Comments of the Accounting Standar dsBoard of the Ingtitute of Chartered
Accountants of India (ICAI) on the Exposure Draft of Proposed | mprovementsto
International Accounting Standards

The Inditute of Chartered Accountants of India, established Accounting Standards Board
in 1977, with a view to hamonise the to harmonise the diverse accounting polices and
practices. While formulating the Indian Accounting Standards, Accounting Standards
Boad gives due condgderdion to Internationd Accounting Standards and tries to
integrate them, to the extent possble, in the light of the conditions and practices
prevaling in India

With a view to draft comments on the Exposure Draft of Proposed Improvements to
International  Accounting Standards, the Accounting Standards Board condituted various
sudy groups in different parts of India The draft comments prepared by the study groups

were findised by the Accounting Standards Board. The following are the comments of
the Accounting Standards Board (herendfter referred to as the ‘Board’) on the exposure
draft of proposed improvements to International Accounting Standards.

1. IAS 1, Presentation of Financial Statements

Comments on Specific Questions

Commentson Question 1

The Boad agreed, keeping in view the internationd perspective, with the proposed
goproach regarding departure from a requirement of an Internationd Financid Reporting
Sandard or an Interpretation of an Internationd Financid Reporting Standard to achieve
afair presentation.

Comments on Question 2

The Board disagreed with prohibiting the presentation of items of income and expense as
‘extreordinary items in the income datement and the notes It was noted that the
regulatory bodies and corporate governance require more transparency in the financid
datements. The view was that the presentation of ‘extraordinary items on face of the
income datement provides useful information to usars of the financid daements in
asessng the current year peformence and dso predicting an  entity's  future
paeformance.  The Board was further of the view tha the proposed paragraph 78 should
be modified to specificdly require presentation of extraordinary items only on the face of
the income satement. It is suggested that paragrgph 78 may be modified in the following

form:
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“78. An entity shall present items of income and expense as extraordinary
items on the face of the income statement.”
It was noted that paragraphs 7 to 9 of IAS 8 (revised 1993) deding with net profit and
loss for the period have been incorporated in the exposure draft of IAS 1. It is suggested
that paragrgph 10 of IAS 8 deding with separate disclosure of profit or loss from ordinary
activities and extraordinary items should dso be incorporated in IAS 1 dong with
paragraphs 710 9. Paragraph 10 of IAS 8 isreproduced below:

“The net profit and loss for the period comprises the following components,
each of which should be disclosed on the face of the income statement:
(@ profit or lossfrom ordinary activities; and

() extraordinary items.”

Commentson Question 3

The Boad agreed that a longterm financid licbility due to be settled within twelve
months of the bdance dsheet date should be dassfied as a current ligbility, even if an
agreement to refinance, or to reschedule payments on a long-term basis is completed
after the baance sheet date and before the financid Statements are authorised for issue.
The Board agreed with the arguments of the IASB that refinancing a ligbility after the
baance sheet date does not affect the entity’s liquidity and solvency a the bdance sheet
date, the reporting of which should reflect contractud arrangements in force on that date.
It was further noted that as per proposed paragrgph 61, this amendment does not affect
the classficaion of a liadility as noncurrent when the entity has, under the terms of an
exiging loan fadlity, the discretion to refinance or ‘roll over’ its obligation for a leest
twelve months after the balance sheet date. The Board was of the view that the

classfication of ligbilities as current or non-current is now more specific as per the

proposed changes.
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Commentson Question 4

@ The Boad agred tha a long term financid ligbility thet is payable on demand
because the entity breached a condition of its loan agreement should be dassfied as
current a the balance sheet date, even if the lender has agreed after the baance sheet
date, and before the financid datements are authorised for issue, not to demand payment
as a consequence of the breach. The Board agreed with the views of the IASB that unless
the lender has waved its right to demand immediate repayment or granted a period of
grace within which the entity may rectify the breach of the loan agreement, the financid
condition of the entity at the balance sheet date was tha the lender hed an absolute
right to demand repayment immediatdly, based on the terms of the loan agreement, and
therefore an entity’s receipt of a waiver after the balance sheet date changes the nature
of the liability to non-current only when it occurs.

(b The Board agreed that 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
badance sheet date to provide a period of grace within which the entity can rectify the
breech and during that time the lender cannot demand immediate repayment, the liability
is clasdfied as non-current if it is due for settlement, without that breach of the loan
agreement, a least twelve months after the balance sheet date and:

0] the entity rectifies the breach within the period of grace;

(ii) when the financid datements are authorised for issue, the period of grace

isincomplete and it is probable that the breach will be rectified.

Commentson Question 5

The Board agreed that an entity should disclose the judgements made by management in
aoplying the accounting policies that have the most ggnificant effect on the amount of
items recognised in the financid datements. The Board was of the view that disclosure of
these judgements would enable the user of the financid Satements to understand better,
the accounting policies gpplied and to make comparisons between entities.

Commentson Question 6
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The Boad agreed that an entity should disclose key assumptions about the future, and
other sources of management uncertainty, that have sgnificant risk of causng a maerid
adjustment to the carrying amount of assets and liabilities within the next financid year.

Commentsin relation to specific paragraphs

1 Paragraph 5

The Board noted that the words, ‘other events affecting it', has been added in the firgt
sentence of this paragreph. The Board was of the view that there can be lot of events of
nonfinancid nature which may effect an entity and it would be difficult to represent dl
those events in the financid datements. It was decided that it should be redricted to
other events affecting the items of financid Statements and therr disclosure. It was
suggested that in place of the words, ‘other events affecting it’, the following words may
be subgtituted:

“other events affecting items of financid statements and their disclosure.”
2. Paragraph 10
In the lagt sentence of this paragrgph, the words, ‘is presumed to' has been added. The
Board was of the view tha it is not gppropriate to use the word, ‘presume in the
dandard. It was suggested tha the word, ‘normdly’, may be used in stead of usng the
words, ‘is presumed to'.

3. Paragraph 12 of IAS 1 (revised in 1997)

The Board noted that it has been proposed to ddete paragrgph 12 of IAS 1 which is
reproduced below:

“Inappropriate accounting treatments are not rectified either by disclosure of the
accounting policies used or by notes or explanatory material.”
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The Board was of the view that this paragraph should be retained in the standard. It was
suggested that this paragraph may be given in explanatory form rather than giving in bold
italic.

4. Paragraph 76

The Board disagreed with ddetion of dause (b) of paragraph 75 of the exding IAS 1
which requires that the results of operating activities should be disclosed separady as a
line item on the face of the income statement. It is noted that an entity is required to
disclose the operating results even segmentwise.  The Board was of the view that at the
same time, disclosure of the results of operaing activities on the face of income satement
would provide useful information to usars of the financd daements to judge the
profitability of overdl operation of an entity.

5. Paragraph 102 of the existing IAS 1 (revised 1997)

0] The Board was of the view that the requirements as to disclosure of an entity’s
country of incorporation and the address of its regisered office should be retained in the
Sandard.

(i) With reference to deetion of dause (d) of paragraph 102 of the exiging IAS 1, it
is suggested that the users of financid datements generdly require information about Sze
of an entity and its operation. It is fdt tha informaion about the number of an entity’s
employees would hdp usars of the financid Statements to judge Sze of an entity. It is
suggedted that the information as to the numbers of an enttity’s employees should be
disclosed in the financid satements.

6. Paragraph 108

It is suggested that the word, ‘mogst’ should be ddeted from this paragraph.
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2. IAS 2, Inventories

Comments on Specific Questions

Commentson Question 1
The Boad agreed with diminating the dlowed dterndive of usng the lagt-in, firg-out

(LIFO) method for determining the cost of inventories under paragraph 23 and 24 of 1AS
2. In this regad, it was noted that Indian Accounting Standard (AS) 2, ‘Vdudion of
Inventories issued by the Council of the Inditute of Chartered Accountants of India dso
provides tha the cost of inventories shdl be assgned usng the firg-in, firg-out (FIFO),
or weight average cogt formula. The dlowed dternative treetment of usng LIFO method
for determining the cogt of inventories has not been provided in AS 2 and the IASB's
proposa to diminate the dlowed dternative of usng LIFO from IAS 2 is conggent with
the principds enunciated in AS 2.

Commentson Question 2

IAS 2 requires reversd of write-down of inventories when the drcumdances tha
previoudy caused inventories to be written down beow cost no longer exigt (paragrgph
30). IAS 2 dso requires the amount of any reversal of any write-down of inventories to
be recognised in profit and loss account. The Boad agreed with retaining these
requirements. It was pointed out that reversa of write-down of inventories is dso
required by AS 2 issued by the Inditute of Chartered Accountants of India though such
reversd is not specificaly recognised in the profit and loss account. The Board was of
the view that the requirement of reversd of write-down of inventories is condstent with
the provisons AS 2 and should not be dispensad with.

Commentsin relation to specific paragraphs
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1. Paragraph 1

The Board noted that the word, ‘producers has been deleted from dause (c) of paragraph
1. It was discussed tha the deletion of the word, ‘producers would extend the scope
exception to inventories of brokers and deders of agriculturd and forest products,
minera ores etc. The Board was of the view that as per the proposed change the
inventories in case of brokers and deders would be vaued a net redisable vaue which is
not appropriate. It was further noted that paragraph 3 of IAS 2 dates that the inventories
referred to in paragraph 1 (C) are measured a net redisdde vaue at certain stages of
production. The Board was of the view that deetion of the word, ‘producers from
paragrgph 1 () would make paragraph 3 redundant. If the intention of proposed change
in dause () is to cover the inventories of brokers and producers within the exception,
corresponding paragraph 3 should dso be modified in accordance with changes proposd

in paragraph 1 (c).

2. Paragraph 16

0] Attributable overheads which would be incduded in the cogt of inventories of a
savice provider may be illudrated by giving examples amilar to those given in
paragraph 14 for ‘other costs in case of inventories of producers.

(i) The Boad was of the view that it would be more gppropriate to use the words,
‘non-dtributable overheads in place of the words ‘non-production cods in the
last sentence of this paragraph. The Board was of the view that the words, ‘non-
production costs are generdly used in case of inventories of producers.
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3 IAS 16, Property, Plant and Equipment

Comments on Specific Questions

Commentson Question 1

We agree tha dl exchanges of items of propety, plant and eguipment should be
measured a far vadue, except when the far vdue of neither of the assets exchanged can
be determined rdiably.

Comments on Question 2

We agree that dl exchanges of intangible assets should be messured a fair vaue, except
when the fair value of neither of the assets exchanged can be determined rdligbly.

Commentson Question 3

For question 3, we patidly agree with the proposas of IASB. We agree that
depreciation should not ceese when an item of property, plant and equipment become
temporarily idle.  But we do not agree that depreciation should not cease even if the item
is retired from active use and hed for digposd. For etionde of our disagreement, please

See our comments on para 59.

Commentsin relation to specific paragraphs

1. Paragraph 7

There is an important change in para 7(b) which is not even discussed in ‘Summary of

Changes or ‘Bads of Condusons. The change is not at all acceptable for the
following ressons

Para 7 deds with criteria for recognition of propety, plant and equipment as assH.
Clause (b) requires rdiable measurement of cost or, in case the asset is caried a a
revdued amount, relisble messurement of far vaue. While reiable messurement of cost
is an exiging requirement, relidble messurement of far vdue for revauation cases is a
new requirement. It should be noted that as per paa 14, initid messurement should
aways be a cost aly. [Of course, specid treatment is needed in case of busness
combinations in the nature of acquistion as per 1AS-22].At subsequent measurement, in
revaluation cases, if far vadue is not religble should an asset be de-recognised even if
inflow of economic benefits is probable? Proposed Para 7(b) leads to tha concluson! In
our view, it should not be de-recognised If far vadue is not reigble, then, some other
dternative should be found. [AS-38 deds with such gtuations in the case of intangible
assets (paras 72-75). Smilar provisons could beinserted in IAS-16 also.

There is one more reason for oppodng the change 1AS-38 dso permits revaudion of
intangible assats. But no change has been proposed in recognition criteria given in para
19. Why, then, an unwarranted change has been proposed in IAS-16 only?
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A quesion may aise here. The recognition criteria given in para 89 of ‘Framework for
the Preparation and Presentation of Financid Statements refers to rdiability of ‘cost or
vadue. What is the dgnificance of ‘vaue here? In gpecid cases like busness
combinations in the nature of acquigtion (IAS22), indead of cog, far vdue is rdevant.
It does not refer to revauation cases. Hence the above para cannot be pressed into saervice

to judtify the proposed changein IAS 16.
2. Paragraph 9

This paragrgph explained firgt recognition criterion (para 7(a)). Reason for deetion not
clear. Wefed that deletion is not warranted.

3. Paragraph 10

This paragraph explained second recognition criterion (para 7(b)). Reason for ddetion is
not clear. Probably since proposed change in para 7(b) includes reference to far vaue
for revdudion cases wherees exiding para 10 refers to ‘cod’ only, the deetion might
have been proposed. But snce proposed change in para 7(b) itsdf is not acceptable and
aso because initid recognition should dways be a cos and not a far vaue ddetion of
para10isnot acceptable.

4, Paragraph 12

Exiging para 12 refers to gppropriateness of ‘component’ gpproach in accounting.  The
rewording implies some sort of compuldon to adopt ‘component goproach’.  The
‘Summary of Changes refers to ‘materia components (See page 125 of the ‘Proposed
Improvements). The word ‘materid’ is absent in proposed changes. It may be inserted
in the proposed changes.

5. Paragraph 15(b)

Net proceeds from sdling samples is actudly ‘incidentd income. It may be ‘negdive
adso. Hence the words ‘after deducting’ in the proposed revised para 15(b) should be
amended as ‘&fter adjusting'.

6. Paragraph 15A

The deletion of the words ‘such as for architects and engineers in the renumbered item
(€) isunwarranted.
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7. Paragraph 17

Exiding para 17 has been changed dtogether and broken into three paras viz. 17, 17A
and 17B. In para 17, four examples are given for cods that are not components of cost of
property, plant and equipment. Now adminigration and other generd overhead costs will
not foom pat of cos under any crcumdances [Under exiding para 17, they ae
excluded unless they are ‘atributed to acquigtion’]. So far adminidration and generd
overheads are concerned, existing exception may be permitted This is because the
exception is permitted in IAS-2 (vide para 14(c)) where the excduson is qudified by the
words “that do not contribute to bringing the inventories to their present location and
condition”. This implies that the exduson is not agpplicable, if adminidrative overheads
othewise contribute to  bringing the inventories to ther present location and condition.
No amendment isfound in the * Proposed Improvements in para 14(c) of IAS2).

8. Paragraph 23

Subsequent  expenditure  incurred  to enhance  dandard  of  performance  assessed
immediately before such expenditure should be capitdised. The exiding requirement is
that there should be enhancement of origindly assessed dandard of peformance. This
change is not acceptable .It may be noted that dtandard of performance assessed
immediady before the subseguent expenditure will in most of the cases be increased
after the sad expenditure is incurred. Hence even routine repars will qudify for
copitdisation, frequently tinkering with ‘cos’. Also the change requires assessment of
dandard of peformance before incurring subsequent  expenditure.  This is  not
practicable. The exemption on the ground of ‘undue cost or effort’ is not available. The
lenience given in new paa 26 (former para 25 redrafted) in respect of immaterid
replacements may not be helpful when amgor repair takes place.

Conseguentid _changes from para 23A to para 26 are aso not acceptable since these
changes flow from change in para 23.

[ Hence smilar changes in 1AS-36 (paras 37(c) ,38(b), 41,42 and 96(d)-vide pp 384-386
of the ‘Proposed Improvements) and in IAS-38 (paras 60 and 61 -vide page 392 of the
‘Proposed Improvements) are aso not acceptable].

Without prgjudice to our views, we wish to point out para 25 is not very dear. This para
inter-alia, says tha if after imparment loss, some expenditure is incurred and future
economic benefits are increased, it can be capitdised only to the extent of reversd of
imparment loss But para 23 (dandard portion) does not put  any celing. There is no
caling on recognition of some expenditure as assdt, if some economic benefits is
probable. (vide paas 7 and 13). Rather, after recognition, impairment loss is separady
recognised. Para 25, inter-alia, carves out an exception when subsequent expenditure is
incurred after an impairment 10ss
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9. Paragraph 49

Review of useful life a each bdance sheet date is not acceptable snce it is
impracticble. The exiging requirements of periodicd review can continue. [If 4ill the
change is introduced, the words “financid year end’” should be changed as “bdance sheet
date’ or “accounting period end’].

10.  Paragraph 50

Deetion of the words ‘beyond its origindly assessed dandard of performance is a
consequentia  change due to change in para 23. Since change in para 23 itsdf is not
acceptable, proposed change in para50 dso is not acceptable.

[smilar changes in IAS-38 (paras 94 and 95-vide pp 394 and 395 of the ‘Proposed
Improvements) are dso not acceptable].

11.  Paragraph 51

Review of depreciation method at least a each financid year end- Not acceptable since
it is impracticable. Exemption on the ground of undue cogt or effort is dso not avaladle.
The exiding requirement of periodicd review is sufficent. [If ill the change is
introduced, the words “financid year end” should be changed as “bdance sheet date’ or
“accounting period end’].

12. Paragraph 59

Depreciaion in respect of items retired from active use is not acceptable. For all
practical purposes, they ae not propety, plant and eguipment snce they ae no longer
meet the definition criteria  The exiding treatment (i.e exhibition a lower of carrying
amount and net rediisable vaue) can continue.
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4, IAS-17, Leases
Comments on Specific Questions
Commentson Question 1

We agree with the proposals of IASB tha in case of land and buildings, the lease should
be golit into two dements. We agree that land should be generdly classfied as operating
lease while building should be dassfied as operating or finance lease, as gppropriate.

Comments on Question 2

In quedtion 2, there are two sub-questions. We agree with the proposds of IASB for both
these two sub-questions. i.e initid direct cogts incurred by the lessor in negotiating a lease
should be capitdised over the lease terem. We ds0 agree that only incrementa costs that
ae directly atributable to the lease transaction including ‘interna costs should be
cgpitdisad in thisway.

I mportant change required
Animportant change is required in para 36 of IAS-17. The first sentence reads as below:

“The sdes revenue recorded a the commencement of a finance lease term by a
manufacturer or deder lessor is the far vdue of the asst, or, if lower, the present vaue
of the minimum lease payments accruing to the lessor, computed a a commercid rate of
interest”.

The second sentence reads as ba ow:

“The cost of sde recognised a the commencement of the lease term is the codt, or
carying amount, if different, of the leased property less the present vdue of the
unguaranteed residua vaue’.

Genadly, far vdue will be equd to net invesment in the lease which includes present
vadue of unguaranteed resdud vaue If sdes is to be recorded a far vaue (assuming
that there is no need to adopt present vdue of minimum leese payments due to atificidly
low rae of interest) and present value of unguaranteed resdud vaue is to be reduced
from cogt of sdes where should the contra adjusment be made? Naturdly sdes. Hence
the firg sentence of para 36 should be amended by inserting the words “less the present
vaue of unguaranteed residud value® after the words “fair vaue of the asset”.

The reason for such insartion after the words “fair vaue of the asst” is that in case sde is
recorded a present vdue of minimum lesse payments, the adjusment is automdic. This
is because, in such a case, net invesment in lease (debit aspect) includes present value of
unguaranteed resdua vaue while sdes (credit aspect) recorded a present vaue of
minimum lease payments excludes the same. Hence when cost of sdes is credited with
such present vdue of unguaranteed resdud vdue, the accounting entry is tdlied and
there is no need for further adjustment.
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Notee The reduction of unguaranteed resdud vaue from cost of sdes is a change
effected after 1993 in line with US GAAP. In 1993 verson of IAS17 (reformatted, 1994)

this requirement is not found in the corresponding para 41. There, both sdes and cost of
sdeswill be stated without such reduction.

Consequential amendments:

Reference to concept of practicdity has been changed to ‘undue cogt or effort’ throughout
the ‘Proposed Improvements and hence consequentid amendment to para 12 of IAS17
is aso acceptable. [vide page 364 of the * Proposed Improvements .

Related changes:

()The amendments proposed in para 56 and new para 58 of 1AS-16 (vide pp 150-151 of
the ‘Proposed Amendments) and paras 104 and 104A of 1AS38 (vide page 395 of the
‘Proposed Amendments) have reference to sde and leaseback under 1AS17 and ae
acceptable.

(i)The amendments proposad in IAS40 dso affect IAS-17. (vide pp 345350 of the
‘Proposed  Amendments).These amendments give a choice to the lessee to treat a
property interest held under a operaing lease as if it were a finance lease for accounting

purposes. We suggest that the proposed change may be gpplicable for minimum lesse
period exceading athreshold limit.
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5. IAS 21, The Effects of Changesin Foreign Exchange Rates

Comments on Specific Questions
Commentson Question 1

We agree. However, additional guidance would be useful.

Comments on Question 2

We agree, subject to any legal requirements in the home country or the host country or
countries.

Comments on Question 3

We agree. However, share capital should be trandated at the historical rate, and not at
the closing rate, because the purpose of the trandation exercise is to capture the
economic effect of foreign operations on the shareholders equity. Paragraph 37 needs to
be amended.

Comments on Question 4

We agree.

Comments on Question 5

We agree.
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6. IAS 24, Related Party Disclosures

Camments on Specific Questions

Commentson Question 1

The Boad is of the view tha the Standard should require disclosure of managerid
remuneration which is pad in the ordinary course of an entity’s operaions. The Standard
should not exempt these items from disdosure because in many jurisdictions disclosure
in financid daements is the primay accountability mechanism for  management

remuneration.

The term “managerid remuneration” may be defined to indude-

(8 any expenditure incurred by the company in providing any rent-free accomodation, or
any other benefit or amenity in respect of accomodation free of charge, to any of it's
management personnd.

(b) any expenditure incurred by the company in providing any other benefits or amenity

free of charge or a a concessond rate to any of it's management personnd.

(© any expenditure incurred by the company in respect of any obligaion or sarvice,
which, but for such expenditure by the company, would have been incurred by any of the
managerid personnd.

(d) any expenditure incurred by the company to effect any insurance on the life of, or to
provide any pendgon, annuity or grauity for, any other manegerid personnd, or his

spouse or child.

Commentson Question 2
The Board is of the view that the Standard should require disclosure of related party

transactions and outstanding baances in the separate financid statements of a parent or a
whaly-owned subddiary that are made avalable or published with consolideted financid
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datements for the group to which that entity bdongs. The exemption is not vdid on the
fallowing grounds:

(a) The financid daements of an entity that is pat of a consolidated group, including
those of the parent or a whally owned subsdiary, may include the effects of extensve
intragroup transactions . Thus mog of the revenue and expenses for such an entity
may be derived from related party transactions. The disclosures required by IAS 24
are essentid to undergtand the financid podtion and financid performance of such an
entity.

(b) The materid transactions between a parent or wholly-owned subsdiary and related
paties outdde the group might be immaterid to the group. In these cases, when the
exemption in paragrgph 3 is used, these related party transactions would be disclosed
neither in the entity’s separate financid datements nor in the consolidated financid
Satements of the group.
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7.

IAS 27, Consolidated and Separ ate Financial Statements

Responses to specific questionsraised

Question 1

Response

Question 2

Response

Do you agree that a parent need not prepare consolidated financial statements if all
the criteria in paragraph 8 are met?

We agree with the requirement that a parent need not prepare consolidated financid
datements if dl the criteria in paagraph 8 ae met.  Such a reguirement would
ensure that companies in a group that ae required by law to publish financid
datements under 1ASs in addition to the group's consolidated financid datements
would not be unduly burdened.

However it is possble that the usage of the word "securities' contained in paragraph
8b) and 8() may be condrued differently across the world, resulting in
interpretative differences.  Accordingly, it would be appropriate if this word is
defined/articulated more eaborately.

Two posshle ways of doing so ae to subgtitute the word "securities' contained in

paragraph 8(b) and 8(c) with:

- "finendd indruments as defined in paagrggh 8 of IAS 39 Fnancd
Indruments. Recognition and Messurement”.  The definition contained in IAS
39 daes that "A financid instrument is any contract that gives rise to both a
financid asset of one enterprise and a financid liability or equity instrument of
another enterprise”; or

- "eguity and debt securities'.

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 agree tha minority intereds should be presented in the consolidated baance
sheat within equity, separatdy from the parent shareholders equity (see paragraph
26). This change would be paticularly important for companies in certain indudtries
that are required to maintain a minimum net worth. Clearly in such cases minority
interests would be consdered to be an integrd pat of the group's equity (resdud
interest).

An important result of this change is that minority interets would now be an
integrd pat of the equity of the group. However it is noted that the proposad
paragraph 26 dates that "Minority interests in the profit or loss of the group shdl
dso be spaady presented’. Such presentation involving the deduction of minority
interests in the computation of net profit and loss may be inconsgent with the
classfication of the minority interes within equity.  Consequently, we recommend
that minority interets be trested &kin to other components of equity, with
movements (incduding the minority interests in the profit and loss) disdlosed in the
gatement of changes of in equity.
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Question 3

Response

Do you agree that investments in subsidiaries, jointly controlled entities and
associates that are 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 1AS 39, Financial Instruments:
Recognition and Measurement, in the investor's separate financial statements
(paragraph 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 the investor’ s separate financial statements (paragraph 30)?

We agree that invetments in subddiaries jointly controlled entities and associates
that are consolidated, proportionately consolidated or accounted for under the equity
method in the consolidated financid datements should be ather caried & cost or
accounted for in accordance with IAS 39, Fnancid Indruments Recognition and
Messurement, in the investor's separate financid dSatements (paragraph  29).
Further we dso agree that investments in subgdiaries, jointly controlled entities and
asociates are accounted for in accordance with 1AS 39 in the consolidated financid
datements, then such invesments should be accounted for in the same way in the
investor’' s separate financid statements (paragraph 30).

It is possble however that the intended trestment of exduding the equity method of
accounting in separate financial Statements may not be followed by certan entities
due to paragraph 8A of IAS 28 which dates that "An investor accounts for an
investment in an associate usng the equity method irrespective of whether the
invetor dso has invetments in subgdiaies or whether it describes its financid
daements as consolidated financid  daements'. This paagraph seems to
contradict both paragraphs 24A and 24B of IAS 28 and paragraphs 29, 30 and 33 of
IAS 27. A dmilar contradiction exiss between paragraphs 25A, 32A and 38 of IAS
31, Financid Reporting for Interestsin Joint Ventures.

Presented bdow are two possble methods for remedying the possble contradiction
noted above.

Option 1

An overdl review of the changes proposed in the IAS indicates a desre for an entity
to present a st of financid dSatements representing its economic exposure to
asociates and joint ventures irrespective of whether or not it has subsdiaries (i.e
irrespective of whether it has a "group”). Perhgps this need could be addressd in a
more definite maner by amending the definition of consolidated finencid
daements in IAS 27 to date "Consolidated financid datements are the financid
gatements of a group presented as those of a single economic entity.  In the event
that an entity does not have a subddiary, but hes intereds in asociates or joint
ventures the consolidated financid statements comprise the financid statements of:

- theinvestor with investments in associates accounted for as per IAS 28;

- theventurer with investmentsiin joint ventures accounted for as per IAS 31; or
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- acombination of the above."

Option 2

Without amending the requirement to prepare consolidated financid Satements, the
exiging amendments to IAS 28 could be daified to date "If an investor does not
prepare consolidated financid Satements as per IAS 27, Consolidated and Separate
Fnancid Statements, it accounts for an investment in an associate usng the equity
method.  Accordingly, an investor accounts for an investment in an associate usng
the equity method irrespective of whether the investor adso has invetments in
subsdiaries or whether it describes its financid Statements as consolidated financia
daements’. Smilar changes would be required in paragraphs 25A and 32A of IAS
3L

Comments regarding other changes

Paragraph
reference
29

6 and 29B

Comments

This paragraph prescribes the method of accounting in separate financid Satements,
for invesments in subgdiaies, jointly controlled entities and associaes that ae
consolidated, proportionately consolidated or accounted for under the equity method
in the consolidated financid doaements  The Standard prescribes that  such
investments be accounted for as per the cost method or in accordance with IAS 39,
Fnancd Ingruments Recognition and Messurement, with “the same method dhdl
be applied for each category of investments'.

The method of accounting in separate financid dtatements (cost or IAS 39) shdl be
applied for "each category of invesments'. It would gppear the intertion is that this
requirement be applied for each category of control/sgnificant influence, rather than
for each category of investment (i.e. debt, equity etc.). It would be perhaps be more
appropriate if this sentence were reworded as "the same method shdl be goplied for
eech category of control/agnificant influence (i.e subsdiary, associate, or joint
venture)”.

These paragraphs define and refer to the "cost method’. The definition of the cost

method includes a gtatement to the effect that "The investor recognises income from

the invesment only to the extent tha the investor recelves didributions from

accumulated net profits of the investee arigng &fter the date of acquigtion'. We

recommend the following two amendments to this Satement:

- The word "recaives’ seems to imply recognition of income on a cash bads. The
clause could read as "only to the extent that the investor has the right to receive''.

- The requirement of recognisng income only on didributions from "profits of the
investee arisng after the date of acquidtion”, gopears to be based on paragraph
32 of IAS 18, Revenue which requires that "When dividends on equity
securities are declared from pre-acquidtion net income, those dividends ae
deducted from the cost of the securities’. However IAS 18 adso prescribes an
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Paragraph
reference

13

32(a)

Comments
exoeption to this rule by dating that "if it is difficult to make such an dlocation
except on an abitrary bass, dividends are recognised as revenue unless they
clearly represent a recovery of pat of the cost of the equity securities'.
Accordingly, with a view to ensuring conggency with IAS 18 we recommend
that the following sentence be induded a the conduson of the definition of the
cos method in paragraph 6 of IAS 27 and as the lagt sentence in paragraph 29B,
“if it is difficult to meke such an dlocation except on an abitrary bass
digributions received are recognised as revenue unless they clearly represent a
recovery of part of the cost of the investment".

This paragrph dates that "A subddiay shdl be exduded from consolidation when
control is intended to be temporay because the subddiary is acquired and held
exdusvdy with a view to its subssquent disposa within twdve months from
acquigtion.” Invesments in such subddiaries shdl be accounted for in accordance
with IAS 39, Fnancd Indruments Recognition and Measurement, a far vdue
with changesin fair value induded in profit or loss of the period of the change.

Incdluson of the time period of 12 months in the above paagraph is a sgnificant
change that has been made in the standard. Such a change would bring a greater
degree of definiteness in the exemption from consolidation.

However, to be effective the Standard should dso specify the action required when
the subddiary has not be disposed after a period of 12 months i.e though the
desgnation of the fact that control is intended to be temporary should be made a the
time the subddiary is acquired, there is no mention in the dandard of the action
required if the intended disposal does not occur within a period of 12 months We
recommend that &fter the period of 12 months has expired the entity should disclose
in its financid datements the effect on the group's assats liabilities, incomes and
expenses of consolidating the subddiary from the date of acquistion. If the disposd
has not been completed a the end of a period of 24 months we recommend that the
Sandard mandate consolidetion of such a subddiary in the consolidated financid
datements, with effect from the dete of aquistion.

The exposure draft proposes the deetion of a disdosure which required "in
consolidated finencid daements a liging of ggnificant subsdiaries incduding the
name, country of incorporaion or resdence, proportion of ownership interest and, if
different, proportion of voting power held".

We would recommend that rather than ddeting this dause in entirety it should be
replaced by "in consolidated financid datements a liging of Sgnificant subsdiaries
induding the name, country of incorporation or resdence’. Such a disdosure would
provide the reader an indication of the dze and complexity of the group dHructure.
Further, it would hep reference a paticular entity as a member of the group,
paticulaly when such an entity does not prepare consolidated financid Statements
based on the excluson contained in paragraph 8.
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Paragraph

reference Comments

32(f) This paragraph requires disclosure of "the nature and extent of any redrictions on
the ability of subddiaies to trander funds to the parent in the form of cash
dividends, repayment of loans or advances (i.e. borrowing arangements, regulaory
redrants etc)”. In addition to this disclosure we recommend that an indication be
specificaly made of cases where control has been precluded due to such redrictions
and accordingly a subsdiary has not been consolidated.
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8. IAS 28, Accounting for Investmentsin Associates

Responses to specific questions raised

Question 1 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
smilar entities if these investments are measured at fair value in accordance with
IAS 39, Financial Instruments. Recognition and Measurement, when such
measurement is well-established practice in those industries (see paragraph 1)?

Response We agree with the requirement that IAS 28 and IAS 31 should not gpply to
invesments that otherwise would be associates or joint ventures hed by venture
cgpitd organistions, mutud funds unit truss and gmila  entities if thee
invesments are measured a far vaue in accordance with IAS 39, Financid
Indruments  Recognition and Measurement, when such messurement  is wel-
established practice in those indudtries.

Question 2 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)?

Response We agree that the amount to be reduced to nil when an associate incurs losses should
include not only investments in the equiity of the associate but dso other interests
such aslong-term receivables.

Paragraph 28 currently sates that "Investments in associates accounted for using the
equity method shal be dassfied aslong-term assets and disclosed as a separate item
in the balance sheet”. In light of the revised trestment of interestsin associates, it
seems reasonable that an investor would view the investment in the associate on par
with interests such aslong-term receivables. Accordingly, we recommend thet an
investor disclose "interests in associates' classfied aslong-term assets and disclosed
as a separate item in the balance shedt, rather than merdly investmentsin associates.
Interests in associates could be defined on the same lines as paragraph 22i.e. "The
interest in an associate is the carrying amount of the investment in the associate
under the equity method plus items thet, in substance, form part of the investor's
investment in equity of the associate’”.

In describing the nature of interests in associates paragraph 22 satesthat "such
items may include preferred shares and long-term receivables or loans but do not
include trade recaivables or payables’. Astheintent isto identify itemsthat, in
subgtance, form a part of the investor'sinvestment in equity of the associate, perhaps
the reference to "trade payables' is not gppropriate. Another matter that might be
consdered in the evaluation of the definition of interestsin an associate, for the
purpose of paragraph 22, could be the availability of an offset between receivables
and payables with the associate, where legaly permissble
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Comments regarding other changes

Paragraph
reference
3

Comments
The definition of dgnificat influence reguires the "power to paticpate in the
finendd and operating policy decisons’.  An invesdor may not dways paticipae in
both finencid and operaing decisons. However the power to paticipate in only
financid or opeaing polices would 4ill give an invetor a dgnificant influence
over the enterprise.

For example, condder a technology provider with a 15 per cent equity holding in an
entity that relies heavily on the technology to conduct its operations The entity
relies heavily on the technology provider for matters concerning its operations.  This
technology provider would thus have the power to participate in operating but not
finendid policy decisons.

Converdy, condder a bank with a 15 per cent equity holding in an entity. The
bank is ds0 the largest lender to the entity and is actively involved in sting the
entities financid polices. The bank is not involved n the entity's operaing policies.
The bank would thus have the power to paticipate in financid but not operaing
policy decisons

Accordingly, we recommend a widening of the definition of sgnificant influence to
date "power to participate in the financid or operating policy decisons'.

This Paragrgph dates that "An invetment in an associae shdl be accounted for
under the equity method except when the investment is acquired and hed
exdusvdy with a view to its subssquent disposd within tweve months from
acquistion. Such investments shdl be accounted for in accordance with 1AS 39,
Financid Indruments Recognition and Measurement, a far vaue with changes in
fair vdueincuded in profit or loss of the period of the change'.

Incluson of the time period of 12 months in the aove paragraph is a Sgnificant
change that has been made in the sandard. While we agree that the definition of a
time period for temporay sgnificant influence, to be effective the Standard should
adso specify the action required when the investment has not be disposed after a
period of 12 months i.e though the desgnation of the fact that sgnificant influence
is intended to be temporay should be made a the time the subddiary is acquired,
there is no mention in the gandard of the action required if the intended disposd
does nat occur within a period of 12 months. We recommend thet after the period of
12 months has expired the invesor should disclose in its finenca daements the
effect on its assts and net profit or loss of peforming equity accounting on the
investment from the date of acquigtion. If the digposd has not been completed a
the end of a peiod of 24 months we recommend that the Standard mandate
acocounting for the associate usng the equity method.

If adopted, smilar changes would dso be required to be made in paragrgph 35 of
IAS 31, Financid Reporting of Interestsin Joint Ventures.
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Paragraph
reference

27(a)

27(f)

Comments
This dause requires "an gopropriate liding and description of dgnificant asociates
induding the proportion of ownership interes and, if different, the proportion of
voting power hed'. This disclosure would be important to provide the reeder an
indication of the gze and complexity of the group dructure.  Accordingly, we
recommend that this disclosure be retained.

The separate disclosure of the investor's share of any extreordinary or prior period
items is proposed to be deleted. Income from associates is included in the investor's
net profit from ordinay activiies  Non-disdosure of extraordinary items could
digtort the disclosure of the investor's net profit from ordinary activities.

This paragraph requires disclosure of "the nature and extent of any redtrictions on
the ability of associates to trandfer funds to the investor in the form of cash
dividends, repayment of loans or advances (i.e. borrowing arrangements, regulatory
resraint etc)". In addition to this disclosure we recommend that an indication be
specificaly made of cases where sgnificant influence has been precluded due to
such redtrictions.
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9. EarningsPer Share
Comments on Specific Questions
Commentson Question 1

We agree that the contracts that may be settled either in ordinary shares or in cash, a the issuer’s

option should be induded as potentid ordinary shares in the cdculation of diluted earnings per
share based on rebuttable presumption that contracts will be sdtled in shares. We prefer to

include this gpproach to be included in the revised sandard.
Comments on Quegtion 2

We agree with the gpproach presented under Quedtion 2. We bdieve this new gpproach will
definitdy improve the accuracy of the cdculation. The earnings per share purport to reflect the
performance of the enterprise during the reporting period. Therefore, the new approach to the
caculaion will improve the parameter being used to measure the performance.

General Comments

We agree with the other changes proposed in the exposure draft. The additiond, guidance and
illugrative examples will improve the implementation of the exposure draft.  Adjugments in
cdculating basc eanings per share dipulaed in paragrgphs 13 to 16 are improvements over
dipulaionsin paragrgphs 11 to 13 of the exiding IAS 33.
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10. IAS 40, Investment Property
Comments on Specific Questions
Commentson Question 1

We agree with the proposed changes in the definition of the invesment property. We agree to
the basis of concdlusion.

Comments on Question 2

We agree tha a lesse that clasdfies a property interest held under an operating leese as
investment property should account for the lease as if it were a finance leese.  We agree to the
IASB view as presented in paragraph A6 of the gppendix ‘Basisfor Conclusions .

Comments on Quegtion 3

We agree that the IASB should not diminate the choice between the cost modd and the far
vdue modd in the improvements project a this dage. There are many dtudions, paticulaly in
less devedoped countries, where active maket for propety does not exis and therefore,
observable market price is not avalable  Moreover, economic modds for developing far vaue
may not produce gopropriaie results because it is often difficult to identify or quantity varidbles
that the market takes into condderation in determining the maket price  This is because in
absence of regular exchange of property, every exchange has different consderations and it is
difficult to develop aset of generd principles that set prices in exchange transactions
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