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Dear Sirs
I nvitation to comment on Improvementsto I nternational Accounting Standar ds

The Danish Inditute of State Authorized Public Accountants (FSR) is pleased to submit the
enclosed comments on the improvements to twelve Internationd Accounting Standards which
are apart of the |ASB Improvement Project.

The exposure draft which was issued by IASB in May 2002 has been reviewed by the Danish
Accounting Standards Committee (a committee set up by FSR) and by the Accounting Advisory
Panel (representatives from Danish business organisations and the Copenhagen Business
Schooal).

The hearing process

Some of the exposure drafts (EDs) have been drafted only in “clean” versons and - additiondly
- some of the proposed changes are neither addressed in the summary of main changes, nor in the
“Invitation to Comments’ questions or even judified in the “Bass for Conclusons’. Among
these is IAS 1. In our opinion a marked-up version is necessary in order to carry through a proper
hearing.

General issues

The concept of “impracticdity” has been changed to a concept of “undue cost or effort”, for
example in IAS 1 and 8. We find that under this concept there would be a risk that different
interpretations among enterprises will occur. The concept of impracticdity seems to be a sounder
concept, as it dealy indicates that the exemption would only be gpplicable in rae
circumstances.

Specific comments to the proposed changes
Our specific comments appear from the enclosed gppendix as follows:

1. IAS1 Presentation of Financia Statements

2. IAS2 Inventories

3. IAS8 Accounting Policies, Changesin Accounting Estimates and Errors
4. IAS10 EventsAfter the Baance Sheet Date



IAS 16
IAS 17
IAS 21
IAS 24
. IAS27
10. IAS 28
11. IAS33
12. IAS 40

©o~No G

Yours sncerely

2
Property, Plant and Equipment
Leases
The Effects of Changesin Foreign Exchange Rates
Rdated Party Disclosures
Consolidated and Separate Financia Statements
Accounting for Investmentsin Associates
Earnings Per Share
Investment Property.

Eskild Narregaard Jakobsen
Chairman of the Danish Accounting Standards Committee
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IAS 1 Presentation of Financial Statements

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

No, we do not agr ee with the proposed
approach. In our opinion, such an approach
would be contrary to the very idea behind the
establishment of an internationaly accepted

and applied set of accounting andards. Such a
change of approach could undermine the
confidence in and gpplicability of IFRS.

It thus appears from the present standard,
section 14, that: “existence of conflicting
netiond requirementsis not, in itsdf, sufficient
to judtify a departure in financid satements
prepared...” We consider it important that such
asectionisre-introduced in IFRS no. 1.

We consder it reasonable to continue to
maintain an "override’ provison aslong asit
can be usad only in extremely rare
circumgtances, and aslong asit isworded very
regtrictively and it is used only when it will lead
to fair presentation.

In paragraph 14 d, especidly terms such as
"each period” and ”each item” seem unclear.
Wewould like aclearer definition of these
terms.

In sections 10-18 of the previousIAS 1, a
number of sections have been deleted from ED
IAS 1 which we regret and do not understand.
We suggest that anew review and evauation of
the chapter ”Overd| consderations’ should be
made so as to use a number of the excellent
guiding sections deleted. Especialy section 12
saying that improper accounting trestments are
not rectified by disclosures seemsto set up a
fundamentd principle.

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)?

Y es, we agr ee. However, we do not agree with
the way in which extraordinary items are
abolished. We agree that changes should be
made in the area 0 asto limit the possbilities

of presenting items as extraordinary items. On
the other hand, we aso find that in practice
financia presentation cals for presentation of
items which, by their nature, frequency, etc.,

are different from the ”usud” ordinary items.

We recommend that the topic related to
presentation of extraordinary, unusud items,
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etc. isdedt with in the ” Reporting Financid
Performance’ project.

Section 79 seems superfluous.

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 authorized for issue (see proposed
paragraph 60)?

Y es, we agr ee that the balance sheet should
reflect the circumstances and events that were
relevant at the balance sheet date. An event
such as refinancing carried through after the

bal ance sheet date is a non-adjusting event
according to IAS 10, which should be disclosed
in the notes to the financid statements.

Do you agree that:

(@ a long-term financial 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 authorized for issue, not to demand
payment as a consequence of the breach
(see proposed paragraph 62)?

if a lender was entitled to demand
immediate repayment of a loan because
the entity breached a condition of its loan
agreement, but agreed by the 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:
(i) the entity rectifies the breach within
the period of grace; or
(i) when the financial statements are
authorized for issue, the period of
graceisincomplete and it is probable
that the breach will be rectified (see
proposed paragraphs 63 and 64)?

(b)

Y es, we agree. Thisisaso anon-adjusting
event to be dedt with in accordance with IAS
10. We presume that the breach of lending
terms has, of course, taken place no later than at
the balance sheet date.

Y es, we basically agree. In practice, it will
depend on the specific circumstances, induding
the company’ s possihility of rectifying the
breach.

In generd, it should be considered whether a
generd standard should include so detailed
requirements regarding classfication of spedfic
lighilities, when the dassification is actudly
determined by the generd principle set up in
IAS10.s
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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 of items
recognized in the financial statements (see
proposed paragraphs 108 and 109)?

Y es, we agr ee that an entity should disclose
such judgments. However, we are concerned
with theway in which IAS 1 (sections 108-109)
prescribes that such judgments should be
presented. We are concerned about the wording
“the mogt significant effect”. We would prefer
the wording “sgnificant effect” as the proposed
wording could imply that enterprises having a
number of judgments with asgnificant effect
only disclose some of them.

We would find it more relevant to address such
disclosuresin the MDA project.

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

In our opinion, such types of disclosures would
be more naturd in the management’ sreview,

cf. section 7 of the exigting IAS 1. According to
the wording of section 7 of ED IAS, no. 1,
some uncertainty might exist asto whereto
present the disclosures listed in items 110-115,
as section 7 seems to discuss the same issues.

In our opinion, the introduction of the
important, new information discussed in
questions 5 and 6 of ED IAS cdlsfor anew
decisgon as to whether the management’s
review should gtill be outside IFRS's scope.
Given the experience gained in Denmark with
regard to the management’ sreview being an
integral part of the Annua Report, we
recommend that IAS should make an effort to
make progressin the MDA project.

Other comments

Responsibility of the financial statements

Presentation of proposed dividends for the
financial year

Wefind it essentid that the provison in section
6 of IAS 1 that "the board of directors and/or
the governing body of the enterpriseis
responsble for the presentation of financid
statements should still be part of IAS 1. We
further recommend that a provision be added to
the effect thet the management submitsan
actual statement reflecting that the management
has presented the financiad statements, that the
Annua Report has been presented in
accordance with IFRS, and that the Annual
Report gives atrue and fair view.

The possihility of presenting proposed
dividends for the year as a separate portion of
equity is no longer mentioned as a possbility
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Scope of international financial reporting
standards: consolidated financial
statements vs. parent company financial
statements

Definitions of certain eements of financial
statements

(the present standard section 74 (c). Section 116
(& of ED 1 requires note disclosure of the
amount. It is unclear whether a separate
presentation within equity would il be
dlowed. In our opinion, abolishing this
possibility is no improvement, and we
recommend that the possibility should be
maintained. An assessment of the compogtion
of equity, including the portion proposed for
dividends, seems more appropriate than a note
disclosure.

In the present standard the issue of presentation
of consolidated financid statements vs. parent
company financid statements in accordance
with IFRSis addressed in section 2 saying that
presentation of the parent company financid
satements under other requirements—i.e.
national —would not preclude the consolidated
financial statements from being prepared under
IFRS. Wefind thet the exclusion of this
statement could be interpreted so that financial
gatements could only be IFRS financid if both
the consolidated and the parent company
financia statements are prepared under |FRS.

The term “separate financid satements’ is used
inAS 27, 28 and 31. However, it is not
defined. Thisimplies uncertainty with respect

to what measurements rules apply in which
accounts, cf. our commentsto IAS 27. Theterm
should be defined in IAS 1.

Theterm “higorical summaries’ isintroduced
in the Exposure draft ED 1 Firg-time
goplication of internationd financid reporting
standards, and certain requirements apply to it.
The term should be defined in IAS 1.
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IAS 2 Inventories

Do you agree with eliminating the allowed
alternative of using the LIFO method for
determining the cost of inventories under
paragraphs 23 and 24 of IAS 2?

Yes, we agree

IAS2 requires reversal of writedowns of
inventories when the circumstances that
previoudly caused inventories to be written
down below cost no longer exist. IAS2 also
requires the amount of any reversal of any
write-down of inventories to be recognized in
profit or loss.

Do you agree with
requirements?

retaining those

Yes, we agree

Other comments

Disclosureif replacement value exceeds
cost:

The 4th directive requires disclosure of the
difference between the actuad market price and
the cost price if the actua market price exceeds
the cost price materidly. It could be consdered
to include this requirement in the revisd
standard.
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I AS 8 Accounting Policies, Changesin Accounting Estimatesand Errors

Do you agree that the allowed alternative
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 as if the new accounting
policy had aways been in use or the error had
never occurred (see paragraphs 20, 21, 32
and 33)?

Voluntary changesin accounting policies

Y es, we agr ee with the proposed improvement
requiring use of the previous benchmark
trestment. The cumulative effect of the
accounting change or error is not an indicator of
the performance in the current period. Rather, it
isan adjustment of performance in one or more
prior periods, and should be reported as such.

We recommend the standard make it clearer
that voluntary changes in accounting policy
should be made rarely and then only for good
reasons to ensure congstency.

Correction of errors

The proposal to eiminate the digtinction
between fundamental errors and other materia
erors (as mentioned in question 2) leave us
with some concern. If correction of errors be
accounted for retrospectively, we have some
concern that it may tempt management of
entities having difficulty in meeting current
market expectations of earnings to search for
any errorswhich can be taken back to prior
years and thereby assist comparative
performance.

In the extreme Situation, expenses may be
deliberately omitted from the current year
gatements in the knowledge that next year the
‘error' will be adjusted retrospectively so that
the cost never hits current earnings per  share

Do you agree with eliminating the distinction
between fundamental errors and other
material errors (see paragraphs 32 and 33)7?

It may be conceptudly sound that al errors be
accounted for in the same way to avoid any
possible 'accounting arbitrage’ between
fundamental errors and other materid errors.
However, we adso believe that the origind
digtinction between the two types of errors had
some merits as a safeguard againg dl errors
resulting in debits going to equity (refer to our
comment above).
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Other comments

Consderation of other standardsin the
absence of a particular IFRS standard or
inter pretation

Disclosur e of the effect of new standards
not yet come into effect

We disagree with section 8.6 (c) requiring
consderation of "pronouncements of other
standard- setting bodies that use asmilar
conceptua framework to develop accounting
standards, other accounting literature, and
accepted industry practices, to the extent, but
only to the extent, that these are consistent with

(8 and (b) of this paragraph”.

We believe it should not be arequirement. If it
remains arequirement, we find it unclear
whether the wording requires an entity and its
auditorsto study al US GAAP literature
(including EITFS) or interpretations (even of
IAS) issued in other countries before
concluding on an IAS treatment. We therefore
object to making section 8.6 (c) arequirement
and suggest it be a non-mandatory guidance.

With the expected complexity of certain new
standards that may come into effect in future
years (Business Combinations, impairment test
rather than amortization of goodwill and Share-
based payment) we find that the requirement in
section 19 to disclose information about the
effects of afuture change of accounting policy
asareault of publication of a new standard not
yet to beimplemented remain an
encouragement not a requirement. Otherwise,
companies would have to assess the impact of a
new standard within too short atimescale to
produce reliable information about the effects
or resort to the "undue cost or effort” concept.
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|AS 10 Events After the Balance Sheet Date

Other Comments:

Presentation of proposed dividend for the We propose that the guidance on presentation
year either in the notes or as a separate component of
equity is maintained, cf. our commentsto

IAS 1.
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IAS 16 Property, Plant and Equipment

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 2l
and 21A)?

We do not agree with the proposed change. In
our opinion the distinction between whether a
non-monetary transaction is an exchange of
dissmilar assets, which in effect conditutes a
sde, or an exchange of Smilar productive assets,
which in effect congtitutes a swap of assets,
should be retained. We agree thet it is difficult
to set-up objective criteriafor classfication of
exchange transactions as either exchange of
smilar or dissmilar assats, but suggest thet the
judgment is made based on the use and the
values of the assets as is the case according to
US GAAP (EITF 98-3).

We suggest that the accounting for exchange of
assets shdl be conddered as part of the revison
of IAS 18, Revenue Recognition Project. In
relation to this project, criteriafor when an
earning process is consdered complete should
be decided upon. Until that time, we suggest that
no changes should be made to the exiding
paragraphs 21 and 22.

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? (See
the amendments in paragraphs34-34B of
IAS38, Intangible Assets, proposed as a
consequence of the proposal described in
Question 1.)

(Note that the Board has decided not to amend,
at this time, the prohibition in IAS 18, Revenue,
on recognizing revenue from exchanges or
swaps of goods or services of a sSimilar nature
and value. The Board will review that policy
later in the context of a future project on the
Recognition of Revenue.)

No, we do not support the proposed change for
the reasons explained in Q1. The accounting for
exchanges of tangible and intangible assets

should be the same.

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

Yes, we agree that depreciation should not cease
when an asst is retired from active use.
However, the depreciation method and/or the
useful lifetime for the asset may change due to

the retirement from active use. Furthermore,
imparment shdl gill be congdered.
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Other comments

Subsequent Expenditures

Paragraph 23 in the draft revised IFRS 16
standard suggests that the definition of

“ Subsequent Expenditures’ shdl be changed as
follows

"in excess of the originally assessed standard of
performance of the existing asset” to “in excess
of its standard of performance assessed
immediately before the expenditure was made”.

Asaresult of the changed wording, larger
ordinary repairs may now be regarded as an
improvement giving the opportunity to increase
the carrying amount.

We suggest that the present criteriafor

definition of “ Subsequent Expenditures’ is
maintained or aternatively changed to 'in

excess of its standard of performance assessed
at itsacquisition”.

Residual values

Section 46 in the draft revised IFRS 16 standard
suggests that the resdud valuesfor dl assetsare
reviewed at each balance sheet date and that any
changes are reflected in the financid statements.
The estimate shdl be based on the amount
recoverable from the disposal at the date of
edimate of amilar assets that have reached the
end of their useful lives and have operated under
conditions Smilar to those on which the asset
will be used. This reassessment shdl cover dl
assats, where the resdud values are not
inggnificant. We consider such requirement to
be burdensome, asresdua vaues are likely to
fluctuate according to current economic
conditions.

We suggest that the criteria for reassessment of
resdua vaues should be the same as for
consderation of impairment i.e. an enterprise
should at each balance sheet date assess whether
there is any indication that the resdua vaue of

an asset may have changed. If any such
indication exists, the enterprise should reassess
the resdud vaue of the asst.

Only in case of arevauation there seemsto bea
theoreticd judtification for increasing the
resdud vaue.




IASB Improvement Project - Comments from FSR, Denmark 11

Fixed Assets Disclosure

Section 60 in the draft revised IFRS 16 standard
requires disclosure of comparative information
regarding the reconciliation of carrying amounts
a the beginning and the end of the period.

Such additiond informeation will make the
presentation more extensive, and we do not find
that such additiona information will be of

benefit to the users of financia statements.
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IAS 17 Leases

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 IAS17, Leases, and the
buildings element is classified as an operating
or finance lease by applying the conditions in
paragraphs 3-10 of IAS 17.

Yes, we agree that land and buildings should be
separated if such a separation can be made
satisfactorily We find that the explanatory text
in paragraphs 11A-11C of IAS 17 is an
improvement  with  respect to  better
understanding and convergence. We do not see
the new paragraphs as a new concept, but
merdy as daification of the exiding text in
paragraph 11 of IAS 17.

However, we find that the issue of multi-
dement contracts should have been addressed
more broadly.

Do you agree that when a lessor incurs initial
direct costs in negotiating a lease, those costs
should be capitalized and allocated over the
lease term?

Do you agree that only incremental costs that
are directly attributable to the lease
transaction should be capitalized in this way
and that they should include those nternal
costs that are incremental and directly
attributable?

The capitdisation and dlocation of initid cods,
that are incrementa and directly attributable to
the lease transaction, are in accordance with the
conditions in paragraph 19 of IAS 18 and
support the matching of revenues and expenses.
We support this proposed change.

Yes. Incduson of indirect costs would ensure
inconsstency with other standards in the area of
transaction codts, for example IAS 22 and IAS
39.

In addition to the above we suggest a consistent
acoounting trestment of initid costs incurred by
manufacturers and dealers cf. section 34.

When a lease is negotiated and arranged, the
intid codts, that are incrementa and directly
attributable to the lease, are essentid to aquire
that lease and would not have been incurred had
that leasing transaction not occurred; therefore
these initid cods are not different for lessors
who are manufacturers and deders and lessors
who ae not. In practice, the sdeddeder
activities and the leasng activities would
usudly be consdered different business aress,
and there seems to be no judification for
tregting enterprises that “by incidence’ have
both activities different from those who have
only the leesing activities.

For reasons of comparability we therefore
support that the initid costs should be
accounted for in the financid statements of
lessors in the same way for dl finance leases.
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IAS 21, The Effects of Changesin Foreign Exchange Rates

Do you agree with the proposed definition of | Yes, we agree.
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?

Do you agree that a reporting entity (whether | Yes, we agree.
a group or a stand-alone entity) should be
permitted to present itsfinancial statementsin
any currency (or currencies) that it chooses?

Do you agree that all entities should tranglate | Yes, we agr ee.
their financial statements into 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)?

Do you agree that the allowed alternative to | Yes, we agree.
capitalize certain exchange differences in
paragraph 21 of IAS 21 should be removed?

Do you agree that Yes, weagree.
goodwill and fair value adjustments to
assets and liabilities that arise on the

acquisition of a foreign goeration should
be treated as assets and liabilities of the
foreign
operation and trandlated at the closing rate
(see paragraph 45)?

Other comments

M easur ement currency vs. functional Wefind that the generd understanding is that
currency there is afundamentd difference between the
functional currency (asdefinedin

paragraph 6) and the measur ement currency
meaning the currency in which the basic
bookkeeping is done. We therefore recommend
that both terms are gtill used to have a clear
understanding and argumentation.

Also, we see apractica problem in paragraph
19 as (most likely) many countries — induding
Denmark — formdly or in redlity have legd
requirements asto use the loca currency as
measurement currency (regigtration in the
bookkeeping) regardless of the functiona
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currency. By not accepting the locdly required
measurement currency the companies will need
adua bookkeeping system to comply with IAS.
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|AS 24 Related parties

Q1. Do you agree that the Standard should not
require disclosure of management
compensation, expense allowances and similar
items paid in the

ordinary course 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 welcome
suggestions on how to define * management’
and ‘ compensation’.

No, we do not agree. Wethink that present as
well as potentid shareholders have the right to
be informed of top management’ s remuneraion
(e.g. those managers for whom remuneration is
determined by a remuneration committee of the
Board, by the Board or by the Annua Generd
Assembly).

‘Management’ in this context should at least
include the Board of Directorsin aone-tier
system, or the Board of Management in atwo-
tier system. Compensation comprises saaries,
bonuses, and the value of share options, together
with other parts of the benefits package
(indluding pension benefits, free housing, etc)
even if not exactly quantifiadle.

Q2. Do you agree that the Sandard 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?

No, we do not agree. We bdieve that this
informetion will often be essentia to understand
the financid pogition and performance of an
entity and should therefore be required for
separate financia statements. We recommend a
requirement to disclose the intra group amounts
included in the balance sheets and income
gatements. We support the arguments of the Six
Board members who disagree with the new
paragraph 3 as stated in the Appendix B
(B4.-B6.).

However, if the exemption isinduded in the
revised IAS 24, we propose that the wording
"the separate financia Satements.....or a
whoally-owned subsidiary that are made
available or published with consolidated
financid statements of the group” be
reconsidered. Financia statements of
subsidiaries would normally not be made
available or published with consolidated
financid statements of the group. We therefore
propose that this condition only refersto the
financial statements of the parent company.
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Other comments

Disclosure of related parties where control Section 12 uses the term “ parents and

exists subsidiaries’ which seen together with the
definition of “parent” in |AS 22, section 8 and
IAS 27, section 6, could lead to the conclusion
that relationships where control exists should be
disclosed only where the contralling party isa
“parent company”, and not e.g. aperson. This
seemsto be adifference from the existing IAS
24 which dates that “ Related party relationships
where control exists should be disclosed

irrespectiveof ....".

It isunclear if this gpparent change from the
exiging IAS 24 isintentiond, asit isnot
mentioned in the “ Summary of Main Changes’.

If itisnot intentiona, we suggest it be darified

in the definition, eg. by usng the requirement
from the exising IAS 24: “Redated party

rel ationships where control exists should be
disclosed irrespective of ....” instead of the
proposed wording of the amended paragraph 12.
If the changeis intentiona, we do not support
the change, as we bdieve that the control-
relaion is equally important if the controlling
party is aperson, afoundation or the like. In any
case, we suggest that the term “ parent” be
defined, at least with afootnote reference to IAS
22 and IAS 27.
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IAS 27 Consolidated and Separ ate Financial Statements

Q1: Do you agree that a parent need not
prepare consolidated financial statements if
all the criteriain paragraph 8 are met?

Y es, we agr ee that intermediate parents should
be exempted from preparing consolidated
financid satementsif certain criteriaare met.
However, we assume that criterion (d) should
be worded in a manner which will dso exempt
Stuations where the consolidated financid
statements are prepared by an intermediate
parent to the group and not only the immediate
parent or the ultimate parent.

Q2: Do you agree that minority interests
should be presented in the consolidated
balance sheet within equity, separately from
the parent shareholders equity?

Basically, we agr ee that aminority interest is
not aliability of the group and thusit should
not be presented as aliability. However, it
seems that gpplication of the requirement in
IAS 32.17 could lead to classification of
ingruments which are equity from a
subgdiaries view, but liabilities from a group
view (if for example a guarantee has been set
up by another group company) as equity in the
consolidated financia statements.

If the changeis made in the find standard, it
should be underlined that the minority share of
profit/lossis not an expense in the P/L account,
but rather presentation of the income
distribution, cf. section 26, the last sentence.
Further the wording of section 76 of the draft
IAS 1 should be amended, as the present
wording implies that the minority share of
profit/lossis actualy an expense.

Q3: Do you agree that investments in
subsidiaries, jointly controlled entities and
associates that are consolidated,
proportionally consolidated or accounted for
under the equity method in the consolidated
financial statements should either be carried
at cost or accounted for in accordance with
IAS 39 ... in the investor’s separate financial
statements?

Basically, we agr ee that the equity-method
adds no relevant information to the financid
statements, if consolidated financia Statements
are prepared. On the other hand, financia
satements of parents companies are generally
regarded as less important than the consolidated
financid gtatements. Therefore, the option in
the present standardsisin our view quite
harmless. Furthermore, use of the equity-
method isawd | established practice in many
countries. And findly, there would il be two
dterndive trestments left in the sandard. For
theses reasons, we disagree to remove the
option at present.

We see no judtification for having rules for the
trestment of associatesin the financid
statements of the parent company and no rules
for the trestment of joint ventures, cf. IAS 31.
Especidly the wording of section 38 of IAS 31
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seems to be contradictive to the specific
requirementsin IAS 28.

Other comments

Definition of the term separ ate financial
statements

Requirement of disclose a listing of
subsidiaries

Disclosur e of reporting dates of subsidiaries
different from that of the group

We find that the definition of separate financid
Satementsin section 4 isnot very clear. It
should be explicitly stated thet for groupsit is
the parent company accounts. For enterprises
without subsdiariesit is unclear what is meant
by the term. Normally there would only be one
st of financid statements and this becomes
confusing with respect to the requirements for
separate financiad statements under IAS 28.

We cannot see any reason for dimingting the
requirement in the present standard to disclose
an gppropriate listing of subsdiaries. In our
view, the information is very useful for users of
financid satements. If the intention has been to
require this disclosure in the draft IAS 24,
section 12, thisfact should be clearly stated in
IAS 24, among this a requirement to disclose
the percentage of ownership/voting power held.

On the other hand the proposed disclosure
requirement in 32(e) regarding different baance
sheet dates seems to be merely atechnica
disclosure, as section 19 says that adjustments
must be made if the balance sheet dates are
different. We therefore suggest that this
requirement is deleted.
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IAS 28 Accounting for Investmentsin Associates

Q1: Do you agree that IAS 28 and |AS 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
IAS 39, Financial Instruments, when such
measurement is well-established practicein
such industries?

Yes, we agree. However we find it necessary to
define more clearly the types of eterprises and

what condtitutes “well established practice”.

It may be theoreticaly difficult to judtify that
interests in associates of such enterprises should
be treated differently from interestsin
subsidiaries. However, we agree with the
choice made, as an investment in asubsdiary
made by such enterprises will usualy have a
different objective than an invesmentin an
enterprise without obtaining control. In case an
Investment in an associate becomes an
invesment in asubsdiary, we recommend that
the trestment is addressed in the revised
standard.

Q2: 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?

No, we do not agree. Wefind that the generd
impairment rulesin IAS 39 would lead to the
correct write down of such arecelvable
depending on whether it isfor example
subordinated. Further we find it difficult to
decide on an objective bass whether theloan in
fact forms part of the investment.

Other comments

Disclosure of alisting of associates

We cannot see any reason for diminating the
requirement in the present standard to disclose
an appropriate ligting of associates. In our view,
the information is very useful for user of
financia statements. If the intention has been to
require this disclosure in the draft IAS 24, the
wording of the draft IAS 24 should be changed
to reflect that fact.
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IAS 33, Earnings Per Share

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

Yes, we agree.

Do you agree with the following approach to

the year-to-date calculation of

diluted

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

The number of potential ordinary shares
is a year-to-date weighted average of the
number of potential ordinary shares
included in each interim dluted 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 shares
is computed using the average market
price during the interim periods reported
upon, 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).

No, we do not agree.

Wefind that thereisarisk that in certain cases
the conversion of potentid ordinary sharesto
ordinary shares would be anti-dilutive within an
interim period, but not necessarily within afull
year. Using the gpproach asillugtrated in
Appendix B would then lead to such anti-
dilutive conversons be excluded from the
diluted earnings per share cdculationfor the
period and thereby also from the caculation of
diluted EPS for the year even though no anti-
dilution would exigt for the year as awhole.

Wefind that the diluted earnings per share
number should be based on a year-to-date
weighted average of the number of potentia
ordinary shares weigthed for the period they
were outstanding without regard for the diluted
EPS information reported for interim periods
during ayear.

In our opinion, diluted EPS informetion to be
reported for an interim period should be the
difference between the year-to-date diluted EPS
figure at the end of a period and the year-to-
date figure at the beginning of a period, rather
than based on acaculation that is soldly based
on figures for the interim period. We find that
such an gpproach isin compliance with the
gpproach for preparing interim financiad
statements as described in IAS 34. See |AS
34.28.
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|AS 40, | nvestment Property

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 usesthe fair value model set out
in 1AS 40, paragraphs 27-49?

We do not find that property held under an
operating lease meets the definition of an
investment property when property held under
operating leases is measured at fair value. On
the other hand, we can support that such
operating lease contracts are treated as
Investment properties & fair vaue. However,
what is to be consdered fair vduein this
gtuation? Isit fair value of the contract or the

property?

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

W e agr ee that the exception isa practica way
of addressing the Stuation where subgtantialy
al of the risks and benefits of use of aleased
property are with the lessee and the leased
property otherwise would qudify asan
investment property. We agree with the
proposal despite that this could (presumably)
result in the same leased asset being recorded
on the balance sheets of both the lessor (by
following operating lease accounting rules
under IAS 17.41) and the lessee (by following
finance lease accounting rules under IAS
17.12).

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?

We agree with the IASB’sview that IAS 40
has not been in use long enough to encourage
widespread development and reliable fair
vaues of investment properties on aregular
basis.

At present the Stuation for tangible fixed assets
in many jurisdictions probably merits the
IASB’s proposed position, and presumably an
entity holding an investment property isableto
determine fair vaue informetion.




