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International Accounting Standards Board

30 Cannon Street

London EC4M 6XH

UK

21 July 2009

Dear Sir/Madam

Exposure Draft Derecognition

Norsk RegnskapsStiftelse (the Norwegian Accounting Standards Board) appreciates the opportunity to comment on the Exposure Draft on proposed amendments to IAS 39 and IFRS 7 regarding Derecognition.  
The current derecognition requirements in IAS 39 are complex and do not in our view represent a consistent and principle based approach which leads to decision useful information for the primary users of the financial statements. The mix of different derecognition criteria (risk and reward, control and continuing involvement) combined with unclear guidance and in some instances recognition of assets and liabilities which do not meet the definitions of those elements in the Framework has resulted in complexity and inconsistent practice. We also believe that the current notion of “stickiness” (more difficult to derecognise than to recognise in the first place) has contributed to the financial reports not providing faithful representation.  

The proposed amendments will to some extent simplify the accounting for transactions where “continuing involvement” is relevant in the assessment. However, we believe the assessment as to whether derecognition has occurred or not and whether continuing involvement is present or not, is unnecessarily complex and does not in our view represent a substantial improvement of the current requirements. The reliance on continuing involvement in the proposal implies that the risk and reward concept will be a central part of the assessment in many circumstances, and in our view the proposal is for practical purposes to a great extent similar to the approach in the current standard.
We would therefore strongly support the decision to develop a more principle based derecognition approach.  In our view similar contracts and arrangements should be accounted for in a similar manner. We do not believe that “history” should result in different accounting and different Statements of Financial Position for two entities which have the same contractual rights and obligations. Therefore we do not support the proposed amendments. We believe that the alternative view is principle based and would lead to decision useful information being presented in the financial reports. However, we acknowledge that further assessments of the implications of this view are needed.  

If the Board decides to move forward with the proposed model we believe it is important for the Board to clarify some fundamental issues;

· Why should entities recognise assets and liabilities which do not meet the definition of those elements in the Framework?

· Is it desirable that entities with identical contractual rights and obligations potentially have different Statements of Financial Position at a given date due to different “histories”?

· For what reason does the Board believe that the concept of continuing involvement would generate decision useful information?

We also believe the Board should clarify why different derecognition requirements for assets and liabilities are necessary. If possible it would be preferable to apply the same approach for both assets and liabilities. 

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

Please do not hesitate to contact us if you would like to discuss any specific issues addressed in our response, or related issues, further.

Yours faithfully, 
Erlend Kvaal

Chairman 
Technical Committee on IFRS of Norsk RegnskapsStiftelse

Question 1—Assessment of ‘the Asset’ and ‘continuing involvement’

at reporting entity level

Do you agree that the determination of the item (ie the Asset) to be evaluated for derecognition and the assessment of continuing involvement should be made at the level of the reporting entity (see paragraphs 15A, AG37A and AG47A)? If not, why? What would you propose instead, and why?

We agree that derecognition should be assessed at the level of the reporting entity.  

Question 2—Determination of ‘the Asset’ to be assessed for

Derecognition

Do you agree with the criteria proposed in paragraph 16A for what qualifies as the item (ie the Asset) to be assessed for derecognition? If not, why? What criteria would you propose instead, and why? 
(Note: The criteria proposed in paragraph 16A are the same as those in IAS 39.)

We have some concerns with the criteria proposed since they in some instances would lead to continuing involvement and recognition of assets and liabilities which do not meet the definitions of those elements in the Framework (further explained by examples in Question 4). We do not believe that the asset or group of assets that should be eligible for derecognition should be restricted as proposed. For instance, when the cash flows transferred are not proportional the entire asset is assessed for derecognition. In many instances this would not lead to derecognition and the proceeds from the transfer will be recognized as a liability.   

We believe that disproportionate cash flows from a financial asset represents identifiable cash flows if they would meet the recognition criteria in the financial statements of the transferee and it is in our view difficult to understand why such identifiable cash flows should not be derecognised 

Question 3—Definition of ‘transfer’

Do you agree with the definition of a transfer proposed in paragraph 9? If not, why? How would you propose to amend the definition instead, and why?

We agree with the proposed definition of transfer.  

Question 4—Determination of ‘continuing involvement’

Do you agree with the ‘continuing involvement’ filter proposed in paragraph 17A(b), and also the exceptions made to ‘continuing involvement’ in paragraph 18A? If not, why? What would you propose instead, and why?

We do not believe the concept of continuing involvement is conceptually sound and it could lead to the recognition of assets and liabilities which do not meet the definitions of those elements in the Framework. As stated earlier we support the alternative model proposed by five Board members. Under that approach continuing involvement would not be a possible outcome of the assessment. 

The concept of continuing involvement is in our view more of a risk and reward concept than one of control. We can use the example in BC 23 in IAS 39 to illustrate this; “Assume an entity sells a portfolio of short term receivables of CU 100 and provides a guarantee to the buyer for credit losses up to a specified amount (say CU 20) that is less than the total amount of the receivables, but higher than the amount of expected losses (say CU5).” 

Under the proposed amendments the entity would continue to recognise the entire portfolio of receivables and recognise a liability for the sale proceeds received from the transaction since in most cases the transferee would not have the practical ability to transfer the asset for its own benefit. Even in the worst possible scenario the entity would not have an outflow of resources higher than CU20. In our view it would not represent decision useful information to recognise a liability of CU100 in such circumstances, and the liability would not meet the definition of a liability in the Framework. The entity would also continue to recognize an asset (loan receivables) which do not meet the definition of an asset in the Framework and which the entity clearly do not control. The concept of continuing involvement is based on the continuing risk and rewards the entity still has in the transferred asset. The proposed model would therefore still be a mix of control and risk and reward. The implication of the concept is that it takes more to derecognise than to recognise in the first place.

We support the alternative model proposed in the exposure draft, but if the Board decides to continue with the proposed model we would urge the Board to reconsider the continuing involvement concept and use the principles applied for derecognition of financial liabilities instead. 

It follows from AG 63 (in the current version of IAS 39) that when a creditor releases a debtor from its present obligation to make payments, but the debtor assumes a guarantee obligation to pay if the party assuming primary responsibility defaults, then the debtor should recognise a new financial liability based on the fair value of its obligation for the guarantee. The same applies under the proposed amendments for derecognition of financial liabilities. In our view a similar approach could be used for derecognition of financial assets, and in the example the loan receivables would be derecognized and a new financial liability would be recognised.

In our opinion, applying similar derecognition criteria for both assets and liabilities provides a basis for more decision useful information and results in balance sheet items being consistent with the definition of a liability in the Framework. 

Question 5—‘Practical ability to transfer for own benefit’ test

Do you agree with the proposed ‘practical ability to transfer’ derecognition test in paragraph 17A(c)? If not, why? What would you propose instead, and why?

(Note: Other than the ‘for the transferee’s own benefit’ supplement, the ‘practical ability to transfer’ test proposed in paragraph 17A(c) is the same as the control test in IAS 39.) Do you agree with the ‘for the transferee’s own benefit’ test proposed as part of the ‘practical ability to transfer’ test in paragraph 17A(c)? If not, why? What would you propose instead, and why?

We do not agree with the proposed practical ability to transfer derecognition test. It allows for items not meeting the definitions in the Framework to be recognized. It also results in the non-recognition of derivatives entered into in connection with the transfer of the asset if the transferee does not have the practical ability to transfer. We believe the assessment of control should consider whether the transferor controls the asset and not solely whether the transferee has the practical ability to transfer for own benefit. 

We also believe other facts and circumstances like whether the transferred asset would qualify for recognition in the financial statements of the transferee should also be considered in the assessment. That is, we believe there should be symmetry between the recognition and derecognition criteria. 

Question 6—Accounting for retained interests

Do you agree with the proposed accounting (both recognition and measurement) for an interest retained in a financial asset or a group of financial assets in a transfer that qualifies for derecognition (for a retained interest in a financial asset or group of financial assets, see paragraph 21A; for an interest in a financial asset or group of financial assets retained indirectly through an entity, see paragraph 22A)? If not, why? What would you propose instead, and why?

(Note: The accounting for a retained interest in a financial asset or group of financial assets that is proposed in paragraph 21A is not a change from IAS 39. However, the guidance for an interest in a financial asset or group of financial assets retained indirectly through an entity as proposed in paragraph 22A is new.)

We have some concerns with the proposed accounting for an interest retained in assets that qualify for derecognition. The basic premise of applying “continuity accounting” for the retained interest, should be that the economic properties of the retained assets have not changed. This would for instance be the case if the entity has retained 50 % of a loan which it previously owned 100 %. 

However, paragraph 22 A refers to a scenario where an entity transfers an asset to another entity “in a transfer that qualifies for derecognition” and as consideration receives an interest in that entity (which gives it the right to some of the cash flows from that asset or group of assets)  The paragraph explains that the interest in the transferee shall be treated as a “retained part of the asset or group of assets previously recognized.” In our view an interest in a larger group of assets (the transferee) would presumably be different from a situation where the transferor had retained a part of the original asset that was derecognised. It would also give the possible scenario of two entities accounting for equal ownership interest in the same entity in completely different manner (for example equity interest). We therefore question whether paragraph 22 A represents a solution which would result in decision useful information. 

As a minimum we believe the Board should elaborate on why it believes that the requirements in 22 A represents a principle based approach which would lead to decision useful information.
Question 7—Approach to derecognition of financial assets

Having gone through the steps/tests of the proposed approach to derecognition of financial assets (Questions 1–6), do you agree that the proposed approach as a whole should be established as the new approach for determining the derecognition of financial assets? If not, why? Do you believe that the alternative approach set out in the alternative views should be established as the new derecognition approach instead, and, if so, why? If not, why? What alternative approach would you propose instead, and why?

We do not support the proposed approach to derecognition of financial assets. 

The “new approach” does not in our view represent a major change to the current derecognition approach for financial assets, and as shown in our answer to question 4 the proposed model, as the current model, relies on a mix of risk and reward and control. In most circumstances the two approaches give the same result. As explained before, reliance on continuing involvement allows for items not qualifying as assets and liabilities under the Framework not being derecognised, and in our opinion the continuing involvement concept reduces the decision usefulness of the financial statements under certain circumstances.  

In our view, in order to present decision useful information to primary users entities which have identical contractual rights and obligations should have the same Statement of Financial Position. We do not believe “history” should impact whether financial derivatives (like forward contracts and options) are recognised in the Statement of Financial Position or not. We therefore believe that the alternative view presented in the exposure draft represents a good starting point which the Board should explore further in order to develop a more principle based approach. 

Question 8—Interaction between consolidation and derecognition

In December 2008, the Board issued an exposure draft ED 10 Consolidated Financial Statements. As noted in paragraphs BC28 and BC29, the Board believes that its proposed approach to derecognition of financial assets in this exposure draft is similar to the approach proposed in ED 10 (albeit derecognition is applied at the level of assets and liabilities, whereas consolidation is assessed at the entity level). Do you agree that the proposed derecognition and consolidation approaches are compatible? If not, why? Should the Board consider any other aspects of the proposed approaches to derecognition and consolidation before it finalises the exposure drafts? If so, which ones, and why? If the Board were to consider adopting the alternative approach, do you believe that that approach would be compatible with the proposed consolidation approach?

We do not agree that the proposed approach to derecognition of financial assets in the exposure draft is similar or compatible to the approach described in ED 10 Consolidated Financial Statements. Although both are based on the notion of control, the outcome of the assessment would be different. Consider the example in our answer to question 4. The concept of “continuing involvement” would give the outcome of recognising assets which the entity clearly does not control after the transfer but where there is continuing risk and rewards after the transfer (although in many cases different risk and rewards than prior to the transfer). 

As stated elsewhere in our response letter we would prefer that the Board rejects the proposed model and rather adopts the alternative approach. We believe the alternative approach to a greater extent would be compatible with the proposed consolidation approach.  

Question 9—Derecognition of financial liabilities

Do you agree with the proposed amendments to the principle for derecognition of financial liabilities in paragraph 39A? If not, why? How would you propose to amend that principle instead, and why?

We do not believe the proposed amendment to derecognition of financial liabilities represent a significant change from current requirements. We have no objections to the amendments proposed. 

However, we ask the Board to clarify why different derecognition requirements for assets and liabilities are necessary. To the extent possible similar approaches for both assets and liabilities would be preferable. 

Question 10—Transition

Do you agree with the proposed amendments to the transition guidance in paragraphs 106 and 107? If not, why? How would you propose to amend that guidance instead, and why?

We believe it would be preferable to apply the proposed amendments retrospectively given that a cost-benefit analysis would support such an approach. It might confuse users if the statement of financial position consists of assets which should have been derecognised if the new requirements had been in place earlier. 

Question 11—Disclosures

Do you agree with the proposed amendments to IFRS 7? If not, why? How would

you propose to amend those requirements instead, and why?

We agree with the proposed amendments to IFRS 7 if the Board decides to move forward with the proposed amendments. However, we believe that the disclosure requirements are extensive and burdensome to apply due to the complexity still present in the proposed amendments. 
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