[image: image1.png]


[image: image1.png]           


Comment Letters
EFRAG’s Draft Comment Letter on IASB DP on Financial Instruments with Characteristics of Equity

European Financial Reporting Advisory Group

Dear Sir/Madam,


In the present letter ICAC gives its view on EFRAG’s draft comment letter on IASB discussion paper on Financial Instruments with Characteristics of Equity.
Some initial comments
First of all, we would like to highlight that we are of the view that any change to be introduced in a Standard should be argued and justified enough.

Nevertheless, we recognise the importance and relevance of the issue, and therefore we encourage the IASB to include it on its active agenda in order to solve possible deficiencies in actual IAS 32.

On this matter, IASB’s criticisms of IAS 32 do not seem to justify enough such a big break that represents to start this project with the 3 approaches proposed in the FASB Preliminary Views document, moreover when FASB on its document, has not jet dismissed the “Loss absorption approach” as another possibility.

Within an IFRS perspective, we believe too that the equity / liability classification has a high component of “concepts” and “definitions”, existing therefore a direct link with the Conceptual Framework project currently in progress. Nevertheless, it is important to point out that this direct link between Standards and Conceptual Framework is a principal for any Standard to be issued in IFRS.

Having said that, in connection to paragraph 5 of EFRAG’s draft comment letter, it is essential that any amendment to IAS 32 complies with the Framework within which it is, and not forget the need to analyse the costs and benefits of implementing the changes planned.

In relation to IASB questions for respondents

We are of the view that other approaches should be discussed, moreover when talking about a starting point.

For example, paragraph E11 of Appendix E on the FASB PV document, states that the Loss absorption approach “had been partially developed and presented” and that it “may be further developed and presented to the Board again at a later date”. Later on, in March 2008, the IASB issued its Discussion Paper which in paragraph 6, it mentions the “loss absorption approach” but it does not develop a reasoning why it is not considered any more in the document.

On this matter, complementing FASB and IASB work, within the Pro-active Accounting Activities in Europe, EFRAG issued in January 2008 a Discussion paper which concludes that the loss-absorbing capability of capital is the characteristic of certain capital that provides the most decision useful information.

ICAC believes that if the IASB finally decides to include this project on its active agenda, Europe’s pro-active activities on the equity / liability split, should be taken into account as an important and valuable input.

In line with question 1 of IASB DP, for a starting point, not only the consequences of one approach should be analysed and open to public consultation, but others too, for example some are mentioned in EFRAG’s draft comment letter: the Claims approach, Priority on liquidation, or by making some hierarchy of financings. More input would be obtained for the project.

Finally, we strongly support the view that transactions and other events should be accounted for in accordance with their economic substance, and not merely their legal form. A principle based standard is specially necessary and appropriate for this project.

Please don’t hesitate to contact us if you would like to clarify any point of this letter,

Yours sincerely,

José Ramón Gonzalez

Chairman of ICAC 
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