CL 12
EXPOSURE DRAFT OF PROPOSED AMENDMENTS TO |[AS 39
FINANCIAL INSTRUMENTS: RECOGNITION AND MEASUREMENT -
THE FAIR VALUE OPTION - DETAILED COMMENTSBY HoTARAC

Question 1

Do you agree with the proposals in this Exposure Draft? If not, why not? What
changes do you propose and why?

HOTARAC does not agree with the proposa to limit use of the far vdue option as
proposed in the Exposure Draft.

HOTARAC congders that far vaue generdly provides more meaningful information
for users of financid Staements than higtorica cost data, while acknowledging thet, in
some cases, higtoricd cost data may be more useful.  While there are many practica
difficulties with mandating fair value in dl cases HOTARAC bdieves it is incorrect
to limit the use of far vaue to a number of specified ingances. This alows “hybrid’
Bdance Sheets that contain a mixture of far vaue and cost amounts, but prevents
entities from preparing financid datements wholly or subgantidly on the far vaue
basis.

Ingtead, it would be better to dlow the far vadue option generdly, but with
prohibitions where it might be abused. For example, where the vdue of a ligbility is
contractudly linked to that of an asset, it may be sensble to prohibit entities from
goplying fair vaue to one but cost to the other.

If locd regulators have concerns about the possible abuse of the fair vaue option,
HOTARAC presumes that those regulators would be able to prevent the entities they
oversee from adopting the far vaue option. Nationd standard-setters would aso
have this power. HOTARAC does not understand why the concerns of regulators
should reduce IFRSs to a“lowest common denominator” approach.

In any case, the Exposure Draft's proposas do not appear to remove the scope for
inconrdstency or “abuse’, dnce the “subgtantid offsat” provisons would ill need to
be interpreted and applied.

HOTARAC notes the linkage between the fair value option and the 1ASB’s Reporting
Comprehensive Income Project. Some of the concerns about voldility in the
Statement of Financia Performance would be addressed if the Statement of Financid
Performance were to be split into separate sections for remeasurements and
transactions.



Question 2

Are you aware of any financial instruments to which entities are applying, or
intending to apply, the fair value option that would not be €eigible for the option
if it wererevised as set out in this Exposure Draft? If so:

(a) please give details of the instrument(s) and why it (they) would not be
eigible;

(b) is the fair value of the instrument(s) verifiable (see paragraph 48B) and if
not, why not?; and

(c) How would applying the fair value option to the instrument(s) smplify
the practical application of IAS 39.

The Audrdian Accounting Standards Board has commenced a project to dign
Audrdian Accounting Standards with the Internationd Monetary Fund's Government
Finance Statigtics (GFS) Framework. A key feature of the GFS framework is the
measurement of assets and liabilities at market vaues.

Therefore, HOTARAC anticipates that Audrdian governments and their controlled
entities would seek to gpply the far vadue option to most or dl of their financid
ingruments for which a far vadue can be rdiably measured. This would include, for
example, the issued debt of the Audrdian Government. The Audrdian Government
Issued Debt would not be digible to be caried a fair value under the Exposure Draft,
as it is represented by liahilities that do not fal within the specified ingtances where
fair value measurement is alowed.

HOTARAC expects that Audrdian governments would not seek to measure a fair
vadue, financd indruments that did not have a far vdue tha was rdidbdly
measurable.  HOTARAC is not convinced that the concept of “verifigbility” as set out
in the Exposure Draft is appropriate.  However, HOTARAC bdlieves that Audrdian
governments would not seek to measure financid insruments a far vadue where they
were not “verifiable’ as defined in the Exposure Dréft.

The application of the far vaue option by Audrdian governments to marketable
financid ingruments would smplify the practica gpplication of IAS 39 by promoting
a consgent measurement bads for finencid ingruments. That is, dl marketable
financid ingruments would be messured a their market values.  Non-marketable
financid instruments would be measured at cost or amortised cod.



Question 3

Do the proposals contained in this Exposure Draft appropriately limit the use of
the fair value option so as to address adequately the concerns set out in
paragraph BC9? If not, how would you further limit the use of the option and

why?
HOTARAC does not support the concerns expressed in paragraph BCO:

(@ It is agued that entities might goply the fair vaue option to financia assts or
ligbilities whose far vaue is not verifisdble. HOTARAC is not convinced that
the definition of “verifigble’ in the Exposure Draft adds anything to the concept
of reliable measurement. The Exposure Draft would agppear to further
complicate the gpplication of far vadue, which is dready incondstent across
IFRSs. For example, fair vaue can only be gpplied in IAS 38 where there is an
active market, but this congraint is not present in IAS 16. The Exposure Draft
would introduce a third interpretation, with consequent confuson and
inconsstency; and

(b) It is suggested that use of the far vaue option might “increase, rather than
decrease volatlity in profit and loss’. HOTARAC does not condder that
reducing voldility is an objective of financid reporting. On the contrary, where
there are dgnificant movements in the vaue of an entity’s assats and liabilities,
this is important information for users of financid datements. However, if the
IASB is concerned that, for example, an entity might gpply the fair vaue option
to only one part of a matched postion, the IASB could require that, where the
far vaue option is applied to one part of a matched podtion, it must be applied

to dl parts.

Therefore, HOTARAC does not believe that the fair vaue option needs to be limited
as proposed in the Exposure Draft. At the most, HOTARAC believes that the IASB
could require entities to gopply the fair vaue option to dl parts of a matched postion
or none.

Question 4

I's the proposal in paragraph 9(b)(i) appropriate? If not, should this category be
limited to a financial asset or financial liability containing one or more embedded
derivatesthat paragraph 11 of IAS 39 requiresto be separated?

HOTARAC bdieves that the proposa in paragraph 9(b)(i) is appropriate. The daility
to use the far vaue option should not be limited to a finencid asset or financid
ligbility containing one or more derivatives that paragraph 11 of 1AS 39 requires to be
Separated.



Question 5

Are the proposed trandtion arrangements appropriate? If not what changes do
you propose and why? Specifically, should all changes to the measurement basis
of a financial asset or financial liability that result from adopting the
amendments proposed in this Exposure Draft be applied retrospectively by
restating the compar ative financial statements?

HOTARAC does not support the proposed trandtiond arrangements. HOTARAC
notes that the trangtional arrangements gppear to contradict the IASB’s commitment
to deliver a “stable platform” by 31 March 2004. HOTARAC bdieves thdt, in line
with that commitment, entities should not be required to apply the revised Standard
until the firgt reporting period beginning on or after 1 January 2006. Entities should,
however, have the option to early adopt the revised Standard.

Question 6
Do you have any other comments on the proposals?

HOTARAC has no further comments on the proposals.



