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This paper has been prepared for discussion at a public meeting of the IFRS Interpretations Committee. 
Comments made in relation to the application of an IFRS Standard do not purport to be acceptable or 
unacceptable application of that IFRS Standard—only the IFRS Interpretations Committee or the 
International Accounting Standards Board (the “Board”) can make such a determination. Decisions made 
by the IFRS Interpretations Committee are reported in IFRIC Update. The approval of a final 
Interpretation by the Board is reported in IASB Update. 

Introduction 

1. The IFRS Interpretations Committee (‘the Interpretations Committee’) received a

request to address the accounting for variable payments to be made for the purchase of

an item of property, plant and equipment or an intangible asset that is not part of a

business combination (‘asset purchases’).

2. The Interpretations Committee discussed this issue at several meetings between 2011

and 2013 and decided to put the project on hold because the accounting for variable

payments was being considered by the IASB as part of its projects on leases and a

revised Conceptual Framework. The Interpretations Committee revisited the issue at

its meetings in September and November 2015 subsequent to the completion of the

redeliberations in the Leases Exposure Draft (published May 2013).

3. The Interpretations Committee tentatively agreed that the purchaser must recognise a

financial liability at the date it purchases the asset for variable payments that do not

depend on its future activity, and initially measure that liability at fair value in

accordance with IFRS 9 Financial Instruments (IAS 39 Financial Instruments:

Recognition and Measurement).

4. The Interpretations Committee was unable to reach a consensus on whether the

purchaser must recognise a liability at the date it purchases the asset for variable

payments that depend on the purchaser’s future activity or, instead, recognises such a

http://www.ifrs.org/
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liability only when the related activity occurs.  The Interpretations Committee was 

also unable to reach a consensus on how the purchaser measures such a liability for 

variable payments.  

5. Some members of the Interpretations Committee were of the view that all variable 

payments meet the definition of a liability at the date of purchase of the asset.  These 

members thought that the purchaser should recognise a liability for those variable 

payments and that liability should initially be measured at fair value.  Other members 

did not think that variable payments that depend on the purchaser’s future activity 

meet the definition of a liability for the purchaser until the related activity occurs.     

6. The Interpretations Committee considered the proposed definition of a liability in the 

May 2015 Exposure Draft The Conceptual Framework for Financial Reporting as 

well as the deliberations of the International Accounting Standards Board (the 

‘Board’) on its project on leases.  The Interpretations Committee observed that, during 

the Board’s deliberations on its project on leases, the Board did not conclude on 

whether variable payments linked to future performance or use of the underlying asset 

in a lease met the definition of a liability at commencement of a lease, or instead, met 

that definition only at the time that the related performance or use occurs.   

7. The Interpretations Committee determined that this issue is too broad for the 

Interpretations Committee to address within the confines of existing IFRS Standards.  

Consequently, the Interpretations Committee tentatively decided not to add this issue 

to its agenda.     

8. The purpose of this paper is: 

(a) to provide the Interpretations Committee with an analysis of the comments 

received on the tentative agenda decision; and  

(b) to ask the Interpretations Committee if it agrees with the staff 

recommendation to finalise the agenda decision.   
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Comment letter summary  

9. We received six comment letters, which have been included in Appendix B to this 

agenda paper.
1
  

10. Three of the respondents (Accounting Standards Board of Japan, Mazars and Ernst & 

Young Global Limited) support the Interpretations Committee’s decision not to add 

the issue to its agenda.  Another respondent (Deloitte) also thinks that the issue is 

broad and conceptually challenging.   

11. Nonetheless, a majority of the respondents noted that the issue is widespread and has 

resulted in significant diversity in practice.  The respondents think that this diversity 

will continue to exist after the finalisation of the agenda decision.  

12. Accordingly, a number of respondents have recommended that the Interpretations 

Committee should refer this issue to the Board for consideration.  One respondent 

(Ernst & Young Global) suggested that the Board should address this issue as it 

finalises the Conceptual Framework.  Another respondent (Accounting Standards 

Board of Japan) suggested that the Board should address this issue as a medium- to 

long-term project building on the outcome of the Conceptual Framework project.   

13. One respondent (Mazars) acknowledged that the Board may not be able to reach a 

consensus on the initial accounting for variable payments that depend on the 

purchaser’s future activity, given its recent discussions on the Leases project. 

Nonetheless, the respondent thinks that it is important for the Board to clarify the 

debit entry when a liability is recognised and to address the subsequent accounting for 

these variable payments.   

14. One respondent (PricewaterhouseCoopers) thinks that it is imperative that the 

Interpretations Committee and the Board find a way to make progress on this 

important issue to remove diversity in practice.  The respondent also thinks that the 

analysis should focus on the requirements of the relevant Standards and assess 

whether any amendments to those Standards are required.  The respondent does not 

think that an analogy to IFRS 3 Business Combinations or IFRS 16 Leases is useful in 

                                                 
1
 The comment letter received from Mazars included comments on several tentative agenda decisions published 

in the IFRIC Update from November 2015.  In Appendix B, we have included only the excerpt from the letter 

that is relevant to this tentative agenda decision.   

http://media.ifrs.org/2015/IFRIC/November/IFRIC-Update-November-2015.html
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this instance.  The respondent notes its disappointment that progress has not been 

made on this issue since it was submitted in 2011.  

15. Another respondent (Ernst & Young Global) thinks that the wording of the current 

tentative agenda decision suggests that the Interpretations Committee had reached a 

consensus on the initial accounting for variable payments that do not depend on the 

purchaser’s future activity.  The respondent thinks that if this is the case, it should be 

clarified in the tentative agenda decision.  It also thinks that it would be beneficial for 

the Interpretations Committee to include in the agenda decision its tentative decisions 

on the subsequent accounting for variable payments for asset purchases. The 

respondent has acknowledged that this may include a need for some narrow-scope 

amendments to existing IFRS Standards similar to what the Interpretations Committee 

had previously proposed.   

16. One respondent (BDO International) suggested that the Interpretations Committee 

should revisit its conclusion to remove this topic from its agenda, and instead focus its 

analysis on whether a particular arrangement gives rise to a financial liability that is 

within the scope of IFRS 9 (IAS 39), or is within the scope of another Standard.  The 

respondent is of the view that the requirements in those IFRS Standards would allow 

an entity to determine when the liability for these variable payments should be 

recognised.  The respondent thinks that the Interpretations Committee could then 

focus on the appropriate accounting treatment for the corresponding debit entry.   

Staff analysis 

Should the Interpretations Committee finalise the tentative agenda decision? 

17. A large number of respondents agree with the Interpretations Committee’s assessment 

that the accounting for variable payments for asset purchases is too broad to be 

addressed within the confines of existing IFRS Standards.  Consequently, we think 

that the Interpretations Committee should finalise the agenda decision. 

18. We do not agree with one respondent’s (BDO International) suggestion that the 

Interpretations Committee should revisit its conclusion to remove the topic from its 

agenda, and instead focus its analysis on whether a particular arrangement gives rise 
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to a financial liability that is within the scope of the relevant standard on financial 

instruments.   

19. As noted in Agenda Paper 6A (Appendix A) of the Interpretations Committee meeting 

in September 2015, the central question was whether the purchaser has a present 

obligation to make the variable payment on the date it purchases the asset and, 

therefore, whether a financial liability exists on that date.  The Interpretations 

Committee had observed that the obligation to make a variable payment arises from a 

contract and, accordingly, would be in the scope of IFRS 9.  In other words, the 

question was one of timing in terms of when an obligation exists—there was 

agreement that, once the obligation exists, it is a financial liability. 

20. We agree with one respondent (PricewaterhouseCoopers) that any analysis of this 

issue should focus on the requirements of the relevant IFRS Standards and assess 

whether any amendments are required.   

21. However, through its past analysis, we note that the Interpretations Committee has 

examined the requirements of the relevant IFRS Standards that have been highlighted 

by the respondent.  The Interpretations Committee observed differing interpretations 

of the current requirements and, therefore, assessed whether an analogy to IFRS 3 or 

IFRS 16 could provide an appropriate basis for resolving the differing interpretations.   

Amendments to the wording of the agenda decision 

22. We have made some drafting amendments to the wording of the agenda decision to 

improve the flow and readability of the agenda decision.  The drafting amendments 

are included in Appendix A.        

23. One respondent (Ernst & Young Global) thinks that the wording of the current 

tentative agenda decision suggests that the Interpretations Committee had reached a 

consensus on the initial accounting for variable payments that do not depend on the 

purchaser’s future activity.  The respondent thinks that if this is the case, the 

Interpretations Committee should clarify this in the agenda decision.  The respondent 

also thinks that it would be beneficial for the Interpretations Committee to include in 

the agenda decision the tentative decisions reached on the subsequent accounting for 

variable payments for asset purchases.   

http://www.ifrs.org/Meetings/MeetingDocs/Interpretations%20Committee/2015/September/AP06A-Variable-payments-for-asset-purchase-final.pdf
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24. We do not think that the tentative decisions reached by the Interpretations Committee 

on the subsequent accounting for variable payments for asset purchases should be 

included in the agenda decision.  This is because the Interpretations Committee had 

observed that the subsequent accounting for variable payments for asset purchases is 

not sufficiently clear in the existing IFRS Standards and had previously proposed 

amendments to IAS 16 Property, Plant & Equipment, IAS 38 Intangible Assets, and 

IAS 39 to reflect its tentative decisions.  However, the Board had noted that the initial 

accounting for variable payments affects their subsequent accounting and thought that 

both issues should be addressed comprehensively.  

25. We continue to think that the accounting for variable payments should be addressed 

comprehensively and do not think that piecemeal amendments to address the 

subsequent accounting for variable payments will be beneficial.  We also do not think 

it would be useful for the Interpretations Committee to clarify the initial accounting 

for variable payments that are not dependent on the purchaser’s future activity 

through an agenda decision.  This is because doing so would address only one element 

of the broader issue of variable payments for asset purchases.  

Should the Interpretations Committee refer the issue to the Board? 

26. We agree with the respondents’ comments that the issue is widespread and differing 

views will continue to exist in practice.  We also understand that some respondents to 

the Agenda Consultation have noted the accounting for variable payments as an area 

that the Board should address as part of its research agenda.   

27. Consequently, we think it would be useful to inform the Board of the discussions of 

the Interpretations Committee, noting the comments raised by respondents to the 

publication of this tentative agenda decision.  

28. The Board can then use this information, together with other comments made on the 

accounting for variable payments by respondents to the Agenda Consultation, to 

assess whether it should address this issue, either as part of the Conceptual 

Framework project or as a separate project that can build on the outcome of the 

Conceptual Framework project, and what the appropriate timeline and priority of such 

a project should be. 
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Staff recommendation 

29. We recommend that the Interpretations Committee should finalise the agenda decision 

as shown in Appendix A.  We also think it would be useful to inform the Board of the 

discussions of the Interpretations Committee, noting the comments raised by 

respondents to the publication of this tentative agenda decision.    

 

Question for the Interpretations Committee  

1. Does the Interpretations Committee agree with the staff recommendation to 

finalise the agenda decision?  

2. Does the Interpretations Committee have any comments on the proposed 

wording of the final agenda decision set out in Appendix A to this paper? 

3. Does the Interpretations Committee agree with the staff recommendation to 

inform the Board of the discussions of the Interpretations Committee noting the 

comments raised by respondents to the publication of the tentative agenda 

decision?  
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Appendix A—Finalisation of agenda decision 

A1. We proposed the following wording to finalise the agenda decision (new text is 

underlined and deleted text is struck through) 

IAS 16 Property, Plant and Equipment and IAS 38 Intangible Assets—

Variable payments for asset purchases 

The Interpretations Committee received a request to address the accounting for 

variable payments to be made for the purchase of an item of property, plant and 

equipment or an intangible asset outside that is not part of a business 

combination.  The Interpretations Committee discussed this issue over several 

meetings between 2011 and 2013.  Because the accounting for variable payments 

was being considered by the IASB as part of its projects on Leases and a revised 

Conceptual Framework, the issue was put on hold pending completion of the 

redeliberations on the proposals in the Exposure Draft Leases (published in May 

2013). Subsequently, the Interpretations Committee revisited this issue at its 

meetings in September and November 2015.   

The Interpretations Committee could not thought that the issue was too broad for 

it to address.  In particular, it was unable to reach a consensus on whether an 

entity (the purchaser) recognises a liability for the variable payments that depend 

on the purchaser’s its future activity at the date of purchasing the asset or, 

instead, recognises such a liability only when the related should be recognised as 

a liability until that activity occurs.  The Interpretations Committee was also 

unable to reach a consensus on how the purchaser measures a liability for 

variable payments. is performed and what the initial measurement of this liability 

should be.  Some members of the Interpretations Committee were of the view 

that all variable payments met the definition of a liability and should be initially 

recognised and measured at fair value.  Other members did not think that variable 

payments that depend on the purchaser’s future activity met the definition of a 

liability for the purchaser until the activity occurs.     

The Interpretations Committee considered the additional concepts proposed for 

the definition of a liability in the May 2015 Exposure Draft The Conceptual 
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Framework for Financial Reporting Exposure Draft (published in May 2015) as 

well as the deliberations of the International Accounting Standards Board (‘the 

Board’) on its project on leases.  The Interpretations Committee and also 

observed that, during the Board’s deliberations on its project on leases, the 

proposals in the Exposure Draft Leases, the Board did not conclude members of 

the IASB had expressed mixed views on whether variable payments linked to 

future performance or use of the underlying asset in a lease meet the definition of 

a liability at commencement of a lease or, instead, meet that definition only at the 

time that the related performance or use occurs.  Some members of the IASB did 

not think that such payments met the definition of a liability for the lessee until 

the performance or use occurs while other members were of the view that all 

variable lease payments met the definition of a liability for the lessee.  The 

Interpretations Committee noted that the IASB did not conclude on whether these 

variable payments met the definition of a liability. 

The Interpretations Committee observed concluded that this issue is too broad for 

it the Interpretations Committee to address within the confines of existing IFRSs 

Standards. and c Consequently, the Interpretations Committee [decided] not to 

add this issue to its agenda. 
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Appendix B—Copies of comment letters 
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29 January 2016 

 

Mr. Wayne Upton 

Chairman 

IFRS Interpretations Committee 

30 Cannon Street 

London EC4M 6XH 

United Kingdom 

 

Re: Comment on the tentative agenda decision on IAS 16 Property, Plant and 

Equipment and IAS 38 Intangible Assets – Variable payments for asset purchases  

 

1. The Accounting Standards Board of Japan (the “ASBJ” or “we”) welcomes the 

opportunity to provide comments on the IFRS Interpretation Committee’s (the 

“Committee”) tentative agenda decision on IAS 16 Property, Plant and Equipment 

and IAS 38 Intangible Assets – Variable payments for asset purchases in the IFRIC 

Update in November 2015.  

2. We agree with the Committee’s decision not to add this issue to its agenda because 

it is too broad for the Committee to address within the confines of existing IFRSs.  

3. At the same time however, the deliberation by the Committee thus far has shown 

that there is a clear lack of guidance in this area.  In addition, through the 

discussion with our constituents, we have been informed that asset purchases with 

variable payments are at least not uncommon in practice, and also that they are 

prevalent in some industries (for example, a purchase of intellectual property with 

milestone payments is relatively common in the pharmaceuticals industry).  Some 

pointed out that the lack of guidance may lead to significant diversity in practice.  

4. In addition, as has been pointed out during the Committee’s discussion, accounting 

requirements for variable payments are inconsistent in Standards of IFRSs (for 

example, IFRS 3 Business Combinations, IFRS 15 Revenue with Contracts with 

Customers and IFRS 16 Leases), and it is cited as the evidence that there is a lack 

of a clear concept in this respect.   
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5. Having regard to the circumstances, we think that it is at least undesirable if the 

IASB leaves the lack of clarify and consistency unaddressed.   

6. Due to the cross-cutting nature of this issue, we think that aligning accounting 

requirements for variable payments in an appropriate manner is possible only when 

the IASB develops a clear definition and robust guidance of a ‘liability’.  We note 

that the IASB’s Exposure Draft ED/2015/3 Conceptual Framework for Financial 

Reporting (the “ED”) proposed the definition and guidance of a liability.  Yet, we 

found that the proposed definition and guidance in the ED were not robust enough 

to draw a conclusion on when variable payments are considered to meet a definition 

of a liability.  Hence, in our comment letter to the ED, we encouraged the IASB to 

carry on the work so as to develop more robust and clear concepts with regard to a 

liability.  

7. We expect that the IASB’s ongoing deliberation regarding a review of the 

Conceptual Framework (particularly with regard to the revision of a definition of a 

liability) will contribute to clarifying the relevant concept and improving the 

consistency of this issue.  Therefore, we believe that the IASB should address this 

issue as a medium- to long-term project building upon the outcome from the 

Conceptual Framework project, and that the Committee should recommend the 

IASB to do so.    

8. We hope that our comment will be helpful for the Committee’s and the IASB’s 

consideration in the future.  If you have any questions, please feel free to contact 

us. 

 

Yours sincerely, 

 

 

Tomo Sekiguchi 

Board Member of the ASBJ 

Chairman of the Technical Committee for IFRS Implementation in the ASBJ 
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21 January 2016

Dear IFRS Interpretations Committee members,

Invitation to comment – Tentative Agenda Decision: IAS 16 Property, Plant and
Equipment and IAS 38 Intangible Assets – Variable payments for asset purchases
(IFRIC Update 10 November 2015 - Agenda Paper 02)

Ernst & Young Global Limited, the central coordinating entity of the global EY organisation,
welcomes the opportunity to offer its views on the above Tentative Agenda Decision (TAD)
discussed by the IFRS Interpretations Committee (the IFRS IC) in November 2015.

Overall, we support the TAD and understand that the IFRS IC could not reach a consensus on
initial recognition and measurement of variable payments for asset purchases that depend on
the purchaser’s future activity. As noted in the TAD, the IASB, in its deliberations on the Leases
project, could not conclude on whether variable payments linked to future performance, or use
of the underlying asset in a lease, met the definition of a liability. Therefore, we agree that the
whole area of variable payments under a contract for asset acquisitions is one that should be
addressed first by the Board as it finalises the Conceptual Framework.

However, we believe that the TAD could be improved and expanded further by clarifying and
including the aspects on which the IFRS IC has reached consensus.

First, there is an inconsistency between the first paragraph and second paragraph of the TAD
with regards to the nature of variable payments for asset purchases. The first paragraph
refers to “….variable payments to be made for the purchase of an item of property, plant and
equipment or an intangible asset outside of a business combination”. The second paragraph
states that, “The Interpretations Committee could not reach a consensus on whether the
variable payments that depend on the purchaser’s future activity [emphasis added] should
be recognised as a liability until that activity is performed and what the initial measurement of
this liability should be.” The difference in scope referred to, combined with the next two
sentences about the views of the members of the IFRS IC, can be read as the IFRS IC having
reached a consensus on other variable payments (that do not depend on the purchaser’s
future activity), such as payments dependent on an index or a rate. We believe that, if that is
the case, it would be helpful for constituents to make that more explicit in the agenda
decision.
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Second, with regard to the subsequent accounting for a financial liability to make variable
payments, the IFRS IC has previously tentatively decided that (refer IFRS IC November 2015
Agenda Paper 2B, par. 2):

(a) the remeasurement of the liability, in accordance with paragraph AG7 of
IAS 39 Financial Instruments: Recognition and Measurement, corresponds entirely to an
interest expense (calculated using the revised effective interest rate) that should be
recognised in profit or loss.

(b) for other liabilities (ie those that are not floating rate liabilities):

(i) adjustments of the financial liability resulting from the amortisation of the financial
liability (using the original effective interest rate) correspond to an interest expense
that is recognised in profit or loss;

(ii) adjustments of the financial liability that result from the revision of the estimates of
payments that were included in the initial measurement of the financial liability
should be recognised as an adjustment to the cost of the corresponding asset; and

(iii) adjustments of the financial liability that result from the recognition of variable
payments that were excluded from the initial measurement of the financial liability
should be recognised as corresponding adjustments to the cost of the asset, to the
extent that those payments are associated with future economic benefits to be
derived from the asset.

We believe that, even if there is currently no consensus on the initial recognition and
measurement of variable payments that are dependent on a purchaser’s future activity, it
would still be beneficial to constituents to include in the agenda decision those elements that
the IFRS IC did reach consensus on. This could be achieved by clarifying the subsequent
accounting on the basis of the tentative decisions reached by the IFRS IC as reproduced
above. We recognise and accept that this may include a need for some narrow-scope
amendments to existing standards IAS 16 Property, Plant & Equipment and IAS 38 Intangible
Assets, as acknowledged by the IFRS IC in 2013.

Should you wish to discuss the contents of this letter with us, please contact Leo van der Tas
at the above address or on +44 (0)20 7951 3152.

Yours faithfully



pwc

i\’li’ Michael Stewart
Director of Implementation Activities
International Accounting Standards Board
3o Cannon Street
London
EC4M 6XH

11 January 2016

Dear Mr Stewart,

Comment to the Interpretation Committee’s (IC) tentative agenda decision: lAS r6
Property, Plant and Equipment and lAS 38 Intangible Assets — Variable Payments ftr
asset purchases

We are commenting on the above tentative agenda decision, published in the November 2015 edition
of IFRIC Update, on behalf of PricewaterhouseCoopers.

rj tentative decision states that the IC observed that the issue was too broad for them to address
within the confines of existing IFRSs and consequently [decided] to reject the issue.

This rejection covers two issues:

i. Whether variable 1)ayments that depend on a purchaser’s future activity should be recognised
as a liability when the asset is recognised initially and, if so, how that liability should be
measured.

2. Whether subsequent changes in the liability should be recognised in profit or loss or as
adjustments to the cost of the asset.

A summary of outreach was included in agenda paper 6A for the September IC meeting. The outreach
states that the issue affects several industries, for example pharmaceutical, mining, oil and gas,
entertainment, telecommunications and real estate. The outreach also states that there is no
predominant approach to accounting for variable payments and that the effect on the income
statement and balance sheet can be material. We therefore believe that the IC or the IASB should
continue work on these issues to minimise or eliminate the diversity in practice.

We observe that the IC staff analogised to IFRS 16 Leases and IFRS Business Combinations. We do
not believe that an ‘analogy’ is useftil in this instance. We suggest that work of the lASH and IC should
focus on the requirements of the relevant standards and assess whether amendments to those
standards are required. rflie relevant standards are;

• lAS 16 Property, Plant and ecluipment — the definition of’ cost (para 6) and the recognition
criteria (para 8.)

• lAS 38 Intangible assets the definition of cost (para 8) and the recognition criteria (para 21.)

• lAS 32 Financial Instruments: Presentation definitions (para ii) an(l contingent settlement
provisions (para 25.)

• IFRIC 1 Changes in existing decommissioning, restoration and similar liabilities
• lAS 39 Financial instruments — revisions to estimates of payments (para AG8)

Pric’ewciterhousc’Coopc’rs Interncitional Liinift’d, i Embankment Place. London Wc2N 6R1 I
T: --44 (o) 20 7583 5000, F: +44 (o) 2072124652, www.pwc.co.uk

Pr cewaterhouseCoocers international Limted is registered in England nurnher 3590073.
Recstered Office: 1 Emsankment P;ace, London WC2N C-P-I.
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We arc disappointed that the IC and the LASH have not made progress on this important issue since it
was submitted in 2011. The tentative agenda decision will confirm that the current diversity in practice
is acceptable and reduce the comparability of financial statements across entities. rfherc will continue
to be widespread diversity in practice in several industries. We believe that it is imperative that the IC
and the lASH find a way to make progress on these important issues to reduce diversity in practice.

If you have any questions, please contact Paul Fitzsimon, PwC Global Chief Accountant (+1 416 869
2322) or Mary Dolson (+ 207 804 2930)

Yours sincerely

PricewaterhouseCoopers
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