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I mprovements Proj ect
-1AS1-
A. Answersto questions

Question 1

Do you agree with the proposed approach regarding departure from arequirement of
an International Financial Reporting Standard or an Interpretation of an I nternational
Financial Reporting Standard to achieve a fair presentation (see proposed paragraphs
13-16)?

An overriding principle is absolutely necessary in GASB’s opinion. Therefore, we agree with
IASB’s decision to retain the ,, departure approach” that restricts a departure in extremely rare
circumstances. We welcome the more restrictive wording compared to IAS 1 (1997), eg. the
reference to the Framework (para. 13).

Regarding IASB’s proposa that the way to depart depends on a country’s relevant regulatory
framework, GASB takes the view that the existence of conflicting nationd requirementsis not
sufficient to judtify adeparture in financia statements prepared in compliance with IFRS and
that inappropriate accounting trestments are not rectified either by disclosure of the
accounting policies gpplied or by notes or explanatory materia (cp. IAS 1 (revised 1997)
para. 12, para. 14).

Question 2

Do you agree with prohibiting the presentation of items of income and expense as
»extraordinary items* in theincome statement and the notes (see proposed paragraphs
78 and 79)?

We do not agree with IASB’s proposal for the following reasons.

Usars of financid statements need information that is revant for decison making. They need
information with a predictive value. With respect to the income statement, users need
information about income and expenses which will arise frequently. It is necessary to
differentiate between these income statement items and those which do not arise frequently as
they are unusud, extremely rare and will probably not recur in the near future.

On the one hand, there has been abuse of treating items as “extraordinary”. On the other hand,
if adifferentiation between results from items, which recur in the near future, and items,

which will not recur in the near future, no longer existsin IAS 1, the decison usefulness of

the income statement will be impaired. Therefore, we suggest to replace the presentation of
items of income and expenses as “extraordinary item” by the term ,,non-recurring item".

We suggest to think again about restructuring the income statement when IASB’s project
»reporting financid performance” will be findised. Aslong asthe future IFRS on
performance reporting is under construction, the category ,,non-recurring” should be
mantained in the income statement for the above reason.
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Question 3

Do you agreethat along-term financial liability due to be settled within twelve months
of the balance sheet date should be classified asa current liability, even if an agreement
to refinance, or to reschedule payments, on along-term basisis completed after the
balance sheet date and befor e the financial statements are authorised for issue (see
proposed paragraph 60)?

We do not agree as we recommend not to regulate items as described in the question within
an |FRS because in our opinion it is not consistent with IASB’s intention to pursue a
principle-based approach.

Question 4

@ Do you agreethat along-term financial liability that is payable on demand
because the entity breached a condition of itsloan agreement should be classified
ascurrent at the balance sheet date, even if the lender has agreed after the
balance sheet date, and beforethefinancial statementsare authorised for issue,
not to demand payment as a consequence of the breach (see proposed paragraph
62)?

We do not agree for the reasons given in the answer to question 3.

(b) Doyou agreethat if alender was entitled to demand immediate repayment of a
loan because the entity breached a condition of itsloan agreement, but agreed by
the balance sheet date to provide a period of grace within which the entity can
rectify the breach and during that time the lender cannot demand immediate
repayment, the liability is classified asnon-current if it isduefor settlement,
without that breach of the loan agreement, at least twelve months after the
balance sheet date and:

0] the entity rectifiesthe breach within the period of grace; or

(i) when the financial statements are authorised for issue, the period of grace
isincomplete and it is probable that the breach will be rectified (see
proposed paragraphs 63 and 64)?

We do not agree for the reasons given in the answer to question 3.

Question 5

Do you agreethat an entity should disclose the judgements made by management in
applying the accounting policiesthat have the most significant effect on the amounts of
itemsrecognised in thefinancial statements (see proposed paragraphs 108 and 109)?

Yes, we agree. The disclosure of the most important judgements by management enables
users of financid statements to understand better the applied accounting policies and therefore
enhances trangparency in financia reporting. It aso enhances comparability between entities.
Trangparency is agood means in order to avoid abusing accounting principles.
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Question 6

Do you agreethat an entity should disclose key assumptions about the future, and other
sour ces of measur ement uncertainty, that have a significant risk of causng a material
adjustment to the carrying amounts of assetsand liabilities within the next financial
year (see proposed paragraphs 110-115)?

We welcome the new rule as it enhances the financid statement”s decision usefulness by
giving additiond information such as sengtivity anadyses and therefore serves the needs of
investors and creditors.

B. Other comments
Minority interest (paras. 65, 76)

The Board suggeststo amend IAS 27 to require that in consolidated baance sheets minority
interest is presented within equity. In the light of this decison it isincongstent that minority
interest has to be shown separately ,,on the face of the balance sheet” without any relationship
to equity (cp. para65).

According to the,,Basis for Conclusons* the Board has not considered the implications of

this decison for the trestment of amounts attributable to minority interest in the income
statement (para. A18). Para. 76 is not changed compared to the corresponding para. in IAS 1
(revised 1997). Asthe Board decided that minority interest is presented within equity in the
balance shest, it has to be regarded as an gpportionment of profit or loss that is not an item of
iNCOme or expenses.

Statement of changesin equity (para. 6)

In the Exposure Draft a,, Satement of changesin equity” is acomponent of financid
gatements, whilein IAS 1 (revised 1997) para. 7 itis,,only* a, satement*. The former
denomination in IAS 1 (revised 1997) is more neutral while the proposal in the Exposure
Draft could suggest that the statement is not a medium of presenting the components of profit
or lossin acomprehensive way but only a medium of presenting equity components. At the
moment the question whether the presentation of changesin equity is part of the income
Statement or not is not decided by the IASB. Given this, we recommend not to change the
wording in para. 6 and further paras. of the Exposure Draft. A change could be necessary
when the project on ,, reporting financid performance* will be finalised.

Deletion of IAS 1 (revised 1997) para. 6
We disagree with the deletion of para. 6 (responsibility of board of directors for preparation

and presentation of financial statements) in IAS 1 (revised 1997). In our opinion, this
responsbility is an important factor for an effective corporate governance.
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Undue cost or effort (e.g. para. 35 et. seq.)

In the improved standards the basis for exemption from disclosng items is amended from
“impracticability” to “causing undue cogt or effort”.

In our opinion, the amendment is only an improvement if under the proposed gpproach an
abuseisimpossible or less probable than under the “impracticability” - gpproach. The only
acceptable reason for an exemption from disclosing items is the one to meet the balance
between benefit and cost as set out in the Framework (para. 44).

-1AS2-

Question 1

Do you agree with diminating the allowed alter native of using the last-in, fir st-out
(LIFO) method for determining the cost of inventories under paragraphs 23 and 24 of
IAS 2?

Y es, we agree with diminating the alowed dternative trestment of LIFO. The alowance of
different trestments for the vauation of inventories can digtort the balance sheet and the
income statement especially when comparing among companies applying different methods.

Even though LIFO is gpplied in Germany , we agree that this fiction does not approximate
the physica flow of items except in very peculiar Stuations like cod piles, and in certain
industries where a fixed stock of raw materials is necessary due to production techniques. One
of the German trade associations rejects the dimination of LIFO because applying LIFO
would better represent the performance statements of their members.

Purchase price rises are more likely in the economic world. In this case, LIFO has adistorting
effect on theinventory carrying vaue. The inventory measurement is understated especialy
when entities avoid inventory reductions. At the same time, inventory costs matched with
sdes might be higher than the inventory replacement codts. This lowering effect on the
income statement is sometimes seen as an advantage because of avoiding “ phantom profits’.
However, in years of reducing or liquidating inventory quantities, consequently irrdlevant
historic costs are matched with current revenues.

Although FIFO is not a matter of the Improvements Project, we would recommend to
recongder diminating FIFO aswell.

Question 2

IAS 2 requiresreversal of write-downs of inventories when the circumstancesthat
previoudy caused inventoriesto be written down below cost no longer exist (paragraph
30). IAS 2 also requiresthe amount of any reversal of any write-down of inventoriesto
be recognised in profit or loss (paragraph 31).

Do you agree with retaining those requirements?
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We support retaining the requirements of paragraphs 30 and 31; otherwise inventories would
be understated in the balance sheet, and the income statement would not reflect the new
assessment of net redisable vaue in this period.

Additiondly, in our view the amendment of paragraph 34(c) increases the information about
meatching sales againg inventory costs. The former disclosure of the carrying amount of
inventories carried at net redlisable val ue showed the proportion of inventories not measured
at cost but did not provide information about the amount of expenses due to write-downs of
inventories. Combined with paragraph 34(d), the amendment provides information about the
proportion of reversas of write-downsin this period.

-1AS8-

Question 1

Do you agreethat the allowed alter native treatment should be eliminated for voluntary
changesin accounting policies and corrections of errors, meaning that those changes
and corrections should be accounted for retrospectively asif the new accounting policy
had always been in use or theerror had never occurred (see paragraphs 20, 21, 32 and
33)?

We agree with the proposed improvement that the allowed aternative trestment for voluntary
changes in accounting policies and correction of errorswill be diminated. Any resulting
adjustment from changes in accounting policies should be reported as an adjustment to the
opening baance of retained earnings. With regard to presenting atrue and fair view of the
profit or loss of aperiod including any adjustment that results from changes or correction in
the profit or loss of the current period does not seem to be reasonable because it leads to a
digtortion of the profit or loss.

We ds0 believe that a period to period comparison is more effective when changesin
accounting policies and corrections of errors are accounted for retrospectively asif the new
accounting policy had aways been used respectively the error had never occurred. However,
we agree with the remova of optiond treatments to improve the comparability of the entity’s
financia satements.

Question 2
Do you agree with diminating the distinction between fundamental errorsand other
material errors(see paragraphs 32 and 33)?

We agree with diminating the digtinction between fundamenta errors and other materiad

errors. We have seen the difficulty of defining fundamentd errors compared to other materia
errors, asitemswhich are not materid are not consdered in financiad statements. The main
feature of the definition in IAS 8 (rev. 1993) was that afundamenta error is of such
ggnificance that the financia statements of one or more prior periods can no longer be
consdered to have been rdiable a the date of their issue. Thisis the festure of material errors
aswel so that in our opinion there was no need to define another category of errors on an
ogtensbly higher level of materiality.
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-1AS10-

Thereisno question set out asinvitation for comment in this standard. The main change
of IAS10istorevisepar. 11 and 12 to indicate that if dividends ar e declar ed between
the balance sheet date and the authorisation for issue, those dividends should not be
recognised as a liability at the balance sheet date.

We agree with this proposal.

-1AS15-

Thereisno question set out asinvitation for comment in thisstandard. The Board
proposesto withdraw |AS 15 as of 1 January 2003.

We agree with this proposal.

-1AS 16 -

A. Answersto questions

Question 1
Do you agreethat all exchanges of items of property, plant and equipment should be

measured at fair value, except when thefair value of neither of the assets exchanged can
be determined reiably?

We agree with IASB’ s proposa to no longer distinguish between exchanges of similar and
dissmilar items of property, plant and equipment. So al exchanges of items of property, plant
and equipment are defined as sales and acquisitions and will be measured at fair vaue.

We as0 agree with the requirement to measure all exchanges of assats at the fair value of the
ast given up. Thisvaueis deemed to be redlised by giving up the assat. This measurement
is dso congstent with par. 7 because the asset received will be recognised with its acquisition
cost which is equivaent to the fair value of the asset given up.

In our opinion it would be more consequent to make it clear that al “changes’ of items of
property, plant and equipment are sales and acquigitions.

Furthermore, we think that in par. 21A “for a similar asset” should be replaced by “for
another asset”.
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Question 2

Do you agreethat all exchanges of intangible assets should be measured at fair value,
except when thefair value of neither of the assets exchanged can be deter mined
reliably?

We agree with IASB’s proposdl to treat exchanges of tangible or intangible assetsin the same
way.

Question 3

Do you agreethat depreciation of an item of property, plant and equipment should not
cease when it becomestemporarily idleor isretired from active use and held for
disposal?

When an entity decidesto classify an asset of property, plant and equipment as held for
disposa the depreciation in the period of disposa depends on whether the asset will il
produce revenues. When the asset will not be used until the disposal date and does not
produce any revenue it seemsto be inappropriate to alocate costs by deprecation. Depending
on whether the asset is classified as held for sde or retirement it should be taken into
congderation to write down the asset completely or messureiit at itsfair value. In our opinion
there is no reason to cease the depreciation of an asset which Hill generates revenues.

However, IAS 16 should be consstent rather with IAS 35 than with SFAS 144. We are
convinced that the question of ceasing depreciation is actudly a problem of (re)vauation and
alocation and should be discussed in awider scope than the improvement of 1AS 16.

B. Other comments
Component Approach (para. 22A et seq.)

We do not agree with this view of the component approach to depreciation. \WWe wonder
whether the useful life of acomponent of a certain asst differs only in the moment of
replacement from the useful life of that asset so that the new component should be recognised
and depreciated separately. In our opinion it is obviousin the moment of acquisition that
certain components, eg. the seats of an aircraft have a shorter useful live than the aircraft

itsdlf and have to be replaced or renewed earlier. Therefore, it would be more consequent to
recognise and depreciate the component separately from the time of first recognition. If the
entity recognises the components as one ass&t, the cost for replacing or renewing a component
should be expensed in the period of replacing or renewing the item.

Cost of dismantling and removing the assets and restoring the site as part of the
acquisition or production costs (para. 20A and 20B)

We agree that cogt of dismantling and removing the assets and restoring the site should be
included in the cost of the asset and that the corresponding ligbility should be recognised at
the same time. Cogt of dismantling and removing the assets and restoring the Ste are caused
by acquiring or producing and using an asset (eg. an areaiis alowed to be mined only on the
condition of restoring the area when the mine will be abandoned). Thus the cost of

7
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dismantling and removing the asset and restoring the site should be matched with the

revenues generated by the asset. One method to match the cost isto recognise them as
acquisition or production cost and alocate them by depreciation over the useful live of the
asst that will have been dismantled or removed. Another method is to cumulate the cost over
the periodsin aprovison. The decison for one of both methods depends on which aspect we
consider to be more reevant: matching the cost or showing al asssts and liabilities a the

bal ance sheet date.

-1AS17 -

Question 1

Do you agreethat when classifying a lease of land and buildings, the lease should be split
into two elements— a lease of land and a lease of buildings? Theland element is
generally classified as an operating lease under par. 11 of IAS 17, Leases, and the
buildings element is classified as an operating or finance lease by applying the condition
inpar.3-10of IAS17.

We see the advantage of splitting alease of land and building into two dementsisthat the
building does not have to be classified necessarily as operating lease because of the land
element of the lease. But we think that this gpproach regards very specid cases— particularly
the long term leasesin Hong Kong and UK - and does not reflect alease of land and buildings
asit isused in most countries. However, we suggest to discuss that subject in awider scope
by developing a new IFRS to |ease accounting.

Question 2

Do you agreethat when a lessor incursinitial direct costsin negotiating a lease, those
costs should be capitalised and allocated over the lease term? Do you agreethat only
incremental coststhat aredirectly attributable to the lease transaction should be
capitalised in thisway and that they should include those internal coststhat are
incremental and directly attributable?

With regard to a better comparability we agree that one of the options should be diminated.

We support the decision for recognising initia direct costs and dlocate them over the lease
term on the same bass as the lease income.  If those cost are directly attributable costs of
bringing the asset to working condition for itsintended use which meansin the case of a

leased asset that the costs are necessary to negotiate and arrange a lease they embody a future
economic benefit and should be capitalised. Concerning the matching principle this seemsto
be the right approach aswell. Nevertheless, the previous version of par. 44 was clearer:

“Intia direct cost incurred specifically to earn revenues from an operating lease....”. So we
suggest to readopt this sentence into the improved version of par. 44.
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-1AS21 -

Question 1

Do you agree with the proposed definition of functional currency as*“the currency of the
primary economic environment in which the entity operates* and the guidance proposed
in paragraphs 7-12 on how to determine what isan entity’s functional currency?

Y es, we support the proposed definition of functiona currency and the guidance added in the
Exposure Dreft IAS 21. The definition and the guidance are in linewith IAS 21 (revised
1993) and with US GAAP and will thus promote convergence. The GASB suggeststo
condder another factor in determining if the functiond currency of aforeign operaion isthe
same asthat of the reporting entity: “Par. 9 (d) whether the foreign operation usesits own
local currency for interna planning and control purposes.” If the foreign operation does not
use its own currency for this purpose, thisis an indication of it being integrated and thus the
functiond currency isthat of the reporting entity.

Question 2

Do you agreethat areporting entity (whether a group or a stand-alone entity) should be
permitted to present itsfinancial statementsin any currency (or currencies) that it
chooses?

Y es, we agree that areporting entity should be alowed to choose the presentation currency of
itsfinancid satements. Thisis especidly important as nationd law for example in Germany
requires financid statementsto be presented in Euro. Without this possibility to choose the
presentation currency some companies might be forced to prepare two sets of financid
datementsif their functiond currency differs from the legdly required currency. The
disclosure requirement of paragraph 51 should be sufficient to explain whet the functiona
currency isand why it has not been used as presentation currency.

Question 3

Do you agreethat all entities should trandate their financial statementsinto the
presentation currency (or currencies) using the same method asisrequired for
trandating a foreign operation for inclusion in the reporting ertity’ s financial
statements (see paragraphs 37 and 40)?

Y es, we agree, as a condgstent and comparable trandation method in connection with the
disclosure requirements will enable usersto interpret financiad statements no matter whet their
presentation currency is.

Question 4
Do you agreethat the allowed alter native to capitalise certain exchange differencesin
paragraph 21 of IAS 21 should be removed?

Yes, we agree, as this dternative treatment is not used in other generaly accepted accounting
principles and its remova will therefore promote convergence and increase the comparability
of financid statements based on IASIFRS.
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Question 5

Do you agreethat

(&) goodwill and

(b) fair value adjustmentsto assets and liabilities

that arise on the acquisition of a foreign oper ation should betreated as assets and
liabilities of the foreign operation and trandated at the closing rate (see paragraph 45)?

Yes, we agree, as dso in our opinion goodwill and fair value adjustments are part of the
parent’s net investment in the acquired entity. Although, assuming asmilar goodwill

treatment in US GAAP and ds0 in IAS/IFRS, the character of the acquired goodwill changes
asitisno longer pushed down to the level of the acquired entity but becomes part of the
reporting units of the group as awhole. In this case it seems to be conceptudly right to use the
historical trandetion rate.

-1AS 24 -

Question 1

Do you agreethat the Standard should not require disclosur e of management
compensation, expense allowances and smilar items paid in the ordinary course of an
entity’s operations (see paragraph 2)?

No, we do not agree. Management compensation should be disclosed at least intotd. Thisis
an obligatory disclosure requirement of the EU Accounting Directives (Article 34.12, 7"
Accounting Directive). Not disclosng management compensation would mean astep
backwards concerning the transparency of financia statements for European companies. It is
less obvious, however, if compensation needs to be disclosed separately for each member of
management. The additiond benefit for users of knowing each member’ s management
compensation seems to be limited compared with conflicting privacy issues.

‘Management’ should at least include the Board of Directorsin aonetier system or the Board
of Management and the Supervisory Board in atwo tier system. In atwo tier system
management compensation should be disclosed in total for the Board of Management as well
as for the Supervisory Board.

‘Compensation’ comprises salaries, bonuses, the value of share options and the amount of
advances and credits granted to the members of management.

Question 2

Do you agreethat the Standard should not require disclosure of related party
transactions and outstanding balancesin the separ ate financial statements of a parent or
awholly-owned subsidiary that are made available or published with consolidated
financial statementsfor the group to which that entity belongs (see paragraph 3)?

Y es, we agree because the additiona disclosure requirements would be an undue burden.

10
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-1AS27 -
A. Answersto questions

Question 1
Do you agreethat a parent need not prepare consolidated financial statementsif all the
criteriain paragraph 8 are met?

We agree and accept the reasons given in para. A3 —A6. Besidesthis, the regulation is more
precise than the existing regulation in IAS 27 (revised 2000).

Question 2
Do you agree that minority interests should be presented in the consolidated balance
sheet within equity, separately from the parent shareholders equity (see paragraph 26)?

We agree with the |ASB’s proposd for the following reasons. Presenting minority interests
within equity means following the ,,entity concept”. In our opinion, the entity concept is more
convincing than the parent company concept because the whole group is shown as being an
economic entity. The whole consolidation rules are based upon the vaidity of thisfiction.
Furthermore, ,,consolidated financid statements’ are defined in the Exposure Draft’s para. 6
as,, Statements of agroup presented as those of a single economic entity”. That means, that the
decision to present minority interest within equity is consstent with the definition.

Furthermore, we agree with the arguments given in the ,,Basis for Conclusons® (para. A10).

Question 3

a) Do you agreethat investmentsin subsidiaries, jointly controlled entitiesand
associatesthat are consolidated, proportionately consolidated or accounted for under
the equity method in the consolidated financial statements should be either carried at
cost or accounted for in accordancewith IAS 39, Financial Instruments: Recognition
and Measurement, in theinvestor’s separ ate financial statements (paragraph 29)?

We do not agree with the IASB’s proposd. We suggest that investmentsin subsdiaries,
jointly controlled entities and associates that are consolidated, proportionately consolidated or
accounted for under the equity method in the consolidated financid statements should be
accounted for in accordance with |AS 39 in the investor’s separate financial statements. We
are generdly in favour of deleting options for the reason of improving comparability of
financid statements. Compared to the current version of 1AS 27, IASB only deleted one
option of three, namely the equity method. Under the aspect of relevance and decison
usefulness, the accounting in accordance with IAS 39 is the most favourable solution (cp. our
commentsin part B below).

b) Do you agreethat if investmentsin subsidiaries, jointly controlled entitiesand
associates ar e accounted for in accordance with |AS 39 in the consolidated financial
statements, then such investments should be accounted for in the sameway in the
investor’s separ ate financial statements (par agraph 30)?

We agree, because thisruleis consistent (cp. our commentsin part B below). Furthermore,
we agree with the deletion of the two dternativesin the current version of IAS 27.

1
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B. Other comments
Different reporting dates (para. 19)

According to para. 19, the difference between the reporting dates of the subsdiary and of the
group shdl be no more than three months. In para. 20 interim financia statements drawn up
to the same date as the group are mentioned, but there is no explicit obligation to draw them
up when the difference between the reporting dates is more than three months. We suggest
that in this case asubsdiary should draw up interim financid statements to the same date as
the group.

Minority interest (para. 26)

Minority interest shall be presented in the consolidated balance sheet within equity. Given this
fact, the second sentence in para. 26 hasto be specified: It is consstent that minority interests
in the income statement of the group are profit distribution and are not expenses (cp. our
commentson IAS 1).

Existence of Para. 9

If an entity does not prepare consolidated financial statements it hasto prepare separate
financid statements according to para. 8. Therefore, in our opinion para. 9 contains redundant
information and should be deleted.

Accounting for investmentsin subsidiaries, jointly controlled entitiesand associatesin
consolidated and separ ate financial statements

According to the proposed improvementsto IAS 27 and IAS 28 and the amendmentsto IAS
31 the accounting for investments in subgdiaries, jointly controlled entities and associatesin
separae financid statements depends on the treetment of these investments in consolidated
financid statements or on whether consolidated financial statements are prepared. We would
prefer adl investments being accounted for according to a uniform method, namely & fair
vaue. We believe that fair vaue accounting provides more relevant and useful information
than equity or cost accounting.

For the same reasons, we suggest to replace the equity method and the proportionate
consolidation in group accounts by fair vaue accounting. Only full consolidation of
subsidiaries should be retained. Furthermore, we agree with the IASB’s proposal that
investments shall be accounted for in accordance with IAS 39 at fair vaue in consolidated
financid satementsif the investments do not meet the criteriafor being (proportionately)
consolidated or being accounted for under the equity method.

We are aware of the problem of measuring fair vaues, however this problem cannot be solved
within the scope of the improvements project.
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-1AS28-
A. Answersto questions

Question 1

Do you agreethat IAS 28 and | AS 31, Financial Reporting of Interestsin Joint
Ventures, should not apply to investmentsthat otherwise would be associates or joint
ventures held by venture capital organisations, mutual funds, unit trustsand smilar
entitiesif these investments are measured at fair valuein accordance with |AS 39,
Financial I nstruments. Recognition and M easurement, when such measurement iswell-
established practicein thoseindustries (see paragraph 1)?

Fair vaue accounting provides more relevant and ussful informeation than equity accounting.
For this reason, we agree that venture capital organisations, mutua funds, unit trusts and
dmilar entities are measured at fair vaue in accordance with 1AS 39. Given that fair vaue
acocounting provides more relevant and ussful informeation than equity accounting, we strongly
suggest that all associates are measured at fair value in accordance with IAS 39 (cp. in
addition our comments on IAS 27, part B, on the accounting for investments in subsidiaries,
jointly controlled entities and associates in consolidated and separate financia statements).

Question 2

Do you agreethat the amount to be reduced to nil when an associate incur s losses should
include not only investmentsin the equity of the associate but also other interests such as
long-ter m receivables (paragraph 22)?

We do not agree that the amount to be reduced to nil should be broadened for the following
reasons.

Even if the equity carrying vaue is reduced to nil there may be assetsin the associae’s
balance sheet by which areceivable can be settled. Besides this, areceivable may be secured
by means of collaterd. Insofar, the proposed approach in the Exposure Draft by which along-
term recaivable isimpaired ,,automaticaly” may ignore the form of the underlying transaction
and may possibly result in an unfair presentation.

Besdes this, we do not see any conceptua justification to combine theinvestment in an
associate and the lending of a credit to the associate as the relevant legd positions are very
different.

The reduction of the equity carrying vaue to nil isan indicator for apossible imparment of a
long-term receivable. If the long-term receivable isin fact impaired, an efficient impairment
test would result in an impairment. In our opinion, the instruments given by IAS 36/IAS 39
are sufficient in order to identify decreases in the vaue of an asst.

B. Other comment
Different reporting dates (para. 18)

According to para. 18, the difference between the reporting dates of the associate and of the
investor shdl be no more than three months. In para. 18A interim financiad statements drawn
up to the same date as the financial statements of the investor are mentioned, but thereisno
explicit obligation to draw them up when the difference between the reporting dates is more

13
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than three months. We suggest that in this case an associate should draw up interim financia
datements to the same date as the financid statements of the investor.

-1AS33-
A. Answersto questions

Question 1

Do you agreethat contractsthat may be settled either in ordinary sharesor in cash, at
theissuers option, should beincluded as potential ordinary sharesin the calculation of

diluted earnings per share based on arebuttable presumption that the contracts will be
settled in shares?

We agree with the proposed approach. In our view thisis consstent with the objective of
caculaing diluted earnings per share, which isto provide amessure of the interests of each
ordinary and dilutive potentid ordinary share in the performance of an entity over the
reporting period (IAS 33.9, IAS 33.27).

Question 2
Do you agree with the following approach to the year-to-date calculation of diluted
earnings per share (asillustrated in Appendix B, examples 7 and 12)?

- Thenumber of potential ordinary sharesis a year-to-date weighted aver age of
the number of potential ordinary sharesincluded in each interim diluted
earnings per share calculation, rather than a year-to-date weighted aver age of
the number of potential ordinary sharesweighted for the period they were
outstanding (i.e. without regard to the diluted earnings per shareinformation
reported during theinterim periods).

A discrepancy between the results of the two ways of calculating diluted earnings per share as
mentioned above would only occur in circumstances where the underlying informeation for the
cdculation is differently.

Asaprofit or loss of the accounting period is determined at year’s end of the (interim) period
(eg. profit or lossfor the full year equas the accumulated profit or loss of the interim
periods), results can be offset between the periods. Therefore we agree to the calculaion
method illustrated in Example 12 and do not agree with the approach stated in question 2,
point 1. Furthermore we would like to encourage the board to define and illugtrate the
proposed approach more precisely in the revised standard.

The number of potential ordinary sharesis computed using the aver age market
price during theinterim periodsreported upon, rather than using the average
mar ket price during the year-to-date period.

In our view this gpproach is incorrect, asthe full year ratio is determined at year’ s end using

the knowledge about al business transactions which occurred up to this specific date.
Therefore we do not agree with the approach presented.
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In genera, we do not think that the calculation of diluted earnings per share ratios produced
for interim periods necessarily need to fit to the caculations done at year’s end for the full
year.

Contingently issuable shares are weighted for theinterim periodsin which they
wereincluded in the computation of diluted earnings per share, rather than
being included in the computation of diluted earnings per share (if the conditions
are satisfied) from the beginning of the year-to-date reporting period (or from
the date of the contingent share agreement, if later).

We would like to express our opinion on this point by referring to example 7, Appendix B of
IAS 33 (proposed).

i) Retail site contingency

The caculation of the per share amount for diluted earnings per share must be consstent with
the calculation of basic earnings per share (IAS 33.27 proposed). Including contingently
issuable shares from the beginning of the interim period where the conditions are met (as far
as 3 month before the condition is stisfied, a a maximum), isinconsstent with:

- thecdculation of basc earnings per share according to IAS 33.45 (proposed)

- 1AS 33.49 (proposed), where the present status e.g. at the end of the (interim) period
determines the inclusion of contingent ordinary shares from the date of the satisfied
condition until the end of the contingency period (full year end). We can therefore not
agree with the proposition.

ii) Earnings contingency

We do not agree with this approach, as the end of the contingency period is defined as the end
of the full year (31 December 20X1) and — as stated in example 7, Footnote f) — it isnot
permitted to project future earnings. It is definitely not clear at the end of an interim period —
even if the earnings level of the full year has been attained — if the condition will be reached a
31 December 20X 1, as further interim losses could gppear. Whether a condition is satisfied
and becomes an obligation is dependable on the status of the consolidated, after-tax net profit
a 31 December 20X 1. Anincluson of any sharesin the diluted earnings per shares
cdculation before the satisfaction of the condition (31 December 20X 1) isin our view not

possible.

B: Other commentsand further recommendations
Objective

We agree with the stated objective of the standard and the statement, that thisis a standard on
the denominator. However, ingtead of stating the objective as,, ...presentation of earnings per
share for profit or loss from continuing operations and for net profit or lossfor the period...“,
amore meaningful precison might be the ,, determination of basic and diluted numbers per
share'.
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Definitions (para. 4)

A definition of asecurity should be added after the definition of a potential ordinary share. An
example can be found in SFAS 128.171 or CICA 3500.05 and could be as follows:
“A security isthe evidence of debt or ownership or arelated right. For purposes of this
standard, it includes options and warrants as well as debt or shares.”

It should be made clear that preference shares in the context of the proposed standard do not
have aright in the net assets of the entity. In comparison to eg. “German type’ preference
shareswhich have—in generd - aresdud right in the assets of the entity and therefore need
to be included in the denominator. A definition should be added for clarification.

M easur ement

We agree with the proposed approach to disclose earnings per share figures for both profit or
loss from continuing operations and for net profit or loss.

Measurement (para. 11)

It might not be clear that the induson of minority interestsin the determination of net profit

or lossfor the period basicaly means to use afigure of net profit or loss after minority
interests (amount attributable to shareholders) for producing the earnings per shareratios. The
same gppliesto dividends on preferred shares (deduction from net profit or 10ss).

Options, warrants and their equivalents (para. 42)
We welcome the additiona guidance on options and their impact on the diluted earnings per
sharerdtio.

Disclosure (para. 65)

We welcome the Board' s decision to include possible disclosure of amounts per share using a
reported component of the income statement and the respective deletion of the proposa to a
disclosure of amounts per share of the cash flow statement or the balance sheet - asstated in
the November 2001 draft. We see the main reasons for not disclosing a cash flow ratio as
stated in SFAS 95.122 - .125 in the differing opinions about the appropriate numerator.

Appendix B
We think the illugtrative examples presented in Appendix B of the proposed standard can give

an immense guidance for gpplication and should therefore be published as a part of the new
standard.
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-1AS 40 -

Question 1

Do you agreethat the definition of investment property should be changed to permit the
inclusion of a property interest held under an operating lease provided that

(a) therest of the definition of investment property is met; and

(b) the lessee usesthe fair value model set out in |AS 40, par. 27-49?

and

Question 2

Do you agreethat a lessee that classifies a property interest held under an operating
lease asinvestment property should account for the lease asif it were a finance lease?

We agree that a property interest should be classified as investment property when and only
when the property has been leased by the lessee with the intention to earn rentals by leasing
out the property to athird party so that the rest of the definition of investment property is met.
But we think that the proposed option - that the lessee is allowed, not required to classify that
property interest as investment property - raises a problem with respect to the comparability
of financid statements and should be removed.

However, we suggest to discuss this problem in connection with the leasing project.

Question 3

Do you agreethat the Board should not eiminate the choice between the cost model and
the fair value mode in the Improvements project, but should keep the matter under
review with a view to reconsidering the option to use the cost model in due cour se?

With regard to the comparability of financia statements the choice between cost and fair
vauein IAS 40 should be eliminated. But we agree that the IASB has decided for reasons of
convergence with the liaison partners not to remove the option in the improvements project.
Nevertheless, we suggest to reach a decision as soon as possible.
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