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Internationa Accounting Standards Board

30 Cannon Street,
London EC4M 6XH
United Kingdom

16. September 2002
Dear Sr David,

Re: Comments on ED of Proposed Improvements to International Accounting Standards

General remarks

The following is the comments of the Norwegian Accounting Standards Board (NASB) on the
Exposure Draft of Proposed Improvements to International Accounting Standards (the
Improvement Project). The proposed changes are voluminous, and the NASB has been obliged
to concentrate our discussions to some of the standards.

Although we will in generd commend the Board for the outcome of the efforts invested in the
Improvement Project, we fed that the objectives and limitations of the project have not been
aufficiently defined. The removd of inconsstencies, the introduction of uniform terminology

etc. are naturd ingredients of such project. However, the introduction of materia changesis not
an indispensable ingredient. It is our impression that there are too many materia changesin the
project, which could preferably have been run as separate projects. Historicaly changesin
accounting practice come about gradudly, and the fact that IFRS will have awider usein the
years to come, is not areason for impatience. It is aso our impression that some of the materid
changes have not been judtified in the basis for conclusons.

In our opinion there ought to have been alimitation to the project that no new differencesto US
GAAP should be created. We will not express the view that US GAAP solutions should be
replicated whenever an IFRS isrevised. We think, however, that a choice of a solution different
from the US GAAP solution should be highlighted and discussed thoroughly. Such choices
therefore should have been defined as being outside the improvement project. We have not
examined dl the proposed changesin order to identify deviations from US GAAP, but we have
observed some. As agenerd statement we declare disagreement with any proposed change (in
the improvement project), which create a difference between IASIFRS and US GAAP where no
there was no difference before.

IAS 1 Presentation of Financial Statements
Commentsto specific questions

Question 1

Do you agree with the proposed approach regarding departure from a requirement of an
International Financial Reporting Standard or an Interpretation of an International Financial
Reporting Sandard to achieve a fair presentation?
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We are partly in favour of the proposed amendment, but we are confused about the content of
par. 15.

Presently, a TFV override is not allowed for Norwegian enterprises. A common view among
Norwegian expertsisthat loya subjection to high qudity ruleswill result in financia statements
that achieve afair presentation. Therefore we support the initid paragraphs of the overal
condderations, and to the extent that the salected new wording makes departure from standards
more unlikely than before the changes, we are in favour of them.

When it comesto par. 13-15 we are not convinced about the logic. Compliance with IFRS
requires afar presentation, and if afair presentation requires a departure from a standard, this
must be equally the case irrespective of other relevant regulation. Consequently, in the event that
anationd regulaion prohibits departure from IFRS, and the departure is necessary for the fair
presentation for a particular enterprise, the enterprise subject to the regulation smply cannot
comply with the IFRS.

Question 2
Do you agree with prohibiting the presentation of items of income and expense as
“extraordinary items’ in the income statement and the notes?

Yes.

Questions3 and 4

(on the classification of liabilities as current or non-current)

Theliquidity view of dassfication of liabilitiesis not in line with established practice in

Norway. However, once the liquidity view is chosen, which is aready the case with the present
IAS 1, we have no objection to amendments that yield a better consistence with other standards
and the Framework. Referring to our initial comment, we take it for granted that the proposed
changes do not create new differencesto US GAAP.

Question 5

Do you agree that an entity should disclose the judgments made by management in applying the
accounting policies that have the most significant effect on the amounts of items recognised in
the financial statements?

Genedly, we arein favour of disclosure of management’ s accounting judgments. However, the
proposed paragraph is so generally expressed, that it will be difficult both to practice and to
enforce. We think that such requirement should be devel oped more before being part of IFRS.

Question 6

Do you agree that an entity should disclose key assumptions about the future, and other sources
of measurement uncertainty, that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial year?

We are generdly in favour, but againgt the proposed text for the same reason asin our answer to

Q5.

Comments on other changes

Paragraph 2. The wording of the paragraph has been changed as compared to the wording in the
exiging IAS 1, without any explanatory comments. In particular we note that the last sentence of
the paragraph has been deleted. The present text is. “This Standard applies equally to the
finencid statements of an individua enterprise and to consolidated financid statementsfor a
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group of enterprises. However, it does nor preclude the presentation of consolidated financia
gtatements complying with International Accounting Standards and financid statements of the
parent company under nationa requirements within the same document, (...).” Thistextis
replaced by: “When agroup of entities exigts, this Standard applies equaly to the separate
financiad statement of amember of a group and to the consolidated financid statements for the

group, (...).”

A reasonable interpretation of the new wording and the deletion is that for group accounts to
comply with IFRS, adjacent separate accounts presented together with them must also comply
with IFRS. If this were the intention, it would be a mgor step, which hasto beintroduced in a
more transparent manner. We think that the amendments of paragraph 2 need clarification.

Paragraph 21. What is now stated in this paragraph is not a description of accrua accounting, but
rather an ideological phrase. Asit is, the content of paragraphs 20 and 21 is nil, becauseit is
dready clear that one shall follow recognition and measurement rules of the IFRS, with or
without the name “accrua accounting” attached to it. We think that the present wording of this
paragraph should be retained. If necessary, one might add to the paragraph that accrual
accounting is the rule whenever a specific sandard does not describe a specific solution (which,
of course, may deviate from traditional accrua accounting).

Redationship to IAS 8. Generdly, we think that the IASB has done avery good job in
rearranging IAS 8. However, the “divison of labour” between IAS 1 and IAS 8 is not quite
clear. All rules, which govern accounting policies, have been grouped into IAS 8, while dl rules,
which govern the income statement, have been grouped into IAS 1. However, disclosure
requirements on accounting policies are partly in IAS 1 (par. 103-109) and partly in IAS 8 (e.g.
par. 23). In our opinion, IAS 8 could preferably have been integrated into IAS 1.

IAS 16 Property, plant and equipment
Commentsto specific questions

Question 1
Do you agree that all exchanges of items of property, plant and equipment should be measured
at fair value, except when the fair value of neither of the assets can be determined reliably?

and

Quedtion 2
Do you agree that all exchanges of intangible assets should be measured at fair value, except
when the fair value of neither of the assets exchanged can be determined reliably?

Present IAS rules for measuring exchanges of similar assets, i.e. IAS 16.22, are incorporated in
exiging N GAAP. In the Norwegian context, these rules have primarily been influentid in the

way they govern the accounting for creation of joint ventures. The NASB acknowledge that the
gpplication of these rules may sometimes be difficult, especidly because the concept of ”similar
asts’ is somewhat equivoca. However, we are not convinced that there is good reason to throw
them away at this occasion. It is our understanding that present IAS is mostly in harmony with

US GAAP on this point, and that the proposed amendment will create a difference where there
was amogt none before. Therefore we would recommend that any amendment of the rules for
transaction measurement await ajoint FASB/IASB initiative.

If the IASB maintains its position to change the rules now, we will ask you to reconsider the
wording of paragraph 21A. The firgt sentence is about exchange of smilar assets, and sois
presumably the second sentence. However, the problem of determining areliable estimate of the
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fair vadue of an asset isnot a problem, which is particular for exchanges of smilar assets. Rather
we would dam that there is a potential measurement problem in al non-monetary transaction.
Therefore, 21A should not mention Smilar assets et all.

The NASB would recommend aredrafting of the chapter of initia measurement in IAS 16 such
that non-monetary transactions are treated consequently under one heading. Non-monetary
transactions would then encompass both the giving up of non-monetary assets (now mentioned
under the heading of exchanges of assets) and the acceptance of non-monetary liahilities, eg.
costs to dismantle and remove an asset, mentioned in paragraph 20A and B. We will revert to
thisidea under " other comments’ below.

Question 3

Do you agree that depreciation of an item of property, plant and equipment should not cease
when it becomes temporarily idle or isretired from active use and held for disposal (see
paragraph 59)?

The content of your proposd isin line with existing N GAAP. The NASB would think thet it
follows from the wording in paragraph 41: ” The depreciation method used shal reflect the
pattern in which the asset’ s future economic benefits are expected to be consumed by the entity.”
The amended paragraph 59 therefore may be superfluous. As a practica reminder it may il
have afunction, but then it should not be placed in the chapter on retirements and disposals but
rather in the chapter on depreciation. For accuracy we will dso suggest an exception in
paragraph 59 when the unit of production method (sum-of-the-units) is used.

Comments on other changes

The NASB considers the proposed changes in the chapter of initial measurement of PPE to be
the most important amendment of IAS 16. We have comments both to the structure of the
chapter and the content of particular paragraphs.

The chapter should in our view ded with two issues. the components of cost and cost
measurement. To the issue of components of cost we have the following objections to the
proposed text. In paragraph 15 b) costs of testing are included in the cost of PPE, but the
proceeds of sale of test products are deducted. We do not agree with the latter treatment. We
think that sale of test products should be recognised as income, and that costs of those sales (at
least variable costs) should be expensed. This position also seems consstent with the
requirement in the new paragraph 17B that proceeds from incidenta operations shal be
recognised as income.

The NASB agreesthat costs to dismantle and remove an asset are a component of cost of PPE,
but we do not agree with proposed text in paragraph 20A and 20B. We would prefer these costs
to be mentioned as an example of directly attributable cogts, as in the existing paragraph 15. The
fact that thistext in the proposa has been separated from the other components of costs, seem to
indicate that such ligbility is subject to a different accounting trestment than other ligbilities.

Also the wording of the new 20A indicates specid treatment: “ Those costs may be incurred

when the asset isinitialy acquired or in subsequent periods (...)". Our understanding isthat the
obligation to remove, say an ail platform, is crested when the platform isingtalled, and therefore
isacomponent of cost for the platform. Theinitid estimate islikely to be uncertain. Changesin
the estimate in subsequent periods should be recognised as income or expense, and should not be
treated as part of cost for the platform. The effect of subsequent events, like new legidation or
accidents, which increase clean up costs, dso should be trested as income and expense. We are
uncertain about the intended meaning of the second phrase, but it can be understood to signify an
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entirely new accounting for such codts. If that is the intention, it represents amgjor breakaway
from conventiona accounting, and that would require a solid background discussion about the
proposed change in the basis for conclusion.

The content of 20B is not about initial measurement, and should be moved to the chapter about
subsequent measurement.

We would prefer cost measurement to be discussed separately. Whenever the consideration is
money, the measurement givesitsdf. Whenever the consderation is non-monetary, the
measurement may be complex. Non-monetary considerations, in our view, encompass both the
exchange of non-monetary assets (which are not necessarily amilar), and the assumption of nor+
monetary liabilities. For non-monetary ligbilities, such as uncertain ligbilities (provisons) and
pension liahilities, measurement rules can be linked up with the relevant sandards (in this case
IAS 19 and 37). This solution, however, is not necessarily the best. One could argue that in the
case of PPE acquigtion, any uncertain liability should be measured at expected vaue,
irrespective of the level of probability of “the outflow of resources’. We have noted that the
goplication of IAS 37 measurement rulesis being consdered in the Business Combination
Project, and we would think that same arguments could gpply to PPE acquisition.

We would be pleased to discuss with you any aspect of thisletter you may wish to raise with us.

The Norwegian Accounting Standar ds Boar d

Idar Eikrem
Chairman



