


















 

  
  

   

International Accounting Standards Board 

30 Cannon Street 

London EC4M 6XH 

UK 
 
 

Oslo, January 10TH 2008 
 
 

Dear Sir/Madam 
 
 
 
Proposed Improvements to IFRS (annual improvements) 
 

Norsk RegnskapsStiftelse (the Norwegian Accounting Standards Board) is pleased to 

comment on the exposure draft of the proposed annual improvements. Please find our 

comments to your questions in the order suggested by you in the following. However, we 

would like to start by raising two concerns that are not covered by your questions.  

 

Effective Date 

It is somewhat unclear what is meant by an effective date with respect to several of the 

improvements. For instance, when it is suggested to change the wording of IAS 1 

Presentation of Financial Statements in order to make it clear that financial assets and 

liabilities held for trading according to IAS 39 Financial Instruments – Recognition and 

Measurement, we find an effective date confusing. Current practice among many entities is in 

accordance with the suggested wording and we therefore do not believe the improvement 

qualifies as an amendment in the same sense as for example the proposed amendment in IAS 

41 Biological Assets allowing for post tax discounting. We therefore think that the Board 

should reconsider and assess in each specific case whether the improvement qualifies as an 

amendment and therefore should be subject of an effective date.  

 

Early Adoption 

Early adoption is allowed if IAS 1 (Revised) is early adopted as well. We find no reason to 

make early adoption contingent and we therefore suggest that the Board untie the early 

adoption of the improvements from the early adoption of IAS 1 (Revised). Furthermore, it is 

unclear to us whether the Exposure Draft requires early adoption of all improvements or if 

one may early adopt one or some but not all improvements. We see no reason not to allow 

early adoption of one or some but not all improvements, and we suggest that the wording is 

changed to make this clear. 
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Question 1 - Do you agree with the Board’s proposed restructuring of IFRS 1? If not, why? 

 

We believe that IFRS 1 with this restructure has become easier to read and more robust for 

updates. We agree with the proposed changes. 

 

 
Question 2 - Do you agree with the proposal to add paragraph 8A to IFRS 5 to clarify that assets 

and liabilities of a subsidiary should be classified as held for sale if the parent has a sale plan 

involving loss of control of the subsidiary? If not, why? 

 

We agree with the proposed change. 

 

 
Question 3 - The Board proposes to amend paragraph IG13 of the guidance on implementing 

IFRS 7 Financial Instruments: Disclosures to resolve the potential conflict with IAS 1. Do you 

agree with the proposal? If not, why? 

 

As the current wording in IFRS 7.IG13 has been seen to be in conflict with IAS 1, we support 

the proposed amendment to IFRS 7.IG13. 

 

 
Question 4 - Do you agree with the proposal to require an entity that cannot make an 

unreserved statement of compliance with IFRSs to describe how its financial statements would 

have been different if prepared in full compliance with IFRSs? If not, why? 

 

We disagree. If an entity complies with IFRS it should disclose that fact (IAS 1.16). If an 

entity does not compliy with IFRS, that entity is not presenting IFRS financial statements. 

IAS 1 should not include regulations of entities not complying with IFRS. 

 

However if this new requirement is to be introduced then there need to be a clear description 

of exactly what kind of references to IFRS that will trigger the disclosure requirements in the 

proposed IAS 1.16A. 

 

 
Question 5 - Do you agree with the proposal to clarify that the potential settlement of a liability 

by the issue of equity is not relevant to its classification as current? If not, why? 

 

We agree with the proposal to clarify that the potential settlement of a liability by the issue of 

equity is not relevant to its classification as current. However we see a contradiction in the 

explanation given in BC6 and the rationale for classification as debt or equity in IAS 32. 

 

 
Question 6 - Do you agree with the proposal to amend the examples in paragraphs 68 and 71 of 

IAS 1 to remove the potential implication that financial assets and financial liabilities that are 

classified as held for trading in accordance with IAS 39 are required to be presented as current? 

If not, why? 

 

We do agree with the proposed amendment. This is especially needed for some non-financial 

contracts within the scope of IAS 39 and some embedded derivative in non-financial host 

contracts. 
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Question 7 - Do you agree with the proposal to amend paragraphs 7, 9 and 11 of IAS 8 to clarify 

the status of implementation guidance? If not, why? 

 

We agree 
 

Question 8 - Do you agree with the proposal to amend paragraph 13 of IAS 10 to clarify why a 

dividend declared after the reporting period does not result in the recognition of a liability at the 

end of the reporting period? If not, why? 

 

We agree 
 

Question 9 - Should the definition of recoverable amount in IAS 16 be amended to remove the 

perceived inconsistency with ‘recoverable amount’ used in other IFRSs? If not, why? 

 

We agree 
 

Question 10 - Do you agree with the proposal to amend paragraph 68 of IAS 16 and paragraph 

14 of IAS 7? If not, why? 

 

We agree 
 

Question 11 - Do you agree with the proposal to amend paragraphs 14 and 15 of IAS 17 to 

eliminate a perceived inconsistency between the specific classification guidance for leases of land 

and buildings and the general lease classification guidance in IAS 17? If not, why? 

 

We agree 
 

Question 12 - Do you agree with the proposal that contingent rent relating to an operating lease 

should be recognised as incurred? If not, why? 

 

We do not agree with this proposal. The proposal eliminates one rule based solution that is not 

applied in practice. We are in favour of that proposed change. But the proposal introduces 

another rule based solution that opens IAS 17 to huge structuring opportunities by letting all 

lease payments become contingent or becoming contingent on a non straight-line basis. 

Contingent rent that at inception is expected to be incurred on a non straight-line basis should 

be recognised on its expected straight-line basis. 

 
Question 13 - Do you agree with the proposed amendment to the guidance on IAS 18 to explain 

that the definition of the transaction costs to be applied to the accounting for financial asset 

origination fees are those defined in IAS 39? If not, why? 

 

We agree. 

 
Question 14(a) - Do you agree that IAS 19 should be amended to clarify that when a plan 

amendment reduces benefits for future service, the reduction relating to future service is a 

curtailment and any reduction relating to past service is negative past service cost? If not, why? 

 

We agree. 

 
Question 14(b) - Do you agree that the Board should delete the following sentence from 

paragraph 111 of IAS 19: ‘An event is material enough to qualify as a curtailment if the 
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recognition of a curtailment gain or loss would have a material effect on the financial 

statements.’? If not, why? 

 

We agree. 

 
Question 15 - Do you agree with the proposal to amend the definition of return on plan assets in 

paragraph 7 of IAS 19 to require the deduction of plan administration costs only to the extent 

that such costs have not been reflected in the measurement of the defined benefit obligation? If 

not, why? 

 

We agree. 

 
Question 16 - Do you agree with the proposal to replace in IAS 19 the term ‘fall due’ with the 

notion of employee entitlement in the definitions of short-term employee benefits and other long-

term employee benefits? If not, why? 

 

We agree. 

 
Question 17 - Should the reference in IAS 19 to recognising contingent liabilities be removed? If 

not, why? 

 

We agree. 

 
Question 18 - Do you agree with the proposal to conform terminology used by IAS 20 to the 

equivalent defined or more widely used terms? If not, why? 

 

We agree. 

 
Question 19 - Do you agree with the proposed amendments to IAS 20 to clarify that the benefit 

of a loan received from a government with a below-market rate of interest should be quantified 

by the imputation of interest in accordance with IAS 39? If not, why? 

 

We agree. However we see a large number of loan grants (outside the scope of IAS 39) being 

given. The standard should require these loan grants to be measured at fair value. 

 
Question 20 - Do you agree with the proposal to amend paragraph 6 of IAS 23 to refer to the 

guidance in IAS 39 Financial Instruments: Recognition and Measurement relating to effective 

interest rate when describing the components of borrowing costs? If not, why? 

 

We agree. 

 
Question 21 - Do you agree with the proposal to require investments in subsidiaries that are 

accounted for in accordance with IAS 39 in the parent’s separate financial statements to 

continue to be accounted for on that basis when classified as held for sale (or included in a 

disposal group that is classified as held for sale)? If not, why? 

 

We agree. 

 
Question 22 - Do you agree with the proposal to clarify the disclosures required of an investor in 

an associate that accounts for its interest in the associate at fair value in accordance with IAS 39, 

with changes in fair value recognised in profit or loss? If not, why? 
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We agree 

 
Question 23 - Do you agree with the proposal to amend paragraph 33 of IAS 28 to clarify the 

circumstances in which an impairment charge against an investment in an associate should be 

reversed? If not, why? 

 

We agree with the intention of the amendment, that reversals of an impairment loss of an 

associate accounted for by the equity method should not be impeded by the possible existence 

of goodwill in the amounts written down or reversed. 

 

However, we believe that the added sentences will create some confusion with respect to the 

application of the equity method.  According to paragraph 23 adjustment to the investor’s 

share of the associate’s profits or losses should reflect, among other things, the depreciation of 

the fair value of depreciable assets at the acquisition date.  To the extent that the impairment 

loss represents an adjustment to those fair values net of depreciation, it will have an impact on 

the depreciation amounts of subsequent periods.  For depreciation purposes, therefore, it is 

necessary to do the allocation of the impairment loss that you suggest to remove by the new 

phrases in paragraph 33. 
 

Question 24 - Do you agree with the proposal to update the description of historical cost 

financial statements in paragraph 6 of IAS 29 and to conform terminology in IAS 29 to the 

equivalent defined or more widely used terms? If not, why? 

 

We agree. 

 
Question 25 - Do you agree with the proposal to clarify the disclosures required of a venturer in 

a jointly controlled entity that accounts for its interest in the jointly controlled entity at fair 

value in accordance with IAS 39, with changes in fair value recognised in profit or loss? If not, 

why? 

 

We agree 
 

Question 26 - Do you agree with the proposal to amend paragraph 11 of IAS 34 to require the 

presentation of basic and diluted earnings per share only when the entity is within the scope of 

IAS 33? If not, why? 

 

We agree 
 

Question 27 - Do you agree with the proposal to amend paragraph 134(e) of IAS 36 to require 

the same disclosures to be given for fair value less costs to sell as are required for value in use 

when discounted cash flows are used to calculate fair value less costs to sell? If not, why? 

 

We agree 
 

Question 28(a) - Do you agree that IAS 38 should emphasise that an entity should recognise 

expenditure on an intangible item as an expense when it has access to the goods or has received 

the services? If not, why? 

 

We agree. 

 

Question 28(b) - Do you agree that paragraph 70 of IAS 38 should be amended to allow an entity 

to recognise a prepayment only until it has access to the related goods or has received the related 

services? If not, why? 
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We agree. 
 

Question 29 - Do you agree with the proposal to remove the last sentence of paragraph 98 of IAS 

38 regarding the amortisation method used for intangible assets? If not, why? 

 

We agree. 
 

Question 30 - Do you agree with the proposal to amend IAS 39 by removing from the definition 

of a derivative the exclusion relating to contracts linked to non-financial variables that are 

specific to a party to the contract? If not, why? 

 

We do not agree with the proposal to amend the definition of a derivative in IAS 39. Firstly 

we do not think that this is a minor amendment and secondly we believe this is a major 

change in the standard that will lead to a wide range of new embedded derivatives being very 

hard to evaluate having to be separated. 

 
Question 31(a) - Do you agree with the proposal to amend IAS 39 to clarify the definitions of a 

financial instrument classified as held for trading? If not, why? 

 

We agree with the proposal to clarify the definition of a financial instrument classified as held 

for trading. 

 
Question 31(b) - Do you agree with the proposal to insert in IAS 39 paragraph 50A to clarify the 

changes in circumstances that are not reclassifications into or out of the fair value through profit 

or loss category? If not, why? 

 

We agree with the principle, but believe that this could more easily be achieved by amending 

the definition of a financial instrument classified as held for trading as follows: 

(iii) it is a derivative (except for a derivative that is a financial guarantee contract) 

 
Question 32 - Do you agree with the proposal to amend paragraph 73 of IAS 39 to remove the 

references to segments and segment reporting? If not, why? 

 

We agree with the proposal to amend IAS 39.73. 

 
Question 33 - Do you agree with the proposal to amend paragraph AG8 of IAS 39 to clarify that 

the revised effective interest rate calculated in accordance with paragraph 92 should be used, 

when applicable, to remeasure the financial instrument in accordance with paragraph AG8? If 

not, why? 
 

We do agree that IAS 39.AG8 should be clarified to require the use of a revised effective 

interest rate. However we do not support to make a reference to IAS 39.92 as IAS 39.92 is not 

the only situation in which a revised effective interest rate is to be calculated. Entities most 

often recalculate the effective interest rate when the contract (outside a default situation) 

stipulates that a new market based interest rate is to be set (eg a LIBOR liability with a 6 

monthly interest rate fixing). 

 
Question 34 - Do you agree with the proposal to amend paragraph AG30(g) of IAS 39 to clarify 

that prepayment options, the exercise price of which compensates the lender for loss of interest 

by reducing the economic loss from reinvestment risk, as described in paragraph AG33(a), are 

closely related to the host debt contract? If not, why? 
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Due to the cross reference made to IAS 39.AG33(a) we find it very hard to read the proposed 

content of the amended IAS 39.AG30(g). It is unclear which calls, puts or prepayment options 

that after the changes would in practice need to be bifurcated. 

 
Question 35 - The exposure draft proposes to include property under construction or 

development for future use as an investment property within the scope of IAS 40. Do you agree 

with the proposal? If not, why? 

 

We agree.  
 

Question 36 - Do you agree with the proposal to conform terminology used in paragraph 31 of 

IAS 40 to the terminology used in IAS 8? If not, why? 

 

We agree.  
 

Question 37 - Should paragraph 50(d) of IAS 40 be amended to clarify the accounting for 

investment property held under a lease? If not, why? 

 

We agree.  

 
Question 38 - Do you agree with the proposal to replace the terms ‘point-of-sale costs’ and 

‘estimated point-of-sale costs’ in IAS 41 with ‘costs to sell’? If not, why? 

 

We agree. 
 

Question 39 - Do you agree with the proposed amendment to IAS 41 to permit either a pre-tax 

or a post-tax discount rate to be used according to the valuation methodology used to determine 

fair value? If not, why? 

 

We agree. After tax calculations are often more practical to perform and may also be favored 

from a theoretical perspective.  

 
 

Question 40 - Do you agree with the proposal to remove the exclusion of ‘additional biological 

transformation’ from paragraph 21 of IAS 41? If not, why? 

 

The current wording prohibiting additional biological transformation to be taken into account 

has led to confusion. Among other things, many users of IFRS have read it to imply that they 

cannot refer to the cash flows after additional biological transformation in the discounted cash 

flow model approach in IAS 41.20, and therefore in many cases are left with referring to cash 

flows arising from a scrap marked. We therefore agree to the suggested amendment. 

However, we believe the effect of the amendment should be more clearly explained in the 

basis for conclusions section.  

 

Furthermore, we would like to add comments to another important amendment not 

emphasized by the Board in the Exposure Draft.  The wording “in its present condition and 

location” is added. The addition is meant to make clear that a scrap marked does not qualify 

as a relevant marked in IAS 41.17. The amendment suggested should be sufficient to avoid 

divergence in practice, but since the particularly important issue is not commented on in the 

basis for conclusions, one must refer to the preliminary works of the amendments, that is the 

agenda papers of the IFRIC, in particular Agenda Paper No 6 to the IFRIC meeting February 
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22, 2007, to understand all the grounds for the amendments. In our opinion therefore, the 

basis for conclusions section should be amended to include an explanation of the changes in 

the wording of par. 17 to make sure that it is clear that an active scrap marked is not relevant. 
  

 

Question 41 - Do you agree with the proposed amendments to the examples in paragraph 4 of 

IAS 41? If not, why? 

 

We agree. 

 

 

Hopefully you find our comments useful in the continuing due process.  If our response letter 

is not succeeding in conveying our views and concerns in a meaningful manner, please do not 

hesitate to contact us. 

 

 

Yours faithfully 

Norsk RegnskapsStiftelse 

 

 

 

Elisabeth Sulen 

Chairman 
 













 

  
  

   

 

International Accounting Standards Board  

30 Cannon Street  

London EC4M 6XH  

UK  

 

 

Oslo, April 25th 2008  

 

Dear Sir/Madam  

 

 

IFRIC draft interpretation D23 Distributions of Non-cash Assets to Owners 
 

Norsk RegnskapsStiftelse (the Norwegian Accounting Standards Board) appreciates the 

opportunity to comment on the IFRIC draft interpretation D23  

Distributions of Non-cash Assets to Owners.  

 

We agree with the IFRIC that distribution of non-cash assets to owners is an area in which 

authoritative guidance is in demand, as evidenced by a variety of practices. However, it is to 

us not obvious that the issue of non-cash distributions to owners falls within the mandate of 

IFRIC, as presented in the IFRIC Due Process Handbook. Furthermore, we believe the issue 

of distributions to owners in general, including distribution of non-cash assets to owners, and 

not excluding common control transactions, ideally should be addressed together, probably in 

an accounting standard.  

 

According to par. 3 (a), the scope includes “disposal groups as defined in IFRS 5”. Whether 

the scoping includes or excludes businesses as defined in IFRS 3, should in our opinion be 

addressed in the draft. If business is not included, the scope of the draft is too narrow to make 

the pronouncement of direct widespread relevance, a least from a Norwegian perspective. 

Distribution of non-cash assets not representing businesses to owners is not commonly done 

among the listed entities (the only ones required to apply IFRS in Norway).  

 

Even though we tend to support the proposal to issue the interpretation, in reference to the 

expected time it would take before a standard that had been the subject of due process could 

be issued, we find it appropriate to remind the IFRIC that the issuing of an interpretation with 

a narrow scope as proposed, may actually increase the inconsistency in practice with respect 

to similar transactions not covered. Also, the issuing of narrow scope interpretations is in 

effect adding rules (the scope exemptions) to IFRS, and thus does not enhance the principles-

based system one seemingly supports. In order to avoid such an unintended impact on 

accounting practice, we suggest that IFRIC in the basis for conclusions comment on the 

accounting for similar transactions by making a reference to IAS 8.11 (a).  
 

 

 

 

 

 



  

  

   
2 

 

Even though we, in spite of the arguments against as set out above, support the issuing of a 

narrow scope interpretations, we believe IFRIC should rethink whether there are good 

arguments supporting treating distributions to controlling owners not representing an 

accounting entity, for instance private persons, and distributions to controlling entity owners 

differently (including the former within the draft, but not the latter). It may be that the reason 

for this scope decision is that it is similar, but not identical, to the scope limitations of IFRS 3 

Business Combinations. However, since the distribution of businesses is not particularly 

addressed by the proposal, it is not clear to us why a similar scope in IFRS 3 and D23 is 

important.  

 

In par. 6 of the draft, it is specifically stated that the draft does not deal with when an entity 

should recognise a liability for distribution: “The applicable IFRSs and the Framework 

provide guidance on when an entity should recognise such a liability”. In our opinion, one 

should make the appropriate reference(s) in the draft, even though we agree that an issue dealt 

with elsewhere in the authoritative literature, should not be dealt with in this interpretation. 

Furthermore, the reference to “applicable IFRSs and the Framework” seems confusing to us. 

According to IAS 10.12-13, dividend is to be recognised as a liability at the date of 

declaration by the shareholders. Are there other relevant references, and what relevant 

guidance in the Framework is one referring to? We believe par. 6 needs to be clarified.  

 

 

Our responses to the questions raised by IASB are attached to this letter. However, we would 

like to draw your attention to our comments to Question 2 in particular, and our concerns with 

respect to the use of “settlement” as the general timing criterion of recognition.  

 

Yours faithfully  

Norsk Regnskapsstiftelse  

 

 

Elisabet Sulen,  

Chairman  
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Question 1  

Specifying how an entity should measure a liability for a dividend payable (dividend payable)  

Paragraph 9 of the draft Interpretation proposes that an entity should measure a liability to distribute 

non-cash assets to its owners in accordance with IAS 37 Provisions, Contingent Liabilities and 

Contingent Assets. The IFRIC concluded that all dividends payable, regardless of the types of assets to 

be distributed, should be addressed by a single standard.  

Do you agree with the proposal? If not, do you agree that all dividends payable should be addressed 

by a single standard? Why? What alternative would you propose? 

 

In the draft, it is concluded that a liability to distribute non-cash assets as dividends should be 

measured in accordance with IAS 37. First of all, we believe that a liability to distribute a financial 

asset as dividend is financial liability under IAS 32, and therefore is to be measured under IAS 39. It 

may be that the IFRIC finds that the dividend does not qualify as a “contractual obligation”, and thus 

that it falls outside IAS 32/39. In that case, the IFRIC should explain this view in the draft. On the 

other hand, if the IFRIC agrees with us, but suggests that the draft should override the standard, we 

cannot support the proposal. In our opinion, the IFRIC cannot issue interpretations in conflict with any 

standards or interpretations, at least not without simultaneously making consequential amendments.  

 

Furthermore, regardless of the above comment, it is not clear to us that any obligation to distribute a 

non-cash asset is a liability “of uncertain timing or amount” in accordance with IAS 37. If not 

qualifying as a provision under IAS 37, and not a s financial liability under IAS 32/39, there may be 

put forward arguments for not re-measuring the liability after initial recognition that should be 

addressed in the draft.  

 

To summarize, in our view, a liability for dividend payable should be dealt with in accordance with the 

respective relevant standards. If not dealt with in any particular accounting standard, one may 

conclude that IAS 37 shall apply, even though we are not sure re-measurement of a liability to 

distribute a non-cash asset as dividend represents the most faithful representation. At least, one should 

consider whether the treatment of equity-settled share-based payments under IFRS 2, represents a 

more appropriate treatment.  

 

The draft does not included cash dividends, and your question as to whether we agree that a single 

standard should address all dividends payable seems to imply other changes than the one suggested in 

the draft. However, as explained above, we believe that the respective relevant standards are 

applicable, and a single standard dealing with this particular kind of liability (dividends payable) is 

redundant in our view.  

Question 2  

Specifying how any difference between the carrying amount of the assets distributed and the 

carrying amount of the dividend payable should be accounted for when an entity settles the 

dividend payable 

Paragraph 12 of the draft Interpretation proposes that, when the dividend payable is settled, any 

difference between the carrying amount of the assets distributed and the carrying amount of the 

dividend payable should be recognised in profit or loss. Paragraphs BC28–BC43 of the Basis for 

Conclusions explain the reasons for this proposal. The Basis for Conclusions also includes an 

alternative view that the difference should be recognised directly in equity (see paragraph BC44). 

Which view do you support and why? 

 

We support the view expressed in paragraph 12 as we think that approach is most in line with the 

entity concept. That is, from the perspective of the accounting entity, the nature of a gain realized by 

the distribution to its owners is the same as a gain realized in a sales transaction with independent 

parties.  

However, as the understanding of what is meant by “settled” will be very important as this expression 

may be understood differently depending on what type of non-cash asset is being distributed, we 
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therefore ask the IFRIC to elaborate on how “settled” should be understood when there is a settlement 

of a dividend payable and the dividend is a non-cash asset distribution. In our view, reference should 

be made to the respective standards dealing with derecognition. For instance, IAS 39 should be 

referred to in the context of financial assets, IAS 38 should be referred to in the context of intangible 

assets, and IAS 16 should be referred to in the context of property, plant and equipment. As with the 

measurement of the liability commented on in Question 1 above, we do not find grounds for 

overriding the guidelines for derecogntion in the relevant standards.  

 

Question 3  

Whether an entity should apply the requirements in IFRS 5 to non-current assets held for 

distribution to owners 

Both the Board and the IFRIC concluded that the requirements in IFRS 5 Non-current Assets Held for 

Sale and Discontinued Operations should be applied to non-current assets held for distribution to 

owners as well as to non-current assets held for sale (see paragraphs BC45–BC48 of the Basis for 

Conclusions). Do you agree that an entity should apply IFRS 5 to non-current assets that are held for 

distribution to owners? If not, why and what alternative would you propose? 

 

We agree that IFRS 5 should be applied to non-current assets held for distribution to owners.  

 

The Board noted that IFRS 5 requires an entity to classify a non-current asset as held for sale when 

the sale is highly probable and the entity is committed to a plan to sell (emphasis added). For assets 

held for distribution to owners, this raises the following three questions:  

(a) Should an entity apply IFRS 5 when it is committed to make a distribution or when it has an 

obligation to distribute the assets? 

 

In our view IFRS 5 should be applied as is. According to IFRS 5.8, the appropriate level of 

management must be committed, not be obligated. Thus, when the relevant level of management has 

made the necessary commitment, and “(…) it is unlikely that significant changes to the plan will be 

made or that the plan will be withdrawn”, classification as held for sale should be done. In our view, 

since a dividend distribution is contingent of the shareholders approval, classification as held for sale 

cannot be done at the time of management commitment if there is uncertainty as to if the shareholders 

will approve.  

 

(b) Do you think there is a difference between those dates? 

 

In our view there is a difference between those dates. Management may be committed before the entity 

has an obligation, which generally is when the shareholders approve the dividend proposal. But as 

explained above, classification as held for sale assumes that “(…) it is unlikely that significant changes 

will be made or the plan will be withdrawn” , and thus, in cases where the shareholder approval is 

uncertain, classification as held for sale under IFRS 5 and recognition as a liability under IAS 10 may 

very well coincide.  

 

(c) If there is a difference between the dates and you think that an entity should apply IFRS 5 at the 

commitment date, what is the difference? What indicators should be included in IFRS 5 to help an 

entity to determine that date? 

  

We refer to our comments above.  

 

 

 

 







 

Postboks 5864 Majorstuen, 0308 Oslo 

Telefon +47 23 36 52 00 – Telefaks +47 23 36 52 02 

E-mail: nrs@revisorforeningen.no – Web: www.regnskapsstiftelsen.no 

International Accounting Standards Board  

30 Cannon Street  

London EC4M 6XH  

UK  

 

 

Oslo, September 5 2008  

 

Dear Sir/Madam  

 

DP Financial Instruments with Characteristics of Equity 
 

Norsk RegnskapsStiftelse (the Norwegian Accounting Standards Board) appreciates the 

opportunity to comment on the DP Financial Instruments with Characteristics of Equity.   

 

We support the Boards long term intention to develop and issue revised guidance on this area 

as we agree that the current accounting for financial instruments with characteristics of equity 

has certain weaknesses such as those mentioned in the Discussion Paper. However given the 

importance and complexity of this issue and consequences for the reporting of entity 

performance, we would have expected the Board to start with a more comprehensive and 

basic discussion of the fundamental characteristics of liability/equity or claims.  

 

We understand the current temptation of the Board to look for a short term fix as the FASB is 

now battling with the issue. However we regard the project on financial instruments with 

characteristics of equity to be closely related to, and dependent on, other projects the IASB 

currently are working with, such as the Financial Statement Presentation project and the 

Conceptual Framework project. A coordination with these projects is necessary. 

 

In reaching a robust long term solution that could potentially change current practice 

considerably, we believe these new standards should be based on clearly defined principles 

that are based on the objectives of reporting performance and distinguishing between 

liability/equity or different sorts of claims. Consequently there is a need fore a more in-depth 

discussion of different criteria on which a liability/equity/claims distinction could be based 

before a long term solution could be reached. In this context we want to draw attention to the 

discussion paper Distinguishing between Liabilities and Equity from PAAinE.  

 

For reasons discussed above we believe that the three models suggested all have considerable 

weaknesses and struggle to see that the financial reporting would be substantially improved 

by applying any of them. For that reason we believe that until a more comprehensive project 

has taken place the Board should keep the current IAS 32 or a modified IAS 32.  

mailto:nrs@revisorforeningen.no
http://www.regnskapsstiftelsen.no/
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Since we do not support the basic approach that these three models are built upon, we choose 

not to comment on each question provided by the FASB, however we have some general 

comments to the models that we want to express. These comments are in appendix A. Our 

replies to the questions in the Discussion Paper are in appendix B. 

 
 

 

Yours faithfully 

Norsk RegnskapsStiftelse 

 

 

 

Erlend Kvaal 

Chairman of the Technical Committee on IFRS 
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Appendix A (General comments to the models proposed by FASB) 

 

Regarding the Basic Ownership Approach (BOA) we do not believe the approach would be 

an improvement to financial reporting. We agree that the BOA is effective in reducing 

technical complexity due to its simple form, however we believe it does so by oversimplifying 

economic realities and have serious concerns about the appropriateness of principles 

supporting this approach. It defines equity very narrowly in an effort to reduce complexity, 

but at the expense of classifying as liabilities instruments and components that we believe 

possess fundamental characteristics of equity.  

 

Regarding perpetual instruments, we disagree that these instruments by default should be 

classified as liability. Even if priority of an instrument is an important consideration, it should 

not be the determinative factor in deciding the classification. We believe that classification 

should be based on economic characteristics and risks of the instruments themselves, and not 

as a consequence of the instruments’ relation to other instruments issued by the same entity.  

 

In addition it could be seen as counter-intuitive that the BOA cause some redeemable 

instruments to be classified as equity at the same time as perpetual instruments are classified 

as liability.  

 

We also have concerns that the criteria identifying perpetual instruments that are not BOA are 

based on priority in the event of a liquidation. Since the financial statement should be 

prepared on a going concern basis that principle should also apply to the classification issue. 

We struggle to see why a perpetual instrument without a settlement or payment requirement 

should be classified as liability when that instrument does not embody a requirement to 

transfer economic resources other than in the event of a liquidation. 
 

Regarding the Ownership Settlement Approach (OSA), we believe that the model could 

represent an improvement to financial reporting since it addresses some of the issues creating 

problems under current IFRS. However we struggle to see that the model is built upon 

principles that could lead to a solid long term solution to the liability/equity issue. 
 

The advantage of the third alternative, the REO Approach, is that it is based on a reasonably 

clear underlying principle. However there are at least two reasons for not supporting this 

approach; First we consider the REO Approach to add complexity to financial reporting 

(particularly the method of separating compound instruments), secondly the approach would 

have the same issues regarding perpetual instruments as discussed under the BOA. 
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Appendix B (Questions provided by the IASB) 
 

B1 Are the three approaches expressed in the FASB Preliminary Views document a suitable 

starting point for a project to improve and simplify IAS 32? If not, why? 

 

For the reasons explained in our cover letter and in appendix A we do not see the three 

approaches expressed in the FASB Preliminary Views document as a suitable starting point 

for a long term solution replacing IAS 32. 

 

(a) Do you believe that the three approaches would be feasible to implement? If not, what 

aspects do you believe could be difficult to apply, and why? 

 

In answering this question we understand “feasible to implement” as viewed technically from 

the producer and not taking into consideration the qualitative characteristics of the resulting 

information. 

 

We believe that bout the basic ownership and the ownership-settlement approach will be 

technically feasible to implement. We do not believe that the calculations needed to 

implement and maintain a REO approach will satisfy a cost benefit test. 

 

(b) Are there alternative approaches to improve and simplify IAS 32 that you would 

recommend? What are those approaches and what would be the benefit of those alternatives 

to users of financial statements? 

 
As described in our cover letter we recommend the board to initiate a more comprehensive and 

basic discussion on the fundamental characteristics of liability / equity or claims. Until a more 

comprehensive project has taken place we recommend that the Board keeps the current IAS 32 or 

limits their actions to minor amendments. 

 

 

B2 Is the scope of the project as set out in paragraph 15 of the FASB Preliminary Views 

document appropriate? If not, why? What other scope would you recommend and why? 

 

We generally do not recommend IASB to develop a standard with a narrow scope. We would 

recommend a wide scope (open with defined exceptions) as set out in IAS 32 as opposed to a 

narrow scope (closed, leaving out the potential of equity outside the scope) as set out in 

paragraph 15 of the FASB Preliminary Views document. 

 

 

B3 Are the principles behind the basic ownership instrument inappropriate to any types of 

entities or in any jurisdictions? If so, to which types of entities or in which jurisdictions are 

they inappropriate, and why? 

 
We do not comment on this question. 

 

 

B4 Are the other principles set out in the FASB Preliminary Views document inappropriate to 

any types of entities or in any jurisdictions? (Those principles include separation, linkage and 

substance.) If so, to which types of entities or in which jurisdictions are they inappropriate, 

and why? 
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We do not comment on this question. 

 

 

B5 Please provide comments on any other matters raised by the discussion paper. 

 
We do not comment on this question. 
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Oslo, 19 September 2008 
 
 

Dear Sir/Madam 
 
 
Discussion Paper Reducing Complexity in Reporting Financial Instruments 
 

Norsk RegnskapsStiftelse (the Norwegian Accounting Standards Board) appreciates the 

opportunity to comment on the Discussion Paper Reducing Complexity in Reporting 

Financial Instruments.  

 

In general we are very supportive of the Boards invitation and openness to reduce the current 

complex requirements regarding financial instruments.  

 

We do however believe the Board should clarify and elaborate on why fair value is the only 

relevant measurement basis for all financial instruments. In particular we do believe it should 

be further discussed and considered if it is optimal to have only one measurement basis for all 

financial instruments and why a mixed-measurement approach could not be considered to be a 

viable solution, also in the long term perspective.  Even though moving to a single 

measurement model could be seen as an approach to reduce complexity we do not see this as 

the only desirable solution since we are not convinced that fair value is the only relevant 

measurement attribute for financial instruments.   

 

Currently the mixed measurement model is in place and before it is concluded that fair value 

is the long term objective for all financial instruments we do believe intermediary changes 

should be limited to reducing complexity within the current model.  Based on this we would 

at the moment therefore not support to implement a single measurement method for all 

financial instruments.   

  

As short term solutions to reducing complexity in reporting financial instruments we support 

the following measures: 

• Remove the held to maturity category 

• Remove the option to use the available for sale category for financial instruments listed 

on exchanges or organised market places 

• Remove the current limitations on applying the fair value option at initial recognition 

• Make the own use exemption optional by designation 

• Keep the current reliably measurable requirements in IAS 39.AG80 

• Ease the requirements for documentation of prospective effectiveness in cash flow 

hedging  
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In addition to the difficulties encountered by preparers, auditors, standard-setters, regulators 

and other users of financial statements which are mentioned in paragraph 1.6 in the discussion 

paper we do also believe that fair value measurement in itself sometimes can cause problems 

due to problems with observable transactions or other relevant information which is necessary 

in order to set a fair value.    

 

Our responses to the questions raised by IASB are attached to this letter.  

 
Yours faithfully 

Norsk RegnskapsStiftelse 

 

 

 

Erlend Kvaal 

Chairman of the Technical Committee on IFRS 
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Question 1 

Do current requirements for reporting financial instruments, derivative instruments 

and similar items require significant change to meet the concerns of preparers and their 

auditors and the needs of users of financial statements? If not, how should the IASB 

respond to assertions that the current requirements are too complex? 

 

We do believe significant changes in the standard are necessary in order to increase the 

understandability and usefulness of the financial reporting for financial instruments. Changes 

are necessary in order to shift the focus from detailed and sometimes arbitrary regulation to 

more principle based regulation. 

 

We would however like to emphasize that accounting for financial instruments is a complex 

area mainly because financial instruments often are complex and the use of them can be 

complex as well. We do believe that the best approach to account for financial instruments 

would be reached if the underlying facts were the foundation for the accounting. Entities 

should not be presented with arbitrary rules or non-transparent options when choosing how to 

account for and report the performance of financial instruments.  

 

 

Question 2 

(a) Should the IASB consider intermediate approaches to address complexity arising 

from measurement and hedge accounting? Why or why not? If you believe that the 

IASB should not make any intermediate changes, please answer questions 5 and 6, 

and the questions set out in Section 3. 

(b) Do you agree with the criteria set out in paragraph 2.2? If not, what criteria would 

you use and why? 

 

(a) We would support intermediary approaches that would result in a more principle based 

approach. We do also believe that there are many areas where it is possible to reduce 

complexity by reducing alternatives, exceptions and detailed regulation. We are however 

in the current situation not convinced that measuring all financial instruments at fair value 

would reduce aggregated complexity (even though the standard would be easier to 

understand) and whether such measurement should be the long term goal. There are some 

key elements which need to be in place before a “long term goal” can be agreed upon. For 

instance; what is the definition of fair value and how should fair values be measured? This 

is still under discussion and before a more firm view has been established it is difficult to 

conclude on whether fair value should be the only measurement basis for financial 

instruments.  

 

(b) We do believe the criteria set out in paragraph 2.2(a), (c) and (d) represents a good basis 

for proposing intermediary changes. We do also believe changes should be consistent with 

long-term measurement objectives, but since we do believe it still has to be discussed 

what the long-term measurement objective is we do believe it is premature and 

inappropriate to currently view fair value as the only long term measurement objective.   

 

 

Question 3 

Approach 1 is to amend the existing measurement requirements. How would you 

suggest existing measurement requirements should be amended? How are your 
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suggestions consistent with the criteria for any proposed intermediate changes as set out 

in paragraph 2.2? 

 

As stated in the discussion paper the existing measurement requirements can be amended by 

reducing the number of measurement categories and/or simplifying or eliminating some of the 

requirements or restrictions of the existing categories.  

 

There are many ways to simplify the current requirements in this respect, but we do believe 

the accounting for and reporting of financial instruments should be based on the underlying 

facts and circumstances. This could either be done based on the “business model” applied by 

the entity or based on the attributes and nature of the financial instrument. We do prefer the 

latter and would propose that all instruments that are traded in active markets (however 

defined) should be measured at fair value with changes in value reported though profit and 

loss. This would also imply that the “held-to-maturity” category could be removed. 

 

Instruments not traded in active markets could be categorized and measured on the basis of 

existing measurement requirements.  

 

We do also believe it is important to consider the available-for-sale category and whether that 

category should be eliminated. We would have some concerns with the elimination of this 

category and as a consequence required measurement at fair value through profit and loss for 

all instruments that currently are classified in this category. This is due to the fact that many 

entities classifies financial instruments not traded or quoted in active markets in this category 

and the use of internal valuation models and similar gives higher uncertainty and less reliable 

valuation than instruments quoted in active markets. We do however acknowledge that the 

elimination of this category would reduce complexity. 

 

 

Question 4 

Approach 2 is to replace the existing measurement requirements with a fair value 

measurement principle with some optional exceptions. 

(a) What restrictions would you suggest on the instruments eligible to be measured at 

something other than fair value? How are your suggestions consistent with the 

criteria set out in paragraph 2.2? 

(b) How should instruments that are not measured at fair value be measured? 

(c) When should impairment losses be recognised and how should the amount of 

impairment losses be measured? 

(d) Where should unrealised gains and losses be recognised on instruments measured at 

fair value? Why? How are your suggestions consistent with the criteria set out in 

paragraph 2.2? 

(e) Should reclassifications be permitted? What types of reclassifications should be  

permitted and how should they be accounted for? How are your suggestions 

consistent with the criteria set out in paragraph 2.2? 

 

(a) We do have some concerns with approach 2 since (as expressed above) we are not 

convinced that “fair value” is the general and single measurement approach which should 

apply to all financial instruments. We would therefore propose to keep short term 

improvements within the current mixed measurement model. However, if approach 2 is 

pursued further we do believe that the restrictions set out in the discussion paper are 



 

 - 5 - 

appropriate. The restrictions would imply that instruments currently measured at 

amortised cost (disregarding instruments classified as held-to-maturity) could still be 

subject to cost based measurement under approach 2.  

 

Since it is not mentioned in the discussion paper we assume the criteria discussed in IAS 

39.46(c) and in IAS 39.AG80 are not subject to changes. This would restrict the use of fair 

value measurement on equity securities to situations where fair value is reliably 

measurable. This should be made explicit in any follow up documents pursuing approach 

2.   

 

(b) We do believe that instruments that are not measured at fair value should be measured at 

amortized cost subject to impairment, or at cost (if the requirements in IAS 39.AG80 are 

not met). 

 

(c) We do believe this subject should be discussed and concluded upon as part of the 

discussion on the long term measurement objective for financial instruments. Even though 

it could be argued that the use of fair value would reduce the need to identify and quantify 

impairment we are not sure as to whether this will be in the interest of the users and would 

lead to enhanced understanding of the performance of the financial instruments. 

Information on the underlying reason for a decline in the fair value of the financial 

instrument is clearly of interest to the users (as can be seen from the recent credit crisis).  

 

In order to not increase complexity we would propose to keep the current impairment 

regulation for instruments subject to cost based measurement. (IAS 39.58-66).    

 

(d) We believe that gains or losses on financial instruments measured at fair value should be 

recognized directly in profit and loss. Such recognition is conceptually sound and reduces 

complexity relative to alternative approaches to recognition of gains or losses on financial 

instruments measured at fair value in the statement of financial position. . 

 

(e) Reclassifications should be permitted if it is based on changes in the underlying facts and 

circumstances. 

 

 

Question 5 

Approach 3 sets out possible simplifications of hedge accounting.  

(a) Should hedge accounting be eliminated? Why or why not? 

(b) Should fair value hedge accounting be replaced? Approach 3 sets out three possible 

approaches to replacing fair value hedge accounting. 

(i) Which method(s) should the IASB consider, and why? 

(ii) Are there any other methods not discussed that should be considered by the 

IASB? If so, what are they and how are they consistent with the criteria set 

out in paragraph 2.2? If you suggest changing measurement requirements 

under approach 1 or approach 2, please ensure that your comments are 

consistent with your suggested approach to changing measurement 

requirements. 

 

(a) We believe that the discussion regarding discontinuation or continuation of hedge 

accounting is dependent upon the measurement alternatives or decisions made for what 
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would in a hedge accounting relationship be the hedged item.  

 

As long as it is a case for amortised cost measurement of some financial instruments, there 

is a case for the use of some form of restricted hedge accounting that will achieve what 

would have been achieved using synthetic amortised cost accounting. 

 

We are not entirely convinced that there is a solid case for allowing fair value hedge 

accounting. If it is relevant for management to hedge, then it must be relevant for the 

financial statement users to know the fair value changes of the hedged item. The use of 

fair value hedge accounting by entities is really a case for fair value measurement of the 

hedged item. 

 

The case for cash flow hedge accounting of highly probable future transactions is a matter 

of position in regard to management intent accounting. We do currently not believe hedge 

accounting of highly probable future transactions should be eliminated since this is an 

important economic activity which is used by entities in their risk management approach. 

We do however believe it is important for users to understand the hedging activities 

performed by entities in order to understand the reporting of financial instruments.  

 

The current hedging requirements are in our view to detailed and restrictive, and will in 

many instances discourage entities from applying hedge accounting and thereby reduce 

comparability as some transactions entered into in anticipation of a highly probable future 

transactions are reported differently form other transactions entered into for exactly the 

same reasons. We would support changes which would result in more consistent reporting 

of similar economic transactions. We believe that this would be achieved by changing the 

balance between transactions being reported for using hedge accounting and those 

reported for using fair value through profit or loss by easing the requirements for 

achieving cash flow hedge accounting and thereby provide an incentive for more 

economic hedging activities being reflected as hedge accounting in the reporting of 

financial instruments.   

 

(b) We believe that the use of economic fair value hedging policies by the entities to achieve 

anything else than synthetic amortised cost accounting, is a strong case for the reporting of 

the fair value changes of the economically hedged item. However as stated above we see a 

number of cases where a fair value measurement rule can be challenged and thus do not 

currently want to replace the concept of fair value hedge accounting.  

 

(i) In regards to the alternatives set out by the Board to replace existing fair value hedge 

accounting we support method (a) by introducing a fair value option for items that would 

otherwise be hedged items. We consider the other alternatives to be introducing additional 

complexity in contradiction to the criteria to reduce complexity. 

 

(ii) We currently have no other method that we want to bring to the attention of the Board.  

 

Question 6 

Section 2 also discusses how the existing hedge accounting models might be simplified. 

At present, there are several restrictions in the existing hedge accounting models to 

maintain discipline over when a hedging relationship can qualify for hedge accounting 
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and how the application of the hedge accounting models affects earnings. This section 

also explains why those restrictions are required. 

(a) What suggestions would you make to the IASB regarding how the existing hedge 

accounting models could be simplified? 

(b) Would your suggestions include restrictions that exist today? If not, why are those 

restrictions unnecessary? 

(c) Existing hedge accounting requirements could be simplified if partial hedges were 

not permitted. Should partial hedges be permitted and, if so, why? Please also 

explain why you believe the benefits of allowing partial hedges justify the complexity. 

(d) What other comments or suggestions do you have with regard to how hedge 

accounting might be simplified while maintaining discipline over when a hedging 

relationship can qualify for hedge accounting and how the application of the hedge 

accounting models affects earnings? 

 

(a) We believe that significant practical simplifications could be achieved if the requirements 

of documenting prospective effectiveness were to be reduced. We believe that the risk of 

abuse will remind low as long as all ineffectiveness is to be recognised in profit or loss as 

it occurs.  

 

Modern risk management activity is not related to an item-by-item transaction, but more 

based on accumulated positions and hedging net positions. We believe IASB should 

consider developing hedge requirements which would allow for more such activity to 

qualify for hedge accounting.  

 

(b) Please see our comment above. 

 

(c) Hedge accounting should be permitted for partial hedges. We do believe accounting 

standards should aim to reflect the substance of the economic activities and since entities 

undertake such hedging relationships partial hedging should qualify for hedge accounting. 

In particular we see no reason for allowing partial hedges for financial instruments that are 

hedged items while not allowing partial hedges for non-financial hedged items. 

 

(d) No comments. 

 

 

Question 7 

Do you have any other intermediate approaches for the IASB to consider other than 

those set out in Section 2? If so, what are they and why should the IASB consider them? 

 

We have argued for replacing fair value hedging with fair value measurement of what would 

otherwise be the hedged item. IAS 39 today has very complex regulations of the fair value 

option. However it is our experience that the regulations are such that any entity can achieve 

using the fair value option either directly or after some structured planning. Given this we 

would argue that the complexity of IAS 39 could be reduced by reverting to an unlimited fair 

value option. 

 

Today IAS 39.11A applies to contracts. In the 2008 annual improvement project it is 

proposed to change the wording from contracts to financial instruments thereby excluding 

commodity contracts that were entered into and continue to be held for the purpose of the 
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receipt or delivery of a non-financial item in accordance with the entity’s expected purchase, 

sale or usage requirements (own use) to be applicable for the fair value option in IAS 39.11A. 

The own use exception in IAS 39, as opposed to the similar exception in FAS 133, applies by 

fact and not designation.  

 

Due to the working of a number of commodity markets where the trading are conducted in 

financial contracts and not physical contracts the own use exception today creates a number of 

accounting mismatches between a financial contract and a non-financial own use contract. 

Given the requirements regarding hedging of non-financial items a number of entities are 

today not succeeding in achieving hedge accounting in the situations described. To relieve 

this situation we would suggest that own use is applied by default, but that entities should be 

able to designate out of own use without getting caught by the tainting rules in IAS 39.6(b).  

 

Question 8 

To reduce today’s measurement-related problems, Section 3 suggests that the long-term 

solution is to use a single method to measure all types of financial instruments within the 

scope of a standard for financial instruments.  

Do you believe that using a single method to measure all types of financial 

instruments within the scope of a standard for financial instruments is 

appropriate? Why or why not? If you do not believe that all types of financial 

instruments should be measured using only one method in the long term, is there 

another approach to address measurement-related problems in the long term? If 

so, what is it? 

 

We do believe there should be a thorough discussion on this issue before a conclusion is 

reached. We are currently not convinced that measuring all financial instruments at fair value 

would reduce complexity or whether such measurement should be the long term goal. There 

are some key elements which need to be in place before a “long term goal” can be agreed 

upon. For instance; what is the definition of fair value and how should fair values be 

measured? This is still under discussion and before a more firm view has been established it is 

difficult to conclude on whether fair value should be the only measurement basis for financial 

instruments.  

 

 

Question 9 

Part A of Section 3 suggests that fair value seems to be the only measurement attribute 

that is appropriate for all types of financial instruments within the scope of a standard 

for financial instruments. 

(a) Do you believe that fair value is the only measurement attribute that is appropriate 

for all types of financial instruments within the scope of a standard for financial 

instruments? 

(b) If not, what measurement attribute other than fair value is appropriate for all types 

of financial instruments within the scope of a standard for financial instruments? 

Why do you think that measurement attribute is appropriate for all types of 

financial instruments within the scope of a standard for financial instruments? Does 

that measurement attribute reduce today’s measurement-related complexity and 

provide users with information that is necessary to assess the cash flow prospects for 

all types of financial instruments? 
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(a) We do to some extent reject to the underlying logic in this question. We are not sure as to 

whether it is possible to find a measurement attribute that is appropriate for all types of 

financial instruments. We do however acknowledge that fair value is the measurement 

attribute that would be appropriate for many financial instruments.   

 

(b) We do not see any measurement attribute besides fair value which could be appropriate 

for all types of financial instruments. We are however not convinced (as expressed above) 

that there is a single measurement attribute that is appropriate for all types of financial 

instruments.  

 

 

Question 10 

Part B of Section 3 sets out concerns about fair value measurement of financial 

instruments. Are there any significant concerns about fair value measurement of 

financial instruments other than those identified in Section 3? If so, what are they and 

why are they matters for concern? 

 

We do believe IASB has identified the relevant concerns in Section 3. 

 

 

Question 11 

Part C of Section 3 identifies four issues that the IASB needs to resolve before proposing 

fair value measurement as a general requirement for all types of financial instruments 

within the scope of a standard for financial instruments. 

(a) Are there other issues that you believe the IASB should address before proposing a 

general fair value measurement requirement for financial instruments? If so, what 

are they? How should the IASB address them? 

(b) Are there any issues identified in part C of Section 3 that do not have to be resolved 

before proposing a general fair value measurement requirement? If so, what are they 

and why do they not need to be resolved before proposing fair value as a general 

measurement requirement? 

 

(a) We do not currently see any other issues than those identified by IASB in part C of 

Section 3.   

 

(b) We do believe all the issues identified in part C of Section 3 have to be resolved before a 

general fair value measurement requirement can be proposed.  

 

 

Question 12 

Do you have any other comments for the IASB on how it could improve and simplify the 

accounting for financial instruments? 

 

Currently we do not have any other comments.  
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Comments to the IASB discussion paper regarding amendments to IAS 19  

 
IASB issued in March 2008 a discussion paper “Preliminary views on amendments to IAS 19 

Employee Benefits”. We appreciate the opportunity to comment on the paper. This letter expresses the 

views of Norsk RegnskapsStiftelse (the Norwegian Accounting Standards Board – the NASB). 

 

We do support the work and the initiative of IASB in releasing this report, as we see the need for a 

limited quick fix of the current accounting for pension benefits within the current measurement 

framework, while we wait for the new principles to develop.  

 

One general comment is that we believe that this quick fix should be based on the same main 

principles as the current IAS 19, and to the extent possible no changes of definitions and measurement 

models should be introduced. When there are different allowed treatments in IAS 19, the quick fix’s 

starting point should be to reduce the numbers of possible solutions, preferably to only one single 

solution. Our main points of view are: 

 

 We welcome the release of the discussion paper and agree that IAS 19 needs some short term 

improvements. 

 We agree with the proposal that changes in plan assets and benefit obligations should be 

recognised in the period they occur resulting in the removal of the corridor and other 

smoothing mechanism in the standard. 

 However, we believe the treatment of changes in plan assets and benefit obligations should be 

based on one of the current allowed treatments in IAS 19, and not based on a new method 

introduced in this short term improvement project. Presenting all changes in the statement of 

profit and loss is our preferred solution.  

 We do not support the introduction of the new contribution based promise definition and the 

new method of measuring defined contribution plans. We do not support the principles 

proposed, and most importantly we think that the proposed changes are too complex and 

ambitious for a short-term improvement project. 

  

 

Please find our comments to your questions in the appendix. 

 

Yours faithfully 

Norsk RegnskapsStiftelse 

 

 

 

Erlend Kvaal 

Chairman of the Technical Committee on IFRS 
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Question 1  

Given the objective of the IASB project to address specific issues in a limited time frame, are 

there additional issues which you think should be addressed by the Board as part of this project? 

If so, why do you regard these issues as a matter of priority? 

 

We have three additional issues that in our opinion should be fixed within the current measurement 

model of IAS 19 as part of this “quick fix”. 

 

Discount rate.  

In our view IAS 19 should only give guidelines regarding how to set an appropriate discount rate and 

what factors to include (time value of money, risks etc), but the discount rate should not be linked to a 

specific market rate (corporate bond market).  We acknowledge however, that a fundamental review of 

the basis for the discount rate is not realistic to address in a quick fix.  

 

However, we believe that it is relevant to address the consequences of the current interpretation of 

paragraph 78 for companies in countries that are integrated into international financial markets, but do 

not have developed domestic markets for high quality corporate bonds. These companies will today 

have to use the government rate as the discount rate for its pension obligations.   

We believe that the lack of such a bond market should not influence the present value of the pension 

obligation. Furthermore, the use of government rate as the discount rate in such countries, leads to the 

fact that the financial statements for companies operating in these countries are not comparable with 

similar companies operating in countries with deep bond market.  

Our view is that for pension plans in such countries one should be allowed to estimate a proper risk 

adjustment to the discount rate rather than being forced to use the government bond rate. Moreover, 

IAS 19 does not give any alternatives if the government bond market is inefficient. In many countries 

the market dept for government bonds may vary with the general market conditions and economic 

cycles. 

In our opinion, countries with well developed financial markets do have access to high quality 

corporate bonds. The companies in such countries are able to utilize various financial strategies to 

accomplish the ultimate objective of obtaining high quality corporate bonds denominated in the 

countries’ currency. We believe the utilization of such financial strategies should be consistent with 

the intent of paragraph 78 and we thus recommend that this issue is addressed in this quick fix.  

 

Gross presentation in the balance sheet.  

Gross presentation of any item in the balance sheet is the main rule in the framework and other 

standards such as IAS 8, IAS 32 etc. Indeed under IAS 32 there are strict rules regarding when an 

entity is allowed to net financial instruments. We do not see that any of the conditions in IAS 32.42-50 

is met for a standard pension plan, if IAS 32 were to be used analogous.  

In our view, the users of financial statements want the pension liability and the plan assets to be 

presented gross in the balance sheet. By presenting those items net, the relevant risk exposure of the 

balance sheet items, and of the equity, is concealed. 

We acknowledge that this issue is discussed in the introduction to the paper (1.11), but we are not 

convinced that the conclusion is correct. Firstly, a vital issue for the users is the risk exposure, and 

thus not only whether or not the fund is controlled by the entity. Secondly, the assumption that the 

sponsor does not control the fund is weak and does certainly not apply to all pension plans/or 

countries. When the pension plan is organised in a separate pension fund, that fund is in many 

jurisdictions controlled by the sponsor. When the pension plan is organised in a life insurance 

company, the management of the funds is outsourced to the life insurance company, which is 

managing the funds on the clients’ behalf as any other fund administrator. If the client is not satisfied 

with the life insurance company, the client may take the funds and move to another provider. 
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In both these cases it is our view that the funds are controlled by the sponsor. Thus we do believe that 

the funds and the pension liability should be presented gross in the balance sheet. This will in our view 

give the best information to the users of the financial statements. 

 

Presentation in the statement of profit or loss.  

Currently IAS 19 does not specify how an entity should present current service cost, interest cost and 

the expected return on plan assets in the statement of profit or loss (IAS 19.119). In our view the 

presentation in the statement of profit or loss should be addressed in IAS 19. In relation to our view of 

presenting the items gross in the balance sheet, it is also our view that the items should be presented 

gross in the statement of profit or loss, based on the nature of the items. This will give the users of the 

financial statements a better understanding of the nature of the items in the statement of profit or loss, 

and their relation to items in the balance sheet.  

 

Question 2 

Are there factors that the board has not considered in arriving at its preliminary views? If so 

what are those factors? Do those factors provide sufficient reasons for the Board to reconsider 

its preliminary views? If so, why? 

 

We support the conclusions made by the Board in Chapter 2. Entities should recognise all changes in 

the value of plan assets and in the post employment obligation in the financial statements in the period 

in which they occur. In principle we support that entities should not divide the return on assets into an 

expected return and an actuarial gain or loss. However, that view does have some practical 

consequences related to presentation of changes in estimates (ref. our comments to question 4(a) 

below). Entities should recognise unvested past service cost in the same period as a plan amendment is 

made. 

 

Question 3(a) 

Which approach to presentation of changes in defined benefit costs provides the most useful 

information to users of financial statements? Why? 

 

We do not want to take any position on this question at present. We have some sympathy for approach 

1, and we overtly disagree with approaches 2 and 3.  

However, we believe that the elimination of the option to defer recognition of changes in defined 

benefit assets and obligation cannot be addressed without a resolution of the issues linked to the 

presentation of these changes.  Accordingly, we believe that the implementation of approach 1 should 

be timed to coincide with the revised Standard dealing with the presentation of financial performance 

(FSPP).  Until completion of the FSPP, the alternatives currently available under IAS 19 to recognize 

changes in defined benefits amounts either in profit or loss or in other comprehensive income should 

be retained. 

 

Question 3(b) 

In assessing the usefulness of information to users, what importance do you attach to each of the 

following factors, and why: 

 

(i) presentation of some components of defined benefit cost in other comprehensive income 

 

This is, in our view, not important. We refer to the answer under question 3(a) for our basis for 

this conclusion.  

 

(ii) disaggregation of information about fair value? 

 

We do not believe that disaggregated information about fair value changes for plan assets will give 

significant meaningful information to the users. A disaggregation into causes for fair value 

changes will to some extent be arbitrary. The information given about fair value of 
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assets/liabilities should be consistent with information required for other similar items in the 

balance sheet (ref. financial instruments, investment property etc.). Information about risks and 

returns for different classes of plan assets (bonds, shares, property etc) would however be relevant 

information. 

 

Question 3(c) 

What would be the difficulties in applying each of the presentation approaches? 

 

Some difficulties are mentioned in our comments to question 3(a). The discussion paper refers in 3.28 

and 3.29 to several difficulties both regarding how to regulate such calculations and also how to apply 

such regulations in practice. We believe a quick fix should not introduce increased complexity which 

also is inconsistent with other IFRSs. Approach 1 (and our suggested approaches under question 4 

below) will not lead to any specific difficulties. 

 

Question 4(a) 

How could the Board improve the approaches discussed in this paper to provide more useful 

information to users of financial statements? 

 

We support approach 1 and not the approaches 2 and 3. Approach 1 is simple, and does not need 

improvements. 

 

Question 4(b) 

Please explain any alternative approach to presentation that provides more useful information 

to users of financial statements. In what way does your approach provide more useful 

information to users of financial statements? 

 

We support approach 1. However, if for some reason, approach 1 is not possible our suggestion would 

be to keep the currently allowed treatment in IAS 19 with service cost, interest cost and return on plan 

assets in the statement of profit or loss, and all gains and losses in other comprehensive income. 

 

This solution is mentioned and rejected in 3.32 in the discussion paper. But the rejection is based on 

IASB not wanting to include service cost in other comprehensive income, and that it requires the 

determination of an expected return on plan assets. We do see those concerns from a theoretical point 

of view, but we do believe that this solution should be reconsidered. This would be in accordance with 

the current allowed treatment (with gains and losses in SORIE). The advantage of this solution is that 

it does not introduce any new concepts; it is only a question of how to present the amounts we already 

have under the current measurement method. Particularly in Europe we have seen numerous 

companies that have adopted this allowed treatment. We do believe that this would be a practical 

solution in this quick fix and interim period until the new standard is in place and that the FSPP is 

concluded upon. 

 

As mentioned under question 2 we do support the principle of not dividing return on plan assets, but 

we believe this should not be addressed in a quick fix. . The consequences of PV 3 are unforeseeable, 

and do have a domino effect on other quick fix solutions in the discussion paper. 

 

Question 5 

Do you agree that the Board has identified the appropriate promises to be addressed in the scope 

of this project? If not, which promises should be included or excluded from the scope of the 

project, and why? 

 

We disagree with the Board’s proposals to redefine employee benefit schemes into defined benefits 

promises and contribution-based promises as part of a quick fix.  The changes proposed, mainly in 

response to the identified issue of accounting for a certain type of cash balance plans, would have far 

reaching consequences that do not belong as part of a quick fix. 
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Furthermore, we believe that the distinction between final salary plans that are classified as 

contribution-based promises and those classified as defined benefit promises, on the basis of the 

description provided in the DP chapter 5, could be perceived as arbitrary. 

 

Question 6 

Would many promises be reclassified from defined benefit to contribution-based under the 

Board’s proposal? What are the practical difficulties, if any, facing entities affected by these 

proposals? 

 

The new definition will not have a major impact on regular Norwegian pension plans.  

 

Question 7 

Do the proposals achieve that goal? If not, why not? 

 

We are concerned that the new definition of contribution based promises will be to complex, and 

might cause changes for pension plans where the accounting treatment is in no urgent need for a quick 

fix under the current IAS 19. 

 

The suggested measurement method for contribution based promises with a guarantee is rather 

complex and innovative. In our view the quick fix should give guidelines for the accounting for 

commonly used pension plans, which under current IAS 19 clearly does not results in financial 

statements that reflect the economic substance of the commitments the entity has in relation to 

employee plans. In our view that ambition could be fulfilled with easier methods than those suggested 

in the paper. Furthermore, the new complex regulations for many pension plans may have implications 

that we do not see today, and may lead to the development of new, tailored pension plans in order to 

adjust to the new regulations.  

 

By changing the definitions and measurement model for all defined contribution based plans, there is a 

risk that straight forward contribution plans (without any economic reason) could be impacted. For 

such plans the appropriate questions should be – does the entity have an obligation at the balance sheet 

date? If no – no further action should be required. If yes – what is the fair value of that obligation? For 

most contribution based plans the question would be no – and there is no need to calculate a liability. 

In our view the IAS 19 should conceptually outline general principles regarding the measurement of 

such obligations. The practical solutions for specific pension plans should, if divergence appears in 

practice, rather be handled by IFRIC than in an accounting standard.  We acknowledge however that 

such a conceptual change of IAS 19 should not be addressed in a quick fix. 

 

Moreover, we are uncertain about the consequences, if any, of the removal of the definition of the 

defined contribution category in the accounting for some multiemployer plans and state plans that 

currently meet the definition of defined benefit plans, but are treated as defined contribution plans 

under IAS 19.32. 

 

Question 8 

Do you have any comments on those preliminary views? If so, what are they? 

 

In our view the principle in Chapter 6 is fine, but it creates an inconsistency with the principle in IAS 

19 for defined benefit plans (IAS 19.67). For many plans there is no explicit benefit formula, and this 

could result in all future pension benefits being earned in the last year of service. E.g. a pension plan 

that gives you X in a yearly pension payment, but you need to be in service until the day of retirement. 

If you leave earlier you keep nothing – i.e. the whole pension benefit is earned at the day of retirement. 

We do believe that such promises should be accounted for over the service period under this quick fix 

of IAS 19.  

 

Question 9- Measurement of contribution-based promises 
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(a) Are there alternative measurement approaches that better meet the measurement objectives 

described in this paper? Please describe the approaches and explain how they better meet the 

measurement objectives. 

 

We believe that there is a need for a comprehensive debate about whether post-employment benefits 

are financial liabilities (which should be measured according to IAS 39) or whether they are 

provisions (and should be measured based upon the same principles as in IAS 37).  

 

Given the objective (give users useful information about the amount, timing and uncertainty of future 

cash flows) and the similarities of the variables that are used for measuring the proposed contribution-

based promises with those required for a defined-benefit promise, it seems difficult to justify using 

different measurement attributes for the two different categories of promises. 

 

We believe that dealing with the question of the appropriate measurement attribute should be 

postponed to the long-term benefits project in order to allow full consideration of all the aspects of the 

accounting for post employment benefits. 

 

(b) To what extent should the effect of risk be included as a component of the measurement 

approach at this stage of the Board’s post-employment benefit promises project? How should 

this be done? 

 

We think that the evaluation of whether and how the effect of risk should be included in measuring a 

post-employment benefit obligation should be part of the IASB’s long-term project on pensions, also 

if different risks should be dealt with in different ways (adjustments in the projected cash flows or 

adjustments in the discount rate).  

 

Question 10 - Measurement of contribution-based promises 

(a) Do you agree that the liability for benefits in the payout and deferment phases should be 

measured in the same way as they are in the accumulation phase? If not, why? 

 

We dislike the fact that measuring the liability for benefits in the payout and deferment phases in the 

same way may lead to the same type of liability being measured in different ways depending on the 

way it was accumulated. In our opinion this is an indication that the introduction of the category 

contribution-based promises at this point of time is not wise. Such an introduction should be 

postponed until these issues are adequately resolved. 

 

(b) What are the practical difficulties, if any, of measuring the liability for a contribution-based 

promise during the payout phase at fair value assuming the terms of the benefit promise do not 

change? 

 

We do not believe that fair value assuming the terms of the benefit do not change should be introduced 

as a measurement basis in this project, as mentioned above. Having said that, we do not see any new 

difficulties regarding the measurement of the liability during the payout phase, which are not already 

present in the accumulation phase. 

 

Question 11 - Disaggregation, presentation and disclosure of contribution-based promises 

(a) What level of disaggregation of information about changes in the liability for contribution-

based promises is useful to users of financial statements? Why? 

 

As mentioned above, we do not agree with the introduction of the category contribution-based 

promises. If it is introduced, we think the level of disaggregation that follows from the Board’s 

preliminary view is useful to the users of financial statements. 
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(b) Do you agree that it is difficult to disaggregate changes in the contribution-based promise 

liability into components similar to those required for defined benefit promises? If not, why not? 

 

Yes. 

 

Question 12 - Disaggregation, presentation and disclosure of contribution-based promises 

Should changes in the liability for contribution-based promises: 

(a) be presented in profit or loss, along with all changes in the value of any plan assets; or 

(b) mirror the presentation of changes in the liability for defined benefit promises (see Chapter 

3)? Why? 

 

We support alternative (a). As mentioned in our answer of question 3(a), we do not support the 

alternatives 2 and 3 regarding presentation of defined benefit promises. We refer to our comments to 

question 3(a). 

 

Question 13 - Benefit promises with a ‘higher of’ option 

(a) What are the practical difficulties, if any, in identifying and measuring the ‘higher of’ option 

that an entity recognizes separately from a host defined benefit promise? 

 

We believe that the proposed accounting method makes sense and that it is consistent with the 

treatment of financial options in IAS 39.However, as mentioned earlier, we are of the opinion that this 

issue should not be addressed as part of a quick fix. 

 

(b) Do you have any other comments on the proposals for benefit promises with a ‘higher of’ 

option? If so, what are they? 

 

No. 

 

Question 14 – Other matters 

What disclosures should the Board consider as part of that review? 

 

We support the Board’s intention of reviewing the disclosure requirements as part of this project, and 

think that a thorough examination of this topic is important. We believe that explicit information about 

mortality and disability rates should be considered. 

 

Question 15 – Other matters 

Do you have any other comments on this paper? If so, what are they? 
 

We find it difficult to understand some of the accounting suggested in the paper, and miss numerical 

examples. We believe it is vital that examples accompany the future exposure draft, if issued. For such 

complex solutions as suggested in the paper we believe that field studies should be carried out in 

several different countries covering a broad range of pension plans, prior to introducing new 

measurement methods. 
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Oslo, 29 September 2008 

 

 

Dear Sir/Madam 

 

An Improved Conceptual Framework for Financial Reporting – Objectives and 

Qualitative Characteristics 

 

We are responding to your invitation to comment on the Exposure Draft of An improved 

Conceptual Framework for Financial Reporting: Chapter 1: The Objective of Financial 

Reporting; Chapter 2 Qualitative Characteristics and Constraints of Decision-useful 

Financial Reporting Information (“the Exposure Draft” in the following). 

 

We strongly support the IASB initiative to revisit the Framework. We believe conceptual 

frameworks can represent a useful frame of reference to standard setters, preparers, users of 

financial reports and others. The project is of great importance since the revised IASB 

Framework will provide the platform for the future development of IFRS. As such the revised 

Framework will set down the concepts and principles to be applied by listed European 

entities, including Norwegian entities. However, we do have certain concerns regarding the 

approach and process adopted by the Boards.  

 

Our general view is that the Exposure Draft represents a significant improvement from the 

Preliminary Views document (2006, “the Discussion Paper” in the following) preceding the 

Exposure Draft. Several of the weaknesses in the Discussion Paper as pointed out in our 

response letter in 2006 have been adequately addressed in the Exposure Draft. However, we 

still find that certain issues are not dealt with in a consistent conceptual manner. In particular, 

we do not agree with the proposal to replace reliability with faithful representation and not to 

consider verification a necessary characteristic of information included in financial reports.  

 

In the following we will explain on what basis we find the Exposure Draft an improvement 

compared to the Discussion Paper (section 1). Next we will explain why we find the proposal 

to replace reliability and to de-emphasis verifiability a weakness of the proposal (section 2). 

We will also address certain other issues that we believe the Boards should reconsider 

(section 3). Finally, we will address the abovementioned concerns we have regarding 

approach and process. Even though we have not structured our response letter in accordance 

with the specific questions raised in the Exposure Draft, you will find that the three questions 

asked in the context of Chapter 1 are dealt with in our comments. Our response to Chapter 2 

primarily deals with reliability (faithful representation). However, we also make comments 

relating to questions 3 and 4.  
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1. Important Improvements (Ch1, Q2; Ch1, Q3) 

In the Exposure Draft, as opposed to in the Discussion Paper, the fact that financial reports 

may need to include information not included in reports relying on the resource allocation 

objective alone, if stewardship is considered a primary objective of financial reporting, is 

addressed in a consistent manner. In OB2, the broad objective of financial reporting is laid 

down. In OB9, the decision usefulness objective is split into resource allocation decisions and 

stewardship decisions. Furthermore, in OB12, the importance of stewardship information to 

both current and potential capital providers is elaborated on.  

 

In the Exposure Draft the normative and deduction structure of the conceptual framework is 

more consistently adopted than in the Discussion Paper. In the latter, it was assumed that fair 

value represents the most decision useful measurement attribute and that value accounting 

generally provides more decision useful information than transaction based accounting. In the 

Exposure Draft, no such assumptions are relied upon. These and similar questions are to be 

addressed at a later stage in the project, after having determined the objectives and qualitative 

characteristics.  

 

Also, we find the Exposure Draft more successfully identifying the primary users. 

Specifically, in the Exposure Draft, capital providers are singled out as the primary user of 

financial reports, while an assumption in the Discussion Paper was that financial reports 

should attempt to provide information to all potential users. The consequence of aiming at 

fulfilling the informational needs of a diverse set of users would be less decision useful 

financial reports not meeting the needs of any users.  

 

2. Reliability (Ch2, Q2) 

The Boards suggested in the Discussion Paper replacing “reliability” with “faithful 

representation”, and concluded that the two terms “(…) mean essentially the same thing, (…)” 

(DP BC2.29). Thus, apparently the replacement was meant to be nothing more than a 

terminological improvement. Nevertheless, many respondents commented unfavorably on the 

preliminary decision. The fact that many of these respondents described the reliability concept 

differently motivated the Boards to uphold the preliminary decision, rather than reversing it.  

 

In our response to the Discussion Paper, we challenged the Boards’ reasoning for replacing 

reliability, and in particular we referred to the role of reliability in IAS 41 Biological Assets to 

illustrate that replacing it with faithful representation would significantly impact the 

accounting for biological assets. Similarly, replacing reliability with faithful representation 

would also have an impact on the accounting for other assets and liabilities, as for example 

financial instruments, when the fair value cannot be reliably measured. Furthermore, 

reliability represents a separate recognition criterion in the current Framework. Replacing 

reliability will therefore have an impact on recognition as such, not only on measurement of 

fair value. We acknowledge that the reliability criterion for recognition may be eliminated, 

but as explained above, in the normative and deductive structure of the conceptual framework, 

it would be premature to assume anything about recognition at this stage.  

 

The Boards are no longer arguing that the proposed change is merely a terminological 

amendment. Rather it is suggested that financial information may not be verifiable, yet still 

faithfully representing the underlying economic phenomena (BC2.27-28). BC2.15 is in this 

context somewhat confusing since it seems to imply that faithful representation and reliability 

are synonyms. By excluding verifiability as a key component of faithful representation, it is in 
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our view not correct to state “(…) that faithful representation encompasses all the key 

qualities that the previous frameworks included as aspects of reliability” (verifiability is an 

explicit key quality of reliability according to Concept Statement 2 and is also included in the 

current IASB Framework, as explained in BC2.27 in the Exposure Draft).  

 

We believe precision is an important dimension of reliability, which is not covered by the 

concepts of completeness, freedom from bias and non-material error that the Boards propose 

to adopt. The Boards seems to find that precision is not an important aspect of reliability 

(BC2.13). This is surprising since precision is referred to in several important standards. In 

paragraph 32 IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors 

estimates are describes as lacking precision. However, as long as reasonable estimates can be 

made, reliability is not undermined (IAS 8.33). In IAS 39 Financial Instruments – 

Recognition and Measurement, an exception to fair value measurement is included in 

paragraph 46(c). The exception applies to a limited set of equity instruments and derivatives 

when fair value cannot be measured with sufficient reliability. In IAS 39.AG80 reliability is 

defined in reference to the range of reasonable fair value estimates when the probability of the 

various estimates within the range can not be reasonably assessed. In other words, the wider 

the range of reasonable fair value estimates, the less precision, and when passing a certain 

threshold, the lack of precision results in unreliability. The same applies in the case of 

property, plant and equipment (IAS 16.26) and intangible assets (IAS 38.47). Thus, we find 

the view expressed in BC2.13 unclear, and we do not agree that precision is not critical in 

order to achieve reliability.  

 

Furthermore, at the same time as precision is de-emphasized by the Boards, it is claimed that 

“(…), some minimum level of accuracy is (…) necessary for an estimate to be a faithful 

representation of an economic phenomenon” (QC11). Accuracy is not defined (which is a 

deficiency), but may (or may not) relate to what we prefer to call precision. Accuracy does 

not follow from completeness and freedom from bias; rather it is identified with absence of 

material error (QC 11).This is not helpful. Consider an estimate; only in exceptional 

circumstance may it be said to be right or wrong. Rather it will be more or less uncertain. In 

some cases the estimate is almost certain, in other cases it may be pure guesswork. The 

qualitative characteristics of financial reporting should capture this aspect of information. In 

the current proposal they do not. Moreover, if the level of uncertainty is above some limit 

(precision or accuracy is below some limit), recognition and measurement based on the 

information should not be allowed. This limit of acceptable uncertainty may depend on 

circumstances. For example, higher uncertainty may be acceptable if it is possible to describe 

its nature. However, there will always be a limit.1  

 

Also, the third dimension of faithful representation introduces a materiality threshold within 

the qualitative characteristic (freedom from material errors), while at the same time 

materiality is considered a pervasive constraint. Materiality cannot both be a qualitative 

characteristic and a pervasive constraint, and as such the proposal in the Exposure Draft is 

inconsistent.  

 

We still find it difficult to support the replacement of reliability (a well-known accounting 

term) with another term that to most people, even those with English as their first language, 

does not carry any particular meaning. As illustrated above, it seems to us that even the 
                                                      
1 On the other hand, for disclosure purposes uncertainty should be considered a triggering factor, 
rather than a limiting factor. 
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Boards struggle with finding a consistent way of defining faithful representation. If it was just 

a matter of confusion with respect to the meaning of reliability, we believe it would be more 

effective to refine the description of the term and add guidance on how to apply it in standard 

setting and accounting practice.  

 

Furthermore, we do not support the Boards’ suggestion that verifiability is not a critical 

characteristic of decision useful financial information. The Boards’ refer to information 

representing management’s opinion or intentions when explaining why direct or indirect 

verifiability is not a necessity (BC2.28). Even though we realize that direct verification, for 

instance by reference to an active marked in the context of fair value verification, may not 

always be achievable, we find it difficult to understand what kind of decision useful 

information that cannot be indirectly verified by any means. Put another way, if management 

is not able to document in any manner that the financial information prepared reflects its 

expectations or intentions, it is reasonable to assume that the information does not faithfully 

represent those expectations or intentions.  

 

In particular, we find that unverifiable information is in direct conflict with the stewardship 

objective that the Boards have adopted. When the objective is to present the capital providers 

with information that will be useful in their attempt to protect and enhance their investments, 

we believe, recognizing the agent-principal dilemma, that unverifiable information is lacking 

an essential characteristic of decision useful information.  

 

Also, one cannot evaluate qualitative characteristics without reference to the economic and 

regulatory environment in which the financial reporting is conducted. The standards and 

interpretations to be developed in reference to the conceptual frameworks are to be applied 

within different economic and regulatory environments, but common to them all, is the fact 

that others than management, for instance auditors, will have to provide the users of the 

financial reports with assurance as to the fair presentation of the financial information 

included. The demand for assurance by independent parties is real and exists also in the 

absence of requirements imposed by regulators. This demand reflects the necessity of 

verification in making financial information decision useful. If the information cannot be 

verified by any means, assurance cannot be provided by independent parties, and the 

functioning of the marked for financial information will suffer.  

 

Based on the above, we believe the Boards are mistaken when assuming that information 

being faithfully representing an underlying economic phenomenon always will be decision 

useful to the capital providers.  

 

3. Other Issues 

Other issues we encourage the Boards to revisit include the purpose and authority of the 

Framework, the boundaries of financial reporting, the enhancing qualitative characteristics, 

the entity perspective, and the pervasive constraints.   

 

3.1 The Purpose and Authority of the Framework 

In the current IASB Framework several potential beneficiaries are listed, and the ambition of 

the Framework seems to be that its use by standard setters and preparers will lead to 

consistent standard setter pronouncements and consistent accounting practices. In the 

Exposure Draft this ambition seems to be relaxed: “The concepts are the goal or ideal 

towards which standard-setters and preparers of financial reports should strive. Like most 
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goals, the framework’s vision of the ideal financial reporting is unlikely to be achieved in full, 

at least not in the short term, because of considerations of technical feasibility and cost” (OB 

14). Furthermore, the Boards suggest deferring the question of conceptual framework 

authority.  

 

In our opinion, the design of conceptual frameworks must reflect its purpose and authority. 

For example, if it is only a frame of reference that one will strive towards, recognition of 

practical constraints may be ignored. On the other hand, if the conceptual frameworks are to 

be applied by the standard setters and preparers under all circumstances, attention must be 

paid to practical constraints.  

 

Even though we cannot have firm opinions on these issues before they have been explored by 

the Boards, our current position is that both standard setters and preparers should be required 

to comply with the conceptual frameworks, but the latter group only in the absence of 

standards and interpretations (as in the current IAS 8).  

 

Furthermore, there seems to be a conflict between the stated ambition in OB14 and the 

ambition that can be inferred from P16. Currently, preparers may not apply accounting 

policies in conflict with the IASB Framework in the absence of standards and interpretations 

(paragraph 15 in IAS 1 Presentation of Financial Statements and paragraphs 10-12 in IAS 8). 

In P16, respondents are requested to assume that the FASB Framework will be assigned the 

same authority, which implies that the Boards find the authority assigned to the current IASB 

Framework appropriate. Thus, while one recognizes that the frameworks represents the most 

authoritative source of reference in the absence of standards and interpretations to preparers in 

P16, one refers to the same frameworks as “(…) an ideal towards (…) preparers (…) should 

strive” in OB14.  

 

We encourage the Boards to determine the purpose and authority of the conceptual framework 

before finalizing this first step in the framework project. As a minimum, the Boards must 

make sure not to communicate different positions on the subject with respect to preparers, as 

exemplified by P16 and OB 14.  

 

3.2 The Boundaries of Financial Reporting 

The current IASB Framework refers to the “preparation and presentation of financial 

statements”, while the Exposure Draft refers to “financial reporting”. Obviously, financial 

reporting encompasses a wider specter of financial information than what is included in the 

financial statements. In the Exposure Draft, it is stated that financial reporting “(…) includes 

but is not limited to financial statements” (OB3). No attempt to define financial reporting 

beyond the fact that it involves more than financial statements is made. In the Discussion 

Paper news releases, management’s forecasts and environmental reports were presented as 

other examples of financial reports (OB16). Whether the Exposure Draft is meant to narrow 

the scope of financial reporting or widen it, as compared to the Discussion Paper, is unclear.   

 

We believe the IASB before revisiting the objectives and qualitative characteristics, should 

explore the notion of financial reporting. The emphasis put on different qualitative 

characteristics will be different in the context of a financial statement as opposed to for 

example a press release on a new contract and its impact on potential future earnings.  
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In our opinion, it is questionable whether a standard setter such as the IASB has authority to 

regulate financial reporting in its wider form. Furthermore, and in our opinion of greater 

importance, we doubt that conceptual frameworks targeting financial reports in its wider form 

can be as useful as conceptual frameworks specifically designed to deal with financial 

statements.  

 

We encourage the boards to clarify the meaning of OB3. Furthermore, we ask the boards to 

reconsider the decision to defer the issue of defining the boundaries of financial reporting for 

the purpose of the conceptual frameworks (OB4), since in our opinion as explained above, 

one must necessarily have determined what one is to design a framework for, before one 

actually does it.  

 

3.3 Enhancing Qualitative Characteristics (Ch2, Q1(b); Ch2, Q3) 

The Boards have introduced a new concept in the Exposure Draft, namely so-called 

“Enhancing Qualitative Characteristics”. It is rather unclear what is meant by this new layer in 

what now seems to resemble a qualitative characteristics hierarchy: 1) Relevance, 2) faithful 

representation, 3) enhancing qualitative characteristics, and 4) constraints on financial 

reporting. It is said that enhancing qualitative characteristics are distinguishing “(…) more 

useful information from less useful information” and “(…) enhance the decision-usefulness of 

financial reporting information that is relevant and faithfully represented” (QC15). We 

understand that enhancing qualitative characteristics are adding decision usefulness, but 

information lacking the enhancing qualitative characteristics may still be decision useful, ref. 

above our discussion on verifiability. For instance, information not being verifiable, should be 

included as long as it is material. On the other hand, verifiable but immaterial information is 

to be excluded from financial reports. As such, the ranking of the concepts suggested above is 

incorrect. Rather, enhancing qualitative characteristics and constraints should re-ordered since 

the constraints are absolute criteria.  

 

We do not support the de-emphasizing of the enhancing qualitative characteristics the 

Exposure Draft represent and encourage the Boards to revisit the topic. In particular, as 

elaborated on above, we are concerned by the impact of the de-emphasis of verifiability.  

 

3.4 The Entity Perspective (Ch1, Q1) 

The fact that the Boards in the Exposure Draft have dealt with what perspective to adopt in 

financial reporting, i.e. the entity versus the proprietary perspective, represents an 

improvement from the Discussion Paper. However, we do not find that the basis for 

conclusions represents a sufficient comprehensive and in-depth analysis of the different 

perspectives and relationship between the perspectives and the decision usefulness objective 

(BC1.11-1.16). In particular, it seems to us that the Boards assume that the financial reporting 

needs of capital providers differ. That is, owners are assumed to have other needs than lenders 

and other creditors. The same assumption is made in the discussion paper on Financial 

Instruments with Characteristics of Equity. In the discussion paper on equity three different 

approaches are presented with the consequence that owners under one approach is considered 

creditors under a different approach. In other words, the line between investors and creditors 

may be difficult to draw. In our opinion, an evaluation of the proprietary approach must as a 

minimum involve an analysis of what a proprietary interest is. Similarly, before the entity 

concept has been further explored, as initiated by the discussion paper on Preliminary Views 

on the Reporting Entity, we find that one cannot on a sound basis conclude on whether the 

entity or the proprietary perspective should be adopted.  
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3.5 The Pervasive Constraints (Ch2, Q1(c); Ch2, Q2) 

The two constraints on the qualitative characteristics, namely materiality and cost-benefit 

considerations, do not apply to both the preparers and the standard setters. Materiality is 

considered a restraint that applies to preparers, while cost-benefit considerations should be 

carried out by the standard setters according to the Exposure Draft. BC2.60 may seem to 

imply that the cost-benefit constraint also apply to preparers. On the other hand, BC2.61-2.64 

without exception refers to the standard setters, and thus our understanding is that the 

proposal does not allow preparers to for example omit otherwise required information in 

reference to a cost-benefit analysis. However, if, by default, the preparers are guided back to 

the Framework in the absence of standards and interpretations, the cost-benefit constraint will 

apply to them in these cases. Similarly, as long as the standard setters are not to deal with 

materiality constraints, this constraint should logically be excluded in a conceptual framework 

applying to them.  

Furthermore, as we did in our response letter to the Preliminary Views document in 2006, we 

encourage the Boards to further explore the cost-benefit constraint and its implications. In 

particular, we believe in accordance with the view of the FASB in their current framework 

that there may be circumstances where less than full disclosure may be warranted in reference 

to the cost-benefit constraint: “The cost includes not only the resources directly expended to 

provide the information, but may also include adverse effects on an enterprise or its 

stockholders from disclosing it” (CON 1.23).  

 

4. The Approach and Process Adopted by the Boards 

The conceptual framework project deals with the platform for the future development of 

IFRS, and as such it is definitely the most important project on the IASB agenda. We strongly 

support it, but find that the Boards are de-emphasizing the reasons for and the extent of the 

project. In our view the Boards are not correct when it is stated that the current frameworks of 

the FASB and the IASB “(…) articulate concepts that go a long way towards being an 

adequate foundation for consistent standards, and the boards have used them for that 

purpose” (ED P5 (DP P4)). The fact that the current frameworks include no normative and 

prescriptive guidance on measurement issues is evidence enough that the sited assumption is 

misleading. The assumption is critical for the revisiting project approach. The Boards refer to 

the approach as a “cross-cutting issues approach”, as opposed to a “comprehensive approach” 

(P8). The failure to recognize the fundamental inconsistencies in the current frameworks and 

the derived revisiting project approach may cause potentially interested parties to not pay 

sufficient attention to the project. Without full attention from all users and other interested 

parties, the Boards may go through due process without a complete basis for conclusions. We 

therefore encourage the Boards to communicate the reasons for and the extent of the ongoing 

conceptual framework project in a more consistent manner going forward.  

 

We are also concerned with the stepwise process adopted by the Boards. The Boards explain 

in P15 that each chapter in the framework project will be finalized independently of the other 

chapters. Thus, the project on the objectives and qualitative characteristics will be finalized 

before the rest of the current framework has been subject to revision. Even though we 

understand the rational of the Boards, we do not support this stepwise process. It will result in 

an incoherent framework being applicable until the full framework project is complete, which 

may, bearing in mind that entities are required to apply accounting policies consistent with the 

Framework in the absence of Standards and Interpretations, lead to severe difficulties in 

practice. Rather than replacing the current framework stepwise, we encourage the Boards to 
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finalize the full project before replacing the current framework, while the Boards themselves 

apply the revised parts to the extent possible in their standard setting process in the mean 

time.  

 

5. Concluding Remarks 

We hope our comments will be useful in the further work on the conceptual framework. As 

explained before, we believe the project is of the greatest importance. We strongly encourage 

the IASB to put strong conceptual foundations before timing constraints in the planning of the 

project, as a consistent conceptual framework will represent an effective tool both in standard 

setting and in accounting practice, while inconsistencies will reduce its usefulness 

dramatically.  

 

Please do not hesitate to contact us if you would like us to elaborate or clarify any of the 

issues discussed above.  

 

 

Yours faithfully 

Norsk RegnskapsStiftelse 

 

 

Erlend Kvaal 

Chairman of the Technical Committee on IFRS 
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Postboks 5864 Majorstuen, 0308 Oslo 

Telefon +47 23 36 52 00 – Telefaks +47 23 36 52 02 

E-mail: nrs@revisorforeningen.no – Web: www.regnskapsstiftelsen.no 

International Accounting Standards Board  

30 Cannon Street  

London EC4M 6XH  

UK  

 

Oslo, September 29 2008 

 

 

Dear Sir/Madam  

 

Discussion Paper Preliminary Views on an improved Conceptual Framework for 

Financial Reporting - The Reporting Entity 

 

Norsk RegnskapsStiftelse (the Norwegian Accounting Standards Board) appreciates the 

opportunity to comment on the Discussion Paper Preliminary Views on an improved 

Conceptual Framework for Financial Reporting – The Reporting Entity.. 

 

Our comments to the specific questions: 
 

Question 1  

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? 

We agree that what constitutes a reporting entity should not be limited to legal structured 

entities. However we suggest that the term “business” should be replaced by another term due 

to fact that the term business is defined in IFRS 3 appendix A, and reporting entities should 

not be restricted to entities meeting that definition. 

Question 2 

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?  

 

For example, do you believe that the conceptual framework should establish a precise 

definition of a reporting entity? If so, how would you define the term? 

 

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? 

 

We agree that the conceptual framework should broadly describe a reporting entity as a 

circumscribed area of business activity of interest to present and potential equity investors, 

lenders and other capital providers. 

 

Question 3  

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 

mailto:nrs@revisorforeningen.no
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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 the risks and rewards model does not provide a conceptually robust basis for 

determining the composition of a group reporting entity and should not be considered further 

in the reporting entity phase of the conceptual framework project. 

 

Question 4 

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? 

(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 agree that: 

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

(b) the definition of control should refer to both power and benefits, however ” instead of 

defining benefit to include “risk and rewards” we suggest that the term “benefit” should be 

replaced by “risk and reward” 

 

Question 5  
Do you agree that the composition of a group reporting entity should be based on control? If 

not, why?  

For example, if you consider that another basis should be used, which basis do you propose 

and why? 

 

We agree that the composition of a group reporting entity should be based on control. 

 

Question 6  

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 agree that the controlling entity model should be used as the primary basis for 

determining the composition of a group entity. 
 
 

Question 7  

Do you agree that the common control model should be used in some circumstances only? If 

not, why?  

For example, would you limit the composition of a group reporting entity to the controlling 

entity model only?  

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

 

If you support the use of the common control model, at least in some circumstances, do you 

regard 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. 
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We agree that the common control model should be used in some circumstances as an 

exception to the controlling entity model in those circumstances. 

 

Question 8  

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 agree that consolidated financial statements should be presented from the perspective of 

the group reporting entity. 

 

Question 9  
Do you agree that consolidated financial statements provide useful information to equity 

investors, lenders and other capital providers? If not, why? 

 

We agree that consolidated financial statements provide useful information to equity 

investors, lenders and other capital providers. 

 

Question 10  

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? 

 

We agree that the conceptual framework should not preclude the presentation of parent-only 

financial statements and we will suggest parent-only financial statements to be permitted  also 

when they are not included in the same financial report as consolidated financial statements. 

Legal requirements often require financial statements to be reported for intermediate holding 

companies in a group as an example. We are of the opinion that these companies should be 

allowed reporting under IFRS without the burden of making consolidated accounts. 

 

Question 11  

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 all 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—be 

a necessary condition for control to exist? If not, why? 

(b) the concept of control should include situations in which control exists but might be 

temporary? If not, why? 

(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 of another entity, but rather should be a broad concept that encompasses 

economically similar circumstances? If not, why? 

(d) in 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? 
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(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 if an 

entity must obtain the agreement of others to direct the financing and operating 

policies of another entity? If not, why? 

(f) having ‘significant influence’ over another entity’s financing and operating policy 

decisions is not sufficient to establish the existence of control of that other entity? If 

not, why? 

 

 

We agree that: 

(a) establishing whether control exists involves assessing all the existing facts and 

circumstances and that no single facts or circumstances  should be a necessary 

condition for control to exist. 

(b) the concept of control should include situations in which control exists but might be 

temporary 

(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 of another entity 

(d) all facts and circumstances have to be considered when evaluating whether 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, to establish that the 

entity currently controls that other entity. 

(e) to satisfy the power element of the definition of control, power must be held by one 

entity only. 

(f) having ‘significant influence’ over another entity’s financing and operating policy 

decisions is not sufficient to establish the existence of control of that other entity. 

 

Question 12  

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? 

 

No suggestions 

 

Question 13  

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 discussion paper and should be addressed at the concepts level? If so, 

which issues and why? 

 

No suggestions 

 
 

Yours faithfully 

Norsk RegnskapsStiftelse 

 

 

Erlend Kvaal 

Chairman of the Technical Committee on IFRS 



 

Postboks 5864 Majorstuen, 0308 Oslo 

Telefon +47 23 36 52 00 – Telefaks +47 23 36 52 02 

E-mail: nrs@revisorforeningen.no – Web: www.regnskapsstiftelsen.no 

International Accounting Standards Board  

30 Cannon Street  

London EC4M 6XH  

UK  

 

 

Oslo, November 7 2008  

 

Dear Sir/Madam  

 

ED Improvements to IFRSs 
 

Norsk RegnskapsStiftelse (the Norwegian Accounting Standards Board) appreciates the 

opportunity to comment on the Exposure Draft Improvements to IFRSs.   

 
Our detailed comments are set out in the appendix to this letter. 

 

Yours faithfully 

Norsk RegnskapsStiftelse 

 

 

 

Erlend Kvaal 

Chairman of the Technical Committee on IFRS 
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Question 1 

Do you agree with the Board’s proposal to amend the IFRS as described in the exposure 

draft? If not, why and what alternative do you propose?  

Topic 1: IFRS 2 Share based payment 

We do agree with the proposed amendment.  

 

Topic 2: IFRS 5 Non-current Assets Held for sale and Discontinued operations  

We do agree with the proposed amendment. However, we believe the last sentence in the 

proposed 5A (the reference to IAS 1) should be deleted since it is redundant. A reference to 

IAS 1 could raise doubt about the understanding and implication of IAS 1 when no such 

reference is made in other standards. 

 

Topic 3: IFRS 8 Operating segments 

We do agree with the proposed amendment. However, we do believe the clarification could 

have been made by amending the Standard text as well. That is, the guidance in question is 

needed because the wording in the Standard lacks clarity. It is unclear to us why not the Board 

attempts to clarify the meaning of the Standard by addressing the Standard itself.  

 

Topic 4: IAS 7 Statement of Cash Flows 

We do not agree with the proposed amendment.  

 

We are not convinced that the determining factor separating operating activities and investing 

activities for the purpose of a cash flow analysis necessarily should be corresponding with the 

asset recognition criteria. That is, there may be situations in which an asset is recognized, but 

the cash flows are operating in nature. For instance, exploration costs incurred in the oil and 

gas industry may be capitalized under the so-called successful efforts method, but may not 

end up qualifying as an asset. According to the proposed amendment, it seems to us that the 

costs incurred during exploration nevertheless would be considered investing cash flows. 

Also, in some cases the costs incurred in investing activities would under the proposed 

amendment be considered operating cash flows. For instance, under IFRS 3 (R), acquisition 

costs are to be expensed. To consider such costs operating may not be meaningful.  

 

We believe this proposal needs further consideration, and suggest that it is addressed as part 

of the joint project on Financial Statement Presentation.  

 

 

Topic 5: IAS 18:Revenue 

See answer to question 3 below. 

 

Topic 6: IAS 36 Impairment of Assets 

We do agree with the proposed amendment. 

 

Topic 7: IAS 38 Intangible Assets 

We do agree with the proposed amendments. 
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Topic 8: IAS 39 Financial Instruments: Recognition and Measurement 

 

IAS 39.2(g) 

In regard to the scope of IAS 39 related to subsidiaries or entities that are to become 

subsidiaries, it is our understanding that IAS 39.2(a) scopes out derivatives that are equity 

instruments in the subsidiary and IAS 39.2(g) scopes out contracts to buy (a “to become” 

subsidiary) or to sell a current subsidiary. 

 

The board are now proposing to amend IAS 39.2(g) such that only firm commitments to buy a 

“to become” subsidiary or to sell a current subsidiary are scoped out of IAS 39 through 

paragraph 2(g). 

 

A transaction to buy or sell an entity can be structured in a number of ways including 

forwards and options with fixed strikes or with strikes represented by formulas that take 

account of changing conditions bout before or after change of control (after change of control 

typically in the form of contingent considerations (earn-outs). 

 

Contingent considerations that do not fulfil the definition of an equity instrument in the entity 

are (after IFRS 3R) within the scope of IAS 39. 

 

It is not clear to us what the principle is behind only excluding forward contracts that are firm 

commitments and not other structures that economically are identically (but structured as 

options) or very similar (includes minor adjustments of prices before change of control). 

 

We understand that the scope consideration is to be made upon initial recognition of the 

derivative contract. We question if the proposed wording might create scope consideration 

issues as it might not be clear at initial recognition which forward (or indeed option) 

transactions that might eventually lead to a business combination. 

 

Initial recognition of a business combination is at fair value. We question if it would not be 

conceptually cleaner to delete the scope exclusion in IAS 39.2(g) all together. We recognise 

that this might be a more wide reaching amendment that should not be made as part of an 

annual improvement project. 

 

We do not agree that the proposed amendment of IAS 39.2(g) should be made effective 

without a further clarification of the underlying principle of the scope exemption.  

 

IAS 39.11A 

We do not support the change suggested to IAS 39.11A. We support that the fair value option 

in IAS 39.11A should apply both to financial and non-financial host contracts. We believe 

that the Boards rationale for permitting the fair value option for financial contracts with 

embedded derivatives applies equally well to non-financial contracts with embedded 

derivatives. 

 

The suggested changes would limit the scope of the fair value option in IAS 39.11A. We are 

only aware that IAS 39.11A have been applied, or considered applied, to contracts that would 

have fallen within the scope of IAS 39 through paragraph 5 and 6 short for the own use 

exemption. We are not aware that any entities have applied the fair value option in IAS 

39.11A to non-commodity contracts or in any way that might be considered an abuse. Thus 
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we do not see a need for this proposed change that goes in the opposite direction to the long 

term solution for financial contracts suggested in the discussion paper on reducing 

complexity. 

 

We have as a part of our response to the discussion paper on reducing complexity suggested 

to make the own use exemption optional (as is currently the situation in US-GAAP). An 

option on the application of the own use exemption would be a more principle based solution 

for the entities that we currently see using, or considering using, the fair value option in IAS 

39.11A. We do not support changing IAS 39.11A before a change has been made to the own 

use exemption.  

 

We do observe that IASB and FASB are now fast-tracking the effort on reducing complexity 

in reporting financial instruments. If the board wants to amend IAS 39.11A, we recommend 

that it is done as a part of that process together with our proposed amendments to the own use 

exemption. 

 

IAS 39.97 and IAS 39.100 

We do support these minor clarifications in the standard. We do not expect these clarifications 

to change existing practice. 
 

IAS 39.AG33(d) 

We do support the idea of clarifying the understanding of “economic environment” in 

determining whether a currency is commonly used in contracts to buy or sell non-financial 

items; hence with a likely impact of reducing the number of foreign currency embedded 

derivatives that are to be separated from host contracts that are not financial instruments. We 

do also see the need to keep some limits to avoid entities circumventing the fundamental 

principle in IAS 39 that all derivatives are to be recognised and measured at fair value. We do 

however have some concerns with the approach in the current standard, and which is brought 

forward in the proposed amendment, of connecting the definition of closely related to the 

functional currency analysis of the contract counterparty. It is not often found that all the 

considerations that go into determining the correct functional currency of the counterparty are 

publicly available when considering whether a non-financial contract contains an embedded 

currency derivative. We would also draw the Boards attention to the currencies listed in BC 

19 and make the question as to whether the characteristics of a functional currency in IAS 21 

The Effects of Changes in Foreign Exchange Rates would match these examples. Based on 

our reading and understanding we do believe there could be inconsistencies between the 

wording in BC 19 and the characteristics of a functional currency described in IAS 21.9. 

 

Embedding a currency derivative in an insurance contract or a host contract that is not a 

financial instrument is often a costly and inflexible way of creating an intended currency 

position.  

 

We propose a more far reaching amendment of IAS 39.AG33(d). Embedded foreign currency 

derivative should be regarded not closely related to the host contract only in case they are 

leveraged, contain option features, or lacks a business rationale related to the host contract. 
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Question 2 

Do you agree with the proposed transition provisions and effective date for the issue as 

described in the exposure draft? If not, why and what alternative do you propose?  

We do agree with the proposed transitional provisions and effective dates proposed. We 

believe that the reason for not to include an effective date and transitional provisions in the 

context of the proposed amendments to IFRS 8 and IAS 18 is that these two amendments deal 

with literature not part of the standards (but rather basis for conclusions (IFRS 8) and 

appendix (IAS 18)). However, it is not clear to us how an entity should adopt these 

amendments (in cases where the amendments effectively require a change in policy). 

Therefore we urge the Board to clarify whether these amendments should be adopted by 

retrospective application or not.  

 

We do not support all the proposed amendments to IAS 39. However to the extent that the 

board do proceeds with all the amendments, we recommend that it is clarified that the 

amendments in IAS 39.2(g), 11A, 97, 100 and AG33(d) applies prospectively to transactions 

and hedging relationship entered into after 1 January 2010. 

 

Question 3 

 The Board proposes to include in the Appendix of IAS 18 Revenue guidance on 

determining whether an entity is acting as a principal or as an agent. What indicators, if 

any, other than those considered by the Board should be included in the guidance 

proposed? 

We welcome further clarification on this issue, but do believe other indicators could be 

included as well. Many entities have applied EITF 99-19 in considering whether an entity is 

acting as principal or agent under IFRS and we believe the appendix should be extended to 

include all the indicators listed in EITF 99-19. We also believe a clarification regarding the 

term “individually or in combination” is needed. We would propose to change the wording to 

be more in line with the following “none of the indicators should be considered presumptive 

or determinative; however, the relative strength of each indicator should be considered.”  

(extract from EITF 99-19). Furthermore, adding guidance on the relative strength of the 

indicators, along the lines in EITF 99-19, should be considered.  
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