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Dear Sir David,

Exposure Draft ED 2009/11— Improvements to IFRSs

Deloitte Touche Tohmatsu is pleased to respond to the ItitevabAccounting Standards
Board'’s (the IASB’s) Exposure Draft of Proposed ImprovementERSs (referred to as the
“exposure draft”).

We welcome the IASB’s continuing process to deal withag@iamendments to IFRSs in an
efficient and effective manneNonetheless, we have serious concerns regarding theyqual
and drafting of the 2009 amendments, as there is not abeagsstency between the
Board’s intentions as expressed in the introductionBdws of Conclusions and the
actual wording of the amendment. This is particularlygb respect to the proposed
changes to IAS 1, IAS 27, IAS 34 and IAS 40, in whichgteposed amendments go
beyond the Board’s stated intentions and have more wel$gonsequences than
indicated in the introduction or Basis for Conclusiofie also question whether such
potentially wide-reaching amendments are within the scofigecdnnual improvements
process.

We are also concerned that some of the proposed areaetsland their implications
appear to be in conflict with other projects on the Bsaagenda. This is particularly the
case with the proposed amendments to IAS 27. This appameihtt is confusing for the
Board’s constituents, and we would strongly encourage tlaedto ensure consistency
between projects on its agenda and the annual improteesn if this means delaying
an improvement.

With respect to specific proposals made by the Boardymteto highlight two
significant issues.
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. We do not agree with the proposal in IAS 27 for basingnipairment assessment
of all investments in subsidiaries, jointly contrdllentities and associates in the
separate financial statements of the investor on IAR@3irements regardless of
their measurement. We also do not agree with bringingdbeunting policy choice
of measuring such investments at cost into the scop&S089. We believe that
such a policy choice would be inconsistent with IAS 39 ¢Wiallows equity
instruments to be measured at cost only if their falwmer cannot be measured
reliably) and IFRS 9 (which only allows classificationfair value through profit or
loss or at fair value through other comprehensive incolejeover, we do not
agree with the proposed removal of the option to dlassch investments as
available-for-sale in accordance with IAS 39 (for egithat continue to apply
IAS 39 until application of IFRS 9 is mandatory) as thiarge is likely to have
widespread impact in practice and unintended consequenceast@ragtion with
classification criteria for fair value through profit loss category in IAS 39) that
might not have been fully appreciated. There is no ciarnale for these changes
and the proposed amendments go beyond the Board’s stegetions.

. We believe the proposed amendment to IFFERISIness Combinatioren the
measurement of non-controlling interests is signifieamt should be considered
separately as part of a dedicated project on NCI. Wefahe opinion that its
interactions with the Conceptual Framework and Condaidgrojects as well as
principles for measurement of equity are to be fullgsidered before making this
change.

Our detailed responses to the questions in the invitatioononent are included in the
Appendix to this letter.

If you have any questions concerning our comments, pleasecc&eta Wild in London
at +44 (0)20 7007 0907.

Yours sincerely,

i
//,/

Ken Wild
Global IFRS Leader
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APPENDIX

Question 1

Amendment to IFRS 1First-time adoption of International Financial Reporting
Standards -Accounting policy changes in the year of adoption

We agree with the proposed amendment to clarify tiegtetime adopter may change its
accounting policies or its use of exemptions in IFRSdr &fhas published an interim
report in accordance with IAS 34 and before it presenfg st IFRS financial statements.
We also agree that where this occurs, the first-tid@pter should provide specific
disclosures to explain the change and update any informatwited previously relating
to the impact of first-time adoption e.g. IFRS 1 reclisiaons.

However, we do not believe that the ED is clear #hatst-time adopter which does
change its accounting policies or IFRS 1 elections ldigtate explicitly that a change has
occurred and what the impact of that change is. Peapparagraph 27A requires a first-
time adopter to comply with IFRS 1.23 and 1.24 in terms pla@ixing the changes;
however, these paragraphs refer only to changes from pse@8AP. They do not refer
to changes occurring since previously reported interim finareparts in accordance

with IAS 34.

It is also unclear whether the explanation requireddrpgraphs 27A and 32(c) should be
provided for each interim period reported previously. Fangde, if a change is made in
Q3, should all of the reconciliations reported in previoterim periods be restated?

We believe the Standard should explicitly state thahé event of a change to an
accounting policy or IFRS 1 election in the period coddrg an entity’s first IFRS
financial statements, the change should be applieaspetctively as at the date of
transition to comply with the requirements of IFR®. 1.

Amendment to IFRS 1First-time adoption of International Financial Reporting
Standards -Revaluation basis as deemed cost

We agree with the proposal on the basis that IFR$resents a set of exceptions that
aim to facilitate adoption of IFRSs by first-timeoguders. We suggest that the Board
clarifies how the difference between the originakmed cost at the date of transition and
the “new” deemed cost at a later date should be recognised

We understand that the proposal is intended to addrésstos in which the law
requires that fair value be recorded in the financatkshents when there is a
reorganisation and we support the proposal in such a condétare concerned,
however, that in other contexts the proposal cowddltéen more than one deemed cost
being recorded in an entity’s first IFRS reporting periédr example, a private company
decides to adopt IFRS because it intends to make & Putblic Offering during the

next 12 months. Such an entity may decide to elect deeostdor property, plant and
equipment at the date of transition. The proposalrafted, would permit the entity a
subsequent election to record deemed cost based on an eventfdri value (i.e. the
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IPO) within the 12 month period. This would result in tvair value as deemed cost’
events being recorded in the first IFRS financial statém If the Board is content with
this consequence, we think it would be helpful to acknowl¢higdact in the Basis for
Conclusions.

However, more generally, we are concerned thatrasudt of new jurisdictions adopting
IFRSSs, the Board regularly adds new exceptions to IFRS Yeddenmend that the

Board establish and communicate criteria for proposingiatiyer exceptions to IFRS 1.
We also recommend that the Board gives proper attetatioansequential amendments to
IFRS 1 arising from new IFRSs or amendments to exi$BR$s as these are issued.

Amendment to IFRS 3Business Combination Fransition requirements for
contingent consideration from a business combination that occted before the
effective date of the revised IFRS

We agree with this proposal but have two observations.

We recommend that the additional transitional provismogposed in paragraph 44H of
IFRS 7, paragraph 97E of IAS 32 and paragraph 103L of IAS 39 anedah to state that
they apply on a retrospective basis from the datenhgy first applied IFRS 3 (2008).
This would clarify how an entity that, on adopting IFR§&008), may have chosen to
account for all contingent consideration arrangemenéscordance with these standards
should apply the clarifying amendments.

The Board proposes to amend IFRS 7 paragraph 44B, IAS 32 par&jia and 1AS 39
paragraph 103D to state that in certain circumstancesgent consideration should be
accounted for ‘in accordance with the requirements iagraphs 32-35 of IFRS 3 (as
issued in 2004)." This is an inappropriate amendment feaat two reasons. Firstly,
IFRS 3 (2008) paragraph 68 states that IFRS 3 (as issued in 2008esi@3d FRS 3 as
issued in 2004—consequently the latter is no longer in edf@ttas no authority in
IFRS. Secondly, in jurisdictions in which IFRS is inporated into local law or
regulation, IFRS 3 (as issued in 2004) will have been repealsgperseded by IFRS 3
(as issued in 2008) and entities in these jurisdictiorishaile no legal basis for
complying with the requirement. The Board must makesemonsidered amendment to
IFRS 3 to achieve its aim, most likely incorporating the reguents of IFRS 3 (as issued
in 2004) paragraphs 32-35 in IFRS 3 (as issued un 2008) as partrafnigigon
requirements.

Amendment to IFRS 3Business Combination Measurement of non-controlling
interests

We strongly disagree with the Board’s proposal to aniER$ 3Business Combinations
(2008) with respect to the measurement of non-controllireyaests.

This proposal is significant and should be re-considergdia®f a separate project on

NCI and exposed separately from the annual improvementeggoThe introduction of
the term ‘non-controlling interests’ compared to ‘mitypinterests’ as part of IFRS 3
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(2008) was widely understood to be a change of terminadogyy Therefore, we are
particularly concerned that the proposed amendmentianing the definition of NCI
without a clearly set out rationale. We believe thatproposed solution is too simplistic
and does not respond to the fundamental questions ofisN&ll and what are the
criteria used to measure it.

For example, conceptually, an option holder hagware entitlement to a pro rata share of
the entity’s net assets in the event of liquidat@ss(iming they exercise the option). Such
option holders do not havecarrententitlement to such net assets. Such interests are not
currently considered in measuring the NCI at the datkeolbusiness combination. It is

not clear whether the measurement is fixed at thealdtesiness combination or whether
there are ongoing measurement issues. The value of gbadiplotentially be higher as

a consequence of measuring additional NCI (e.g. options).

This issue is also closely linked to the Board’s Concepiteahework (Reporting Entity)
project (considering the holding company versus the grougepds of consolidation).
Any amendments made to IFRS 3 relating to the measuterhean-controlling interests
may be considered to pre-empt the outcomes of theepturad Framework project.
There are also links to the consolidation project.

We recommend that the Board does not proceed withraep@ment to the measurement
of non-controlling interests until such time as the ootes of the Conceptual Framework
(Reporting Entity) and consolidation projects are faedi

We would also like to take this opportunity to raise our gémerscern with the direction
the Board is taking when considering measurement of eduig/Board is requiring
equity in the form of the expanded concept of ‘non-cdiimpinterest’ to be measured on
a fair value basis; however, in doing so the Board baslearly established a principle
for measurement of equity. Traditionally, in the absewicspecific guidance requiring
another measurement basis, equity has been measwedsidual in accordance with the
Framework We would support the establishment of a clear measurepriaaiple for
equity. Further, we believe that such a principle isexappropriately provided via
amendment to either IAS 27 or IAS 32, rather than in¢lgeirements of IFRS 3.

If the Board decides to proceed with the amendmenhawve a number of concerns in
relation to the current drafting of the proposal:

* Itis not clear whether the measurement of the atbemponents of non-controlling
interest at fair value or another measurement basegaged by IFRSs is an
accounting policy choice, or whether the option to measuch components at fair
value is only available where there is no other measemebasis as required by
IFRSs.

» If the option to measure other components of non-cdinigahterest at fair value or
another measurement basis as required by IFRSs i€@nraing policy choice, it is
unclear whether this option is available on an instnirbg instrument basis, or for
each business combination.

* When referring tdother measurement basis as required by IFRtBe amendment

should specify at what date such measurement should tde Ve believe that the
Board intended this date to be the date of the businedsication. However, we
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note that paragraph BC1 indicates that the equity conmpahe@ convertible
instrument shall be measured in accordance with IAS 3@hwkigquires measurement
at the date of issuance.

* The amendment does not consider the interaction of {h@posed requirements with
the ‘reverse acquisition’ principles. In particularrgggaph B24 of IFRS 3 only
appears to contemplate non-controlling interests #@esent a current entitlement to
the legal acquiree’s net assets. It is unclear whetigoptions and similar
instruments of the legal acquiree (the accounting aaysiheuld be remeasured in
accordance with the requirements of the proposed ansmdnas these instruments
effectively become a non-controlling interest in plost-combination consolidated
financial statements. The resetting of the valuesidi gquity interests seems
counterintuitive in a reverse acquisition as it haseffect of remeasuring the
accounting acquirer’s equity.

» The Board should clarify the interaction of IFRS 3 a&f8 B6 when applying the
proposed amendment. The value of goodwill will potentiadiyhigher as a
consequence of measuring additional NCI.

* We would ask the Board to clarify the interaction & gnoposed amendments with
IAS 32 in relation to a puttable financial instrument teatlassified as a liability in a
subsidiary and whether it should be included in NCI agtbep level because the
instrument will entitle the holder to a pro-rata shafréhe entity’s net assets on
liquidation.

* We note that based on the proposed wording “present sinpanstruments and
entitle their holders to a pro rata share of thagatnet assets in the event of
liquidation”, it appears that the only instruments thatiddbe measured at fair value
or proportionate share of the acquiree’s identifiabteassets would be common
shares. In particular, it appears that preferred shaves those that participate on a
pro rata basis but subject to a maximum) would not be nmedsisrsuch. Therefore
we would like the Board to clarify whether this was thiemtion of the amendment.

Amendment to IFRS 3Business Combination Yn-replaced and voluntarily
replaced share-based payment awards

We agree with the Board’s proposal to amend the applicgtiidance in IFRS 3(2008)
to require the acquirer to apply paragraphs B57-B62 to shaee-pagment transactions
that are replaced voluntarily as part of a business g@tibn. We also agree with the
Board’s proposal to align the terminology in IFRS 3(2008h that of IFRS ZShare-
based Payment.

With respect to un-replaced share-based payment awardgyreeethat in principle
replaced and un-replaced share-based payment should led iretite same manner.
However, we think that this issue is so closely linkethéomeasurement of NCI and
accordingly that the two issues should be addressed togé&ibasequently, we do not
agree with the amendment to apply paragraphs B57-B62 to w@acedphare-based
payment transactions.
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However, should the Board proceed with the amendmentoaesed, we believe that the
inclusion of the additional clarification in paragraph 3tick notes that “[t]he acquirer
shall measure a liability or an equity instrument reldteshare-based payment
transactions of the acquiree of necessitates a clarification later in the paragtagh

the application of IFRS 2 is at the date of the busigesnbination. As such we propose
that the paragraph be amended as follows to clarify tkation of the Board:

The acquirer shall measure a liability or an equityrimeent related to share-
based payment transactions of the acquiree or thecezpént of an acquiree’s
share-based payment awards transactions with share-bgseeinpawards
transactions of the acquirer in accordance with thiodein IFRS 2Share-based
Paymentt the acquisition dat€This IFRS refers to the result of that method as
the ‘market-based measure’ of the award share-based patyaresaction.)

Further, we believe that paragraph B56 should be amendetlect the fact that the
distinction between situations in which entity chodseseplace awards versus those in
which it is obliged to replace is no longer neccessany.S0ggested amendments are as
follows:

An acquirer may exchange its share-based payment awargktcgment awards)
for awards held by employees of the acquiree. Exchavfgdsare options or other
share-based payment awards in conjunction with a busioessirtation are

accounted for as modifications of share-based paymeartda in accordance with

IFRS ZShare based Paymerlnheuaeqwreﬁ&ebl@ed—t&mphee%heﬂaequwee

However, in some situations, acquiree awards may eapieeconsequence of a
business combination. If the acquirer replaces thosedaveaen though it is not
obliged to do so, all of the market-based measure of ghecement awards shall
be recognised as remuneration cost in the post-commrfatancial statements.
That is to say, none of the market-based measure @& #wards shall be included
in measuring the consideration transferred in the bustogsbination.

We also query why the terminology in paragraph B56 hase®t hmended to be
consistent with IFRS 2, rather than footnoting with steask the fact that the
terminology should be read to be the same.

Consistent with our comments on measurement of natralbng interests, we believe
the Board should clarify the subsequent accounting fdr shiare-based payments, both
within the measurement period and after the measurgreentl. The proposed
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amendments to the choice of measurement for nomeadlomy interests would presumably
result in the vested and ‘pre-acquisition’ componenthafe-based payment
arrangements being considered a non-controlling intdrastst measured at fair value or
in accordance with IFRS 2.

We also believe that the uncertainty around the tresattimf subsequent movements in the
value of this non-controlling interest might have irogtions for these share-based
payment arrangements after the acquisition date. Ini@waldit is unclear how any
subsequent reversals of share-based payment expensesHiRfel& $hould be treated,
e.g. could part of such a reversal be recognised as amtraepigo goodwill during the
measurement period (if the other requirements of IFR$ Suich treatment are met) and
how is the reversal of any expense to be recogniseddtiirs outside the measurement
period?

Amendment to IFRS 5Non-current Assets held for Sale and Discontinued Operations
— Application of IFRS 5 to loss of significant influence ovean associate or a jointly
controlled entity

We agree with the proposed amendment.

We note that it would be useful to include in the téxhe Standard, the last sentence of
paragraph BC2 (i.e. “The [Board also concluded that aitlyestitall not classify as held
for sale its investment in an associate or a jointlgtrolled entity in accordance with
IFRS 5 when it is highly probable that control will Het@ined, because there will be no
sale.”).

Amendment to IFRS 7Financial Instruments: Disclosures- Clarification of
disclosures

Due to the variety of proposed amendments we have catathen each proposed
amendment separately.

IFRS 7.33A

We agree with the Board’s proposal to emphasise theaatien between qualitative and
guantitative disclosures with the addition of paragraph. 388 agree that the qualitative
disclosures required by IFRS 7.33 should support the quantithsiwiesures required by
IFRS 7.34/35.

IFRS 7.34
We agree with the Board’s proposed amendment to paragrapv@4agree that without

the amendment, paragraph 34 implies that other disclosuleRS 7 are required even if
they are not material, which we understand is noBtherd’s intention.
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IFRS 7.36(a)

We agree with the Board’s intention to focus on repgréin entity’s maximum exposure
to credit risk in a way that is more meaningful to usdmwyever, we are concerned that
the proposed amendment may lead to information beingdspreee disparately within

the financial statements in a manner which is detrial¢atclarity. For example, where
the carrying amount of financial assets representsighemum exposure in all but a few
cases, the user is required to cross-refer acro$gealiates on financial instruments in the
financial statements to ascertain where the maximyusexe to credit risk differs to the
carrying amount.

As an alternative to the proposal we suggest thattieeiat which best represents
maximum exposure and also the related financial effecbkteral along the lines
proposed by the amendment to 36(b) could be disclosed ¢ogeth the carrying
amount, with a tabular format being the preferred neetifalisclosure. This would allow
the user to ascertain where maximum exposure to creklitliffers to credit risk across
all assets and how the maximum exposure to credit risktigated by collateral. This
alternative is laid out in more detail in our responstécamendment to 36(b) below.

IFRS 7.36(b)

We agree with the Board’s intention that the finanefédct of collateral should be
disclosed as this approach provides more meaningful infaxmetiusers. However, we
guestion whether the proposed wording would meet this tlgeia the light of the
removal in 36(a) of the requirement to disclose the maxirayposure to credit risk for
certain instruments. For those instruments, the fiaheffect of collateral would require
disclosure under 36(b) but there would be no direct referemthe exposure which is
being mitigated.

In addition, the proposed amendment requaregscriptionand the financial effeaf
collateral without explicitly requiring numeric disclag in this area, and without
defining ‘financial effect’. We believe that the danger exadtthis being misinterpreted
such that entities could provide a non-specific descrighiahcollateral mitigates the
maximum exposure to credit risk without explainimgvandto what extenthe collateral
mitigates the exposure.

As noted above we believe that a more meaningful disaas this area would combine
the requirements of 36(a) and 36(b) into a single requimemdnich may be provided in a
tabular format unless another format is more approptiftder this approach, an entity
would be required to disclose, per class of financial adsetarrying amount, maximum
exposure to credit risk and financial effect of collatéraleparate columns. If an asset is
fully collateralised or over-collateralised, the ambodisclosed for the financial effect of
collateral would be equal to the maximum exposure. Ifsgetas not fully collateralised,
the extent of under-collateralisation would be iltatd in the column showing the
financial effect of collateral. Such a table may bduded as a detailed requirement of the
amended Standard or as an lllustrative Example.

IFRS 7.36(d)

We understand the Board’s concern that it is diffibdtentities to identify financial
assets that may habecomepast due or impaired had they not been renegotiated and we
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agree that identification and disclosure of such findrasets should not be required.
However, we disagree with the proposed deletion of pgshd@@(d) as we believe this
disclosure is still relevant for financial assets thate alreadypast due or impaired
before renegotiation. Without retention of the disare requirement the simple act of
renegotiation immediately prior to a reporting date \@aebkult in such assets being
viewed as “performing assets” which we do not believefastiaful representation,
particularly in the context of the disclosure requirataef paragraph 37 for financial
assets which are past due or impaired. We therefoevbglaragraph 36(d) should be
amended to read as follows:

“the carrying amount of financial assets that were past due or impaired in the
current reporting period whose terms have been renegotiated

IFRS 7.37

We agree with the proposed amendment. We recognisénéhetfect of collateral is in
any case considered in assessing whether an asset wpast due is subject to an
impairment loss, and in determining the revised carrying atrfou an impaired asset.

IFRS 7.38

We agree with the proposed amendment. We agree thatlanmgehe disclosure
requirement in this way is in line with the objectiveleRS 7 to disclose information
around the nature and extent of credit risk as at {@tiag date.

Amendment to IAS 1Presentation of Financial Statements Clarification of
statement of changes in equity

We agree with the Board’s intention to clarify thatiges are permitted to present the
reconciliation requirement for classes of accumdlatiner comprehensive income either
in the statement of changes in equity or in the natéiset financial statements.

However, we disagree with the proposed wording in thesxeadraft as it goes beyond
the Board’s intentions as indicated by its Basis ofdiions. The proposed wording
could be read as permitting the entire statement ofggsaim equity to be presented in the
notes to the financial statements. We do not beliewdlisawas the intention of the
Board, nor do we believe that such an amendment wesidtrin information that is

useful to users of financial reports or improve compatgthktween entities.

We believe that the amendment should clarify thay t disclosures specified by
paragraph 106(d)(ii) may be presented either on the fate statement of changes in
equity or in the notes to the financial statementss Tan be achieved by amending
paragraph 106 as follows:

An entity shall present a statement of changes in equity showingstatement:

(a) total comprehensive income for the period, showing separately the total
amounts attributable to owners of the parent and to non-controlling interests;
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(b) for each component of equity, the effects of retrospective ajqiticat
retrospective restatement recognised in accordance with IAS 8; and
(c) [deleted]

(d) for each component of equity, a reconciliation between the carrying amount
at the beginning and the end of the period, separately disclosing changes
resulting from:

(i) profit or loss;
(i) each item of other comprehensive income; and

(i) transactions with owners in their capacity as owners, showing
separately contributions by and distributions to owners and changes in
ownership interest in subsidiaries that do not result in a lossmiiral.

An entity may alternatively present the aggregate of the items eeloyr (i)
in the statement of changes in equity with each item separatelysdidch
the notes.

We also recommend that the lllustrative exampleben@uidance accompanying IAS 1
be amended to reflect examples of both the presentatitwe reconciliation of classes of
accumulated other comprehensive income in the statevhehtinges in equity, and in the
notes to the financial statements.

IAS 8 Accounting Policies, Changes in Accounting Estimates andds— Change in
terminology to the qualitative characteristics

We agree with the intention of the proposed amendratawever, we question the
timing of this modification: it would appear more approp it make this change as a
consequential amendment at the same time as iss@rimaéhchapter on Phase A of the
improved Conceptual Framework, with the same effective. dat

We note that, in the proposed amendment to IAS 8gtine “users” was replaced by
“existing and potential equity investors, lenders and otlegtitors in making decisions”.

We note that the term “users” has been used in otfB83Ke.g. IAS 1 paragraph 7 and
IAS 8 paragraph 5 in relation to the definition of “mad&ji If the IASB would like to
replace the term “users”, it should make sure that atpnt changes are made to other
applicable IFRSs to ensure consistency.

In addition, we note that in paragraph 10(a) it would barelr to add the definition of
“relevant” given by the Framework, i.e. ‘Informatianrelevant if it is capable of making
a difference in the decisions made by users in themaity as capital providers.
Information about an economic phenomenon is capable kihga difference when it
has predictive value, confirmatory value or both.”
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IAS 27 Consolidated and Separate Financial Statementbnpairment of investments
in subsidiaries, jointly controlled entities and associateis the separate financial
statements of the investor

We strongly disagree with the Board’s proposal to fgldhiat in its separate financial
statements the investor shall apply the provisions 8f38Financial Instruments:
Recognition and Measuremdnttest its investments in subsidiaries, jointlytcoled
entities and associates for impairment. In additiongisagree with the proposed
amendment as drafted, bringing the option to measurstimeats in subsidiaries, jointly
controlled entities and associates at cost withirstiope of IAS 39 and limiting the
measurement options available under IAS 39. In our viesgethmendments go beyond
the stated intention of the Board and no clear rateohas been provided for such
changes.

Applying an IAS 39 impairment model

We strongly disagree with the Board’s proposal to app®/39 for impairment testing
for all investments in subsidiaries, jointly contrdllentities and associates. We believe
the appropriate Standard to be applied for impairment ¢esfisubsidiaries; jointly
controlled entities and associates in the separaadial statements of the investor
should be driven by their measurement. In other words,38impairment of Assets
applies to those investments that are measured atc@sicordance with IAS 27),
whereas IAS 39 applies to those investments that arsumezhin accordance with
IAS 39. Many investments in subsidiaries are currently measured asvalue in use
model (as permitted by IAS 36). We therefore recommendhkaBoard amends the
scope of IAS 36 to clarify that IAS 36 applies to investre@misubsidiaries, jointly
controlled entities and associates in the separaadial statements of the investor
measured at cost.

Should the IASB proceed as proposed, amendment shoulddetmdelete I1AS 36
paragraph 4. IAS 36 paragraph 4 states: “This Standard applieartoi&l assets
classified as subsidiaries, associates and joinuvesit

Measurement at cost in accordance with IAS 39

We do not agree with the proposal to bring investment megsurcost into the scope of
IAS 39. This amendment goes beyond the stated inteotithe Board.

The amendment is inconsistent with IAS 39 (which allegsity instruments to be
measured at cost only if their fair value cannot be measreliably) and IFRS 9 (which
only allows classification as fair value through profilass or at fair value through other
comprehensive income). Further, it is not clear howel@irements of IFRS 9 will
interact with the proposed amendments to IAS 27.

Finally, the Board has provided no justification in thesiBdor Conclusions to the
proposed amendment to support these decisions. We dolieotlibat the Board has
considered the reasons for, and the wider implicabdnsaking this amendment and
would strongly recommend the Board not proceed with thisgeed amendment.
Instead, we recommend the current wording be retainedptettad we recommend

IAS 27 be amended to clarify the definition of costrtdude directly attributable
expenditure necessary to obtain the investment. Plartiatiention should be given to the

Page 12 of 16



Comment Letter on Exposure Draft on Improvements to IFRSs

fact that a carry-over basis is often used for compwnirol transactions, and therefore a
reference to cost under IAS 39 would not be appropriateofonm®n control transactions.

Limitation of options under IAS 39

We disagree with the Board proposal to limit the ostiamailable to entities when
accounting for such investments in subsidiaries, jorlytrolled entities and associates
in their separate financial statements. This amendgeead beyond the stated intention of
the Board.

The current wording of IAS 27 permits an entity to measuod investments either at
cost or in accordance with IAS 39. IAS 39 includes two ga@tkeclassifications for such
investments:

(a) available for sale
(b) at fair value through profit or loss

IAS 39 includes a number of criteria an entity is requicetheet for financial assets to be
classified as at fair value through profit or loss. \Wkeve that many investments would
not otherwise meet the strict criteria in IAS 39 taclaessified as at fair value through
profit or loss. Further, the implication of this amendiris that the available-for-sale
classification ionly available to investments for which an entity doeshave at least
significant influence. This outcome appears to be countenrg.

IAS 27 Consolidated and Separate Financial Statement$ransition requirements
for amendments arising as a result of IAS 27 (as amended in 2008

We agree with the proposed clarification that the almemts as a result of IAS 27 made
to IAS 21, IAS 28 and IAS 31 require prospective application.

IAS 28 Investments in Associates Partial use of fair value for measurement of
associates

We agree with the proposal to amend IAS 28 to statalitfieatent measurement bases
can be applied to portions of an investment in an aasodlVe believe that permitting the
use of a mixed measurement model when part of an invesisn@ainaged on a fair value
basis better reflects management intent to the uséng dhancial statements.

Nonetheless, we believe that in order to ensure densiapplication of the amendment
the Board should clarify the unit of account, i.e. shallest component that would
represent a “portion of the investment” in accordanchk paragraph 1A. In our opinion
the smallest component is the direct interest held particular entity, in other words a
direct interest cannot be split into different “porgdior the purposes of applying
paragraph 1A.

We also believe that the IASB should provide further guidamcpractical scenarios. For
example, Entity A has two subsidiaries Entity B (atuee capital organisation) and
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Entity C (neither a venture capital organisation noruual fund). Entity B has 29%
equity interest in Entity D and Entity C has a 1% eqgunterest in Entity D that it holds
for trading purposes. It appears that the proposed requitesuggests that Entity A
should firstly consider whether Entity D is an asate(i.e. the entire 30%). Entity A is
then required to apply paragraph 1 regarding how these inva@stsi®uld be measured.
Assume that the 29% equity interest is designated as E@mfnitial recognition. It
appears that the literal meaning of the proposed requitentaild be that the remaining
1% equity interest should be accounted for using the emgtiiod. We do not believe
that such an accounting treatment faithfully represnetd % equity interest (that is held
for trading purposes). We therefore recommend that tledBdarifies that the
assessment of whether an entity has significant infli@man associate should exclude
any portions of the investment to which the entity hadieghphe scope exclusion in
paragraph 1 of IAS 28.

IAS 34 Interim Financial Reporting— Significant events and transactions

We generally agree with the intention of the Boardrigphasise the disclosure principles
in IAS 34. However, we do not believe that the proposedidments achieve the
Board’s intentions. In our view, the proposed modifmatf paragraphs 15, 15B and
16A does not go in that direction. The lists of requeata of 15B and 16A are unclear as
to which are the necessary/ required criteria to deterwimather a transaction should be
classified in paragraph 15B or 16A. Moreover, we are obfeion that the current
structure of the requirements (with the minimum requests in paragraph 16,
supplemented by examples in paragraph 17) better reftectidclosure principle in

IAS 34. The proposed structure would create two lists ofireapents, whose relationship
is unclear. The former examples from paragraph 17 woelcepe the purported principle
which is in our view counterintuitive and likely to leadctanfusion in applying the
amended IAS 34.

Therefore, we recommend that the Board retains thrermustructure of IAS 34 and order
of paragraphs, with limited changes as follows:

. Include the proposed new sentence at the end of paragradbWw8ver, instead of
referring to “equivalent information”, the wording shoiblel amended to refer to
“relevant information”, consistent with paragraph 15Gisfwould avoid potential
confusion around the meaning of “equivalent information” wiuichld be read as
requiring the same level of detail for disclosuresegmired in the annual financial
statements.

. Include the new examples in proposed paragraph 15B (hfl)(&hd (m) as
paragraph 17 (h), (k), (I) and (m).

. Include new proposed paragraph 15C as paragraph 17A.
Should the proposed amendment go ahead we suggest tddjtion to our comments
above, the wording of ‘significant changes’ and ‘significaansfers’ in paragraphs

15B(h) and (k) is removed, as paragraph 15 already statemtiaignificant events and
transactions should be explained.

Page 14 of 16



Comment Letter on Exposure Draft on Improvements to IFRSs

IAS 40 Investment property- Changes from fair value model to cost model

We do not agree with the Board’s proposals to amend IAS #Amove the requirement
to transfer investment property carried at fair valuetemtory when it will be developed
for sale; to add a requirement to present such itemsegsmease category in the statement
of financial position; and to require disclosures consistath IFRS 5.

We agree that IAS 40 may be regarded as unclear with rdsgéet classification of an
investment property when management intends to sedl #vhether the investment
property should be classified as inventory in accordanttel&% 2 or as a non-current
asset held for sale in accordance with IFRS 5. We\ethat it is useful to clarify that
IFRS 5 applies to investment properties that meet therierto be classified as held for
sale and think that the proposed paragraph 58A(a) achievebjiasive. For the
avoidance of doubt, in our view, proposed paragraph 58A(diesnhat all aspects of
IFRS 5 would apply to an investment property classifiedets for sale.

We disagree with the introduction of separate presentatid disclosure requirements
when the held for sale criteria of IFRS 5 are not metHe investment property
(proposed paragraph 58A(b)). In our view this is incondistéh the principles of

IFRS 5 and is likely to cause confusion among usersiahtiial statements in
distinguishing between investment properties that meetritesia to be classified as held
for sale and those that do not. We suggest that thel Ble¢ete paragraph 58A(b)
entirely.

However, the proposed removal of paragraph 57(b) and ldtedevords in paragraph 58,
together with the Board’'s comments in BC2, has theltrésat there is no longer any
requirement to transfer investment properties to invenemsm if facts and circumstances
might warrant it. For example, an entity may stardevelop a pattern of buying and
selling investment properties over a short period of tand, thereby not necessarily
holding the property to earn rentals and/or capital appgi@cidn such a situation, it
would seem appropriate to consider whether the investmepérpies in question should
be transferred to inventory, due to the change in arysntisiness intention. We
believe, with the proposed deletion, the circumstaoodger which such a transfer might
be appropriate would not be as apparent. We do not befiatzéhts was the Board’s
intention when proposing the amendment.

If the Board decides to proceed with the deletion of papgb7(b), i.e. the option to
transfer investment property for which development waithew to sale is commenced to
inventory, it should be noted that this does not seeitowothrough to paragraphs 59 and
60, in which transfers to inventory are still mention&de also note that the introduction
to the amendment does not seem to be consistentheitthtinges actually proposed in
the ED. Specifically, the opening paragraph refers tostment property “carried at fair
value”, however, paragraph 57 does not differentiate betwsestment property that is
measured at fair value or using the cost model. The rdrabttee requirement to
transfer out of investment property appears to be ajyiica all investment property
regardless of accounting policy selection.

IFRIC 13 Customer Loyalty Programmeg-air value of award credit

We agree with the amendment as proposed.
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Question 2

We agree with the proposed transition provisions andteféedate of all the amendments
apart from Amendment to IFRS 5.

We note that proposed effective date of the AmendmoelfRS 5 of 1 January 2010
would be retroactive as publication of the Annual Improves2010 is not expected
before Q2 2010. We understand that this was not the imtewttidhe Board. Consequently
we propose to align the effective date to the othemdments (1 January 2011).

Question 3

As we stated in our response to Question 1, we agreentipgde with the proposed
amendment. For more detailed comment please retartoesponse to Questionl.

Question 4

As we stated in our response to Question 1, we agreentipgde with the proposed
amendment. For more detailed comment please reterrtoesponse to Questionl.

Question 5

As we stated in our response to Question 1, we agreeheittiarification in respect of
the application of IFRS 5 to investment properties, butlisagree with the removal of
the requirement for investment property that is developddawiew to sale to be
reclassified to inventory. Therefore, we believe that is should be neither included
within the Improvements to IFRSs, nor addressed in a &gpjaroject.
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