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Dear Sirs,

Concerning PAAinE discussion paper: Elements of the Framework Debate – The Conceptual Framework
We hereby send you our comment letter to the discussion paper Elements of the Framework Debate – The Conceptual Framework and at the same time we apologize for the delay. 

First of all, we would like to thank you for issuing the paper, which in our opinion is very important because it leads to a discussion about the future Framework. This discussion is essential to the process which has to be undertaken before a new Framework can be completed by the IASB.

In general, we find that a Conceptual Framework cannot be prepared before the purpose of Financial reporting (Financial statement) is clear. If the purpose of the Financial reporting is not clear, then it will be very difficult to decide under which assumption the principles of the FW should be made. Moreover, how will it be possible to decide on the basic accounting principles if it is not clear, for example, whether the main purpose of Financial reporting is a control purpose or a decision purpose? In our opinion, this issue has not been discussed properly at this point in time, which makes the construction of a new FW very difficult because we do not have any objective “goal” to aim for. 

In the discussion paper you raise different questions, which we will try to answer below. Basically, we support the group’s tentative views, and below we will comment where this is not the case:
Section 2: Should the Framework be mandatory and if so, to whom?

We basically support the tentative view of the group in 2.2.11–12. But on the other hand we find that a departure from the FW should also be mentioned in the beginning of the standard affected because, in our opinion, a departure from the FW is always material for both the preparers’ and the users’ understanding of the accounting used.

Furthermore, in 2.2.12 it is mentioned that IASB should revise the FW if there is a departure in a standard. In our opinion, this would not be necessary if the FW is built on a theoretical basis that only takes accounting principles into account. By doing so the FW will not be as detailed as now, but it will be able to last for longer without any need for modification. 

Section 3.2: Are general purpose financial statements for all stakeholders a valid concept?
We support the tentative view.

Section 3.3: Do investors and creditors represent a homogeneous enough group to be chosen as primary users? 
We basically support the tentative view. However, we find that it should be taken into account what the purpose of the financial statement is. If the investors are considered as long term investors, their needs will be different from the needs of regular creditors. Investors would be interested in getting information from the entity to see how the entity performs, while the creditor is interested in the entity’s ability to pay its debt. 
Section 4: Do users of financial reporting of small, large, listed and unlisted entities have similar needs?
In our opinion, a FW made on a theoretical foundation could be used as a basis by all entities regardless of size. Moreover, by reducing a detailed structure of a further FW, this will be possible because then it is not the FW that demands the detailed level of information, but instead the specific accounting principles applied from the standards issued.

On the other hand, users of financial information issued by different sizes of entities are often dissimilar because small entities are less complicated than bigger entities, and thus less specific information is needed. Following this argument special guidance for small entities are needed because the set of standards issued is too complex for the small entities. 
Users of financial reporting of listed entities usually have greater needs for detailed information from the financial statements than do users of unlisted entities. This is mainly because of the controlling effect of the financial statement. The financial statement is audited, which means that all financial information given by the entity throughout the year will be indirectly proved by the independent auditor when the financial report is prepared. Unlisted entities are not forced to, and normally do not, release information during the year. Furthermore, they usually only have one or a few investors who often are also members of the board of directors or even managing the entity. Of course, these kinds of investors get the information they want from the entity, and in the form they want it. Thus, rules to fulfil their needs are not necessary.

Section 5.3: Do financial statements and other types of financial reporting have similar objectives?
The discussion paper from the IASB has suggested a definition of the objectives of the financial statements. These objectives are characterized by a wish to estimate the future value of an entity on the basis of the financial statement. In our opinion this is not satisfactory because it will reduce the financial statements’ purpose for stewardship. The information from the financial statements will often be stated late compared to information available in the capital market, which can be shown through empirical studies. This means that the objectives of the financial statements are more than a question of estimating future cash flows; they are for example a question about verification of information released by the entity during the past year. Different types of financial reporting have different objectives. Normally the objective of a press release concerning a new customer order received by the entity is to give information about the future cash flow of the entity, while one objective of the financial statement is to confirm this information. Thus, financial statements and other types of financial reporting do not necessarily have similar objectives. 
If it is assumed that the contents of financial reporting are only financial statement, notes and Management commentary, then, in our opinion, there will be no problems in having similar objectives.

Section 5.4 Do financial statements and other types of financial reporting have similar qualitative characteristics?
In our opinion it depends on the objective selected and how detailed the FW is made. If it is assumed that the contents of financial reporting are only financial statement, notes and Management commentary, then, in our opinion, there will be no problems in having similar qualitative characteristics.   
Section 5.5 Can all kinds of financial reporting be dealt with by the same FW?
This is a matter of objectives. If the objectives are different for different parts of the financial reporting, then this will have to be taken into account in constructing a new FW. If it is assumed that the contents of financial reporting are only financial statement, notes and Management commentary, then, in our opinion, there will be no problems in having only one FW.
---oo0oo---
If you would like further clarification of the points raised in this letter, we shall be happy to discuss these in more detail with you. 
Yours sincerely 
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