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Dear Nathalie Saintmard

Adoption of IFRS 8, Operating Segments

Referring to your e-mail of 13 December 2006 we would like to submit the following comments on IFRS 8.

The Danish Accounting Standards Committee has discussed the draft EFRAG endorsement advice on its meeting on 4 January, 2007.

The Committee reiterated its comments included in our comment letter sent to IASB on 26 May 2006 (enclosed).

If, for internal reporting purposes, a group applies a standard cost system that differs from the recognition and measurement principles prescribed by IAS/IFRS, we continue to believe that it would be unnecessarily burdensome to require such standard cost being used as a basis for the IFRS segment reporting with an additional reconciliation from standard cost to IFRS.

Furthermore we find that presenting different functional currencies in the different segments (which in our view will be the consequence of the standard) in the annual report will make the information less useful to the users.    

However, on balance – and in the spirit of convergence – , the Danish Accounting Standards Committee,  decided to support the draft endorsement advice issued by EFRAG.

Yours sincerely

Eskild Nørregaard Jakobsen
Ole Steen Jørgensen

Chairman of FSRs Accounting Standards
Head of Technical Department

Committee
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Dear Kil-woo,
ED 8 Operating Segments


The Institute of State Authorized Public Accountants in Denmark (FSR) is pleased to comment on the International Accounting Standards Board’s (the Board’s or IASB’s) exposure draft ED 8 Operating Segments (referred to as ED 8 or the draft standard). 
Introduction

Whilst we are supportive of the objective of convergence between IFRS and US GAAP as a long term goal, we do not believe there is an urgent need of converging the requirements on segmental reporting.  In our view, convergence should always be to the superior standard and in the case of segment reporting we do not believe the Board has made a sufficiently robust case that moving to a SFAS 131 approach would result in enhanced segmental disclosures, and we share many of the concerns of the three dissenting Board members.  

We support the core principle of the proposed ED, i.e. disclosure of information to enable users of financial statements to evaluate the activities of an entity and the economic environment in which it operates. However, we agree with the ‘Alternative view of the Board members’ (ED 8.AV4) that the proposed IFRS will not meet this objective, even with the required disclosure and reconciliation to the entity’s annual financial statements, because it does not define segment profit and loss and also does not require consistent attribution of assets and profit or loss to segments.  Therefore, IAS 14 in our view is a better standard than SFAS 131 (and therefore also ED 8), as IAS 14 results in information that is generally more comparable between segments of the same entity, and also between segments of different entities within the same industry.
The timing of the proposed ED is another issue.  2005 has been the first year of implementing IFRS for all listed European companies and the efforts required in this respect has been immense to many.  As part of the implementation process systems and reporting packages etc has been changed to capture the segment information required by IAS 14.  We do not believe that the perceived benefits of ED 8 outweigh the resources required to implement yet another change to information systems within such a short timeframe after implementing IAS 14.

In addition, it seems premature to suggest such radical changes to IAS 14 without a more up to date survey among those analysts who are now looking at European IFRS financial statements for the first time.  How has the IASB determined that the suggested ED 8 better serve the needs of these analysts?
Our responses to the specific questions raised in the discussion paper are:

Q1 – Adoption of the management approach in SFAS 131

As mentioned in the introduction it is our preference that IAS 14 is not amended at this time. If IAS 14 is amended, we would support using a SFAS 131 approach to identification of segments only.

We support the adoption of the management approach in determining the entity's operating segments. We do not, however, support the use of non-GAAP measures as the objective of financial statements is to provide information about the financial position, performance and changes in financial position of an entity that is useful to a wide range of users in making economic decisions. 
There are certain attributes that make the information provided in financial statements useful to users, namely the qualitative characteristics mentioned in the Framework for the Preparation and Presentation of the Financial Statements. The four principal qualitative characteristics are understandability, relevance, reliability and comparability. We believe that permitting non-GAAP measures for segment items may not provide reliable and comparable information and might be difficult to understand and therefore agree with the 'Alternative view of the Board members' (ED 8.AV5).  The measures used may therefore mislead the users of the financial statements.  We believe that there is a risk that this exposure draft will create an opportunity for preparers to elevate non-GAAP financial reporting measurements to the detriment of the measurement bases advocated in IFRS. It will be possible to exclude the impact of say IAS 39 and IFRS 2 from segment results.

Q2 – Divergence from SFAS 131

We do not see any compelling reason at this time to revisit the current segmental reporting requirements.  That said, we do not believe that IFRS should divert from SFAS 131 other than in terminology. Any convergence exercise, we believe, is best served by taking the superior aspects of each of the existing standards rather than converging entirely to one of the standards.  In that case we would support the approach put forward by those board members expressing the alternative view given in ED 8; i.e. an approach that uses a management approach (as described in the ED) only to identify reportable segments.

Alternatively, the IASB and the FASB may consider undertaking a separate joint project to develop additional (implementation) guidance and expose such guidance for comments. 

Q3 – Scope of the standard

In principle, we agree with the proposal to extend the scope of segment reporting to all entities with “public accountability”.  However, since the term “public accountability” is also being considered as part of the SME project we believe that the scope of the standard should not be amended until the Board has concluded on the definition of public accountability in this project.

In addition, we believe that the phrases “fiduciary capacity” and “broad group” are not necessarily well defined and commonly understood and therefore may lead to practical difficulties in assessing what entities should comply with the final standard. 

Moreover, we believe that the requirement of paragraph 3 of the ED proposes entities that choose to provide segment information to provide full information in accordance with the standard.  In our opinion the Board should clarify the scenarios it is intended to capture.  The Basis for Conclusion could include a comment to clarify that the inclusion of any segmental information in the financial statements, which a user might consider to be prepared in accordance with this standard when in fact it has not, is inappropriate.  On the other hand, the fact that an entity for example discloses revenue by product should not, in our view, trigger the need to comply with the standard, as long as such additional disclosure did not purport to be segment reporting in the context of the standard. 
Q4 – Level of reconciliations

We do not support the measurement basis proposed in ED 8 and we disagree with the proposal of non-GAAP measures be implemented.  Consequently, the current reconciliation requirements should remain unchanged.  In addition, if IAS 14 is replaced with ED 8 we question how such reconciliations adds clarity and understandability to a set of financial statements.  One of the main user groups, the financial analysts, we understand has very limited time available when analysing financial statements.  We therefore question how it has been determined that their need is better served with the presentations and reconciliations in ED 8. 

Q5 – Geographical information about assets

We support the proposed disclosures regarding geographical information about assets.  However, we recommend that the implementation guidance clarify the meaning of “country of domicile” in paragraph 32(a) of the proposals as the current wording is unclear.

Q6 – Consequential amendments to IAS 34 Interim Financial Reporting

We do not support the general move to ED 8. However, if IAS 14 is replaced with ED 8, then we agree with the consequential amendments to IAS 34.
Other comments

Aggregation criteria

The interpretation of the aggregation criteria, included in paragraph 11 of the ED, has proved to be the most difficult aspect of applying SFAS 131 in practice.  The adoption of the SFAS 131 approach under IFRSs, without additional guidance on the aggregation criteria, might lead to a duplication of experience in the U.S., and that entities might endeavour to interpret the criteria too broadly in order to avoid disclosing what they consider to be sensitive information. We therefore recommend that the Board include further guidance regarding the aggregation criteria.
---oo0oo---

If you would like further clarification of the points raised in this letter we would be happy to discuss these in more detail with you. 
Yours sincerely 

Eskild Nørregaard Jakobsen
Ole Steen Jørgensen

Chairman of the Accounting
Head of Department, FSR

Standards Committee 
Secretary to the Accounting





Standards Committee
