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Dear David

fnvitation to Comment (ITC 17) Request for Comment on the 1ASR’s
Preliminary Yiews on an improves& Conceptual Framework for Financial
Reporting: The Reporting Entity

Grant Thornton Australia Limited (Grant Thornton) is pleased to provide the Australian
Accounting Standards Board with its comments on the International Accounting Standards
Board's (the Board) Preliminary Views on an improved Conceptual Framework for

Financial Reporting: The Reporting Entity.

Grant Thornton’s response reflects our position as auditors and business advisers both to

listed companies and privately held companies and businesses.

This submission has benefited with input from our clients, Grant Thornton International
which will be finalising a global submission to the IASB by its 29 September 2008 deadline,

and discussions with key constituents.
Our response is set out in the Appendix.
If you require any further information or comment, please contact me.

Yours sincerely

GRANT THORNTON AUSTRALIA LIMITED

Keith Reilly
National IHead of Professional Standards

Grant Thorton Austrdia Linvled is a member firm within Gran Thornton International Ltd Grart Thornton Intemational Lid and the member firms are not a worldwide partnershép. Grant Thornton Austafia
Limited, together with its subsidianies and related entiies, delivers its serwces independensy in Australia

Liability limited by a scheme approved under Professional Standards legislation.



APPENDIX
LIST OF QUESTIONS FOR RESPONDENTS
Section 1: The reporting entity concept

Q1. Do you agree that what constitutes a reporting entity should not be limited to
business activities that are structured as legal entities? If not, why?

Yes. We believe that a reporting entity conld be considered as a legal entity, a portion of a legal entity,
or a group of legal entities and other activities.

Q2. Do you agree that the conceptual framework should broadly describe (rather than
precisely define) a reporting entity as a circumscribed area of business activity of interest
to present and potential equity investors, lenders, and other capital providers? If not,
why?

While we agree with the general concept presented, we believe that the proposed definition conld be
iniproved. We do not believe that it &s necessary to incorporate the objective of jinancial reporting or the
potential users of financial statements into the definition of the entity. We also note that there conld be
semantic issues with the terms “business activity” and “circumseribed.”

If the intent is to deftne a business activity as something distinct from a business, we are concerned

what comprises a business activity and what is another type of activity (not Jor profit, goveriment) may
be jurisdiction specific. We are not convinced that it is necessary to specify a business activity as opposed
to economic activity in the definition of an entity. What happens when a not-for-profit entity controls a
business (very common in parts of the world) or a business controls a not-for profit entity (also conmon)?
We believe the term “economic activity” meets the objective of defining an entity without the need for
defining either business or non-business activities.

I7 the term “business activity” is to be used, we believe the document should clavify whether business
activity is intended to be the same concept as a “business” as defined in IFRS 3/ FAS 141R? The
FASB/IASB definition of a business as an integrated set of assets and activities does not require that
a bisiness be a legal entity so it would seem that it conld be used in this context as well. If “business
aclioity " i intended to define something less than a business as defined in FAS 141R/IFRS 3 we
believe that should be clarified as well.

Ounr concern with “Circumscribed” is that it is the passive form of the verb meaning “to encircle.”
Lncircled by what? We note in the definition of the entity that the boundaries that circumscribe a set of
activities may be a legal entity or something else that is capable of producing an entity that can maintain
the records necessary to prepare financial reports. We believe that a better way to express this is to define
an entity as a set of econozmic activities with definable bonndaries for financial reporting purposes. One
element of those bonndaries should be the ability to clearly distingnish the assets and liabilities of the
entity.

Q2b For example, do you believe that the conceptual framework should establish a
precise definition of a reporting entity? 1f so, how would you define the term?
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No. We do not believe it is feasible or desirable to incorporate a precise definition of the boundaries of
an entity in the conceptual framemork.

Q2c Do you disagree with including reference to equity investors, lenders, and other
capital providers in the description (or definition) of a reporting entity? If so, why?

Yes. 1We believe that this issue shonld be included in the objectives of financial reporting and any
discussion on the primary users of financial statenients

Section 2: Group reporting entity

Q3. Do you agree that the risks and rewards model does not provide a conceptually
robust basis for determining the composition of a group reporting entity and that,
except to the extent that it overlaps with the controlling entity model (as discussed in
paragraphs 102 and 103), the risks and rewards model should not be considered further
in the reporting entity phase of the conceptual framework project? If not, why?

We agree that risks and rewards may not be sufficient for determining the composition of a group but
believe that the definition of control shonld incorporate risk and reward concepts as part of the
consideration of the facts and crcumstances indicating control.

Q4. Assuming that control is used as the basis for determining the composition of a
group reporting entity, do you agree that:

(a) control should be defined at the conceptual level?

We agree, but we do not beliewe that the definition shonid attempt to be precise enongh to foresee all
darcumstances. "The international business envirenment changes rapidly and new business formy are
likely to emerge. #1 general concept of control shonld be defined at the conceptual level with the
understanding that it may be necessary o provide more specific gnidance at the standardy level,

(b) the definition of control should refer to both power and benefits? If not, why? For
example, do you have an alternative proposed definition of control?

We qgree.

Q5. Do you agree that the composition of a group reporting entity should be based on
control? 1f not, why? For example, if you consider that another basis should be used,
which basis do you propose and why?

We agree in general but note that there conld be situations such that a group reporting entity conld be
defined other ways at the standards level,
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Q6. Assuming that control is used as the basis for determining the composition of a
group reporting entity, do you agree that the controlling entity model should be used as
the primary basis for determining the composition of a group entity? If not, why?

We believe that there shonld be some flexibility at the conceptnal level so that specific issues can be
addressed at the standards level.

Q7a. Do you agree that the common control model should be used in some
circumstances only? If not, why?

We agree.

Q7b For example, would you limit the composition of a group reporting entity to the
controlling entity model only?

We would not limit the composition to the controlling entity model only.

Q7c Or would you widen the use of the common control model?

Yes. We wonld permit broad definition of the boundaries of the reporting entity based on the reporting
needs of the main users of the financial statements, especially for private companies.

Q7d If you support the use of the common control model, at least in some
circumstances, do you regatd it as an exception to (or substitute for) the controlling
entity model in those circumstances, or is it a distinct approach in its own right? Please
provide reasons for your responses.

As we read the definition of an entity, we believe that there may be maity possible alternatives for
defining the boundaries of a reporting entity. We do not see any reason for restricting the definition fo
the controlling entity model at the conceptual level, Therefore, we believe that common control (and
possibly other models) could be nsed to define a reporting entity. The model 1o be used may be an issue
that shonld be decided by local jurisdictions, securities exchanges, or the intended users of the financial
statements rather than within the definition of an enitty at the conceptual level.

Section 3: Parent entity financial reporting

Q8. Do you agree that consolidated financial statements should be presented from the
perspective of the group reporting entity, not from the perspective of the parent
company’s shareholders? If not, why?

We believe that both the entity perspective and the parent company perspective provide useful
information. We therefore broadly agree with the arguments in paragraph 118 of the Preliminary V tews
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bt note that information relating to noncontrolling interests such as the amonnt of profit or foss
attributable . )

parent company’s shareholders and other claimants to the entity’s resonices. Certain information such as
earnings per share from the perspective of the parent entity’s sharebolders miay alio be useful to the
owners of the controlling interest.

Q9. Do you agree that consolidated financial statements provide useful information to
equity investors, lenders, and other capital providers? If not, why?

We agree.

Q10. Do you agree that the conceptual framework should not preclude the presentation
of parent-only financial statements, provided that they are included in the same financial
report as consolidated financial statements? If not, why?

e of parent-only financial
statements but do not agree that the provision that they must be included in the same financial report as
consolidated financial

rule shonld be made either at the standards level or left to the discretion of the individual jurisdiction or
exchange.

Section 4: Control Issues

Q11. With regard to the concept of control, in the context of one entity having control
over another, do you agree that:

(a) establishing whether control exists involves assessing a// the existing facts and
circumstances and, therefore, that there are no single facts or circumstances that
evidence that one entity has control over another entity in all cases, nor should any
particular fact or circumstances—such as ownership of a majority voting interest—Dbe a
necessary condition for control to exist? If not, why?

We agree.

(b) the concept of control should include situations in which control exists but might be
temporary? If not, why?

We agree, but believe that the definition of the concept of control should leave room for interpretation at
the standards level.

(c) the control concept should not be limited to circumstances in which the entity has
sufficient voting rights or other legal rights to direct the financing and operating policies
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of another entity, but rather should be a broad concept that encompasses economically
similar circumstances? If not, why?

We agree that control should be a broad concept at the conceptual level biit that there may be limitations
at the standards level..

(d) 1n the absence of other facts and circumstances, the fact that an entity holds enough
options over voting rights that, if and when exercised, would place it in control over
another entity is not sufficient, in itself, to establish that the entity currently controls
that other entity? If not, why?

We believe that at the conceptual level the assessment of whether control excists should require assessment
of all relevant facts and circumstances.

(e) to satisfy the power element of the definition of control, power must be held by one
entity only? In other words, do you agree that the power element is not satisfied 1f an
entity must obtain the agreement of others to direct the financing and operating policies
of another entity? If not, why?

We agree but believe more clarification may be desirable. Becanse a reporting entity may consist of a
group of legal entities, we believe that it should be clear that power held within a gronp of entities wonld
be considered unilateral power rather than shared power.

(f) having “significant influence” over another entity’s financing and operating policy
decisions 1s not sufficient to establish the existence of control of that other entity? If
not, why?

We agree.

Q12. Should any of the above control issues be addressed at the standards-level rather
than at the concepts level? If so, which issues and why?

We see potential Jor addressing all of these issues at the standards level (with the possible exception of
the need to assess all the extsting fucts and circumstances when determining whether control exists).

Q13. Are there any other conceptual issues, relating either to the control concept or to
some other aspect of the reporting entity concept, that are not addressed in this
Preliminary Views and should be addressed at the conceptual level? If so, which issues
and why?

In addition to the discussion of control, we believe it wonld be useful to include discussions on joint controf
and significant influence and the relationship of each to control.



