[image: image1.png]



[image: image4.png]Liberté » Egalité » Fraternité
REPUBLIQUE FRANCAISE



 conseil national de la comptabilite

3, boulevard diderot
75572 paris cedex 12
Paris, 3rd  October 2006

Phone
33 1 53 44 52 01


Fax
33 1 53 18 99 43/33 1 53 44 52 33


Internet
www.finances.gouv.fr/CNCompta 


E-mail 
antoine.bracchi@cnc.finances.gouv.fr
Mr. Stig ENEVOLDSEN

EFRAG


Avenue des Arts 41

chairman
B – 1040 Brussels

ab/mpc
BELGIUM

n° 


Proposed amendments to IAS 32 and IAS 1 - Financial instruments puttable at fair value and obligations arising on liquidation

Dear Stig,

The Conseil National de la Comptabilité (CNC) examined the Draft EFRAG commentary on the above-mentioned amendments to IAS 32 and IAS 1.

We support the view expressed in the EFRAG Draft Comment Letter and the reservations made on the proposed amendments to IAS 32 and IAS 1. Nevertheless, regarding the members' shares in co-operative entities, IFRIC 2 permits a satisfactory classification in equity, and, consequently, we do not support your proposal to extend the scope of the proposed amendments to those shares.

We disagree with the proposed amendments to IAS 32 and IAS 1 for the following reasons.

1/ The Board cannot ignore the difficulties raised by IAS 32. If some of the difficulties of the revised IAS 32 have been already treated, and in particular the classification of members' shares in co-operative entities which concern the greatest part of European co-operatives (by the issuance of IFRIC 2), others, recently raised, such as the classification of "step-up instruments", are not yet solved 1. 

___________

1 Please see our response to the IFRIC tentative agenda decision on IAS 32 - Financial Instruments : Presentation - Classification of a financial instrument as liability or equity, sent to M. Robert P. Garnett the 21st of September 2006.

IAS 32 mentions that, although the contractual obligation to deliver cash seems to be a critical feature of a liability, the substance of a financial instrument rather than its legal form governs its classification on the entity's balance sheet. In our opinion, this real ambiguity must be removed, and the notion of economic compulsion, we consider still present in this Standard, reaffirmed. We also believe that all the questions relating to the definitions of equity and liability, and particularly this notion of economic compulsion, should be discussed in the works regarding the conceptual framework. 

In this context, we don't understand why the Board issued these proposed amendments which concern very specific cases, and which are prejudicial to the understandability of this Standard, even though fundamental questions are not treated.

2/ These amendments introduce totally new notions which are not within the scope of the project on the conceptual framework. Amongst these new notions, there are (i) the notion of subordination, particularly from the perspective of a liquidation of a group, and (ii) the notion of prorata shares of the net assets. Because these new general notions are even not evoked in the actual framework, difficulties of interpretation, and particularly for cases outside the scope of IAS 32, should emerged.
We also wonder about the scope and the consequences of the proposed amendments. If it seems to us that the number and the volume of operations concerned are very limited, we are concerned that these amendments could have wider consequences difficult to foresee.

3/ As a consequence, and for these reasons, these amendments are not based on a clear principle and, consequently, should raise difficulties in their application. They comprise several paragraphs of detailed rules exposed to achieve a desired accounting result for specific cases. Amongst the inconsistencies, we note the following points. 

(i)
Regarding the minority interests puttable at fair value and those that impose an obligation arising on liquidation of a subsidiary, currently classified as equity in the subsidiary's individual financial statements, both would be classified as financial liabilities in the group's consolidated financial statements, in accordance with the proposed amendments, since those minority interests are not in the most subordinated class of instruments from the perspective of the group. We consider that this notion of subordination from the perspective of a liquidation of a group is a new notion which need to be discussed. At first sight, it is very difficult to rank the claims of group minority interests to the net assets of the subsidiaries of the group in case of liquidation, which under our own legislation has to be assessed at the level of each individual company.

(ii)
Regarding the fair value of the puttable instruments, the proposed amendments introduce several notions of fair value which we consider inconsistent and which raise difficulties in their application. According to these amendments, the instrument's issue price is the fair value of a prorata share of the net assets of the entity at the time of issuance. We do not support this proposal, because we believe that the issue price at fair value of an instrument puttable at fair value could be different from the fair value of the prorata shares of the net assets of the entity. Furthermore, the use of a formula to calculate the fair value of the issue price (or redemption price) of puttable instruments, as proposed, could also result, in our opinion, in material differences. 

(iii) Regarding the fair value disclosures of financial instruments puttable at fair value classified as equity, we note that existing standards do not require disclosure of fair value of equity instruments. We do not understand the objectives of a fair value disclosure for an equity instrument.

We hope that you consider our point of view on this subject, and we are of course available to further discuss any point you may wish to bring up.

Yours sincerely,

Antoine BRACCHI

� INCORPORER PBrush  ���
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