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DRSC e. V. e Zimmerstr. 30 ¢ 10969 Berlin

Sir David Tweedie

Chairman of the

International Accounting Standards Board
30 Cannon Street

London EC4M 6XH

United Kingdom

Dear David,

Exposure Draft ED/2009/3 Derecognition — Proposed amendments to IAS 39 and
IFRS 7

On behalf of the German Accounting Standards Board (GASB) | am writing to comment
on the IASB Exposure Draft ED/2009/3 ‘Derecognition — Proposed amendments to I1AS
39 and IFRS 7’ (herein referred to as ‘ED’). We appreciate the opportunity to comment

on the Exposure Draft.

The GASB does not support the proposed new derecognition approach in the Exposure
Draft. Overall, in comparison to the current requirements we do not see the proposed
approach as an improvement in accounting or as a simplification in applying the
derecognition test. Furthermore, we believe that the proposed additional disclosures are

too extensive.

The GASB supports the alternative approach as a possible solution for a new
derecognition model. For a complete evaluation however, the presented basic concept

needs further elaboration.

Please find our detailed comments on the questions raised in the ED in the appendix to
this letter. If you would like to discuss our comments further, please do not hesitate to

contact me.

Yours sincerely,

Liesel Knorr
President
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Appendix

Question 1 — Assessment of ‘the Asset’ and ‘continuing involvement’ at reporting

entity level

Do you agree that the determination of the item (ie the Asset) to be evaluated for
derecognition and the assessment of continuing involvement should be made at the level of

the reporting entity (see paragraphs 15A, AG37A and AG47A)? If not, why? What would you

propose instead, and why?

We agree with the proposal that the assessment of ‘the Asset’ and ‘continuing
involvement’ should be made at the level of the reporting entity.

Question 2 — Determination of ‘the Asset’ to be assessed for derecognition

Do you agree with the criteria proposed in paragraph 16A for what qualifies as the item (ie
the Asset) to be assessed for derecognition? If not, why? What criteria would you propose
instead, and why?

(Note: The criteria proposed in paragraph 16A are the same as those in IAS 39.)

We agree that certain criteria are necessary to determine what represents ‘the Asset’ to
be assessed for derecognition. Using criteria already in place in the current standard
has merits. We understand that despite of the different wording the criteria proposed
should be the same as those in IAS 39. We have also learned that the ‘or’ in paragraph
16A of the ED means actually ‘and/or’, i.e. a proportionate share of specifically identified
cash flows from a financial asset also qualifies as ‘the Asset’. We suggest clarifying this
point to avoid confusion when the standard is translated into other languages.

However, the GASB has concerns with the notion in paragraph 16A of the ED that the
performance of the part retained must not depend on the performance of the part
transferred, and vice versa, on the grounds set out by the dissenting Board members in
AV 12 of the ED.
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Question 3 — Definition of ‘transfer’

Do you agree with the definition of a transfer proposed in paragraph 9? If not, why? How
would you propose to amend the definition instead, and why?

The GASB comprehends the intention of the IASB to ensure that all transactions,
irrespective of their form, are assessed for derecognition when they are economically
transfers of financial assets and therefore introducing a broader definition of a transfer.
However, we believe that the proposed definition is too wide to achieve this objective in
an adequate and efficient manner. For example the term ‘agrees to pass’ raises

guestions regarding the point in time at which the derecognition test is to be performed.

Question 4 — Determination of ‘continuing involvement’

Do you agree with the ‘continuing involvement’ filter proposed in paragraph 17A(b), and also
the exceptions made to ‘continuing involvement’ in paragraph 18A? If not, why? What would
you propose instead, and why?

One of the main criticism on the existing derecognition requirements in IAS 39 relates to
continuing involvement. It is our understanding that this issue currently causes the most
problems in practice. Thus, the GASB has strong concerns against implementing a

continuing involvement test as a major step into a new derecognition model.

Question 5 — ‘Practical ability to transfer for own benefit’ test

Do you agree with the proposed ‘practical ability to transfer’ derecognition test in paragraph

17A(c)? If not, why? What would you propose instead, and why?

(Note: Other than the ‘for the transferee’s own benefit’ supplement, the ‘practical ability to

transfer’ test proposed in paragraph 17A(c) is the same as the control test in IAS 39.)

Do you agree with the ‘for the transferee’s own benefit’ test proposed as part of the ‘practical
ability to transfer’ test in paragraph 17A(c)? If not, why? What would you propose instead,

and why?
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The GASB does not agree with the proposed ‘practical ability to transfer’ derecognition
test as we believe that the underlying criterion of this control test is not the essential
one. An entity controls an asset when it has access to the future economic benefits
embodied in that asset and has the ability to restrict others’ access to those future cash
inflows. We believe that control is better evidenced by looking at who has the risks and
rewards inherent in the asset rather than focusing on the ability to transfer the asset.
Excludability is more important than transferability. In a case where a portfolio of
financial assets is transferred to a SPE and the SPE is contractually precluded from
selling the assets, the proposed control test would fail and the assets would still be
recognized by the transferring entity even though the SPE receives all future cash flows.
We do not believe that this is an appropriate outcome.

Another concern is the treatment of sale and repurchase agreements (repo
transactions) involving readily obtainable securities which will represent sales of the
transferred assets under the proposed derecognition model, in contrast to the current
requirements where those have been treated as secured borrowings.

Finally we struggle with the proposed reassessment of the ‘practical ability to transfer’
test in AG52F and AG52G of the ED. We see at least practical problems in a
subsequent assessment to be performed by the transferring entity but from a
transferee’s perspective.

Question 6 — Accounting for retained interests

Do you agree with the proposed accounting (both recognition and measurement) for an
interest retained in a financial asset or a group of financial assets in a transfer that qualifies
for derecognition (for a retained interest in a financial asset or group of financial assets, see
paragraph 21A; for an interest in a financial asset or group of financial assets retained
indirectly through an entity, see paragraph 22A)? If not, why? What would you propose

instead, and why?

(Note: The accounting for a retained interest in a financial asset or group of financial assets
that is proposed in paragraph 21A is not a change from IAS 39. However, the guidance for
an interest in a financial asset or group of financial assets retained indirectly through an

entity as proposed in paragraph 22A is new.)
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We agree with the proposed accounting set out in paragraph 21A of the ED. We have
reservations regarding the proposal in paragraph 22A of the ED. The GASB believes
that the purchased interest represents a new asset with a different risk and cash flow
profile because the transferee entity comprises not only the transferred assets.
Therefore this new asset should be accounted for following the general requirements

rather than applying the proposed split.

Question 7 — Approach to derecognition of financial assets

Having gone through the steps/tests of the proposed approach to derecognition of financial
assets (Questions 1-6), do you agree that the proposed approach as a whole should be
established as the new approach for determining the derecognition of financial assets? If not,
why? Do you believe that the alternative approach set out in the alternative views should be
established as the new derecognition approach instead, and, if so, why? If not, why? What
alternative approach would you propose instead, and why?

As indicated by our answers to the preceding questions, the GASB does not agree to
establish the derecognition model proposed in the ED as the new approach for
determining the derecognition of financial assets. We are not convinced that the
proposal will be an improvement or a simplification compared to the existing
requirements.

Regarding the alternative approach set out in the alternative views, we believe that this
might be a possible solution to obtain a better derecognition model that is less complex
in application. However, as the alternative views contain the rough basic concept only, it
is difficult to draw a final conclusion. The GASB is of the opinion that the alternative
approach leads to an appropriate outcome in cases of transferring disproportionate
shares of the cash flows from financial assets, because the retained parts have different
risk profiles and thus represent new assets (or liabilities) to be recognised at fair value.
A weakness of the approach is seen in cases where only a small proportionate share
(e.g. 1% or 2%) of the cash flows from a financial asset is transferred and the financial
asset is carried at amortised cost in the financial statements. The derecognition of the
‘old’ asset and the recognition of the ‘new’ asset (representing 99% or 98% of the ‘old’
asset) at fair value offer structuring opportunities. A suggestion to avoid this problem

would be to incorporate ‘the Asset’ test from the proposed approach in the ED into the
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alternative approach. Therefore, in the mentioned example, the derecognition test would
only be applied on the 1% or 2% transferred cash flows while the retained part is still
carried at cost.

Question 8 — Interaction between consolidation and derecognition

In December 2008, the Board issued an exposure draft ED 10 Consolidated Financial
Statements. As noted in paragraphs BC28 and BC29, the Board believes that its proposed
approach to derecognition of financial assets in this exposure draft is similar to the approach
proposed in ED 10 (albeit derecognition is applied at the level of assets and liabilities,
whereas consolidation is assessed at the entity level). Do you agree that the proposed
derecognition and consolidation approaches are compatible? If not, why? Should the Board
consider any other aspects of the proposed approaches to derecognition and consolidation
before it finalises the exposure drafts? If so, which ones, and why? If the Board were to
consider adopting the alternative approach, do you believe that that approach would be
compatible with the proposed consolidation approach?

The GASB acknowledges the efforts of the IASB to arrive at compatible approaches for
derecognition and consolidation as we emphasize the importance of internal
consistency of IFRS standards. However, as stated in our answer on Question 5, we do
not agree with the focus on transferability in determining control for derecognition
purposes. In our opinion the ability to restrict others from access to the future economic
benefits of an asset plays the important role and thus control can be better evidenced
by looking at the risks and rewards inherent in the asset. Consequently, the GASB
already expressed this opinion in its comment letter dated 23 March 2009 on the

Exposure Draft ED 10 ‘Consolidated Financial Statements’.

Question 9 — Derecognition of financial liabilities

Do you agree with the proposed amendments to the principles for derecognition of financial
liabilities in paragraph 39A? If not, why? How would you propose to amend that principle

instead, and why?

The IASB decided to amend the derecognition approach for financial liabilities currently
in IAS 39 to more closely align it with the definition of a liability in the framework. It is our

understanding, based on the feedback received, that this amendment will not result in a
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different treatment regarding derecognition of financial liabilities in any case. This might
raise the question of the rationale behind such an amendment. However, the GASB has
no reservations about the proposed amendment.

Question 10 - Transition

Do you agree with the proposed amendments to the transition guidance in paragraphs 106
and 1077 If not, why? How would you propose to amend that guidance instead, and why?

The GASB agrees with the proposed prospective application of a new derecognition
model given the practical problems that a retrospective application in this area would
raise otherwise.

We have concerns with the proposed permission of early application as we see this as a

sort of a structuring opportunity which impedes comparability of financial statements.

Question 11 - Disclosures

Do you agree with the proposed amendments to IFRS 7? If not, why? How would you

propose to amend those requirements instead, and why?

One weakness area of financial reporting unfolded by the global financial crisis relates
to off balance sheet risks and insufficient disclosure about exposure to such risks.
Therefore, the GASB fully understands that the proposed amendments to IFRS 7 are
aimed to address those concerns. However, we believe that the proposed additional
disclosures go much further than that. Preparing those will put an additional burden on
the preparers as some requirements are difficult to fulfill, if at all. On the other hand, it is
questionable if the additional disclosures will be an improvement for users of financial
statements. In our opinion, most of the disclosures relating to risks the entity is exposed
to are already required under existing IFRS 7. We do not see the improvement in
repeating these disclosures for a subset of transactions, those related to transfers. An
inconsistency in this respect is the above mentioned treatment of repo transactions
which will result in additional disclosures. If an entity purchases a corresponding
derivative instead, similar disclosures will not be required for assets the entity did not

previously have but now has in form of a net position.
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