1
5

	[image: image1.wmf]

	Foreningen af Statsautoriserede Revisorer
Kronprinsessegade 8, 1306 København K. Telefon 33 93 91 91

Telefax nr. 33 11 09 13  e-mail: fsr@fsr.dk  Internet: www.fsr.dk


European Financial Reporting Advisory Group

(EFRAG)
Avenue des Arts 13-14

1210 Brussels
Belgium
E-mail: svetlana.pereverzeva@efrag.org
10 October 2006
osj/lgr/X:\Udvalg\REGU\EFRAG\commentlet101006.doc
Dear Svetlana Pereverzeva
Exposure Draft of Proposed Amendments to IAS 32 Financial Instruments: Presentation and IAS 1 Presentation of Financial Statements: Financial Instruments Puttable at Fair Value and Obligations arising on Liquidation

Referring to your e-mail of 27 September 2006, the Danish Accounting Standards Committee is pleased to comment on the International Accounting Standards Board’s exposure draft Proposed Amendments to IAS 32 Financial Instruments: Presentation and IAS 1 Presentation of Financial Statements: Financial Instruments Puttable at Fair Value and Obligations arising on Liquidation (hereinafter referred to as the 'ED'). We hope that our comment will be useful in finalizing the EFRAG comment letter.
The Committee continues to support the convergence efforts of the world’s national accounting standard-setters and the IASB with the objective of developing a single set of high-quality global accounting standards. In relation to this ED we express our understanding of the Board’s efforts to solve concerns expressed by some of its constituents. However, we have significant reservations regarding the amendments being proposed in this ED. Please refer to our detailed comments in appendix to this letter. Our main concerns are that:
· The proposed amendments are not based on principles and are not consistent with the Framework for the Preparation and Presentation of Financial Statements (the Framework) 
· The proposed amendments create complex exceptions from the basic definition of a financial liability that conflict with the Framework, and tend to be based on rules. The Danish Accounting Standards Committee is not in favour of rule based requirements as the lack of principles increases the risk of financial structuring opportunities.
· Although we understand that the proposed amendments reflect a wish of a short term pragmatic solution to improve the financial reporting of financial instruments puttable at fair value rather than comprehensively reviewing the distinction between liability and equity, we find that the proposed amendments are so significant that they have to be discussed in the context of the framework as a whole.
· The proposed amendments only cover some problems and concerns regarding the distinction between equity and liabilities in IAS 32 for certain entities, and therefore in our opinion do not make financial statements more comparable. 
For these reasons we do not support the proposal laid out in this ED.

Yours sincerely

Eskild Nørregaard Jakobsen
Ole Steen Jørgensen

Chairman of the Accounting
Head of Department, FSR

Standards Committee 
Secretary to the Accounting




Standards Committee

Question 1: Financial instruments puttable at fair value - The Exposure Draft proposes that financial instruments puttable at fair value should be classified as equity provided that specified criteria are met. Do you agree that it is appropriate to classify as equity financial puttable at fair value? If so, do you agree that the specified criteria for equity classification are appropriate? If not, why? What changes do you propose, and why? If you disagree with equity classification of financial instruments puttable at fair value, why?

The Danish Accounting Standards Committee does not support the proposals in the exposure draft for the following reasons: 

The proposed amendments only cover some entities that have issued financial instruments requiring the entity to repurchase or redeem the instrument at the fair value of a pro rata share of the net assets of the entity. The ED therefore only partly covers some of the problems and concerns regarding the distinction between equity and liabilities in IAS 32 for certain entities. The proposed amendments do not cover e.g. European partnerships and cooperatives in which the instruments have the same characteristics that appear to classify as equity in this ED but are not either issued or puttable at fair value, and thereby should be classified as a liability.
In general we are concerned that the proposals are not principle-based, and that the suggested amendments to IAS 32 would create complex changes to the definitions of a financial liability in the Framework. In our opinion significant changes to the concepts set out in the Framework should be discussed in the context of the Framework as a whole. We find that material changes to definitions should be introduced first by the framework and not by changes to specific standards.
The general clear principle in IAS 32 is that a financial liability is an obligation to deliver cash. We are not persuaded that the arguments offered in the Basis for Conclusions are sufficient to justify these exceptions to that principle. The ED seems to be based on many new rules to which we have several concerns.
· Thus, the ED introduces and refers to instruments being puttable at the fair value of the net assets, while the term 'net assets' is not defined. In the ED the term “net assets” is unclear. In some places it refers to the fair value of the recognised net assets; in other places it seems to refer to the fair value of the recognised and unrecognised net assets; and in other places on other measurement methods. We believe that this needs to be clarified.
· The ED introduces a new definition “the most subordinated class”. We find a need for clarification why the proposed exception should be limited to the "most subordinated class" of instruments. The fact that one obligation is subordinated does not in all cases ensure that the higher ranking creditor will always be paid first.  
· According to the ED financial instruments puttable at fair value have similar characteristics as ordinary shares. Thus, the proposed definition of a financial instrument puttable at fair value stipulates that the issue price is the fair value of the instrument holder’s entitlement to a pro rata share of the net assets of the entity, however there is no demand that ordinary shares should be issued at fair value to be classified as equity.
· In order to classify the issued financial instrument puttable at fair value as equity the instrument has to be the most subordinated class of instruments with a claim to the entity´s net assets. This has the effect that two entities issuing the same type of instrument, for instance  class A shares, will have different classification as equity and liabilities if one of the companies also has a subordinated class of shares. 
We support IASB’s efforts to make quick changes in standards where the presentation requirements give problems for entities in preparing meaningful financial statements. In this case we do not find that the proposed amendments will make financial statements more relevant and comparable due to some of the problems stated above.
Question 2: Obligations to deliver to another entity a pro rata share of the net assets of the entity upon its liquidation - The Exposure Draft proposes that an instrument that imposes an obligation on the entity to deliver to another entity a pro rata share of the net assets of the entity upon its liquidation should be classified as equity provided that specified criteria are met (e.g. ordinary shares issued by a limited life entity). Do you agree that it is appropriate to classify these types of instruments as equity? If so, do you agree that the specified criteria for equity classification are appropriate? If not, why? What changes do you propose, and why? If you disagree with equity classification for these types of instruments, why?

Please refer to our general and specific comments stated above. In case of liquidation of an entity we believe that there are better arguments to classify puttable financial instruments as equity instruments that impose an obligation on the entity to deliver a pro rata share to another entity of the net assets of the entity, as:
· There is already in IAS 32.25(b) an "exception" for instruments repayable only on liquidation; and

· this proposal will in practice mainly have an effect on entities with a limited life. Such entities present a particular challenge given that the going concern presumption does not fully apply.

Despite our comments above, our preference is not to make the proposed amendment at this time.

Question 3: Disclosures - The Exposure Draft proposes disclosures about financial instruments puttable at fair value classified as equity, including the fair values of these instruments, and the reclassification of financial instruments puttable at fair value and instruments that impose an obligation arising on liquidation between financial liabilities and equity.

(a)
Do you agree that it is appropriate to require additional information about financial instruments puttable at fair value classified as equity, including the fair values of these instruments? If so, do you agree that the fair value disclosures should be required at every reporting date? If not, why? What changes do you propose, and why?

(b)
Do you agree that it is appropriate to require disclosure of information about the reclassification of financial instruments puttable at fair value and instruments that impose an obligation arising on liquidation between financial liabilities and equity? If not, why? What changes do you propose, and why?
(a) 
The Danish Accounting Standards Committee do not support the proposals in this ED. 
(b) 
If the IASB despite our comments proceeds with the proposals and reclassifications of financial instruments puttable at fair value and instruments that impose an obligation arising on liquidation, we support the disclosure requirements should be provided.
Question 4: Effective date and transition - The proposed changes would be required to be applied retrospectively, from a date to be determined by the Board after exposure (with one exception permitted relating to compound instruments). Earlier application would be encouraged. Are the transition provisions appropriate? If not, what do you propose, and why? 

The Danish Accounting Standards Committee do not support the proposed changes. If the Board decides to proceed with the amendment, we agree with a retrospective application.
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