13 September 2002

Marie-Chrigine Batt

Internationa Accounting Standards Board
30 Cannon Street

London

EC4AM 6XH

Dear Madam

LSCA TECHNICAL COMMITTEE RESPONSE TO EXPOSURE DRAFT OF
PROPOSED IMPROVEMENTSTO INTERNATIONAL ACCOUNTING
STANDARDS, SPECIFICALLY RE: IAS33"EARNINGS PER SHARE"

With a membership of 30,000, the London Society of Chartered Accountants (LSCA)
isthe largest of the regiona bodies which form the Indtitute of Chartered Accountants
in England & Wades. London members, like those of the Ingtitute as awhole, work in
practice or in busness. The London Society operates awide range of speciadist
committeesincluding Technica (accounting and auditing), Tax, Regulation and

Ethics Review and Financiad Services and Insolvency, which scrutinise and make
representations to issuing bodies such as yoursalves. The LSCA Technica
Committee wel comes the opportunity to respond to the Internationa Accounting
Standards Board (‘the Board') regarding the revision to Internationa Accounting
Standard |AS 33, 'Earnings per share’, published by the Board for comment in May
2002.

We have reviewed the exposure draft (ED) and set out below a number of comments.
We comment on the specific issues raised by the Board in the exposure draft together
with a number of other significant matters. Note that we have expressed our views on
specific UK issuesin a separate |etter to the UK Accounting Standards Board;
however, asthe ASB has dtated that it is seeking to converge with internationa
standards to the grestest extent possible, the viewsiin this letter should be taken as our
primary input into the process of developing and improving standards that will apply
directly inthe UK.

Y ear-to-date calculation
1 We do not agree with the approach outlined in question (ii) regarding the year-

to-date calculation of diluted earnings per share. Our objections are set out
below.
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Additional eps

If there were three companies that were identical in al respects other
than the frequency of thar interim reporting, one reporting quarterly,
another reporting hdf-yearly and the third not disclosng interim
results at al, the approach outlined in question (ii) would lead to them
reporting different dilsted eps figures in thar annua  financid
Satements.

We are not convinced that the approach produces useful information,
paticulaly for seasond busnesses.  Volale movements in the
denominator result from the approach because the use of projected
future earnings in assessing whether the contingency will occur is not
permitted. Usng year-to-date numbers with a full year target the
movement in diluted eps quarter on quarter in example 7 of gppendix B
appears to have little value, which would be accentuated in a seasond
busness. It would be preferable to ether use a best edimae
throughout the year on whether the contingency would be met, based
on current forecasts, or wait until the end of the full year and then
restate the full year numbers for the impact of the contingency.

We beieve that the gpproach outlined in question (ii), which is not
discussed in the standard, including appendix A (which is an integrd
pat of the requirements of the dandard), is contray to the
requirements of the standard. For example, paragraph 36 of the
dandard requires that when bringing options into the cdculaion of
diluted eps, far vaue is the average market price of the shares “during
the period’. When reporting full year figures, any reference to
“period” is to the full year. However, this has not been gpplied in the
“year-to-date” approach.

The “year-to-date’ approach has not been applied consgently
(possibly because the approach is not dedt with in the standard?). For
example, in example 12 of gppendix B, the approach has been gpplied
to the warrants but not to the convertible preference shares. If the
“year-to-date’ approach were applied to convertible preference shares,
400,000, not 450,000, would have been included in the caculation of
the full year diluted eps.

Since the gpproach used in gopendix B, which is illudrative only and
does not form pat of the standard, is not referred to anywhere in the
dandard (including appendix A) it would appear to be voluntary.
Accordingly, since it is contrary to the standard (see (b) above), it
ought not to be applied by any entity.

2. Paragraph 65 should not prescribe that any additiond eps figures “shal be

presented in the notes to the financid dtatements’. The sentence should

end after the words “equa prominence’ and the words “and presented in the
notes to he financid statements’ should be deleted. In the UK it is common
practice to disclose an additionad eps figure dongsde the eps required by
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FRS 14; we are not aware of any abuses or of users of financia statements
being mided. On the contrary, where the profit and loss account has been
presented in a columnar format it would be bizarre to present the eps required
by the standard under the rdlevant column and to only present the eps reaing
to the information in the other column(s) in the notes to the accounts. Putting
additiond information on the face of the profit and loss account should not be
discouraged if it aids understanding of the results.

In 1993 the Inditute of Invesment Management and Research (IIMR)

published a Statement of Investment Practice defining a different measure
cdled “Headline Earnings’. The purpose of “Headling’ EPSisto provide:

(1) ameasure of the company’s maintainable earnings capacity, suitablein
particular as a basis for forecasts and for inter-year comparisons, and for
use on aper share bagsin the caculation of the price/earnings retio; and

(2) afactud “headling’ figure for historic earnings which can bea
benchmark figure for the trading outcome for the year.

The Financia Times usesthe IIMR measure for its caculation of
pricelearningsratios. We therefore believe that companies should be permitted
to present additional EPS figures on the face of the profit and loss account.

Both paragraphs 65 and 66 require that the denominator used in cdculating an
additional eps shdl be caculated in accordance with the standard. Where the
control number for caculating diluted EPS is a loss and the adjusted eps is a
profit, such that an adjusted control number is a profit, the adjusted diluted eps
should be caculated by usng the adjusted control number to determine
whether potentid ordinary shares are dilutive.  However, it is unclear whether
the standard intends the origind or adjusted control number to be used. The
gandard should clarify that the adjusted control number should be used.

Contractsthat may be settled in ordinary sharesor in cash

5.

We agree with the approach taken in paragraph 51 with respect to contracts
that may be settled in ordinary shares or in cash. However, the paragraph
applies only where the issuer has the choice of settlement, and we do not agree
that it should be limited in this way. Paragraph 51 should apply regardless of
whether the choice lies with the issuer or the holder. Paragraph 52 should then
be deleted.

Contractsthat may be settled using new or existing ordinary shares

6.

We bdieve that it would be hdpful if the sandard included guidance on how
to ded with contracts tha may be sdtled usng new or existing ordinary
shares. There are differing views on how to ded with such contracts. The use
of the phrase “would be issued” in paragraph 31 implies that where a contract
will be sdtled udng exiding shares this need not be brought into the
cdculation of diluted eps. A smilar principle to that in paragraph 51 should

London_05\29468_1



be gpplied where the contract can be settled ether by issuing new shares or by
buying exiging sheres.

I n-substance shar e repurchase

7.

Where the overdl effect of a combination of a specid dividend and a share
consolidation is a share repurchase at far vaue, paragraph 25 of revised
IAS 33 requires the transactions to be reflected in the EPS cdculdtion as if a
share repurchase a far value has occurred, rather than in accordance with the
lega form of the congtituent transactions.

We fully support this approach and welcome its incluson in the standard.
However, we would prefer paragraph 25 to be re-drafted as a principle, rather
than as a rule. Transactions should be reflected in the EPS caculdion as a
share repurchase at far vaue where the overdl effect is a share repurchase at
far vdue. An example of another in-substance share repurchase at fair value
is where ‘B’ shares ae issued by way of bonus issue or share Spolit,
subsequently  redeemed and there is a share consolidation of the origind
shares.

Convertible debt and convertible preference shares

9.

10.

11.

12.

13.

Paragraph 33 dates that “when more than one bass of converson exidts, the
cdculation assumes the most advantageous conversion rate or exercise price
from the standpoint of the holder d the potentid ordinary shares’. This might
imply that where debt or preference shares are convertible and redeemable
they are brought into the caculation of diluted eps based on which option
looks the most advantageous to the holder. This would be consgent with the
gpproach in the standard for options and warrants, only those options that are
‘inrthe-money’ when exercise price is compared with average share price for
the period are trested as dilutive and brought into the cdculaion of diluted
eps. This approach would adso be conssent with how we recommend
paragraphs 51 and 52 are revised.

However, the illudraive examples do not refer to whether converson or
redemption is the most advantageous given the company’s share price (at year-
end or average for the year).

Even where there is no redemption option, there is ill a choice unless
converson is mandatory; the option is whether to convert or take interest into

perpetuity.

The standard should be revised to clarify that the gpproach that we have
outlined above is correct.

Under IAS 32 convertible debt is accounted for by separating it into its
component parts. a liability (loan) and an equity instrument (option or forward
contract, depending upon whether the converson is mandatory, to issue
shares). Options are brought into the caculation of diluted eps by adding to
the denominator the number of shares deemed to be issued for no proceeds.
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However, example 4 of gppendix B does not suggest bringing convertible debt
into the caculation of diluted eps usng the options method. We question
whether this is gppropricte.  The footnote to the example dates that “This
exanple does not illudrae the dasdfication of convetible financid
indruments between liadilittes and equity or the cdlassfication of related
interest and dividends between expenses and equity as required by IAS 32°. If
the different classfication leeds to a different trestment in the caculation of
diluted eps this would helpfully be reflected in the example.

14.  Fndly, on this topic, we would add that the meaning of paragrgph A5 in
gopendix A is not a dl clear. Paragraph A5 deds with the Stuation where the
options or warrants “permit or require the tendering of debt or other securities
of the entity in payment of dl of a portion of the exercise price’. The
paragraph explains when such an option would be consdered to have a
dilutive effect. We would find it helpful if an example was provided to ad the
understanding of the paragraph. Paragraph A6 extends the application of
paragraph A5 to a dtuation where the holder has preference shares rather than
options or warrants. However, the treatment of options in the diluted eps
cadculaion is not the same as the gpproach for preference shares and therefore
we believe that paragraph A6 implies a meaning tha is not evident from
paragraph A5 aone.

Diluted eps

15. Paagraph 4 of the standard defines dilution as a “reduction in earnings per
share or an increase in loss per share (our emphasis)”. Paragraph 39 is
conggent with this, abeit phrased the other way round, dtating that “potentia
ordinary shares are anti-dilutive when their converson to ordinay shares
would increase earnings per share from continuing operations or decrease 10ss
per share from continuing operations (our emphasis)”.

16.  Paagraph 37, on the other hand, is incomplete, dating only that potentia
ordinary shares ae dilutive “when, and only when, ther converson to
ordinary shares would decrease eanings pe shae from  continuing
operations’.  Paragraph 37 should be amended to be conssent with
paragraphs 4 and 39.

17.  Paagraph 35 dates that “the assumed proceeds from these issues [exercise of
dilutive potentid ordinary shares] shal be regarded as having been received
from the issue of ordinary shares at far vdue. The difference between the
number of ordinary shares issued and the number of ordinary shares that
would have been issued a far vaue shal be trested as an issue of ordinary
shares for no condderation”. However, the illudrative examples appended to
the standard only apply such a method to options and warrants (and there is
therefore an inference that such a method should be applied only where fresh
cash comes into the entity upon the converson of potentid ordinary shares).
The method is not applied to convertible debt or convertible preference shares.
We question in paragraph 14 above whether illudtrative example 4 is wrong.
If it is not wrong, a suggested solution is to insat a sub-heading (say,
‘Options, warrants and similar potentid ordinary shares or ‘Options, warrants
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and ther equivdents) immediately before the paragraph. Alternatively, there
is dreedy a segpaate <ection deding with such instruments  (currently
paragraphs 42 to 44) and paragraph 35 could be moved to this section.

Rightsissues

18.

19.

In paragraph Al in gppendix A would the bonus eement in the rights issue not
be beter cdculaed by subdituting far vdue immediaey before
announcement of the rights issue (rather than immediately before exercise of
the rights)?

If the above change is not made, the find sentence of paragraph Al should be
changed by reverang the words “shares’ and “rights’ the firg time they are
used. The revised sentence would therefore read “where the shares are to be
publicly traded separatdly from the rights before the exercise date, fair vaue
for the purposes of this caculation is established a the close of the last day on
which the shares are traded together with the rights’.

Structure of the ssandard

20.

We prefer the structure of the exigting 1AS 33 to the structure of the exposure
draft. We bdieve that having the examples throughout the standard is more
helpful than relegating them to an gppendix.

If there are any matters arisng from this letter you would like to discuss, please do not
hesitate to contact Danielle Stewart on 020 7731 6163.

Y ours fathfully

Danidle Sewart
Chairman, LSCA Technica Committee
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13 September 2002

Marie-Chridine Batt

Internationa Accounting Standards Board
30 Cannon Street

London

EC4M 6XH

Dear Madam

LSCA TECHNICAL COMMITTEE RESPONSE TO EXPOSURE DRAFT OF
PROPOSED IMPORVEMENTSTO INTERNATIONAL ACCOUNTING
STANDARDS, SPECIFICALLY RE: IAS8'NET PROFIT OR LOSSFOR THE
PERIOD, FUNDAMENTAL ERRORSAND CHANGESIN ACCOUNTING
POLICIES

With amembership of 30,000, the London Society of Chartered Accountants (LSCA)
isthe largest of the regiona bodies which form the Ingtitute of Chartered Accountants
in England & Waes. London members, like those of the Indtitute as awhole, work in
practice or in business. The London Society operates awide range of specidist
committeesincluding Technicd (accounting and auditing), Tax, Regulation and

Ethics Review and Financia Services and Insolvency, which scrutinise and make
representations to issuing bodies such as yourselves. The LSCA Technica
Committee wel comes the opportunity to respond to the Internationa Accounting
Standards Board (‘the Board') regarding the revision to Internationa Accounting
Standard IAS 8, 'Net Profit Or Loss For The Period, Fundamenta Errors And
Changes In Accounting Policies, published by the Board for comment in May 2002.

We have reviewed the exposure draft (ED) and set out below a number of comments.
We comment first on mgjor points of concern, then on the specific issues raised in the
exposure draft and finally other points of detail. Note that we have expressed our
views on specific UK issuesin a separate |etter to the UK Accounting Standards
Board; however, asthe ASB has stated that it is seeking to converge with internationd
standards to the greatest extent possible, the viewsin this | etter should be taken as our
primary input into the process of developing and improving standards that will gpply
directly in the UK.

MAJOR POINTS

Materiality

The issue of materidity needs to be addressed in this tandard, particularly in relaion
to the correction of errors (see our answer to your Question 2 below).

We have highlighted, in a separate |etter to the Board, the importance of clarifying the
gpplication of IFRSs to immateria items because of the late change to remove the
relevant paragraph from the Board' s Preface. One (presumably unintended)
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consequence of the absence of any reference to materidity in draft IAS 8 would be the
need to restate comparative amounts for dl errors, however trivid. Inour view
paragraph 32 should refer to material errors, and guidance on thisissue should be
added to the find standard.

RESPONSES TO SPECIFIC QUESTIONS
Question 1

Do you agree that the allowed alternative treatment should be eliminated for
voluntary changes in 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 the error had never occurred (see
paragraphs 20, 21, 32 and 33)?

Yes. Aswell aseliminating an option, we believe that thisisthe correct
conceptual approach. However, thefinal standard should makeit clear that it is
only materid changes arising from changes in accounting policies and the
correction of errors.

Question 2

Do you agree with diminating the digtinction between fundamenta errors and other
materid errors (see paragraphs 32 and 33)?

Yes. Although we believethat the distinction between fundamental and other
material errorshas conceptual merit, we support itsabolition. The boundary
between fundamental and other material errorsisnot sufficiently clear to avoid
uncertainty and inconsistent inter pretation. See our comments above on
materiality.

OTHER POINTS

Selection of accounting policies

We note that a standard on accounting for insurance contractsis unlikely to be
available by 2005. Insurers are likely to have particular difficulty in implementing the
guidance on sdection of accounting policiesin paragraphs 4-6 of draft IAS 8. We
suggest that the Board considers the need for trandtiona arrangements or guidance in
IAS 8 for entities that issue insurance contracts.

For the avoidance of doubt, we suggest that the wording of Paragraph 4 is dtered to
read ‘When a pronouncement or publication of the International Accounting
Standards Board gppliesto an item in the financid statements, ...” and in Paragraph 5
‘In the absence of a pronouncement or publication by the Internationa Accounting
Standards Board that ...’

We suggest that this section of the draft sandard should cross-refer to the accounting
policy disclosure requirements set out in IAS 1.
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Changesin accounting policies

We do not support the exemption in paragraph 21 from restating compar ative
information relating to voluntary changesin accounting policies. It isnot the
grounds given for the exemption to which we object —that of ‘undue cost or
effort’ —but rather that we consider it unlikely that the management of a
company would be able to come decide on whether a change of policy is
appropriate without knowing what the impact of such a change would have been
on at least some aspects of the previousyear’sresults. Obtaining information for
one compar ative period would, in our view, never be so onerousasto allow an
exemption for no changes at all to be made to the comparative information. We
suggest that the Board should redraft paragraph 21 to state that compar ative
information need not berestated to the extent that it would require undue cost
and effort, thereby requiring entitiesto restate as much as possible, even if they
cannot do so completely.

We also suggest that paragraph 22 should indicate that changesin accounting
policy arelikely to be infrequent.

Changesin accounting estimates

The requirements of Paragraph 29 are unclear and would be onerousif interpreted to
mean that disclosures are required in respect of each subsequent accounting period.
We suggest that the Board amends paragraph 29 to make it clear that this leve of
disclosureis not required by adding “shdl be disclosed in the period thet the
accounting estimate has changed”. The *undue cost and effort’” exemption in
paragraph 30 would then be neither necessary nor appropriate.

For the sake of consistency, Paragraph 23 should aso require disclosure of the
estimated effect of voluntary changesin accounting policies in subsequent periods,
but again clarify that the disclosureis only required in the period of change.

Correction of errors

Aswith changes in accounting policies, we do not support the exemption given in
Paragraph 33 from restating comparative information relating to errors on the grounds
on ‘undue cost or effort’. Asfor Paragraph 21 discussed above, we would prefer the
text to read ‘need not be restated to the extent that it would require undue cost and
effort.

In addition, there should be clear guidance on the approach to be adopted if an error
relaesin part to the immediately preceding period and in part to earlier periods and
alocation between the periods is not possible (perhaps due to fraud). In the current
drafting in paragraphs 33 and 34 it is unclear whether the adjustment would be made
to the opening balance of the current period or to the comparative opening balance.

Paragraph 33 aso needs to use asimilar gpproach asthat in Paragraph 21 to draw in
the restatement of assets and liabilities aswell as retained earnings, perhaps dong the
lines of “When comparative information for aparticular prior period is not restated,
the opening balance of retained earnings for the next period and the corresponding
balances of assets and liahilities as a the beginning of the next period shal be restated
ooramilar.
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If there are any matters arisng from this letter you would like to discuss, please do not
hesitate to contact Danielle Stewart on 020 7731 6163.

Yoursfathfully

Danidle Stewart
Chairman, LSCA Technical Committee
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13 September 2002

Marie-Chrigine Batt

Internationa Accounting Standards Board
30 Cannon Street

London

ECAM 6XH

Dear Madam

LSCA TECHNICAL COMMITTEE RESPONSE TO EXPOSURE DRAFT OF
PROPOSED IMPROVEMENTSTO INTERNATIONAL ACCOUNTING
STANDARDS, SPECIFICALLY RE: IAS24" RELATED PARTY
DISCLOSURES'

With amembership of 30,000, the London Society of Chartered Accountants (LSCA)
isthe largest of the regiona bodies which form the Indtitute of Chartered Accountants
in England & Waes. London members, like those of the Ingtitute as awhole, work in
practice or in business. The London Society operates awide range of speciaist
committeesincluding Technica (accounting and auditing), Tax, Regulation and

Ethics Review and Financia Services and Insolvency, which scrutinise and make
representations to issuing bodies such as yoursaves. The LSCA Technicd
Committee wel comes the opportunity to respond to the Internationa Accounting
Standards Board (‘the Board') regarding the revision to Internationa Accounting
Standard 24 Related Party Disclosures, published by the Board for comment in May
2002.

We have reviewed the exposure draft (ED) and set out below a number of comments.
We comment first on mgjor points of concern, then on the specific issues raised in the
exposure draft and finally other points of detail. Note that we have expressed our
views on specific UK issues in a separate |etter to the UK Accounting Standards
Board; however, asthe ASB has stated that it is seeking to converge with internationa
standards to the greatest extent possible, the views in this letter should be taken as our
primary input into the process of developing and improving standards that will gpply
directly inthe UK.
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MAJOR POINTSAND ANSWERSTO QUESTIONS

Materiality

21.

22.

23.

24,

25.

In view of the importance of the qualitative aspects of such transactions, we
believe that related partiesis an area where materidity is especidly important, and
it therefore needs to be addressed in the standard. Thisis because, in the context
of related party transactions, a least for related party transactions with key
management personnel and their immediate families, materidity of atransaction

to the relevant related parties should be considered, not just materidity to the
financid gatements asawhole. Such information will dways be avalladle to the
reporting entity Smply because of the inherent closeness of the rdationship
between the entity and itsrelated parties. Theincluson of guidance is of
particular timely importance given the current uncertainty arisng from the
excluson of references to materidity from IASB’ s revised Preface (on which we
have commented in a separate |etter to the Board).

Exemptions for Subsidiaries

Paragraphs 3, 4 and 19 of the draft standard deal with group situations, and due to
lack of clarity, their combined effect isto confuse the reader. We have a number
of concerns regarding the drafting of the exemption for subsidiaries, as detailed
below.

Paragraph 3 provides an important exemption relating to the separate financia
gatements of wholly owned subsidiaries and parents (previoudy dealt with
separately in paragraphs 4 (b) and 4 (c) of the origina 1AS 24). Asdrafted, this
paragraph appears to provide exemption from disclosure of all related party
transactions, not merely those related party transactions with other members of the
same group. This does not appear to be consstent with paragraph 4 of the ED.
We believe that the exemption should relate only to transactions with group
members and strongly recommend that paragraph 3 should be redrafted to clarify
this point.

However, IASB’ sintention appears to be to exempt, in the context of 100%
subsdiaries, the disclosure of all their related party transactions, Since thisis
implied in the dissenting view given in paragraph B6 of Appendix B tothe ED. In
our view this move would be unwelcome. It dso highlights the importance of
providing additiond guidance on materidity in the revised standard (discussed
abovein paragraph 1). Transactions with related parties outside the group that are
immateria to the group as awhole, but materid to the subsdiary in question,
would not be disclosed in the financid statements of ether the group or the
subsdiary. Thisisexactly the point made in paragraph B6 of Appendix B as
referred to above and we support the reasoning therein.

Ancther fundamenta point in relation to the exemption isthe fact thet it applies
for wholly owned subsdiaries. Limiting the exemption to only 100% owned
subgdiariesis, in our view, likdy to hit some obvious practicd difficulties.

London_05\29468_1



For example, in the UK it is often the Stuation that employees own shares
(representing asmdl fraction of the tota share capitd) that the company cannot
buy out, so achieving 100% ownership isimpossible. We suggest therefore that
the requirement be reduced to 90% ownership, Since our experience in the UK
suggests that this limit has worked well and has not been abused. Also it should
be made clear that it is ownership of ordinary or common shares thet is key, rather
than preference or any other class of share that may be held.

26. We condder that the emphasisin paragraph 3 of the draft standard on the
availability of the financia statements of the exempted subsidiary (rather than just
those of the group) isingppropriate. A morelogica requirement would be for the
consolidated financid statements in which the subsidiary isincluded to be made
publicly available as a requirement of the exemption. Thisis particularly the case
if the exemption in paragraph 3 does extend to all related party transactions, not
just intra-group transactions, in which case the subsidiary accounts would not
contain any related party information.

27. In any case, we believe that the requirement in paragraph 3 for the relevant
financia statements to be ‘made available', or ‘ published’ with the consolidated
financid satements will be interpreted in differing ways in different jurisdictions
(e.g. through dectronic means that may not be accessible to al shareholders). The
requirement is likely to prove onerousif it continues to be conditiona on the
availability of the financia statements of subsidiaries (rather than just the group
accounts). In addition to this problem, is the issue of subsidiaries that have
different year-ends, and therefore different accounts publication dates, to the
parent entity. The clarity of this requirement should be reconsidered.

28. Paragraph 4 indicates that intra-group related party transactions and outstanding
balances are diminated in group accounts, but it is unclear whether any disclosure
is expected in the group accounts. This should be clarified, since paragraph 19
does require disclosure in the group accounts of related party transactions with
associates and joint ventures.

29. Paragraphs 4-10 above are intended to answer your second question regarding
exemption from disclosure of related party transactions in group Situations.

Management Compensation

30. We have a number of concerns regarding Paragraph 2 of the ED and the proposed
exemption for disclosure of management compensation and sSimilar items.

31. We consder therevisonto IAS 24 in this regard an improvement on the previous
standard and therefore offer it limited support. However, thisis because the UK,
inrelation at least to directors, iswdl served by company law and listing
requirementsin this areg, asisthe casein anumber of other jurisdictions, but not
indl. Information regarding the compensation of key management is clearly of
legitimate interest to investors and other stakeholders. We therefore consder that
the proposed exemption should only be available where, in aparticular
jurisdiction, the reporting of management compensation outside of the annud
financid satementsis amandatory requirement, asin the UK. If thisisnot the
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casein thejurisdiction in question, it is reasonable to require disclosure of
aggregated information regarding the compensation of key management personnel
in accordance with paragraphs 15 and 18 of the ED.

32. In order to achieve this, we recommend the following changes to the draft
standard.

“Key management personnel” should be a stland-aone definition, extracted
from the current proposed related parties definition in paragraph 9(d). Also
the definition needs to be amended o thet it reads: “respongbility for

planning, directing OR controlling the activities of the entity”. Thisisin order
that al directors are captured, including “shadow” directors and non-executive
directors.

The redriction of the exemption to management compensation “paid in the
ordinary course of an entity’s operations’ is open to abuse and seemsto usto
serve no useful purpose; the words should be deleted.

Paragraph 2 should refer, for consistency, to “the compensation of key
management personnd” rather than to “ management compensation”.

The draft sandard should require disclosure of “the employee benefits, as
defined in IAS 19, of key management personnd, as defined (at present) in

paragraph 9(d)”.

33. Paragraphs 10-12 above provide our answer to your fir st question regarding
disclosure of management compensation, and in particular the last two bullet
points above are designed to address the concerns you have expressed about the
need to define ‘ management’ and ‘ compensation'’.

Names of Transacting Related Parties

34. The absence of arequirement in the ED to disclose the names of transacting
related partiesis an issue of fundamental concern to us. Recent corporate
scandals, particularly those in the USA such as Tyco, Enron and Adelphia, have
invariably involved transactions with related parties that appear to have been
inadequatdly disclosed. Thiswould seem an ided opportunity to tackle one of the
issues raised in these cases by sirengthening disclosure requirements. (In this
context, please note that any confidentidity issues can generdly be dedt withina
satisfactory mamer; the UK standard tackles the issue of banking confidentidity
rules by dlowing exemption on statutory but not contractua grounds.)

35. Webdievethat it isalways of fundamenta importance for the user of the
accounts to have knowledge of the name of the transacting related party; without
it, disclosure of the relationship and the transactionsis meaningless. Further, if
the transacting party is a corporate entity, we believe that the name of any director
who has an interest in the transacting related party should also be disclosed. This
should be clarified by adding the requirement for names as detailed above, within
thelist of “information” in paragrgph 14 of the ED
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36. As currently drafted, paragraph 14 of the ED, containing the requirement to
disclose the “nature of the related party relationship”, could be misinterpreted. It
is possible that only the “minimum disclosures’ ligted at the end of the paragraph
will be disclosed. The paragraph should be redrafted to clarify this point, as
follows

“If there have been transactions between related parties, an entity shdl disclose
the nature of the related party rdationship. The entity shall dso disclose
information about the transactions and outstanding balances necessary for an
understanding of the potentid effect of the relationship on the financid
gatements. Such information shal include [(8) — (d) (plus names — see
paragraphs 14-15 above)] and any other information needed to fully understand
the nature of the related party transaction.”

Controlling Parties

37. We condder it to be of great importance that disclosure should be made of the
identity of the controlling party and ultimate controlling party of the reporting
entity. Thisinformation is relevant to investors and other stakeholders seeking to
gppraise the prospects and financia position of areporting entity. 1t will be
particularly vita information should the IASB decide not to accept our
recommendation, detailed above, to require the names of transacting related
parties to be given. Recent European and internationd anti-money-laundering
initiatives, which require the identification of those that control a corporate entity
as part of the “know your client” procedures, would also be aided sgnificantly by
such disclosures.

38. We note thet in the origind 1AS 24, paragraph 19 required disclosure of details of
the “relationship with the controlling party”, implying a need to disclose the name
of that party. We believe that the requirement of paragraph 13 of the proposed
dandard is meaningless if the entity does not give the name of the controlling
party, and hence the ultimate controlling party. Therefore clarification of the fact
that the name of the controlling and the ultimate controlling party is required
should be provided in paragraph 13 of the exposure draft. Thiswould then
represent an improvement to the old IAS 24 in line with the aims of the
improvements project.

39. Further, it should be made clearer that the controlling party can be an individud,
aswdl as a corporate entity.

Horizontal groupsand partiesacting in concert

40. We consder that the definition of related parties should be extended to include
persons acting in concert because of the risks associated with identifying related
parties within so-called ‘ horizontal groups . It is often difficult to pin down the
dominant party that is causing entities to enter into transactions with related
paties. Thisisaparticular issue in those countries where “family conglomerates’
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are common, and indeed a Smilar issue arose with business empiresin the UK
when the empire of the late Robert Maxwell unwound after his desth.

OTHER ISSUES

41. We recommend the following improvements to the definitions set out in paragraph
9 of the revised standard:

Related party
- qub-paragraph (a)(ii) - the reference to 'an interest in the entity' might be
mideading and should be deleted. The new wording would therefore be:
“(ii) has dgnificant influence over the entity”
sub-paragraph (g) - the reference to “ post-employment benefit plan” should
be amended to read “ post-retirement benefit plan”

Close member s of the family of an individual
We are not convinced that the provison of examplesis hdpful in this
ingance. Examples might discourage rigorous gpplication of the
underlying disclosure principles. If examples are provided in the standard,
they should be of a symmetrical nature, referring to both antecedents and
descendants.

22. Paragraph 11 (c) (i) needs to be amended to indicate that parents or individuas
funding asubsdiary are not intended to fal within the definition of a provider of
finance.

23. In paragraph 18, we suggest arewording as follows: “Items of aSmilar nature
may be disclosed in aggregate for each separate category except when separate
disclosure is necessary for an understanding of the effects of related party
transactions on the financid statements of the entity.”

If there are any matters arising from this letter you would like to discuss, please do not
hesitate to contact Danielle Stewart on 020 7731 6163.

Y ours faithfully

Danidle Stewart
Chairman, LSCA Technica Committee
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16 September 2002

Marie-Christine Batt

International Accounting Standards Board
30 Cannon Street

London

ECAM 6XH

Dear Madam

LSCA TECHNICAL COMMITTEE RESPONSE TO EXPOSURE DRAFT OF PROPOSED
IMPORVEMENTSTO INTERNATIONAL ACCOUNTING STANDARDS, SPECIFICALLY
RE: IAS17'LEASES & IAS40'INVESTMENT PROPERTY"

With amembership of 30,000, the London Society of Chartered Accountants (LSCA) isthe largest of
the regional bodies which form the Institute of Chartered Accountantsin England & Wales. London
members, like those of the Institute as awhole, work in practice or in business. The London Society
operates awide range of specialist committeesincluding Technical (accounting and auditing), Tax,
Regulation and Ethics Review and Financial Services and Insolvency, which scrutinise and make
representations to issuing bodies such as yourselves. The LSCA Technical Committee welcomesthe
opportunity to respond to the International Accounting Standards Board (‘'the Board') regarding the
revision to International Accounting Standard IAS 17, 'Leases’ and |AS 40 'Investment Property’,
published by the Board for comment in May 2002.

We have reviewed the exposure draft (ED) and set out below a number of comments. We comment

first on major points of concern, then on the specific issues raised in the exposure draft. Note that we
have expressed our views on specific UK issuesin a separate letter to the UK Accounting Standards
Board; however, asthe ASB hasstated that it is seeking to converge with international standardsto the
greatest extent possible, the views in thisletter should be taken as our primary input into the process of
developing and improving standards that will apply directly in the UK.

Exposuredraft of |IAS17 Leases

MAJOR POINTS

1. We have combined our responses to IAS 17 and IAS 40 as there are some areas of
overlap between the proposals.

2. We recognise the limited scope of the Improvements project and that the 1ASB
intends to reconsder in due course the fundamental approach to the
accounting for leases established by IAS 17 as a separate project.
However, we are concerned that some of the changes being proposed
ae desgned as “fixes’, which lack logic and only demondrate the
urgent need for a complete review of the treatment of leases. The
proposed improvements in the IASB exposure draft are, a bed,
relatively minor improvements to a highly unsatisfactory standard.  In
our view the Board should, a this juncture, isolate the conceptud
issues for condderation in the more mgor, longer-term project and
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concentrate here on deding with acknowledged practicd difficulties
and falings in the standard that can be dedt with quickly, but thet
leave the main conceptua thrugt of the standard intact. We believe that
this proposed amendment to IAS 17 fails on both these fronts.

3. In the UK we face paticular issues in converging to this leesng standard. Our
exiging dandard permits an dterndive gpproach to finance income
recognition by lessors (the net cash investment method) that many
believe to be conceptudly superior to that in IAS 17. Our view is that
only a comprehensive project on leasing can hope to tackle such issues.
In addition, the UK sandard contains severa disclosure requirements
that we believe are beneficid, more s in the current climate where
falure to disclose off badance sheet items, of whatever nature, is likdy
to be pendised by the market. We are concerned that this ‘improved
standard has not attempted to focus on more comprehensive disclosure
as an interim measure until the Board has completed its work on
derecognition in generd and leasing in particular.

RESPONSES TO SPECIFIC QUESTIONS

Q1 Do you agree that when classifying alease of land and buildings, the lease should
be solit into two eements - alease of land and alease of buildings? The land dement
isgeneradly classified as an operating lease under paragraph 11 of IAS 17, Leases, and
the buildings dement is classfied as an operating or finance lease by goplying the
conditionsin paragraphs 3-10 of IAS 17.

We do not support the proposed trestment of leases of land and buildings in paragraph
11 et seq. We do not accept the assumption that, unless title is expected to pass to the
lessee by the end of the lease term, the lease of the land element should be treated as
an operding lesse, regardiess of the substance of the transaction. We do not agree
that either commercidly or conceptudly the leasehold interest in a building and the
land on which it rests (i.e. the “property”) can or should be separated into a lease of
two different asssts.  In addition we can foresee many practical problems with the
proposed split based on vauations, for example when a leasehold ste is acquired for
development purposes. We appreciate the motivation for the change, i.e. that a land
element should not prevent a lease that would otherwise be a finance lease from being
treated as a finance lease and we aso concur with the Board's rgection of the
dternaive gpproach of dassfying a lease of land and buildings as an operating lease
in its entirety. However, we do not believe that the proposed approach is correct
conceptudly and should be dedt with in the wider mgor project dsewhere on the
Board' s agenda.

We therefore do not support the incluson of the new paragraphs 11A, 11B and 11C;
further, we believe that the second sentence of paragraph 11 should be deleted.

Q2 Do you agree that when alessor incursinitid direct costs in negotiating alesse,
those costs should be capitalised and allocated over the lease term? Do you agree that
only incrementa costs that are directly attributable to the lease should be capitdised

in thisway and that they should include those internd costs that are incremental and
directly attributable?
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We agree that the choice on how to account for initial direct costs incurred by lessors
in negotiating a lease should be eiminated from IAS 17. On baance, we agree that
capitdisation and dlocation over the lease term is preferable to charging such codts as
an expense when incurred. Capitalisation should be redtricted to costs that are both
incremental and directly attributable to negotiating and aranging a lease, including
appropriate internal costs. We wonder whether the Board should aso tackle the issue
of initid cods incurred by lessees.  Should there be pardld requirements in the
dandard? This seems to be an omisson that could dso be dedt with in the
improvements project.

IAS 40 - Investment Property

RESPONSES TO SPECIFIC QUESTIONS

Q1 Do you agree that the definition of investment property should be changed to
permit the inclusion of a property interest held under an operating lease provided
that:

a) the rest of the definition of investment property is met; and
b) the lessee uses the fair value model set out in IAS 40, paragraphs 27-49?

Although we agree with the outcome of the proposed change, we do not believe that
the classfication of an assst as an investment property should be determined by the
accounting treatment that is adopted for that asset (and see our answer to Question 3
below). Leasehold assets that meet the rest of the definition of an investment property
should be treasted as such. Accordingly, the proposed words “if and only if, in addition
to the above condition being met, the lessee uses the far vadue cost modd set out in
paragraphs 27-49 of this Standard” should be deleted. The proposed trestment
demongtrates again the urgent need for a complete review of the leasing standard.

Q2 Do you agree that a lessee that classifies a property interest held under an
operating lease as investment property should account for the lease as if it were a
finance lease?

We ae not sure what the practicad consequences of this will be as, based on our
experience in the UK, we bdieve that the vast mgority of leasehold investment
properties are long leaseholds with an immateria ongoing rent commitment. We are
aso concerned tha this represents a piecemed introduction of a new trestment for
leased assets which, digned with our comments above in relation to IAS 17, should
properly be left to the introduction of anew leasing standard.

Q3 Do you agree that the Board should not eliminate the choice between the cost
model and the fair value model 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 course?

We do not agree. One of the main reasons for the Board indituting a fast-track
improvements project was the eimination of options wherever possble. The Bass
for Conclusons in the origind IAS 40 indicates very clealy that the favoured
gpproach of many at the old IASC was to move to fair value, but that it was not then
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felt possble to do so (it was a politicdly difficult time, given tha it was known that
the existing IASC was soon to be restructured and replaced by a new Board and there
was a push to get the standard out before the old Board was disbanded).

In any case, we believe that the case for removing the higtorica cost option in IAS 40
is quite a draightforward one to make. Property investment companies use and are
judged on the basis of far vaues of ther properties, the accounting standard is thus
lagging behind the market by not requiring rdevant information to be given. The
quesion of rdiability should be in no doubt: far vadue messurement is well-
edablished in the property world and there are internationd rules on vauation. We
see the current work of the ‘revaluation group’ as being unaffected by this issue when
its remit is to consder the trestment of operationa assets that have to be depreciated.
Nor do we believe that it is necessary to await resolution of the issue of how gains and
losses are to be reported in the mgor project on reporting financia performance;
investment property fair value gains and losses should be trested as aready required
by IAS 40, i.e. in the income datement. Exactly where in a sngle performance
satement that would be can be determined once the reporting financid performance
project reaches its conclusions.

The Board should take the opportunity to remove an acknowledged poorer option in
this case.

If there are any matters arisng from this letter you would like to discuss, please do not
hegitate to contact Danielle Stewart on 020 7731 6163.

Y ours fathfully

Danidle Stewart
Chairman, LSCA Technicd Committee
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20 September 2002

Marie-Chrigine Batt

Internationa Accounting Standards Board
30 Cannon Street,

London

ECAM 6XH

Dear Sirs,

LSCA TECHNICAL COMMITTEE RESPONSE TO EXPOSURE DRAFT OF
PROPOSED IMPROVEMENTSTO INTERNATIONAL ACCOUNTING
STANDARDS, SPECIFICALLY RE: IAS27" CONSOLIDATED AND
SEPARATE FINANCIAL STATEMENTS'

With a membership of 30,000, the London Society of Chartered Accountants (LSCA)
isthelargest of the regiona bodies which form the Indtitute of Chartered Accountants
in England & Waes. London members, like those of the Indtitute as awhole, work in
practice or in business. The London Society operates awide range of specidist
committeesincluding Technica (accounting and auditing), Tax, Regulation and

Ethics Review and Financia Services and Insolvency, which scrutinise and make
representations to issuing bodies such as yourselves. The LSCA Technica
Committee wel comes the opportunity to respond to the Internationa Accounting
Standards Board (‘the Board') regarding the revision to Internationa Accounting
Standard |AS 27, 'Consolidated and Separate Financial Statements, published by the
Board for comment in May 2002.

We have reviewed the exposure draft (ED) and set out below a number of comments.
We comment first on the specific issues raised in the exposure draft and then on other
points of detall.

RESPONSES TO SPECIFIC QUESTIONS
Q1. Do you agree that a parent need not prepare consolidated financial

statementsif all thecriteriain paragraph 8 are met?

The Committee are srongly in favour of having exemption criteria in IAS 27 rdating
to the preparation of consolidated accounts for certain subdsdiaries. Without this
exemption subsidiaies would in many cases be forced to produce consolidated
accounts unnecessarily.
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The Committee broadly agrees with the revised criteria in paa 8 but have the
following additional comments:

The Committee believes that para 8 (8 should not refer to unanimous agreement
from minority interets but indead the requiste consent required by law from
minority interests.

The Committee consders that para 8 (C) referring to “in_the process of issing
securities in public securities markets’ is rather ambiguous and needs to be made
Clearer.

The Committee believes paragraph 8 (d) needs to be made clearer by daing “any
parent_in which it is incduded publishes consolidated financid Statements that comply
with Internationd Financid Reporting Standards’ dnce a an intermediate  parent
level financid satements complying with Internationd Financid Reporting Standards
may not be prepared.

Q2. 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)?

The Committee agrees with the proposals to present minority interests within equity,
separaedy from the parent shareholder’s equity. This presentation is considered by the
Committee to most fairly reflect the total assets controlled by the group but ill give
due prominence to any minority interest in the consolidated balance sheet.

However, the Committee believe that if the IASB ae to look at the presentation of
minority interests in the bdance sheet then they mud a the same time look at
presentation in the income statement. Looking a the baance sheet presentation aone
is congdered wholly ingppropriate.

Q3(a) Do you agree that investments in subsidiaries, jointly controlled
entities and associates that are consolidated, proportionately consolidated or
accounted for under the equity method in the consolidated financial
statements should be either carried at cost or accounted in accordance with
IAS 39, Financial Instruments. Recognition and Measurement, in the
investor’s separ ate financial statements (paragraph 29)?

The Committee agrees with the eimination of the equity method as an option, in the
investor's separate financia statements.

Also, the Committee considers |AS 27.30 should be redrafted to be clearer that the
invesment in any non-consolidated subsidiary, for whatever reason, should be
accounted for in accordance with IAS 39.

In addition the Committee would like to point out that the choicein IAS 27.29 may

lead unusud results. For ingtance, in a Situation such as where a listed parent with one
trading subsdiary, the market vaue of the trading subsdiary isthe market vaue of
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the listed parent. This would therefore mean that if the listed parent could follow IAS
39 in the solus accounts it would record its investment in the trading subsdiary &t its
own market value and take the gain to its own profit and loss account (assuming legd
issues are resolved to permit IAS 39).

The Committee adso disagrees with the last sentence of para 29B by requiring
digtributions received in excess of profits post acquisition should be accounted for as
a reduction in the invesment vadue. The Committee bdieves tha dl didributions
should go to the income statement.

Q3(b) Do you agree that if investments in subsidiaries, jointly controlled
entities and associates are accounted for in accordance with [AS 39
in the consolidated financial statements, then such investments
should be accounted for in the same way in the investor’s separate
financial statements (paragraph 30)?

The Committee concurs that when an entity gpplies IAS 39 in its consolidated
financid <Statements when accounting for invetments in subgdiaries, associaes or
joint ventures when ether () acquired and hdd exclusvely with a view to subsequent
digposd in the near future; or (b) operating under severe long term redrictions that
ggnificantly impar its ability to transdfer funds to the entity, that the same method
should be applied for the investor's separate financid dSatements. The Committee
condders tha a condgent trestment in both the consolidated and investor's own
financid dSaements under these circumgtances would be the only common sense
option.

OTHER COMMENTS

Para. 9 - Only financial statements — The Committee believes that this paragraph
appears only to confuse rather than aid and thus should be deleted.

Criteria for excluson from the scope of consolidation — The Committee agree that
it is hdpful to be more specific by gating “within twelve months’ in para. 13 when
control is intended to be temporary rather than usng vague datements like “in the
near future’.

Long term redrictions — The Committee agrees that condderation of severe long
term redrictions are better dealt with when congdering control (para 12A) as

opposed to requiring a separate excluson category for consolidation where long term
redtrictions exist.

Minority interests — The Committee believe that losses gpplicable to the minority
(para. 27) should not be limited.

Disclosures — The Committee consders that certain of the suggested disclosures are
unnecessary and would therefore favour deletion of paras. 32 (¢) and 32 (e).
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Para. 33. — Disclosures in investors own financial statements — As currently
drafted this implies that separate financid dSatements are “sand-alones’ (i.e. Not
combined with consolidated accounts) which may not be the case and the Committee
would thus favour a digtinction being made.

Effective date — The Committee beieve that the last sentence of para. 34 by dating
“if early adoption affects the financid daements, an entity shdl disdose the fact”
that it does not make it clear if thisisirrespective of whether or not it is adopted early.

If there are any matters arising from this letter that you would like to discuss, please

do not hegtate to contact Steven Brice (Chairman of the working party — 0207 220
3231) or Danidlle Stewart (020 7731 6163).

Y ours fathfully,

Danidle Stewart
Chairman, LSCA Technical Committee
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20 September 2002

Marie-Chrigine Batt

Internationa Accounting Standards Board
30 Cannon Street,

London

EC4M 6XH

Dear Sirs

LSCA TECHNICAL COMMITTEE RESPONSE TO EXPOSURE DRAFT OF
PROPOSED IMPROVEMENTSTO INTERNATIONAL ACCOUNTING
STANDARDS, SPECIFICALLY RE: IAS28'ACCOUNTING FOR
INVESTMENTSIN ASSOCIATES

With amembership of 30,000, the London Society of Chartered Accountants (LSCA)
isthe largest of the regiona bodies which form the Ingtitute of Chartered Accountarts
in England & Waes. London members, like those of the Indtitute as awhole, work in
practice or in business. The London Society operates awide range of specidist
committeesincluding Technicd (accounting and auditing), Tax, Regulation and

Ethics Review and Financia Services and Insolvency, which scrutinise and make
representations to issuing bodies such as yourselves. The LSCA Technica
Committee wel comes the opportunity to respond to the Internationa Accounting
Standards Board (‘the Board') regarding the revison to Internationa Accounting
Standard 1AS 28, ‘Accounting for Investments in Associates, published by the Board
for comment in May 2002.

We have reviewed the exposure draft (ED) and set out below a number of comments.
We comment first on the specific issues raised in the exposure draft and then on other
points of detall.

RESPONSES TO SPECIFIC QUESTIONS

QL Do you agree that IAS 28 and IAS 31, Financial Reporting of
Interests in Joint Ventures, should not apply to investments that otherwise
would be associates or joint ventures held by venture capital organisations,
mutual funds, unit trusts and smilar entities if these investments are
measured at fair value in accordance with 1AS 39, Financial Instruments:
Recognition and Measurement, when such measurement is well-established
practicein those industries (see paragraph 1)?

The Committee agrees that for investments which would ordinarily meet the

definition of ether an associate and/or a joint venture should not apply the accounting
requirements in 1AS 28 and/or IAS 31 when the invesment is held by ether venture
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capitd organisations, mutua funds, unit trusts or Imilar entities which goply 1AS 39
fair vaue measurement rules to that drategic invesment.

The Committee consders that for these types of industry well established far vadue
accounting practices provide the most meaningful measure for drategic investment
vaues. The Committee therefore consders that by incluson of this scope exemption
tha meeningful information, under IAS 39, can ill be produced when nether the
equity method nor proportionate consolidation are deemed appropriate.

Q2. Do you agree that the amount to be reduced to nil when an
associate incurs losses should include not only investments in the equity of the
associate but also other interests such as long-term recevables (paragraph
22)?

The Committee consders that an investor should provide for its share of the lossesin
full, even where thisresults in the investor showing a share of net ligbilities as
opposed to net assets. The Committee believesthat a“ nil position” does not provide
the fairest reflection of the pogtion of theinvestor’ s investment in equity of the
associate even with the proposed widening of the definition of “interest inan
associate’ to include other interests such as long-term receivables. Any negative
resulting position is best reflected as a provison in the investor’ s financial statements.

OTHER COMMENTS

Impairment losses— By aso including the “proceeds on the ultimate disposal of the
investment” in para 23 (@) this appears to be double counting.

Use of equity accounting — The Committee condders that if the investing company
does not prepare consolidated financial statements because it has no subsdiaries that
it $ould ill be permitted to use a cost option as long as additiona information on the
rdevant amounts for its joint ventures and associates usng equity accounting is
disclosed initsown individua financia statements.

Disclosures — The Committee consders that certain of the suggested disclosures are
unnecessary and would therefore favour deletion of paras. 27 (b) (c) and (d).

Effective date — The Committee believe that the last sentence of para 29 by dating
“if early adoption affects the financid datements, an entity shdl disclose the fact”
that it does not make it clear if thisis irrespective of whether or not it is adopted early.

If there are any matters arising from this letter that you would like to discuss, please

do not hesitate to contact Steven Brice (Chairman of the working party — 0207 220
3231) or Danidlle Stewart (020 7731 6163).

Yoursfaithfully,

Dani€lle Stewart
Chairman, LSCA Technical Committee
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20 September 2002

Marie-Chrigtine Batt

Internationa Accounting Standards Board
30 Cannon Street

London

EC4AM 6XH

Dear Madam

LSCA TECHNICAL COMMITTEE RESPONSE TO EXPOSURE DRAFT OF

PROPOSED IMPROVEMENTSTO INTERNATIONAL ACCOUNTING
STANDARDS, SPECIFICALLY RE: IAS1'PRESENTATION OF
FINANCIAL STATEMENTS

With amembership of 30,000, the London Society of Chartered Accountants (LSCA)
isthe largest of the regiona bodies which form the Institute of Chartered Accountants
in England & Waes. London members, like those of the Ingtitute as awhole, work in
practice or in business. The London Society operates awide range of specidist
committeesincluding Technica (accounting and auditing), Tax, Regulation and

Ethics Review and Financia Services and Insolvency, which scrutinise and make
representations to issuing bodies such as yoursalves. The LSCA Technicd
Committee welcomes the opportunity to respond to the Internationa Accounting
Standards Board (‘the Board') regarding the revision to Internationa Accounting
Standard 1AS 1, 'Presentation of Financial Statements, published by the Board for
comment in May 2002.

We have reviewed the exposure draft (ED) and set out below a number of comments.
We comment first on mgor points of concern, then on the specific issues raised in the
exposure draft and findly other points of detall.

IAS1PRESENTATION OF FINANCIAL STATEMENTS

We welcome the proposed improvementsto IAS 1, subject to our comments below,
and bdieve that it isworth introducing these improverments even though the Board
has awider project on reporting financial performance on itsagenda. The difficulties
facing that project are such that many of these proposed improvements might
otherwise have been delayed consderably.
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However, we beieve that leaving only minimad requirements for the lineitems
required to be disclosed on the face of the primary statements, particularly the income
statement, means that the scope for improvements to the standard have been limited.

MAJOR POINTS

42.

43.

Fair Presentation

We strongly support recognition in the proposed standard of the principle that
departure from the requirements of an IAS might in some circumstances be
necessary to achieve afair presentation. Our experience in the UK suggests that
the existence of a Satutory requirement to show a“true and fair view”,

induding the existence of an override, has contributed significantly to the

quality of financid reporting. For those who fear abuse of such aprovison, in
our experience the override itsdlf israrely used.

The UK's detailed requirements relating to the preparation of financid
Statements are split between statute (pecificaly Company Law) and accounting
standards which are issued by a body independent of the government. The
requirements which are contained in Satute are typicadly detailed and specific;
many of them are detailed rules rather than high leve principles. The
requirement to show atrue and fair view, including the override, is aso set out
in Company Law and is repeated in our accounting standards. Because it is
difficult to change legidation, particularly when it has been set at a European
level, the true and fair override has tended to be used where accounting practice
has developed to the extent that some of the more detailed rules within the law
have become out of date. In other words, the override is predominantly used asa
mechanism to overcome anachronigtic rules.

Otherwise, the override in standards has been used only in wholly exceptiona
and appropriate circumstances, which are too rare to be anticipated in a
principles-based standard. Hence, the downside of possible abuse of the
override has been far outweighed by the benefits achieved from the overal
requirement to show atrue and fair view, beyond the gpplication of existing
standards and rules, asit focuses the minds of preparers and auditors to achieve
this end.

Nevertheless, we regard the existence of an effective enforcement mechanism as
an important deterrent of abuse of an ‘override’ provision. Inconsstent
enforcement of internationa standardsis likely to undermine the credibility of

the Board and its standards and diminish the prospects for globa convergence.
We believe that the Board has arole to play in encouraging the rapid
development of comparable enforcement mechanisms on aworldwide basis and
we direct the Board' s attention to the UK Financia Reporting Review Pand,
which the Fédération des Experts Comptables Européens (FEE) has recently
suggested as amodd for the rest of Europe. The UK has shown thet it is
possible to have an effective ‘ policeman’ and yet resst the temptation to
‘interpret’ standards when passing judgement on specific cases, which would
have the double danger of undermining both the IASB as standard setter and the
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45.

proper exercise of accountants professiond judgement when applying
principles-based standards in practice.

We do not support the proposal that the application of IFRS should differ
according to the requirements of different regulatory frameworks. The principle
of ‘fair presentation’ is, in our view, closely associated with and underpinned by
the provison of principles-based standards rather than detailed rules for
financid reporting. By including this proposd, the revised sandard & once
undermines this gpproach to accounting standards and financid reporting. The
Board should not concern itself with legd or regulatory rulesin particular
countries that would prevent the proper application of this approach; such issues
are for nationd authorities to dedl with. We redlise that this may represent a
Sgnificant change in approach and even philosophy by some regulators, but
such amove will be necessary if principles-based standards promulgated by the
Board are to become aredlity on aworld-wide basis.

Internationa standards should be gpplied consgtently in al jurisdictions:
disclosure is no subgtitute, whether or not the relevant regulatory framework
prohibits departures from accounting standards. The concession set out in
paragraph 15 and in the last fourteen words of paragraph 13 should therefore be
deleted. If the IASB perdgdtsin retaining these parts of the standard, it should be
made clear that failure to override because of locd jurisdictiond rules, even
where additional disclosureis given as required by paragraph 15, means that an
entity will not be able to dlaim thet the financia Statements “present fairly”.
Thereisadanger of this happening, given the phrase “with additiona disclosure
where necessary” in paragraph 10. We would therefore aso recommend
incluson in the revised standard of the principle that inappropriate accounting
cannot be rectified by disclosure, as set out in paragraph 12 of the existing
standard, but now deleted (a decision we deplore and for which we see no
judtification).

RESPONSES TO SPECIFIC QUESTIONS

Question 1

Do you agree with the proposed gpproach regarding departure from a requirement of
an Internationa Financia Reporting Standard or an Interpretation of an Internationa
Financid Reporting Standard to achieve afair presentation (See proposed paragraphs
13-16)?

Please see our comments above in paragraphs 1-4.

Question 2

Do you agree with prohibiting the presentation of items of income and expense as
‘extraordinary items in the income statement and the notes (see proposed paragraphs
78 and 79)?
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We support a prohibition on entities showing, as a separate post-tax category or line
item on the face of the performance statement, items that have been segregated purdy
because they are judged by management to be in some way unusud or abnorma. We
therefore have some concerns regarding the effectiveness of proposed paragraphs 78
and 79 of the exposure draft, which smply prohibit one term without specificaly
prohibiting other possible terms (for example, *exceptiond’ or ‘unusud’). Instead,
the standard should make it a positive requirement that al items of an unusud nature
should be included under the gppropriate income statement heading to which they
relate, as well as removing the extraordinary item line from the income statement, as
has been done in paragraph 76. The text, probably in grey letter, can then encourage
entities to disclose unusud items separately by way of note, or disaggregated on the
face of the income statement if that degree of prominence is necessary to provide a
far presentation (as long as the item remains within the relevant line).

Alternatively, if thisis consdered ingppropriate for the improvements project, it could
be addressed ingtead in the Board' s current project on reporting financial
performance. Asnoted in our introductory remarks, the failure of the standard to
require line items to be disclosed between revenue and profit before tax in the income
statement, such as cost of sales, may make our suggestion impractica for the scope of
thisrevisonto IAS 1.

Question 3

Do you agree that along-term financid ligbility due to be settled within twelve
months of the balance sheet date should be classfied as acurrent ligbility, even if an
agreement to refinance, or to reschedule payments, on along-term basis is completed
after the balance sheet date and before the financid statements are authorised for issue
(see proposed paragraph 60)?

Yes, we agree, subject to our comments in the following paragraphs. We recognise
that dassfying a liability as current or non-current according to the latest information
on the probability that it will be pad within tweve months may provide highly
relevant information about the entity’s financid postion. However, we condder that
a requirement for presentation to reflect conditions prevailing at the balance sheet date
is conceptudly superior (and presumably companies will dways choose to disclose
the supplementary information on refinancing as it will be in their best interests to do
). We suggest the inclusion in this pat of the sandard of a cross-reference to
paragraph 18, highlighting that a breach of covenants of this nature will mean that
management will need to consder whether the entity is a going concern.

Paragraph 57(b) requires a liability to be classfied as current if it ‘is due to be settled
within twelve months of the balance sheet date’. It should be made clear that this
refers to a legd requirement for settlement within twelve months, rather than a less
binding agreement or intention. If this is, as we expect, the correct interpretation, then
aoplication of paragraphs 54 and 57 is likdy to produce mutualy inconsstent
trestment in the accounts of entities involved in the same transaction, because the
classfication of ligbilities is based on ‘due but the classfication of assets is based on
‘expected’. The most obvious example is probably intragroup debt assets and
ligbilities in the financid Satements of transacting group companies. The Board may
wish to consder thisissue prior to finaisation of the proposed standard.
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Wenotethat |AS 35 requiresdisclosure (including optional presentation) of
discontinuing oper ations even wheretheinitial disclosure event is after the
balance sheet date. This conceptual inconsistency with the proposed
presentation of long-term liabilities is unsatisfactory and should also be
addressed by the Board.

Question 4
Do you agree that:

@ a long-term financial liability that is payable on demand because the entity
breached a condition of its loan agreement should be classified as current at
the balance sheet date, even if the lender has agreed after the balance sheet
date, and before the financial statements are authorised for issue, not to
demand payment as a consequence of the breach (see proposed paragraph
62)?

(b) if a lender was entitled to demand immediate repayment of a loan because the
entity breached a condition of its loan 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 payment,
the liability is classified as non-current if it is due for settlement, without that
breach of the loan agreement, at least twelve months after the balance sheet
date and:

@) the entity rectifies the breach within the period of grace; or

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

We accept thelogic of adopting this approach, subject to our commentsin
answer to question 3.

Question 5

Do you agree that an entity should disclose the judgements made by management in
applying the accounting policies that have the most Sgnificant effect on the amounts
of items recognised in the financid satements (see proposed paragraphs 108 and
109)?

No. Wedo not consider it necessary or appropriate to make management justify
their decisonsin thisway; a statement of fair presentation should be sufficient.
Where measurement variables exist that give scope for management judgement
to be applied to accounting treatments, disclosure of those variables should
simply berequired in therdevant standard; for example, disclosure of the
discount rate applied to pension liabilities, or the example given in paragraph

109 that relatesto IAS 27. Moreover, the other example in paragraph 109
regarding financial assetsis unhelpful: the decison on whether financial assets
are held-to-maturity investments depends on the application of specific rules
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within current accounting standar ds, not management judgement. Paragraphs
108 and 109 should be deleted to avoid uncertainty and inconsistent
inter pretation.

Question 6

Do you agree that an entity should disclose key assumptions about the future, and
other sources of measurement uncertainty, that have asignificant risk of causng a
materia adjustment to the carrying amounts of assets and liabilities within the next
financia year (see proposed paragraphs 110-115)?

In principle, we support greater disclosure of significant risks and uncertainties,
including key assumptions about the future. However, implementation of the
wide-ranging requirements of paragraphs 110-115 will inevitably involve a high
degree of management judgement (as paragraph 111 itself makesclear). We
suggest that thisis made explicit in the proposed standard by inserting the words
‘in the view of management’ before ‘have a significant risk of causing a material
adjustment’ in the bold letter text in paragraph 110.

OTHER POINTS

Other financial reporting

It isnoted in paragraph 9 of the proposed standard that management reviews
presented outside the financial statements and additional statements such as
environmental reports and value added statements ar e outside the scope of | FRS.
We believe that the Board should, in due cour s, take responsibility for the
improvement of all aspects of financial reporting, and welcome the Board’'s
decision to consder development of guidance on the MD& A, asrecently
highlighted in the Board’ s published work programme and agenda. We suggest
that at an early stage the Board should review the adequacy of its current remit
and revise or delete this paragraph.

Consistency of presentation

We believe that paragraph 22(a) should not refer to the change demondrating to
management, but to management being able to demondrate to others: a more rigorous
test that would be less open to abuse. Paragraph 22(a) would then read:

‘(@) The entity can demondrate that, because of asgnificant changein the
nature of the operations...., achangein presentation....’

Disclosur e of accounting policies
This section (paragraphs 103-109) of the proposed standard should emphasise the
importance of disclosng dearly in the financid statements.

the genera approach adopted to the selection of accounting policies,
choices made by management when sdecting the accounting policies most
gppropriate to the particular circumstances of the reporting entity, and

the rationale for those choices.
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This guidance might be inserted before the existing text in paragraph 105 and
might be mor e useful in practice than the requirements of proposed par agraph
108 (and see our comments above on paragraphs 108 and 109).

Theaccrualsbass

The need for caution regarding use of the accruds basis of accounting, highlighted in
paragraph 95 of the Framework, should be reflected in the guidance on accruas
accounting in proposed IAS 1. We suggest that the words ‘and only when' are
inserted after ‘when’ in paragraph 21 of the proposed standard.

‘Annual’ accounts

The firgt sentence of paragraph 47 is mideading, as annud financid statements can be
presented for a period longer than one year. We suggest this sentence is del eted;
ingtead insart *annua’ after the first word of paragraph 48.

Marketable securities

Paragraph 56 explains that a marketable security should be classified as current or
non-current by reference to paragraph 54(c), i.e. whether it is expected to be realised
within twelve months of the balance sheet date. However, on the basis of the current
IASs on financid instruments, we consider paragraph 54(b) to be more rlevant in this
context, i.e. whether the security is held primarily for trading purposes and we suggest
that the Board amends paragraph 56 accordingly.

The balance between disclosure and clarity

Theleve of detall that might be involved depending on the level of disaggregation on
the face of the primary financid statements could lead to the statements becoming
unreadable due to overload of information. We suggest that guidance on gtriking the
right balance between disclosure and clarity is added to paragraph 68; the notes can
aways be used to provide additiona breskdown of lineitems.

Minority interests

Paragraphs 65 and 76 requirea ‘minority interest’ to be shown asalineitem on
the face of the balance sheet and income statement respectively. The
presentations suggested appear to beinconsistent with the changesto the
accounting treatment of minority interests proposed in draft IAS27. TheBoard
should ensurethat any inconsistencies are eliminated befor e the improved
standards are published (as noted in paragraph A18 of the Basisfor
Conclusions).

Disaggregation in the statement of changesin equity

The cumulative effect of changes in accounting policy and of the correction of errors
should be disclosed separately in this satement. 1t may be sufficient to insert ‘ of’
after *and’ in paragraph 91(c) to make this clear.

Removal of some disclosure requirements

We are not surewhy the Board has decided to remove therequirementsto
disclose the number of an entity’semployees and an entity’s country of
incorporation and itsregistered address. Whilethe lASB may believe that such
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disclosuresarenot part of thefinancial reporting information over which it
claims a remit, these ar e pieces of useful infor mation which will affect theuser’s
assessment of the financial position and performance of the entity. Assuch, they
can be argued to fall within the broad frame of relevant financial infor mation.

If there are any matters arising from this letter you would like to discuss, please do
not hesitate to contact Danielle Sewart on 020 7731 6163.

Yours faithfully

Danidlle Sewart
Chairman, LSCA Technical Committee
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1 October 2002

Marie-Chrigine Batt

Internationa Accounting Standards Board
30 Cannon Street

London

EC4M 6XH

Dear Madam

LSCA TECHNICAL COMMITTEE RESPONSE TO EXPOSURE DRAFT OF
PROPOSED IMPROVEMENTSTO INTERNATIONAL ACCOUNTING
STANDARDS, SPECIFICALLY RE: |IAS 16 PROPERTY, PLANT AND
EQUIPMENT'

With amembership of 30,000, the London Society of Chartered Accountants (LSCA)
isthe largest of the regiona bodies which form the Ingtitute of Chartered Accountants
in England & Waes. London members, like those of the Indtitute as awhole, work in
practice or in business. The London Society operates awide range of specidist
committeesincluding Technicd (accounting and auditing), Tax, Regulation and

Ethics Review and Financia Services and Insolvency, which scrutinise and make
representations to issuing bodies such as yourselves. The LSCA Technica
Committee wel comes the opportunity to respond to the Internationa Accounting
Standards Board (‘the Board') regarding the revision to Internationa Accounting
Standard IAS 16, 'Property, Plant and Equipment’, published by the Board for
comment in May 2002.

We have reviewed the exposure draft (ED) and set out below a number of comments.

First we give our mgor points, then we comment on the specific issuesraised in the
exposure draft and finally on other points of detail.

MAJOR POINTS

Residual values: We strongly disagree with the proposed change to paragraph 46 (and
the definition of resdua vaue) to require the current resdua vaue, assessed as a the
balance sheet date, to be used. We bdieve that this proposd is inconsstent with the
benchmark trestment, snce it effectively introduces a patid revaudation into the
caculation of the depreciable amount of the asst.

We condder that the proposed change is a ggnificant matter and should have been
highlighted in the IASB’ s consultation and specific questions for comment.
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RESPONSES TO SPECIFIC QUESTIONS

Question 1

Do you agree that all exchanges of items of property, plant and equipment should be
measured at fair value, except when the fair value of neither of the assets exchanged
can be determined reliably (see paragraphs 21 and 21A)?

No. We bdieve that the trestment of exchanges of property, plant and equipment
should focus on whether there has been a change in the substance of the entity’s
assets, rather than on whether there has been a mere legd exchange. Where there has
been no such change in substance, the cost of the acquired asset should be measured
as the carrying vaue of the asset given up in exchange. If the focus is indtead on legd
exchange, this would seem to present a method by which entities could, with the
cooperation of a third party, effectively revaue its assets on a piecemed bads. We
acknowledge, however, that guidance would be required on how to determine whether
the substance of the entity’ s assets had in fact changed.

Question 2

Do you agree that all exchanges of intangible assets should be measured at fair value,
except when the fair value of neither of the assets exchanged can be determined
reliably? (See the amendments in paragraphs 34-34B of IAS 38, Intangible Assets,
proposed as a consequence of the proposal described in Question 1.)

(Note that the Board has decided not to amend, at this time, the prohibition in IAS 18
Revenue, on recognising revenue from exchanges or swaps of goods or services of a
similar nature and value. The Board will review that policy later in the context of a
future project on the Recognition of Revenue.)

See response to Question 1.
Question 3

Do you agree that depreciation of an item of property, plant and equipment should
not cease when it becomes temporarily idle or is retired from active use and held for
disposal (see paragraph 59)?

No, we strongly disagree that this should be a generd requirement.

Depreciation is defined as “the systemdtic alocation of the depreciable amount of an
aset over its useful life’ and useful life is defined as “dther (@) the period of time
over which an asset is expected to be used by the entity; or (b) the number of
production or Smilar units expected to be obtained from the asset by the entity.”

In respect of assets retired from active use and held for disposd, since it is no longer
being usad by the entity its useful life would appear to have come to an end (even if it
was previoudy expected to last longer). We therefore agree with the argument set out
in the find sentence of paragrgph A10 of the Appendix to the exposure draft that
accounting for such assets should become a process of vauation rather than of cost
dlocation.
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If the vdue of the assat continues to dedine because its ussful life had fdlen within
pat (a) of the definition, in our view that decline would form part of the (provison
for) losson sde.

In respect of assets that are temporarily idle, for assets whose useful life fals within
pat (b) of the definition we disagree with the statement in paragraph All of the
Appendix that “the financid dtatements would omit the consumption of the asset’'s
sarvice potentid”.  If there is no current production, or if none of the other factors set
out in paragraph 43 of the draft standard have led to a reduction in the service
potentia of the assat, we do not understand what consumption of service potentid is
taking place that is being omitted from the financid datements We agree with the
proposed change in respect of assats that are temporarily idle and whose service
potentid is consumed by the mere elgpse of time.

OTHER POINTS

Impairment testing: We note that IASB are likely to continue to require an annud
imparment test for intangible assets with indefinite lives and for goodwill. In order to
foster a conagent gpproach to the gpplication of impairment testing, we suggest that
the standard might include a requirement to test annudly for impairment any property,
plant or equipment that is either not being depreciated or being depreciated over a
very long life (the standard specifying what period this should be).

Valuation: Agan to foster consstency, we suggest that the standard should at least
encourage, if not require, the involvement of an extend professondly qudified
vauer a aspecified minimum interva.

Donated assets: We note that assets received by government grant are recognised in
the accounts at a deemed cost. We wonder whether assets donated by other parties
shoud aso be recognised a a deemed cost (being their fair value at donation).

If there are any matters arising from this letter that you would like to discuss, please
do not hesitate to contact Danielle Stewart on 020 7731 6163.

Y ours fathfully,

Danidle Stewart
Chairman, LSCA Technical Committee
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1 October 2002

Marie-Chridine Batt

Internationa Accounting Standards Board
30 Cannon Street,

London

EC4AM 6XH

Dear Madam

LSCA TECHNICAL COMMITTEE RESPONSE TO EXPOSURE DRAFT OF
PROPOSED IMPROVEMENTSTO INTERNATIONAL ACCOUNTING
STANDARDS, SPECIFICALLY RE: IAS21'THE EFFECTS OF CHANGES
IN FOREIGN EXCHANGE RATES

With a membership of 30,000, the London Society of Chartered Accountants (LSCA)
isthe largest of the regiond bodies which form the Indtitute of Chartered Accountants
in England & Waes. London members, like those of the Ingtitute as awhole, work in
practice or in business. The London Society operates awide range of specidist
committeesincduding Technicd (accounting and auditing), Tax, Regulation and

Ethics Review and Financia Services and Insolvency, which scrutinise and make
representations to issuing bodies such as yourselves. The LSCA Technica
Committee wel comes the opportunity to respond to the Internationa Accounting
Standards Board (‘the Board') regarding the revison to International Accounting
Standard IAS 21, 'The Effects of Changes in Foreign Exchange Rates, published by
the Board for comment in May 2002.

We have reviewed the exposure draft (ED) and set out below a number of comments.

We comment first on the specific issues raised in the exposure draft and then on other
points of detall.

Consolidated accounts and presentational currency

1. Asnoted at 5 below we prefer the method discussed in A14 of the Board' s Basis
of Conclusonsto trandate financid statements into a presentationa currency.
Where consolidated financid statements are to be presented in a presentation
currency it would first be necessary to prepare the consolidated financid
gatements in the group’ s functional currency in accordance with paragraph 30 of
the ED.

| nvitation to Comment

2. Paragraphs 3 to 7 below address the specific questions raised by the Board in the
invitation to comment on the ED.
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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 is an entity’s
functional currency?

3. Yes We paticularly welcome paragraph 10, which highlights thet it is not just a
matter of rules but requires the entity’ s management to exercise judgement.

Question 2 Do you agree that a reporting entity (whether a group or a stand-alone
entity) should be permitted to present its financial statementsin any currency (or
currencies) that it chooses?

4. Yes, provided such convenience trandations are in addition to preparing financid
gaementsin an entity’ s functiona currency and identify both the functiona and
presentation currency and the exchange rete.

Question 3 Do you agree that all entities should trandate their financial statements
into the presentation currency (or currencies) using the same method asisrequired
for tranglating a foreign operation for inclusion in the reporting entity' s financial
statements (see paragraphs 37 and 40)?

5. No. We prefer the use of the closing rate at the latest balance sheet date so as to
preserve comparability year on year. As noted in A14 of the Basisfor Conclusions
such an approach does not generate any new gains or |osses and does not change
ratios from those that would have been cdculated in the functiond currency.

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

6. Yes. We notethat this does not prohibit the capitdisation of exchange differences
under IAS 23 Borrowing costs.

Question 5 Do you agree that (a) goodwill and (b) fair value adjustments to assets
and liabilities that arise on the acquisition of a foreign operation should be treated as
assets and liabilities of the foreign operation and translated at the closing rate (see
paragraph 45)?

7. Yes However there may be practica difficulties where higtoricaly entities have
trandated goodwill at the historic rate as currently permitted by IAS 21. For
example, dividing goodwill into different currencies and, when the revised
gandard isfirst implemented, in obtaining the information in respect of the prior
years. Wewould look for transtiond provisons to ded with the prior year
problem if retrandation of goodwill became mandatory. Such trangtiona
provisions should be capable of being applied under the standard addressing first
time gpplication of IFRS.

8. Problems could arise when an entity acquires a group as to whether the goodwill
isin the functiond currency of the acquired group or whether it needs to be
attributed to the underlying entities in that group which may have different
functiona currencies. We note the statement in paragraph A27 of the Basisfor
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Conclusons which gates that the Board will keep this matter under review in the
context of the proposds for impairment testing of goodwill.

Different reporting dates

9. Paragraph 44 states that where the assets and liabilities of aforeign operation are
consolidated using a bal ance sheet made up to a different reporting date from that
of the group, they should be trandated at the exchange rate at the balance sheet
date of the foreign operation. However, it then requires that “adjustments are
made for sgnificant movements in exchange rates up to the balance sheet date of
the reporting entity”. This should be replaced with a smple requirement to use
the exchange rates at the balance sheet date of the reporting entity. These rates
will dways be known by the time that the financid statements of the reporting
entity are prepared and more clearly reflects what is actudly required by

paragraph 44.

If there are any mattersarising from thisletter you would like to discuss, please
do not hesitate to contact Danielle Stewart on 020 7731 6163.

Y our sfaithfully

Dani€lle Stewart
Chairman, LSCA Technical Committee
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