of the Exposure Dréft.
Please note that we have not responded to the other questions.

Question 6 — Removal of the exemption from consolidation for subsidiaries
acquired and held exclusively with aview toresale.

In our letter of 10 September 2002 commenting on the IASB’'s May 2002 Exposure
Draft of Proposed Improvements to International Accounting Standards, we raised a
number of concerns with both IAS 27 and IAS 28 rdding to the exemption for
consolidation where acquired subsidiaries or associates were hed with a view to
subsequent disposd, as wel as to the use of a twdve month timeframe.  For
completeness, we have included in the Attachment the rdlevant excerpts from that
|etter.

It follows from the views expressed in that letter that we strongly believe that IAS 27
should retain an exemption from consolidetion of a subsdiay where control is
intended to be temporary, dthough we would support the deletion of a specific
timeframe for the definition of “temporary”.



As dated in our origind letter, this issue is of particular concern for organisations
with venture cepitd budnesses, for unit trusts and other smilar organisations, where
we bdieve the requirement for such investments to be consolidated, rather than
caried a far vaue, “will result in the financid datements for these entities keing less
meaningful to users. The nature of these busnesses is that investments are temporary
and the objective return to the investor arises through the subsequent resde of the
invesment. The underlying assets and liabilities in the invesments will differ in
nature to those of the investor and are not pat of the Sructure through which the
investor group operates its busness, or gets its intended return on its investment.
Including these entities in consolidated accounts is mideading to users and will distort
comparability year on year and/or between Smilar entities’.

We ds0 agued tha the use of a fixed twdve month timeframe was in any
circumgtance ingpproprigte and was not helpful in determining the relevance of such
information for users of accounts. We would therefore not support the continued
incluson of such a clause within IAS 28, paticularly as it would now be incongstent
even with IAS 27.
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| hope that these comments are helpful. We would of course be very pleased to
expand on any particular points if there are agpects which you find unclear, or where
you would like further details of our views.

Y ours Sncerdy

lan Harri son

lan Harrison
Director
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ATTACHMENT

Extractsfrom LIBA’sletter of 10 September 2002 commenting on
the |ASB Exposure Draft of Proposed Improvementsto IAS

(page and paragraph numbers are those of the origind |etter)
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IAS 27 Consolidated and Separate Financial Statements
(pages 14-15)

3. Paragraph 13 dates that “a subsdiary shdl be excluded from consolidation when
control is intended to be temporary because the subsdiary is acquired and held
exdusvely with a view to its subsequent digposd within twelve months from
acquistion”. We bdieve tha the key congderation is the intention to dispose of
the invetment and the addition of a fixed time criterion is both unnecessary and
arbitrary. It may aso cause companies such as venture capitaists and unit trusts
to consolidate certain companies but not others, where the underlying assets are
incidental to the invesment and completely unrdlated to the core businesses of
these reporting entitiess  The accounting trestment for these entities is discussed
further below.

4. Paagraph 13A dates that “A subdgdiary is not excluded from consolidation smply
because the investor is a venture cgpita organisation, mutud fund or smilar
entity”. We believe that this clause, taken with the other criteria in paragraphs 13
and 14, will result in a requirement for these types of busnesses to consolidate
some of ther investments rather than cary these invesments a far vaue. We
grongly bdieve tha this will result in the financid daements for these entities
being less meaningful to users. The nature of these businesses is that investments
ae temporay and the objective return to the investor arises through the
subsequent resde of the invesment. The underlying asssts and liabilities in the
invetments will differ in nature to those of the investor and are not pat of the
dructure through which the investor group operates its business, or gets its
intended return on its invesment.  Incduding these entities in consolidated
accounts is mideading to users and will distort comparability year on year and/or
between dmilar entitiess We agree with the IASB (in the IAS 28 Bads for
Conclusons, paragraph A4), tha “far vadue measurement for these entities
produces more reevant information”. We dso note that the IASB concluded (in
paragraph A6) tha far vadue was an appropriate bass for investments in
asociates “by venture capitd organisations ... and Smilar entities ... when such
measurement  is wel-established practice in the indudries involved’. It is
inconsgent to change a well-established industry practice only for certain types of
invesment. Findly, we note that the Joint Working Group of Standard Setters, in
determining an appropriate  vaudion bass for privae equity invesments,
specificdly excluded “venture capitd investment enterprises’ from carying such
invegments a anything other than far vaue (December 2000 consultation paper -
paragraph 122).



If, however, the Board decides not to amend the proposds to permit investments
made by venture cgpitd organisations, mutud funds, unit trusts and Smilar
entities to be caried a far vaue we urge that it recognise the practica
difficulties that firms may encounter in sourcing the necessary hidoricd
information, and that agpplication for these entities be required on a prospective
basis. Since there was no expectation that consolidation would ever be required
for these investments, certan higoricad information may not be avalable or
avalable only a ggnificat cost and effort. It is dso undear how ussful the
information produced by restating prior periods for the results of invesments
dready disposed of would be to a financia statement user. We therefore ask that,
if the Board rgects our cdl for such investments to be carried at far vaue, then
adoption for the types of entities referenced above should be made on a
prospective basis, rather than by restating previous periods, and that the difference
between the carrying amounts before and after the change in accounting policy be
recognised as an adjusment of the baance of retained earnings at the beginning of
the finanaia year in which this change is made.
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IAS 28 Accounting for Investmentsin Associates
(page 17)

2. Paragraph 8 dates that “an investment in an associate shal be accounted for under
the equity method except when the investment is acquired and hed exclusvely
with a view to its subsequent disposd within twelve months from acquigtion”.
We bdieve, consgent with our comments on proposed revised IAS 27 in
Appendix 4, that the use of a fixed twelve-month timeframe is not hdpful in
determining the rdlevance of such information for usars and that the amendment to
8(a) should not be made.”
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