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EFRAG comment letter to the IASB Discussion Paper ”Reducing complexity in reporting financial instruments”
The Danish Accounting Standards Committee (DASC) is pleased to submit comments to the above draft comment letter.

Our main comments are set out below. We enclose for your information our draft comment letter to the IASB. 
Long term solution vs. intermediate changes: 

Frequent changes, even if they are simplifications, are onerous to preparers, and hence it is of utmost importance that intermediate changes are not followed by fundamental changes a few years later. We recommend any changes to be made before 2011 with respect of giving the next wave of IFRS adopters the option to take advantage of simplifications introduced.   

Intermediate changes: Measurement of financial assets and liabilities 

We support EFRAG’s view that the complexity does not arise from a mixed measurement model, but rather from the complex categorisation requirements. We propose to retain the current categories of assets combined with elimination of the fair value through profit or loss classification (FVTPL) criteria so that entities can elect either FVTPL or AFS on initial recognition. We also propose to remove the tainting rules for held-to-maturity investments combined with a principle based categorisation approach, i.e. classification merely with reference to a documented investment strategy. 

We agree with EFRAG’s comments that a significant part of the solution - i.e. whether gains and losses should be presented in the income statement or in equity - lies in the Presentation of Financial Performance project. 

Intermediate changes: Hedge accounting
Overall, we find that the current hedging model should not be changed. We acknowledge that treasurers may not necessarily distinguish between cash flow hedges and fair value hedges, however, we do not agree with EFRAG that this makes a fair value hedging model similar to the one proposed in the discussion paper attractive. 

We find that the complexity in the current hedging requirements arise from the documentation and effectiveness requirements. We propose the following principle based approach: 

· A transaction is treated as a hedging transaction if it is entered into solely with the purpose of hedging an identified financial risk and based on a qualitative assessment is expected to be reasonably effective
· Actual ineffectiveness (i.e. “over-hedging” on cash flow hedges and “over” and “under” hedges on fair value hedges) is recognised in the income statement.
The relaxation of the documentation requirements would need to be combined with the following: 

· Hedge accounting is mandatory unless an entity as an accounting policy choice elects not to apply hedge accounting for hedges of certain risks
· Hedge accounting cannot be discontinued at will.
We have had the opportunity to discuss the above with a group of preparers of financial statements and their general view is that the proposed restrictions are acceptable as long as the documentation and effectiveness testing requirements are relaxed significantly. 

We encourage EFRAG to consider a specific proposal  in respect of relaxation of the documentation requirements. If not, we see a risk that with the current wording of EFRAG’s comment letter, the IASB would not necessarily regard the letter as advocating for relaxation of the documentation requirements. 

The long term solution 

We agree with EFRAG that it is not appropriate to conclude that the long term solution is a full fair value model. 

---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

