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9 September 2002

Dear David,

IAS10 - Events after the bdance sheet date

| hope you will not mind my sending to you a copy of my firm’'s submisson to

the

ASB on FRED 27, the proposds of which are amed at digning UK practice with
Internationd practice as s&t out in IAS 10 (as revised by the current
‘improvements project).

My submission should spesk for itsdf and | will not repeat anything here save to
say that my experience in the UK life assurance industry shows that the issue
which is of concern to me has very red implications for life assurance groups
and indesd for groups generdly. | hope you will therefore be sympathetic to my

seeking an gppropriate solution (in IAS 10 as well as FRED 27) to thisissue
which | would hope can be accommodated somehow without particularly
disturbing your underlying principles.

| trust thet you are keeping fit and well. With kind regards,

Y ours Sncerdly,

[/ ar
fou Wexondss

Ray Alexander
Partner

Copy: Marie-Christine Batt, IASB”
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9 September 2002

Dear Hans,

FRED 27

The Accounting Standards Board has invited comments on its proposals set out in FRED
27 - Events after the Baance Sheet Date - which was issued earlier this year.

Our principal comment relates to the impact that the proposals to change the accounting
trestment of dividends will have on the digtributable reserves - and hence dividend paying
ahility - of group holding companies. Under the proposdsit will no longer be possble for
intra-group dividends declared by subsdiary companies after the baance sheet date to be
recognised in the financid statements for that period thereby boogting the distributable
reserves and dividend potential of companiesthat are higher up the chain. The digributable
reserves of ultimate holding companies a theft balance sheet dates will therefore,
generdly, be reduced and in some ingtances they may not be able to maintain their existing
externd shareholder dividend leves, notwithstanding sufficient distributable reserves

being hdd by ther subsdiaries.

Groups that are organised in severd tiers will suffer longer ddaysin passing up theft
digributable reserves to their ultimate holding companies due to the need to prepare
multiple accounts over art extended time period. Life assurance groups will experience
even further ddays asthe trandfer of redised profits (‘ surplus’) from the long term fund to
the shareholders' fund usudly takes place just once a year, normdly during the first few
months of the subsequent financid year.

Whilg there are mechaniams available which may help mitigate the effect for some groups
(eg. using interim or management accounts to facilitate interim dividend declartions,
utilisng group rdlief and introducing flatter group structures) in our view these will hep to
alimited extent only.

We see no logica reason for holding companies to be denied access to the digtributable
reserves of theft subsdiaries and to thus be disadvantaged in comparison with asingle
company sructure. Mogt UK listed companies and many other companies conduct their
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operations through a series of subsdiary companies, very often asareult of legidative
and regulatory requirements rather than through theft own choosing. It seemswrong that
they should be pendisad for this.

We grongly believe that the Accounting Standards Board should re-vist the proposed
trestment of dividends with aview to reversang the effect the proposas will have on
intra-group dividends and thus the redlised reserves of holding companies.

One gppraech for achieving this quite smply would be for intra-group dividends declared
in respect of aparticular financid period to be trested as condructive obligations and
therefore adjusting events by both the paying and receiving companies. An dternative
gpproach would be for dividends declared by directors (i.e. interim but not find
dividends) to be treated as adjuding events. A third possibility might be to permit holding
companies that revaue their interests in theft subsdiariesto treat that part of the

reva uation reserve equivaent to the digtributable reserves of thelr subsdiaries as
redised. We bdlieve that al of these merit consderation.

We would be grateful if you would request the IASB to review thiswhen findising the
revised IAS 10.

Yours Sncerely,

Ray Alexander
Partner



