
























































then the need to complete this project before the intermediate approach on reducing 
complexity would be greatly reduced. 

Question 12 

Do you have any other comments for the IASB on how it could improve and simplify the 
accounting for financial instruments? 

As already expressed in our response to Question 1 derecognition and scope are both complex 
areas of accounting for financial instruments and require attention. We note that the former is 
part of an existing project but the latter is not. The scope requirements of contracts for 
delivery of non-financial items is critically important for certain sectors, e.g. oil/gas 
extraction, mining, utilities. There are many entities that have contracts that are subject to the 
broad definition of net settling, hence are scoped into lAS 39, where the level of net settling is 
low compared to the total quantity of physical contracts. These entities frequently claim that 
fair valuing all similar contracts is misleading. Other entities have contracts scoped out of 
lAS 39 which they believe is misleading but they cannot scope them in. For example, an 
entity that enters into contracts to sell non-financial items physically at a fixed price in the 
future, buys at spot and hedges the price differential with derivatives cannot choose to fair 
value the physical contracts as they are scoped out of scope of lAS 39. Only three paragraphs 
are included on this subject in existing literature with minimal application or interpretative 
guidance. We believe the amount of guidance is disproportionately small relative to the 
importance of this area and also believe that further thought is needed as to whether the 
guidance is appropriate. Such contracts do not meet the definition of financial instruments but 
are treated as if they are. As such, we believe that the scoping of these contracts should be 
subject to a separate project that identifies the practices of 'net-settling' and the IASB 
reconsiders whether the net settlement criteria is appropriate. 

As included in our response to Question 7 we propose that where loan commitments are not in 
the scope of lAS 39, the impairment should be determined in accordance with lAS 39, not 
lAS 37 as currently required, so that the determination and measurement of impairment for a 
loan commitment is consistent with the loan that will be originated from it. 

We support the IASB's initiative to undertake a review of the application oflFRS 7 Financial 
Instruments: Disclosures. We note that such a review is in response to the credit crunch and 
therefore will no doubt be primarily focused on the application by financial institutions. We 
agree that an analysis of IFRS 7 disclosures is worthwhile but believe that such a review 
should not be limited to the concerns of financial reporting for financial institutions as IFRS 7 
has also been challenging for non-financial institutions. The main areas that should be 
considered are: 

• Liquidity risk: 

We believe there is an imbalance between information on liquidity risk management 
and the mandatory disclosures on providing undiscounted cash flow information. A 
disproportionate amount of disclosure is dedicated to disclosing undiscounted cash 
flows on derivative and non-derivative financial liabilities. This partly reflects that the 
primary focus in IFRS 7.37 is on undiscounted cash flow information based on a 
worst-case scenario with a secondary requirement as to how an entity manages those 
cash flows. A disconnect arises as entities manage their liquidity risk on an expected 
cash flow basis. In addition, disclosing undiscounted cash flows for derivative 
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liabilities requires a disproportionate amount of effort compared to the benefit to 
users. A number of problems continue to recur across all sectors: 

o providing undiscounted cash flows on held for trading items is of little 
perceived benefit; 

o how to disclose adequately cash inflows on derivative liabilities (e.g. gross 
settled forwards/swaps); 

o how to include the cash flows of an embedded derivative that are settled 
through settlement of the hybrid contract; 

o whether financial liabilities that are exclusively share settled should be 
included in the maturity analysis. 

We understand the lASB will consider some proposals in September 2008 as to how 
liquidity risk disclosures can be improved to be made more meaningful. We would 
welcome such a change. 

• Credit risk: 

The requirement to show the maximum exposure to credit risk excludes any right of 
offset. Because lAS 32 does not permit offset where there is not the right and 
intention to offset then master netting arrangements that force offset in the case of 
default are ignored for the purposes of providing the maximum exposure to credit 
risk. The outcome is a maximum exposure to credit risk greater than the actual credit 
risk that would result if there was a credit event. This is misleading. Consideration 
should be given to allowing the maximum exposure to credit risk to incJude the 
effects of master netting arrangements. 

• Fair value: 

We note the draft best practice guidance on disclosures (and measurement) 
recommended by the IASB's Expert AdvisOIY Panel on Valuing Financial 
Instruments in Markets that are no Longer Active. The draft version includes similar 
disclosures to IFRS 7 on disaggregating fair values between Level I, 2 and 3 fair 
valuation measurements. We would support greater analysis of fair values between 
those measured at fair value in active markets and those measured using a valuation 
technique. We understand the IASB will consider potentially including some of these 
best practice disclosures as part of an amended IFRS 7 and we look forward to further 
dialogue with you on any proposals. 
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Appendix C 

Submission to the IASB on the ED 10 Consolidated Financial Statements dated 20 March 
2009 
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Oeloitte. 

Sir David Tweedie, Chairman 
International Accounting Standards Board 
30 Cannon Street 
London, EC4M 6XH 

Email: commentletters@iasb.org 

20 March 2009 

Dear Sir David, 

Exposure Draft ED 10 Consolidated Financial Statements 

Deloitte Touche Tohmatsu 
2 New Street Square 
London EC4A 3BZ 
United Kingdom 

Direct: +44 20 7007 0907 
Direct fax: +442070070158 
www.deloitte.com 
www.iasplus.com 

Deloitte Touche Tohmatsu is pleased to respond to the International Accounting Standards 
Board's (the IASB's) Exposure Draft ED 10 Consolidated Financial Statements (referred to as 
the 'exposure draft· or 'ED'). 

We recognise the importance of this project and fully support the objectives of issuing a 
single Standard for consolidation and improving the disclosure requirements relating to 
consolidated and unconsolidated entities. Furthermore, we believe that applying a single 
definition of control to all entities is the appropriate basis for the consolidation model. 

However, the principles underlying the consolidation model proposed in the ED are not well 
established and the guidance within the ED is ambiguous and inconsistent in a number of 
fundamental areas, not least of which in the failure to distinguish between . power to control' 
and 'ability to control'. Without a clear definition of control, the resulting Standard will be 
difficult to interpret and apply on a consistent basis. As a consequence, the financial 
statements of groups will be less, not more, comparable and understandable. We do not 
believe that the ED in its current form is an improvement on existing IFRSs. 

It is crucial that the Board responds on a timely basis to the global financial crisis and the 
recommendations of the Financial Stability Forum. We therefore believe that improved 
disclosure requirements should be issued as swiftly as possible. We are providing comments 
on specific aspects of the proposed disclosure requirements later in this letter. However, 
further work, including appropriate field testing, is required to adequately address concerns 
about the consolidation model itself. Once the results of such additional work has been 
analysed, we believe that the consolidation Standard should be re-exposed. 

We are also concerned that this ED is not the result of joint efforts between the IASB and the 
FASB. We strongly encourage collaboration between the two Boards on the topic of 
consolidation with the goal of issuance of a converged Standard. 

Our detailed comments and answers to your questions on the exposure draft along with other 
comments and suggested editorial changes are included in the Appendices to this letter. 
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If you have any questions concerning our comments, please contact Ken Wild in London at 
+44 (0)20 7007 0907. 

Yours sincerely, 

Ken Wild 
Global IFRS Leader 
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Appendix I 

Response to questions on ED ]0 Consolidated Financial Statements 

Control 

Question I 
Do you think that the proposed control definition could be applied to all entities within 
the scope of lAS 27 as well as those within the scope ofSIC-12? If not, what are the 
application difficulties? 

No, we do not think that the proposed control definition could be applied to all entities as the 
two elements of the definition - "power to direct activities' and generation of 'returns' are not 
clearly explained within the ED. In order to develop a clear definition of control, the ED 
should first establish the core principle underlying the preparation of consolidated financial 
statements. The ED currently explains how consolidated financial statements should be 
prepared (i.e. by grouping entities that are under the control of the parent) rather than the 
more fundamental issue of why consolidated financial statements should be prepared, i.e. the 
purpose of consolidated financial statements. We would expect this core principle to be 
consistent with the principles proposed by the Board in its Discussion Paper Preliminary 
Views on an improved Conceptual Frameworkfor Financial Reporting. Once an appropriate 
core principle has been established, the definition of control can be developed. An 
appropriate definition of control would be one that can be applied to all entities in order to 
determine which entities should be consolidated by reference to the core principle, i.e. are the 
appropriate boundaries drawn around the reporting entity. 

Further. consolidation is one of the building blocks that ensure that the financial statements of 
a group reporting entity ultimately present all of the assets and liabilities controlled directly 
and indirectly by the entity. It is therefore important that the consolidation Standard be 
developed using principles that are consistent with those used elsewhere in IFRS, in particular 
those used in the Conceptual Framework and in the revenue recognition and derecognition 
(future) Standards. For example, it is important that the consolidation Standard does not 
require consolidation of assets (or liabilities) that need to be derecognised under the 
derecognition Standard. Because of the various on-going projects affecting these fundamental 
principles, we encourage the Board to take the time to ensure that the final Standards will 
form a cohesive set of principles. 

We support use of the control model as a basis for the consolidation model, recognising 
however that such a control model must necessarily incorporate concepts of risks and 
rewards. It is difficult to conceive that control can exist if the controlling party is not also the 
recipient of risks and rewards arising from the controlled entity. However, at present, the ED 
expands on the notion of risks and rewards principally in relation to 'structured entities!. This 
may lead some to believe that this notion is relevant only to structured entities and that the 
Board has developed a 'model within a model' specific to structured entities. We do not 
believe that this is the case, nor should it be. In order to rectify the situation, one of the key 
aspects of the definition of control that needs to be improved is the articulation of the manner 
in which risks and rewards are integral to control, in particUlar the interaction between the 
'power to direct the activities' of an entity and 'exposure to risks and rewards' of that entity 
as the two elements that yield control. In some entities, such as the 'traditional' operating 
entities, control can readily be established by determining who directs the activities of the 
entity. Tn other entities, exposure to risks and rewards provides an unambiguous indication of 
the party that controls the entity. This would be the case, for example, for entities established 
by the reporting entity clearly for its own benefit. In both cases, identification of the 
controlling party is easy because there is no contradiction between the indicators of the power 
to direct the activities of the entity and those related to risks and rewards from the entity. 
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However, between these two ends of the spectrum there exists a variety of entities for which 
the identification of the controlling party is not straight forward because indicators of control 
may point in different directions. This would be the case, for example, when several parties 
participate in the establishment of an entity, each with its own objectives and specific 
exposure to risks and rewards. In order to ensure appropriate and consistent consolidation of 
these entities, it is necessary for the Standard to establish clearly the relationship between the 
'power to direct' and 'exposure to risks and rewards' and the balance between these two 
elements that may sometimes appear to contradict each other. In addition to improving the 
consistency of the control model, we believe that such an approach would also have the merit 
of avoiding recreating the main flaw within the existing IFRS on consolidation: identifying 
which particular guidance on consolidation applies to an entity, with the result that certain 
entities that should be consolidated inadvertently fall through the gap because it is unclear 
whether they are within the scope oflAS 27, SIC 12 or neither. 

Question 2 
Is the control principle as articulated in the draft IFRS an appropriate basis for 
consolidation? 

No, we do not agree that the control principle as articulated in the ED provides an appropriate 
basis for consolidation, as we do not believe that control has been defined clearly. At a basic 
level, the guidance seems to imply that 'ability' to control is synonymous with 'power' to 
control. We do not believe this to be the case. We understand the concept of 'power' in this 
context to be an absolute right to direct the activities of another entity (in the sense that it is a 
right which cannot be taken away by others), whereas 'ability' is only the opportunity to do so 
currently. 

Power 

The ED defines control as 'power to direct the activities' of another entity. However, the 
guidance explains that 'power to direct' is the ability to do so in practice. Practical ability is a 
subset of power but is not equal to power. It therefore follows that, while power must 
incorporate the concept of practical ability, practical ability alone is not sufficient to provide 
an entity with power to direct the activities of another entity. This lack of clarity is illustrated 
by the guidance on de facto control and voting rights. For example, paragraph 28 indicates 
that the dominant shareholder may have control over an entity by virtue of the fact that the 
other shareholders are dispersed and not organised in such a way that they can actively 
cooperate (de facto control). While an unorganised and dispersed shareholder group may 
permit a dominant shareholder to make decisions over the activities of an entity at a particular 
point in time, in the absence of factors that give the dominant shareholder an unconditional 
power to direct activities, this does not equate to control by the dominant shareholder. 
Nothing prevents the other dispersed shareholders from voting jointly against any decision 
which they do not support, i.e. at any time they can take away the ability of the dominant 
shareholder to direct the entity's activities. This is particularly true since in practice the 
majority of dispersed shareholders are institutional investors. We are concerned that, unless 
the position of the Board with respect to the defining factor (i.e. present power to control or 
present ability to control) is clearly expressed, the resulting Standard will be difficult to 
interpret. We believe control should be defined as the current power to direct the activities of 
an entity, whether by means of voting rights or other arrangements. In particular we do not 
believe that the control determination should be based solely on the actions (or absence of 
actions) of others. 

The ambiguity inherent in the proposed guidance on control is increased by the fact that the 
ED uses various terms, such as 'power', 'right' and 'ability', apparently interchangeably. As 
stated above, we do not believe that these terms are synonymous. The Board should ensure 
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that consistent terms are used to refer to the same concept and that all key terms are clearly 
defined. 

Further. paragraph B9 (a) uses the term 'dominate' to describe situations where a reporting 
entity has 'the power to direct activities' but has less than the majority of voting rights. It is 
not clear what degree of influence is meant to be demonstrated by the term 'dominate' and 
what factors would indicate that a shareholder dominates the direction of the activities of an 
entity. 

Directing the activities of an entity 

In relation to the definition of control, we suggest that the Board clarifies what is meant by 
directing the activities of an entity. Paragraph 22 indicates that' a reporting entity has the 
power to direct the activities of another entity if it can determine the other entity's strategic 
operating andtinancing policies.' Paragraph BC44 confirms that paragraph 22 should be 
read as indicating that determining the strategic operating and financing policies of an entity 
is one means of having the power to direct the activities of another entity, but that it is not 
necessarily the only means by which this power may be obtained. As an example. paragraph 
BC44 indicates that the power to direct the activities of an entity may also be obtained 
through contractual arrangements. However, this paragraph does not specify which rights 
(other than the right to determine the other entity's strategic operating and financing policies) 
would need to exist under the contractual arrangement in order for the reporting entity to have 
the power to direct the activities of the entity. In order to ensure that the concept of' directing 
the activities of an entity' is appropriately interpreted and applied in practice, the Board 
should clarify the difference, if any, between directing the activities of an entity and 
determining an entity's strategic operating and financing policies. The Board should also 
clarify how one may exist without the other. 

Given that activities of an entity may be predetermined. it would also be important to consider 
how the concept of directing the activities might apply to such an entity. This will be 
necessary if the Board retains our later suggestion of not differentiating consolidation of 
structured entities from that of other entities. Please refer to our response to Question 7 for 
our views on the matter. 

A bility to generate returns 

Another significant concept in the proposed definition of control is the ability to generate 
returns. We understand that the Board intends for the term 'returns' to be interpreted broadly. 
We support such an approach. To ensure that this broad definition is well understood. we 
suggest that the Standard better illustrates how the ability to generate returns might go beyond 
purely monetary returns and how it would include the ability of the reporting entity to use 
another entity to conduct activities that the reporting entity would otherwise carry out itself. 
For example, would the ability to set up a trust for its employee share ownership plan 
represent a form of return for the reporting entity? Similarly. if a reporting entity sets up and 
funds a foundation to do charitable work, would the returns generated by the public profiling 
of the reporting entity's name be considered as returns in establishing whether the reporting 
entity should consolidate the foundation? 

As a further matter for clarification, there are ambiguous and contradicting references to the 
term 'returns'. While some paragraphs appear to refer to exposure to returns in terms of 
absolute value. others such as paragraph II and 13 appear to refer to exposure to the 
variability of returns. The ED should clarify the ambiguity: an entity may be exposed to 
lower returns than other investors in absolute terms but, nonetheless, be the party most 
exposed to variability of returns (such as an insurance company), 
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We also note that there appears to be a discrepancy between the importance given to returns 
in structured entities compared to other entities. The ED implies that for an entity that is not a 
structured entity, the control definition may be met even if the returns generated for the 
reporting entity are minimal. Ifthls is correct, it would be important to explain the basis for 
this di fference. 

Finally, in order to clarify further what is meant by returns, we suggest that the principle that 
'returns commensurate with the service provided are fees' rather than returns (currently in 
paragraph BC54) should be brought into the main body ofthe Standard. We also provide 
views on the necessity of establishing a relationship between the 'power to direct' and the 
ability to 'generate returns' in our response to Question 7. 

Question 3 
Are the requirements and guidance regarding the assessment of control sufficient to 
enable the consistent application ofthe control definition? If not, why not? What 
additional guidance is needed or what guidance should be removed? 

No, as noted in our response to Question 2, unless the Board establishes clearly whether the 
control principle is the absolute power to direct the activities of another entity or more 
broadly the ability to direct these activities, it will be difficult to ensure consistent application 
of the resulting Standard. We believe the control definition should be based on the concept of 
power rather than practical ability. Further, the ED highlights the importance of judgement 
in assessing whether control exists but it fails to provide the guidelines necessary to apply this 
judgement in certain key circumstances. We have commented on the need for further 
guidance in our responses to other questions (in particular Questions 4 to 7). In addition, we 
would like to highlight three other areas that would need to be addressed to ensure consistent 
application of the Standard. 

Participating rights 

We believe that additional guidance is required with respect to protective and participating 
rights. First of all, we note that the definition provided in Appendix A of protective rights 
(defined as 'rights [ .. ] that do not give the party control of the entity, nor do they prevent 
another party.from controlling that entity') is circular. This definition indicates simply that a 
protective right is not a participating right. Since a participating right is not defined in the 
ED, the definition of protective right is ineffective. Indeed, while paragraph BC61 implies 
that all the guidance from EITF 96-16 has been included, we note that the guidance on 
participating rights provided in the EITF has not been incorporated in the ED. Given the 
absence of guidance on what is a participating right, it is difficult to understand when a right 
goes beyond being protective and is instead participating in substance. Further, we find the 
wording in paragraph B2(a) ambiguous: it indicates that protective rights protect one party by 
prohibiting the controlling party !Tom making fundamental changes to the activities of an 
entity. The ED should explain what constitutes a fundamental change. For example, would 
changes over the strategic operating and financing activities be considered fundamental? If 
that were the case, these rights would appear to prevent another party !Tom controlling that 
entity and therefore fail to meet the definition of 'protective' rights. 

We also believe that the condition in paragraph B2(a)(ii) may have unintended consequences 
for entities that are regulated by the state (for example, in certain jurisdictions, entities in the 
utilities industry are subject to strict governmental regulations) and in which the state holds a 
non-controlling interest. Often, the investment capacities of these entities are extremely 
supervised and their returns are predetermined. When paragraph B2 is considered along with 



paragraph 25 in the context of a regulated entity, does this mean that regulated entities will no 
longer be consolidated" 

Consolidation in the absence of the majority afvoting rights 

We also find the current guidance with respect to consolidation in the absence of the majority 
of voting rights very broad and subjective, In particular, the Board should clearly establish 
whether the existence of de facto control must be demonstrated or it can simply be implied 
because, for example, other shareholders have not organised themselves in the past. Despite 
the Board's conclusion in paragraph BC49 that the guidance currently provided in the ED is 
not inconsistent with the proposed control definition and simply reflects different 
circumstances, we continue to be concerned that the ED does not clearly establish the 
distinguishing factor. Accordingly, we believe that this guidance must be revisited and 
explained in the main body of the Standard, We believe that control may exist in situations 
where the reporting entity has less than the majority voting rights over another entity, but only 
if the reporting entity has a contractual or other legal right to determine the activities of that 
entity. In particular, we do not believe that ownership ofa large percentage of the shares in 
an entity (that entitles the reporting entity to less than the majority of the voting rights) would 
allow the reporting entity to control that entity simply by virtue of the fact that the other 
shareholders are dispersed and not organised, These issues must be addressed in the final 
Standard if the Board determines that consolidation can result ITom de facto control. 

Guidance in Basisfor Conclusions 

Finally, we are concerned that the fact that significant guidance is included in the Basis for 
Conclusions may hinder consistency of application, in particular in those jurisdictions where 
the Basis for Conclusions is not officially endorsed by the local legislation, We strongly 
encourage the Board to revisit the structure of the document to ensure that all relevant 
guidance is included in the Standard, including the Application Guidance, 

Question 4 

Do you agree with the Board's proposals regarding options and convertible instruments 
when assessing control of an entity? If not, please describe in what situations, if any, you 
think that options or convertible instruments would give the option holder the power to 
direct the activities of an entity. 

No, we do not believe the proposals are sufficiently clear. For options to give the option 
holder control over another entity they must provide that holder with the power to direct the 
activities of the other entity even without actual exercise of the options. In other words 
having the power to exercise must be an effective means of ensuring that the activities are 
directed according to the holder's demands, The other party will choose to act in accordance 
with the demands of the option holder as refusal to comply with the holder's demands will be 
futile, 

However, paragraph B 13(a) appears to imply that an option holder would assess whether it 
controls an entity simply by determining the percentage of voting rights that it would hold if 
the options are exercised in the future. We believe that this concept is inconsistent with the 
existence of actual power. 

We also believe that the conclusion regarding options exercisable at fair value in paragraph 
BC86 needs to be better explained, Paragraph BC86 may be read as indicating that such 
options do not provide control until exercised because it is only then that the holder has access 
to returns on the underlying shares. We note that the definition of returns provided in 
paragraph 11 extends beyond dividends and other distributions. In fact, paragraph 11(c) 
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extends the definition of returns to include a parent's ability to create synergies with its 
subsidiary. Therefore. it would appear appropriate that a reporting entity would consider 
whether its options allow it access to similar synergies. Accordingly, we believe that options 
may provide control to the holder regardless of their exercise price. However, as stated 
above, they only do so if they provide the holder with current effective means of directing the 
activities of the entity to generate returns (in the broad sense) for the option holder, even in 
the absence of actual exercise, because other shareholders do not have any realistic prospect 
of doing something other than what the option holder desires. 

Paragraph BC81 states 'for example. the uption holder could have puwer indirectly if the 
shareholder that is the countelpW"ty to the option agreement uses its voting power to act on 
behalf of the option holder. or if the strategic operating and financing policies are determined 
according to the wishes of the option holder.' The Board should clarify whether this 
paragraph would apply only in situations where the power is derived from a contractual or 
other legal agreement or whether it would also apply where, as a matter of practice, the 
counterparty to the option agreement seeks the wishes of the option holder before exercising it 
voting rights (and respects those wishes). We believe this paragraph should only apply where 
there is a contractual or legal requirement for the counterparty to vote in accordance with the 
wishes of the option holder. 

Also, paragraph B 13 presents three circumstances in which' a reporting entity [that} holds 
options or convertible instruments has the power to direct the activities of another entity'. 
Are these circumstances meant as examples of situations where holding options permits the 
reporting entity to control the other entity or are these the only three situations where control 
would arise from holding options or convertible instruments? 

Question 5 
Do you agree with the Board's proposals for situations in which a party holds voting 
rights botb directly and on behalf of other parties as an agent? If not, please describe tbe 
circumstances in which the proposals would lead to an inappropriate consolidation 
outcome. 

No, we believe that the guidance around principals and agents is very unclear. In particular, 
we are concerned that the section on remuneration of an agent is open to diverse 
interpretations. It is our opinion that for an entity to be an agent it must stand ready to comply 
with any instructions it receives from the principal in the arrangement, for example in respect 
of voting. Furthermore, we believe that in a genuine agency relationship, the principal will 
have the right to remove and replace the agent, albeit that it may have to pay a penalty to do 
so. 

We are concerned that the indicators provided in the ED of whether a party is acting in its 
own interests or on behalf of others will be difficult to apply in practice and that this difficulty 
may result in an inappropriate and inconsistent consolidation outcome. Accordingly, we 
believe that additional guidance is necessary to assist preparers in exercising their judgment. 
The following areas are likely to cause significant difficulties: 

a) What evidence would be appropriate to demonstrate that a party that acts in a dual 
role does, in fact. act in the best interest of other parties (as specified in paragraph 
B II)? Paragraph BC95 appears to create a rebuttable presumption that an agent in a 
dual role would act in its own best interest. Would it be sufficient for the agent to 
hold a contractual agreement that stipulates that it must act in the best interest of other 
parties or would there also be a need to show other evidence to that effect? If so, 
what is the nature of this other evidence? 

b) Where an entity, say entity A, has an investment in a fund (a limited mandate fund) 
and entity A also holds the controlling interest in the entity acting as the fund 
manager, how would A's dual role impact the assessment of whether A controls the 
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fund? Would this be different from the assessment required for agents acting in a 
dual role? What would be the impact of the percentage of interest held by A in the 
fund? 

c) What parameters should be used to assess whether fees are representative of the fair 
value of the services rendered? Because of the variety of existing schemes, we believe 
that in practice it will often be difficult to assert whether or not fees are reflective of 
the market price. Also, what weight should be given to the various indicators 
provided in paragraph B6 when only some of the factors are present? 

Also, we note that paragraph 87 appears to indicate that, as soon as an agent is required to act 
in the best interest ofthe principal, its fees would be considered to be remuneration for 
services. However, the notion that a party must act in the best interest of others exists in other 
arrangements such as those in which a fiduciary responsibility exists (such a responsibility 
may arise if A owns an interest in B, and A & B have conunon shareholders). We suggest 
that the Board should consider how this fiduciary responsibility impacts the evaluation of 
control and how it differs from the obligation of an agent to act in the best interest of the 
principal. 

Finally, we suggest that the Board ensures that the guidance on the definition ofthe role of an 
agent proposed in this ED is consistent with the guidance being developed as part of the 
annual improvements project affecting lAS 18. If the two Standards require different 
guidance, the basis for this difference should be clearly explained. 

Question 6 
Do you agree with the definition of a structured entity in paragraph 30 of the draft 
IFRS? If not, how would you describe or define such an entity? 

No, we question the need to define the term 'structured entity'. The definition of structured 
entity is required in the ED to identity, in paragraph 30, the entities for which control is better 
identified using specific guidance and to determine the disclosure requirements applicable to 
involvement of the reporting entity with certain entities. As indicated in our response to 
Question 1, we do not believe that the guidance provided in paragraphs 30-38 regarding 
consolidation of structured entities applies only to structured entities. We consider that, if the 
role of risks and rewards within the control model was better articulated, it would not be 
necessary to differentiate between entities in applying the consolidation model. 

Similarly, as indicated in our response to Question 9, we believe that the need to provide 
disclosures about entities that are not consolidated should be determined by the exposure of 
the reporting entity to the different parties with whom it transacts rather than the manner in 
which these parties are organised. 

If the Board determines that it is necessary to retain a definition of structured entity, we 
disagree with the proposed definition because of its lack of clarity. Currently, a structured 
entity is more defined by what it is not. It would be more useful if the Board explained what 
a structured entity is. Further, we note that the definition provided in paragraph 30 refers to 
'activities [that] are not directed as described in paragraphs 23-29'. This implies that 
control of a structured entity would need to be assessed in accordance with the principles 
established in paragraphs 31-38 rather than paragraph 22. Because the principle in paragraph 
22 (establishing that control is based on the power to direct the activities) may appear to differ 
from the guidance in paragraphs 31-38, where assessment of control is based on 'how returns 
from the entity's activities are shared. .. ', the relationship between these paragraphs requires 
further explanation. This remark is consistent with our comment that the Standard should 
better articulate how risks and rewards are integral to the existence of control. 

32 



Finally, we also note that the definition of structured entities appears to indicate that an entity 
whose activities are not directed by any party is necessarily a structured entity. This may lead 
to the conclusion that joint ventures and other entities without a controlling party are by 
definition structured entities. We do not believe that this is the Board's intention but this 
aspect of the definition should be clarified. Also, the ED should clarify whether it is possible 
for an entity to have significant influence in a structured entity and the consequential 
implications. 

Question 7 
Are the requirements and guidance regarding the assessment of control of a structured 
entity in paragraphs 30-38 of the draft IFRS sufficient to enable consistent application 
of the control definition? If not, why not? What additional guidance is needed? 

No, as previously stated, we believe that the requirements and guidance in paragraphs 31-38 
should not be applied solely to structured entities, and accordingly we do not believe that the 
definition of a structured entity in paragraph 30 is necessary. 

Whether or not the Board retains our suggestion that paragraphs 31-38 should be applied to 
all entities, we believe that clarification is required in any case with respect to the guidance in 
these paragraphs and the related guidance in other sections ofthe ED. 

Firstly, the wording in paragraph 32 is ambiguous and could be read to mean different things. 
The second sentence states 'for example, a reporting entity is likely to control a structured 
entity that has been created to undertake activities that are part qlthe reporting entity's 
ongoing activities [. . .}. The reporting entity is unlikely to surrender power to direct sllch 
structured entity's activities because of the importance of those activities [. . .]'. Some may 
interpret this to mean that control would normally exist in circumstances such as those 
described in paragraph 32 but the fact that the entity set up the structured entity, by itself, is 
not determinative of whether the entity controls the structured entity or not. Alternatively, 
some may take a different reading to the paragraph and conclude that the fact that the entity 
set up the structured entity is determinative of control and, in the absence of clear evidence to 
the contrary, there is a presumption that the reporting entity controls the structured entity. We 
suggest that the Board clarifies its intent with respect to the situation described in the 
paragraph. 

Secondly. paragraph 33 is similarly ambiguous: 
a) It states 'a reporting entity is likely to have power to direct the activities of a 

structured entity (f it is exposed to the variability of returns that are potentially 
significant to the structured entity and the reporting entity's exposure is more than 
that of any other party'. We question whether this establishes a presumption that 
exposure to the majority (or to the greatest amount) of returns automatically means 
that the reporting entity controls the structured entity, i.e. that there is a causal link 
between exposure to returns and control. If this is the case, we are concerned that this 
conclusion relies solely on a risks and rewards model and is inconsistent with the 
definition of control as set out in the ED. We would expect that a more appropriate 
interpretation of the paragraph would be that exposure to the largest variability of the 
returns is a (strong) indicator that control exists but is not in itself determinative; 

b) Further, it appears contradictory with paragraph BC56 which states that 'the right to 
receive return is not a sufficient condition to control' and paragraph Be 121 which 
states' if a reporting entity has no means of directing or managing the activities or 
assets and liabilities of an entity, it does not have any ability to affect its retw'ns ji'01n 
its involvement with that entity and would not control the entity eren though it might 
he exposed to risks associated with the structured entity'. We suggest that paragraph 
33 should be further explained (in the main body of the Standard) to remove this 
apparent contradiction; 
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c) Also, we note that example lB of the illustrative examples concludes that the 
reporting entity is not considered to control the structured entity despite the fact that it 
is exposed to the fIrst loss protection of 10%, which the example states is considered 
potentially significant. This conclusion appears to be inconsistent with the guidance 
provided in paragraph 33, We suggest that the conclusion provided in the example 
should be further explained. 

Thirdly, paragraph 36 states that 'predetermined policies can give a reporting entity control' 
but it fails to clarity how and when control is obtained through predetermined policies. In 
particular. the paragraph should establish a link between the predetermination of the policies 
and the on-going entitlement to returns ITOm the entity by the party who established these 
policies. An example of the ambiguity in this paragraph is as follows: suppose X sets up a 
vehicle with completely predetermined policies that will generate returns for whoever holds 
particular notes, and that the notes are initially held by X. Having predetermined the policies, 
X can be said to have the power to direct the activities. But what if X later sells the notes to 
Y? Does Y have control or not? On the one hand, one could argue that Y cannot control the 
vehicle since it was not involved in the predetermination of the policies. On the other hand, 
others may argue that by having bought the notes from X, Y assumes the role of X and 
thereby assumes control ofthe vehicle. This being said. we believe that a party that had, in the 
past, the power to direct the activities of an entity to generate returns (Le. that party had 
control over the entity) and continues to hold the same interest in the entity would not lose 
control simply by having predetermined the activities of the entity for the remainder to the life 
of the entity. The situation, however, becomes more ambiguous if the party that has preset 
the activities retains only a portion of its initial interest and another party becomes exposed to 
greater variability in returns. 

Finally, we question whether the example in paragraph 37 is appropriate since it is unclear to 
us that the arrangement described (the purchase of receivables from the reporting entity by a 
structured entity) would have resulted in derecognition of the receivables by the reporting 
entity. 

Question 8 
Should the IFRS on consolidated financial statements include a risks and rewards 'fall 
back' test? Ifso, what level of variability of returns should be the basis for the test and 
why? Please state how you would calculate the variability of returns and why you 
believe it is appropriate to have an exception to the principle that consolidation is on the 
basis of control. 

No, we do not believe that the Standard should include a risks and rewards fall back test. As 
previously indicated in this letter, we believe that risks and rewards are integral to the control 
model. Incorporating a separate fall back test would move away from consolidation based on 
control, which we do not believe is the direction the IASB should be taking. 

Disclosure 

Question 9 
Do the proposed disclosure requirements described in paragrapb 23 provide decision
useful information? Please identify any disclosure requirements that you think should 
be removed from, or added to, the draft IFRS. 

We support the requirement to provide better disclosure both on circumstances where 
significant judgment was used in determining whether to consolidate (or not consolidate) 
certain entities and on the reporting entity's "offbalance sheet' activities, which we believe 
relate to the reporting entity"s business risks. The additional information proposed by the ED 
appears to affect both areas and we suggest that the Board more clearly distinguishes which 
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disclosures are aimed at addressing which areas. Moreover, the guiding principles for the 
disclosure are not clearly established, giving the impression that voluminous disclosure will 
be required, the relevance of which is questionable, 

Guiding principles for disclosures 

It appears that paragraph B31 should be read as providing the guiding principle that the 
reporting entity should use in establishing what information to disclose, We note that this 
paragraph rightly indicates that an appropriate balance is required to avoid providing neither 
insufficient nor excessive information. However we question whether the requirements listed 
in the subsequent paragraphs respect this principle, To ensure that the spirit of paragraph B31 
is met, we encourage the Board to establish clearly the objective of each element of the 
disclosures and then turning the detailed information that is currently proposed as being 
required by the ED into suggestions of the information that may allow the reporting entity to 
meet this objective. 

Information related to consolidation 

We have identified paragraphs B32-B37 and B48-B49 as reiating to the application of the 
consolidation requirements. 

We agree with the principle of providing additional information related to circumstances 
where the decision whether to consolidate was based on significant judgment. This is 
consistent with the disclosure on estimates, uncertainties and judgments required by lAS 1. 
In that respect, we propose the following modifications to the disclosure requirements: 

a) It would be useful for paragraph B32 to include a reminder of this objective and to 
indicate that it is likely that significant judgement was involved in the circumstances 
currently listed in (a) to (c) but it may also arise in other circumstances; 

b) Further, we note that paragraph B33 and B34 indicate that the reporting entity would 
provide information in the aggregate if the circumstances listed in paragraphs B32(a) 
and (b), respectively, arise. Keeping in the spirit of lAS I, we believe that it may be 
more useful if separate disclosure was provided for each entity that is consolidated (or 
not cousolidated) as a result of a decision requiring significant judgement and 
estimates. 

With respect to the other information related to the effect of consolidation, we question the 
objective of the requirements proposed in paragraph B35 relating to non-controlling interests. 
It appears to compensate for the decision taken by the Board to adopt an 'entity approach' and 
provide disclosure to assess what the consolidated financial statements would be like under a 
'parent approach'. If this is the only reason for requesting this information, we do not believe 
that the disclosure in paragraph B35 is relevant. 

Information related to husiness risks 

We have identitied paragraphs B38-B47 as relating more to disclosure of an entity'S business 
risks rather than issues related to the application of the consolidation requirements. 

We support the Board's decision to improve the disclosure required with respect to business 
risks, such as reputational risk. However, we believe that such improved disclosures may 
also be appropriate for entities that would not meet the definition of structured entities. 
Accordingly, we believe that it is the existence of business risks such as reputational risk 
which triggers the need for improved disclosure rather than the manner in which the entity, or 
the counterparty to these activities, has been structured. 
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While we support the objective of improving the disclosure on business risks, we question the 
need to provide all of the information listed in the ED. As we detail in our response to 
Question 10, some of the disclosure requirements may be onerous and/or extremely difficult 
to obtain. Also, we have indicated above, in order to be consistent with the principle 
established in paragraph B31, the objective should be for the reporting entity to disclose 
sufficient and appropriate information to provide a meaningful understanding of its exposure 
to business risks to the users of the financial statements. We are not convinced that this 
balance has been achieved so far. 

Furthermore, we believe that the expanded disclosure requirement related to business risks 
would be better integrated in another Standard (e.g. lAS I or lAS 24) rather than in a 
Standard on consolidation. 

Other comments 

We also note that: 
a) While paragraph BCI45 indicates that the 'Board decided against requiring 

disclosures of a reporting entity's intention to provide future support ... without a 
contractual or constructive obligation to do so', this decision does not appear to have 
been respected since paragraphs B46(e)(iii) and B47(a) both require that a reporting 
entity discloses whether it has current intentions to provide support to structured 
entities; 

b) The ED proposes to impose a tabular format for much of the information required. 
We believe that the reporting entity should be free to determine the format most 
suitable to its disclosure. 

Question 10 
Do you think that reporting entities will, or should, have available the information to 
meet the disclosure requirements? Please identify those requirements with which you 
believe it will be difficult for reporting entities to comply, or that are likely to impose 
significant costs on reporting entities. 

No, we believe that preparing the following disclosures would be onerous and/or that the 
required information would be extremely difficult to obtain: 

a) B32(c): We question whether an entity will always have the information to determine 
whether returns are significant to the structured entity. We also note that this 
disclosure appears to be related to the circumstances discussed in paragraph 33. 
However, whereas paragraph 33 refers to 'exposed to the variability a/returns that 
are potentially significant', paragraph B32(c) refers to 'receive returns that are 
potentially significant'. If these two paragraphs are indeed related, it would be 
appropriate that they are consistent in referring either to variability of returns or 
simply to returns. 

b) B37(b): This paragraph appears to require the disclosure of all covenants. This 
appears very onerous given that IFRS 7 does not require such a disclosure. 

c) B40-B41: To the extent that a reporting entity no longer has any involvement with a 
structured entity, we believe these disclosures are onerous and we question the 
relevance of the information. Furthermore, it would be useful to specify whether the 
disclosure is also meant to be required if the reporting entity is solely acting as agent 
for another party with respect to the structured entity. Also, would the disclosure in 
B41(b) apply to all assets transferred to structure entities (including cash 
contributions) and to assets transferred 'from' structured entities and would it cover 
only transfers in the current period? Finally, we suggest that the Board should 
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explain what it means to 'sponsor' an entity as this term may not be widely 
understood. 

d) B42: The requirement to provide two years of comparative information appears 
burdensome and inconsistent with the general requirements of lAS 1. 

e) B43-B47 (nature of risks): As a general principle, we do not believe that the 
disclosures to be provided should be more onerous than the information a structured 
entity would include in its own financial statements under IFRS, 

f) B44( c) and B46: We believe that this is information that the reporting entity may be 
unable to obtain, 

Also, we believe that the requirements of the following paragraph should be clarified: 

a) B37(a): Is this meant to require disclosure of all protective rights granted to non
controlling interests? 

Question 11 
(a) Do you think that reputational risk is an appropriate basis for consolidation? If so, 

please describe how it meets the definition of control and how such a basis of 
consolidation might work in practice. 

(b) Do you think that the proposed disclosures in paragraph B47 are sufficient? If not, 
how should they be enhanced? 

No, we agree that reputational risk is NOT an appropriate basis for consolidation, 

We do not believe that this decision implies that additional disclosure is required as a 
replacement, We do not believe that the disclosure in B47 is appropriate, if appropriate 
disclosures about business risks are provided. 

Also on the topic of rep utationa I risk, Be 39 states that an explicit commitment to support 
another entity is likely to be a liability that is accounted for in accordance with lAS 37, We 
question why lAS 39 might not be the applicable Standard for accounting for such a liability, 

Question 12 
Do you think that the Board should consider the definition of significant influence and 
the use of the equity method with a view to developing proposals as part of a separate 
project that might address the concerns raised relating to lAS 28? 

Yes, we believe that the Board should undertake a project on the definition of significant 
influence and the use of the equity method, 
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Appendix 2 

Additional Comments 

The following are additional comments and suggested editorial changes we would like the 
Board to consider in finalising the Standard on Consolidation. 

1. Definition of entity 

We believe that the Standard should clearly establish the 'level" at which the consolidation 
principles must be applied. In particular, we note that the ED introduces the concept of 
'silo' as a footnote to the definition of subsidiary included in Appendix A. Since this is 
not a defined term in IFRS, the definition of silo currently provided in paragraph BC31 
should be incorporated in the main body of the Standard. In addition, the Standard should 
specify the circumstances when it is necessary to silo an entity into various functions. 
Further, since the concept of separating entities into silos is not addressed in IFRS, it 
would be important that the Board explains the basis for introducing this concept in the 
consolidation Standard. 

2. Related arrangements 

Paragraph 18 of the ED has carried forward the guidance from lAS 27.33, however 
subparagraph (c) which states '[t]he occurrence of one arrangement is dependent on the 
occurrence of at least one other arrangement' has been omitted without any rationale 
provided in the Basis of Conclusions. We believe that this guidance should be retained 
because in practice this often establishes the link between two arrangements. The 
guidance in lAS 27.33(c) addresses a condition that is different from the condition 
addressed in lAS 27.33(a) which refers to 'entering into one arrangement in 
contemplation of another' and accordingly subparagraph (a) cannot be considered to 
encompass the two conditions. 

3. Related parties 

Paragraph B12 lists parties that may be identified as acting for a reporting entity. 
However, in the absence of further guidance on the matter, it is unclear in what context 
and how this list of examples is meant to be used. In particular, where related parties are 
acting in concert (or may be acting in concert), how would one identify which party is 
acting on behalf of the other? 

4. Legal supervision 

Paragraph 25 indicates that a reporting entity that has more than half of the voting rights of 
another entity may not have control if that other entity is under 'legal supervision'. The 
term legal supervision is not defined or explained. It may be appropriate to revert to the 
wording currently used in lAS 27.32 that refers to 'control of a government, court, 
administrator or regulator'. Legal supervision could otherwise be interpreted as 
encompassing the regulatory regimes to which rate-regulated entities are subject. 

5. Transitional provisions 

Certain aspects of the transitional provisions require clarification. These include: 
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a) Paragraph 52 indicates that if adoption of the new Standard results in 
consolidation of an entity that was not previously consolidated. the deemed 
acquisition date is the date of first applying the Standard. Is this the first day 
of the current year or of the previous year? 

b) Also. if a reporting entity is required to consolidate an entity not previously 
consolidated. what is the consideration to be used to determine goodwill? Is it 
the fair value of the interest at the deemed acquisition date? 

c) Further. if consolidating an entity not previously consolidated requires fair 
valuing the existing interest, would the resulting adjustment be recognised in 
profit or loss or other comprehensive income (revaluation reserve, opening 
retained earnings)? The same question would arise if consolidation results in 
recognition of a gain on a bargain purchase or if deconsolidation of a 
previously consolidated entity results in a gain or loss. 

It may also be useful to include illustrative examples of the application of the transitional 
provisions. 

6. Presentation of options issued by a subsidiary 

While this issue does not arise from the changes to the consolidation Standard proposed 
by this ED. we would like to take the opportunity to bring to the attention of the Board the 
fact that ambiguity exists on how to apply the guidance in paragraph B 19 (or lAS 27.19 in 
the current Standard): how are options of subsidiaries presented in the statement of 
changes in equhy, j.e. are these part of the non-controlling interest or not, and if not 
where should they be presented? Also. under this paragraph. if options entitle the holder 
to certain dividend rights. how should the dividends be presented and allocated? 

7. Revised lAS 27 

We recommend that the revised lAS 27 is issued as an exposure draft prior to being 
issued as a revised Standard to ensure that no unintended consequences arise as a result of 
unexposed amendments. 

8. Editorial changes 

Paragraph II states 'returns generated/or a parent can inc/ude ... • We suggest that this 
should be reworded to say 'returns can include ... ' The wording in the ED assumes control 
relationship before this assessment has been made. 

Paragraph 16 states' however, if the reporting entity ceases to receive returns from its 
involvement with an entity, it does not control that entity.' We suggest that this should be 
reworded to state'" however, if the reporting entity ceases to have an entitlement to receive 
returns from its involvement with an entity, it does not control that entity. ' The wording in 
the ED could be misinterpreted in circumstances where returns are nil, therefore emphasis 
should be on changes in entitlement to returns. 

In keeping with our suggestion that the definition of structured entities be removed (i.e. 
that paragraph 30 be deleted). paragraph 31 may then be reworded to read 'some entities 
are structured so that their activities are restricted and those acttl'ities are not directed as 
described in paragraphs 23 to 29. In such circumstances, when assessing control, it is 
necessary to ... ' 
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Appendix A defines 'control of an entity' as 'the power of a repurting entity to direct 
activities ... ' We suggest that the reference to 'reporting' entity is unnecessarily restrictive 
and accordingly we suggest that the definition should be reworded 'the power of an entity 
to direct activities ... ' 

Paragraph B20 and B21 should refer to 'financial statements or otherjinanciai 
information' rather than only 'financial statements', 

Paragraph B35(c) should refer to 'operating segment or, where the entity is scoped ouf of 
IFRS 8, the business activity' 

Paragraph B36, relating to the information required when the date of the financial 
statements of a subsidiary used to prepare consolidated financial statements differs from 
the date of these consolidated financial statements, is currently in the section on 
information related to non-controlHng interest. A separate header is required for 
paragraph B36, 
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Appendix D 

Submission to the IASC Foundation Trustees on the Invitation to Comment Review of 
the Constitution: Identifying Issues for Part 2 of the Review dated 31 March 2009 
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Oeloitte 

Mr Gerrit Zalm, Chairman 
International Accounting Standards Committee Foundation 
30 Cannon Street 
London, EC4M 6XH 
United Kingdom 

31 March 2009 

Dear Mr Zalm 

Review of the IASCF Constitution: 
Identifying Issues for Part 2 ofthe Review 

Deloitte Touche Tohmatsu 
2 New- Street Square 
London EC4A 3BZ 
United Kingdom 

Direct: +442070070907 
Direct fax: +442070070158 
www.deloitte.com 
www.iasplus.com 

Deloitte Touche Tohrnatsu is pleased to provide comments to the lASe Foundation Trustees 
on their discussion document Review of the Constitution: Identifying Issues for Part 2 of the 
Review issued in December 2008. 

In our view, the IASCF Constitution should identify the principles of governance and 
oversight of the IASCF and the IASB. It should be relatively short and allow the various 
components of the IASCF a necessary degree of operational flexibility. This operational 
flexibility has allowed the IASB to react quickly to crises (e.g" that in October 2008). Were 
the Constitution to be overly detailed, this ability to act with agility might be compromised. 

However, we have identified areas within the Constitution where we see the need for change: 
to align the TASCF Constitution and the TASB Framework; to require that IFRS be based on 
clear principles; and to clarify certain aspects of the IASCF's governance. 

Many of our comments encourage the IASB and the Trustees to enhance the documentation 
of operational aspects of their activities. Within the constitutional framework, the IASB and 
the IFRTC have voluntarily documented their operational practices in their respective Due 
Process Handbooks, to which they adhere generally and the SAC developed its own 'Terms 
of Reference and Operating Procedures'. We believe that the IASB should amend its Due 
Process Handbook to give constituents an opportunity to comment on the IASB's agenda and 
relative priorities; to be required to conduct field tests when a proposal would change current 
practice in an untested way; and to require more rigorous reconsideration of a principle in 
light of substantial unorchestrated opposition. 

Many of the criticisms being levelled at the IASCF and the Trustees in particular stem from a 
lack of transparency and understanding around what they do and how they do it. We 
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encourage the Trustees to prepare a document that explains their operating procedures and 
how they exercise their oversight functions. 

I f you have any questions concerning our comments, please contact Ken Wild in London at 
+44 (0)20 7007 0907. 

Yours sincerely 

1f-~ 
V 

/ 
Ken Wild 
Global IFRS Leader 
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Appendix I 

Objectives ofthe organisation 

J The Constitution defines the organisation's primal}' objective in the following manner: 

to develop. in the public interest a single set of high quality, understandable and 
enforceable global accounting standards that require high quality_ transparent and 
comparable information in financial statements and other financial reporting to help 
participants in the world"s capital markets and other users make economic decisions 

lnfulfilling Ihal objective, the organisation is 

to take account of, as appropriate, the special needs of small and medium-sized entities 
and emerging economies 

Does the emphasis 011 helping 'participants in the world's capital markets and other users make 
economic decisions', .,,1/ith consideration of 'the special needs of small and medium-si=ed entities 
and emerging economies', remain appropriate? 

We believe that the objective remains appropriate, but that the Trustees should take the 
opportunity to align the objectives of the organisation as expressed in the Constitution as far 
as possible with the objective of general purpose financial reporting as it is expressed in the 
IASB's proposed Framework. Although any change to the IASCF Constitution should use 
the words in the final version of Chapter I of the Framework, using the words in the May 
2008 Exposure Draft of An Improved Conceptual Frame,'.'Ork for Financial Reporting the 
Objective would be: 

to develop, in the public interest, a single set of high quality, understandable and 
enforceable global financial reporting ae68URtiflg standards that require high quality, 
transparent and comparable information in financial statements and other financial 
reporting to help present and potential equity investors. lenders. creditors and other 
participants in the worJd~s capital markets aRe stReF l:lSeFS make economic decisionsJn 
their capacity as capital providers. 

And that, in discharging this responsibility, the IASB should 

take account of, as appropriate, the special needs of private entities [or however the IASB 
refers to the 'SME project' in the final Standard] s"",11 aRd medi"m sized emilies and 
emerging economies. 

In suggesting these changes, we wish to emphasise that the world's capital markets include 
public and private capital markets; both of which seem to have similar (although not identical) 
information requirements. That is, the user of the financial statements may be different 
between public and private capital markets, but the objective of financial reporting remains 
the same: to provide high-quality, transparent and comparable financial information about the 
reporting entity that is useful to present and potential equity investors, lenders, creditors and 
other capital market participants in making economic decisions in their capacity as capital 
providers. 

The disclosure requirements in public capital markets are usually thought to be more 
extensive than for private ones, but this is an issue already being addressed by the IASB in its 
IFRS for non-publicly accountable entities project. 

Is 'emerging economies' the correct term? 

We believe that there is some misunderstanding of the term 'emerging economies'. 
Sometimes, the term is used (e.g., the FTSE Emerging Markets Index and the Morgan Stanley 
Emerging Markets Index) to refer to large second-tier economies such as Argentina, Brazil, 
Chile, China, India, Russia, South Africa and Taiwan. We question whether economies of 
this size are those contemplated in objective 2(c), or whether the intention is to highlight the 
needs of the one hundred or more smaller 'developing countries' and 'economies in 



transition', [f the intention is to address the latter, we suggest modifying objective 2(c) to 
refer to "developing countries and economies in transition', which is the term used by the 
United Nations' Intergovernmental Working Group of Experts on International Standards on 
Accounting and Reporting (lSAR), We note that the Constitution refers to 'emerging 
markets' in paragraph 37(1) and recommend that whatever term is used in paragraph 2(c) 
should also be used in 37(1). 

How might the lASCF and the lASB implement objective 2(c» 

Referring to the 'special needs of emerging economies' in the objectives of the organisation 
raises expectations among constituents. Objective 2( c) refers back to objectives (a) and (b), 
which are to develop high quality standards and promote their use and rigorous application, 
We believe that the forthcoming IFRS for Private Entities will help enhance access to capital 
by companies, regardless of size, in developing countries and economies in transition. We 
believe that the IASCF's programme to develop comprehensive training materials to 
accompany the [FRS for Private Entities and make them available without charge in multiple 
languages will help bring about use and rigorous application of the standard, 

At the same time, we also believe that the main challenges in developing countries and 
economies in transition are a lack of capacity and experience in many different aspects of the 
financial reporting infrastructure generally, such as accounting education and training, support 
materials and software in local languages, effective enforcement of standards, an professional 
accountancy body that complies with the obligations that IFAC imposes on its members, and 
experienced, effective external auditors. Building capacity in these areas is, for the most part, 
beyond the remit of the IASCF and the IASB. But in our view they are closely related to 
what is intended by the inclusion of 'emerging economies' in objective 2(c), 

While we support clarifying objective 2(c), we believe that the intention expressed remains 
appropriate and should not be deleted from the Constitution. However, it is important that the 
IASCF and the IASB and their constituents have a clear understanding of what is intended by 
that objective and that constituents have realistic expectations of what the IASCF and the 
IASB can and cannot do to achieve it. 

2 In the opinion of the Trustees. the commitment to drafting standards based upon clear principles 
remains vitally important and should be enshrined in the Constitution. Should the Constitution 
make spectfic reference to the emphasis on a principle-based approach? 

We agree that the IASCF Constitution should require that the IASB should develop financial 
reporting standards that are based on 'clear principles' i,e., the objective of the IFRS, These 
principles must be explained clearly in each IFRS. We would use the phrase 'clear principles' 
in the Constitution in preference to 'principles-based" for which there is no consensus on 
what that phrase means. The Constitution should not be overly-prescriptive on what should 
be implied by 'clear principles', but it could comment as follows: 

Financial reporting standards are based on clear principles that result in financial reporting 
information that is a faithful presentation of economic reality and is responsive to users' 
needs for clarity and transparency, In addition, such standards will be consistent with a 
clear Conceptual Framework; will be based on an appropriately-defined scope that 
addresses a broad area of accounting; are written in clear, concise and plain language; and 
allow for the reasonable and appropriate use of professional judgement. 

We acknowledge that any IFRS based on clear principles will be accompanied by application 
guidance, but we would expect that this would be kept to a minimum and illustrate the 
principles rather than detailed examples of particular facts and circumstances. Extensive 
application guidance is often an indicator that the principle in the standards is not as clear as it 
should be. 
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If the Trustees incorporate a 'clear principles' requirement in the Constitution, the IASB 
should be asked to amend its Due Process Handbook to accommodate and elaborate on how it 
implements the requirement in practice - in accordance with its usual period for public 
comments. This will help to ensure that there is consensus among the IASB's constituents 
about (i) what 'financial reporting standards based on clear principles' means in practice; and 
(ii) that how the IASB expects to achieve that objective in practice is appropriate and 
accepted. 

3 The Constitution and the IASB 's Framework place priority on developingfinancial reporting 
standards for listed companies. During the previous review of the Constitution some 
commentators recommended that the lASB should developfinancial reporling standards for nol
for-profit entities and the public sector. The Trustees and the lASE have limited theirfocus 
primarily 10 financial reporting by private sector companies, partly because of the need to sel 
clear priorities in Ihe early years o/the organisation. The Truslees would appreciale views on 
this point and indeed whether the JASB should extend its remit beyond the curren/focus of the 
organisalion. 

We believe that it is important to clarify that financial reporting by not-for-profit entities and 
public sector entities are potentially very different and that any discussion should not address 
these two sectors as if they were necessarily the same or faced the same issues. 

The IASB's primary function at present is 'private sector' financial reporting standards. We 
believe that this responsibility remains appropriate and should not change at this time. At 
present, we are uncertain whether any of the IASB members has significant experience in the 
public sector and thus whether the IASB has the appropriate skills to set both public- and 
private sector financial reporting standards. We believe that, in the medium-term at least, 
there are many issues requiring attention in private sector financial reporting and the IASB 
should not have the constitutional distraction of having to address public sector issues. 

Currently the International Public Sector Accounting Standards Board, which operates under 
the auspices of the International Federation of Accountants, issues International Public Sector 
Accounting Standards. In setting these standards, the IPSASB 'considers and makes use of 
International Financial Reporting Standards as well as pronouncements from other sources 
with an over-arching objective that IPSAS are consistent with IFRS 'to the extent those 
pronouncements are applicable and appropriate to the public sector' (JPSASB Interim Terms 
of Reference, 10). There is a high degree of cooperation between the IASB and IPSASB and 
the respective statf members. This should be encouraged to continue (see below, Q4 j. 

In due course, although not as a current priority, the IASB should address issues in financial 
reporting by not-for-profit entities. There are some specialist areas (e.g. non-reciprocal 
transactions/ contributions; accounting for collections, heritage assets, etc; and financial 
statement presentation in the lack of an ownership structure). 
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4 There are other organisations that establish slandard .. that are either based upon or have a 
close relationship with IFRSs. The lASe Foundation already recognises the need 10 have close 
col/ahoralion with accounting standard-setting bodies. Should the Constilulion be amended to 
allow for the possibility of closer collaboration lvith a wider range of organisations, whose 
objectives are compatible with the L4SC Foundation's objectives? Jjso, should there be any 
defined /;mitafions? 

We note that nothing in the Constitution prohibits the lASS from cooperating or collaborating 
with any other body with a legitimate interest in financial reporting standards. Indeed, we 
have seen and support the IASB's outreach not only to financial reporting standard-setters and 
regional bodies that are closely involved in financial reporting standards, such as the 
European Financial Reporting Advisory Group, but also to standard-setters that operate in 
areas that are complimentary to financial reporting, such as the International Valuation 
Standards Committee and the UN ECE and CRIRSCO groups on the measurement of oil and 
gas reserves. 

This collaboration contributes to the success of IFRS as a global reporting language, but we 
think that it is an operational aspect of standard-setting. If the Trustees think that it is 
important to document willingness or an undertaking to enter into such cooperation, it should 
ask the lASS to amend their Due Process Handbook how this might be done while preserving 
the Board's operational transparency. 

Governance of the organisation 

5 The first part of the reViell' of the Constitution proposed the establishment aformallink to a 
Moniloring Group. Under this arrangement. the governance of the organisation would still 
primarily rest with the Trustees. Although thefiyst part oflhe rel'ieu' has not yel been 
completed, the Trustees would welcome "iews on whether the language of Section 3 should be 
modified to reflect more accurately the creation of the Monitoring Group and its proposed role. 

We note that the IASC Foundation Trustees announced the completion of Phase I of the 
Constitution review on 29 January 2009. Included in that announcement was the formation of 
the Monitoring Group and the publication of the Terms of Reference agreed between the 
IASCF and the Monitoring Group Members and Observer. 

We believe that the IASC Foundation Constitution should be amended to reiterate the 
principles recited in paragraphs 5 and 4 of the Memorandum of Understanding, for example: 

Governance ofthe lAse Foundation 

3 The governance of the IASC Foundation shall rest with the Trustees~ 
discharging this responsibility, the Trustees shall collaborate with the IASCF 
Monitoring Board in the manner specified in the 'Memorandum of 
Understanding to strengthen the institutional framework of the IASCF' dated fdd 
mmm 2009J (cfMoU paragraph 4). That MoU does not alter the terms of the 
relationship between the Trustees and the lASS, neither does it alter the 
Trustees' responsibilities as described in this Constitution (cfMoU paragraph 5). 
aAa sHeh ethe, gevemiAg e'gaAs as ma;y' Be "l'!,eiAtea B) the T'Hstees iA 
assenloAee with the !"e'>'isieAs ef IAis CellStitHtie!l. The Trustees shall use their 
best endeavours to ensure that the requirements of this Constitution are observed; 
however, they are empowered to make minor variations in the interest of 
feasibility of operation if such variations are agreed by 75 per cent of all the 
Trustees. 
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Trustees 

6 The Trustees are appointed according to a largely fixed geographical distribution. Is such a 
fixed distribution appropriate, or does the current distribution need reriew? 

In our view the mandatory geographical apportionment at the Trustee level is, and continues 
to be appropriate. 

However, it would be useful to all constituents to understand the basis for the apportionment, 
for example, whether it is based on national or regional GDP or securities markets' 
capitalisation or other indicators. In our view, the formula for the apportionment should be 
fixed but the actual distribution should be flexible and should be reviewed from time to time. 

7 Sectiuns 13 and 15 set out the responsibilities ajthe Trustees. The intention of these provisions 
is to protect the independence of the standard-setting process while ensuring sufficient due 
process and consu/tation-thejundamental operating principle u.fthe organisation. In addition 
to these constitutional provisions, the Trustees have taken steps 10 enhance their oversight 
function over the L4SB and other lAse Foundation activities. The Trustees would we/come 
comments on Sections 13 and 15, and more generally on the effectiveness of their oversight 
actil'ities. 

Funding the organisation (paragraph 13(a) 

While noting the progress highlighted in the Trustees' press release of 29 January 2009, we 
share the concern of others about the progress of funding arrangements (paragraph 13(a». 
See also our response to Q8. 

Operating procedures for the Trustees (paragraph 13(b) 

The IASCF's standard-setting components (IASB and IFRIC) have developed and issued 
documents that explain what they do and how they do it (their Due Process Handbooks). The 
Standards Advisory Council has a similar document in their Terms of Reference and 
Operating Procedures. We are concerned that the operations of the Trustees (paragraph 
13(b» are not well understood and that some of the stress on the organisation stems from this 
lack of understanding. Consequently, we would encourage the Trustees to document their 
operating procedures in a manner similar to the IASB, IFRIC and SAC. 

Open meetings (paragraph 13(f) 

While we note that there are public sessions at meetings of the IASCF Trustees (paragraph 
13(1), we would encourage more sessions to be opened to the public and for better observer 
resources to be provided. (Again, the IASB, IFRIC and SAC provide very detailed resources 
to Observers, which are very helpful to Observers and others to understand those discussions 
and to ensure better and more accurate conununication with constituents.) 

Oversight of the lASB 

Before we can conunent on the '''effectiveness of the Trustees' oversight activities of the 
IASB" (paragraph 15), it would be helpful for us to understand how the Trustees undertake 
this exercise and the criteria they employ. Therefore, once again we encourage the Trustees 
to document their operating procedures and to include in that document the criteria against 
which they assess the effectiveness of the IASB. 
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Standard, AdvisO/y Council 

We note the appointment of the reconstituted Standards Advisory Council in February 2009 
and support the inclusion of members as representatives of constituencies on the Council. We 
think that this group has the potential to be very useful to the IASB, provided that it is seen as 
an effective conduit for an exchange of views between constituents and the IASB, 

Consequently, we reconunend that, as part of its responsibility to monitor the effectiveness of 
the IASB, the Trustees develop criteria that will allow them to assess how effectively the 
IASB engages with and responds to the Standards Advisory Council. 

8 The Trustees are responsible for ensuring the financing of the lASe Foundation and the lASH 
Since the completion oj the prel'ious revieu' of the Constitution. the Trustees have made 
progress tVli'ards the establishment qf a broad-basedfunding system that helps to ensure the 
independence and sustainability qfthe standard-setting process. However, the Trustees have no 
authority to impose afunding system on users of JFRSs. The Trustees would welcome comments 
on the progress and theIl/lure o/the organisation'sfinancing. 

We are firmly in favour of a principle that those parties who use the IASC Foundation 
'works' (IFRS and related documents) should bear the burden of funding the IASC 
Foundation's standard-setting activities, We believe that this is best left in the hands of local 
financial market regulators, who in tum should be responsible for raising the money from 
their constituents, including but not necessarily limited to preparer companies, We also stress 
that the method of funding should maintain and be seen to maintain the independence of the 
IASB from national and regional governments, the accounting profession and individual 
preparer entities. 

Insofar as they support this approach to funding the IASeF, we support the principles already 
established by the Trustees: that the funding should be broad-based; compelling; open-ended; 
and country-specific. 

International Accounting Standards Board 

9 Commentalors have raised issues related to the 145B 's agenda-setting process. The Constitution 
gives the lASB full discretion in developing and pursuing its technical agenda '. The Truslees 
have regularly reaffirmed Ihal position as an essential elemenl o/preserring the independence 
o/the standard-setting process. However, they wDuldv.-'elcome views on the lASE's agenda
sefling process and would appreciate it if, in setting oull'in1'S, respondents would discuss any 
potential impact on the IASB 's independence. 

We note that, in the United States, the FASB and the Financial Accounting Standards 
Advisory Council undertake an annual survey of the FASB's constituents on the F ASB's 
technical agenda, This survey has a high degree of credibility both at the F ASB and with 
constituents, In particular the survey assists the FASB in identifying trends in financial 
reporting, which in turn assists them in making resource allocations as appropriate. 

In the past, the IASB has not been particularly successful in developing communications with 
constituents with respect to how it determines its technical agenda and assigns relative 
priorities, We encourage the IASB, SAC and the Trustees to give constituents an opportunity 
to comment on the IASB's agenda and relative priorities. Part of the Trustees' oversight 
responsibilities would be to determine how the IASB uses the input it receives; how it 
communicates to those who participate in the survey about how it has used those responses; 
and how its resource aJlocation decisions and priorities were influenced by the feedback it 
received. 

The IASB must have the discretion to make changes to its technical agenda without excessive 
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interference; however we agree that it would be appropriate for the Trustees to review 
specifically the exercise of that discretion as part of its annual review. The Board needs the 
ability to be flexible, while in normal circumstances maintaining its wide consultation with 
constituents, the SAC and others. 

Some constituents are of a view that the agenda has been too heavily focused on convergence 
with US GAAP and 'esoteric' conceptual issues for several years. While many of the IASB's 
projects are part of the Memorandum of Understanding with the F ASB, the IASB has also 
undertaken projects that have been responsive to requests from Europe, New Zealand, China 
and Canada. Their consultation has increased, as has the quality of the documentation 
supporting agenda proposals. 

The regular review of the technical agenda that occurs during public IASB sessions, which 
more recently have been accompanied by a thorough assessment developed by the senior 
staff, are very useful documents for regular followers of the lASE. However, they are not 
documents designed to arrest the public's attention. Consequently, we are concerned that the 
perception that some constituents are more important than others remains and the IASB 
should improve how it communicates its agenda-setting decisions to its constituents. 

10 The Constitution describes the principles and elements ~f required due process/or the L4SB. 
The IASE's procedures are set out in more detail in the lASE Due Process Handhook. If 
respondents do not believe the procedures laid out in the Constitution are sufficient, what 
should be added? {f respondents believe that the procedures require too much time, what parI of 
the existing procedures should be shortened or eliminated? The Trustees would also welcome 
comments on recen! enhancements in the lASS's due process (slIch as post-implementation 
reviews, feedback statements, and effect analyses) and on the lASB Due Process Handbook. 

In general, the procedures in the IASB's Due Process Handbook (and the IFRIC equivalent) 
are satisfactory and sufficiently flexible to permit the effective discharge of the IASB's 
standard-setting responsibilities, however there are areas in which the IASB's due process 
could be enhanced further. 

We support the IASB's self-imposed decision to issue a discussion document for all 
significant new topics. However, there is some concern that, by including their 'preliminary 
views", there is a perception that the IASB is stifling debate or inviting constituents to join a 
conversation already in progress. These constituents would prefer to see discussion papers 
present the issues and possible approaches in as neutral fashion as possible. On the other 
hand, we acknowledge that if a particular alternative has been included in the discussion 
document for reasons of completeness, but has little likelihood of forming the basis of an 
[FRS, the IASB should be honest with its constituents at as early a stage as possible. 

We believe that one way in which the IASB could enhance its due process would be to 
require a substantive redeliberation of a preliminary view if there is a suhstantial un
orchestrated level of opposition to a principle. The IASB would need to debate why so many 
constituents were opposed to the IASB proposal. Nor should they ignore opposition on 
conceptual grounds: often opposition is based on practical considerations that the IASB may 
not have deliberated. 

The IASB should also be encouraged to conduct field tests when their proposals are 
controversial or change existing practice in an untested manner. These field tests should be 
conducted in a variety of jurisdictions to demonstrate that the proposal is a substantively 
better treatment than any other. 

We would also encourage the Board to make a preliminary assessment of the practical and 
cost! benefit consequences of a particular approach before committing itself to that approach. 

Finally, we wish to support the views of many constituents expressed in public and in 
correspondence with the IASB that any changes to IFRS must be accompanied by an 
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opportunity to comment on such proposals. While we acknowledge the extraordinary 
circumstances of October 2008, if it is to maintain its reputation as the global independent 
private-sector financial reporting standard setter, the IASB should ensure that some period for 
comment (normally a minimum of30 days) be offered for all standard-setting activities, The 
Trustees should not permit the IASB to bypass its due process in response to pressure from 
any region or jurisdiction. This is an operational aspect of standard-setting and is best 
documented in the IASB's Due Process Handbook. (See also our comments on QII.) 

11 Should a separate last track' procedure be created/or changes in IFRf)s in cases of great 
urgency? What elements should be part of a fast track 'procedure? 

We do not support creating a separate 'fast track' procedure for changes to IFRS. 

In extraordinary times, the F ASB due process provides for shortening the "normar' comment 
period, and this has been enacted for some of the recent projects associated with the credit 
crisis. While recognising the urgency of those projects, we commend the balance shown by 
the F ASB to continue to ensure some period for comment rather than overriding its due 
process. We note that the IASB's Due Process Handbook (paragraphs 97-98) also provides 
for very short comment periods without having to obtain an explicit permission of the IASC 
Foundation Trustees. However, we think that the Due Process Handbook should be amended 
to acknowledge that comment periods shorter than 30 days could be used in particularly 
extreme circumstances. While we acknowledge the extraordinary circumstances of October 
2008, if the IASB is to maintain its reputation as the global independent private-sector 
financial reporting standard setter, the IASB should not bypass its due process in response to 
pressure from any region or jurisdiction. 

Standards Advisory Council 

12 Are the current procedures and composition, in lerms ofmlmbers and professional 
backgrounds, of the Standards AdvisOl), Council (SAC) salisfacIDlY? Is the SAC able to 
accomplish its objectives as defined in Section 38? 

Commenls on the composition must await the appointment o/the 'new' SAC, but as this will 
be the third time the SAC has been restructured ;n seven years, its record as a troublesome 
group for which to define the appropriate membership and role is well known. 

The SAC can be very effective in bringing to light different views on financial reporting 
issues and as such, provides valuable input to the IASB's agenda-setting and technical 
deliberations. In particular, we support the inclusion of members as representatives of 
constituencies on the Council. 

We have noted elsewhere in this response ways in which the IASB might work with the SAC 
more effectively and discuss in a meaningful way with it why the IASB intends to act or has 
acted in a particular way, how it has taken some views of the SAC into account and why it 
disagreed with others. This would help to make the SAC more in the nature of 'insiders' and 
better able to act in their ambassadorial role (see paragraph 2 of the SACs Terms of 
Reference). 

J 3 Are there elements of the terms of reference of the SAC that should be changed? 

We believe that the SAC's terms of reference as defined in paragraph 38 of the Constitution 
and elaborated in the SAC's Terms of Reference and Operating Procedures are appropriate. 
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Other issues 

14 Should the Tn/stees consider any other issues as part of this stage of their review of the 
Constitution? 

Paragraphs 24 and 41 of the Constitution provide that the IASB Chairman shall also be the 
CEO of the IASC Foundation. Given the very heavy technical workload of the IASB 
Chairman (including travel to meet with constituents), we recommend that the Foundation 
and the standard-setting activities be separated completely by appointing a CEO of the 
IASCF, one who is not a member of the IASB or the IASBI IFRlC staff. 

In addition, paragraph 43 refers to specific roles within the IASeF (director of operations and 
commercial director). We see no reason why some senior roles should be named and others 
not. We recommend that this paragraph be deleted or made more generic. 
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