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Dear Mr Hoogervorst, 

 

On behalf of the Federation for German Industries we are writing to you 

to comment on the IASB’s Discussion Paper DP/2013/1 (the DP). We 

especially comment on the DP regarding the definition and distinction 

between liability and equity (Question 10).  

 

The BDI participated actively in the introduction of two exceptions into 

IAS 32 to allow puttable instruments and limited life entities to be classi-

fied as equity. The former regulation led to unacceptable accounting 

anomalies that needed an urgent repair. Several unlisted German compa-

nies renounced from using IFRSs at that time because those entities could 

not prepare financial statements in accordance with IFRS that made sense 

and were understandable in regard of their stakeholders. As the elabora-

tion of two exceptions was a key issue for unlisted German companies, 

we are concerned that the discussion opened on the distinction between 

liability and equity within the review of the Conceptual Framework will 

put the exceptions achieved into question. 

 

Though in our view the Conceptual Framework should be conceived as 

binding global principles, we cannot unconditionally support this view in 

regard of the mentioned exceptions in IAS 32. We therefor support the 

IASB in point 1.31 and 1.32 on the status of the Conceptual Framework 

and support the possibility of the IASB to derive from the principles of 

the Conceptual Frame in rare cases as mentioned under 1.32.  

 

We support the existing definition of equity as the residual interests in the 

assets of the entity after deducting all its liabilities being consistent with 

the definition of liabilities. The Strict Obligation Approach (SOA) there-

for better meets this overall global principle of defining assets and liabili-

ties under the condition of maintaining the exceptions under IAS 32.  
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We understand Question 10 d) as the possibility to diverge from the over-

all principle and to preserve the exceptions achieved in IAS 32. But we 

are not supportive to the example given. The most subordinated class of 

instruments issued by the parent within the Narrow Equity Approach 

(NEA) will not fully meet the content of the current exceptions in IAS 32. 

The different terms “most subordinated” as use  in Question 10d) and  

“most residual” as used in NEA are not equivalent and treat general and 

limited partners differently in the case of funding obligations. In a limited 

partnership the general and the limited partners should be treated as 

equally subordinated to all other obligations of the entity, which should 

be sufficient for an equity classification. Furthermore NEA limits the 

most residual class to financial instruments issued by the parent. This will 

mean that non-controlling interests (NCI) classified as equity in separate 

or individual financial statements may not quality as equity claims in a 

consolidated financial statements. For German Industry the equity classi-

fication of limited partnerships remain elementary as limited partnerships 

as subsidiaries play an important role within listed companies. 

We urge the IASB not be put into questions the exceptions achieved in 

IAS 32 by the review of the Conceptual Framework. 

Yours sincerely, 

 

 

Berthold Welling    Annette Selter 


