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Dear Sir or Madam,

Exposure Draft: Proposed Improvements to International Financial Reporting Standards

We are responding to your invitation to comment on the above Exposure Draft on behalf of
PricewaterhouseCoopers.

Following consultation with members of the PricewaterhouseCoopers network of firms, this response
summarises the views of member firms who commented on the Exposure Draft.
‘PricewaterhouseCoopers’ refers to the network of member firms of PricewaterhouseCoopers
International Limited, each of which is a separate and independent legal entity.

Overall comment

We support the IASB's introduction of an annual improvements project as a means of addressing those
minor, yet essential, changes to existing standards that may not warrant separate exposure drafts on a
standalone basis. Furthermore, we believe that this project further supports the IASB's objective of
developing and promoting the use of a single set of high quality accounting standards that may be
used by companies across the globe.

Proposed amendments outside the scope of an annual improvements project

However, in our view, we believe that certain proposed amendments are not "minor," and are
significant enough to be the subject of individual exposure drafts. Specifically, we believe the
amendment to IAS 1 with respect to additional disclosure requirements where an entity is unable to
make an explicit and unreserved statement of compliance with IFRS is not a matter to be dealt with as
part of the annual improvements process. As outlined in our response in Appendix A to the specific
question posed on this amendment, we agree with the principle underlying this proposal, but we
believe that this issue should not be addressed by the Board. Rather, it is a matter that requires the
enforcement power of securities regulators around the world.

We believe that the amendment proposed to IAS 39 with respect to the definition of a derivative is also
outside the scope of this project, but don't think it should be pursued further in a separate deliberative
process. For the reasons stated in Appendix A to this letter, it will have a significant impact on
derivative accounting by inappropriately bringing a wide range of contracts into the scope of the
definition.
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Appendix A - Proposed amendments outside the scope of an annual improvements project

IFRS 5, 'Non-current Assets Held for Sale and Discontinued Operations
Question 2: Do you agree with the proposal to add paragraph 8A to IFRS 5 to clarify that assets and
liabilities of a subsidiary should be classified as held for sale if the parent has a sale plan involving loss
of control of the subsidiary? If not, why?

Yes. We agree that the proposed amendment to IFRS 5 is in line with both the principles outlined in
the proposed IAS 27 (revised 2007) with respect to loss of control of a subsidiary and the economic
entity model proposed in the revisions to IFRS 3. However, we believe that the Board needs to further
consider the implications for the principles in IFRS 5 and the usefulness to investors of the proposed
modified reporting prior to amending the standard.

Paragraph 6 of IFRS 5 states that an entity classifies "a non-current asset (or disposal group) as held
for sale if its carrying amount will be recovered principally through a sale transaction rather than
through continuing use." In the circumstance where an entity holds an interest of 51% in a subsidiary
and subsequently sells 2% of its holding, resulting in loss of control, we do not believe that
classification as held for sale fits with the definition set out in paragraph 6, as the interest in the
subsidiary is not principally recovered through sale given the significant proportion of continuing
involvement.

Furthermore, where the assets and liabilities of the subsidiary are classified as held for sale and the
criteria in paragraph 32 of IFRS 5 have been met, the subsidiary would also be presented as a
discontinued operation. However, this would be inconsistent with the overall objective of separately
highlighting discontinued operations as set out in BC62 of IFRS 5, that is, "providing users with
information that is relevant in assessing the ongoing ability of the entity to generate cash flows." Where
an entity partially disposes of an interest in a subsidiary, the remaining interest held will still generate
future cash flows for the entity. As a result, we believe that there needs to be further consideration of
the effect of the proposed amendment on the principles in IFRS 5.

Therefore, we believe that a separate project focusing on potential amendments to IFRS 5 is
warranted. Given that this standard is the result of the short-term convergence project that the Board
has with the FASB, we recommend that this project be coordinated with the FASB and its proposed
FSP 144-c, "Classifying and Accounting for a Depreciable Asset as Held-for-Sale When an Equity
Method Investment Is Obtained.".

IAS 1, 'Presentation of Financial Statements'
Question 4: Do you agree with the proposal to require an entity that cannot make an unreserved
statement of compliance with IFRSs to describe how its financial statements would have been different
if prepared in full compliance with IFRSs? If not, why?

Where a set of financial statements does not fully comply with IFRS as published by the IASB, we
agree with the Board that highlighting differences between IFRS as applied in those financial
statements and IFRS as published by the IASB is useful information for the users of those statements.
However, we believe that such a requirement can only be effectively implemented and enforced by the
global regulator community.

For example, a jurisdiction which carves out or amends certain IFRS requirements can easily carve out
this amendment, if implemented. Whilst audit requirements might require the auditor to consider
whether such disclosures are necessary for fair presentation, even if not required by the financial
reporting framework, the jurisdiction could equally carve out such associated audit requirements as
well. The financial statements, and the audit, would then accord with local law. It is up to regulators to
determine the appropriate response, which may be of particular relevance in the case of cross border
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listings. We note the recent decision by the SEC to require either financial statements in full
compliance with IFRS as issued by the IASB or reconciliation to US GAAP.

We believe that limiting the requirement to only narrative disclosure leads to the risk that users may not
understand or fully appreciate the impact of differences, particularly where they are from another
jurisdiction. We believe listed entities, particularly those that are listed in markets outside their own
jurisdiction, should be required to quantify differences, where practicable, as this would provide users
with more valuable information. However, again, this can only be enforced by securities regulators. In
the case of non listed entities such reconciliation may seem excessive.

We note that the IAASB has currently proposed amendments to ISA 700, "The Independent Auditor’s
Report on a Complete Set of General Purpose Financial Statements," that would require auditors to
consider the implications for their audit report where sufficient disclosure was not made by an entity.
Our response to the IAASB on these proposed amendments includes comments similar to our
comments above.

IAS 16, 'Property, Plant and Equipment'
Question 10: Do you agree with the proposal to amend paragraph 68 of IAS 16 and paragraph 14 of
IAS 7? If not, why?

We believe that this matter should be the subject of a separate exposure draft to more
broadly consider an accounting principle for property, plant and equipment where an entity's
business model is to use (but not necessarily rent out) an asset and then sell it.

As part of this broader project, we believe that the Board should ensure that any
amendments it proposes to IAS 7 mirror those proposed to IAS 16.

IAS 19, 'Employee Benefits'
Question 16: Do you agree with the proposal to replace in IAS 19 the term ‘fall due’ with the notion of
employee entitlement in the definitions of short-term employee benefits and other long-term employee
benefits? If not, why?

No, we do not believe that the intention of the Board is clear from the current suggested wording and
believe that the proposal will lead to a change in classification for a wide range of existing benefits. As
the measurement bases for short term benefits and other long term benefits are different any change in
classification could have a significant impact on reporting.

It is unclear whether or not the term “becomes entitled” should be interpreted as referring to vesting.
Consider the example of a lump sum payment, under a deferred compensation plan, payable at the
earlier of the third anniversary of the balance sheet date or on leaving service. One interpretation of the
proposal would be that as at the balance sheet date the employee is entitled to the benefit because it
would be payable immediately if he leaves. Under this interpretation, the liability would be measured at
its undiscounted amount as per paragraph 10 of IAS 19. However, this would be out of line with
current practice which would classify the payment as other long term benefits and value the liability at
its present value allowing for early payment resulting from expected employee turnover.

It is also not clear whether the Board intended to align the accounting for short-term and long-term
employee benefits under IAS 19 with the distinction between current and non-current liabilities under
IAS 1. We do note that this would be inconsistent with the SIC rejection dealing with the measurement
of the termination indemnity arrangements in Italy. The rejection concluded that the liability should
reflect the expected leaving date.




