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C/ LETTER OF COMMENT NO. 45

Sir David Tweedie
Chairman of the IASB
30 Cannon Street
London

EC4M 6XH

by email to: commentletters @ iash.org

HAG (0237/09) Brussels, 10 April 2009
Re: Discussion Paper on “Preliminary Views on Financial Statement Presentation”

Dear Sir David

On behalf of the European Savings Banks Group (ESBG), we would like to thank you for the
opportunity to comment on the above mentioned Discussion Paper and enclose our detailed
response in the Annex to this letter.

The ESBG is convinced that the envisaged redesign of the presentation of financial statements is
an important project with far reaching implications for preparers of fmancial statements and
users of financial information. Fundamentally, we welcome the forthcoming standardisation of
the structure and presentation of financial statements and the improvement of the information
made available. We welcome in particular the focus on the management approach which provides
the best suited criterion for corporate activities and facilitating the communication of information
which is decision-useful.

We would, however, like to express some concerns about the approach taken, especially as
regards the direct method cash flow statement, the envisaged disaggregation of financial

information into two sections and the proposed “one statement of comprehensive income
approach”.

The ESBG stands ready to contribute further to any discussions on this matter and we remain at
your disposal should you have any questions in relation to our comments.

I thank you in advance for taking our comments into consideration and remain

Yours sincerely

e

Chris De Noose
Managing Director

- Annex —

ENERAN:
European Savings Banks Group - aisbl

Rue Marie-Thérése, 11 B-1000 Bruxelles Tel: +322211 1111 Fax:+3222111199
E-mail: first name.surname @savings-banks.eu  Website: www.esbg.eu



ESBG comments on the Discussion Paper on “Preliminary Views on Financial Statement
Presentation”

General remarks

The ESBG is convinced that the envisaged redesign of the presentation of financial statements is
an important project with far reaching implications for preparers of financial statements and
users of financial information. Fundamentally, we welcome the forthcoming standardisation of
the structure and presentation of financial statements and the improvement of the information
made available. We welcome in particular the focus on the management approach which provides
the best suited criterion for corporate activities and facilitating the communication of information
which is decision-useful.

Nevertheless, we would like to express some concerns about the approach taken, especially as
regards:

s the direct method cash flow statement
e the envisaged disaggregation of financial information into two sections and
» the proposed “one statement of comprehensive income approach”.

The ESBG agrees that the issue of liquidity is a major challenge for the banking industry.
However, cash flow statements are not the central part of planning procedures and accounting
systems of the bank and do not facilitate forecasts concerning the future economic situation. The
presentation of cash flows should therefore remain at the bank’s discretion and be optional -
whether or not it is prepared using the direct or indirect method. We are convinced that a
mandatory obligation for banks to use the direct method would create additional administrative
burdens and tie up financial resources without providing added value to readers.

As regards the proposed disaggregation of financial information into the two sections “business”
and “financing”, the ESBG acknowledges that an important reason behind the financial reporting
is sharing information which is useful for decision-making. However, the separation of business
and financing activities is barely relevant for financial institutions. This could be
counterproductive and even hinder the comparability of the financial statements. This is becanse
financial institutions might classify similar items in a different way based on their individual
management decisions.

Concerning the proposal on performance reporting (“one statement of comprehensive income
approach”) the ESBG is strongly opposed to a “single statement of comprehensive income
approach”. Gains and losses included in net income should be distinguished from other
comprehensive income to avoid confusion for users and investors. These statements are of a
different nature. Income statements show the performance of the entity and the way operating
activities are managed to generate returns to investors. Other incomprehensive income categories
do not relate to the core business results. We are therefore in favour of the current option stated
under IAS 1 of presenting one or two statements depending on the management approach and
the relevance of the information to be provided.
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Question 1

Would the objectives of financial statement presentation proposed in paragraphs 2.5-2.13 improve the usefulness of
the information provided in an entity’s financial statements and help users make better decisions in their capacity as
apital providers? Why or why nat? Should the boards ansider any ather dbjatives of finandal statement
presentation in addition to or instead of the dbjadtives proposad in this disaussion paper? If sq pleaase desaribe and
explain.

In principle, the ESBG agrees with the objectives of the proposals put forward in the discussion
paper. We agree that coherence between balance sheet, total comprehensive income and
statement of cash flows improves the information which is made available. However, we have
doubts regarding the improvement for banks which can possibly be reached.

Question 2
Wadd the saoaration of business adivities from finandng aaivities provide information that is miore decision-useful
than that provided in the financial statement formats used today (see paragraph 2.19)? Why or why not?

The ESBG would like to reiterate that the separation of business and financing activities is barely
relevant for financial institutions and for the rationale behind the proposal. We question whether
this separation would help to provide better information where banks are concerned. For more
details, please refer to our general comments above.,

Question 3
Should equity be presenterd as a setion sqxwrete fran the finandng sation or shauld it be indudad as a ategry in
the financing section (see paragraphs 2.19(b), 2.36 and 2.52-2.55)? Why or why not?

The ESBG agrees with the proposal to present equity separately.

Question 4

in the proposad presautation madd, an entity wanld present its discontinued aperations in a separte sation (see
paragraphs 2.20, 2.37 and 2.71-2.73). Does this presetation provide dedsion-usgful information? Instend of
preseting this information in a separate sation, shadd an entity presett information about its discontinued
parations in the rdevant aztegries (qerating investing finandng assets and finandng liabilities)? Why or why

not?

The ESGB is in agreement with the proposal to present discontinued operations separately. This
would better reflect the management’s view and be in line with the current IFRS 5 objectives.

Question 5

The prposed presentation madd rdies on a managament approadh to dassifiction of assds and liabilities and the
rdated changes in those items in the sations and agegries in order to rdflat the way an item is usad within the
entity or its reportable segment {see paragraphs 2.27, 2.34 and 2.39-2.41).

(a} Would a management approach provide the most useful view of an entity to users of its financial statements?

(b) Would the patenticd for reduced amparability of finanddl statements resulting from a management approads o
classification outweigh the benefits of that approach? Why or why not?

a} As mentioned in our general remarks, the ESBG is supportive of relying on the management
approach in order to classify business transactions.
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b) The ESBG is convinced that the extent of deviations within the same industries would be
insignificant. Where banks are concerned, the use and publication of information based on
management intention would in our view not result in a reduced comparability of financial
statements,

Question 6

Paragraph 2.27 praposes that bath assets and liabilities should be presentad in the business sation and in the
finandng sation o the statement of finandadl position. Would this tange in presaitation auplal with the
separation of business and finandng aaivities in the statanents of compréansive inome and awsh flows make it
ausier for users to ciadate some key finandal ratics for an entity’s business adivities or its finonang adivities?
Why or why not?

The ESBG in principal agrees that assets and liabilities can belong both to the business and the
financing section. However, we do not see any improvement for banks due to the separation of
business and financing activities. Please also refer to our general remarks and the answer given to
questions 2 and 5.

Question 7

Paragraphs 2.27, 2.76 and 2.77 disawss dassifiaation of assets and liabilities by entities that have miore than ane
reportable segment for segnentt reporting purposes. Shauld those entities dossify assets and liabilities (ond rdated
changes) at the reportable segment level as proposed instead of at the entity level? Please explain.

The ESBG is convinced that the incorporation of compulsory segment information would be
burdensome for both preparers and users. In addition, all relevant information can be found in
the segment reporting disclosures. The reportable level should be up the entity's discretion -
which decides if this information should be provided, and in this case which and how detailed the
information provided should be. Additionally, we feel that segment reporting issues (IFRS 8)
should not form part of the Discussion Paper.

Question 8

The proposal presestation modd introducs  sagions and agtegries in the staanants o finandal position,
aprehensive income and ash flows. A s disassed in paragraph 1.2 1(c), the boards will need to ansider mak ing
consequential amendments to existing segment disdosure requiranats as a result of the proposad dassifietion
scheme. For ecample the boards may nead to darify which assas should be disdosad by segment: anly tatal assdts
as required foday or assets for each Section or category within a section. What, if any, changes in segment disclosures
shauld the boards ansider to mak e segnent information more usehid in light of the proposal presstation modd?
Please explain.

As explained in our answer to question 7, financial presentation standards should provide the
opportunity to present the segment information on the face of financial statements on a
voluntary basis and in a manner that the entity considers relevant. Such information would be
outside the scope of IFRS 8.

Question 9
A re the business sation and the operating and investing artegories within that sation ddfinad appropriatdy (see
paragraphs 2.31-2.33 and 2.63-2.67)? Why or why not?

In general, in the ESBG’s view, the definitions are appropriate. However the criterion of
interchangeability which is decisive for financing section categorisation could be further clarified.



Question 10

A re the finandng sattion and the finandng assas and finanang liabilities aegovies within that setion definad
appropriately (see paragraphs 2.34 and 2.56-2.62)? Should the finandng sation be restrided to finandal assets
and financial liabilities as defined in IFRSs and US GAAP as proposed? Why or why not?

The ESBG agrees with the proposal to only categorise financial assets liabilities in the financing
section.

Question 11

Paragraph 3.2 proposes that an entity shoudd preset a dossifial statemait of finandal position (short-tem and
long-term subagegories for assds and labilities} exaax when a presstation of assets and liabilities in order f
liquidity provides information that is more relevant.

(a) What tvpes of entities would you expect not to present a classified statement of financial position? Why?

(b) Shoudd there be more giidance for distingdshing which entities should present @ stateman of finandal pesition
in order of liquidity? If so, what additional guidance is needed?

a) The ESBG is in favour of the proposed elective right for the presentation of assets and
liabilities as it makes sense to structure the bank’s balance sheet on the basis of liquidity
aspects. However, in examinating the current situation we do not deem the envisaged
changes necessary.

b) In our view, the publication of further guidance is not necessary.

Question 12

Paragraph 3.14 proposes that aash apuivdlents should be preseted and dassifiad in a manner similar to ather
short-term investments, not as part of cash. Do you agree? Why or why not?

The ESBG agrees with the proposal and considers the separate presentation of cash and cash
equivalents as legitimate.

Question 13

Paragaph 3.19 proposes that an aentity shadld presat its similar assets and liabilities that are measurad on
diffran bases on separate lines in the statemant of finandd pesition. Wadld this disagoreation provide
information thet is more dedsion-usefid than a presentation that permiits line items to indude sinilar assats and
liabilities measured on different bases? Why or why not?

The ESBG is in favour of the provision of transparent, decision-useful information and is
convinced that the existing rules match this purpose.

Question 14
Should an entity present comprehensive income and its components in a single statement of comprehensive income as
proposed (see paragraphs 3.24-3.33)? Why or why not? If not, how should they be presented?

As mentioned in our general remarks, the ESBG strongly supports the option to present other
comprehensive income in a separate statement and does not see any reason to change the current

status set by IAS 1.

Question 15
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Paragraph 3.25 praposes that an entity shauld indiaite the ategory to whidh items of ather canprehensive inarme
rdate (ecapt sane fordgn anrency translation adjustments) (see paragraphs 3.37-3.41). Waild that information
be decision-useful? Why or why not?

We would like to refer to our general remarks and our answers to the questions 2, 6, 9 and 10. In
general, the ESBG does not agree with the categorisation of other comprehensive income items
as such a categorisation would not provide decision-useful information for analysis.

Question 16

Paragraphs 3.42-3.48 propose that an entity should further disaggregate within each sation and aitegry in the
statement of comprehensive income its revenues, expenses, gains and losses by their function, by their nature, or both
if doing so will enhance the usefulness of the information in predicting the entity’s future cash flows. Would this level
o disaggregtion provide information that is dedsion-usgfid to users in thar apadty as apital providers? Why or
why not?

The ESBG supports the proposal of principle based disaggregation as this can help users of
financial statements to get a better picture of the entity and more accurate data for their analyses.
However, this requirement is not as relevant for banks as they do not use disaggregation by
function, as is also confirmed in paragraph 3.52 of the Discussion Paper.

Question 17

Paragraph 3.55 proposes that an entity should allocte and present inaome taxes within the statement o
comprehensive income in accordance with existing requirements (see paragraphs 3.56—3.62). To which sections and
agegries, if amy, should an entity allocate inaome taxes in order to provide information that is dedsion-useid to
users? Please explain.

The ESBG does not see the need for a further disaggregation that would exceed the current
requirements and therefore strongly opposes this proposal.

Question 18

Paragraph 3.63 proposes that an entity should present fordgn aurency transadtion gains and losses, induding the
arponants of any net giin or loss arising on remansurenant into its fundional aerency, in the same sation and
category as the assels and labilities that gave rise to the gains or losses.

() Wad this provide dedsion-useful information to users in thdr apadty as apital providers? Please explain
why or why not and discuss any alternative methods of presenting this information.

{(b) What axsts shauld the boards aonsider rdated to presenting the amponants of net fordgn aurency tronsadion
gains or losses for presentazion in different sections and categories?

The ESBG does not consider this approach necessary as the existing information is sufficient.
The presentation of foreign currency transaction gains and losses within separate sections would
be extremely burdensome and costly for banks and would entail major changes to the existing
practices.

Question 19
Paragraph 3.75 proposes that an entity should use a direct method of presenting cash flows in the statement of cash
flows.
(a) Would a direct method of presenting operating cash flows provide information that is decision-useful?
(b) Is a dirat methad more amsistent with the proposed ahesiveness and disaggremtion cbjatives (see paragraphs
3.75-3.80) than an indirect method? Why or why not?
(¢ Wald the information aurently provided using an indirea method to presant cperating aush flows be provided
in the proposed reconciliation schedule (see paragraphs 4.19 and 4.45)? Why or why not?
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As explained in our general remarks, cash flow statements are not revelant for the analysis of the
banking business. We would like to reiterate that direct cash flow method statements would be
extremely burdensome for banks because banks do not gather information about individual
transactions on cash basis. In general, the ESBG advocates for a voluntary approach, no matter
which method is used.

Question 20

What costs should the boards amsider rdated to using a dirax mahod to present cperating aush flows (see
paragaphs 3.81-3.83)? Plawse distingdsh bawen onedf or onetime implanatation asts and ongoing
appliation wsts. How might those asts be raducal without redudng the bendits of presenting operating ausht
receipts and payments?

The adoption of the direct method would imply fundamental changes in order to reorganize the
existing IT systems configuration, creating additional burden and costs. In our view, an
estimation of costs is not possible as accounting and other data source systems are not cash flow
oriented. The implementation costs of fundamental changes can not be estimated without a study
which would assess the available data.

Question 21

On the basis of the discussion in paragraphs 3.88-3.95, should the dfats of bask et transadions be alloaated to
the rdatad sations and ategories in the staemant o wmprehensive inaome and the statement of assh flows fo
achieve cohesiveness? If not, in which section or category should those effects be presented?

The ESBG is supportive of the alternative outlined in 3.90 (b), complemented by the
management approach that we mentioned earlier at several occasions in this document.

Question 22

Should an entity that presents assets and liabilities in order of Liquidity in its statement of financial position disclose
informetion abaut the matwrities of its short-tem cntroacual assas and liabilities in the notes to finandal
statements as proposed in paragraph 4.7? Should all entities present this information? Why or why not?

Fundamentally, the ESBG is in favour of transparent and comprehensive information and

advocates for making reference to IFRS 7 in order to harmonise the requirements of liquidity
risks.

Question 23

Paragraph 4.19 proposes that an entity should present a schedule in the notes to financial statements that reconciles
cash flows to comprehensive income and disaggregates comprehensive income into four components:

(a) awsh raavel or pad ohe them in transadions with ownas, (b) acoruals aother than remensuraments, (¢
remeasurements that are recurring fair value changes or valuation adjustments, and (d) remeasurements that are

not recurring fair value changes or valuation adjustments.

(a) Would the proposed reconciliation schedule increase users’ understanding of the amount, timing and uncertainty
of an entity's future cash flows? Why or why not? Please include a discussion of the costs and benefits of providing
the reconciliation schedule.

() Should changes in assets and liabilities be disaggregated into the components described in paragraph 4.197
Please explain your rationale for any component you would either add or omit,

(¢) Is the giidamee provided in paragaphs 4.31, 441 and 4.444.46 dewr and suffiden to prepare the
reconciliation schedule? If not, please explain how the guidance should be modified.
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As previously mentioned, the ESBG does not see the need for any reconciliation of the cash flow
statement and comprehensive income.

Question 24
Shaudd the boards address further disaggregtion of danges in fair value in a future prget (see paragraphs 4.42
and 4.43)? Why or why not?

The ESBG believes that existing IFRS requirements provide a good possibility for entities to
present fair value changes from an economic point of view. Any further differentiation of
changes in fair value would be unnecessary and should not be addressed by the boards.

Question 25

Shauld the boards awmsider ather dltemative reaondaliation formats for disageregting information in the finandol
statanants, such as the stagenat f finandal position reandliation and the stawamant of comprdhensive income
maerix daaibad in A ppedix B, paragraphs B10-B22? For exanple should entities that primarily manage
assas and labilities rather than aash flows (for example atities in the finanddl senvices industries) be raquired fo
use the staanatt of finandal position ramdliction format rather than the proposad format that reondles aish
flows to comprehensive income? Why or why not?

As outlined above, the ESBG strongly opposes any reconciliation format that contains direct
method cash flow statements.

Question 26

The FA SB's prdiminary view is that a meno whann in the raondliation schalule auld privide o way for
ruagement 1o draw users” attention to wsual or infraguent events or iransactions thet are ofien presented as
specicl itams in awnings reports (see paragrophs 4.48-4.52). A s notad in paragroph 4.53, the IASB is not
supportive of including information in the reconciliation schedule about unusual or infrequent events or transactions.
fa) Would this information be decision-useful to users in their capacity as capital providers? Why or why not?

{b) A PB Opirion Na 30 Reporting the Resuits f Operations— Reporting the E ffats of Disposal of a Segnat
d a Business, and Extraordingry, Unusudl and Infrequently Gawring Eves and Transadions, contains
definitions of unusual and infrequent (repeated in paragraph 4.51). Are those definitions too restrictive? If so, what
type of restrictions, if any, should be placed on information presented in this column?

(c) Should an engity have the option of presenting the information in narrative format only?

a) The ESBG is convinced of the sufficiency of the current requirements.

b) The definition of “unusual and infrequent” as wll as a clarification of “extraordinary” is
missing.

¢) The current IFRS already provides entities with the possibility to give additional disclosures.
Any additional requirement in this respect would be redundant and therefore not necessary.

Question 27

As noted in paragraph 1.18(c), the FASB has not yet considered the application of the proposed presentation
model to non-public entities. What issues should the FASB consider about the application of the proposed
presentation model to non-public entities? If vou are a user of financial statements for a non-public entity, please

explain which aspects of the proposed presentation model would and would not be beneficial to you in making
decisions in your capacity as a capital provider and why.

The ESBG cannot provide a global response given the diversity of the legal structure of its
members.
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