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UNITED KINGDOM

Dear Madam or Sir,

| am writing to comment on the proposals made bintlthe ED “Measurement of Liabilities
in IAS 37" and the Working Draft “Liabilities” (heafter the “Liabilities project”).

The ANC considers that the nature and the exterth@fimpacts of these proposals on the
financial statements have not been fully assesdeel ANC is of the view that the proposals,
being a source of increased uncertainty, impairdeeision usefulness of the information

provided and thus create confusion for the usefsmancial statements. An illustration of this

is the proposed accounting treatment for restrugjucosts that will no more capture the

economics of these operations and the related neamag decision in all circumstances.

The ANC has formed this view for the following reas:

- The ANC is not convinced of the relevance of thtonmation provided to users by
recognising systematically in the statement offmial position a “liability” for which
there is only a low probability of cash outflows;

- The proposals to use complex statistical techniqoeseasure a single obligation and to
include a profit margin in the measurement of &iliy where the entity expects to
undertake the service itself provide less releanut reliable information than the IAS 37
“best estimate” and in any case do not provide si@eiuseful information about the
expected cash outflows of the entity.

Moreover, the ANC has not identified any major eliéfnce between the proposed
measurement objective, based on market data, andljective of fair value. The ANC

considers that this proposal is a step towards<eansion of fair-value, to which the ANC is

opposed.
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The ANC is also concerned that the difficulty ophpng IAS 37 where there is uncertainty
about the existence of an obligation, is not appatgly addressed by the replacement of the
existing threshold approach by a judgemental ambr,oaotably due to the lack of robustness
of the indicators provided by the IASB. The ANOsilers that robust indicators are key to
ensuring a consistent application of principlesedasaccounting and thus comparable
information for users of financial statements.

The ANC is also opposed to the introduction of re@mceptual principles into IFRS through
individual standards. If the IASB wishes to chamgaceptual criteria, it should do it via a
wider debate under the Conceptual Framework project

Although the Board is only inviting comments on theasurement aspects of this project and
despite the initial short period of time given, #thNC has decided not to limit its comments
to the measurement proposals.

The ANC considers that the due process followethbyyJASB on the Liabilities project is not
appropriate as it does not give the stakeholde¥sofiportunity to participate in a balanced
and transparent debate. The ANC also questiongiiswlue process complies with the IASB
objective to produce high-quality accounting staddan the best interest of its stakeholders
for the following reasons:

- The fundamental changes made to the original albgscof this project, reinforced by the
development of other IASB projects related to redtign and measurement of
obligations during the significant five year delaynce the initial exposure of the
proposals, deserve per se an overall reconsideratithe project;

- In the light of the numerous negative comments iveceon the original recognition
proposals and of the considerable debate the I1A&®B dubsequently regarding these
proposals, particularly during its discussionslonéxistence of an obligation, re-exposure
iIs essential to provide the stakeholders with tpeootunity to re-assess the IASB’s
arguments for not modifying its original views;

- Re-exposing only the measurement proposals prevbetstakeholders from properly
expressing their views as recognition and measuremsues are closely related and, as
such, cannot be considered in isolation.

As stated above, the ANC considers that the IASBukhalso completely reconsider the
Liabilities project as it provides less decisiorefus information to users of financial
statements than IAS 37. Indeed, these proposal#t resboth the recognition of “liabilities”
that do not meet the recognition criterion in tixéseng Framework and in a measurement
basis of many liabilities that would not providegictive information about the cash outflows
of the entity.

In respect to the proposals made by the IASB, oainmbjections are summarised below.
The detailed comments are set out in the appendhxig letter:

Concerning the measurement proposals:

- The existing measurement objective of IAS 37, basethe best estimate of the costs to
fulfil the obligation, provides more relevant infeation about the expected cash outflows
of the entity than the proposed measurement basis;

- The proposed expected value technique provideséésgant and reliable information
for a single obligation than the IAS 37 “best estiai. Whilst requiring a complex
methodology, this proposal is likely to result im @amount that will never reflect the
actual cash flows of the entity;



- The proposal to include a profit margin in the measent of an obligation when the
entity expects to fulfil the obligation by rendegirthe service itself results in
misleading performance information for users based hypothetical transaction. In
addition, it does not provide decision-useful infation about the expected cash
outflows of the entity;

Whilst not challenging the principle of the risk mgm, the discussion of what the risk
margin is meant to represent and how it is detezthiis confusing and impedes the
assessment of the appropriateness of the proposals.

Concerning the other aspects of the project set out in the working draft:

The unknown consequences of the uncertainties wling the scope and the
interactions of this project with the other IASBojacts prevent constituents from judging
its relevance;

The proposed change from the existing IAS 37 tloleslapproach to a judgemental
approach in situations where there is uncertaibyuaithe existence of an obligation is
inappropriate and results in less comparable indbion in the absence of the robust
accompanying indicators;

The proposed removal of the probability recognitioriterion is contrary to the
Framework and results in less decision-useful mfdron compared to IAS 37,

The proposal relating to the recognition of a restrring does not reflect the economics
of the operation and thus provides less decisi@falisnformation than the existing
requirements.

Moreover, the ANC believes that this project doesappropriately address the fundamental
guestion on how to provide users of financial stegets with decision-useful information
about contingent liabilities. In this respect, tABIC considers that the IASB has not put
forward convincing arguments for its view that umamty about the amount of outflows
should be addressed systematically through measmterihe ANC is convinced that this
question is part of a wider debate on the definivd a liability, which encompasses both the
uncertainties about the existence of an obligagioth about its outcomes and that it should be
dealt with in the framework project.

If you have any questions concerning our commavesyould be pleased to discuss them.

Yours sincerely,

ol

Jérome HAAS



Appendix1 — Detailed comments
Due Process

The ANC considers that the due process followethbyJASB on the Liabilities project is not
appropriate as it does not give the stakeholdersofiportunity to participate in a balanced
and transparent debate for the following reasons:

The initial objectives of the project were to arsaytems within the scope of IAS 37
in terms of assets and liabilities as defined | ASB Framework and to align the
IAS 37 accounting guidance for restructuring cosith the equivalent accounting
guidance in the US. By deciding to align the rectgm criteria in IAS 37 with other
IFRSs and to “clarify” the measurement of liabd&j which is in reality far beyond a
mere clarification (refer to our comments below thhe measurement), the IASB
changed fundamentally the initial objectives oktproject. Such a change, reinforced
by the development of other IASB projects reldtedecognition and measurement of
obligations during the significant five year delayce the initial exposure of the
proposals deserve per se an overall reconsideratiothis project (refer to our
comments below on the scope);

The ANC also notes that many respondents to thginati 2005 ED, including the
ANC, were strongly opposed to its recognition pgds. On the contrary, the IASB’
view was that these proposals were appropriatettzatdno re-exposure was needed.
However, the ANC notes that, in the meantime, tA&B continued to have
considerable debate on these proposals, partigutagarding how to address the
uncertainty about the existence of a present dimbiga Moreover, the ANC also
questions the relevance and weight of the variogginaents considered in this
decision to not re-expose and particularly the ichymd the so-called “timing issues”
such as the 2011 deadline or the terms of the Boambers. The ANC believes that
when differences of opinion between the IASB arsdcibnstituents are so great, re-
exposure is essential to guarantee an appropriae mtocess that provides
stakeholders with the opportunity to re-asses$AB®’s arguments for not modifying
its original views;

Re-exposing only the measurement proposals pretemtstakeholders from properly
expressing their views as recognition and measuremsues are closely related and
as such, should be considered globally and naalation.

The ANC considers that the IASB should also conabyeteconsider the Liabilities project as
it provides less decision-useful information to rgsef financial statements than IAS 37.
Indeed, these proposals result in both the recognitf “liabilities” that do not meet the
recognition criterion in the existing Framework ané measurement basis of many liabilities
that would not provide predictive information abtlue cash outflows of the entity.



Our main objections to the Liabilities project’®posals are the following:.
Concerning the measurement proposals:

» The existing measurement objective of IAS 37, basexh the best estimate of the costs
to fulfil the obligation, provides more relevant iformation about the expected cash
outflows than the proposed measurement

The ANC is opposed to the so-called “clarificatiaf’the existing measurement guidance in
IAS 37 proposed by the IASB. The ANC considers tia measurement of an obligation
should not be based on a “value of the resourcastiple nor on a “lowest of” notion.

Instead, the ANC considers that, in line with @rigtlIAS 37 and to provide decision-useful
information to users of financial statements, thrant that an entity would rationally pay to
be relieved of an obligation should be the expectsth outflows of the entity. Moreover, this
amount should reflect management’s recurring practis to the way the liability will be
discharged. Thus, this amount is one of the follgrtthree amounts:

- the best estimate of the costs to fulfil the olilma
- the amount that the entity would have to pay tacebthe obligation; and
- the amount that the entity would have to pay todfer the obligation to a third party.

Where there is no evidence that the entity cowdddfer or cancel the obligation this amount
should be estimate of the costs to fulfil the oduiign.

The ANC also disagrees with the view expressedha ED that the term “rationally”
systematically implies a “lowest of” notion as meé&l to in paragraph 36B. For example, an
entity may decide to fulfil an obligation for a higr amount instead of transferring it to a third
party for a lower amount so as to avoid any riskt tthe third party actions may have a
negative impact on the entity’s image. The ANC ad&rs that it is not possible to define
what “an entity’s rational behaviour” is based omuantified criterion such as “the lowest
amount” as it would never capture all the facts aeincumstances that lead an entity to make
what it considers the best business decision.

In light of the above comments, the ANC also coamdthat where management has no
recurring practice to cancel or transfer an obigggtthe obligation should be measured at the
best estimate of the costs required to fulfil iughwithout considering any “lowest of’
criterion as referred to in paragraph 36C.

Regarding subsequent measurement, consistentlytietliviews expressed above, the ANC
considers that an entity should adjust the carrgngunt of a liability at the end of each
reporting date to the amount that reflects managémezurring practice as to the way the
liability will be discharged. This remeasurementodd take into account only new
information. As such, if there is no change in ngmmaent recurring practice, the
measurement basis used for initial measurementl{egy estimate of the costs, or amount to
pay to cancel or amount to pay to transfer) shoeldhaintained.

- The proposed expected cash flow approach providesds relevant and reliable
information for a single obligation than the IAS 37 “best estimate”. Whilst
requiring a complex methodology, this proposal isikely to result in an amount
that will never reflect the actual cash flows



For a single obligation, the ANC is opposed to tise of a probability-weighted technique
based on all possible outcomes. This measuremesis daes not provide decision-useful
information for a single obligation as:

- This technique does not provide relevant informmafmr outcomes that do not fall into
a standard distribution. For example, for a singldigation with two dispersed
outcomes (for example, 70% of probability to pay ©@0 and 30% of probability to
pay zero), this technique results in an amount withtnever reflect the actual cash
flows;

- This technique requires management to develop @mmlodels involving both the
identification of both multiple scenarii of futuoash outflows and of the probabilities
to be assigned to these scenarii. In most casder &8gations, no reliable historical
data or comparable information is available ant iguestionable whether external
experts (such as lawyers in the case of litigajiemsuld be in a position to provide
these estimates.

As such, this measurement lacks relevance and atsgehe reliability and predictive nature
of information provided to users, in addition topiying a very high degree of subjectivity
which increases scope for manipulation.

The ANC considers that the IAS 37 most likely omeoprovides more relevant information
to users to predict the entity’s future cash floMareover, the ANC considers that IAS 37
disclosures already provide sufficiently reliabledaelevant information to users about the
uncertainties surrounding the measurement of desoigigation.

- The proposal to include a profit margin in the meaarement when the entity
expects to fulfil the obligation by rendering the srvice itself results in misleading
performance information for users based on a hypotétical transaction. In
addition, it does not provide decision-useful infamation about the expected cash
outflows of the entity

The ANC is opposed to the inclusion of a profit giaiin the measurement of a liability when
the entity expects to fulfil the obligation by umtiking the service itself, with the objective
to measure the obligation at a contractor pricee ANC agrees, in accordance with the 6
dissenting Board members, that this proposal resulmisleading performance information
for users of the financial statements as it redtiveset profit at the initial recognition of the
liability and releases a profit in the period ihieh the liability is fulfilled and thus without
any underlying economic reality.

The ANC considers that, in this case, the IAS 3Btnhikely outcome, which is based on the
best estimate of the costs, provides more reliablke relevant information to users of the
financial statements about the entity’'s expectesh cautflows as these cash flows will never
include a profit margin.

= The discussion of what the risk margin is meant torepresent and how it is
determined is confusing and impedes the assessmaiftthe appropriateness of the
proposals

Without challenging the principle of the risk margthe ANC notes that the discussion of
what the risk margin is supposed to represent aowd i should be determined is very
confusing. Moreover, the alternative views exprddsg certain board members contribute to
further obscure the debate as they seem to implgugh the discussion of the diversifiable
risk issue, that the risk margin is market-based.



As a result of this lack of clarity, the ANC is natposition to judge the proposals made until
the concepts are better explained and detailecagualis provided on the manner in which
the adjustment would be determined in practice.

As regards the more general question of the measumeof non financial liabilities, the ANC

takes the opportunity to reiterate its view on dregdk e.g. that when the liability has not
arisen from an exchange transaction, the discoatet used in measuring the liability at
present value should not include the entity’s dradk (neither for initial nor for subsequent
measurement). Please refer to our comment lettiexd ddeptember 4, 2009, Credit risk in
Liabilities measurement.

Concerning the other aspects of the project set out in the working draft:

= The unknown consequences of the uncertainties suwmading the scope and the
interactions of this project with the other IASB projects prevent constituents from
judging its relevance

As mentioned above, since the Liabilities projeesviaunched, the board has taken onto its
agenda several other projects addressing the nesasnt of obligations (revenue recognition,
leases and insurance) which are scheduled to beleted after the completion of the
Liabilities project.

The interactions between these projects are paatlgwnclear at this stage of their respective
developments. A good illustration of this is thidtte IASB recognises itself that the decision
to use costs as the basis for measuring onerousactmarising from transaction within the
scope of IAS 18 and IFRS 4 may be reversed inuhed.

The ANC is concerned by the unknown consequencéseske uncertainties as they prevent
constituents from judging the range and the releganf these proposals.

= The proposed change from the existing threshold appach to a judgemental
approach in situations where there is uncertainty bout the existence of an obligation
is inappropriate and would result in less comparat# information in the absence of
robust accompanying indicators

The ANC considers that the proposals for determgiriiran entity has a present obligation,
based on the notions of “unconditional’” and “staeddy obligation”, are not sufficiently
documented and may obscure the understood apphcatilAS 37 in this area.

The ANC considers that the IASB has not put forwemdvincing arguments to support the
fact that the existing IAS 37 provisions relatedtlie existence of a present obligation are
inappropriate. The ANC considers also that theppsal to remove the “threshold approach”
of IAS 37.15 ! used in certain situations to assess the existeh@m obligation for the
benefit of a judgemental approach should not beesded through the modification of a
standard but in the context of the Framework ptojec

The ANC also notes that the IASB had extensive @sban this question and concluded that
indicators on how to address uncertainty abouetigtence of a present obligation were to be
developed (refer to the Board decisions in July7200he ANC notes that the indicators
provided in the working draft are not sufficientlybust to ensure a consistent application by
entities. As such, the ANC is convinced that thisppsal will result in less comparable
information, as it can result in different entitj@glging similar situations differently.

! Based on a “more likely than not” criterion



= The proposed removal of the probability recognitia criterion is contrary to the
Framework and results in less decision-useful infenation compared to IAS 37

The ANC is opposed to the removal of the probabiicognition criterion that would result
in the recognition of present obligations whosebphnlity of cash outflows is less than 50%:

- The ANC believes it would not enable users to ptethie entity’s expected cash flows, as
these cash outflows are less likely than not taugcc

- The ANC notes that this proposal results in thegedion of “liabilities” that do not meet
the recognition criterion of a liability in the FneworK. In this regard, the ANC is also
opposed to the introduction of new conceptual fpies into IFRS through individual
standards. If the IASB wishes to change this cotuagriterion, it should do it via a
wider debate under the Conceptual Framework project

- The ANC believes that the current IAS 37 discloswaee adequate in ensuring that users
are provided with relevant information to assess riature and uncertainty surrounding
these obligations. More generally, the ANC does studre the IASB’s view that the
uncertainty about the existence of outflows is dretiddressed systematically through
measurement.

= The proposal relating to the recognition of a restacturing does not reflect the
economics of the operation and thus provides lesdsion-useful information than
the existing requirements

The ANC considers that a restructuring obligatitvoidd be recognised in a manner that
reflects the economics of the overall operationsAsh, the ANC considers that recognising,
as under current standards, a single liabilityreg point in time provides better information to
users on expected cash flows than recognisingdaheus components of a restructuring plan
overtime as is proposed. In this respect, the ANO aotes that the IASB has decided to
require additional disclosures among which thel todats expected to be incurred. The ANC
believes that this decision further illustrates thet that such information is decision-useful
for users and that it puts into question the raieeaof the IASB proposals to modify the
existing recognition requirements.

Question 1- Overall requirements
Please refer to our above comments.

Question 2 — Obligations fulfilled by undertaking aservice
Please refer to our above comments.

Question 3 — Exception for onerous sales and insurae contracts
Please refer to our above comments.
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2 Refer to Paragraph 91



