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Accounting Trea

soncern for all cooperative financial actors. What are those international accounting norms?
> the stakeholders? What are concretely the cooperatives interests in this field?

is document is an overview of an eight years, and still ongoing, lobbying work lead by
ernational cooperative instances, among which ICBA, to defend the cooperative banks interests in

the definition of international accounting standards.

ist of Acronymes:

» EFRAG: EuropearFinancialReportingAdvisory Group, Europe instance which technical expertise to
the European Commission concerning the use of likiiwhe Europe

= FASB: FinancialAccountingStandardBoard,the American based standard setter

= GAAP: United StatesGenerallyAcceptedAccountingPrinciples made by the FASB

= |JASB: InternationalAccountingStandard€Board the London based International Accounting Standards
setter.

= |AS: I nternationalAccountingStandardsIASB norms former denomination

= |[AS 32: InternationalAccountingStandards which aims astablishing principles for presenting financial
instruments as liabilities or equity and for offs®j financial assets and financial liabilities.

= |CA: | nternationalCooperativeAlliance
= |CBA: | nternationalCooperativeBankingAlliance
» |IFRS: I nternationaFinancialReportingStandards|ASB normsiew denomination

» [FRIC: International Financial Reporting Interpretationn@uittee,the interpretative body of the IASB

» [FRIC 2: IAS 32 Interpretation text that recognized coopeeaspecificities

» SAC: StandardAdvisory Council, thelASB advisory council
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competitiveness of co-operative banks in the marketplace by
defending their interests and by promoting worldwide their important

contribution to

and their communities.

Objectives of ICBA :

to facilitate the promotion at the international and regional levels of the
distinctive co-operative values of co-operative banks and of the advantages of

using them over other banks

to facilitate and encourage the exchange of information amongst members on

key co-operative

solutions

to support region

with specific challenges

to encourage inter-cooperation with other types of co-operatives and various

bodies of the ICA

ernational Co-operative Alliance is an independent, non-

ental organization which unites, represents and serves co-operatives

e ICBA mission is to contribute to the sound development, growth and

y¢ Banking Association:

Bperative Banking Association (ICBA) is a sectoral

e International Co-operative Alliance (ICA). Founded in

the economic and social well-being of the population

banking issues and foster inter-cooperation in the finding of

al committees and their members, individually or collectively

=
|:hﬁ International Co-operative Banking Association
c/o Crédit Coopératif - BP 211 - 92002 NanterreesedFRANCE
Tel : + 33 (0)1 47 24 85 92 — Fax : + 33 (0)1 482467
mailto: imad.tabet@credit-cooperative.coop
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0 Standards?

4+ What g “Intern

Over thélfew pz e global financialdaape has undergone important transformation.
Nationgi®orde and less relevant faanfiral actors and the world financial centre’s
influefi€e ha ignificantly interconnectbda globalised economy, high quality information
is géntra y developing comprehensiveerimational accounting standards has become a

GENTra

973, accounting experts representative instangathered to create the International
nting Standard Committee, which became thermattional Accounting Standard Board (IASB)
April 2001, an independent, privately-funded accounting standai-setter based in London,

ngland. IASB goal is to develop a single set of high quality understandablgforceable and
globally accepted financial reporting standards édsupon clearly articulated principle3ASB is

responsible fordeveloping International Financial Reporting Standads (IFRS), and promoting
the use and application of these standards. TheB I&Scomposed otrustees representative’s
instances of different international financial ®yst stakeholdersa Board an interpretative
committeeand of an advisory council, tISAC

The other main actor in the definition of the imi@ional accounting standards is the Financial
Accounting Standards BoarBASB), a private, not-for-profit organization whoserpary purpose is

to developgenerally accepted accounting principles (GAAPwithin the United States.
The IASB and FASB, encouraged by G20 members,@rggince 2007 throughanvergence

processto reduce the differences between both sets @iusatng standards (IFRS and US GAAP)

and thus create and promote a set of internatnatiognized and applied accounting standards.

+ Why are cooperative banks concerned?

Cooperative financial actors are today global piaye the world economy, holding prominent
rankings in many countries. As part of the inteiora! financial system they are more and more

subject to respect international accounting norms.
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According to an ICA reg lead in
in the ICA Global 300 Ings, ra . e world, used IFR
and twenty per cegi#er them
The real t _'p-oi g2, when 8B published an amendment project to the
IAS 32 norgifFinang ¥ disclosure and presentatidhat triggered an important debate

in the cq@Perati

' of this norm directly threatencooperative model sintieeir member
constitute their capital-were, according to this new classification

onger accounted for as equity butlassified as liabilities Consequently

panks financial ratios and financiafgrenance indicators would have been dramatically
which would have retained their accessapital.

2yond the financial consequences that it impladcboperatives, and more importantly for
Dperative banks, the application of the IAS 3@mput at stake the viability of the cooperative
Structures by ignoring the cooperative model spetids and more particularly their ownership
originality.

An active lobbying process was lead to make theerive banks member shares accounted for
as equity. A compromise was found with the IASBime 2004.

The IAS 32 interpretative text-RIC 2, allows cooperatives member shares to beadsified as
equity as long as the cooperative has an unconditial right to refuse their redemption’.

This recognition of the cooperative shares spat@gwas a success for cooperative since this
solution allows many cooperatives banks to keepntvgducing new requirement in their statutes,
the classification of their member shares as equBiyt this compromise excludes some cooperatives
member shares from equity since some national liepese cooperative shares redemption when

member choose to withdraw from the cooperative.

4+ What is the situation today for cooperative banks?

IFRIC 2 is still applied in many countries and offe fitted solution for many cooperative banks,

but the situation has evolved and may offer newodpipities.

LIFRIC 2 states that members’ shares would be Gledsis equity if either of the following conditisis
met.

(a) The entity has an unconditional right to refuse reémption of the members’ shares

(b) Redemption is unconditionally prohibited bydbtaw, regulation or the entity’s governing charte
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As mentioned, the |IASB d FASB 3
reduce the differences een be FRS and US GAAP).
equity and liabilitiggselefinition prof the international regulator’'s agendaiand

currently unde _‘c'us i
The IASBFfand F

instanceggtully [ work impacts onpe@tives businesses.

7, thanks to the actibdying of cooperative representative

In fti prounting aspect, fnadential standards, to which cooperative banks are
subjéct, d Elosely linked to the accounting equity classificatn. In the wake of the
e Basel Committee and the Cortgaibtf European Banking are working on the
panks prudential regulatory frameworkbance their resilience, notably by increasing
um “core capital” requirement. Thus, theagnition of cooperative member shares as
y, and even more as core capital, is a bunssige for cooperative banks even more so since it

ddles with their first and central activity: thability to finance the economy.

In the joint IASB-FASB ongoing project on instruntiemvith characteristic of equity, several
solutions which would lead to an equity classifieatof cooperative shares as equity have been
considered; here is a synopsis of the most satigfgnes for cooperative banks.

The loss absorption approach:

Introduced in a meeting in April 2007 in London BFRAG, this approach proposed as an equity
classification criterion thability of a financial instrument to participate in losses, which means
that it is available for the entity to cover losseshat might be incurred, as a simple criterion for
the equity definition. In the event of insolvency of a cooperative bankjember can be assessed for
a portion of any amounts necessary to pay creditdrs value of a members share can fall below the
nominal value when losses occur. Thus the lossrptisn approach would allow cooperative
member shares, but not only, to be accounted fegasy. This approach, strongly supported by the

German cooperative movement, has not been attigeatilopted by the IASB and FASB.

The maintaining control approach:

In the last IASB-FASB joint project on instrumemigh characteristics of equity draft, the
classification principle according whickh® instrument’s terms require, or permit the holde
issuer, to require redemption to allow an existgrgup of shareholders, partners or other
participants to maintain control of the entity whaeme of them chooses to withdrawight provide
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a solution for cooperative eed, coop

redeemof a new memn hare i cral Assembly. These

specificities are rel@¥ant meg Ieanbers (considered as an “existing group of

shareholders” _‘e"th gn contfohe cooperative. This approach, if developed in

the right walifcould & fitted and @msal solution for cooperative member shares

classificgion a elies on one ofrtheost basic and universal principléise fact that

coopglétives yowned and democratically antrolled by their members.

rship approach

e above mentioned exposure draft, a secondropan allow cooperative member shares to be
ounted for as equity. This solution was drawrcémperatives, it states that instruments ttee “
older must own in order to engage in transactiaity the entityor otherwise participate in the
activities of the entity, and the instrument terexguire, or permit the holder or issuer to require,
redemption when the holder ceases to engage isacions or otherwise participatd his principle
describes the fact that membership is often adwatition to transact with a cooperative and that
end of the transaction with the cooperative baukiires or permit the redemptions of the member
share.

However, many cooperatives don't offeran exclusive waytheir services to their members and

this could prevent the application of this prineipb their member shares.

IASB, FASB, IFRS, IFRIC...under all those opaque aaonyms we can see that there is one
central issue here: the accounting treatment of c@erative banks member shares as equity.

After a consultative period the IASB and the FASB anounced the release of an update exposure
draft on “instruments with characteristics of equity” joint project for the first quarter of 2011.
ICBA is closely following this project and will ke its members informed and mobilized to
defend the cooperative banks significant interestis this process.

IFRIC 2 offers a fitted compromise for many cooperéive and its maintaining in the updated
project would keep this status-quo. But ICBA beliee that more appropriate solutions for
cooperative banks exist and that a shared reflexioamong its members and in collaboration

with the others concerned cooperative organizationwill be the key of success.




