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Dear Sirs,

Re.: ED Fair Value Option for Financial Liabilities
The Danish Accounting Standards Committee set up by FSR is pleased to respond to EFRAGs Draft Comment Letter on the International Accounting Standards Board’s Exposure Draft ED/2010/4 Fair Value Option for Financial Liabilities (“the ED”). 

Introduction 

Overall, the Danish Accounting Standards Committee is concerned about the direction of the financial liability project. In our view, simplification rather than increased complexity should drive the changes and direction of the financial liability project. However, the ED adds another layer of complexity to the provisions. This is due to the fact that the ED increases the number of measurement models to four: 

· Amortised cost
· Amortised cost + separation of embedded derivatives 
· Fair value through profit or loss 
· Fair value with changes in own credit through other comprehensive income. 
Especially in light of the fact that fair value through profit or loss is an option for non-trade liabilities we see no reason to complicate the standard on financial liabilities to meet the apparent needs of probably only few preparers and users. Compared to the ED, we prefer the current model with an option to de-designate fair value designations made in prior periods on adoption of the new standard on financial liabilities. De-designation would help those entities who find that recognition of changes in own credit risk through profit or loss is not appropriate. Please refer also to our comments on the questions set out in Appendix 1 with respect of simplified approaches.  

The Danish Accounting Standards Committee comments on EFRAG’s responses to the questions in the ED 

Our comments to EFRAGs response to the individual questions are provided on a stand-alone basis and therefore do not express support for the ED in general. 
Question 1
We do not agree that changes in own credit risk of liabilities designated under the fair value option should always be recognized outside profit or loss. Please see our comments to question 2 and 3.
Question 2 and 3
We find that a careful analysis is needed to decide on whether the credit element should be recognized in OCI or in profit or loss.  In the accounting mismatch cases referred to in AG4E d.ii – and which are applied by Danish mortgage institutions - the performance of the financial assets affect to a wide extent the credit quality of the entity and hence the fair value of the bonds issued. 

We refer to the response submitted to IASB and EFRAG by the Association of Danish Mortgage Banks (Realkreditrådet) and the Danish Mortgage Banks' Federation (Realkreditforeningen).  As set out in detail in the comment letters and appendices from these two organisations it is reasonable to presume that a change in the credit risk on the bonds issued will affect fully performing loans on a 1:1 basis.   

Therefore, isolating the own credit part of the fair value changes of the bonds would be misleading because the effect of the change in the credit quality of the loans affects profit or loss.

Further, isolating the own credit part of the fair value change is in itself complicated because the bonds are listed and a risk free rate for similar instruments is not observable.  

We acknowledge that not all accounting mismatch designations result in the above complication. However, we would be concerned if provisions were to be set up to distinguish between those accounting mismatch designations that result in complication and those that do not. On this basis, we find that own credit element in accounting mismatch cases should go through profit or loss.    

Question 4-6
We support EFRAG’s draft response. 

Question 7
We support the majority view because non-recycling would distort the presentation of a prepayment of a loan measured at fair value compared to one measured at amortised cost. We draw attention to the fact that we support re-cycling for the specific reason set out in our response and not as a general principle.  

Question 8
We support EFRAG’s draft response. As stated in our response to questions 2 and 3 we draw attention to the fact that listed debt instruments are more complicated than non-listed debt instrument and that the default method set out in IFRS 7 would not work for such instruments.
Question 9
We do not agree with the proposed requirement that early adoption of the ED is only possible if all other parts of IFRS 9 and other specific standards that have not yet been adopted is adopted at the same time. We see no reason to prevent entities from adopting the ED early without this restriction when future consequences of the financial instrument project are not known.
Question 10 

We believe there might be situations to be carefully considered as also pointed out by the Danish Mortgage organisations in their response to Q 10 to the IASB. As set out in the introduction we support an option to de-designate fair value designations made in prior periods on adoption of IFRS 9.
Please do not hesitate to contact us if you would like to discuss any specific issues addressed in our response, or related issues, further.
Kind regards,

Jan Peter Larsen





Ole Steen Jørgensen

Chairman of the Accounting Standards Committee

Chief Consultant, FSR
Appendix: Response to Additional questions in appendix 2 of EFRAG’s draft comment letter 

Appendix: Response to Additional questions in appendix 2 of EFRAG’s draft comment letter 
Question 1
As stated in our main letter, we are concerned about the direction of proposal in the ED. 

We believe that the asymmetrical treatment of assets and liabilities negatively affects the quality of provided information. This is because it is difficult for users to understand fundamentally different concepts for assets and liabilities that are of the same nature and may be linked. However, we acknowledge that some constituents have called for a liability model that is different from the model of asset side. 

Question 2
We believe that the embedded derivative concept is difficult for users  to understand – especially in light of the fact that the provisions in current IAS 39 are more or less merely a listing of features that do – or do not – constitute embedded derivatives that shall be separated from the host contract. We find the IFRS 9 concept much easier to understand although we acknowledge that there is some lack of clarity in the guidance.  

Question 3
N/A

Question 4
We refer to our response on the ED to IFRS 9 dated 12 November 2009. 
