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Subject: Improvementsto IAS

Dear Sir,

On behaf of Roya Philips Electronics N.V., | am pleased to respond to the invitation the
International Accounting Standards Board, to comment the Exposur e draft on
Improvements to IAS (in the remainder referred to as the exposure draft). Wewill first
present a number of general comments and observations and subsequently address the
questions for respondents.

1. General Commerns

As an organization we endeavor to find the gppropriate ba ance between providing relevant
and meaningful information to our stakeholders and limiting the cogts involved in creating
and collecting thisinformation, a codt thet is ultimately borne by our shareholders. In
addition we are conscious of the, in itsdf deplorable, fact that accounting standards across
the world are not harmonized. This may result in digtortionsin the leve playing field for
international companies when new standards are introduced in a certain jurisdiction thet are
fundamentdly different from those gpplicable in other jurisdictions. Not only doesthis
reduce comparability; it potentially can create a competitive disadvantage for companies
that are forced to disclose more or different information than their competitors reporting
under adifferent GAAP. In the improvements project we notice that a number of possble
convergence issues with US GAAP, dthough implicitly addressed, are not resolved. In our
view that is highly undesirable that this opportunity is not used.

We dso haveto raise agenerd concern with regard to the intended development of new
gandards in anumber of ared s and the work plan for the coming years. It is of vita
importance for the change over to IAS in Europe that the number of new standards to be
issued between 2003 and 2005 is limited and that conceptudly new items like the
performance statement are not introduced in that period. Not only would such actions by



the Board result in unacceptable expenses for reporting organizations, they would aso
serioudy creete the risk of miscommunication with the users of financid statements.
In addition we would like to make the following general observations:

1. Some changes will incresse the complexity and costs of IAS without resulting in
additiond meaterid information (eg. fair vauaion of dl invesment properties in IAS 40,
Investment Properties, if the dternative cost treatment were dropped; dlocation of
goodwill and far vaue adjusments to currency of the acquired entity(ies) in IAS 21,
Effects of Changes in Foreign Exchange Rates).

2. The number of changes proposed in a document with more than 400 pages will lead to
subgtantial efforts in al units that are consolidated. The adjusment of internal guiddlines,
traning and IT-sysems will take time. Therefore, it would increese the qudity of
compliance if preparers had more time. It would definitdy be hdpful if dl the drafted
changes would become effective on or after 1.1.2004 with encouragement of earlier
goplication, especidly bearing in mind that issue of the changes is foreseen only in the
first quarter of 2003.

3. A principle-based IAS can lead to Studions where required information is not fully
defined or the gpplied methods not fully described. However, a lack of detailed and
formalized definitions or methods should not be the reason to abolish wel established
practices as seems to be the case in various proposed changes (eg. number of employees).
In addition this can lead to various country specific interpretations which are undesirable
inview of the needed globa convergence

4. The improvement project introduces severd new rules which will detract from a true and
fair presentation and from best business practice, i.e.
a) The 12 month time threshold for the nonconsolidation of business units hed for sde
(IAS 27).
b) The deletion of the requirement to disclose the number of employees.
¢) Theddetion of the requirement to show “the results of operating activities’.

2. Answer sto specific Questions

IAS 1 - Presentation of Financid Statements
Question 1 : Proposed Departurefrom an IFRSor from an IFRS Interpretation

We agree with the clarification between a departure that is judtified under the Framework
(IAS 1 rev. 88 13-14) and a departure that is prohibited under the Framework (IAS 1 rev §
15).

Question 2 : Prohibition of extraordinary items

While we agree with the prohibition of extreordinary items, we consder that 8§ 79 which says
that “no items of income and expense are presented as arigng from outsde the entity’s
ordinary activities’ is mideading since it could be interpreted as forbidding any disclosure of
such amounts or separate disclosure of other exceptiona gaing/losses. We propose to reword
§ 79 as follows “The prohibition of extraordinary items does not prevent an entity from
disclosng ganglosses such as losses related to events such as naturad disasters or
expropriation in accordance with paragraph 82, as long as such gains and losses and other
exceptiond items are clearly disclosed as part of the ordinary activities’.
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Question 3 : Agreement to refinance or to reschedule payments completed after the baance
sheet date

No. We disagree that a liability that is due to be sdtled within twelve months from the
balance sheet date should be classfied as a current liability when an agreement to refinance
has been completed after the baance sheet date but before the financia Statements are
authorised for issue.

IAS 10 § 2 defines adjusting events as "those that provide evidence of conditions that existed
a the baance sheet date’. In the case under review, the entity has a long-term loan a the
balance sheet date and this is evidenced by the terms and condition of the loan but the
company has to classfy the loan as curret when it is due to mature within 12 months.
However, an agreement to extend the maturity for an additional long term period that is
entered into after the balance sheet date but before the financid statements are authorised for
issue is indeed an adjusting event because according to IAS 10 it provides evidence that the
company will not incur a cash outflow within 12 months from the balance sheet date. We dso
congder that requiring tha there is an agreement to refinance (i.e. some legd documentation)
at the baance sheet date also contradicts § 35 of the Framework that requires that
transactions are "presented in accordance with their substance and economic redlity and not
merdy with ther legd form”.

Question 4 a: Agreement not to Demand Payment After the Breach of Loan Conditions

No. We disagree that a long-term loan be classfied as current after the breach of the loan
terms and conditions if the lender has agreed, after the baance sheet date and before the
financid Statements are authorised for issue, not to demand payment as a consequence of the
breach. Our arguments are smilar as those of question 3: we congder that the agreement not
to demand payment is an adjusting event in accordance with IAS 10.

Question 4 b : Period of Grace After the Breach of the Loan Conditions

No. We disagree that the period of grace be granted by the balance sheet date. We consider
that such a period should be granted by the date the financid dtatements are authorised for
issue for the same reasons as those stated under questions 3 and 4 b. Nevertheless we agree
with the conditions of items (i) and (ii) of question 4 (b) concerning the rectification of the
breach.

Quegtion 5 : Judgements made by Management in Applying Accounting Policies

No. We congder that such kind of generd information should be part of a future IFRS on
Management Discusson and Analyss. For the time being, we condder that the Board should
dick to what is dready gpecificaly requested in other 1ASs or implement new specific
requirements in various 1ASs and IFRSs if redly necessary. In addition the concept is not
cearly defined or explained in the exposure draft, which makes it difficult to determine what
a meaningful discusson would ental. Therefore we propose to ddete paragraphs 108 and
109.

Question 6 : Key Measurement Assumptions
No for the same reasons as under question 5 above. Again the proposed paragraphs aso lack

in clarity, which makes ther introduction undesrable. Therefore we propose to deete
paragraphs 110 to 115.



Other points
Elimination of “ the results of operating activities”

We disagree with the deetion of the requirement to show “the results of operating activities’
in § 76. Whilst we accept that “operating activities’ is not yet a defined term under IAS we
nevertheless recommend retaining this disclosure requirement for the following reasons.

a) In many indudries operaing income or a Smilar term is one of the key performance
measures aong with revenue and net income used by investors or andyds for assessng
an entity’ s results.

b) IAS 14 contains the requirement to report a “segment result”. Although IAS 14 dlows
severd dternatives to define “segment result”, the example in IAS 14 appendix B appears
to make a preferred definition of “operating profit” clear. We condder that this totd
before financid items and taxes is totdly agopropriate for manufacturing companies and
should be retained. Suitable wording should aso be introduced to cover financid and
nor manufacturing entities.

c) We ae aware that the Reporting Financid Performance project may introduce
refinements to any definition of “the results of operating activities’, however, we do not
condder that this judtifies dimination of this concept, certainly as a dternative concepts
are not avallable.

Elimination of requirement to disclose number of employees

While we appreciate that the proposed change does not forbid this disclosure, it gppears to us
desrable to continue to require it as it generdly gives a useful concrete indication of the
subgance and red resources of an entity, which is not avaladle from the pure financid
figures. It is conddered as good business practice to disclose information regarding the
workforce eg. as dated in the OECD Guiddines for Multinationa Enterprises, Chapter 3 on
Disclosure (revised 2000). Eliminating the guidance on the topic is likdy to result in
divergent practices between various countries which in not in the interest of the users of
financid statements and may be detrimenta to globa convergence.

IAS 2 - Inventories

Quedtion 1: Elimination of LIFO

We disagree with this proposd. Although the LIFO method may have some theoretica
drawbacks it is applied in certain industries and regarded as best practice for these industries.
Smply abolishing it is too easy. Before taking such a sep the Board should serioudy
condder whether indudtry differences necesdtaie the introduction of industry specific
dandards. The establishment of high quality standard requires that such a principa guestion
is addressed first before an accepted option is eiminated.

Question 2 : Reversal and disclosur e of inventory write-downs

Concerning the generd topic of reversas of write-downs, however, we note the absence of a
clearly defined and consgtent criterion in IAS for determining in the various standards which
types of downward value adjusments may be reversed and which not. The proposa on
inventories favours permitting reversd, while the proposd in IAS 39 would not permit
reversd of imparments of avalable-for-sde financid assats Differing criteria goply to
reversds of imparments under IAS 38 depending on type of asset. Transparent, high-qudlity
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sandards should be based on transparent, high-qudity criteria for deciding which types of
reversd to dlow and which not. In addition the topic is full of convergence issues in view of
the prohibition of many reversas under US GAAP. We recommend that the Board gives high
priority to resolving these differences in its convergence projects and postpones any new
guidance until the convergence issue is resolved.

IAS 8 — Accounting Policies, Changes in Accounting Estimates and Errors

Question 1& 2: Elimination of allowed alter native

We recommend retaining the didinction between fundamentd and other materid erors.
Fundamental errors need to be corrected retrospectively other materid errors should be only
corrected prospectively. In addition the suggested requirement (para. 19 (d)) to disclose the
effect of future changes in accounting policies as a result of the introduction of new standards
isimpracticd or even virtudly impossible to honour. That requirement can not be justified.

|AS 10 — Events after the balance sheet date

We agree that dividends declared after the balance sheet date should not be recognised as a
liability at the balance sheet date.

IAS 16 - Property, Plant and Equipment
Question 1& 2 : Exchanges of Items of Property, Plant and Equipment and intangibles

We disagree with the proposed changes. The digtinction between exchanges that represent a
sdes transaction and swaps of Smilar assets that is incorporated in the current standard is in
accordance with economic reality and should be maintained.

Question 2 : Exchanges of I ntangibles Assets
Yes, weagreein principle because thisissueis similar to that of question 1.

Question 3 : Items of Property, Plant and Equipment that Become Temporarily Idle or that
are Retired from Use

Y es, we agree subject to the addition of the following sentence at the end of paragraph 59:

"If an item of property, plant and equipment that becomes temporarily idle or that is retired
from use has been impaired and its recoverable amount has been determined on the bass of
the net sdlling price, then such item ceases to be amortised.”

We mngder that our proposed addition is justified because the vaue based on the net sdling
price in accordance with IAS 36 is the best evidence of the future economic benefits
embodied in the items of PP&E. Furthermore any additiond depreciation in this ¢rcumstance
would be a double counting with the impairment loss. In addition we recommend to dign the
guidance with US GAAP in this respect to reduce reconciliation’s.

IAS 17 - Leases

Question 1: Classification of Land and Building L ease



While we agree that the classfication of land and building leases be claified, we do not
agree with the generd requirement of dlocatiing a lease vdue to the land and building
elements and that the classfication of the entire lease as ether finance or operating & alowed
only "if the lease payments cannot be dlocated rdiably between these two dements'.

We condder that the way the requirements are presented does not reflect the economic
substance of red edate lease agreements Since enterprises enter into such agreements to
obtain the use of both the land and the building. The rlevant fact is that the enterprises enjoy
(or do not enjoy) the risks and rewards of the whole property. If the present vaue of the lease
payments of the whole real edtate lease annuities amounts to subgtantidly dl of the far vaue
of the leased assats (8 8 d) or if the assets are of a specidised nature (8 8 €) we do not see
why the whole lease would not be entirdly classfied as a finance one. Requiring to split the
land and building eements gives a primecy to the criterion of 8§ 8 (c), i.e, the mgor pat of
the economic life, just because the land has an indefinite life. We congder that this would be
form over substance.

Question 2: Lessors Initial Costs

Yes we agree ha lessors initia costs incurred in negotiating a lease be capitdised over the
leese teem and that only incrementa direct costs ae digible for capitdisaion. We
recommend to review convergence with other GAAP's in this area and have to ask for further
clarification of the concept of “incrementa directly attributable (internd) costs. The Board
should redize tha we have to indruct more than 1.000 reporting entities with regard to the
proper application of its standards. Introducing theoretica digtinctions that are far removed
from economic redity makes gpplication of sandards a practica impossihility.

Other points

Even with the improvements of 1999 and 2002, IAS 17 on leases is il not satisfactory since
it dlows some posshilities of arbitrage between finance and operating leases. We consder
that the Board should rapidly eldborate an exposure draft based on the G4+1 discusson
papers of 1996 and 2000 and review |AS 17 in order to achieve accounting trestments that
converge with other important accounting standards.

IAS 21 — The effects of changesin foreign exchange rates

Question 1 : Proposed definition of functional currency

We agree with the definition of functiona currency because of its emphass on the currency
of the “economic environment in which the entity operates’. We see that this takes over
word-for-word the FAS 52 definition. We support convergence to US GAAP in this area.
Question 2 : Financial statements may be presented in currency of choice

We agree with this concept.

Question 3: Trandation into presentation currency uses same method astrandation of
aforeign operation

We agree with this gpproach.



Question 4 : Elimination of allowed alter native to capitalize certain exchange
differences

Y es— we agree to this dimination.

Question 5: Goodwill and fair value adjustments should be allocated to the foreign
operation

We believe that your proposd to require goodwill and fair vaue adjusments to be accounted
for in the currency of the acquired entity raises severd issues, which should be explicitly
dedt with in any revised standard. We therefore recommend that the proposed change should
be removed from this exposure draft. We recommend that any change is included together
with the proposed exposure draft on business combingtions, as a consequentid amendment to
IAS 21 a that time, so that the full implications can be consdered. In our view, the issues to
be congdered include the following:

a) far vadue adjustments may be made to assets, for example intangible assets related to
intellectual property, which are owned by the acquired entity a the acquistion date, but
ae subsequently trandferred to another entity within the combined group which has a
different functiond currency from the acquired entity. We believe tha the currency in
which far vadue adjusments are deemed to be denominated should reflect any such
subsequent  transfers prospectively from the date of transfer, since not to do so would
result in accounting inconsstent with the accounting for any other balance sheet item held
by the entity to which the fair valued asset has been trandferred;

b) if a group of severa companies has been acquired and not al of those companies have the
same functional currency, your proposa would require that goodwill be dlocated on a
legd entity bass to each of the functiona currencies involved. We bdieve that any such
dlocation would be arbitrary, and would not necessarily reflect the substance of the
busness combination. We believe that goodwill, as a resdud, relates to the acquired
group of companies as a whole, and should be held a tha level as a single amount for
foreign currency trandation purposes. The currency chosen should be the currency which
best reflects the substance of the acquidtion transaction; this may be the currency in
which acquidtion condderation was pad or vdued. We dso beieve that, if goodwill
were to be required to be alocated, it would be desrable for the dlocation bass to be
conggent with the bass of dlocation for imparment tesing purposes, which in turn
should be convergent with US GAAP requirements. A legd entity bass will not
necessarily be convergent with the alocation basisin FAS 142;

Other points
Issueswith |AS 29 — Reporting in hyperinflationary economies

The following remarks regarding IAS 29 ae important, but they are not reevant for al
preparers. New IAS 21 places yet more emphasis on the very old and inadequately conceived
IAS 29.

IAS 29 may be acceptable for an entity reporting and presenting its financia Statements at a
lesurdy pace in a hypeinflationary country. It does not adequatdly address key issues
important  for mgor multi-nationads reporting very quickly in  non-hyperinflationary
economies due to the following:

a) It assumes tha rdiable and appropriate inflation indices are avalable when the reporting
to Group headquarters occurs. Normaly such indices are unavalable when the reporting
within 1 or 2 days after month end is required.



b) IAS 29 provides dmost no guidance on the appropriate income statement trandation
goproach eg. Where the sdes invoice includes an assumption about future inflation until
setlement this “implicit interest” is incorrectly included in sdes revenue and not shown
& a finandng item. This results in disclosure of ingppropriate sdes revenue in the
consolidated financid statements.

c) Opeationdly we expect condderable difficulty in correctly dlocating the monetary
correction to the appropriate lines in the income statement and to the lusiness segments.

d) In cases of vey highinflaion the whole busness environment usudly thinks and
manages its busness on a hard-currency basis If this is the redity for the business world
then it makes sense to dso use this in the financid reporting. Depending on the specific
cdrcumgances of the individud entity, locd and HQ management often find loca-
currency financid information unusable for managing the busness and rey on daa
which isexpressed in ardliable unit of measurement.

The 1AS 29 concept is fundamentdly different to the FAS 52 concept, which uses
discounting by applying forward exchange rates for trandation ingead of price indices. We
congder that forward foreign exchange rates are more reliable than price indices. The IAS 29
goproach in fact doubly reduces the rdiability of financid datar where indexing of loca-
currency vaues is peformed, officid indices in such countries ae notorioudy, often
wilfully, inaccurate, rendering re-valued data highly dubious, and exchange rates, necessary
for the trandation of those locd-currency vedues into “red money”, ae dso frequently
massively managed and barely reflect economic redlity.

We condder tha it is unacceptable that IAS and US GAAP use fundamentaly different
approaches (even if the SEC does not require restatement for this difference) as it reduces
comparability of consolidated financid datements. We suggest that the IASB  urgently
reviews the fundamenta issues involved in accounting for activities in hyperinflationary
economies with aview to converging the accounting frameworksin this area.

IAS 24 — Related Party Disclosur es

Question 1 : Elimination of requirement to disclose “ management compensation”

No we fundamentdly disagree. This is information that is important to our shareholders and
uniform definitions should be edtablished in IAS, preferadly in line with other GAAP's to
avoid that practices across countries become more disparate. .

Question 2 : Reduction in disclosuresfor parent or wholly-owned subsidiary
We disagree with the Board's mgority view and agree with the minority view. Where there is
a datutory or other requirement to produce separate financia Statements of the parent or a

whally-owned subsdiary that comply with IAS then disclosures of related party transactions,
including those with the rest the Group, should be made.

IAS 27 - Consolidated and Separ ate Financial Statements

Question 1 : Consolidated Financial Statements
We agree with the conditions for the exemption of consolidation.

Question 2 : Minority Interests



Yes. The incluson of minority interests as a separate component of equity is judified dnce
minority shareholders aso have an equity interest but one that is distinct from that of the
Group's shareholders.

Question 3: Investmentsin subsidiaries, Jointly Controlled Entities and Associates

We see that there is merit in continuing the three options that are currently available cogt,
equity method and fair vaue.

Other points

Non-consolidation when an investee has sever e long-term restrictions on its ability to
transfer fundsto theinvestor (8 12¢)

We disagree that severe long-term redtrictions on an investee's ability to transfer funds to the
investor should be assumed to result in non-consolidation. Such an exemption may lead to
legad dructures which prohibit funds flow to the sponsoring entity (eg. trusts or foundations)
being contemplated which will result in nonconsolidation of certan entities even though
these entities are clearly controlled by the Group and are peforming activities which are for
the benefit of the Group.

We congder that where there are severe long-term trandfer redrictions this will result in
vaudion and imparment issues requiring disclosure but that consolidation is gill necessary.
“The power to govern the financid and operating policies of an enterprise so as to obtain
benefits from its activities’ is sufficient as a criterion here.

12 month limit for non-consolidation

We disagree with the 12-months threshold for alowing to exclude from the consolidetion a
subsdiary that is held for re-sale (paragraph 13). Very often a group of companies has to
resdl subddiaries after an acquidition because it has been required to do so by anti-trust
authorities. If such authorities alow a limit that exceeds 12 months, we congder that such
limit should be accepted by the Board. The same remark aso applies to the proposed change
of |AS 28 paragraph 8.

Disclosur es about non-consolidated subsidiaries

We aso disagree with paragraph 32 (b) that requires to disclose summarised financial
information of subsidiaries that are not consolidated As subsdiaries that are held for re-
sde are recognised a their expected net sdling price, we consder that such value, which
represents the future cash flows out of the subsdiary, is more informative than the sdected
financid information.

IAS 28 - Accounting for I nvestmentsin Associates

Question 1 : Scope exclusions

Yes. We agree that invetments held by venture cgpita organisations, mutuad funds unit
trusts and smilar entities and that are measured a fair vaue in accordance with IAS 39 shdl
not be included in the scope of IAS 28 and of IAS 31.

Question 2 : L osses of associates



No. We do not agree that the amount to be reduced to nil when an associate incurs losses
should dso include investments such as long-term receivables. Certain assets may be secured
by collatera that is not affected by the losses that are incurred and may therefore retain their
vaue.

IAS 33 — Earnings per share

Question 1: Contracts settled either in cash or in shares at the issuer’s option

We agree that such contracts should be included as potentiad shares in the caculation of
diluted EPS based on a rebuttable assumption of settlement in shares.

Question 2: Year-to-date calculation of diluted EPS

We have no clear preference for ether of the gpproaches as long as it is possible to explain
the logic behind it and the outcome of the caculation to investors..

Other points

We note, without any mention in the "summary of main changes' on page 281, tha there are
ggnificant incresses in disclosure requirements on EPS proposed in para 58 (continuing
operaions), 60 (discountinuing operations) and 62 (points (¢) and (d)). We doubt whether the
addition of such datigics make a dgnificant contribution to users understanding of the
financid Satements - especialy thosein para. 60 and 62 (c) and (d).

IAS 40 - Investment Property

Question 1: Operating leases

Yes. We agree that operating leases should be included in invesment property if the rest of
the definition of investment property is met and if the lessee uses the fair value modd.

Question 2 : Accounting of operating leases

Yes. We agree that a lessee that classifies a property held under an operating leases as an
investment property should account for the lease as if it were a finance lease because such
method is the best estimate of the fair vaue of the lease.

Question 3: Removal of cost method for investment properties

Yes we agree that the remova of the option to use the cost method for investment properties
needs to be kept under review for dimination at alater stage.

We hope that you find our comments of interest and we look forward to being involved in
future discussions on the subject. In case you require any further clarification or exchange of
thought fed free to contact me.

Y ours Sncerdy,

Peter Sampers
Manager Policies & Directives
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