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Dear Sirs,

EFRAG’s Draft Endorsement Advice on IFRS 16 Leases

The Danish Accounting Standards Committee (DASC) set up by FSR - Danish
Auditors is pleased to provide you with its responses on EFRAG’s Draft Endorse-
ment Advice on IFRS 16 Leases following a Preliminary Consultation which closed
last December.

IFRS 16 has been issued after a series of Exposure Drafts and many hearings
and discussions with the involved parties and IASB has carried out its own Effects
Analysis too.

In addition, EFRAG has carried out both a technical assessment and an impact
assessment plus evaluated that IFRS 16 is conducive to European public good.
EFRAG has also had Europe Economics to carry out an impact assessment.
We support the work carried out.

In Denmark, the very long process has made constituents ready to implement
IFRS 16 as many have got used to the fact that more leases and liabilities -
rightly — should be on the balance sheet. We find that EFRAG Board seems more
cautious in its endorsement advice than seems reasonable.

We are concerned about appendix 3 paragraph 244, which is longer than the
positive paragraphs in the same concluding section. Therefore, we believe 244
should be shorter or preferably removed from the section.

In conclusion, we strongly support IFRS 16 to be endorsed as swiftly and expedi-
ently as possible and at the latest by the first quarter of 2018 in order for com-
panies to be able to implement the standard at the same time as IFRS 15 Reve-
nue from Contracts with Customers.

Kind regards,

Ole Steen Jgrgensen
Chief Consultant
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ANNEX - Responses to EFRAG’s questions

IFRS 16 LEASES

2. Draft Endorsement Advice

The draft endorsement advice reflects:

(a)
(b)
(©

(d)
(e)

Comments from constituents on the Preliminary Consultation Document;
Responses to the user questionnaire;

Additional research undertaken in respect of the impact of IFRS 16 on
SMEs;

Findings from the economic study commissioned by EFRAG; and

Expert advice from the European Central Bank and the European Banking
Authority in specific areas of those organisations’ expertise.

EFRAG is now seeking comments on its draft endorsement advice. EFRAG wel-
comes comments on any part of the draft endorsement advice, but notes that
the Preliminary Consultation Document included a complete draft of Appendices 1
and 2 which is largely unchanged in this document. Accordingly, EFRAG is pri-
marily interested in comments on specific components of Appendix 3 of the draft
endorsement advice, along with supporting evidence, if applicable.

Details

1

Please provide the following details:

(a) Your name or, if you are responding on behalf of an organisation or
company, its name:

FSR - Danish Auditors

(b) Areyou a:
] Preparer [] User [X] Other (please specify)

Representation of the Danish accountancy profession

(c) Please provide a short description of your activity:

FSR - Danish Auditors is committed to ensure the optimal business
environment, including ensuring the audit firms' professional and
political interests, and to be the professional voice of the audit pro-
fession in the broad industrial policy debate.
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(d)  Country where you are located:

Denmark

(e) Contact details, including e-mail address:

Ole Steen Jgrgensen on +45 33691026 or via email at osj@fsr.dk

Appendix 3 of the draft endorsement advice

Potential effects on stakeholders’ behaviours

2

EFRAG has assessed the potential effects on stakeholders’ behaviours, in-
cluding lessees, users of financial statements, lessors and other lenders
(see Appendix 3, paragraphs 48-78). To support the assessment, EFRAG
commissioned a study from an economic consultancy to provide input into
EFRAG’s analysis of potential changes in the behaviour of preparers, inves-
tors and lenders.

Overall EFRAG does not anticipate that IFRS 16 will have any material ef-
fect on entities’ access to and the pricing of leasing as a source of finance.
EFRAG however notes that some lessees may seek changes to their con-
tract terms and conditions and that lessors may be requested to provide
lessees with more information than in the past.

Do you agree with this assessment?
X Yes 1 No

If you do not agree, please provide your arguments and indicate how this
could affect EFRAG’s endorsement advice.

n/a

Potential impact of IFRS 16 on the leasing industry

5

EFRAG has assessed the potential impact of IFRS 16 on the leasing indus-
try in Europe. The assessment was informed by the economic study com-
missioned by EFRAG which considered the extent to which IFRS 16 is ex-
pected to lead to changes in behaviours of lessees and, specifically, chang-
es in the demand for leases (Appendix 3, paragraphs 79-88).

To summarise, EFRAG has assessed that IFRS 16 is likely to have some
negative effect on the leasing industry but that this effect should be mod-
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est in scale and would not represent a threat to the overall viability of the
industry.

Do you agree with the assessment?
X Yes ] No

If you do not agree, please provide your arguments and indicate how this
could affect EFRAG’s endorsement advice.

n/a

Potential impact of IFRS 16 on SMEs

7

EFRAG has assessed how IFRS 16 could affect small and medium-sized
entities (SMEs) (Appendix 3, paragraphs 89-127). EFRAG has determined
that only a very small proportion of SMEs in Europe are required or choose
to apply IFRS.

Based on the evidence available to EFRAG and the analysis undertaken,
EFRAG's initial assessment is that IFRS 16 is not expected to have any ma-
terial adverse or disproportionate impact on the SME sector in Europe. EF-
RAG however acknowledge that these SMEs generally experience greater
challenges than larger entities in implementing any significant accounting
change.

Do you agree with this assessment?

X Yes ] No

If you do not agree, please provide your arguments and indicate how this could
affect EFRAG’s endorsement advice.

n/a

Costs and benefits

9

10

EFRAG is assessing the costs that are likely to arise for preparers and for
users in the EU, both on initial implementation of IFRS 16 and in subse-
quent years (Appendix 3, paragraphs 161-233)?

To summarise, EFRAG’s initial assessment is that lessees will incur imple-
mentation costs (both one-off and ongoing). The amounts will vary consid-
erably, depending on a range of factors including the size of an entity’s
lease portfolio, the terms and conditions of those leases and the systems
already in place to account for leases applying IAS 17. Costs may be miti-
gated by the use of the various options and exemptions available in IFRS
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11

12

13

14

15

16. Part of the cost may also be ‘shifted’ to lessors if lessees rely on les-
sors to provide some of the information needed to implement the require-
ments.

EFRAG has received some broad and indicative estimates of the expected
costs of implementation of IFRS 16 and expected ongoing costs (Appendix
3, paragraphs 217-222. EFRAG acknowledges that any such estimates are
necessarily subject to a high degree of uncertainty.

Are you able to provide any additional cost estimates? If so, please provide
these estimates along with any relevant explanation (e.g. the source of
and basis for the amounts):

FSR - Danish Auditors has not conducted any detailed examination allow-
ing it to provide any additional cost estimates.

In addition, EFRAG has assessed the benefits that are likely to be derived
from IFRS 16 (Appendix 3, paragraphs 234-241).

To summarise, EFRAG’s initial assessment is that users are likely to benefit
from IFRS 16 including greater transparency about an entity’s financial
leverage and capital employed, enhanced information about leasing activi-
ty, improved comparability between entities that lease assets and entities
that borrow to buy assets. Benefits to users may be reduced by some of
the options available in IFRS 16, and on the basis that a significant propor-
tion of users do not anticipate that IFRS 16 will lead to a reduction in the
effort they currently expend in understanding and/or adjusting for the ef-
fects of operating leases in their analysis of lessees’ financial statements.
EFRAG assesses that preparers may also derive some benefits, although to
a lesser extent than users, as a result of improvements in the quality
and/or availability of internal management information about the effects of
leases and enhanced investor sentiment.

Do you agree with this assessment?
X Yes 1 No

If you do not agree with this assessment, please provide your arguments
and indicate how this could affect EFRAG’s endorsement advice.

n/a

EFRAG's initial assessment is that IFRS 16 would reach a cost-benefit
trade-off that is acceptable.

EFRAG acknowledges that the distribution of costs and benefits may be
uneven among stakeholders insofar as costs are largely expected to be in-
curred by entities preparing IFRS financial statements whereas benefits are
shared by them, users of financial statements (including investors) and the
wider economy.
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Do you agree with this assessment? Side 6

X Yes ] No

If you do not agree with this assessment, please provide your arguments
and indicate how this could affect EFRAG’s endorsement advice.

n/a

Other comments

16 If you do not agree with this assessment, please provide your arguments
and indicate how this could affect EFRAG’s endorsement advice.

] Yes X No

No further comments - we agree with this assessment.




