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FEE (Fédération des Experts Comptables Européens) has considered Exposure Draft E 55 - Impairment
of assets - and is pleased to submit answers to the questions raised on pages 5 to 10 of the document.

1. Approach for determining the recoverable amount

Provided our following remarks are considered, we agree with approach (a) to measure the recoverable
amount as the higher of its net selling price and its value in use, which is the approach adopted by E
55. Two problems should be taken into account in the future discussions within IASC:

1. Basis for the conclusion of the Exposure Draft is the assumption that an enterprise, that behaves
rationally, will decide the continuing use of an asset, if the value in use is higher than its net selling
price, or decide the disposal of an asset, if the value in use in lower than the net selling price.

The assumption of the draft may only be retained under the following both conditions:

a. There are no legal or effective obstacles to sell the asset; i.e. the management must have the
possibility to take an investment decision as assumed. Otherwise the net selling price has
no relevance for the measurement of the recoverable amount, which is in this case finally
determined by the (lower) value in use.

b. Often the disposal of an asset or a group of assets will result in further expenditures for
example for restructuring and social plans. If these costs exceed the difference between the
(higher) net selling price and the value in use management will decide to continue the use
of the asset. Omly under the condition that there will result no costs (including for example
restructuring costs) or costs less the difference between the (higher) net selling price and the

value in use it may be assumed that the company will dispose of the asset.
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Furthermore it has to be considered that the recoverable amount from selling the asset is
reduced by the costs described. If it is assumed that the company will sell the asset all the
consequences related to this assumption must be reflected in the financial statements. As
long as no provision is recognised for these costs they must be considered in determining the
net selling price. Otherwise, that means if only parts of the assumption are considered in
the financial statements, the financial statements will contradict the real situation. For this
reason, not (o include restructuring or reorganisation costs, as proposed under para. 20(b)
is a contradiction to the assumption of rational economic behaviour and therefore para. 20(b)
should be deleted.

2. Determining the value in use is a very demanding task (see our response to questions 10 and 11).
If it should not be possible to develop a set of indisputable criteria to define the value in use and
cash generating units the suggested solution of the Exposure Draft for measuring the recoverable
amount will lead to a contradiction to the requested reliability of financial statements (see JASC -
Framework, para. 31-38). In this case the alternatively suggested solution (measuring the
recoverable amount normally as the fair value of an asset, see question 1.(b)) might gain importance.
For this alternative it should be considered whether the fair value is equal to the net selling price.

The problems set out arise again in the context of question 14, concerning para. 65 of the Exposure
Draft.

2. Use of present value

Yes, we agree with the use of present value to measure the recoverable amount of assets. However,
we regret that this technique of present value is implemented without any reference to the use of
discounting and without any in-depth discussion of the historical cost model, which remains the
benchmark treatment in IAS 16 on property, plant and equipment and in the draft standard on intangible
assets. It seems that two different valuation models - fair valuing and historical cost accounting - are
mixed and have potentially to be applied at the same time to the same assets. The question is how to
align the cost model with present value as the approach will give rise to conceptual inconsistencies.

3. Assets held for disposal

Yes, we accept a common approach to determine the recoverable amount of assets held for continuing
use and of assets held for disposal. However, see answer to question 1. -
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4, Recognition of impairment losses
Yes, we agree that an impairment should be recognized for an asset for which the recoverable amount
is less than its carrying amount and only if the cash-generating unit to which the asset belongs is

impaired.

This answer should be read in the light of our answer to question 12, where we stress the fact that
additional guidance is necessary with respect to the determination of the cash-generating unit.

5. Reversals of impairment losses

Yes, we agree that reversals should take place only if there has been a change in the estimates used to
determine the impaired asset/recoverable amount. An example to illustrate paragraph 73 could be
useful.

6. Reversals of impairment losses on goodwill

Yes, we agree that a reversal of an impairment loss on goodwill should be limited to cases where the
external event that causes the recognition of the loss has reversed.

However, we would like the standards to be more specific on the external events referred to. For
instance, paragraph 77 could refer explicitly to the external sources of information listed in paragraph
8.

7. Scope

Yes, we agree with the proposed scope.

8. Ideniifying a potentially impaired asset

a) Yes, we agree that the recoverable amount of an asset should be estimated only if there is an
indication that the asset is impaired.

b) Yes, we agree with the list of indicators in question 8.
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9. Net selling price
a) Yes, we agree with the definition of the net selling price.

b) Yes, we agree that the incremental costs attributable to the disposal should be deducted from the
selling price. See also our response to question 1.

We suggest that the words "income tax expense" in the definition of costs of disposal in paragraph
5 should be replaced by "income tax effect" as in the case of an impairment loss, the income tax
effect might be a benefit, not an expense.

In addition, we did not find any explanation in the document on the "“finance costs" which are
excluded from the definition of costs of disposal.

10. Value in use

a) Yes, we agree with the basis for estimates of future cash flows.

b) Yes, we agree with the composition of estimates of future cash flows.

c) With respect to the discount rate selection, we are not sure that the current wording of paragraph
38 ensures that no risk factor has already been taken into consideration when estimating future cash
flows. This point could be explicitly mentioned in paragraph 23.

In addition, in paragraph 36, it seems contradictory to determine the value in use of an asset, which
is determined in the context of the situation of the asset's owner, on the basis of a discount rate

which includes a risk component.

See also our response to question 1.

11. Cash generating unit

Yes, we agree thai an asset with no independent cash flows should be attached to its cash-generating
unit.

See also our response to question 1.
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12. Guidance to determine the cash-generating unit

The determination of cash-generating units is a central point in the proposed standard. If cash-
generating units are selected at a high level in the company, the likelihood of having impairment losses
is remote.

13. Allocation of goodwill to cash-generating units

Yes, we agree with the guidance in paragraph 59 to allocate goodwill to cash-generating units.

14. Allocation of the impairment loss to the components of a cash-generating unit

No, we do not agree with the procedure for allocating an impairment loss of a cash-generating unit, in
paragraph 62 c), whereby the impairment loss is allocated to assets whose net selling price is less than
their carrying amount. We do not see the relevance of this allocation rule as the cash-generating units
concept implies a global approach of the recoverable amount and not an individual asset approach. The
(c) rule could be deleted.

Similarly, the impairment loss determined in the second part of the example in pages 37 and 38
represents the sum of the net selling price of the components of a cash-generating unit (530 in the
example). In our opinion, the solution which would have stemmed from the cash-generating unit
approach would have been to determine the impairment foss on the basis of the global recoverable
amount of the cash-generating unit (500 in the example). The additional impairment loss would have
been allocated to intangible assets and equipment on a pro-rata basis.

See also our response to question 1.

15.Disclosure of impairment losses and reversals recognised during the period

Yes, we agree with the disclosures required in paragraph 79.

16. Disclosure in respect of each asset for which an impairment loss has been recognised or
reversed during the period

Yes, we agree with the type of disclosures required in paragraph 82, but not for each individual asset

or cash-generating unit, as these could be very onerous and are likely to involve commercially sensitive
information. We believe the disclosures should be made by class of assets.
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17. Disclosures in respect of assets for which the recoverable amount has been estimated but was
above the carrying value

No, we do not agree with the disclosures required in paragraph 83. We find it unrealistic and
misleading to make this disclosure in a context where the necessary information may not be sufficiently
reliable and involves subjectivity.

18. Disclosure of differences between past estimates and actual cash flows

Yes, we agree with the disclosures in paragraph 85, which are designed to avoid systematic over-
estimations of cash-flows.

19. Identification of cash-generating units

Yes, we agree not to provide any information on how cash-generating units are determined.

20. Additional disclosure

No, we do not think that an enterprise should be required to disclose information other than those
discussed in questions 15 to 19.

21. Appendix 1

No, we do not feel it necessary to amend or delete any part of appendix 1, other than the example
requested to illustrate paragraph 73 (see question 5)

22. Changes in IAS 16

Yes, we agree with the changes in IAS 16 proposed in appendix 2.

23. Other comments
We have the two following additional comments:

Paragraph 42

Paragraph 42 states that the impairment loss should not be greater than the carrying amount of the
impaired asset, unless an IAS requires to recognise a liability. No further explanation is provided to
support this rule. We would suggesi to add an explanatory paragraph linking the rule in paragraph 42
with standards such as the future standard on provisions,
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Paragraph 70

Paragraph 70 states that if a change in estimates has a favourable impact on the recoverable amount of
an impaired asset, the impairment loss should be reversed in order fo increase the carrying amount of
the impaired asset (o its recoverable amount. In cases where the impairment loss was allocated to the
components of a cash-generating unit, paragraph 70 does not provide any guidance on how to allocate
the reversal to these components. We suggest that this guidance should be provided, referring to
paragraph 62.

In the appendix attached to this letter we would like to draw your attention to some environmental aspects
of impairment of assets which have not been considered by E 55. Whilst the general principles of
reviewing asset values for possible impairment should apply equally to environmental impairment, this
type of impairment often carries unique uncertainties regarding timescale and amount. We realise
however that these comments by nature are more detailed.

Should you have any queries about our response, please do not hesitate to contact me or my staff.

Yours sincerely,

ep

David Darbyshire
President

Encl.
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Appendix

Environmental aspects of impairment of assets

1. E 55 does not address the impact on asset values due to environmental factors, where the
uncertainty of timing and measurement may cause particular difficulty. Impairment is not unique
to assets affected by environmental factors. However, whilst the general principles of reviewing
asset values for possible impairment should apply equally to environmental impairment, this type
of impairment often carries unique uncertainties regarding timescale and amount. Guidance in this
area should be developed.

2. As long as an asset's value in use is greater than its carrying amount, there is no impairment. Thus
pollution of a site may be known to exist but may not represent an existing obligation although it
will have to be cleared up at some future date, such as when the site is closed or sold. However,
while the enterprise continues to use the site profitably and there is no immediate requirement or
commitment to rectify the damage, the enterprise has no obligation and no impairment is
recognised. Whilst counter-intuitive, such an approach is technically correct and should therefore,
if followed, be accompanied by additional disclosure. However, we believe that in this case there
would normally be a constructive obligation to remove the pollution at some future time which
should be reflected in recognising impairment of the asset.

3. Measurement of an environmentally impaired asset may be affected by:

a) delayed disposal, due to the need to deal with contamination, resulting in increased interest
charges;

b) direct costs of overcoming the problems of contamination;

¢) uncertainties due to the possibility of improvements in related technology or changes in
legislation; and

d) risks arising from the stigma effect, deterring potential purchasers and resulting in a more
restricted market.

4. Stigma is an aspect of asset contamination resulting from various intangible factors ranging from
possible public liability and fear of additional health hazards to fear of the unknown. It might be
defined as that part of any diminution in value attributable to the existence of contamination,
whether treated or not, which exceeds the costs attributable to:

a) the remediation of the asset;

b) the prevention of future contamination,
c) any known penalties or civil liabilities;
d) insurance; and

e) future monitoring.

The element of environmental impairment due to stigma is thus a negative intangible, i.e. a
balancing figure equivalent to "badwill". In practice, the stigma effect may be recognised by
applying a further discount (o the value of an asset after allowing for all expected remediation costs,
or at least the effect should be disclosed.

5. Where the purchase price of an impaired asset already allows for the cost of remedial work, it
would be logical for the purchaser to include the asset at an unimpaired amount and to set up a
provision for the expected remedial costs. However, this treatment would appear to be precluded
by the IASC's exposure draft on provisions, contingent liabilitics and contingent assets (E59), as
these would not necessarily be an obligation at the time of purchase to incur such costs. This issue
needs to be clarified,

6. Paragraphs 28 and 32 of E 55 refer to certain cash flows that should be included, or should not be
included, in measuring value in use. It would be helpful for the proposed standard to clarify
whether future restoration costs should be included or not.
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Dear Sir Bryan,

FEE (Fédération des Experts Comptables Buropéens) bas considered Exposure Draft E 55 - Impairment
of assets - and is pleased to submit answers to the questions raised on pages 5 to 10 of the document.

1. Approach for determining the recoverable amount

Provided our following rematks are considered, we agree with approach () to measure the recoverable
amount us te higher of its net selling price and its value in use, which is the approach adopted by B
55, Two probiems should be taken into account in the future discussions within IASC:

1. Basis for the conclusion of the Exposure Draft is the assumption that an enterprise, that behaves
rationally, will decide the continuing usc of an asset, if the value in use is higher than its net selling
price, or decide the disposal of an asset, if the value in use in lower than the net selling price.

The assumption of the draft may only be retained under the following both conditions:

a. There are no legal or effective obstacles to selt the asses; i.e. the management must have the
poasibility to take an investment decision as assumed. Otherwise the net selling price has
no relevance for the measurement of the recoverable amount, which is in this case finally

detenmined by the (lower) value in use.

b. Often the disposal of an asset or & group of assets will result in further expenditures for
example for restructuring and social plans. If these costs exceed the difference between the
(higher) net selling price and the value In use mansgement will decide to continue the use
of the asset. Omly under the condition that there will result no costs (including for example
restructuring costs) or costs less the difference between the (higher) net selling price and the
value in use it may be assumed that the company will dispose of the asset.
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Furiherraore it has to be considered that the recoverable amount from selling the asset is
reduced by the costs described. If it is assumed that the company will sell the asset all the
consequences related to thig assumption must be reflected in the financial statements. As
long as no provision is recognised for these costs they must be considered in detarmining the
net selling price. Otherwise, that means if only parts of the assumption are considered in
the financial statements, the financial statements will contradict the real stuation. For this
reason, not to include restructuring or recrganisation costs, as proposed under para. 20(b)
is a contradiction to the assumption of rational economic behaviour and therefore para. 20(b)
should be deleted.

2. Determining the value in use is a very demanding task (sce our response to questions 10 and 11).
If it should not be possible to develop a st of indisputable criteria to define the vaiue in use and
cash generating units the suggested solution of the Exposure Draft for measuring the recoverable
arnount will lead to 8 contradiction to the requested reliability of financial statements (see IASC -
Framework, para. 31-38). In (his ¢ase the alternatively suggested solution (measuring the
recoverable amount normally az the fair value of an asset, see question 1.(b)) might galn importance.
For this alternetive it should be considered whether the fair value is equal to the ner selling price.

The problems set out arise again in the context of question 14, concerning para. 635 of the Exposure
Draft.

2, Uze of present value

Yes, we agree with the use of present valve to measure the recoverable amount of assets. However,
we regrer that this technique of present value is implemented without any reference to the use of
discounting and without any in-depth discussion of the historical cost model, which remains the
benchmark treatment in IAS 16 on property, plant and equipment and in the draft standard on intangible
assets, It seems that two different valuation models - fair valuing and historical cost accounting - are
mixed and have potentially to be applied at the same time to the same agse(s, The question is how &0
align the cost model with present value as the approach will give rise to conceptual inconsistencies.

3. Asgets held for disposal

Yes, we accept & ¢ommon approach to determine the recoverable amount of assets held for continuing
use and of assets held for disposal, However, see snswer to question 1.
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4. Recognition of impairment losses

Yes, we agree that an impairment should be recognized for an asset for which the recoverable amount
is less than its carrying amount and only if the cash-generating unit to which the aeset belongs is
impaired.

This answer should be read in the light of our answer to question 12, where we stress the fact that
additional guidance is necessary with respect to the determination of the cash-generating unit.

5. Reversals of impairment losses

Yes, we agree that reversals should take place only if there has been a change in the estimates nsed w
determine the impaired asset/recoverable amount. An example to illustrate paragraph 73 could be
useful.

6. Reversals of impairment losses an goodwill

Yes, we agree that a reversal of an impairment loss on goodwill should be limited to cases where the
exterml event that causes the recopnition of the loss has reversed.

However, we would like the standards to be more specific on the external events referred to. For
instance, paragraph 77 could refer explicitly to the external sources of information listed in paragraph
8.

7. Scope

Yes, we agree with the proposed scope.

8. Xdentifying a potentially impaired agset

a) Yes, we agree that the recoverable amount of an asset shouild be estimated only if there is an
indication that the asset is impaired.

b) Yes, we apgree with the list of indicators in question 8.
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9. Net selling price
8) Yes, we agree with the definition of the net selling price.

b) Yes, we agree that the incremental costs attributable to the dispesal should be deducted from the
selling price. See also our response 1o question 1,

We suggest that the words "income ax expense" in the definition of costs of disposal in paragraph
3 should be replaced by "income tax effect” a8 in the case of an impairment loss, the income tax
effect might be a bepefit, not an expense.

In addition, we did not find any explanation in the document on the "finance costs" which are
excluded from the definition of coata of disposal.

10. Vale it use

a} Yes, we agree with the basis for estimates of futre cash flows.

b) Yes, we agree with the composition of estimates of future cash flows,

c) With respect to the discount rawe selection, we are not sure that the corrent wordmg of paragraph
38 ensures that no risk factor has already been taken into consideration when estlmaung fumre cash
flows. This point could be explicitly mentioned in paragraph 23.

In additlon, in paragraph 36, it seems contradictory to determine the velue in use of an asset, which
is determined in the context of the slrwation of the asset's owner, cn the basis of a discount vate
which inchides a risk component.

See also our response to question I.

11. Cash generating unit

Yes, we agree that an asset with no independent cash flows should be attached to its cash-generating
unit,

See also our response to question 1.
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The determination of cash-generating units i8 a central point in the proposed standard. If cash-
generating unirs are selected at a high leve! in the company, the likelihood of having impairment losses
is remote,

N

12. Guidance to detexmine the cash-generating unit

13. AHocation of poodwill te cash-generating units

Yes, we agree with the guidance in paragraph 59 to allocate goodwill to cash-generating units.

14. Allocation of the impairment loss to the components of a cash-generating vnit

No, we do not agree with the procedure for allocating an impairment loss of 2 cash-generating unit, in
paragraph 62 c), whereby the impairment loss is allocated to assets whose net selling price is less than
their carrying amount. We do not see the relevance of this allocation rule as the cach-generating units
concept implies a global approach of the recoverable amount and not an individual asset approach. The
(c) rule could be deleted.

Similarly, the impairment loss determined in the second part of the example in pages 37 and 38
represeits the sum of the ner selling price of the components of a cash-generating unit (530 in the
example). In our opinion, the solutipn which would have stemmed from the cash-generating unic
approach would have been to determine the impainment loss on the basis of the global recoverable
amount of tiie cash-generating unijt (500 in the example). The additional impairment loss would have
been allocated to intangible assets and équipment on a pro-rata basis.

See also our response to question 1.

15.Disclosure of impaiyment losses and reversals recognised during the period

Yes, we agree with the disclosures required in paragraph 79.

16. Disclomare in respect of each asset for which an mmpairment loss has been recognised or
reversed dnring the perod
Yes, we agree with the type of disclosures required in paragraph 82, but not for each individual asset

or cash-generating unit, as these could be very onerous and are likely to invelve commercially sensitive
information. We believe the disclosures should be made by class of assets.
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17. Disclosures in respect of assets for which the recoverable amount has been estimated] but was
above the carrying value

No, we do not agree with the disclosures required in paragraph 83. We find it unrealistic and
misleading to make this disclosure in a context where the necessary information may not be sufficiently
reliable and involves subjectivity.

18. Disclosure of differences between past estimates and actual cash flows

Yes, we agreg with the disclosures in paragraph 85, which are designed to avoid systematic over-
estimations of cash-flows.

19. Identification of cath-generating units

Yes, we agree not to provide any information on how cash-generating units are determined.

20. Additional disclosure

No, we do not think that an enterprise should be required to disclose information other than those
discusged in questions 15 to 19.

21. Appendix 1

No, we do pot feel it necessaty to amend or delete any part of appendix 1, other than the example
requested to illustrate paragraph 73 (see question 5}

22. Changes in IAS 16

Yes, we agree with the changes in IAS 16 proposed in appendix 2.

23, Other comments

We have the two following additional conuments:

Faragraph 42

Paragraph 42 states that the impairment loss should not be greater than the carrying amount of the
impaired asset, unless an IAS requires to recognise a liability. No further explanation is provided to
support this rule, We would suggest to add an explanatory paragraph linking the rule in paragraph 42
with standards such as the furure srandard on provisions.
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Paragraph 70 states that if a change in estirates has a favourable impact on the recoverable amount of
an impaired asset, the impairment loss should be reversed in order to increase the carrying amount of
the impaired asset o its recoverable amouni, In cases where the impairment loss was allocated to the
components of a cash-penerating unit, paragraph 70 does not provide any guidance on how to allocate
the reversal to these components. We suggest that this guidance should be provided, referring to
paragraph 62

Paragraph 70

In the appendix attached to this letter we would like to draw your attention to §ome environmental aspects
of impairment of assets which have not been considered by E 55. Whilst the general principles of
reviewing asset values for possible impairment should apply equally to environmental impairment, thiz
type of impairment ofien carries unique uncertainties regarding timescale and amount. We realise
however that these comments by nature are more detailed.

Should you have amy queries about our response, please do not hesitate to contact me or my staff.

Yours sincerely,

David Darbyshire
President

Encl.
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Appendix
Environmental aspacts of impairment of assets

1. E 55 does not address the impact on asset values due to environmental factors, where the
vneertainty of timing and measurément may cause particular diffienity. Impairment is not unique
to assets affected by environmental factors. However, whilst the general principles of reviewing
asset values for possible impairment should apply equally to environmental Impairment, this type
of impairment often carries unique uncertainties regarding timescale and amount. Guidance In this
area should be developed.

2. Aslong as an asset's value in use is greater than its carrying amount, there is o inpairment, Thus
pollution of a site may be known to exist but may not represent an existing obligation aithough it
will have to be cleared up at some future date, such as when the site is closed or sold. However,
while the enterprise continues to use the site profitably and there is no immediate requirement or
commitment to rectify the damage, the enterprise has no obligation and no impairment is
recognised. Whilst counter-intuitive, such an approach is technically correct and should therefore,
if followed, be accompanied by additional disclosure. However, we believe that in this case there
would normally be 2 constructive obligation to remove the pollution at some furure time which
should be reflected in recognising impairnient of the asset.

3. Measurement of an environmentally impaired asset may be affected by:

a) delayed disposal, due to the need to deal with contamination, resulting in increased interest
charges;

b) direct costs of overcoming the problems of contamination;

c) uncertainties due to the possibility of improvements in related technology or changes in
legislation; and

d) risks arising from the stigma sffect, deterring potential purchasers and resulting in a more
restricted market.

4. Stigma is an aspect of asset contamination resulting from various intangible factors ranging from
possible pubtic liability and fear of additional health hazards to fear of the unknown. It mipht be
defined as that part of any diminution in vatue avributable to the existence of comamination,
whether treated or not, which exceeds the costs attributable to:

a) the remediation of the asset;

b) the prevention of fumire contamination;
¢) any known penalties or civil liabilities;
d) insurance; and

¢) futute monitoring.

The element of environmental impairment due to stigma is thus a negative intangible, ie. a
balancing figure equivilent to "badwill*. In practice, the stigma effect may be recognised by
applying a further discount 10 the value of an asset after allowing for all expected remediation costs,
or at least the effect should be disclosed.

5. Where the purchase price of an impaired asset already allows for the cost of remedial work, it
would be logical for the purchaser to include the asset at an unimpaired amount and to et up a
provision for the expected remedial costs. However, this treatment would appear to be precluded
by the IASC's exposure draft on provisions, contingent liabilities and contingent assets (B59), as
these would not necessarily be an obligation at the time of purchase to incur such costs. This issue
needs to be clarified.

6. Paragraphs 28 and 32 of E 55 refer (o certain cash flows that should be included, or should not be
included, in measuring value in uge. It would be helpful for the proposed standard to clarify
wheiher fuwre restoration costs should be included or not.




