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BECEFRAG

European Financial Reporting Advisory Group m

COMMENT ON THE EFRAG’S ASSESSMENTS OF IFRIC 15 ‘AGREEMENTS
FOR THE CONSTRUCTION OF REAL ESTATFE’

Comments should be sent to commentletter@efrag.orqg or
uploaded via our website by 22 September 2008

1 Please provide the following details about yourself:

(@) Your name or, if you are responding on behalf of an organisation or company,
its name:

Conf ederati on of Swedi sh Enterprise

(b)  Are you/ls your organisation or company a:
[] Preparer [ ] User X Other (please specify)

I ndustry federation

(c) Please provide a short description of your activity/ the general activity of your
organisation or company:

I ndustry federation on a national |evel

(d) Country where you/your organisation or company is located:

Sweden

(e) Contact details including e-mail address:
Svenskt Naringsliv (Confederation of Swedish Enterprise)
- Carl-Custaf Burén

SE-114 82 St ockhol m
SWEDEN

Visitors” address: Storgatan 19
Tel: +46 8 553 431 88

Mob. + 46 70 278 30 74

WMV, svenskt nari ngsliv. se

carl -gust af . buren@vensktnari ngsliv. se
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IFRIC 15 — Invitation to Comment on EFRAG’s Assessments

EFRAG’s initial assessment of IFRIC 15 is that it meets the technical criteria for
endorsement. In other words, it is not contrary to the true and fair principle and it
meets the criteria of understandability, relevance, reliability and comparability.
EFRAG’s reasoning is set out in Appendix 2.

(@)

Do you agree with this assessment?
[ ] Yes X No

If you do not, please explain why you do not agree and what you believe the
implications of this should be for EFRAG’s endorsement advice.

1) W reject the conclusion, see Appendix 2 paragraph
13, that FRIC 15 represents a reasonable interpretation
of the term ‘construction contract’, as used by |IAS 11.
The criterium of the buyer’s potential to decide on
maj or structural elements or mmjor structural change is
narrowing down the contents of |IAS 11, disregarding
anong other things that in many cases the construction
contract buyer’s party is no nore concerned with how an
asset is structurally achieved than the buyer of other
conpl ex investnents whose concern instead regards the
effective expected performance of an asset, often
expressed in terns of guantitative functiona
requi rements. The basic assunption of IFRIC 15 that
differentiation of conponents within an | AS 18 agreenent
should be carried out is contrary to clarifying to users
t he econoni ¢ substance of the operation.

Moreover IFRIC 15 is conceived in such a way that it
seenmingly shadows the applicability of the general
principle on conponent differentiation of |AS 18,
paragraph 13. The relation of this paragraph to its
application in an IFRIC 15 case is not anal ysed and not
comrent ed on.

So IFRIC 15, to our view, does not straighten out but
obscure the contents of pr esent IAS 11/1AS 18
appl i cati on.

The Efrag docunent, see Appendix 2 paragraph 14, repeats
the truismof IFRIC 15 that IAS 11 is to be applied when
there is a construction contract at hand. The
contribution of IFRIC 15 is to increase not decrease the
conplexity of reaching a decision of what type of
contract is at hand. To the statenent of Appendix 2
paragraph 14 should be added that even if the outcone
cannot be estimated reliably, IAS 11 is still applicable
to the degree the conditions of IAS 11.33 are fulfilled.

2) The conclusion by Efrag, see Appendix 2 paragraph 27,




(b)
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recogni zes that there is a problemwth IFRIC 15 rel ated
with interpretation by analogy. Efrag recognizes that
there is no universal answer for all types of agreenents
in this respect. Instead it has to be resolved by using
judgenent and fact and circunstances of individual
transactions, which is another way of saying case-by-
case. At the sane tine Efrag considers Appendix 2, item
2 that the present situation where IAS 11 and I|AS 18
interpretation exist for the sane type of transactions
is undesirable and an issue to be addressed. Qur point
of view is that IFRIC 15 does not contribute to
facilitate for preparers or users to evaluate what type
of approach, IAS 11 or IAS 18, is the nost relevant for
reflecting the basic operational concept chosen by the
entity.

Are there any issues that are not mentioned in Appendix 2 that you believe
EFRAG should take into account in its technical evaluation of IFRIC 157 If
there are, what are those issues and why do you believe they are relevant to
the evaluation?

IFRRC 15 and Efrag misses what to the construction
conpanies constitute the strategic devel opnent idea of
construction and real estate business. This holds both
for commercial and residential products. The devel oprment
operation is directed to value-increasing activities into
which land forns an integral part and does not by
econonmic ternms constitute a separate subject other than
in the capacity of a technical conponent to be provided
to the project along with all other material input needed
for t he ful fill ment a pr oj ect agr eenent . The
identification of a revenue total of |and separated from
the total project reflects an other type of business
inventory selling of land (with or wthout by chance
subsequent construction opportunities) wth a totally
di fferent busi ness  concept than that of proj ect
devel opnent . Efrag fails to recognize that difference
and its inplications for a relevant revenue recognition
nodel for the whol e project.

EFRAG is also assessing the costs that will arise for preparers and for users to
implement IFRIC 15, both in year one and in subsequent years. Some initial work
has been carried out, and the responses to this Invitation to Comment will be used
to complete the assessment.

The results of the initial assessment are set out in Appendix 3. To summarise,
EFRAG’s initial assessment is that IFRIC 15 is:

(@)

likely to involve some preparers in some additional year one and ongoing
costs. However, EFRAG’s initial assessment is that, when considered in
aggregate, those costs will not be significant.
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(b) likely to involve users in no year one or ongoing incremental costs.
Do you agree with this assessment?
[ ] Yes X No

If you do not, please explain why you do not and (if possible) explain broadly what
you believe the costs involved will be?

1) Efrag states that some entities need to change the way
they account for some or all of their agreenents. Cearly
this is an obvious, and according to our perception a rather
cynic, conclusion. But it should also be observed that -
contrary to what is pronounced by IFRIC 15.10 where the
determination on applicable revenue recognition “requires
judgenent with respect to each agreenment” - conpani es cannot
afford to apply a sophisticated judgement process to
differentiate the handling of its stock (IAS 11 or |IAS 18 at
one point of time or IAS 18 goods or |AS 18 goods on a
continous transfer of risk and rewards or | AS 18 services).
What has to be considered is the volune dinmension of ongoing
projects, to be expressed in the nagnitude of thousands. To
this estimate a factor mninmum of 20-50 has to be applied in
case individual sales agreenents will have to be considered
within a project and even nore so provided there is also an
expected break down on conponents within a project.

The i npl enentati on aspect breaks down to two main issues:

a. Providing internal rules and criteria and systen
reorgani zation for forthcom ng projects.

b. Making the requirenent of retroactive application
f easi bl e.

The latter issue is one to be especially highlighted.
Defining I FRIC 15 judgenent on agreement for ongoing projects
starting a nunber of years back in conmbination with the
volune dinmension should be considered as a particular
obstacle both relating to the assessnent of the cost aspects
of inplenentation and to the tine required for preparation in
advance of the transition, see also question 5 bel ow

2) If a wuser in the capacity of a financial analyst or
financial advisor is confronted to new revenue recognition

rules he will have to establish reconciliation rules for his
aggregated tine series of financial perfornmance data in
guestion. Also other types of users will be confronted with

the same problem |In conbination with the loss of relevant
financial statenent information relative to the presently
applied revenue recognition criteria, see also question 4
below, we see IFRIC 15 as a cost issue also to the users’
si de.
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IFRIC 15 is likely to result in improvements in the quality of the information
provided. EFRAG’s initial assessment is that the benefits to be derived from
applying IFRIC 15 will exceed the costs involved.

Do you agree with this assessment?
[ ] Yes X No

If you do not, please explain why you do not and what you think the implications
should be for EFRAG’s endorsement advice?

According to paragraph 37 Efrag believes that IRIC 15 wll
elimnate the cause of the current diversity in practice and
i nprove the conparability of information. It is very hard to
see the point in that, taking into regard

a. the high degree of sophistication to |link an agreenent to
the relevant accounting treatnment prescribed by IFRIC 15
provoki ng a new set a judgenment to be used “with the respect
to each agreement” (IFRIC 15 paragraph 10) which irrespective
of whether you like it or not will result in a new set of
uncertainties to the practices between different preparers.

b. the fact that IFRIC 15 creates a gap which doesn't exist
today between accounting according to |IFRS and internal
accounting. This gap will probably force conpanies to publish
sonme kind of non-regul ated proforma presentations besides the
| FRS presentation. The |FRS operating segnment presentations,
with a conplicated bridge to IFRS, will not alone fill this
i nformation gap. In the short perspective of interinm
reporting periods the information value of the operations
threatens to be even nore seriously distorted.

Qur conclusion is that I FRIC 15 doesn't give a workable and
busi ness oriented interpretati on of accounting for agreenents
for the construction of real estate. Instead it creates nore
conplications for nost parties involved".

In relation to the specific issue of IFRIC 15 we do not think
it should be endorsed on the nmerits of inproving accounting.

EFRAG is not aware of any other factors that should be taken into account in
reaching a decision as to what endorsement advice it should give the European
Commission on IFRIC 15.
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Do you agree that there are no other factors?
[ ] Yes X No

If you do not, please explain why you do not and what you think the implications
should be for EFRAG’s endorsement advice?

1) Specific attention has to be given to the regulation of the
transition date. In view of the radical change IFRC 15
brings to present accounting and its requirenent of
retroactive application an EU endorsenent decision of IR C 15
should allow for a transition date no sooner than for annual
periods on or after 1 January 2010.

2) This transition date should be conbined with a rule of
prospective application to new agreenments after 1 January
2010. W suggest that Efrag would take up this issue with the
IFRIC to provide for this.

3) An EU enforcenent decision has to take in account the
crossreferences on conponents, see |FR C 15.BCl11, to IFRIC
12 and IFRIC 13 requiring that also these two preceding
interpretations have their endorsenent process finalized.

/ 2008- 09- 22
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