IAS1 “PRESENTATION OF FINANCIAL STATEMENTS’

1. GENERAL COMMENTS
We generdly support the proposed revisonsto IAS 1. We aso have comments on:
* the specific questions asked by the IASB;

* differences between IASB and Audtrdian Standards that are identified in The
Australian Convergence Handbook that we believe are better addressed in the
Augrdian Standards,

* issues raised by Audraian congtituents during the consultation process, and

* other issues identified by the AASB and AASB .

2. SPECIFIC QUESTIONS

1 Do you agree with the proposed approach regarding departure from a requirement of
an International Financial Reporting Sandard or an Interpretation of an
International Financial Reporting Standard to achieve a fair presentation (see
proposed paragraphs 13-16)?

Our preference would be for the “true and fair override” to be removed and to dways require
adherence to accounting standards, with additional disclosure in cases where the management
or governing body consdersthisis warranted to achieve afair presentation. However, we
acknowledge the pragmatism of the |ASB’ s gpproach, which alows for various regimes.

We note that paragraph 10 defines afar presentation as presenting the effects of transactions
in accordance with the definitions and recognition criteriafor the elements of financid
satements. Paragraphs 13 and 15 permit departure from a requirement of an IFRS or IFRIC
where the gpplication of the IFRS or the IFRIC isincons stent with the objective of financia
gatements. We recommend that the basis for a departure from the requirement of an IFRS or
an IFRIC be directly related to fair presentation as described in paragraph 10.

2 Do you agree with prohibiting the presentation of items of income and expense as
‘extraordinary items' in the income statement and the notes (see proposed
paragraphs 78 and 79)?

We strongly support this proposal. All revenues and expenses belong within the ‘ordinary’
activities of the entity, and specific revenues and expenses that require disclosure are covered
by IAS 1.80.

We have some difficulty in interpreting paragrgph 76, and in particular the interaction
between paragraphs 76 and 79. Paragraph 76 requires the disclosure of additiond subtotals
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on the face of the income statement where the presentation is relevant to an understanding of
the entity’ sfinancid performance. Paragraph 79 prohibits the presentation of an item of
income or expense as arising from outsde the entity’ s ordinary activities. Some entities may
wishto isolate a specific item of income or expense on the face of the statement of financia
performance. An example of such an isolation is an entity that owns an investiment property
and presents a subtotd after dl income and expenses other than the net gains or losses from
fair vaue adjusments arising under the fair vaue option and disclosed under IAS 40
“Investment Property”, paragraph 67(d). On the one hand, it could be argued that thisisan

appropriate disclosure under paragraph 76, and on the other hand it could be argued that this

presents the net gain or loss from fair value adjusments asif that net gain or loss were
outsde the entity’ s ordinary activities.

3 Do you agree that a long-term financial liability due to be settled within twelve

months of the balance sheet date should be classified as a current liability even if an
agreement to refinance, or to reschedule payments, on a long-term basis is completed
after the balance sheet date and before the financial statements are authorised for

issue (see proposed paragraph 60)?

No. Although this proposal may be considered to be consstent with the principle in IAS 10
“Events After the Balance Sheet Date” that events that occur after the balance sheet date and

areindicative of conditions that arose after the baance sheet date should not be recognised on

the face of thefinancid satements, we bdieve that thisis a classfication issue. Provided the

agreement to refinance is settled before the financia report is authorised for issue, the
liability should continue to be classified aslong term. In these circumstances, to do
otherwise would be potentidly mideading.

4 Do you agree that:

@ along-termfinancial liability that is payable on demand because the entity
breached a condition of its loan agreement should be classified as current at
the balance sheet date, even if the lender has agreed after the balance sheet
date, and before the financial statements are authorised for issue, not to

demand payment as a consequence of the breach (see proposed
paragraph 62)?

(b) if alender was entitled to demand immediate repayment of a loan because the
entity breached a condition of its loan agreement, but agreed by the balance
sheet date to provide a period of grace within which the entity can rectify the
breach and during that time the lender cannot demand immediate repayment,
the liability is classified as non-current if it is due for settlement, without that
breach of the loan agreement, at |least twelve months after the balance sheet
date and:

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

(i) when the financial statements are authorised for issue, the period of
graceisincomplete and it is probable that the breach will be rectified
(see proposed paragraphs 63 and 64)?

No. Pleaserefer to our comments on question 4.

5

Do you agree that an entity should disclose the judgments made by management in
applying the accounting policies that have the most significant effect on the amounts
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of items recognised in the financial statements (see proposed paragraphs 108
and 109)?

Yes. However, we are concerned that if this disclosure is contained within the audited
financid statementsit may tend to ‘boilerplate’ rather than provide useful disclosures.

Further, we are concerned that the disclosure might be difficult to implement in ameaningful
way for large diversfied entities. We recommend that there be some guidance, including
examples, to asss preparers in complying with this disclosure proposa in a useful manner.
We a so suggest that the matter may need to be re-vidted in the context of the IASB’s project
covering management reporting in relation to financid reports (MD&A).

6 Do you agree that an entity should disclose key assumptions about the future, and
other sources of measurement uncertainty, that have a significant risk of causing a
material adjustment to the carrying amount of assets and liabilities within the next
financial year (see proposed paragraphs 110-115)7?

Y es, provided it is made clear that the key assumptions about the future relate to the impact
of those assumptions on the existing position of the reporting entity and that the requirement
is not seeking forecasted information. We consider that the significance of the key
assumptions may be best demongtrated using sengtivity andyss

Aswith question 5, we are also concerned that if this disclosure is contained within the
audited financia statementsit may tend to ‘boilerplate’ rather than useful disclosures.

Further, we are concerned that the disclosure might be difficult to implement in ameaningful
way for large diversfied entities. We recommend that there be some guidance, including
examples, to asss preparersin complying with this disclosure proposal in a useful manner.
We dso suggest that the matter may need to be re-visited in the context of the IASB’s project
covering management reporting in relation to financid reports (MD&A).

3. OTHER COMMENTS

Paragraph  Comment

Throughout ~ We recommend the use of the term ‘financid report’ rather than ‘finencid
datements' to distinguish between specific financid statements, such asthe
income statement, and the overdl report which includes the individud
satements and the explanatory notes.

Throughout  The term ‘management’ is used with dual meanings. Management may mean
the senior personnd involved in the day-to-day management of the entity (for
example, paragraph 7, 105) or the governing body such as the Board of
Directors (for example, paragraphs 13, 18).

We recommend that the term * management’ be replaced by the term *entity’
unless the intention is to refer to the senior personnd running the entity on a
day-to-day basis. Alternatively, in many cases the term ‘ management’ can be
eiminated by restructuring the relevant paragraph.
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Paragraph
7-9

18—-19

22-23

24 - 27

28 - 32

47 - 48

Comment

Paragraphs 7 and 8 refer to disclosures that might be included in adiscusson
and andysis. Paragraph 9 states that these disclosures are outside the scope of
IFRSs. We question whether paragraph 9 is appropriate given the Board' s new
project covering management reporting in relaion to financid reports?

This section provides no guidance as to the gpplication of other Standards
when financid statements are not prepared on a going concern basis. For
example, it isnot clear how the measurement requirements contained in IAS 2
“Inventories’ are gpplied in generd purpose financid statements prepared on a
liquidation basis.

We recommend that disclosure be required not only of uncertainties about the
entity’ s ability to continue as a going concern, but a so the steps being taken to
address those uncertainties and any mitigating factors.

We recommend that this section note that the presentation of financid
datements is an accounting policy and should comply with the relevant
sectionsin IAS 8 “ Accounting Policies, Changes in Accounting Estimates and
Errors’.

Materidity isakey concept in the determination and application of accounting
policies. We recommend the incluson of additiona guidance asto the
meaning and gpplication of the materidity concept (see for example the
guidance in IASB Framework, paragraphs 29 and 30, and AASB 1031
“Materidity”, paragraphs 4.1, 4.1.3 to 4.1.10).

The aggregation of individualy immeteria amounts may be materid in totd.
We recommend that the section explain that where individudly immeterid
amounts are aggregated and the resulting amount is materid, this aggregation
becomes amateria class and disaggregation gppropriate to the context is
required.

Paragraph 31 refers to the net disclosure of some gainsand losses. It isunclear
whether this paragraph is sufficient to provide the “ permisson” required by
paragraph 29 before revenues and expenses are of fset.

We recommend that IAS 1 clarify the distinction between revenues/expenses
and gainglosses. For those jurisdictions that did not have this distinction
before the adoption of 1ASs, the lack of guidance may lead to alack of
comparability between entities.

Where the reporting period is not one year, we recommend that an entity be
required to disclose that the comparative amounts for line items on the balance
sheet may not be directly comparable. For example, for many entities the level
of inventory holdings changes over twelve months because of holdings of
different seasona products and consequent change in demand. As aresult,
inventory in January may not be comparable with (say) inventory in July.

4 of 54



Paragraph
52

54(d)

54(d), 65(i)

56

57(a)

Comment

We would argue that aliquidity basis is gppropriate for financid inditutions
because of the nature of the business (dedling in financid assets and liabilities),
rather than because of the existence or otherwise of a clearly identifiable
operating cycle. Thereasoning in this paragraph suggests that, where a
financid inditution could identify an operating cycle, thet financid inditution
should apply the current/non-current classification. Further, based on this
paragraph, an entity without a clearly identifiable operating cycle could argue
that the liquidity basis should be applied. We recommend that the reference to
supplying goods and services within a clearly defined operating cycle be

del eted.

To alow for assets that are redtricted for the length of the operating cycle, we
recommend that the restrictions on a cash or cash equivaent asset be extended
to “for the grester of a least twelve months or the length of the operating cycle
from the balance sheet date”.

Operating cycle

Paragraph 54 refers to “the entity’ s operating cycle’ and no guidanceis
provided where the entity has a number of operating cycles. Further, an entity
may have an operating cycle of less than twelve months. It isunclear whether
operating assets or liabilities that are expected to be realised or settled within
twelve months but after the length of the operating cycle should be classfied

as current or non-current. \We recommend that requirements smilar to thosein
AASB 1040 “ Statement of Financia Pogtion” (paragraphs 4.3 to 4.4.4) be
induded in IAS 1 in order to clarify the requirements.

Some entities may have an extremely long operating cycle. An example of
such an entity would be one that manages a plantation forest. It is unclear
whether such an entity should classify as current or as non-current an item of
property, plant and equipment that is used in the production process and has a
life less than the length of the operating cycle.

We recommend that these paragraphs refer to “cash asset” rather than to “cash’
to avoid the possibility that an overdraft might be classified as an asset under
the requirements of IAS 7 *“Cash How Statements’, paragraph 8.

Paragraph 56 dlarifies that current assets include the current portion of nor-
current financial assets. Further, paragraph 59 clarifies that the current portion
of anon-current ligbility should be classified as current. In the case of non+
current depreciable assets, it is unclear whether the portion to be depreciated
over the next twelve months should be classified as current. In our view, it
should not be permitted to identify part of a non-current depreciable asset as
current.

We suggest that this paragraph be amended to “is expected to arise and be
stled ..”. Thiswill ensure that lighilities are only classified as current under
this paragraph where they are related to the operating cycle rather than merely
being for aterm less than the length of the operating cycle.
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Paragraph  Comment

61 A current obligation may be classified as non-current where thereis an
agreement to refinance or ‘roll over’ the obligation. We recommend that IAS 1
darify whether this agreement must be with the same counter-party asthe
current obligation thet is potentidly being classfied as non-current.

65 We recommend that IAS 1 State that where an entity elects to separate one of
the items required to be disclosed on the face of the balance sheet into
components, the total of that item need not be disclosed.

66 To ensure aminimum level of structure of the bal ance sheet, we recommend
that the following sub-totals be required:
when the entity uses the current/non-current classfication, current
assets, non-current assets, current liabilities and non-current ligbilities;
and
under dl dassficaions, tota assets, totd liabilities and totd equity.

72(a) We recommend that, for partly-paid shares, disclosure of the amount
outstanding per share and any calls be required by class of share.

We recommend disclosure of any amounts that may be cdled in the event of
the winding-up of the entity.

We recommend that options be specificdly identified as aclass of equity.

76 We gtrongly recommend that IAS 1 specificaly permit income and expensesto
be shown disaggregated on the face of the income statement.

We recommend that profit or loss before income tax expense be disclosed on
the face of the income statement.

It is not clear whether the paragraph 76(a) requirement to disclose “revenue’
requires tota revenue to be disclosed, or whether a disaggregation of tota
revenue is acceptable without dissection of the total.

Finance cogtsis not defined. Does ‘finance costs mean borrowing costs?

76, 92(b) We are concerned that the line items ‘ profit or loss' and * net profit or loss
have such amilar titles. Thisislikely to lead to confusion when references are
made to one or the other line item. For example, paragraph 92(b) refersto
‘profit or loss whereas areference to ‘net profit or loss may be more
appropriate. We urge the IASB to clarify whether paragraph 92 is dedling with
changes in equity before or after minority interests.
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Paragraph  Comment

80-82 As drafted, paragraph 80 appears to require the disclosure of materia revenues
and expenses, whether or not they would be classified as exceptiond, unusud
or nortrecurring. In contragt, paragraph 82 lists itemsthat are frequently
classfied as exceptiond, unusud or non-recurring. To reduce the likelihood
that this section is used as the basis for entities to resurrect exceptiond or
extraordinary disclosures, we recommend that:

paragraph 80 excludes items of income and expense where disclosureis
aready required by another Standard;

thelist in paragraph 82 is limited to those items that are not the subject
of another Standard or an Interpretation; and

paragraph 76 prohibits the disclosure of a sub-tota before items
disclosed under paragraph 80.

83-87 Some of our congtituents are of the view that this section permits a
classfication of expensesthat is either by nature or by function or a hybrid of
nature and function. If thisis not intended, we recommend that paragraph 83
explicitly state that a hybrid classfication is not acceptable.

88 -89 The meaning of “disclose additiond information on the nature of expenses’ is
unclear. We recommend that paragraph 88 contain alist of required
disclosures gpplicable to dl entities regardless of whether they classfy
expenses by nature or by function. Although the exigting disclosure
requirements are by nature, entities disclosing expenses by nature may not
disclose these particular expenses.

The disclosure of cost of goods sold is not required of dl entities. We
recommend that this disclosure be required regardless of whether an entity
discloses expenses by nature or by function.

We recommend that IAS 1 clarify that where an entity has included a cost such
as depreciation in another item such as inventory, that cost becomes classified
asinventory and is not disclosed as depreciation expense.

90 We recommend that dividends per share be required to be disclosed in the
same location as earnings per share. Further, we recommend that this
requirement be transferred to paragraph 116, to ensure that dl dividend-related
disclosures are in one location and that this requirement is not in a section
dedling with expenses.

91 Paragraph (a) refers to a separate component of the financia statements
commencing with ‘the profit or loss for the period’. Does this requirement
refer to ‘profit or loss' (paragraph 76(f)) or ‘net profit or loss
(paragraph 76(h))?

Paragraph (b) refers to revenues and expenses that are ‘required ..." by other
standards. Paragraph 94 refers to revenues and expensesthat are ‘required or
permitted ..." by another Standard. We recommend a consistent approach.

Paragraph (c) refersto the * cumulative effect of changes in accounting policy
and the correction of errors. Are these effects to be combined if, say, two
accounting policies are changed and one error is corrected in the same period?
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Paragraph  Comment

103-109  Werecommend that these paragraphs are transferred to IAS 8 so that all
requirements relating to accounting policies are in the same Standard.

I ssues not We recommend that where an entity changes its name, the entity be required to
covered disclose the former name to facilitate users access to the financid statements
of previous periods.
Where the operating cycle has amaterid effect on the distinction between

current and non-current assets, we recommend that disclosure of the length of
the operating cycle be required.

To assg in the assessment of auditor independence, we recommend that
entities be required to disclose payments to auditors and related practices of
auditors separated between payments for auditing and for other services, with a
break-up by nature of the other services.

We recommend that entities be required to disclose any imputation credits if
they operate in jurisdictions with taxation imputation systems.

4, EDITORIAL COMMENTS

Paragraph  Comment

14(c), 15(a) We recommend that these paragraphs be amended to ensure that only
necessary departures from arequirement of an IFRS or an IFRIC are made, by
amending the firg line to read: “the requirement of the Standard or

Interpretation ...”.

17 We recommend that a more appropriate location for this paragraph is
immediately after paragraph 11.

39 We recommend that the reference to IAS 8 include the effects of errors as well
as changes in accounting policies.

50 Deete ‘within’ inline 3.
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AASB comments on proposed improvementsto
IAS 2 “Inventories’

1. GENERAL COMMENTS

We generdly support the proposed revisonsto IAS 2. We aso have comments on:

* the specific questions asked by the IASB,;

* differences between IASB and Audrdian Standards that are identified in The
Australian Convergence Handbook that we believe are better addressed in the
Augrdian Standards,

* issues raised by Audtralian congtituents during the consultation process; and

* other issues identified by the AASB and AASB daff.

2. SPECIFIC QUESTIONS

1 Do you agree with eliminating the allowed alternative of using the last-in, first out
(LIFO) method for determining the cost of inventories under paragraphs 23 and 24 of

IAS27?

We strongly support this proposal for the reasons outlined in paragraph A5 of the Basis for
Conclusions to the proposed revised IAS 2.

2 IAS 2 requires reversal of write-downs of inventories when the circumstances that

previously caused inventories to be written down below cost no longer exist

(paragraph 30). IAS2 also requires the amount of any reversal of any write-down of
inventories to be recognised in profit or loss (paragraph 31) Do you agree with

retaining those requirements?

We support retaining the existing recognition requirements. However, we consder that the
requirements have little gpplication in practice, except perhgps in the case of inventories with
along life cycle that remain as inventories over anumber of reporting periods. Accordingly,
we consder that the requirements to disclose the write downs and the reversals

[paragraphs 34(c) and (d)] should be re-considered and, if retained, judtified in the Basisfor
Conclusions. If the amounts concerned are of particular relevance they would be disclosed
under paragraph 80 of IAS 1.
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3. OTHER COMMENTS

The following comments include differences between IASB and Audtraian Standards thet are
identified in The Australian Convergence Handbook, and issues raised by congtituents during
the consultation process.

Paragraph
11

16

21 & 21A

27

Comment

In discussing the factors to be consdered for determining norma operating
capacity, we consider that it would be beneficia to add reference to:

* the volume of production which the production facilities are intended by
their designers and by management to yield under the working conditions
normaly prevaling;

* the budgeted leve of activity for the current reporting period and for the
ensuing reporting period; and

* the leve of activity achieved both in the current reporting period and in
previous reporting periods.

We support the proposed additions to the commentary in relation to service
providersin that they clarify two key points that may otherwise lead to
divergent accounting practices.

We support the proposed additions incorporating the SIC-1 “Consistency —
Different Cost Formulas for Inventories’. We condder that the examplein
paragraph 21A ishdpful, but is not in the nature of amain principle and,
accordingly, should not be in bold type (see Preface, paragraph 14).

In discussing the factors to be considered for determining selling price for the
purpose of estimating the net redlisable value of inventories, we consder thet it
would be beneficid to add reference to:

* any exiding contracts for future saes of items of inventory;
* the generd pattern of sales, inventories and discounts; and

* fluctuations in the price of materids which will affect the sdling price of
items of inventory or where the raw materias are expected to be sold in
their unprocessed state.

Specificaly in relation to estimating the net redlisable value of spare parts held
for sdeor for usein after-sales sarvice, we consder it would helpful to
mention the need to congder past and future inventory movements relative to
the total number of units in existence on which the spares can be used and dso
to the gpproximate date by which the last of those units can be expected to
have gone out of service.

Since net redisable value may be estimated using formulas, we consider that it
may aso be helpful to discuss thisissue and to note that the formulawould
normally take into account, as appropriate, the age, past movements, expected
future movements and estimated scrap vaues of the inventories.

We congder that it may also be beneficia to include discussion of the
Stuations in which the net redisable vaue of inventory islikely to be lessthan
the cogt, induding:
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Paragraph  Comment
* afdl in ling price
* physicd deterioration of inventories,
* obsolescence of product;

* adecigon, as part of an entity’ s marketing strategy, to manufacture and
&l products for thetime being at aloss,

* misca culations or other errorsin purchasing or production; and

34(c) As noted above in relaion to specific question 2, we recommend that
paragraph 34(c) should be re-consdered and, if retained, justified in the Basis
for Conclusons. We consder that the disclosure is unlikely to provide useful
information.

4. EDITORIAL COMMENTS

None
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IAS8 “ACCOUNTING POLICIES,
CHANGESIN ACCOUNTING ESTIMATES AND ERRORS’

1. GENERAL COMMENTS
We generdly support the proposed revisonsto IAS 8. We aso have comments on:
* the specific questions asked by the IASB;

* differences between IASB and Audtrdian Standards that are identified in The
Australian Convergence Handbook that we believe are better addressed in the
Augrdian Standards,

* issues raised by Audraian congtituents during the consultation process, and

* other issues identified by the AASB and AASB daff.

2. SPECIFIC QUESTIONS

1 Do you agree that the allowed alter native treatment should be eliminated for
voluntary changes in accounting policies and corrections of errors, meaning that
those changes and corrections should be accounted for retrospectively asif the new
accounting policy had always been in use or the error had never occurred (see
paragraphs 20, 21, 32 and 33)?

We support the dimination of the choice in reporting voluntary changes in accounting policy
and corrections of errors.

We agree that the effect of avoluntary change in an accounting policy should be accounted
for retrospectivey, given the criteriathat need to be satisfied in order to make such a change.
However, we could accept the effect of change in accounting policy being recognised as a
revenue or an expense in the period in which the change is made, provided there is adequate
disclosure.

We disagree with the proposal relating to errors. We consder that the effect of an error
should always be recognised as a revenue or an expense in the period the error is discovered.

The IASB is presently consdering the format of the performance statement. Accordingly, we
recommend that the scope of that project be extended to make provision for the effect of
voluntary changesin accounting policies and the correction of errors to be recognised within
the performance statement. Given that the IASB’ s debate to date has discussed methods of
reporting vaue changes that occurred in periods other than the period in which the changeis
recognised, it appears sensible to consder the presentation of voluntary changesin
accounting policy and the correction of errors within the performance statemen.
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2 Do you agree with eliminating the distinction between fundamental errors and other
material errors (see paragraphs 32 and 33)?

We strongly support this proposa. The digtinction between fundamenta errors and materid

errorsis not clearly ddlineated, and we consider that the disclosures proposed under revised
IAS 8 and the disclosures of revenues and expenses required by IAS 1.80 provide sufficient
information to users.

3. OTHER COMMENTS

The following comments include differences between |ASB and Audtralian Standards that are
identified in The Australian Convergence Handbook, and issues raised by congtituents during
the consultation process.

Paragraph  Comment

4 We note that there is no requirement for the application of a Standard or
Interpretation to reflect the substance of a transaction rather than the form.
Thisis required in the voluntary selection of accounting policies used in the
absence of a particular Standard or Interpretation [paragraph 5(b)(ii)]. We
recommend that a requirement to reflect the substance of a transaction be
inserted in paragraph 4.

5(b)(iv) We recommend that this sub-paragraph be deleted. We appreciate that
prudence is mentioned in the IASB’ s framework, and we suggest thet this
apsect of the framework be re-considered. The concept of prudenceis
incongstent with the definition of religbility and with the requirement for
reliable information to be free from error. Prudence is generally interpreted to
require a bias whereas reliahility is defined as being “neutrd, ie free from bias’
[paragraph 5(b)(iii)].

11(b) We recommend that this paragraph be deleted. The paragraph addresses two
types of transactions and other events:

@ those that did not occur previoudy, and
(b) those that were immeaterid in the past.

Transactions and other events that did not occur previoudy are “transactions
and other events thet differ in substance from those previoudly occurring” and
are covered by paragraph 11(a).

In relation to transactions and other events that were immateria in the past,
two Stuations can arise.

Firg, the entity has an accounting policy for those transactions and events but
does not gpply the policy because the transactions and events are immeaterid.
In that case, the gpplication of the exigting policy does not require amentionin
paragraph 11(b). If the transactions and other events become materid, and at
the same time the entity changes the accounting policy, the requirements
relating to the adoption of the new accounting policy should apply.

The second possible Stuation is that the entity determined that the transaction
or other event was immateria without developing an accounting policy asa
basis for the determination of materidity. In that case, the entity is adopting an
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Paragraph  Comment

acocounting policy for thefirgt time, and the change in accounting policy
provisons are not relevant. 1AS 8 could identify that, under this Stuation, this
isa‘firg time adoption’ and therefore it cannot be a change in accounting
policy.

Under ether stuation, IAS 8 should clarify the correct trestment of * catch-up’
adjusments. For example, if atransaction that was immeaterid now becomes
materid, do the trangtiona provisonsin an applicable IFRS gpply, or should
any catch up adjustments be recognised asif they were errors on the grounds,
that if amaterid catch-up adjustment is required, an error must have been

made in the past?
13,21and  These paragraphs propose that, where comparative information cannot be
33 restated for a particular prior period, that period is exempt from the

requirement to restate comparative information. The purpose of restating
compardtive information isto “ provide useful information for trend andysis of
income and expenses’ (paragraph A8(b)). Having some prior periods restated
and other prior periods not restated does not achieve the stated purpose. We
recommend thet either dl prior periods are restated or, if thiswould require
undue cost or effort, no prior periods are restated.

19(d) We are concerned with the potentialy onerous nature of the proposal to require
the estimate of the effects of the requirements on the entity of a new Standard
that has not yet come into effect. This seemsto be contrary to the usua
practice of issuing a Standard some time before mandatory application in order
to provide preparers with time to understand the requirements of the new
Standard and to identify the effect. The proposd fails to recognise that entities
may need to put in place new or upgraded systems for collecting and andysing
information before they can implement new accounting policies. We
acknowledge that there is effectively an “undue cost or effort” override built
into paragraph 19(d), however, we consder that this override may need to be
invoked frequently. The same overrideis used in other sandards on the basis
that it will rarely beinvoked. We have a concern that paragraph 19(d) may
generdly “devaue’ the notion of the undue cost or effort override in the eyes
of users of the stlandards.

31-35 This section is drafted asif an error made in the past can never have an effect
in the period in which the error is discovered. This may not dways be the
case. For example, adepreciable asset may be incorrectly classified asland on
acquisition and, accordingly, depreciation will not have been charged in the
past. We congder that the depreciation expense of the current period deserves
disclosure as much as the “ correction” depreciation retrogpectively applied to
the prior periods affected. We recommend that the section is amended
accordingly.

32 We recommend that entities be explicitly required to correct an error in the
period in which the entity discovers that the error has been made.
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AASB comments on proposed improvementsto
IAS 10 “ Events After the Balance Date”

1. GENERAL COMMENTS
We generally support the proposed revisonsto IAS 10. However, we do not support the
implications of Example 12 to IAS 37 — please refer to OTHER COMMENTS.

2. SPECIFIC QUESTIONS
None

3. OTHER COMMENTS

Paragraph  Comment

11& 12 The proposed improved IAS 10, paragraph 11 prohibits dividends declared
after the balance sheet date from being recognised as liabilities at the balance

’E)égd?xlé sheet date. Paragraph 12 explains that the dividends are not recognised as
t0 IAS 37 liabilities because they do not meet the criteria of a present obligation in

IAS 37 Provisons, Contingent Liagbilities and Contingent Assets.

Example 12 in Appendix C of the proposed improved IAS 37 explainsthat a
dividend announced before baance sheet date and subject to shareholder
gpprova after the balance sheet date is aso not aliability, on the bass that
shareholder approva isthe obligating event.

In Augtrdia, the power to declare and pay dividends depends on the
congtitution of the entity concerned. The directors of some companies can
“declare’” and pay a dividend without the approva of shareholders. The
directors of some companies can “announce’ a dividend subject to the
gpprova of shareholders.

In the case of declarations or announcements occurring after the balance sheet
date (dedt with in the proposed improved IAS 10), the AASB agreesthat there
isno lihility.

In the case of announcements made before the bal ance sheet date and subject
to shareholder approval after the balance sheet date (dedt with in Example 12

of the proposed improved |AS 37), the AASB consdersthat thereisaliability.
Accordingly, the AASB disagrees with the proposed amendment to IAS 37.

The AASB considers that the announcement gives rise to a congructive
obligation® to pay the dividend consistent with the principlein IAS 37 that an
entity has a constructive obligation to recognise arestructuring provision
where it has aforma plan and raises avaid expectation about the
restructuring. By announcing the dividend, the entity is obliged to pay it
because the announcement raises a vaid expectation among shareholders that
the dividend will be paid. Thisis particularly the case where past behaviour
indicates that announced dividends are aways paid.

1 A constructive obligation is an obligation that derives from an entity’ s actions where:
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4, EDITORIAL COMMENTS
None

(a) by established practice, published policies or a sufficiently specific statement, the entity has
indicated to other partiesthat it will accept certain responsibilities; and

(b) asaresult, the entity has created avalid expectation on the part of those other partiesthat it will
discharge those responsibilities [paragraph 10 of IAS37]
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IAS16 “PROPERTY, PLANT AND EQUIPMENT”

1 GENERAL COMMENTS
We generadly support the proposed revisonsto IAS 16. We aso have comments on:
* the specific questions asked by the IASB;

* differences between IASB and Audtralian Standards that are identified in The
Australian Convergence Handbook that we believe are better addressed in the
Audtrdian Standards;

* issues raised by Audtrdian congtituents during the consultation process, and

* other issues identified by the AASB and AASB saff.

2. SPECIFIC QUESTIONS

1 Do you agree that all exchanges of items of property, plant and equipment should be
measured at fair value, except when the fair value of neither of the assets exchanged
can be determined reliably (see paragraphs 21 and 21A)?

We support the generd proposition that al exchanges of property, plant and equipment
(regardless of whether the assets are similar) are measured at fair value. We do not have
knowledge of the example(s) that IAS 16 relies upon to require the exception to the generd
proposition. Without knowledge of the example(s) we must regject the incluson of the
exception to the generd proposition “except when the fair vaue of neither of the assets
exchanged can be determined reliably”. We would contend that rationa behaviour precludes
for-profit entities (and for that matter not-for-profit entities) entering into transactions for
property, plant and equipment without knowing the economics of the arrangement. We
would argue that the property, plant and equipment acquired (and, where applicable,
identifiable liabilities assumed) are dways measurable in an exchange of items of property,
plant and equipment, and must be measured at the acquisition date at their fair vaue as at the
acquigition date.

Even if we accept the proposed choice, we consider that paragraph 21A (and al referencesto
paragraph 21A) are unnecessary.

In addition, we object to the expression in paragraph 21 “if it ismore dearly evident”
because it introduces another potentia criterion, when the expression “if it ismore reiable”’
is more consstent with the Framework.

2 Do you agree that all exchanges of intangible assets should be measured at fair value,
except when the fair value of neither of the assets exchanged can be determined
reliably? (Seethe amendmentsin paragraphs 34-34B of |AS 38, Intangible Assets,
proposed as a consequence of the proposal described in Question 1.)
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(Note that the Board has decided not to amend, at this time, the prohibition in IAS 18,
Revenue, on recognising revenue from exchanges or swaps of goods or services of a
similar nature and value. The Board will review that policy later in the context of a
future project on the Recognition of Revenue).

Our answer to Question 2 isthe same as our answer to Question 1. We support the genera
proposition that dl exchanges of intangible assats (regardless of whether the assets are
amilar) are measured at fair value. We do not have knowledge of the example(s) that you
rely upon to require the exception to the generd proposition. Without knowledge of the
example(s) we must rgject the inclusion of the exception to the generd proposition “except
when the fair value of neither of the assets exchanged can be determined rliably”. We
would contend that rational behaviour precludes for-profit entities (and for that matter not-
for-profit entities) entering into transactions for intangible assets without knowing the
economics of the arrangement. We would argue that the intangible assets acquired (and,
where gpplicable, identifiable liabilities assumed) are dways measurable in an exchange of
items of intangible assets, and must be measured &t their fair vaue as at the acquisition date.

3 Do you agree that depreciation of an item of property, plant and equipment should
not cease when it becomes temporarily idle or isretired from active use and held for
disposal (see paragraph 59)?

We consider that this proposal should be better articulated. For example, where atemporary
idle period was dways intended, and was built into the estimate of the useful life of the asst,
we congder that depreciation should not cease.

Furthermore, as discussed in IAS 16, paragraph 43, depreciation may represent the
consumption of an asset based on one or more factorsincluding usage and technica
obsolescence. If an asset is being depreciated based on usage it seems reasonable to cease
depreciating during an idle period. However, to the extent that an asset is being depreciated
based on technica obsolescence, the idle period will not lessen the need to depreciate.

3. OTHER COMMENTS

The fallowing comments include differences between IASB and Augtrdian Standards that are
identified in The Australian Convergence Handbook, and issues raised by congtituents during
the consultation process.

Paragraph  Comment

6 and 46 We do not support the amended definition of “residud value’ in proposed
paragraph 6 that requires the residua value of an asset to be reviewed as at
each reporting date, regardless of whether the asset is measured at cost or a a
revalued amount.

Presently, paragraph 46 comments that, when the cost bas's of measurement is
used, the residua vaueis estimated at acquidition date and is not subsequently
increased for changesin prices. We congder that the present paragraph 46
articulates an important principle, namey an anti-abuse measure, which
guarantines the Income Statement and the Baance Sheet from the effect of a
changed depreciable amount caused by achange in the price of the resdud
vaue of an item of property, plant and equipment. Our experience before we
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Paragraph

12

16

Comment

introduced the equivaent of the existing paragraph 46 was that entities
revaued the residua value to the point where the depreciable amount was zero
and avoided the need to depreciate.

We would recommend the principle expressed in the present definition of
“resdud vaue' be retained, that is when property, plant and equipment is not
revaued, the estimate of resdua vaue is expressed in terms of the amount
expected as a the date of acquisition and not some future vaue which would
take into account the effect of inflation on asset prices. However, we would
recommend that the present paragraph 46 be changed to acknowledge that
resdual value may ill be (a) decreased or (b) increased for reasons other than
changesin prices.

We agree that a component approach to depreciation and to the treatment of
expenditure to renew a component of an item of property, plant and equipment
should be gpplied to dl property, plant and equipment, thereby achieving
greater consgistency with existing commentary about identifying separate assets
based on them having different useful lives.

The unchanged paragraph 16 comments that, where payment for an item of
property, plant and equipment is deferred beyond norma credit terms, its cost
isthe cash price equivaent, which implies that the deferred payment amount is
effectively discounted at arate specific to the asst.

We agree that the estimated cash flows used to measure payment for an item of
property, plant and equipment deferred beyond normal credit terms be
discounted to their present vaue to reflect the time vaue of money. If the cash
flows were not discounted, two payments for an item of property, plant and
equipment deferred beyond normal credit terms giving rise to the same cash
flows but with different timings would be reported at the same vaue, dthough
rationa economic appraisal would regard them as different.

Accordingly, we recommend that when determining an asset’s cost &t its
acquisition date, paragraph 16 be changed to explicitly require that any
deferred settlement cash consderation is discounted to its present vaue and the
discount rate used to determine the discounted cash congderation must be the
pre-tax rate (or rates) that reflect(s) the current market assessment of the time
vaue of money and the risks specific to the asset.
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Paragraph  Comment

15(e), 20A  The proposed deletion of paragraph 15(e) and the proposed addition of

and 20B paragraphs 20A and 20B (which restate the principle in the former paragraph
15(e)) provide additiona guidance on the principle that the cost of an item of
property, plant and equipment includes the costs of dismantling and removing
the asset and restoring the Site on which the asset islocated as measured in
accordance with IAS 37 “Provisons, Contingent Liabilities and Contingent
Asss'.

We support the thrust of the guidance, but recommend that thisissue would be
best addressed as a separate project, consistent with the FASB’s “ Asset
Retirement Obligations’ project — Statement No. 143 because the guidance
leaves alarge number of issues unanswered. For example, consider an entity
operating aforest estate where its licensing agreement requires it to remove

any assets at the end of production and restore the land component of the forest
edate. In the process of meeting its licensing obligation the entity will remove
fencing that can be sold. It isnot clear to us whether the income from the sde
of the fencing is netted off againg the costs of dismantling and removing the
asset and restoring the Site on which the asset is located to arrive at a net cost.

22A We support the proposed addition of paragraph 22A to require that expenditure
incurred in replacing or renewing a component of an item of property, plant
and equipment be accounted for as the acquigition of a separate asset and that
the component asset that was subject to the replacement or the renewal be

written off.

22C and We support the proposed addition of paragraphs 22C and 22D that a

22D component that requires ingpection to enable its continuing use istrested as a
Separate component for depreciation purposes.

23 The proposed amended paragraph 23 replaces “the originaly assessed standard

of performance’ with the “standard of performance assessed immediady
before the expenditure was made’ in describing the criterion for determining
whether subsequent expenditure relating to an item of property, plant and
equipment should be capitaised.

We can see no benefit arising from the change and consequently, we do not
support the change.

28 The criteriafor a voluntary change in accounting policy are articulated in
IAS 8* Net Profit or Loss for the Period, Fundamenta Errors and Changesin
Accounting Policies’.  1AS 16 alows changes between the cost basis and the
far vdue bass. However, IAS 16 limits the choice to:

far vdue or

historical cost, namely, the treetment in accordance with
IAS 16.28, whichisthe“origind” historicd cost less any
accumulated depreciation and accumulated impairment losses.

We contend that measurement &t fair vaue provides information that is more
relevant than measurement a historical cost. Accordingly, we recommend that
when IAS 16 dlows changes from fair vaue to cog, the provison of relevant
information requires that the cost be measured as the property, plant and
equipment’ s carrying amount & the date the reval uation was discontinued less
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Paragraph  Comment

any subsequent accumulated depreciation and subsequent accumulated
impairment losses. Thisis similar to the notion of *deemed cost” inthe
IASB’sED 1 “Firg-time Application of Internationd Financia Reporting
Standards’.

49and52  We agree with the proposd that review “periodicaly” means that reviews of
the useful life and depreciation method of an item of property, plant and
equipment must occur at least a each financid year end.

53A and We disagree with the proposa to insert a specific disclosure requirement that

53B the recognition of compensation from third parties for items of property, plant
and equipment that were impaired, lost or given up, in the period inwhichitis
recalved, to beincluded in profit or loss/result for that period and be disclosed
separately. If the compensation from third parties was worthy of separately
reporting it would aready be required to be disclosed by IAS 8 “Net Profit or
Lossfor the Period, Fundamental Errors and Changesin Accounting Policies’,
paragraph 16.

60 We agree with the proposal to remove the exemption from disclosing
comparative information for the reconciliation of the carrying amounts a the
beginning and end of the period for each class of property, plant and
equipment.

61(b) We support the proposa to remove the requirement that the financia
statements disclose the accounting policy for the estimated costs of restoring
the gte of items of property, plant and equipment (as this disclosure is required
in1AS 37 “Provisons, Contingent Liabilities and Contingent Assets).

64(d), 64(e) We agree with the proposa to require additiond disclosures for items of
and 64(f) property, plant and equipment stated at revalued amounts:

the methods and significant assumptions gpplied in estimating the
asHs far vaues, and

the extent to which the assets fair values were determined directly
by reference to observable prices in an active market or recent
transactions on arm’ s-length terms or were estimated using other
vauation techniques.

However, we do not agree with the cost disclosure requirements articulated in
existing paragraph 64(e) [the proposed amended paragraph 64(f)]. We contend
that the measurement attribute fair value provides information that is more
relevant than the measurement attribute historical cost. Accordingly, we
recommend the deletion of this disclosure requirement.

4, EDITORIAL COMMENTS

Paragraph  Comment

6 We recommend that the definition of “fair vaue’ used in paragraph 6 shoud
be the same as the definition of “fair vaue’ used in the Glossary of Terms.
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1.

AASB comments on proposed improvementsto
|IAS 17 “ L eases’

GENERAL COMMENTS

We generdly support the proposed revisonsto IAS 17. We aso have comments on:

*

the specific questions asked by the IASB;

differences between IASB and Audtrdian Standards that are identified in The
Australian Convergence Handbook that we believe are better addressed in the
Augrdian Standards,

issues raised by Audrdian condtituents during the consultation process, and
other issues identified by the AASB and AASB daff.
SPECIFIC QUESTIONS

Do you agree that when classifying a lease of land and buildings, the lease should be
split into two elements—a lease of land and a lease of buildings? The land element is
generally classified as an operating lease under paragraph 11 of IAS 17, Leases, and
the buildings element is classified as an operating or finance lease by applying the
conditionsin paragraphs 3-10 of IAS17.

We support this proposal for the reasons outlined in paragraph A3 of the Bass for
Conclusionsto the proposed revised IAS 17.

2

Do you agree that when a lessor incursinitial direct costsin negotiating a lease,
those costs should be capitalised and allocated over the lease term? Do you agree
that only incremental costs that are directly attributable to the lease transaction
should be capitalised in this way and that they should include those internal costs that
are incremental and directly attributable?

We support removing the choice in accounting for initia direct cods currently avalablein
IAS 17. We agreethat initia direct costs should be capitalised and alocated over the lease
term, and that this should include any incrementd interna costs. Please refer to our
comments on paragraphs 3, 34 and 44.
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3. OTHER COMMENTS

The following comments include differences between IASB and Audtraian Standards thet are
identified in The Australian Convergence Handbook, and issues raised by congtituents during
the consultation process.

Paragraph  Comment

3 We support the incluson of a definition for initid direct costs, but believe that
the definiton should not exclude costs incurred by manufacturer or dedler
lessors. We consider that initia direct costs should be capitalised and alocated
over the lease term regardiess of the type of finance lease.

3 Residual vaue should be a defined term. For example, AASB 1008.20.1
defines resdua vaue as the estimated fair vaue of the leased asset a the end
of the lease term, based on price levels and market conditions existing at the
inception of the lease.

IAS 17 should a0 include guidance on determining the amounts to be
included in minimum lease payments and in lease commitments. See for
example, AASB 1008, paragraphs 20.1.2 and 20.1.3.

Theinterest rate implicit in the lease should be defined as “the discount rate
that, at-the-Heeption-of-thetease at the beginning of the lease term, causes the
aggregate present vaue of the minimum lease payments and any unguaranteed
resdud vaueto be equd to the fair value of the leased asset”. The current
requirements may lead to the use of adistorted discount rate, if the inception of
the lease (that is, the date of the lease agreement, or if earlier, the date of a
commitment by the partiesto the principd provisons of the lease) differs from
the beginning of the lease term (that is, the commencement date of the period
during which the risks and benefits incident to ownership of the leased asset
are trandferred from the lessor to the lessee).

8 While we support the overriding principles, IAS 17, paragraphs 5 to 10 should
be supplemented by specific quantitative criteria, such asthose in AASB 1008,
paragraph 5.3.4, to provide some implementation guidance in dassfying leases
as operating or finance leases. We gppreciate that it would aso be desirable to
emphasise that the quantative criteria do not replace the core principle used to
digtinguish between operating and finance leases.

11 Further guidance should be included that where a premium forms part of a
lump-sum payable for along-term lease of land and buildings, the premium
payable in respect of each is caculated in proportion to their fair value, and
included in minimum lease payments. Where such a premium relatesto an
operating lease, it should be trested as a prepayment and amortised over the
lease term on a basis which best reflects the pattern in which the economic
benefits are consumed by the lessee.
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Paragraph  Comment

11B In circumstances where it is not possible to reliably alocate lease payments
between the land and building eements, we believe that entities should make a
reasonable all ocation based on the best estimate of fair value, rather than
arbitrarily deem both eements to be a finance lease (unlessit is clear that both
elements of the lease are operdting in nature).

If a choice must be madein this case, we support such leases being deemed to
be finance leases.

11C The paragraph should be extended to cover leases of land and buildingsin
which the value of the buildings &t the inception of the lease isimmaterid. For
example, theleasing of grazing land with equipment or grain sheds of an
immateria vaue, should be trested as a Shgle operating lease.

Further guidance should be included that in the case of more than one building
forming aleased asset conssting of buildings and land of immateria vaue, the
economic life of the entire asset is taken to be the vaue weighted average of
the economic lives of the buildings (see for example, AASB 1008,

paragraph 5.3.13).

12, 28 IAS 17 should specify the point of time at which the lessee and lessor must
recognise the assets and liabilities arising from afinance lease. This should be
the point at which the risks and benefits incident to ownership of the leased
asset are transferred from the lessor to the lessee.

34 We congder that initid direct costs should be capitalised and dlocated over the
lease term regardless of the type of lease.

39 Lessors should be required to disclose for each class of asset leased out under

operating leases.

- the gross amount of leased assets as at the reporting date;
accumulated depreciation as at the reporting date;
accumulated write-downs to recoverable amount as at the reporting date;
depreciation recognised as an expense in the reporting period;
write-downs recognised as an expense in the reporting period; and
reversals of write-downs recognised as revenues in the reporting period.

44 The AASB consdersthat initid direct costs incurred in connection with an
operating lease should be immediatley recognised as expenses. The notion of
operating leases is founded on such contracts being period-by-period
propositions and, accordingly, there may no future economic benefits
associated with operating leases.
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Paragraph
52

Issue not
addressed

Comment

While neither IAS 17, paragraph 52 or commentary addresses this issue, the
Appendix to IAS 17 illudtrates that any excess between the fair vaue and
carrying value of a sale and leaseback asset should be deferred and amortised.
We believe that the black letter or commentary should address thisissue.
Furthermore, we believe that the excess should be recognised immediately as
revenue, reflecting that the gain has been realised a the moment of sale, and to
be congtent with revenue recognition principlesfor ordinary sdes.

While |AS 17, paragraph 52 requires an excess of the sde price above fair
vaueto be deferred and amortised over the period for which the asset is
expected to be used, it does not address the pattern in which the excess should
be amortised. As congstent with other requirementsin IAS 17, the excess
should be amortised on a straight line basis unless another systemétic basisis
representative of the time pattern of the user’ s benefit.

IAS 17 should address the accounting for executory costs. For instance,
AASB 1008, paragraph 20.1 defines executory cogts as “the costs specificaly
related only to the operation and maintenance of the lease asset (including
insurance, repairs and property taxes)”. Under AASB 1008:

alessee must recognise any part of lease payments representing a
reimbursement of executory costs incurred by the lessor as an expensein
the reporting period in which those rentads are incurred (paragraph 9.1);
and

alessor must recognise any part of lease payments representing a recovery
of executory codts as revenues in the reporting period in which the related
costs are incurred (paragraph 16.1).

We bdlieve this treestment reflects that the act of payment for executory codtsis
compensation for expensesincurred by the lessor.

4, EDITORIAL COMMENTS (Paragraph referencesareto current IAS 17)

Paragraph
27(d)

Comment

To avoid confusion as to whether some difference exists between the terms,
lessees should be required to disclose “materid” rather than “sgnificant”
leasing arrangements.
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IAS 21

“THE EFFECTS OF CHANGESIN FOREIGN EXCHANGE RATES’

1.

GENERAL COMMENTS

We generdly support the proposed revisonsto IAS 1. We aso have comments on:

*

the specific questions asked by the IASB;

differences between IASB and Audrdian Standards that are identified in The
Australian Convergence Handbook that we believe are better addressed in the
Augrdian Standards,

issues raised by Audrdian congtituents during the consultation process; and

other issues identified by the AASB and AASB daff.

SPECIFIC QUESTIONS

Do you agree with the proposed definition of functional currency as*“ the currency of
the primary economic environment in which the entity operates, and the guidance
proposed in paragraphs 7-12 on how to determine what is an entity’ s functional
currency?

We support the proposed definition of functiona currency. However, we have some
concerns with the guidance proposed in paragraphs 7-12 for the determination of an ertity’s
functiond currency.

@

(b)

(©

We recommend that IAS 21 clarify the relationship between the currency in which
sales prices are denominated (IAS 21.7()) and the currency in which operating costs
are denominated (IAS 21.7(b)). Many entities manufacture or produce goods and
services in an economy with adomestic currency and sdll those goods or servicesin
international markets where prices are denominated in (say) US dollars. In some
cases, it may be unclear which currency is the functiona currency.

We recommend that IAS 21 explain that the factors in paragraph 8 are only used
where the factors in paragraph 7 do not clearly determine the functiond currency.

An entity may be areporting entity in its own right and also be aforeign operation of
another entity. We are concerned that paragraph 7 would gpply to the entity asa
reporting entity and that paragraph 9 would apply to the entity as aforeign operation
of another entity. In our view, paragraphs 7 and 9 could give different answers asto
the functiond currency. Accordingly, there may be some confusion for some entities
attempting to determine their functiona currency.

Asanillugration of our concern, we consider atypicd Stuation that faces many

subgdiaries of Audtralian companies. Assume that aforeign operation is established
in aforeign jurisdiction to take advantage of factors such aslow wage rates in that
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foreign jurisdiction or access to overseas markets. The relationship between the
foreign operation and the reporting entity may be such that the foreign operation has
little autonomy in determining its operating and financing policies. To identify the
functiond currency, the foreign operation would congder:

(0] the currency in which the sales prices and operating costs are denominated
(paragraph 7), and conclude that the functional currency is the currency of the
foreign jurisdiction (and thiswould be the functiond currency of the entity if
it were areporting entity in its own right);

@i the lack of autonomy from the reporting entity (paragraphs 9(a) and (c)), and
conclude that the functional currency isthe functiond currency of the

reporting entity; and

(i) the fact that the foreign operation incurs expenses, generates income and
finances working capitd in the currency of the foreign jurisdiction
(paragraphs 9(a) and (d)), and conclude that the functiond currency isthe
currency of the foreign jurisdiction.

We recommend that paragraph 9 be deleted and that foreign operations apply the
same rulesin determining functiona currency as other entities. \We condder that the
operating relationship between the reporting entity and a foreign operation does not
necessarily bear upon the currency of the foreign operation’s primary economic
environment. Further, we consider that the content of paragraph 9 will more likely
confuse than asst in the determination of the functiona currency of aforeign
operation.

If paragraph 9 is retained, we recommend that the paragraph be re-drafted. Presently
the factors are written with different perspectives. For example, a“yes’ answer to (a)
would indicate that the entity’ s functiona currency is the reporting entity’ s functiona
currency, whereas a“yes’ answer to (d) would indicate that the entity’ s functiona
currency is not necessarily the reporting entity’ s functiond currency.

2 Do you agree that a reporting entity (whether a group or a stand-alone entity) should
be permitted to present its financial statementsin any currency (or currencies) that it
chooses?

We support achoice of presentation currency (or currencies). However, we are concerned
that there are no restrictions on an entity presenting its financia report in one currency in
period one and another currency in period two. We appreciate that an entity in tune with the
users of itsfinancid report would be highly unlikely to put its users through this

inconvenience. However, there may be circumstances in which an entity takes advantage of
thislack of congtraints. We congder that there should be principle that entities must choose
their presentation currencies based on the needs of their primary users. We also consider that
entities should be required to explain the reasons for any change in presentation currency (or
currencies).

The AASB dso consdersthat IAS 21 should acknowledge that some jurisdictions have

requirements that financia reports be presented in the domestic currency. Thisis presently
the case on Audtraia
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3 Do you agree that all entities should translate their financial statementsinto the
presentation currency (or currencies) using the same method asis required for
trandating a foreign operation for inclusion in the reporting entity’ s financial
statements (see paragraphs 37 and 40)?

The purpose of trandating financid statements into the presentation currency (or currencies)
is different from the purpose of trandating financid statement for inclusion in the reporting
entity’ sfinancid statements. Therefore, we do not consider that the same method should
necessarily be applied to both Stuations.

We understand that the proposed revised |AS 21 proposals mean that a reporting entity need
not prepare consolidated financia statements in the consolidated group’ s functiond currency.
If thisisthe case, then trandation for presentation purposes and trandation for consolidation
purposes has been combined into a Single trandation, and a single trandation methodology is

necessary.

Our preference would be for two separate trandations:

) trandation of foreign entities into the functional currency of the parent entity for
consolidation purposes and reporting the functional currency (see our response to
question 2); and

(b) trandation of the consolidated results into the presentation currency (or currencies).

If our preferred approach were adopted, we would recommend that the proposed

paragraph 37 trand ation methodology apply to the trandation of foreign operations for the
purpose of consolidation. We would recommend that trandation for presentation purposes be
by applying the spot exchange rate a reporting date to dl items and dl periods presented to
preserve the relationships in the foreign currencies. We note that the IASB has agreed that
“the trand ation method should not have the effect of subgtituting another currency for the
functiond currency” (paragraph A13) and consder that this trandation method best achieves
the IASB’ s objective.

The IASB’s current proposals would mean that each presentation currency trandation will
give rise to different income and expense amounts and different foreign currency trandation
reserves, which seems to be highly inappropriate.

4 Do you agree that the allowed alterative to capitalise certain exchange differencesin
paragraph 21 of IAS 21 should be removed?

Yes. In our view, adl exchange differences should be recognised as revenues and expenses as
they arise. The alowed dternative was not included in Augtrdian standards when
AASB 1012 “Foreign Currency Trandation” was harmonised with IAS 21.,

5 Do you agree that:
@ goodwill and
(b) fair value adjustments to assets and liabilities that arise on the acquisition of a
foreign operation should be treated as assets and liabilities of the foreign
operation and translated at the closing rate (see paragraph 45)?
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We support the proposal. We understand that this approach is consistent with the proposal's
in the business combinations project.

3. OTHER COMMENTS

The following comments include differences between IASB and Audrdian Standards thet are
identified in The Australian Convergence Handbook, and issues raised by congtituents during
the consultation process.

Paragraph
6

6, 13
11,33-35
14

21(b), ()

Comment

We recommend that the term ‘reporting entity’ be defined. Theusein IAS 21
(the parent entity in a consolidated group) is different from the more common
use asdefined inthe IASB Glossary. Alterndtively, the New Zedand term
‘entity reporting’ could be defined and used in place of ‘reporting entity’ (see
FRS-21 “Accounting for the Effects of Changes in Foreign Currency Exchange
Rates”).

Paragraph 6 defines a net investment in aforeign operation as “the amount of
the reporting entity’ s interest in the net assets of that operation”. Paragraph 13
extends this definition and states that this includes long-term receivables and
payables. We recommend that the definition of net investment in aforeign
operation be extended to ensure consistency between paragraphs 6 and 13.
Accordingly, we recommend that the net investment in aforeign operation be
defined as “the amount of the reporting entity’ s interest in the net assets of that
foreign operation, after adjusment for the effect of any itemsthat are, in
subgtance, part of the entity’ s net invesment”.

We recommend that paragraph 11 note that a change in functiond currency is
treated as a change in accounting policy. It would follow that the provisons of
IAS 8 “Accounting Policies, Changesin Accounting Estimates and Errors’
gpply to any changein functiond currency. |AS 8 requires changesin an
acocounting policy to be applied retrogpectively, and we consider that the same
requirements should gpply to achange in functiona currency, rather than the
prospective treatment proposed in paragraphs 33 — 35. Itislikely that the
circumstances giving rise to achange in functiona currency will develop over
aperiod of time, and, accordingly, retrospective gpplication is more
appropriate than prospective application.

We recommend clarification of the status of deferred tax assets and liabilities
as either monetary items or non-monetary items.

Paragraph 19 requires foreign currency transactions to be trandated at the spot
exchange rate a the date of the transaction. It follows that non-monetary items
will be trandated at the transaction date into the functiond currency. Itis
unclear why paragraphs 21(b) and (c) envisage a need to retrandate non
monetary items. In our view, these paragraphs are unnecessary and

paragraphs 28 and 29 adequately address the treatment of exchange differences
on revauations of non-monetary items.
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Paragraph  Comment

21(c), 23 We recommend that if paragraph 21(c) isretained, it refers to remeasured
items rather than items measured a “fair vaue’. Thiswill remove the
incongstency with the reference in paragraph 23 to inventory measured at net
redisable vaue.

24 We recommend that this paragraph include an example to explain when severd
exchange rates might be available in relation to a transaction or the trandation
of account balances.

30, 31 Paragraph 30 requires that exchange differences arising on amonetary item
that forms part of areporting entity’s net investment in aforeign operation be
recognised in a separate component of equity on consolidation. Paragraph 31
explains that this requirement gpplies when the monetary item is denominated
in the functiona currency of ether the reporting entity or the foreign operation,
but does not cover the Situation where the monetary item is denominated in a
third currency. We recommend that the explanation in paragraph 31 be
amended to be cons stent with the requirement of paragraph 30.

32 We recommend that this paragraph be deleted. Standards generally consider
the find results of following recognition and measurement requirements and
do not generdly address the recording methodology applied.

37(a) This paragraph requires “equity items other than those resulting from income
and expenses recognised in the period” to be trandated at the closing exchange
rate at the date of each balance sheet presented. It is unclear whether this
requires that retained profits and reserves derived from previoudy reported
profits be:

@ trandated at the relevant closing exchange rate on the grounds that they
result from income and expenses recognised in other periods (in which
case, the treatment of the portion resulting from income and expense
items of the current period is unclear); or

(b) trandated as atotal of a series of incomes and expenses from a number
of periods.

We note that the gpplication of paragraph 37(a) to aforeign operation may
result in the amount of contributed equity in aforeign operation differing from
the amount of contributed equity in the financid statements of a parent entity.
We presume that any necessary consolidation adjustments will be considered
as part of the Consolidations project.

37(b) We recommend that revised IAS 21 specify whether items such asincome tax
expense that are calculated at the end of a period based on activities throughout
the period should be trandated at an average exchange rate for the period or the
closing exchange rate at the end of the period.
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Paragraph  Comment

37(c), 39 The argument for recognising exchange differences resulting from financia
satement trandations directly in equity were in place before sandard-setters
had devel oped conceptua frameworks. In our view, trandation exchange
differences meet the definitions of income and expense and should be
recognised directly in the income statement. We recommend that this issue be
addressed in the IASB’ s Performance Reporting project if it isnot addressed in
the Improvements project.

46 We understand that the IASB has determined to prohibit recycling. If
recycling is retained in “improved” 1AS 21, we recommend that congtituents be
informed that it is likely to be removed as part of the Performance Reporting
project.

50 We recommend that exchange differences recognised as income or expenses
arisng from cash flow hedges be separately disclosed to enable the separate
identification of hedged sdes at the spot exchange rate and the effect of cash

flow hedges.

52 We recommend that disclosure of the reason for a change in functiond
currency be required.

54,55 IAS 1 “Presentation of Financial Statements’, paragraphs 10-12, envisages the

need to disclose additiond information in order to achieve afair presentation.
We recommend that IAS 21 dlarify when additiond information included in
the financid statementsisrequired by IAS 1, and when additiond information
is subject to the disclosure requirements contained in paragraph 55.

I ssue not We recommend that revised IAS 21 clarify that equity denominated in a
addressed currency other than the entity’ s functiona currency should not be retrandated
after theinitia transaction recording the issue.

We recommend that revised IAS 21 contain transitiond guidance darifying

that, under IAS 8 “Accounting Policies, Changes in Accounting Estimates and
Errors’, any adjustments necessary on application of the revised standard are to
be made retrospectively.

4, EDITORIAL COMMENTS

Paragraph  Comment

46, 47 We recommend that these paragraphs refer consstently to “disposa or partia
disposa”.
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IAS24 “RELATED PARTY DISCLOSURES’
1 GENERAL COMMENTS

We generdly do not support the proposed revisonsto IAS 24. We consider that further
improvementsto IAS 24 are warranted. We aso have comments on:

* the specific questions asked by the IASB;

* differences between IASB and Audtralian Standards that are identified in The
Australian Convergence Handbook that we believe are better addressed in the
Audrdian Standards;

* issues raised by Audtrdian congtituents during the consultation process, and
* other issues identified by the AASB and AASB saff.
2. SPECIFIC QUESTIONS

1 Do you agree that the Standard should not require disclosure of management
compensation, expense allowances and similar items paid in the ordinary cour se of
an entity’ s operations (see paragraph 2)?
‘Management’ and ‘ compensation’ would need to be defined, and
measurement requirements for management compensation would need to be
developed, if disclosure of these items were to be required. |If commentators
disagree with the Board' s proposal, the Board would wel come suggestions on
how to define * management’ and ‘ compensation’.

We do not support the proposed exclusion of disclosures about management compensation,
expense alowances and similar items paid in the ordinary course of an entity’ s operations.

We believe that information regarding management compensation should be required to be
disclosed as such information is useful to usersin ng the performance of management
and the entity. We would only support the remova of such disclosuresfrom IAS 24 if it
were proposed in conjunction with the creation of a new standard focussed on disclosures
about this class of related party. We note that the changes proposed (as part of the
Improvements project) for IAS 19 “Employee Benefits’ include remova of the cross-
referencestherein to IAS 24 in relation to the remuneration of key management personndl.

It is suggested that the | ASB needs clear definitions of “management” and “compensation”
even if it proceeds with the proposed excluson. Otherwise, there will be confusion asto
what is excluded and what is included from dl the transactions between a director (or other
key management personnd) and the entity. It is noted that transactions with key management
personnd other than compensation paid in the ordinary course of an entity’ s operations are
not excluded in the proposed revision.

In response to the request that those who disagree with the excluson should suggest how
‘management’ and ‘ compensation’” might be defined, it is noted that the AASB has defined
equivaent termsin ED 106 “ Director and Executive Disclosures by Disclosing Entities’.
The lASB could draw on these definitions or combine them with Smilar concepts dready in
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other IASB standards. In particular, compensation could be defined to include dl items
treated as employee benefitsin IAS 19 and items addressed in the forthcoming IFRS on
Share-based Payment. For these items, there would be no need to develop new measurement
requirements as these are already contained in both IAS 19 and the proposed IFRS.

2 Do you agree that the Standard should not require disclosure of related party
transactions and outstanding balances in the separate financial statements of a parent
or a wholly-owned subsidiary that are made available or published with consolidated
financial statements for the group to which that entity belongs (see paragraph 3)?

We do not agree with the proposed exclusion from disclosure in the financia report of an
entity of its transactions and ba ances with its wholly-owned subsdiaries (or omisson in the
financid report of awhally-owned subsdiary in relaion to its parent or siblings), irrespective
of whether published with the consolidated financid statements. Without such disclosures,
the relationships within a group of companies become opague.

It isimportant that information on related party transactions and outstanding balances is made
available a the levd of the entity that is most useful to the user. For example, creditors of a
whoally-owned subsidiary may change their view of the credit-worthiness of their customer if
the disclosures were made. A wholly-owned subsdiary remains alegal entity separate from
its shareholder(s) and it is still possible for the shareholder or parent to walk away from a
faling subgdiary.

Further, we are concerned that some transactions between a parent or wholly-owned
subsidiary and related parties outsde the group may be immeateria to the group and, based on
the exemption in paragraph 3, would not be disclosed in ether the entity or consolidated
financid Satements.

3. OTHER COMMENTS

The following comments include differences between IASB and Audtrdian Standards, that
areidentified in The Australian Convergence Handbook, and issues raised by congtituents
during the consultation process. Descriptions of the proposed improvements, where included
to give context to comments, are itaicised.

Paragraph  Comment

9 Changes ‘generic’ definition to ‘black letter’ with specific identification of seven
Definition:  'classes of related party, re-arranging and extending the five ‘ classes’ previously
Related given in commentary (old paragraph 3).

Party Adds

(c) joint ventures in which the entity is venturer
(9) post-employment benefit plans for the benefit of empl oyees of the entity or of any
related entity
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Paragraph  Comment

Re (g) post-employment benefit plans

Given the legd requirementsin Audrdiafor a superannuation plan to be
distanced from the employer, it is uncertain whether it is gppropriate to treat
such aplan asardated paty. Explicit incluson asaclass may avoid the
problem that arisesin relation to ‘control’ of trusts. Since atrustee or manager
has no power to govern the trust so asto benefit from its activities, the manager
cannot be said to control the trust in accordance with the proposed change of
definition for *control’.

Extends

* control (a)(iii) partieswith joint control over the entity

* key management personnel (d) to include KMP of the parent entity and adds
‘(whether executive or otherwise)’ after ‘director’

Re Key Management Personnel (KMP)

Widening the KMP category to include directors and executives of the parent
of the reporting entity appears to extend this group unnecessarily and
inefficiently.

The extenson is unnecessary because such individuds, if directly responsible
for the governance of the entity, are dready included asKMP or, if it is
intended to include those individuas as related parties (and not KMP when
they are not in substance KMP of the entity), are dready included in the
‘control’ classin ().

The extengon isinefficient as there may be only aloose connection between
any one director of the parent and the management and direction of the
reporting entity. It increases the difficulty in defining this class (so asto
identify which individuas are included) and raises questions as to whether the
key management role is to be defined in repect of the reporting entity or in
respect of the externa entity, the parent. Including as KMP those who are not
directly respongble for the governance of the reporting entity (but are
respongblein relation to the parent entity) meansit is more difficult to identify
those who are being remunerated for governing the reporting entity and,
arguably, results in an unwarranted increase in the number of related parties
(because it includes the close family members of the KMP of the parent entity).
It was for these reasons that we previoudy recommended that the * close family
members be removed from the description of the class of KMP and
accordingly we strongly support the proposal that these now comprise a

class (e) separate from class (d) KMP.
(seealsorepara 15 below: (f) refersto KMP *of the entity or its parent’)

9 Aligns definition of control to accord with that in lAS 27 and 1AS 28
Definition : . .
Coe:l[?gll N we agree. The proposed amendment will remove a difference between

IAS 24, other IASB standards and AASB 1017.
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Paragraph  Comment

14 Disclosures - expanded to require explicitly:
(a) the amount of transactions;
(b) the amount of outstanding balances (plus some further details);
(c) provision for doubtful debts related to (b); and
(d) expense recognised for bad and doubtful debts.

We support the inclusion of more specific requirements as to what isto be
disclosed but consder that it is desirable to include further directions to
preclude netting of transactions and balances (in particular, balances owing and
owed). Paragraph 18 grants ‘permission’ to disclose smilar items in aggregate
unless ‘separate disclosure is necessary for an under standing of the effects
but this does not gppear to deny aggregeation of items of adissmilar nature.
Further, it does not seem sufficiently strong to dicit separate disclosure of
individua items when materid. It isuncertain whether the list of examplesin
paragraph 16 of ‘transactions that are disclosed’ isintended to identify what
must be separately disclosed in respect of each related party or each ‘class of
related party (using the seven classes nominated in paragraph 15).

15 Separation of disclosures
Categoriesin which amounts required by para. 14 should be disclosed:
(a) parent;
(b) entities with joint control or significant influence over the entity;
(c) subsidiaries;
(d) associates;
(e) joint ventures in which the entity is a venturer;
(f) KMP of the entity or its parent; and
(g) other related parties.

Paragraph 2 excludes management compensation from 1A S 24 but presumably
the amounts of dl other transactions and balances with directors (and other
KMP) areincluded in (f). In order to exclude compensation for these
individuas, it is necessary to define compensation, to achieve greeter certainty
inidentifying which transactions (and amounts) are to beincluded. The
specific reference in () to the KMP of the parent entity raises questions asto
whether thisincludes individuasin that group who are not involved in the
management of the entity (subsdiary).

It is uncertain whether it isintended that the above dissection of related party
transactions into seven ‘amounts based on the identity of the related party is
the framework within which the aggregation of items smilar in nature
permitted under paragraph 18 would operate (disclosing separate amounts by
nature for each class of related party) or whether it is intended that the
aggregation by nature is gpplied first and each resulting aggregate amount is
further divided to disclose amounts relevart to each of the seven identified
classes of related party.
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Paragraph
17

Comment
Restriction on arm’s length claims

The proposed addition to commentary in this Standard is unnecessary because
it amply means the descriptions should faithfully represent the circumstances.

It might be contentious to gpply such aredriction to one item without some
equivaent comments on other items.

We gtrongly advise the removal of this paragraph because retention would
creste an unfortunate precedent.

4, EDITORIAL COMMENTS

Paragraph
15

16

Comment
Separation of disclosures

It isrecommended that either these seven classes of related party are identified
in the definition or the saven main dassesidentified in the definition

(paragraph 9) are aso used here as the basis for disclosing separate amounts.
It isinefficient and confusing to have two lists of seven classes of related party
(especidly when they are numbered amilarly).

Examples of transactions

The description of what these examples are illudtrating has changed. The
previous description (old paragraph 19) implied these were transactions (or
Stuations) that may giveriseto related party disclosures. The proposed
description says they are examples of transactions to be disclosed if the other
party isrelated. It isnot clear whether thisrequiresindividud transactions to
be disclosed or isintended to identify the classes of transactions requiring
separate disclosure or is merdy illudtrating the sorts of transactions giving rise
to amounts to be included in the amounts required to be disclosed for each
class of related party (as required by paragraph 15).
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IAS 27 “CONSOLIDATED AND SEPARATE FINANCIAL
STATEMENTS’

1. GENERAL COMMENTS
We generdly support the proposed revisonsto IAS 27. We aso have comments on:
* the specific questions asked by the IASB;

* differences between IASB and Audtrdian Standards that are identified in The
Australian Convergence Handbook that we believe are better addressed in the
Augrdian Standards,

* issues raised by Audtraian condtituents during the consultation process; and
* other issues identified by the AASB and AASB daff.

In particular, we believe that the revised IAS 27 could be improved with theinclusion of
additiond guidance. We bdieve that the commentary and appendicesin AASB 1024
“Consolidated Accounts’ provides useful guidance for preparers and helps ensure a
congstent application of the accounting policies. Therefore, we believe that additiona
guidance in relation to the following should be included in the revised Standard:

gpplying the notion of contral;

accounting for reciproca ownership interests within the economic entity;

accounting for the sale of an ownership interest in asubsdiary;

acocounting for the acquidition of an additional ownership interest in asubgdiary; and
accounting for a new issue of capital by asubsdiary.

We recommend that the IASB consider the commentary and appendicesin AASB 1024 prior
tofindigng itsrevisonsto IAS 27.

2. SPECIFIC QUESTIONS

1 Do you agree that a parent need not prepare consolidated financial statementsif all
the criteriain paragraph 8 are met?

Whilst we consider that the proposed criteria provide practicable guidance to preparers, we
believe that the information needs of users other than the owners of the parent entity should
also be consdered. The Audtralian Conceptual Framework, aswell as the IASB Framework,
identifies anumber of different users of genera purpose financid reports/financia

gatements, including employees, lenders, creditors and suppliers. It seems ingppropriate for
the revised paragraph 8 to only consider the information needs of the parent’s owners
(paragraph 8(a)). Therefore, rather than prescribing aset of criteria, we believe it is more
appropriate to to prescribe the gpplication of agenerd principle, such asthe reporting entity
concept (and to apply the definition of areporting entity developed by the IASB as part of its
Business Combinations Phase | project). In accordance with this genera principle, each
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parent entity of an economic entity that isa*“reporting entity” should be required to prepare
consolideted financid statements.

2 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)?

Yes. Thisproposd is supported.

3 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)?

Yes. Thisproposa is supported, particularly the remova of the equity method asa
measurement aternative.

Do you agree that if investments in subsidiaries, jointly controlled entities and
associates are accounted for in accordance with |AS 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)?

It isnot clear from this paragraph as to the circumstances in which invesmentsin

subsidiaries would be accounted for in accordance with IAS 39. One interpretation of the
current wording of paragraph 30 isthat it provides the preparer with an option to account for
invesments in subsdiaries in accordance with IAS 39 in the consolidated financia

gatements (rather than consolidating the parent and its subsidiaries). It is our understanding
that the only circumstance in which a subsidiary can be excluded from consolidation is by
virtue of paragraph 13 (that is, temporary control). We believe that this should be articulated
in paragraph 30. We suggest that paragraph 30 should be amended as follows:

Investments in subsidiaries (by virtue of paragraph 13 of this Sandard), jointly
controlled entities and associates that are accounted for in accordance with IAS39 in
the consolidated financial statements shall be accounted for in the same way in the
investor’ s separate financial statements and in the financial statements of a parent
that need not present consolidated financial statements.
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3. OTHER COMMENTS

The following comments include differences between IASB and Audtraian Standards thet are
identified in The Australian Convergence Handbook, and issues raised by congtituents during
the consultation process.

Paragraph  Comment
6 Yes. Thisproposa is supported.

11& 13 We do not support the proposa to exclude subsidiaries from consolidation
when contral istemporary and held exclusvely for disposd within 12 months
of the acquisition (“temporary control”).

Consgtent with IAS 27, the equivaent Australian Standard adopts control as
the criterion for determining a parent entity/subsidiary relationship for the
purpose of identifying an economic entity for which consolidated financia
statements may be prepared.

Temporary control does not of itself affect the economic entity for which
consolidated financid statements are to be prepared. During the time that
control is held and until such time as control ceases, the subsdiary is part of
the economic entity and needs to be reflected in the consolidated financid

statements.
We would recommend that the temporary control exemption be removed from
the Standard.

12A Yes. Thisproposa is supported.

13A Congstent with our responses to Question 1 and paragraphs 11 & 13 above, we

believe that any standard dealing with consolidated financia statements should
be founded on the control concept and the reporting entity concept. Asa
consequence, paragraphs such as 13A would not be necessary.

12B Yes. Thisproposa issupported. However, we would recommerd that
paragraph 12B should aso incorporate additiona guidance currently within
SIC-33. We bdieve that the following text from SIC-33 would be useful:

“Potentid voting rights are not presently exercisable or presently convertible
when, for example, they cannot be exercised or converted until afuture dete or
upon the occurrence of afuture event.” (paragraph 3)

“All facts and circumstances that affect potentid voting rights consdered in
accordance with paragraph 3 of this Interpretation should be examined, except
the intention of management and the financia capability to exercise or convert.
Other facts that should be considered include the terms of exercise of the
potentia voting rights and possible linked transactions.” (paragraph 4)

Including Appendix A “Application of Potentid Voting Rights” would dso
provide useful guidance.

We bdieve that potentid voting rights should reflect possible voting rights and
not probable voting rights. Accordingly, we agree with the requirement in
paragraph 4 of SIC-33 to ignore the intention of management and the financid
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Paragraph

15A

19

21
24
26
32

33

Comment

cagpability to exercise or convert (which supports the notion of possible voting
rights). In contrast, the last two sentences of paragraph 7 of SIC-33 (in
particular the use of the word remote) appear to support the notion of probable
voting rights.

We recommend that only paragraphs 3 and 4 of SIC-33 should be incorporated
into the Standard (since these paragraphs support the notion of possible voting
rights) Similarly, the word remote shoud aso be removed from the guidance

in Appendix A.

Yes. This proposal is supported. However, we would recommend that
paragraph 15A should dso incorporate additional guidance currently within
SIC-33 with regard to entities that in-substance, have a present ownership
interest. We bdieve that the following text from SIC-33 would be useful:

“An enterprise may, in substance, have a present ownership interest when for
example, it salls and smultaneoudy agrees to repurchase, but does not lose
control of, access to economic benefits associated with an ownership interest.
In this circumstance, the proportion alocated should be determined taking into
account the eventua exercise of potentid voting rights and other derivatives
that, in substance, presently give access to the economic benefits associated
with an ownership interest.” (paragraph 5)

Including Appendix B “Allocation of Ownership Interests’ would also provide
useful guidance.

We do not support the proposal to require the difference between a parent’s
and subsidiary’ s reporting date to be no greater than 3 months. We believe that
if an entity controls another entity, it can change the reporting date of the other
entity.

Yes. Thisproposal is supported.
Yes. This proposal is supported.
Yes. Thisproposa is supported.

Consstent with our responses to Question 1 and paragraphs 11, 13 & 13A
above, we bdlieve that all subsdiaries should be consolidated. Asa
consequence, the disclosure requirements within paragraph 32 would not be
necessary, with the possible exception of paragraphs 32(c), (d) and (f).

Yes. Thisproposa is supported.

4, EDITORIAL COMMENTS

Paragraph

Comment
None.
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IAS 28 “ACCOUNTING FOR INVESTMENTSIN ASSOCIATES’

1 GENERAL COMMENTS

We generdly do not support the equity method as a measurement basis. Although the equity
method provides users with profit and loss information of the associate, it is uncertain asto
what the carrying amount of an equity-accounted investment represents (for instance, the
carrying amount is not necessarily indicative of current vaue). We bdieve that financia
gatements prepared using ether the fair value method required by 1AS 39 or the cost method
is more appropriate (particularly in terms of providing users with relevant information).

Using the fair value method required by IAS 39 would provide an indication of current vaue.
Alternatively, any investment in an associate that does not have a quoted market pricein an
active market and whose fair value cannot be reliably measured would be recorded at cost.
Even under the cost method, users would be provided with relevant information in terms of
the dividend income received.

We believe that the equity method of accounting should be abandoned. We would
recommend that investors should be required to account for their investment in an associate
using ether the fair vaue method required by IAS 39 or the cost method. Infact, if such an
approach were adopted, an individua standard on accounting for investments in associates
would not be necessary given tha al such investments would ultimately be accounted for
under IAS 39. Furthermore, if the equity method of accounting were abandoned, it may force
investor entities to consider more carefully their relationship with investees and whether or

not the relationship is based on control.

We ds0 have comments on:
* the specific questions asked by the IASB;

* differences between IASB and Audiradian Standards that are identified in The
Australian Convergence Handbook that we believe are better addressed in the
Audrdian Standards,

* issues raised by Audrdian condtituents during the consultation process, and

* other issues identified by the AASB and AASB deff.

2. SPECIFIC QUESTIONS

1 Do you agree that IAS 28 and IAS 31, Financial Reporting of Interestsin 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 similar
entitiesif these investments are measured at fair value in accordance with |AS 39,
Financial Instruments. Recognition and Measurement, when such measurement is
well-established practice in those industries (see paragraph 1)?

Yes. Thisproposd is supported (however, in the longer term, we would have astrong
preference that requirements or exemptions not rely on whether or not a trestment isawell-
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established practice within an industry). Also, congstent with our commentsin section 1
above, we believe that this principle should be extended to dl entities. That is, where an
entity is able to measure itsinvestments in associates at fair vaue in accordance with I1AS 39,
that fair vaue should be recognised rather than the surrogate value derived from the use of
the equity method.

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)?

We do not support this propostion. Applying the imparment test within IAS 39.109 to
financia assts (induding long-term receivables) seems a more appropriate subsequent
measurement technique. The fact that an associate’ s losses have reduced the “Investment in
Associate’ to nil would represent “ objective evidence’ that the long-term receivable may be
impaired. In accordance with IAS 39.111, an entity would be required to compare the
carrying amount of the long-term recelvable with its recoverable amount (which is caculated
as the present vaue of the future cash flows discounted at the long-term receivable s origina
effective interest rate). This would gppear to be a more efficient gpproach than that proposed
by the amendment (for instance, subsequent to reducing the carrying vaue of the long-term
receivable by virtue of the associate s losses, the entity would necessarily test the long-term
receivable for impairment to ensure that its “adjusted” carrying amount is not in excess of its
recoverable amount).

We would recommend that the previous wording be retained (in which case, paragraphs 22A
and 22B would no longer be required).

3. OTHER COMMENTS

The following comments include differences between IASB and Austraian Standards thet are
identified in The Australian Conver gence Handbook, and issues raised by congtituents during
the consultation process.

Paragraph  Comment
3 Yes. Thisproposa is supported.

5A Yes. Thisproposa is supported. However, we would recommend that
paragraph 5A should aso incorporate additional guidance currently within
SIC-33. We bdieve that the following text from SIC-33 would be useful:

“Potentid voting rights are not presently exercisable or presently convertible
when, for example, they cannot be exercised or converted until afuture dete or
upon the occurrence of afuture event.” (paragraph 3)

“All facts and circumstances that affect potentid voting rights consdered in
accordance with paragraph 3 of this Interpretation should be examined, except
the intention of management and the financia capability to exercise or convert.
Other facts that should be considered include the terms of exercise of the
potentid voting rights and possible linked transactions.” (paragraph 4)

Including Appendix A “Application of Potentia Voting Rights’ woud aso
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Paragraph

5B

24A
11 & 11A

16A

16B

18

20

Comment
provide useful guidance.

We bdieve tha potentid voting rights should reflect possible voting rights and
not probable voting rights. Accordingly, we agree with the requirement in
paragraph 4 of SIC-33 to ignore the intention of management and the financid
cgpability to exercise or convert (which supports the notion of possible voting
rights). In contrast, the last two sentences of paragraph 7 of SIC-33 (in
particular the use of the word remote) appear to support the notion of probable
voting rights.

We recommend that only paragraphs 3 and 4 of SIC-33 should be incorporated
into the Standard (since these paragraphs support the notion of possible voting
rights) Similarly, the word remote should aso be removed from the guidance

in Appendix A.

Yes. Thisproposa is supported.

Refer to section 1 above for our comments with regard to the use of the equity
method of accounting.

Yes. Thisproposa is supported.

Conggtent with our comments in section 1 above, we believe that an investor
should be required to account for an investment in an associate using either the
fair vaue method required by 1AS 39 or the cost method. As a consequence,
paragraphs such as 11 & 11A would not be necessary.

Refer to section 1 above for our comments with regard to the use of the equity
method of accounting.  If, however, the use of the equity method is retained,
we support this proposal.

Refer to section 1 above for our comments with regard to the use of the equity
method of accounting. If, however, the use of the equity method is retained,
we support this proposal.

Refer to section 1 above for our comments with regard to the use of the equity
method of accounting.  If, however, the use of the equity method is retained,
we do not support the proposition that the difference between investee and
investor reporting dates be no greater than 3 months. Despite the investor's
sgnificant influence over the financid and operating policies of the investee,
the investor may not be able to change the reporting date of the investee.
Consequently, the impodtion of a 3-month limit may result in undue cost and
effort on behdf of the investor who has investments in associates with
reporting dates that differ by more than 3 months.

Refer to section 1 above for our comments with regard to the use of the equity
method of accounting.  If, however, the use of the equity method is retained,

we support this proposal.
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Paragraph  Comment

27& 28 Refer to section 1 above for our comments with regard to the use of the equity
method of accounting. If, however, the use of the equity method is retained,
we support this proposal.

If the use of the equity method is abandoned, some of the proposed disclosures
would continue to be useful to users, including restrictions on transfers of
funds and the investor’ s share of contingent liabilities of the associate.

4, EDITORIAL COMMENTS

Paragraph  Comment
None.

44 of 54



AASB comments on proposed improvementsto
IAS 33 “Earnings Per Share’

1 GENERAL COMMENTS

We generdly support the proposed revisonsto IAS 33. We aso have comments on:
* the specific questions asked by the IASB;

* differences between IASB and Audtrdian Standards that are identified in The
Australian Convergence Handbook that we believe are better addressed in the
Augrdian Standards,

* issues raised by Audraian congtituents during the consultation process, and

* other issues identified by the AASB and AASB daff.

2. SPECIFIC QUESTIONS

1 Do you agree that contracts that may be settled either in ordinary sharesor in cash,
at the issuer’s option, should be included as potential ordinary sharesin the
calculation of diluted earnings per share based on a rebuttable presumption that the
contracts will be settled in shares?

We support this proposal on the basisthat it is reasonable to place the onus on the preparer to
edtablish that a potentid ordinary shareis not dilutive. Thisis because the amount of diluted
EPSisintended to “warn” users of the financia report of the potentid for dilution.

2 Do you agree with the following approach to the year-to-date cal culation of diluted

earnings per share (asillustrated in Appendix B, examples 7 and 12)?

* the number of potential ordinary sharesis a year-to-date weighted average of
the number of potential ordinary sharesincluded in each interim diluted
earnings per share calculation, rather than a year-to-date weighted average
of the number of potential ordinary shares weighted for the period they were
outstanding (ie without regard for the diluted earnings per share information
reported during the interim periods).

* the number of potential ordinary sharesis computed using the average market
price during the interim periods reported on, rather than using the average
market price during the year-to-date period.

* Contingently issuable shares are weighted for the interim periods in which
they were included in the computation of diluted earnings per share, rather
than being included in the computation of diluted earnings per share (if the
conditions are satisfied) from the beginning of the year-to-date reporting
period (or from the date of the contingent share agreement, if later).

We strongly oppose the proposed approach.

Earnings per share should be caculated on the basis of each reporting period being discrete.
That is, each quarterly report would be prepared on the basis of the events of each quarter and
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the annua report would be prepared on the basis of the events of the whole year (not an
“accumulation” of the quarters). Thisview is based onthe notion in AASB 1029 “Interim
Financid Reporting”, which conformswith IAS 34 “Interim Financid Reporting”, that eech
reporting period isdiscrete. Accordingly, we consder that the “discrete” treatment should be
followed in therevisad IAS 33 to be consstent with the principles underlying IAS 34. We
consider that the proposed approach appearsto give adifferent answer depending on how
frequently the entity reports, which isingppropriate.

3. OTHER COMMENTS

The following comments include differences between IASB and Audtralian Standards that are
identified in The Australian Convergence Handbook, and issues raised by congtituents during
the consultation process.

Paragraph
37

Mandatory
converson

|ssue not
addressed

Major

capital
restructuring

Comment

We suggest that the treatment of potential ordinary sharesfor which
conversion is mandatory or is a the option of the company should be treated in
amanner that recognises the likely impact of these characteridtics.

AASB 1027 (paragraph 12.2) requires that potentia ordinary shares for which
converson to, caling of, or subscription for ordinary share capitd is

mandatory beincluded in the calculation of diluted EPS. Similarly,

AASB 1027 (paragraph 12.3) requires that potentia ordinary sharesfor which
converson to, caling of, or subscription for ordinary share capitd is at the
option of the entity be included in the caculation of diluted EPS where, based
on conditions a the reporting date, it is probable that the entity will

successfully exercise its option at any timein the future. 1AS 33 does not
specificaly ded with these types of potentid ordinary shares and they would
be dedlt with in accordance with the genera requirement in paragraph 37 of the
draft improved IAS 33 and treated as dilutive only when their converson to
ordinary shares would decrease net profit per share from continuing operations.

We suggest that the IASB consider including a requirement to disclose
dternative EPS amounts where an entity has undergone a mgjor capita
restructuring.

Based on feedback received from congtituents since AASB 1027 “Earnings per
Share’ wasfirgt issued in 1992, the AASB included arequirement in

AASB 1027 (paragraph 21.1) that an entity that has undergone a mgjor capita
restructuring during the reporting period must disclose an additiona basic EPS
and, where gpplicable, an additiond diluted EPS, usng an dternative
denominator where this is more meaningful than the EPS caculated in
accordance with the other requirements of AASB 1027. AASB 1027
(paragraph 21.1.1) comments that the alternative numbers of shares that may
be more relevant include:

* where the number of shares has increased sgnificantly during reporting
the period, the number of shares outstanding at the reporting date; and

* where a company is newly incorporated before the business began
operations, the weighted average number of sharesfor the period that the
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Paragraph Comment
business was operating.

Further, AASB 1027 (paragraph 21.2) requires that where an entity discloses
an additiond basic and diluted EPS in accordance with paragraph AASB 1027
(paragraph 21.1), the information be disclosed less prominently than the EPS
caculated in accordance with the other requirements of AASB 1027.

32 In common with the existing IAS 33, paragraph 32 of the proposed improved

L apsed and IAS 33 requires potentid ordinary shares to be weighted for the period they are
cancelled outstanding and notes that this includes potential ordinary sharesthat are
cancelled or alowed to lapse during the period. These are included in the
caculaion of diluted earnings per share for the portion of the period during
which they were outstanding. The AASB included the same requirement in
AASB 1027 only in the interests of harmonising with IAS 33 (and Statement

of Financid Accounting Standards SFAS 128 “Earnings per Share”).

AASB 1027 (paragraph 18.1) requires disclosure of the weighted average
number of converted, lapsed or cancelled potentid ordinary sharesincluded in
the caculation of diluted EPS. The main impetus for requiring the disclosure
was the view of the AASB that theinclusion of Iapsed and cancelled potentid
ordinary sharesin caculating diluted earnings per share is conceptualy
incorrect. The disclosure was intended to allow users of the financid report to
rework the EPS cd culation without the lapsed and cancelled shares.

The AASB continues to hold the view that it is counter-intuitive to include
potential ordinary sharesthat are known to have lapsed or have been cancelled
during the year in the calculation of diluted earnings per share. We suggest

that the |ASB reconsider the issue and require such shares to be excluded from
the caculation.

4, EDITORIAL COMMENTS

shares

Generd We congder that the format of IAS 33 could be improved by separating, to the
extent feasble, the requirements dealing with basic earnings per share (EPS)
from the requirements dedling with diluted EPS. The AASB did thiswith its
EPS Standard so that readers that have a smple capital structure, without
potentid ordinary shares, can read the Standard without the distraction of the
complexities of dilution. Thisformat givesrise to some repetition, but we
have received positive feedback from Australian congtituents as regards this
approach.
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IAS40 “INVESTMENT PROPERTY”

1 GENERAL COMMENTS
We generdly support the proposed revisonsto IAS 40. We aso have comments on:
* the specific questions asked by the IASB;

* differences between 1AS 40 and Audtrdian ED 103 that we bdlieve are better
addressed in the Audtradian Exposure Draft;

* issues raised by Audraian congtituents during the consultation process, and

* other issues identified by the AASB and AASB daff.

2. SPECIFIC QUESTIONS

1 Do you agree that the definition of investment property should be changed to permit
the inclusion of a property interest held under an operating lease provided that:
@ the rest of the definition of investment property is met; and
(b) the lessee uses the fair value model set out in IAS 40, paragraphs 27-497?

We support the intention behind the proposed amendment to the definition of investment
property. In certain parts of Audrdiathereisland that is not freehold and may only be
leased. The postion of long-term lessees of such property differslittle from that of an owner.
Classifying such property as investment property, provided that the rest of the definition is
met, would be consgtent with the IASB Framework.

We disagree with the proposa in paragraph 1(b) that an operating lease can only be classified
asinvestment property where the entity usesthe IAS 40 fair vdlue model. This proposd
implies that the economic nature of an asset can change depending on how itsvdueis
measured for accounting purposes. However the function of measurement is to determine the
monetary amounts at which the elements of the financia statements are recognised and
carried. Measurement is a descriptive process— it is not capable of changing the economic
nature of the asset being measured. We therefore question the conceptua judtification for the
proposed requirement.

Another reason for disagreeing with the proposed change is that it results in adefinition
where incluson of particular types of property depends on the measurement model adopted.
Definition should precede, not depend on, measurement.

The proposed change to the definition of investment property is aso problematic because it
makes the availability of the option to measure investment property at cost or fair vaue
dependent on the type of property rights an ertity hasin the asset. A common manner in
which the lessee of an operating lease could satisfy the rest of the definition of investment
property would be to sublease the property, thus becoming alessor of an operating lesse.
Owner-lessors of operating leases are permitted the choice between cost and fair value, but
the proposed paragraph 1(b) would require sub-lessors of operating leases to measure
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investment property using the fair value modd. This trestment would appear to be drawing a
distinction based on the legal nature of an entity’ s property rights rather than their economic
substance, contrary to paragraph 35 of the IASB Framework.

If the IASB decides to continue alowing a choice between cost and fair vaue measurement,
we recommend that the definition of investment property be amended to include dl leases
held by alessee, provided that the rest of the definition ismet. However we believe the
above problems would be best overcome by amending IAS 40 to prohibit use of the cost
mode (see question 3, below). All investment property would then be measured using the
fair value model and paragraph 1(b) would become redundant. There should be no
requirement for lessees to use the fair value model in order to classfy operating leases as
invesmert property.

2 Do you agree that a lessee that classifies a property interest held under an operating
lease as investment property should account for the lease asif it were a finance
lease?

We support the proposal on the basis thet it will help to ensure that the substance of property
investments in jurisdictions where investors are generdly unable to acquire land on a
freehold basisis reflected in the financid report.

3 Do you agree that the Board should not eliminate the choice between the cost model
and the fair value model in the Improvements project, but should keep the matter
under review with a view to reconsidering the option to use the cost model in due
course?

The AASB does not support the continuation of choice between the cost model and the fair
vaue modd, particularly when that choice will be denied to some entities under the proposed
changes to the definition. The choice between measurement modelsin IAS 40 comes at the
expense of comparability. Investment property should be measured &t fair vdue a dl times
because the fair value modd generates more rdevant information than the cost modd. A
sgnificant number of submissons on the AASB's Exposure Draft ED 103 “Investment
Property” (December 2001) disagreed with permitting choice between cost and fair vaue
measurement, and there was strong support for a proposal to prohibit use of the cost mode!.
(The AASB would be happy to provide the non-confidential ED 103 responses and the
collation of those responsesto the IASB.)

We acknowledge that entities choosing to apply the cost modd are required by 1AS 40,
paragraph 69(e), to dso disclose fair vaue of investment property. However, disclosureis
not a subgtitute for recognition.

We believe that the choice between cost and fair value messurement should be diminated in
the Improvements project, rather than sddlined for future consderation. This changeis
unlikely to impase unduly-excessive additiona costs on preparers, as entities are aready
required by IAS 40 to disclose fair vaue information.

3. OTHER COMMENTS

The AASB would like to bring severd additiond issues to the attention of the IASB and
recommend they be consdered in conjunction with other amendments proposed in the
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Improvements project. These issues were raised by many congtituents responding to our
ED 103.

Paragraph  Comment

7(d) A subgantid number of submissons on ED 103 argued that property under
development or congtruction for future use as investment property should be
regarded as investment property. The main objectionsto the IASB’ s position
were that:

@ it isinconsgtent to treat salf-congtructed investment property in one
way before completion of construction and another way after
completion (and would mean that cost is till used when the fair vaue
mode is chosen);

(b) whereit is posshle to rdiably determine the fair vaue of sdf-
congtructed property prior to completion, the choice to usefair value
should be available (for example, when leasing pre-commitments
exig); and

(© this treatment fails to recognise the vaue of pre-completionleasing
contracts.

For these reasons, the AASB recommends that the IASB consider permitting
property under development or construction for future use as investment
property to be regarded as investment property. We note that this may entail
consequential amendmentsto IAS 16 “Property, Plant and Equipment”.

10 In ED 103, the AASB followed IAS 40, paragraph 10, in describing owner-
managed hotels as owner-occupied property, rather than investment property.
This gpproach was strongly criticised in the submissons on ED 103 because:
@ it isarbitrary not to classfy hotels asinvestment property when similar

properties such as shopping centres and office blocks can be classified
as investment property;

(b) it should be possible to classify a hotel as investment property when the
purpose of operating that hotel is to earn investment returns,

(© the ditinction between owner-occupied properties and investment
properties is difficult to identify precisdly in the case of hotels and
encourages manipulation of the form of alease to achieve the desired
result; and

(d) owner-occupied hotels are of such asimilar nature to investment
property that they should be treated as investment property, in the
interests of comparability.

We acknowledge that the IASB has spent considerable time debating the
classification of owner-managed hotels. However we recommend that the
IASB recongder thisissue, given the strong opposition encountered in
Audrdia, where this ssgment of the invesment market is highly devel oped.
The AASB recommends that the IASB consider adding commentary to
acknowledge that hotels may satisfy the definition of investment property in
Some circumstances.
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Paragraph  Comment

28 Audtrdlian congtituents objected strongly to the proposa in ED 103 that fair
va ue changes should be recognised in the net profit or lossfor the period in
which they occur. The IAS 40 requirements would cause many listed property
trusts to breach their congtitutiona obligation to distribute 100% of accounting
profitsto unitholders. This could entail unfavourable tax consequences and
dgnificant initid compliance codts.

Some Audtrdian congtituents disagreed so strongly with these requirements
that they favoured retaining the option of cost-based measurement so asto
dlow entitiesto avoid the trestment of fair vaue changes contained in the fair
vaue modd. Mogt of these entities presently use afar value bass, with
changesin fair value flowing through revauation reserves (consstent with
IAS 16 “Property, Plant and Equipment”).

The AASB recommends that the IASB include, as part of its Performance
Reporting project, congderation of the location of IAS 40 changesin fair value
in the proposed presentation structure.

47 The AASB strongly disagrees with the assumption that, where the presumption
of being able to determine ardiable fair vadueis rebutted, investment property
has aresdud vaue of zero. Thisisinconsstent with other sandards and may
imply that land can have azero value. We consder thisto be a serious flaw
that should be addressed immediatdly.

Further, the AASB advisesthat it intends to include the following commentary on stapled
Security arrangements when releasing a andard on investment property:

“There are cases where hotdl assets are held via stapled security arrangements.
Typicdly, under these arrangements, atrust unit is attached to a company share with
the trust being the property investor leasing the hotel to the company that undertakes
the management. Such assets are classified as investment property in the financia
report of the trust and regarded as owner-occupied property in the combined financid
report of the owner and manager.”

The AASB congders that such commentary may be useful and relevant to entities outsde
Audrdia We therefore recommend that the IASB consider incorporating this, or smilar,
commentary on stapled security arrangementsinto 1AS 40.

4, EDITORIAL COMMENTS

The AASB recommends that the term “ owner-operated” should be used instead of the term
“owner-occupied” throughout IAS 40. “Owner-occupied” property isdefined in IAS 40,
paragraph 5, as “property held (by the owner or by the lessee under afinance lease) for usein
the production or supply of goods or services or for administrative purposes’. However the
term “owner-occupied” may be interpreted as requiring the owner to physically occupy the
property. There may be situations where property is held for use in the production or supply
of goods or services or for adminigtrative purposes without any “occupation” by the owner.
An example of thisis where a hotel rents rooms to customers (guests) and has no right to
“occupy” the rooms while rented.
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The term “owner-operated” would apply to al stuations covered by the term “owner-
occupied” aswell as Stuations smilar in substance that might otherwise be excluded.
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| ASB I mprovements — general editorial suggestions

1. Shall ver sus must

We have a preference for using “must” in requirements in accounting standards on the basis
that the word leaves no doubt about the intention. In Audtraian English “shdl” is not
necessarily regarded as an imperative?

2. Orde of definitions

We suggest that definitions be placed in dphabeticd order. The IASB’s exidting layout
seemsto try and rank the definitions in order of importance, yet different users are likely to
have different views on that ranking. An dphabeticd layout facilitates quick reference to
terms by users of the stlandards.

3. Paragraph numbering

In order to fully harmonise with the IASB, the AASB’ s standards need to reflect as closdly as
possible the wording of the IASB’ s standards, which are primarily directed at for-profit
entities. The AASB has responsbility for setting accounting standards for dl types of
reporting entitiesin Austrdia. On occasions, there are issues affecting not-for- profit entities
that necessitate additiond or different requirements and guidance. Evenin relaion to for-
profit entities, there may be local issues that necessitate additiona or different requirements
and guidance. We assume the same would apply in other jurisdictions seeking to harmonise
with the IASB.

We suggest that the |ASB adopt a paragraph numbering formet that facilitates the addition of
meaterid without creating a difference between the paragraph referencesin IASB standards
and the references in national standards. The section-by-section format currently used in the
AASB’s standards would facilitate this outcome.

2 AASB dtaff received the following e-mail response from Kate Burridge, Associate Professor, Linguistics, La Trobe

University, Victoria, on the relative merits of shall and must.
It's an interesting question and an area of English language which is extremely tricky — the so-called modal verbs. The main
problem with “shall” isthat it’s disappearing from the language. As afuture marker it has been virtually replaced by “will”,
especially in Oz English. It used to have a strong sense of obligation (dueto its origin — it comes from an Old English verb
meaning “to owe” asin “to owe money”) and as you point out still appearsin regulations—itsuseis akin to the Ten
Commandments “ Thou shalt ....". Thisuseisformulaic - asyou know legal drafting isfull of linguistic fossils! In newer
documents and Plain English re-writes it tends to be avoided — largely because people don’t have a strong sense of its
meaning any more, especially as this senseisreally confined to regulations and isn't a part of the living language any more.
Also it's often ambiguous between “futurity” and “undertaking” — so is best avoided for that reason.
“Should” is described as a necessity modal (like “ought to”) — being concerned with obligations, duty etc. (Palmer’s
Modality and English Modals). Palmer confirms your observation that both are considerably weaker than “must” here. For
instance “must” doesn’t allow for the event referred to not to take place. He givesthe following two examples. Thefirstis
unacceptable:
* He must come tomorrow, but he won't. He should/ought to come tomorrow, but he won't.
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4. Standard titles

We recommend that, where appropriate, the titles of the IASB Standards subject to
improvement be simplified in line with current practice for establishing the titles of standards.

For example, we recommend that IAS 21 be retitled “ Foreign Currency” and IAS 28 be
retitled “ Investments in Associates’.
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