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Dear Sir David,
Re: Exposure Draft ED/2009/6 Management commentary

Deloitte Touche Tohmatsu is pleased to respond to the ItitexabAccounting Standards Board's (the
“IASB” or “Board”) Exposure Draft ED/2009/Management commentafieferred to as the “ED”).

We believe that management commentary is an importaneeteof financial reporting and provides
decision-useful information to the users. The recent imharisis has highlighted that users benefit from
explanatory information in addition to the financial stagats which helps evaluate an entity’s financial
position, financial performance and cash flows. Wesapportive of the Board establishing high-level
principles to facilitate comparability amongst entitieparting under IFRSs and to enhance the usefulness of
their financial reporting.

We agree with the IASB that the status of any finaiusheent should be that of non-mandatory guidance.
However, for the avoidance of any doubt, we suggest tha&8# should clarify that an entity’s ability to
claim compliance with IFRS in its financial statersedoes not depend on following this non-mandatory
guidance on management commentary (BC 46 of the ED aoplg btherwise).

Accordingly, we support issuance of the ED as a final gugldocument, with some clarifications noted
below. Given the very high-level nature of the guidance, timerebe requests for providing further guidance
with respect to management commentary. In view of therdBs current agenda, we believe the Board should
resist such requests in the near term and only consideremobsts in the future in coordination with
regulators around the world tasked with oversight ovemfiral reports provided to investors.

With regard to the detailed content of the ED we havédlimving comments which are further discussed in

the appendix to this letter:

*  We agree that the qualitative characteristics of dawigseful information as described in the
Framework should apply to management commentary. Howeven the inherently subjective nature
of management commentary, we suggest that a principlekel@d on balancing positive and negative
information.

*  We suggest that the IASB include a principle on the camigtbetween information that is presented in
the financial statements and information contained inagament commentary.

*  We suggest that the IASB include a principle around th@lsen-GAAP measures.
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*  We are concerned that there is too much emphasis EOlen forward-looking information.

Finally, we agree with the Board that detailed apphcaguidance or illustrative examples should not be
provided in any final document.

Our detailed responses to the invitation to comment questrenscluded in the Appendix to this letter.

If you have any questions concerning our comments, pleasectdf@ronica Poole in London at
+44 (0) 207 007 0884.

Sincerely,

Veronica Poole
Global IFRS Leader — Technical



Appendix: | nvitation to Comment

Status of the final work product

Question 1

Do you agree with the Board’s decision to develop a guidance documéme faneparation and presentation
of management commentary instead of an IFRS?

If not, why?

We agree that any final document produced should be anaodatory guidance document instead of an
IFRS. We see merit in providing a non-mandatory fram&wbiguiding principles for the preparation of
management commentary which may be of particular benetitdse jurisdictions that do not have a set of
guidelines. Thus the guidance should contribute to enhafinargrial reporting and bringing these
jurisdictions closer to those that already have framksvor place.

However, we believe clarification is needed in any finaleoent with regards to the statement of compliance
with IFRS required by IAS 1. Given the status of anylfd@ument will be that of non-mandatory guidance,
if an entity does not comply with the guidance containgterfinal document (e.g., it does not prepare
management commentary at all or follows different requirgsnget by a local regulator) it should not be
prevented from describing its financial statements aglmmpliant with IFRS —i.e., the compliance
statement per IAS 1.16 should not extend to management adamne

However, we believe that an entity wishing also to cleampliance with any guidance on management
commentary should follow all the guidance contained infexay document.

Content elements of a decision-useful management commentary

Question 2

Do you agree that the content elements described in paragraphs 24—39 asanetasthe preparation of a
decision-useful management commentary?

If not, how should those content elements be changed to provide decisidnAfizehation to users of
financial reports?

We agree that the content elements described in thgrppres mentioned are generally appropriate for the
preparation of a decision-useful management commentary. Howeveelieve it is important that any final
guidance makes it clear that these elements congigiutesr a definitive list nor a specific sequence; rather
the elements should be examples of what entities wgrré@rally be expected to report on. In addition,
national or regional laws or regulations may go beyond aatiefrom these elements. For these reasons, we
propose that any final guidance lays out the overall algscbf providing information outside of the

financial statements rather than focusing on the individiemhents.

In addition, we feel that the IASB should clarify the @mitcurrently positioned in paragraph 39 of the ED by

establishing clear principles on the:

* use of non-GAAP measures in management commentary;

* neutrality of information presented (a balance betweenip®sind negative information); and

» consistency of information that is presented in tharfatal statements and information contained in
management commentary, i.e. the alignment of the back anaittteehd of financial reports.

We suggest that the IASB sets out the high-level principldsedieginning of the section rather than in the
last paragraph of the document to emphasise the impertdrthose principles.

We believe the articulation of the principles contained ingraphs 12 and 13 could be improved. Paragraph
12 reads as a summary of what follows in later paragrapkebly paragraphs 14 to 20 and 27 etc., rather
than an articulation of principles. The main princi@epear to be in paragraph 13 but, as stated above, it is
our view that these are incomplete and should be supplemngiitethe three principles outlined above.



While we agree with the Board that the qualitative abt@ristics of decision-useful information should also
apply to management commentary as outlined in paragrapmd ZBG81, we believe that a clarification is
needed on how the qualitative characteristieesifiability should apply to management’s discussion of why
and what circumstances prevailing today might changeit &guld be useful to include an
acknowledgement of the fact that whilst management’s vidwise future may not beerifiable but
nonetheless they must be balanced and supportable.

While we agree with the principle in paragraph 13(c) th@hagement commentary should have an
orientation to the future, we are concerned that this plmtias been over-emphasised in paragraphs 17, etc.
We acknowledge that the existing narrative reporting freonles in various jurisdictions require disclosure of
management’s view about future prospects. The emphasisshggnerally not to predict the future, but

rather to explain which circumstances prevailing today tragange and why. A clarification of this fact
would be useful. Furthermore, we fail to see why iestghould be required to “discuss the extent to which
forward-looking disclosures made in the prior period managecoenmentary have been borne out.” We
would expect events and circumstances that have impheedirrent year to be already discussed in
sufficient detail in the notes to the financial statesiefito propose extensive analysis as to why trends
expected in prior years turned out differently seenm/&m-emphasise the orientation to the future.

As a matter of due process, we are concerned about dnd’'8decision to propose disclosure principles as
part of a non-mandatory guidance document while defeitangork on that issue in Phase E of the
Conceptual Framework project. Clear principles on the ¢ypeformation that should be presented in the
financial statements and information that should lesgmted outside the financial statements are crucial to
avoid unnecessary duplication of information. We notettiisissue is already of concern in some
jurisdictions where there are requirements to disclad®emation in the management commentary that is also
required by IFRSs to be presented in the notes to thecfalastatements, for example risk management
disclosures mandated by IFRS 7. Hence, we believehitd&dard should conclude on placement principles
as a matter of priority. If the Board cannot deal Witiase E expeditiously at this stage, we suggesthihnat
Board should at least clarify the issue in the Basi€bnclusions of any final guidance document on
management commentary. In this regard, we would &isad highlight to the Board that BC46 may be read
as being in conflict with the non-mandatory status ofgtiidance.

Application guidance and illustr ative examples

Question 3

Do you agree with the Board’s decision not to include detailed applicgtimiance and illustrative examples
in the final management commentary guidance document?

If not, what specific guidance would you include and why?

We agree that any final document should not include detagptication guidance and illustrative examples.
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