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Appendix to Year-End Report: Effects of the transition to 
International Financial Reporting Standards, IFRS 
 
Introduction 
From 2005 all listed companies in the European Union must prepare their consolidated 
accounts in accordance with the International Financial Reporting Standards (IFRS), which 
also include the current International Accounting Standards (IAS). The recommendations of 
the Swedish Financial Accounting Standards Council, which were applied by Observer 
through 2004, are largely based on IAS, due to which Observer’s consolidated accounts have 
already been adapted in large part to the new rules. 
 
Observer’s IFRS project 
In December 2002 Observer started a project to prepare for the transition to IFRS. Beginning 
in the first quarter 2005, Observer will report in accordance with IFRS. The Board of 
Directors has been kept informed continuously of the project’s progress and the effects of 
IFRS on the accounts, including with respect to future acquisitions. 
 
Effects of the transition to IFRS 
The Group’s financial reports for 2005 will be prepared in accordance with IFRS and 
comparative year data for 2004 will be restated. Fiscal years prior to 2004 will not be 
adjusted, in accordance with the transitional rules. The rules on the introduction and 
restatement can be found in IFRS 1, First-time Adoption of International Financial Reporting 
Standards. The first interim report in accordance with IFRS will be the report for the first 
quarter of 2005, which will be published in April 2005. The quarters of 2004 will be restated 
in accordance with IFRS and will be communicated in each comparative quarter of 2005. 
 
The most important effects of the transition for the group relate to the recognition of business 
combinations (IFRS 3), and share-based payments (IFRS 2). IAS 32 and 39 on financial 
instruments are applied as of 2005 and comparative figures for 2004 are not restated, as per 
the transitional rules. The most important changes in accounting principles for the group are 
described below in the presentation of the effects on reported results for 2004 and 
shareholders’ equity as of December 31, 2003 and 2004. 
 
According to IFRS 1, reports must be prepared in accordance with the IFRS standards that 
apply as of December 31, 2005. Moreover, these standards must have been approved by the 
EU. Consequently, the effects of the transition to IFRS reported below are preliminary and 
are based on current IFRS and their interpretation, which may change by December 31, 2005, 
thus having effects on the reported amounts. IFRS 1 assumes that all standards will be 
applied retroactively, although there are a number of exemptions. If Observer has utilized any 
of these exemptions, it is indicated in the comments below. 
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Summary of the effects of the transition to IFRS  
 

 
IAS/IFRS with little or no effect on Observer  

IAS/IFRS with 
significant effect 

on Observer  
Financial Reporting  

(IAS 1) 
Inventories 

(IAS 2) 
Cash Flow 
Statements 

(IAS 7) 

Changes in 
Accounting 
Principles 
(IAS 8) 

Events After the 
Balance Sheet Date 

(IAS 10) 

Business 
Acquisitions and 

Combinations 
(IAS 22) & (IFRS 3) 

Construction 
Contracts 
 (IAS 11) 

Income Taxes 
(IAS 12) 

Segment Reporting 
(IAS 14) 

Property, Plant and 
Equipment 
 (IAS 16) 

Leases  
(IAS 17) 

Impairment of 
Assets 

(IAS 36) 
Revenue 
(IAS 18) 

Employee Benefits 
(IAS 19) 

Government Grants 
(IAS 20) 

Changes in Foreign 
Exchange Rates 

 (IAS 21) 

Borrowing Costs 
(IAS 23) 

Intangible Assets 
(IAS 38) 

Related Party 
Disclosures 

(IAS 24) 

Reporting by 
Retirement Benefit 

Plans 
(IAS 26) 

Consolidated 
Financial 

Statements 
 (IAS 27) 

Investments in 
Associates 
(IAS 28) 

Interests in Joint 
Ventures 
(IAS 31) 

First-time Adoption 
of IFRS 
(IFRS 1) 

Earnings per Share 
(IAS 33) 

Interim Financial 
Reporting 
(IAS 34) 

Insurance Contracts 
(IFRS 4) 

Discontinued 
Operations 
(IFRS 5) 

Financial 
Instruments 

 (IAS 32 and IAS 39) 

Share-based 
Payments 
(IFRS 2) 

Provisions, 
Contingent 

Liabilities and 
Contingent Assets 

(IAS 37) 

     

 
 
IFRS – preliminary estimation of the effect on the income statement 
 
All amounts in SEK million 2004

Profit according to accounting principles applied in 2004 -31.8

Effect of transition to IFRS
Business combinations (IFRS 3) A 163.3
Business combinations -intangible assets (IFRS 3) A -0.2
Share-based Payments (IFRS 2) B -1.7

Profit IFRS  (prel.) 129.6  
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IFRS – preliminary estimation of the effect on shareholders’ equity 
 

2003 2004

Shareholders' equity according to accounting principles applied on Dec 31 1,774.8 1,644.5

Effect of introduction of  RR 29 -

Shareholders' equity according to accounting principles applied on Jan 1,  2004 1,774.8

Effect of transition to IFRS 
Business combinations (IFRS 3) 161.4
Business combinations ,translation differences -7.8
Share-based Payments (IFRS 2) 0.0

Shareholders' Equity Dec. 31, IFRS (prel.) 1,774.8 1,798.1  
 
 
IFRS – preliminary estimation of the effect on the balance sheet 
 
CONSOLIDATED BALANCE SHEET 2004 2004 IFRS
Amounts in SEK million Dec 31 IFRS 3 IFRS 2 Dec 31
Goodwill 2,240.4 149.2 2,389.6
Other fixed assets 227.0 4.4 231.4
Current receivables 329.8 329.4
Tax assets 30.2 30.2
Financial assets 110,8 110.8
Total assets 2,967.3 153.6 0.0 3,091.9

Shareholders' equity 1,644.5 153.6 0.0 1,798.1
Minority shares 0.0 0.0
Current liabilities 395.9 395.9
Tax liabilities 55.3 55.3
Financial liabilities 842.5 842.3
Total shareholders' equity and liabilities 2,938.3 153.6 0.0 3,091.9

Operating capital 2,401.3 2,554.9
Operating capital excl. Goodwill 160.9 165.3
Interest-bearing net debt 731.7 731.7  

 
 

A  Business combinations (IFRS 3) 
IFRS 3 creates changes in the reporting of business acquisitions and eliminates the 
amortization of goodwill. Among the changes is a more detailed allocation of the cost 
of a business combination, with values assigned to identifiable intangible assets such as 
trademarks, customer relations, technology, etc. These assets are amortized over their 
useful lives, provided they are not unlimited, in which case there is no amortization.  
 
The acquisition process will have to be adjusted mainly in terms of the allocation of the 
acquisition cost, where it may be necessary to allocate a portion to intangible assets, 
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primarily trademarks, customer relations, and IT systems and databases developed in-
house, before any residual can be assigned to goodwill. Observer is a service company 
that acquires businesses in order to introduce its business model, which can help to 
increase growth and margins and create value through a restructuring and refinement of 
the acquired business. As a result, the principal effects from acquisitions are attained 
through synergies, new human capital and the creation of strategic platforms for 
growth. In the judgment of the company, the large part of acquisition costs will still be 
allocated to goodwill under IFRS 3. 
 
Goodwill amortization will be eliminated from 2005, and the goodwill amortization 
charged against profit for 2004 will be reversed when 2004 is shown as a comparative 
year in accordance with IFRS. The portion of goodwill amortization considered to be 
attributable to acquisition-related intangible assets will be reversed via goodwill 
amortization and then charged against profit through amortization of acquisition-related 
intangible assets. The effect of this reclassification of intangible assets is not material. 
  
Goodwill and other intangible assets that are not amortized on a regular basis must be 
tested annually to determine whether the asset has been impaired. Goodwill 
amortization will be replaced by an annual impairment test, which will be conducted 
for all cash generating units (CGU), regardless of whether or not there is any indication 
that the asset is in need of revaluation. Since 2001 Observer has voluntarily conducted 
an impairment test on its major acquisitions each quarter. Observer has an established 
model for determining writedowns, which it uses for the entire group. The model tests 
goodwill and other assets for impairment at the same level for CGUs as Observer uses 
for follow-ups, i.e. by country. 
 
Furthermore, allocations for restructuring measures resulting from an acquisition are 
not permitted in the acquisition analysis. As of December 31, 2003 there were no 
remaining restructuring reserves in the group, nor were any restructuring reserves 
created in 2004. 

 
 Business acquisitions before 2004 have not been restated. IFRS 1 requires that even if 

all old acquisitions are not reviewed and restated, they still have to be reviewed in 
terms of the reporting of assets and liabilities as if the acquired company had reported 
in accordance with IFRS on the acquisition date. Any assets and liabilities that have 
been added or eliminated would then affect goodwill. A review has been conducted but 
no such adjustments were considered necessary.  

 
 For Observer, the application of IFRS 3 mainly affects the acquisitions in 2004 of 

Verbatim Inc. and the net assets of Delahaye, whereby intangible assets valued at SEK 
4.3 million have been separated from goodwill. 

 
 IFRS 3 specifies that in business combinations achieved in stages, where the acquiror 

previous did not have control but obtained it over time, all previous investments must 
be revalued, with any differences in valuations reported in shareholders’ equity. An 
acquisition analysis must be prepared for the final investment that gave the acquirer a 
decisive or significant influence as well as for each investment that preceded it. This 
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principle has been applied to the acquisition of Verbatim Inc., and has not had any 
material effect. 

 
 For Observer, application of IFRS 3 raises profit for 2004 by SEK 163.1 million, due to 

the fact that no goodwill amortization is permitted from January 1, 2004. 
 
 
B Share-based Payments, IFRS 2 
 IFRS 2 requires the reporting of a cost in the income statement for incentive programs 

where employees are granted share-based payments, e.g. options on terms that deviate 
from market-based compensation. The cost is calculated as the fair value on the grant 
date and is divided over the vesting period. 

 
 For Observer, application of IFRS 2 entails a cost of SEK 1.7 million for 2004. 

Shareholders’ equity is not affected, since an amount corresponding to the cost is 
reported at the same time as an increase in equity. The value is calculated in accordance 
with the Black-Scholes model. 

 
 During the transition to IFRS, only programs whose allocations were made after 

November 7, 2002 and which are not fully vested on January 1, 2005 need to be 
expensed in accordance with IFRS 2. The estimated cost relates to an employee stock 
option program where allocations were made in 2003. 
 
 

Effect on cash flow 
In Observer’s estimation, the group’s reporting of cash flow is not affected by the 
introduction of IFRS. 
 
 
Effects on shareholders’ equity on January 1, 2005 from the application of IAS 39  

 IAS 32 Financial Instruments: Disclosure and Presentation, and IAS 39 Financial 
Instruments, Recognition and Measurement, will be applied from 2005 without restating the 
comparative year 2004. The version of IAS 39 adopted by the EU differs from the 
recommendation issued by IASB. For Observer, these differences have no effect, because of 
which the group’s application of IAS 39 complies with the version adopted by the EU and the 
text issued by IASB. 

 
Application of IAS 32 is not expected to have an effect on shareholders’ equity when 
introduced on January 1, 2005. 
 
IAS 39 requires that financial assets and financial liabilities are classified in various 
categories so that they can then be reported and valued in accordance with the principles that 
apply to each category. 
 
The majority of the group’s financial assets relate to receivables for services rendered, which 
are held to maturity. The Observer group reports these receivables based on acquisition value. 
Because of the short maturities involved, the time value until payment does not have to be 
calculated. Thus, there is no change compared with the principles applied to date. 



 

  6(6) 

 
Liquid assets and short-term investments have been classified as assets recognized at fair 
value, with any change in value reported in the income statement. 
 
Financial liabilities are recognized at accrued acquisition value. This is calculated such that a 
constant effective rate of interest is obtained over the loan period, provided that the maturity 
is not short and a rate of interest has not been agreed upon. In that case, accounts payable and 
similar short-term liabilities are recognized at their nominal amounts. 
 
Financial derivatives are recognized in the balance sheet at fair value. Changes in value are 
reported in the income statement, provided the derivative is not a hedge for another 
transaction in accordance with the group’s established policies. The group’s policy is that 
derivatives may only be held for hedging purposes, with the exception of small, well-defined 
positions. Those derivatives held for hedging purposes relate to interest cap. 
 
 
Effects on shareholders' equity on Jan.1, 2005 from the application of IAS 39

All amounts in SEK million

Derivatives for hedging purposes
Interest cap 0,9
Effect before tax 0,9

Tax effect -0,3
Effects on shareholders' equity Jan 1, 2005 (prel) 0,6

 
 

 
 

 


