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| _INTRODUCTION AND SUMMARY OF CBI RESPONSE

1. The CBI wecomes the opportunity to respond to the Board' s consultation.

2. We support, in principle, the aims of the IASB and FASB to converge accounting
standards on the basis of the superior stlandard. However, we do not support ED 4 aswe
are not convinced that it represents convergence to the better standard. On practical
grounds, we are aso not convinced that the issues the ED addresses are significant
accounting differences with US GAAP that need to be addressed before 2005.

3. Wedo not believe that ED 4 will produce a better accounting standard because:

It introduces a new measurement bas's, lower of carrying vaue and fair value less
disposal cogts, which isinconsstent with the messurement badis for financia
assats, investment properties and impaired assets. There seems no urgency to do
this before the measurement project determines the appropriate bases for
measurement more generdly.

Itisarules based sandard, requiring alist of criteriato be met before an item can
be classfied asaheld for sde. Thisis contrary to the thrust of IFRS. In addition,
SFAS 144 has only recently been introduced and it is not yet clear whether it is
capable of consistent and practical gpplication.

It could result in many insignificant disposals being treated as discontinued
operaions. Thiswill increase the amount of accounting restatements to the
detriment of the clarity of financia reporting.

It would prevent depreciation being charged on assets held for disposa even if
they are till being used by the businesses. This seems contrary to basic
accounting principles.
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4. Any new Standard should also have regard to the Board' s proposas for a new
comprehensive income statement. However a this time the outcome of the Board's
project and its proposals are not yet known. Therefore, there seems no urgency to issue a
standard before 2005.

5. Any standard resulting from ED4 will aso need to be addressed in the context of the
application of IFRS 1 regarding first time gpplication.

7. We st out below our responses to the specific consultation questions.

Il RESPONSESTO CONSULTATION QUESTIONS

IASB 1 The Exposure Draft Proposes that non-current assets should be classified
as assets held for sale if specified criteria are met. (See paragraphs 4 and
5 and Appendix B.) Assets so classified may be required to be measured
differently (see question 2) and presented separately (see question 7) from
other non-current assets.

Does the separate classification of non-current assets held for sale enable
additional information to be provided to users? Do you agree with the
classification being made? If not, why not?

The criteriaset out in Appendix B are very prescriptive and such prescription
isinconggtent with what a principles — based standard should be. If such
prescription is necessary, it would also be better set out in paragraph 5 itsdlf,
rather than an appendix.

In our view assets should be classified as held for sde as soon as, and only if,
asdeishighly probable, such as when a public announcement to that effect is
made. We do not agree with an arbitrary twelve month limit. Whilst the
accounting treatments should apply to dl the assets held for sde, the disclosure
requirements should only apply to discrete business segments.

IASB 2: The Exposure Draft proposes that non-current assets classified as held for
sale should be measured at the lower of carrying amount and fair value
less cost to sell. It also proposes that non-current assets classified as held
for sale should not be depreciated. (See paragraphs8-16.)

I's this measurement basis appropriate for non-current assets classified as
held for sale? If not, why not?

We condder that assets held for sale do not need specific measurement
requirements. The present requirementsin IAS 16, IAS 38 and IAS 36
are more than adequate.

CBI members are dso strongly of the view that depreciation should not cease
when assats are il in active use, but only when withdrawn from active use.
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IASB 3:

IASB 4:

According to IAS 16 and IAS 38, the sdle decison may have an impact

on theuseful life of the asset. According to IAS 36, the sde decisoniis

an indicator that the asset may be impaired and hence cals for an immediate
imparment test.

ED4 needs to be clearer on the interaction between its requirements

and those in IAS 36, asthe latter refersto “plansto discontinue’ as evidence
of impairment and the consegquences of impairment are different between

the two.

In addition, there may be circumstances where disclosure of fair vaue
that the company expects to receive may be commercidly senstive.
Thisissueis not addressed in ED 4.

The Exposure Draft proposesthat assets and liabilitiesthat areto be
disposed of together in a single transaction should betreated as a disposal
group. The measurement basis proposed for non-current assets classified
asheld for salewould be applied to the group asawhole and any resulting
impair ment loss would reduce the carrying value of the non-current assets
in the digposal group. (Seeparagraph 3.)

Isthisappropriate? If not, why not?

According to Paragraph 3 of ED4 a disposal group may be a group of cash
generating units, a single cash generating unit or part of a cash generating unit.

We condder that it is suffident to use the exiding definition of a cash
generating unit which iscontained in IAS 36.

Paragraph 14 of ED4 requires certain non — current assets (including goodwill)
forming pat of a disgposad group to be measured in accordance with other
applicable 1AS, with any imparment loss on the value of the disposd group
dlocated only agang the carrying amount of those non — current assets that
are within the scope of the standard.

However the proposas and explanations in paragraphs BC 27 — 29 are unclesr,
differ from 1AS 36 (which would not apply to assets subject to ED4 by virtue
of paragraphs C8 — C9) and may produce mideading results. Imparment
should be addressed in any new standard based on ED4 solely by reference to
the exigting requirements of 1AS 36.

The Exposure Draft proposes that newly acquired assets that meet the
criteria to be classified as held for sale should be measured at fair value
less costs to sell on initial recognition (see paragraph 9). It therefore
proposes a consequential amendment to [draft] IFRS X Business
Combinations (see paragraph C13 of Appendix C) so that non-current
assets acquired as part of a business combination that meet the criteria to
be classified as held for sale would be measured at fair value as currently
required.

Is measurement at fair value less costs to sell on initial recognition
appropriate? If not, why not?

As explained above, we do not consder it necessary or gppropriate to provide
new measurement rules for this category of assets.
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IASB 5:

IASB 6:

IASB 7:

The Exposure Draft proposes that, for re-valued assets, impairment losses
arising from the write down of assets (or disposal groups) to fair value less
costs to sdl (and subsequent gains) should be treated as revaluation
decreases (and revaluation increases) in accordance with the standard
under which the assets were revalued, except to the extent that the losses
(or gains) arise from the recognition of costs to sell. Coststo sell and any
subsequent changes in costs to sell are proposed to be recognised in the
income statement. (see paragraphs B6B8 of Appendix B.)
Isthisappropriate? If not, why not?

As explained above, we do not consider it necessary or gppropriate to provide
new measurement rules for this category of assets.

The Exposure Draft proposes a consequential amendment to draft |AS 27
Consolidated and Separate Financial Statement to remove the exemption
from consolidation for subsdiaries acquired and held exclusvely with a
view to resale. (See pragraph C3 of Appendix C and paragraphs BC39
and BC40 of the Basisfor Conclusions.)

Isremoval of this exemption appropriate? If not, why not?

We do not agree with the removd of the exemption from consolidation for
subsdiaries acquired.

For example, if a digposd group has just been acquired as pat of a larger
group, and is to be sold, perhaps as a regulatory requirement, the key issue is
what are the expected net proceeds, and this should be the bads for vauing it,
and its carying vadue a a sngle item in the badance shest. To require
temporary consolidetion, with disclosure of dl the consequent detals, is
excessve and does not provide useful information.

The Exposure Draft proposes that non-current assets classified as held for
sale, and assets and liabilities of a disposal group classified as held for sale,
should be presented separately in the balance sheet. The assets and
liabilities of a disposal group classified as held for sale should not be offset
and presented asa singleamount. (See paragraph 28.)

Isthis presentation appropriate? If not, why not?

Yes.



IASB 8:

The Exposure Draft proposes that a discontinued operation should be
component of an entity that either has been disposed of, or is classified as
held for sale, and:

@ the operations and cash flows of that component have been, or will
be, diminated from the ongoing operations of the entity as a result
of itsdisposal; and

(b) the entity will have no dgnificant continuing involvement in that
component after itsdisposal.

A component of an entity may be a cashrgenerating unit or any group of
cash-generating units. (See paragraphs22 and 23.)

These criteria could lead to relatively small units being classified as
discontinued (subject to their materiality). Some entity may also regularly
sl (and buy) operations that would be classfied as discontinued
operations, resulting in discontinued operations being reported every
year. This, in turn, will lead to the comparatives being restated every
year. Do you agree that this is appropriate? Would you prefer an
amendment to the criteria to be made, for example adding a requirement
adapted from IAS 35 Discontinuing Operations that a discontinued
operation shall be separate major line of business or geographical area of
operations, even though this would not converge with SFAS 144
Accounting for the Impairment d Disposal of Long-Lived Assets How
important is convergencein your preference?

Arethe other aspects of these criteria’ sfor classification as a discontinued
operation (for example, the eimination of the operations and cash flows)
appropriate? If not, what criteriawould you suggest, and why?

Separating out discontinued operationsis designed to enhance the income
statement’ s predictive vaue. Discontinued operations should therefore be
defined as Sgnificant changesin scope of operations, such asto influence
the sengitivity of the entity to externa economic segmenta factors.
Discontinued operations should result from strategic decisons only,
whereas disposal groups that fit the component decison may arise from
rationalisation and cost — cutting decisons.

We therefore believe that a disposa group qualifies as discontinued operations
only if it meetsthe IAS 35 criterion, thet isif it “represents a separate mgor line
of business or geographica area of operations’.

We disagree with the proposd that introducing a definition of a*“component”
condtitutes an improvement in the current definition and criteria for

discontinued operaionsin the present IAS 35. The definition would result in
many groups reporting discontinued operations every year and having to restate
the prior year comparative figures which woud be confusing to shareholders
and users of accounts.



IASB 9:

The Exposure Draft proposes that the revenue, expenses, pre tax profit or
loss of discontinued operations and any related tax expense should be
presented separately on the face of the income statement. (See paragraph
24.) An alternative approach would be to present a single amount, profit
after tax, for discontinued operations on the face of the income statement
with a breakdown into the above components given in the notes.

Which approach do you prefer, and why?

If discontinued operations were defined as in IAS 35 as relating to a separate
mgor line of busness or geographicd area of operations, then we agree that
there should be disaggregated disclosure on the face of the income statement.
However, if the IASB pursues a definition of discontinued operations that will
result in inggnificant digposas being trested as discontinued operations, then
we condder that the dternative approach is preferable.  This would alow
companies to choose to meke additional, disaggregated disclosure for
sgnificant discontinued operations. Detaled items of income and expenditure
related to discontinued operations could be provided in the notes, but we
reman of the view that disclosure requirements should only be necessary if
they are materid.

We note that compliance with paragraph 81(h) of IAS 12 could prove difficult
for smal discontinued operations where the tax related to the ongoing
operations can only be alocated on ardatively arbitrary basis.



