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Dear Sir / Madam

Re: Exposure Draft Government Loans (proposed amendments to IFRS 1)
On behalf of the European Financial Reporting Advisory Group (EFRAG), I am writing to comment on the Exposure Draft of Proposed Amendments to IFRS 1 Government Loans (‘the ED’). This letter is intended to contribute to the IASB’s due process and does not necessarily indicate the conclusions that would be reached by EFRAG in its capacity as advisor to the European Commission on endorsement of the definitive IFRS on the issues.
We are supportive of what the proposals are trying to achieve. However, we believe that the Board should limit the scope of the proposed transitional relief to entities that, under their previous GAAP, accounted for government loans as liabilities. 
Our detailed comments are set out in the Appendix to this letter.
If you wish to discuss our comments further, please do not hesitate to contact Giorgio Alessio Acunzo or me.

Yours sincerely,

Françoise Flores

EFRAG, Chairman
Appendix
Notes to constituents

1 The IASB amended IAS 20 Government Grants (IAS 20) in May 2008 to require that government loans with a below-market rate of interest would have to be measured at fair value on initial recognition. The Board made the amendment to remove an apparent inconsistency between IAS 20 and IAS 39 Financial Instruments: Recognition and Measurement.

2 At the time, the Board recognised that retrospective application of this requirement would have forced entities to measure the fair value of loans at a past date. Accordingly, the Board decided that the requirement would have to be applied prospectively to new loans.
3 In August 2011, the application of this requirement in IAS 20 by first-time adopters of IFRSs was brought to the Board’s attention. The Board agreed in September 2011 to issue an exposure draft that proposes ‘to add an exception to the retrospective application of IFRSs to require that first-time adopters of IFRSs apply the requirements in paragraph 10A of IAS 20 prospectively to loans entered into on or after the date of transition to IFRSs, unless the information needed to apply these requirements to a government loan as a result of a past transaction was obtained at the time of initially accounting for that loan’ (paragraph BC2 of the ED).

4 On 19 October 2011, the Board issued the Exposure Draft Government Loans (proposed amendments to IFRS 1) (the ED), which asks for comment to be submitted by 5 January 2011.
5 The IASB proposes that entities should apply the requirements in the ED for annual periods beginning on or after 1 January 2013, although earlier application is permitted. 

Question 1

The Board proposes to amend IFRS 1 so that first-time adopters would be required to apply paragraph 10A of IAS 20 prospectively to loans entered into on or after the date of transition to IFRSs, unless the information needed to apply these requirements to a government loan as a result of past transaction was obtained at the time of initially accounting for that loan. Do you agree? Why or why not?
EFRAG’s response

We are supportive of what these proposals are trying to achieve, but believe that the Board should limit the scope of the proposed transitional relief to entities that, under their previous GAAP, accounted for government loans as liabilities.
6 As EFRAG has previously stated in comment letters on other amendments to IFRS 1 First-time Adoption of International Financial Reporting Standards, the objective of IFRS 1 is to ensure that an entity’s first IFRS financial statements contain high quality information that:

(a) is transparent for users and comparable between the periods presented;

(b) provides a suitable starting point for accounting in accordance with IFRS; and

(c) can be generated at a cost that does not exceed the benefits.

7 EFRAG agrees with the Board that the requirement to apply paragraph 10A of IAS 20 retrospectively may lead to an entity applying hindsight if it must derive a fair value that need significant unobservable inputs. In addition, retrospective application of any requirement would bring with it a certain level of costs that would be avoided under the proposals.

8 While we are supportive of what the proposals are trying to achieve, we believe that the Board should limit the scope of the proposed transitional relief to entities that, under their previous GAAP, accounted for government loans as liabilities.

9 Implicit in the Board’s reasoning is the assumption that first-time adopters are in the same position as existing IFRS reporters, which we believe is not necessarily the case. Existing IFRS reporters, which benefited from the transitional relief in paragraph 43 of IAS 20, previously accounted for government loans as liabilities that were measured either with or without imputed interest.
10 However, it is our understanding that under some national GAAPs – that do not contain the equivalent of IAS 20 or SIC‑10 Government Assistance—No Specific Relation to Operating Activities – government loans may be accounted for directly as equity (e.g. government loans in the form of redeemable shares and government loans to be repaid out of future profits). Grandfathering such a practice would not result in information that is transparent for users or provide a suitable starting point for accounting in accordance with IFRS.

Question 2

Do you have any other comments on the proposals?

EFRAG’s response

We believe that the Board should explain in the Basis for Conclusions why retrospective application of IAS 20 should remain an option in some circumstances.

11 Paragraph B11 of the ED proposes that an entity may retrospectively apply paragraph 10A of IAS 20 ‘provided that the information needed to apply these requirements to that government loan was obtained at the time of initially accounting for that loan’.
12 The Board should explain in the Basis for Conclusions:

(a) why it believes retrospective application of IAS 20 should be optional, given that this reduces comparability of financial information and introduces further complexity in IFRS 1; and

(b) why it is necessary to limit the retrospective application of IAS 20 – even in cases where entities can collect the relevant information subsequently – when no such restriction is considered necessary in respect of the retrospective application of IFRS 3 Business Combinations.

13 Finally, we believe the Board should clarify whether or not the option is available on a loan-by-loan basis.
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