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Dear Stig
Exposure Draft of Proposed Amendments to IFRS 1, First-Time Adoption of International Financial Reporting Standards: Cost of an Investment in a Subsidiary
The Danish Accounting Standards Committee is pleased to respond to EFRAG's invitation to comment on its draft comment letter on the Exposure Draft of proposed Amendments to IFRS 1 First-time Adoption of International Financial Reporting Standards: Cost of an Investment in a Subsidiary.
Overall, we are in agreement with the comments and concerns raised by EFRAG. We have included in this letter some additional points which EFRAG might consider for inclusion in the comment letter.

Use of deemed cost
Rejection of previous GAAP
The IFRS net asset value approach may be unattractive to some companies where it leads to a reduction in the carrying amount. We agree with the comment that the Board needs to explore the previous GAAP option further as the rejection might in some cases lead to requirements that are more onerous than those of IFRS 1 for business combinations.
In addition, we don't think IASB makes sufficient basis for the conclusion in BC4 that previous GAAP carrying amount might bear little resemblance to cost in accordance with IAS 27. 
For example, IFRS 1.19 states that “A first-time adopter may have established a deemed cost under previous GAAP for some or all of its assets and liabilities by measuring them at their fair value at one particular date because of an event such as a privatisation or initial public offering.  It may use such event-driven fair value measurements as deemed cost for IFRSs at the date of that measurement.”

In addition, we don't think BC4 is logical given what is permitted under current IFRS 1.16-17. Therefore, a further argument might be that under IFRS 1.16-17 a FTA may elect to use a 
previous GAAP revaluation of certain assets in which case previous GAAP is generally taken to resemble cost (provided it is 'broadly comparable to') although not calculated in accordance with the relevant standard.
What is 'cost' in IAS 27?

The ED does not address the underlying question of what is 'cost' as required by IAS 27 and this may complicate an entity's assessment of whether application of the proposed exemption in B5 is needed.

Clarification needed re. carrying amount

As noted also by EFRAG it seems unclear what is meant by 'carrying amount' where the subsidiary has not yet transitioned to IFRS or, where the parent and the group has not transitioned to IFRS at the same date. 
The ED appears to assume that transition takes place on the same date which may not necessary be the case. In fact, different implementation dates in group and parent only would appear to be an issue in Europe, since different Member State implementations of article 5 in the Regulation (allowing – but not requiring – parent only financial statements to be prepared under IFRS) has resulted in different requirements for parent only financial statements. 

The clarification of carrying amount is also relevant if a parent is itself a wholly-owned subsidiary, or is a partially-owned subsidiary of another entity and has chosen not to present consolidated financial statements because it meets the requirements of IAS 27(10).

Investments in associates and jointly controlled entities

The accounting treatment for investments in associates and jointly controlled entities in the separate financial statements of the investor is the same as that for subsidiaries.  The same issues can arise about the cost of investment in an associate or jointly controlled entity as those addressed in the Exposure Draft.  We believe it would be appropriate for the ED to also be applicable to investments accounted for in accordance with IAS 27(37).

Position of the new exemptions in the standard
We agree with EFRAGs observation that the reason for positioning the new exemptions within Appendix B (which deals with business combinations) to IFRS 1 is not clear. If the new exemptions has deliberately been positioned as part of Appendix B to signal some kind of link to the entity's application of the IFRS 3 exemption or not this should be clarified in the Basis for Conclusion.
The treatment of dividends

We agree that relief in this area is needed. However, the requirement to reset pre-acquisition profits to the accumulated balance at the date of transition where deemed cost is used (paragraph B6(a)) appears to be a somewhat tough penalty on companies. An option to use “previous GAAP” as deemed cost remove the need for a correction of the distributions of a subsidiary.
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