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29 September 2009

Ref.: OSJ/SSA
Dear Sirs,

Re:
IFRIC Draft Interpretation D25 – Extinguishing Financial Liabilities with Equity Instruments
The Accounting Standards Committee (the Committee) of The Institute of State Authorized Public Accountants in Denmark (FSR) is pleased to have the opportunity to comment on the IFRIC Draft Interpretation D25 – Extinguishing Financial Liabilities with Equity Instruments (the D25).

The D25 has been discussed in meetings of the Committee held in August and September 2009.
Our general remarks as well as comments to the Consensus and Basis for Conclusions on the D25 are included below.  

General remarks

FSR welcomes the International Financial Reporting Interpretations Committee draft interpretation D25 efforts to develop interpretive guidance regarding the accounting by an entity that renegotiates the terms of a financial liability and issues equity instruments to the creditor to extinguish the liability fully or partially.

Direction of the D25

We agree with the overall Consensus of the D25 and support the efforts to rectify the practice in how entities measure the equity instruments issued.

Comments on the Consensus

5) An entity shall initially measure equity instruments issued to a creditor to extinguish all or part of a financial liability at the fair value of the equity instruments issued or the fair value of the liability extinguished, whichever is more reliably determinable.

The proposed wording could read as an in fact accounting policy choice. We find that determination of the basis for measuring the transaction should be based on a clear principle. In our view, an entity shall measure the transaction at the fair value of the equity instruments issued 
We have two reasons for this point of view. Firstly we find that the starting point should be the consideration “paid” to the external part, i.e. the issuance of equity instruments. We notice that issuance of equity instruments to non-employees in share-based payment transactions are measured at the fair value of the goods and services received. This indicates that the transaction should be measured at fair value of the liability exchanged. However, the guidance in IFRS 2.13A will in our view lead to recognition of an additional expense if the creditor obtains compensation in the form of additional shares for accepting not to have the loan - which would in practice be defaulted - repaid. Consequently, a direct requirement to measure the transaction at fair value of the shares issued is the simplest approach.  Wit respect of reliability of measurement we notice that the IASB has proposed to remove the cost exemption for equity instruments that are not traded in an active market in the classification and measurement of financial instruments ED. 

Secondly we do not believe that it is possible to measure fair value of the liability extinguished sufficiently reliable. It is most often an entity in financial difficulties that negotiate with the creditor about converting the debt into equity and especially an entity in financial difficulties is the most difficult to measure reliable because of the uncertainties of going concern, value in use of assets etc.

We suggest that the wording of the paragraph should be:

“An entity shall initially measure equity instruments issued to a creditor to extinguish all or part of a financial liability at the fair value of the equity instruments issued unless this value cannot be reliably measured in which case the liability instruments is to be measured at their fair value.”
Comments on the Basic for Conclusions
BC16) The IFRIC noted that renegotiating a financial liability to permit it to be extinguished by the issue of equity instruments is always a substantial modification of the terms of the financial liability. As discussed in paragraph BC10, a transaction in which an entity issues equity instruments to extinguish a liability can be analysed as first consisting of a modification of the terms of the liability to permit settlement with the entity’s own equity instruments. Paragraph 40 of IAS 39 requires a substantial modification of the terms of an existing financial liability to be accounted for as the extinguishment of the original financial liability and the recognition of a new financial liability. Any difference between the two is recognised in profit or loss.
We agree with the conclusion, but believe that the conclusion is so important that it should be a part of the Consensus.

We suggest a new paragraph:

“If an entity is renegotiating a financial liability to permit it to be extinguished by the issue of equity instruments it will always be a substantial modification of the terms of the financial liability and should be dealt with in accordance with IAS 39 paragraph 40.” 

We appreciate the opportunity to provide you with our comments. For further information on this letter, please contact the undersigned eskild.n.jakobsen@dk.ey.com and osj@fsr.dk 

Yours sincerely,

Eskild Nørregaard Jakobsen
Ole Steen Jørgensen

Chairman of FSR’s Accounting
Chief Consultant,
Standards Committee
Secretary to FSR’s Accounting
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