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Dea r Mr Luc as

Pro pos ed Sta tem ent of Fin anc ial
Acc oun ting Sta nda rds Con soli dat ed Fin anc ial Sta tem ent
s: Pol icy and Pro ced ure s
We are resp ond ing to the Boa rd's
invitation to com men t on its propos
ed Sta tem ent of Fin anc ial
Acc oun ting Stan dard s on con soli date
d financial statements. The shares
of Nat iona l We stm inst er
Ban k PIc are listed on the New Yor
k Stock Exc han ge and, consequen
tly,
we hav e an inte rest in US
financial reporting.
Con trol of an ent ity
We agre e wit h the pro pos al in para
grap h 10 that an entity should con
solidate all entities that it
controls unless suc h control is inte
nded to be tem por ary at the tim e that
the enti ty bec ome s a
sub sidi ary, and that the definition
of control sho uld be wid er than mer
ely
a maj orit y of vot ing rights,
as these can be arra nge d so that the
parent effectively controls the sub
sidi
ary
wit hou t a maj orit y of
suc h rights.
How eve r, we beli eve that the propos
als are too wide. Where the pare nt
doe s not hav e a maj orit y of
vot ing rights, it sho uld be rega rded
as hav ing control onl y whe re it actu
ally
and dem ons trab ly
exercises suc h control; it sho uld not
be pres ume d to have control whe re
it
doe s not, in practice,
exe rcis e its power. For example,
a pare nt holding forty-five per cen
t of ano ther enti ty may well use
its position to dete rmi ne the ope rati
ng policies of that entity; alternativel
y, it may play an esse ntia lly
passive role. In the latt er case, the
entity sho uld not be consolidated;
it
sho
uld not be pre sum ed that
the par ent cou ld use such pow er wit
hou t opposition (for example, an atte
mpt by it to repl ace the
existing man age men t mig ht cau se
the oth er shareholders to form an
org anis ed gro up to opp ose it).
Any pre sum ptio n that a pare nt has
effective control, whe re this control
is not curr entl y exe rcis ed, is
too hyp oth etic al a basis for accoun
ting.
Similarly, whe re the par ent has (par
agraph 14(c)) a unilateral abil ity to
obtain a maj orit y vot ing
interest, but has not exe rcis ed that
right, con trol sho uld not be presume
d.
Onl y whe re the par ent
alre ady acts as tho ugh in control of
the subsidiary, and uses the potentia
l
to
obta in legal control to
enf orc e its decisions, sho uld the enti
ty be rega rded as a subsidiary. Thi
s para grap h sho uld also mak e
it clea r that it app lies onl y to a righ
t that can currently be exercised, and
not, for exa mpl e, to
con vert ible securities whe re the opti
on to con vert lies in the future.
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We also disagree with the description
of control in paragraph 10 as being
the power to use assets in
essentially the same way as the con
trolling entity can use its own assets.
Even where the parent has a
majority of voting rights, the manage
ment of the subsidiary must have rega
rd to their legal
obligations to minority shareholder
s, the general creditors of the subsidi
ary,
and possibly also
obligations to employees and tax auth
orities. These are mentioned briefly
in paragraph 12, but it is
unclear how the restricted control disc
ussed there is to be regarded as bein
g effectively the same as
that over the entity's own assets. Thi
s point is of some significance, as sim
ilar restrictions may be
identified in considering evidence that
may overturn the presumption of effe
ctive control in
paragraph 14.
We would prefer the specific percenta
ge of 40 per cent in paragraph 14(a
) to be omitted; the level of
shareholding that gives rise to effectiv
e control depends on many factors,
including the disposition of
the other shareholdings, the nature
of the other shareholders (e.g. individu
als or institutional
investors) and the voting arrangemen
ts for board elections, and in some
cases effective control will
arise at shareholding levels below 40
per cent. Stating a specific percenta
ge in the standard wil! lead
to an arbitrary cut- off becoming esta
blished.
Control arising from defanlt on a
borrowing

In certain circumstances (for exampl
e, under UK law, where a lender is
given a floating charge over
the assets of the borrower) an act of
default gives the lender the right to
appoint a receiver to manage
the affairs of the company. These
powers go well beyond the power rela
ting to sales of pledged
assets referred to in paragraph 172.
We consider that such powers should
not require the borrower to
be consolidated, as they are only exe
rcised for the purposes of generating
sufficient funds to repay
the borrowing, and accordingly the
control over the assets is not equival
ent to the lender's control
over its own assets. However, the
lender may have substantially the asp
ects of control set out in
paragraphs 10(a) and (b), and for the
avoidance of doubt, we ask that suc
h situations should be
specifically exempted from the requ
irement to consolidate.
Securitisation vehicles
We are concerned that the draft stan
dard does not make it sufficiently clea
r that it is not appropriate
to consolidate a properly constructed
securitisation vehicle. These are esta
blished by the originator
oft he securitised assets, in conjunc
tion with other parties to the securitis
ation, and many of the
benefits from the securitised assets,
after settlement of finance obligations
, flow to the originator.
Nevertheless, we do not think that
the originator retains sufficient con
trol
over the securitised assets
to be regarded as having essentially
the same control over those assets as
over its own assets.
Conforming accounting policies
We agree the need to conform accoun
ting policies throughout the group,
but do not understand the
reference in the last sentence of para
graph 31 to the need to conform the
accounting policies of a
subsidiary operating in a specialised
industry to accord with the parent's
policies. Surely ifth e
accounting policies adopted by the
subsidiary are appropriate for its indu
stry, they remain
appropriate when the subsidiary is
consolidated into the group accounts.
Intercompany transactions

We see no need for the elimination
of transactions in financial instrum
ents between group companies
which are demonstrably at open mar
ket prices, and which are dealt with
a group company that is a
participant in the market as a cost-ef
fective alternative to effecting the tran
saction with a market
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participant not connected with the group. The need to identifY and elimina
te all such transactions
would be a considerable and continuing cost burden on the reporting entity.
Yours sincerely

!:It.;oor~

Group Chief Accountant

