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Abstract
Simon Lundh (2020): Application of Principles-based Accounting Standards:
The Case of Internally Generated Intangibles. Örebro Studies in Business 14.
The uncertainty involved in the application of principles-based financial accounting standards raises the general question of how such standards are
applied. The International Financial Reporting Standards (IFRS) are principles-based, meaning that they provide a conceptual basis for application
rather than detailed rules. This means that there is inherent room for judgment in the application, which might affect financial reporting comparability. This study aims to explore and understand the application of principlesbased accounting standards. The study depicts the actual valuation of internally generated intangibles from a local perspective.
The theoretical basis of this thesis is building on a Scandinavian institutional tradition since the focus is on a phenomenon that is shaped within a
local context of meaning, where the judgments and the reasoning behind
decisions occur. The study has a design that allowed for gathering data from
several different organizations. Listed Swedish companies of different sizes
and industries dealing with intangible accounting decisions and judgments
are included.
There are three main conclusions from this study. First, there is a continuous ambition for instrumentality and efficiency when making decisions regarding the valuation of internally generated intangibles. Second, the appearance of the company is always reflected against the expectations of relevant actors. Third, there is a co-existence of these two rationales. The judgments and the decisions within the companies are not independent of the
external expectations and demands. Rather, they are affected by them
through all the phases connected to research and development. A number
of contributions to the literature are identified. These relate to the understanding of the application of principles-based accounting standards at an
organizational level, and the development of the theoretical perspective
within accounting research.
Keywords: Principles-based accounting standards, IFRS, intangible assets,
research and development, institutional theory, translation.
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1 Introduction
Supporters of international harmonization of accounting standards argue
that a single set of standards would ensure that similar transactions are
treated in a similar way by companies around the world (Gordon & Gallery,
2012), resulting in globally comparable financial statements. In other
words, using a single set of international accounting standards is usually
assumed as a way of harmonizing accounting and financial statements globally. This is a reason why companies listed on a stock exchange within the
European Union (EU) are required to apply international accounting standards in their consolidated financial statements. This EU-specific requirement
has been in force since 2005 for companies with listed shares where the
accounting standards to be applied are International Financial Reporting
Standards (IFRS)1. Also, countries outside of the EU have implemented IFRS
in one way or another. Zeff and Nobes (2010) provide a detailed description
of different methods in which IFRS for consolidated statements have been
implemented both in the EU and some countries outside the EU. For example, the EU, Australia, and Canada have implemented IFRS standard by
standard (although using slightly different methods), while China and Venezuela have adapted to IFRS in different ways (although the similarity to
the original IFRS varies from standard to standard in these countries) (Zeff
& Nobes, 2010).
When discussing harmonization through accounting standards, a distinction is usually drawn between two types of harmonization (see, e.g., Nobes
& Parker, 2006; Tay & Parker, 1990; van der Tas, 1988): first, the formal
harmonization, harmonization of standards, often called de-jure harmonization; and second, the material harmonization, i.e., harmonization in practice, meaning the application of standards and how they are applied in practice, often called de-facto harmonization. Achieving comparability has been
argued to involve correctly recorded transactions (as intended), and that the

1

Starting in 1973, the International Accounting Standards Committee (IASC) developed a
number of standards, known as International Accounting Standards (IAS). IASC was reorganized into the International Accounting Standards Board (IASB) in 2001. Since then, the
IASB has revised a number of the IASs and began a second series of standards known as
International Financial Reporting Standards (IFRS). From now on in this thesis, when discussing the IAS and the IFRS in general terms, they will be referred to as IFRS or simply
international accounting standards.
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accounting method is applied uniformly throughout and between companies, a consistent de-facto application. As Trueblood once put it, comparability is achieved by assuring that “like things look alike, and unlike things
look different” (Trueblood, 1966, p. 189). Arguably, it might, however, be
more easily done to present a definition towards comparability than to fully
achieve it in practice.
Apart from harmonization, convergence is a concept that is also frequently occurring in this context. It is a term that has been increasingly used,
starting in the late 1990s (Zeff, 2007), and that is regularly referred to by
the International Accounting Standards Board (IASB), the Financial Accounting Standards Board (FASB), and other national standard setters.
Working towards convergence means that standard setters aim to increase
the “compatibility of their respective standards at a high level of quality”
(Zeff, 2007, p. 296). In other words, that standard setters strive for their
standards to be able to exist together in harmony. To enhance harmonization or convergence is not a simple thing to achieve. Even if there is a global
ambition for harmonization and convergence of international accounting,
accounting researchers keep finding differences in the application of the
standards. Hence, there are accounting differences, generally very deeprooted and resistant to harmonization over long periods of time (Nobes,
2011).
A characterizing trait of IFRS is that they are principles-based (providing
a conceptual basis rather than detailed rules). Hence, the extensive adoption
of IFRS also has provided researchers with opportunities to study principlesbased accounting standards. Not surprisingly, a vast literature on IFRS
adoption has emerged, focusing on the implementation (see, e.g., Armstrong, Barth, Jagolinzer, & Riedl, 2010; Brüggemann, Hitz, & Sellhorn,
2013). Implementation usually presupposes the introduction of something
new, which means that this literature tends to move towards the phenomenon of accounting change. The research connected to principles-based accounting, however, has been moving in slightly different directions. A major
stream of principles-based research is focusing on the standards per se, studying potential outcomes depending on the character of the standard. There
are, for example, commentaries and conceptual work discussing the pros
and cons of such standards (Carmona & Trombetta, 2008; Durocher &
Gendron, 2011; Schipper, 2003). Similar to this, another type of study approaches the phenomenon in a manner where principles-based accounting
standards are compared to rules-based accounting standards in different
ways, since, traditionally in the US, accounting standards have been rules14
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based. There are conceptual papers (e.g., Benston, Bromwich, & Wagenhofer, 2006; Wüstemann & Wüstemann, 2010) discussing different aspects of
these two types of accounting standards. Important points are made within
this literature, for instance, regarding the significance of consistency in the
application of accounting standards (Wüstemann & Wüstemann, 2010).
There are also experimental studies on how principles-based and rulesbased accounting standards might affect the judgments and decisions made
by financial managers (e.g., Agoglia, Doupnik, & Tsakumis, 2011; Jamal
& Tan, 2010; Psaros & Trotman, 2004). Results point towards principlesbased accounting standards being more effective in stopping biased financial reporting than rules-based accounting standards, as aggressive reporting is marginally lower when applying principles-based accounting standards (Psaros & Trotman, 2004). Similar research also compares principlesbased accounting standards and rules-based accounting standards but using
archival data (e.g., Collins, Pasewark, & Riley, 2012; Guerreiro, Rodrigues,
& Craig, 2012). This literature suggests that there are reporting differences
between companies depending on the character of the accounting standard,
but at the same time that principles-based accounting standards do not result in an increased reporting dispersion (Collins et al., 2012). This research
has its merits, as it aims to establish which type of standards are preferable.
Having said that, this literature portrays principles-based standards as being
rather deterministic, emphasizing mainly the standards per se and their effects on financial reporting. The focus has, therefore, been outside the organization (cf. Suddaby, 2010) and not on the actual application of principles-based standards. Hence, we know less of the application of principlesbased accounting standards and the interpretation within organizations.
There is also a minor stream of research studying principles-based accounting standards without explicitly comparing them to rules-based standards. This stream of research does not focus on the actual implementation,
rather on the application of the standards (see, e.g., Guerreiro et al., 2012;
Kettunen, 2017). This literature is more about the judgments, assessments,
and interpretations made in relation to the accounting standards. That is, it
is not so much about the shift from one set of standards to another, as it is
about the actual application and use of principles-based accounting standards. In this part of the literature, there is empirical research on the actual
application of principles-based standards, as, for example, research building
on economic rationality (e.g., Callao & Jarne, 2010; Doukakis, 2014;
Psaros, 2007). This research is seeking explanations for individual behavior
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when making accounting choices, often turning to reasons such as managerial compensation and earnings management. There are, however, also
other, quite different ontological approaches to the application of principles-based standards. For example, literature that emerged in recent years
has provided institutionally oriented explanations by using different perspectives, such as institutional isomorphism (e.g., C. N. Albu, Albu, &
Alexander, 2014; Maroun & van Zijl, 2016), institutional logics (e.g.,
Guerreiro et al., 2012), and institutional work (e.g., Aburous, 2019;
Kettunen, 2017). This literature considers institutionally oriented explanations both from an outside-in perspective as well as regarding human agency
in slightly different ways.

1.1

The problem of principles-based accounting standards

Since IFRS are principles-based, it means that there is certain inherent room
for judgment, which creates an application uncertainty (see, e.g., Aburous,
2019; Kettunen, 2017). The application of such standards implies subjective
interpretations of key words and phrases (see, e.g., Alexander &
Jermakowicz, 2006; Collins et al., 2012; Sunder, 2011). This means that,
even if there is a standard that deals with the issue at hand, it does not
necessarily give detailed instructions for the exact application. Simply put,
principles-based accounting standards provide a conceptual basis rather
than detailed rules. Even though the full versions of IFRS include thousands
of pages of text, and substantial information exists as guidance on how to
interpret these standards, there are in practice many situations where judgments are important. For example, Alexander and Jermakowicz (2006)
show that the space for interpretation and judgment creates a base for a true
and fair view. However, the inherent uncertainty in principles-based standards also requires a higher level of knowledge and stronger business expertise to make necessary judgments (Carmona & Trombetta, 2008). Companies applying principles-based standards such as IFRS would need access to
the resources and tools necessary to meet these requirements of knowledge
and expertise.

1.1.1 The overall research question
The uncertainty involved in the application of principles-based standards
raises the general question of how such standards are applied. There is a
certain autonomy that may lead to both differences and similarities in the
application. The previous literature on principles-based accounting standards provides some evidence of both differences (e.g., Collins et al., 2012;
16
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Psaros & Trotman, 2004; Wüstemann & Wüstemann, 2010) and similarities (e.g., Chua & Taylor, 2008; Maroun & van Zijl, 2016) in the application of principles-based standards. Yet, we still need different knowledge of
the application of principles-based accounting standards within organizations. This refers to judgments connected to the actual financial reports of
the companies but also, more importantly, explanations as to why these
reports turn out as they do. The overarching research question of this study
is, therefore:
How can the application of principles-based accounting standards in organizations be explained?

Since we know less of the uncertainty in the application that the room for
judgment creates, the aim of this study is to explore and understand the
application of principles-based accounting standards. Comparability of financial reports between organizations and, by extension, the global issue of
harmonizing international accounting make this research question highly
significant. Harmonization and convergence are often considered from a
formal (de jure) perspective where the focus is on the actual standards. This
study will instead focus on the specific situation of the accounting judgments within the organizations.
As will be elaborated further on, a specific example will be used to understand the phenomenon of application of principles-based standards.
Some accounting standards illustrate the principles-based characteristics
more clearly than others, as, for example, the IASB standard on intangible
assets (IAS 38). Towards the end of this chapter, the question above will be
connected to this example, creating a more specific research question. First,
however, the explanation for the application of principles-based accounting
standards in organizations could be viewed from different theoretical perspectives. It is, therefore, essential to define and discuss the theoretical perspective of this study.

1.2

Explanations from different theoretical perspectives

As argued by Nobes (2011), there could be divergence and variation in the
sense that companies might report differently. Autonomy can also lead to
similarities in the application of principles-based standards. This is part of
the uncertainty involved in the application. The question of how to explain
the application of principles-based accounting standards requires both empirical and theoretical answers. The question could be studied using different theoretical perspectives, which would provide different explanations,
SIMON LUNDH Application of Principles-based Accounting Standards
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and which would answer different aspects of the question. The following
section is a discussion involving explanations provided by previous literature from four different theoretical perspectives. First, explanations based
on economic rationality are reviewed, followed by institutionally oriented
explanations. After that, actor context-focused explanations and finally explanations building on the local context of meaning are considered. Each of
these perspectives is used within the previous literature, studying several aspects of principles-based standards, but they also provide quite different explanations for the application of principles-based accounting standards.

1.2.1 Explanations based on economic rationality
Accounting research on principles-based standards often builds on positive
accounting theory (PAT) (e.g., Callao & Jarne, 2010; Doukakis, 2014;
Ewert & Wagenhofer, 2005; Psaros, 2007; Psaros & Trotman, 2004).
These studies take an empirical interest in phenomena such as earnings management (e.g., Callao & Jarne, 2010; Doukakis, 2014; Ewert &
Wagenhofer, 2005) and, as an aspect of it, “big bath” accounting, where a
company is recording significant non-recurring expenses in the current period to clear the deck for improved future earnings (e.g., T. E. Christensen,
Paik, & Stice, 2008; Psaros, 2007). This type of research brings up the possibility of manipulation within principles-based standards. Turning to explanations from a theoretical perspective of economic rationality in relation
to the room for judgment created by principles-based standards would then
be connected to reasons such as managerial compensation. This would explain individual behavior where accounting choices made by management
affect the wealth of managers and are, therefore, potentially opportunistic.
The discussion within the literature based on economic rationality is primarily focused on a macro-oriented outcome of the financial reports. Much
can be learned by this type of research, as it is considered strong in its conceptual clarity and universal character (Vaivio, 2008). Nevertheless, there
is also critique, saying that much of this kind of research has been theoretically vague and abstract in nature (Kaufmann & Schneider, 2004). This literature is guided by scholars who have an interest in understanding principles-based standards at a higher level. It is, therefore, primarily concerned
with a macro-level view and usually disregards the understanding that could
be explored within organizations.
This research has been useful in regard to confirming the differences in
the application of principles-based standards, and importantly, this research
also highlights that there actually is room for judgment in the application
18
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of principles-based standards, and emphasizes that this room for judgment
might be used for discretionary judgments. However, the explanations for
these differences and the discussions regarding the room for judgment are,
in some respects, limited since they build on the assumption of self-interest
and profit maximization. That is, the explanations provided by this part of
the literature depart from an idea of economic rationality that will consequently give internal, rational explanations based on the basic notion of the
“economic man” that act so as to maximize his own welfare (Watts &
Zimmerman, 1978). Hence, this perspective does not provide tools in order
to explain the application of principles-based accounting standards in organizations. Literature based on economic rationality does not provide the
kind of answers to questions such as the one posed in this study. While this
research has contributed a good deal to our understanding, there is a need
to move beyond the restrictive static presumptions which have characterized
research based on economic rationality, limiting the range of its explanatory
potential. As Suddaby (2010) puts it, “the empirical reality is that organizations often behave in ways that defy economic logic or norms of rational
behavior” (Suddaby, 2010, p. 15). There is no attention toward how institutional meaning systems are understood and interpreted within the organization. In the words of Hopwood (1983), “conventional understandings of
accounting view it from a relatively unproblematic technical perspective”.
They “view the organization as an unproblematic ‘black box’” (Hopwood,
1983, p. 290). Turning to institutionally oriented perspectives, we find a
paradigm with strands of literature devoted to understanding just that.

1.2.2 Institutionally oriented explanations
The institutionally oriented part of the literature on principles-based standards that move beyond the limits of the internal economic rationality perspective provides another kind of answer to the research question. A large
part of the institutionally oriented literature has its focus on the diffusion
of principles-based standards, which provide an outside-in perspective on
the phenomenon of principles-based accounting standards. This literature
considers the process of institutional isomorphism as creating a pressure
that is shaping homogeneous organizations. Regarding studying diffusion
within the accounting setting, there are several studies considering the nature and source of resistance towards principles-based standards, basing the
research on DiMaggio’s and Powell’s (1983) model of isomorphic behavior
(e.g., Chua & Taylor, 2008; Maroun & van Zijl, 2016). This literature understands coercive, normative, and mimetic pressures as driving compliance
SIMON LUNDH Application of Principles-based Accounting Standards

19

with principles-based accounting standards and claims that isomorphic
forces can shed light on this process (Maroun & van Zijl, 2016).
Closely related to institutionally oriented explanations is also the discussion of legitimacy. Legitimacy is fundamental to institutional research since
it influences organizations in many ways (see, e.g., Deephouse, Bundy, Tost,
& Suchman, 2017; Suchman, 1995; Tolbert & Zucker, 1983). This is because legitimacy is considered an incentive in order to adhere to a “socially
constructed system of norms, values, beliefs, and definitions” (Suchman,
1995, p. 574). This means that accounting is shaped by norms, values, beliefs, and definitions of relevant actors in order to make the organization
legitimate. Within institutional research, the legitimacy discussion has also
been connected to concepts such as organizational field, which represents
an intermediate level between organization and society (Greenwood,
Suddaby, & Hinings, 2002). This aspect of legitimacy is often used as an
argument for proving that organizations are conforming to accounting
standards (e.g., Carruthers, 1995; Maroun & van Zijl, 2016). The accounting literature with this institutional perspective argues that the development
in accounting practice is affected by the companies’ need to secure legitimacy (Maroun & van Zijl, 2016).
A more strategy-oriented strand of institutional literature builds on the
ideas of Oliver (1991, 1992) about deinstitutionalization and how organizations are reacting on reforms either by dissipation or rejection. Oliver
(1991) suggests that organizations do not always blindly imitate or agree
when facing institutional pressure but also employ avoidance strategies, trying to manipulate or simply defying or ignoring institutional pressure. These
ideas have also been frequent within accounting research (see, e.g.,
Carneiro, Rodrigues, & Craig, 2017; Guerreiro et al., 2012; Guerreiro,
Rodrigues, & Craig, 2015; Suddaby, Cooper, & Greenwood, 2007). It
should be noted, however, that this kind of literature that builds on Oliver’s
strategic approach is not very interested in understanding judgments within
organizations. This means that for understanding the application of principles-based standards, this approach would not be quite right. The phenomenon of this study is not about if companies are adopting an accounting
standard or not, and it is not about why they might dissipate or reject a
reform. It is about the judgments that are inherent within the application of
the principles-based accounting standards, which not necessarily is about
elaborate strategies where companies are either agreeing with or defying
certain pressures.

20
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There are also other institutional perspectives studying principles-based
standards, shifting focus from the outside-in perspective of institutional diffusion towards a perspective treating human agency in a slightly different
way. There is institutionally oriented literature that is grounded in a social
constructivist view of accounting (Modell, Vinnari, & Lukka, 2017). Studies building on this view might, however, deviate from the origin of neoinstitutional theory in different ways, giving various approaches to how to
treat external impact or human agency. This includes research using the
concept of institutional logics (e.g., Guerreiro et al., 2012; Hartmann, Marton, & Söderström, 2018), as different types of logics are considered to
guide actors by providing values, norms, and rules on how to behave. This
research has, for example, explored how strategic choices in accounting are
constrained by institutional logics (Guerreiro et al., 2012). There are also
studies on how institutions affect the interpretation of accounting standards, and how competing institutional logics create variations among interpretations (Hartmann et al., 2018). Another strand, institutional work (e.g.,
Aburous, 2019; Kettunen, 2017), focuses on the interaction between actors
and institutions. This research is giving a more actor-centric answer to the
question, for example making it about the power struggle between external
and internal actors (Aburous, 2019) or examining the actions of translators
rendering an accounting standard into another language while adhering to
policies set by the standard setters (Kettunen, 2017).
Institutionally oriented accounting research has provided substantial insights when it comes to understanding the behaviors that defy economic
logic or norms of rational behavior (Suddaby, 2010). Arguably, however,
there is a need for a slightly different perspective to fully understand the
application of principles-based accounting standards. The concept of diffusion is central to institutional theory, and particularly to the empirical research that makes up the central core of this tradition. However, studies on
diffusion have tended to explore the outcomes or products of institutional
influences on organizations, and their focus has been outside the organization (Suddaby, 2010). An internal perspective is needed to understand how
situations where decisions and judgments occur are understood within organizations in order to explain accounting application. This means that an
organizational level of analysis might be preferable.
Explanations building on institutional logics would highlight that individuals have the capacity to act. By doing so, these individuals draw on
diverse logics to make their actions meaningful. This type of research has
however primarily been macro-oriented as its focus traditionally is at fieldSIMON LUNDH Application of Principles-based Accounting Standards
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level institutional change (e.g., Guerreiro et al., 2012), usually over fairly
long periods of time (Cloutier & Langley, 2013) (with some exceptions, see,
e.g., Seger, 2018). So, even though the institutional logics perspective has
contributed a lot to our understanding of organizations being exposed to
multiple and often incompatible logics, this field-level perspective does not
provide the tools to understand the application of principles-based standards at an organizational level.
Institutional work is usually defined as “the purposive action of individuals and organizations aimed at creating, maintaining and disrupting institutions” (Lawrence & Suddaby, 2006, p. 215). Institutional work is, however, proposed to occur largely through the application of different vocabularies of motive, rhetoric, or linguistic claims (Suddaby, Saxton, & Gunz,
2015). This would, however, make the answer to the question of application of principles-based standards shift focus towards a perspective trying
to understand “the knowledgeable, creative, and practical work of individual and collective actors aimed at creating, maintaining, and transforming
institutions” (Lawrence & Suddaby, 2006, p. 219). The perspective of institutional work has previously been used in accounting research (e.g.,
Aburous, 2019; Kettunen, 2017; Suddaby et al., 2015), and it is interesting
in many ways. However, since the focus of this perspective is institutional
change, and how actors act and affect institutions, it does not enable an
exploration of the application of principles-based standards at an organizational level.
While perspectives such as institutional logics and institutional works
seem promising and despite the merits of these approaches to institutionalism, these perspectives do not fully capture the question of practice variation
both within and between companies. To explore this practice variation,
Lounsbury (2008) acknowledges that there is a need for new directions in
institutional analysis within accounting research. He emphasizes that there
are new insights to be made by broadening the scope beyond traditional
institutional research and that new directions of institutional analysis being
developed can help to open up this gap. To understand what really happens
within organizations, as well as thoughts and ideas that affect accounting,
we need to go further into organizations and also use theoretical perspectives that guide us. One suggestion, made by Lounsbury (2008), is to make
a connection between the actor-network theory (ANT) and institutional approaches.

22
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1.2.3 Actor context-focused explanations
There is a stream of accounting literature more actively using the actornetwork theory (ANT) as a starting point. This literature shifts focus towards the idea that the company applying principles-based standards actively needs to process the standards. ANT is a perspective usually connected to the concepts of translation and associations, relating to the process
of constructing a concrete representation of a complex problem, as in the
works of Callon and Latour (e.g., Callon, 1980, 1986; Latour, 1986, 1987).
This perspective has been used in accounting research frequently (see, e.g.,
Bukh & Jensen, 2008; Justesen & Mouritsen, 2011; Hartmann, 2013; S. D.
Becker, Jagalla, & Skærbæk, 2014). The ANT perspective is a mix of relationist, realist, and constructivist tendencies, working with concepts such as
actor and network, and as already mentioned, translation (Modell et al.,
2017). An actor is seen as more heterogeneous and contingent, and nonhuman entities are capable of agency, just as human beings.
ANT is an approach for investigating translations without trying to predetermine who the relevant actors are, what connects them, and how the
translation process will unfold (Modell et al., 2017). This perspective might,
therefore, give a less predefined answer to the overall research question. Instead, it might highlight the importance of the actor context and the relational aspects of where the question is framed. Making serious ANT research demands a deep understanding of the organization studied, requiring
a research method enabling the researcher to study the organization from
the inside (Modell et al., 2017). An explanation based on ANT would hence
be focused on the relational interactions between the actors and redefined
each time it is involved in the dynamics of a network. The explanation of
the application of principles-based standards is, from a more actor contextfocused perspective, very different from economic rationality or the traditional institutional ideas.
Some institutional-oriented literature borrows different concepts from
ANT; however, there is also accounting research that has an ANT-dominated view (Modell et al., 2017). There are also a few examples of ANT
studies specifically interested in how organizations make use of principlesbased standards. For instance, Mennicken (2008) studies the translation of
global standards. This study examines the challenges in the use of international standards, showing that it is not just a top-down process. In a similar
manner, in a semi-ethnographic study, Hartmann (2013) uses the translation concept with an ANT perspective, studying IFRS implementation issues. Bukh and Jensen (2008) study how three companies have incorporated
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intellectual capital statements into existing practices, developed, and
adapted (translated) it. The main focus of these studies (Bukh & Jensen,
2008; Hartmann, 2013; Mennicken, 2008) is on the actors within the local
context and their influence on the translation process. Both Mennicken
(2008) and Hartmann (2013) emphasize the importance of micro-level studies and highlight the inherent uncertainty of the standards. Just as in Hartmann’s (2013) case where the core of the issue was found in the link between management and financial accounting, the answer to the overall research question would, from the ANT perspective, be found in the relational
interactions of the actors.
New directions that can provide theoretical development and empirical
insight do not have to come from outside institutional theory, however.
Lounsbury (2008) suggests a connection between institutional approaches
and ANT because of the gap between the micro-processual studies and research concerning the broader institutional dynamics. To understand practice variation, arguably, there is also a possibility to stay within the institutional domain, but to explore the local context of meaning. That is, moving
beyond the micro-processual studies of the ANT and staying at an organizational level. Further, it is essential to understand various practices in order
to explain principles-based accounting. We need to further explore a particular understanding both within the organization but also between organizations. What is needed is a theoretical perspective that can provide ways
of finding modes of thinking within and between organizations that could,
in some sense, be generalized.

1.2.4 Explanations building on the local context of meaning
There is a strand of institutionally oriented research that concentrates on
the complex social dynamics which strengthen the vague nature of institutionalization. This research is seen traditionally within organizational theory. Here, researchers have focused on producing rich, ethnographic accounts of how institutional processes unfold, focusing on heterogeneity.
This perspective is focused on the context of meaning within the organization, arguing that even though there is a common basic idea, we need to
consider the context of the organizations. Since this context could be shifting from organization to organization, the explanations for the application
of principles-based standards could also vary. This would then explain divergence. Hence, the term “local context of meaning” refers to an organizational context where there is a certain understanding of the situation
where decisions and judgments connected to the application of principles24
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based accounting standards occur. This understanding could be about normative ideas concerning the relevance of accounting and what to achieve
with it. The concept of the local concept of meaning is also further elaborated on in Chapter 3.
However, contrary to organizational studies, this perspective has traditionally not been frequent within accounting research. A stream of research
seeking the explanation within the organization and drawing inspiration
from “Scandinavian institutionalism” (e.g., Czarniawska & Sevón, 1996,
2005; Sahlin-Andersson & Engwall, 2002) is mostly dominated by concerns
connected to institutional theory, such as how the interplay between institutional structures and human agents shapes new accounting practices
(Modell et al., 2017). This research has been used on rather vague management ideas and organization recipes, focusing on the understanding of the
context of meaning. However, this part of the literature also makes extensive use of the translation concept to explain institutional change as an ongoing process. They borrow the concept of translation from ANT since it
provides an understanding of how accounting practices and their meaning
change when travelling into different levels of the organizations (Adolfsson
& Wikström, 2007; Modell, 2005). As an example, translation may explain
why certain outcomes of the implementation can be seen in the organization
(Funck, 2007). Actors influence each other and are affecting the translation
process, but the translations are also affecting the different groups of actors.
Compared to traditional notions of institutional isomorphism, these
studies provide a richer understanding of how accounting practice varies,
travelling into different institutional settings (Modell et al., 2017). However, despite the contribution and the merits of this research, we still know
relatively little about the wider organizational environment connected to
principles-based standards (Robson, Young, & Power, 2017). There is also
a tendency that the phenomenon is studied limited to a certain organization.
It is important to capture the application at an organizational level, but
would it be possible to explain more generally the application of principlesbased standards while also taking the local context into account?

1.2.5 Finding a theoretical perspective
Assessing the options for answering the overall research question of how to
explain the application of principles-based accounting standards in organizations, all of the above perspectives have their merits. As discussed above,
previous research has provided us with explanations based on economic rationality, and the notion of the “economic man” that acts to maximize her
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or his own wealth. Others have considered the pressure of institutional isomorphism, often used in diffusion studies. Within this institutionally oriented stream of research, the concept of institutional logics has also been
used. Others have instead moved towards explanations that are more actorcentric such as institutional work, exploring how individuals’ active agency
affects institutions. There is even a shift of focus towards the relational interactions, building on an actor-network perspective. However, previous literature has still not provided us with empirical clarity regarding the application of principles-based accounting standards that actually come about
within organizations. The main focus has previously been at a macro level.
While the actor-network perspective would enable a micro-level perspective, providing organizational oriented insights, it would not offer the potential general features, as the similarities between the different local contexts of meaning (Scandinavian institutionalism) can provide.
There are theoretical arguments for approaching the exploration of the
application of principles-based accounting standards from a perspective of
Scandinavian institutionalism. The fact that principles-based standards allow for local judgment will steer the focus towards an explanation inspired
by Scandinavian institutionalism. Again, previous research has mainly used
this perspective in a rather indefinite way, focusing on phenomena such as
the circulation of management ideas (Czarniawska & Joerges, 1996; Czarniawska & Sevón, 2005; Wedlin & Sahlin, 2017). Developing an understanding inspired by Scandinavian institutionalism as a starting point would
aid in understanding the judgments and decisions made by organizations
when applying principles-based accounting standards. The phenomenon of
this study could be understood as a form of concretization (Røvik, 2000).
This means that within an organization, there are interpretations and explicating efforts in order to transform something from the general to the specific, making it into routines and activities. Hence, more specifically, a perspective building on Scandinavian institutionalism will facilitate the exploration of the application of these standards in organizations for three main
reasons.
Firstly, building on a Scandinavian institutional tradition provides the
theoretical possibility to study the local context of meaning of the application of principles-based accounting standards. Using this perspective within
the context of principles-based accounting standards would allow for explaining judgments that are made within a local context. Again, the application of principles-based accounting standards requires the exercise of
judgments and interpretations. While such judgments and interpretations
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may vary to certain degrees depending on the organizational context, there
may, however, be a common pattern to this divergence that could be explained within the frame of this study. Using a perspective with the potential
to study this phenomenon from a local context would provide a richer understanding of the accounting practice.
Secondly, using this theoretical perspective enables an exploration of how
principles-based standards are made explicit or more specific when taken
into the organizational context. Explaining the application of principlesbased standards in this way would mean that the actual principles-based
standards, as such, are the basis for decisions and judgments. This would,
at the same time, mean paying attention to subjective issues, which is the
actual practice within the organization. However, somewhere in between
these two components, there is a general pattern of the application of principles-based standards that could be understood from Scandinavian institutionalism.
Thirdly, since principles-based standards are in some ways open for interpretation within the organizations, we cannot view this phenomenon
only from a homogeneity point of view, such as a perspective building on
institutional isomorphism pressures would provide. Nor can we only keep
a heterogeneity point of view, in line with an actor-network perspective.
Rather, explanations for the application of principles-based accounting
standards will have to cover both these points of view. As Sahlin-Andersson
(1996) argues, even if there is a homogeneity in the packaging of the standard, the actual practice might reveal heterogeneity.
These three reasons highlight the possibility to integrate the explanations
above by using the tools available in the institutional tradition to study the
meaning systems within the organization, however not excluding the possibility of the influence of instrumental concerns that might characterize certain judgments and interpretations. The above three aspects will, therefore,
make up the main approach and provide a theoretical base for the findings
in this study, which will be carried out in several organizations to understand the application of principles-based accounting standards. In Chapter
3, the theoretical perspective of the study will be discussed further.

1.3

Finding an empirical example of principles-based standards

When exploring the phenomenon of application of principles-based standards, there are some of the international accounting standards that are illustrating the characteristics more clearly than others. The standard of financial instruments (IAS 39) is one example that has been used previously
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in research (Hartmann et al., 2018), and the standard on leases (IAS 17) is
another common subject of study (Agoglia et al., 2011; Collins et al., 2012;
Jamal & Tan, 2010). Many choose to make an overall take on the subject,
studying IFRS in general, not specifying the standard (e.g., Aburous, 2019).
A clear example of the characteristics of a principles-based standard might
be the IASB standard on intangible assets (IAS 38). IASB defines intangible
assets as “identifiable non-monetary assets without physical substance”. Intangibles involve, by nature, “[…] more complex information than other
types of corporate assets (e.g., physical and financial assets) due to the high
uncertainty in the value of intangibles, fuzzy property rights on the asset,
and lack of active markets and reliable value estimates for most intangibles”
(Gu & Wang, 2005, p. 1674). Consequently, the high information complexity of intangibles increases the difficulty of producing information and
making forecasts. Capitalization of development expenditures imposes additional complexities for the analyst, for example, when making forecasts.
For instance, they need to differentiate between capitalized development
costs and expensed research and development costs to make a reasonable
forecast (Dinh, Eierle, Schultze, & Steeger, 2015). This complexity makes
the case of intangibles not only interesting, but a prime example illustrating
the inherent uncertainty of principles-based standards. Again, the general
question of this study is focused on the application of principles-based accounting standards in organizations. To proceed to understand the application of principles-based accounting standards, using a standard dealing with
intangible accounting issues will be the empirical example of this study.
First, however, intangibles and the international standard for it should
briefly be introduced (an extended introduction is provided in Chapter 2).
Intangibles include all resources that, although lacking physical substance, contribute future benefits to the organization to which they belong
(Castilla-Polo & Gallardo-Vázquez, 2016). The international standard for
intangible assets is named “IAS 38 Intangible Assets”. As the name of the
standard reveals, in the set of IFRS, this standard is especially designed for
intangible assets and an essential part of it is about accounting for research
and development. IAS 38 requires the capitalization of intangible assets
when economic benefits can be demonstrated. Capitalization refers to the
recordation of a cost as an asset rather than an expense. Intangible assets
are identifiable non-monetary assets without physical substance. The recognition criterion is met when the intangible asset is separable (that is, when
it can be sold, transferred, or licensed) or where it arises from contractual
or other legal rights. An intangible asset meeting the relevant recognition
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criteria should, according to IAS 38, initially be measured at cost, subsequently measured at cost, or be capitalized and amortized on a systematic
basis over its useful life (unless the asset has an indefinite useful life, in which
case it is not amortized). When recognized as an asset, the balance sheet
structure of the company is affected, which has consequences for the value
of the entire company.
It should be noted that the classification used by accounting standard
setters such as the IASB are generally limited to mainly two criteria of intangible assets: their identifiability (identifiable or non-identifiable) and the
way they are acquired (internally generated intangibles and intangible assets
acquired in a business combination). As Zéghal and Maaloul (2011) argue,
intangible assets acquired in a business combination are not usually causing
accounting issues since these assets are recognized at the time of the purchase. It is instead when the asset is internally generated by the company
that accounting problems could arise.
Internally generated intangible assets are a central aspect of innovation
within the corporate world. Such intangibles, e.g., research and development related to software, digital development, systems architecture, design,
or planning, may be the result of a research and development process where
it is not altogether clear when the intangible has reached a state where it
could be recognized as an asset.
IAS 38 stipulates criteria as to when, during the research and development process, a product turns into something of commercial utility.
Through judgments of accounting, the company defines when a product
actually becomes an innovation. This issue is vital from an innovation as
well as an accounting perspective, not least due to the substantial financial
consequences that the recognition of an intangible asset may bring about.
Accounting for research and development has been, and still is, a controversial issue. Some argue that research and development expenditures
are investments and should be capitalized (e.g., Lev & Sougiannis, 1996),
while others question the reliability of such information (e.g., Kothari,
Laguerre, & Leone, 2002). Other standard-setters, however (e.g., FASB),
fear possible earnings management and prefer immediate expensing of research and development. The literature has found conflicting evidence in
different settings (for a summary, see, e.g., D. J. Skinner, 2008; Zéghal &
Maaloul, 2011).
In the standard regarding intangible assets (IAS 38), one criterion of
recognition of development costs as an intangible asset is the likelihood that
future economic benefits will flow to the firm because of the project. If the
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company is able to demonstrate that the asset will generate probable future
economic benefits, it should be recognized as an asset; if the company is not
able to demonstrate this, it should not be recognized as an asset. However,
as Zeff (2007) points out:
[…] an interesting question surrounds the term probability. The words ‘probability’ and ‘probable’ appear many times in IFRS, but do they mean a 60%,
80%, or 90% likelihood? The Germans may make a conservative estimate
of probability, while others may adopt a lower, or less strict, percentage as
the equivalent of probability. What is meant by ‘probability’ and ‘probable’?
‘More likely than not’? These terms can be defined or interpreted differently
from country to country and therefore can impair international convergence
and comparability.
(Zeff, 2007, p. 297)

Decisions and judgments regarding accounting issues as the one above
might have quite an impact on the financial reports presented to both
internal and external stakeholders. The internal generation of intangibles and the prerequisites for capitalization are, to a large part, dependent on decisions and judgments made within the organization. The issue
of when, how, and why an internally generated intangible asset is capitalized is largely at the discretion of the individual organization and,
thus, highly related to judgments and interpretations made at an organizational level.

1.3.1 The specific research question
The case of intangibles will be explored and used in order to answer the
overall research question and explain the application of principles-based accounting standards in organizations. Given the reasoning above, more specifically, the study will identify rules and rationales for the valuation of internally generated intangibles in line with the requirements of the accounting standard IAS 38, which allows for substantial freedom of judgment in
the valuation of the asset. The thesis will, therefore, also approach the following specific research question:
How can the valuation of internally generated intangibles in organizations
be explained?
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Answering this question will develop an understanding of the rules and
rationales for the valuation2 of intangibles in organizations. In this context, rules are not to be understood in juridical terms, but as deliberate
courses of action related to a specific accounting practice. Thus, rationales
refer to the logics overarching the rules. These rules and rationales are
used as analytical concepts in line with the theoretical understanding guiding this thesis.
While the perspective of Scandinavian institutionalism (Røvik, 2000;
Sahlin, 2013; Sahlin-Andersson, 1996; Wedlin & Sahlin, 2017) was developed within organizational research to explain how translation processes occur (Sahlin & Wedlin, 2008) and traditionally has been applied
within organizational studies, it has been less frequent within accounting
research (e.g., Funck, 2007; Matsubara & Endo, 2017; Mennicken, 2008)
and not at all in combination with research on intangibles. The study will
explore the actual application of the valuation of internally generated intangibles. This means certain common features will be identified when
companies consider accounting issues connected to internally generated
intangibles. Through an organizational level approach, rules and rationales will be identified to explain the valuation of intangibles in a local
context. This will be done not in isolation, but as a way of exploring the
overall research question.
An empirical study was carried out to answer both research questions.
In short, this study has a design consisting of multiple cases, including 23
listed contemporary Swedish companies of different sizes and industries,
all of which are applying the principles-based standard of IAS 38. Interviews with respondents in these companies responsible for the consolidated financial statements, or key individuals with equivalent knowledge
and insight of the consolidation process, aid in exploring how the standard for internally generated intangibles (IAS 38) is applied, but also in
explaining the more general application of principles-based accounting
standards in organizations.

2

Throughout this dissertation, the general term “valuation” will be used when discussing the
accounting issues for intangibles. This term then includes issues such as recognition, cost
calculation, measurement, finite/indefinite life, useful life, and amortization.
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1.4

Readers’ guide

The remaining part of the paper proceeds as follows: Chapter 2 is an introduction to the setting of the study. It provides an understanding of intangibles and the international standard dealing with intangible assets. The
reader gets an overview of the challenges concerning intangibles and, more
specifically, research and development costs. Chapter 3 is a theoretical foundation and literature review of how to understand the application of principles-based standards at an organizational level through a theoretical perspective. The theoretical perspective is derived from a strand of institutional
theory developed by, e.g., Czarniawska & Joerges (1996), Sahlin & Wedlin
(2008) and Sahlin-Andersson (1996) and has often been labeled as Scandinavian institutionalism. In the chapter, there is a discussion about the relevance of viewing the phenomenon of the application of principles-based
standards as shaped within a local context of meaning, which then concentrates on the situation where judgments and reasoning behind decisions occur. The concept of rules is also discussed and suggested as a tool for understanding regularities and differences within the application.
Chapter 4 is concerned with the methodology used for this study. In
short, this research project has a design that allows for gathering data from
several different organizations. Listed Swedish companies of different sizes
and industries dealing with intangible accounting decisions and judgments
are included to allow for a mix of different types of organizations. This
chapter also includes a discussion of the methods used when collecting and
analyzing the data.
Chapters 5 and 6 offer a comprehensive account and analysis of the findings from the empirical study. In Chapter 5, application rules for the valuation of intangible assets are identified, and a number of empirical explanations are elaborated on. These are related to how valuation during not only
the research and development phase but also the post-development phase
can be explained. It is proposed that there is a need to understand how
decisions are made and that there is a certain pattern that can be applied in
a more general way. It is suggested that instead of viewing it as arbitrary
because of its intrinsic subjectivity, it is possible to categorize the basics for
the judgments used in the valuation decisions. In the chapter, the application
rules are therefore derived inductively from the empirical material in Chapter 5 and developed further in Chapter 6. Also, the rationales for valuation
during the phases connected to research and development are discussed in
Chapter 6. These two rationales could be treated as the reasons for the
above rules-based applications.
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In the final chapter of the thesis, Chapter 7, conclusions and contributions are discussed in relation to the research questions. The chapter is finalized by addressing practical and managerial implications and by outlining ideas for further research. This chapter answers the questions of how
the valuation of internally generated intangibles in organizations can be explained and how the application of principles-based accounting standards
in organizations can be explained.
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2 Understanding intangibles
As noted in the previous chapter, according to the European Union (EU)
(EU, 2002), companies listed on a stock exchange within the EU are required to apply international accounting standards in their consolidated financial statements. This requirement has been in force since 2005 for companies with listed shares. The financial accounting standards to be applied
are IFRS. After initial development by the IASB, these standards must be
endorsed by the EU to have legal enforcement power.

2.1

Recognition of intangible assets

In the IFRS, there are two standards especially designed for consolidated
financial statements in general and intangible assets in particular. The IFRS
3 Business Combinations deals with acquisitions and intangibles in connection with acquisitions and will mainly be outside of the scope of this study.
Since the thesis is using internally generated intangible assets as the main
example of principles-based accounting, and accounting for research and
development in particular, the focus in terms of accounting standards will
instead be on IAS 38 Intangible Assets.
Companies may be involved in the creation of various types of internally
generated intangible assets. Examples of these are brands, publishing titles,
and customer lists. Recognition of these intangible assets when they are internally generated is difficult because when the costs are incurred in developing these assets, any future economic benefits to the entity are uncertain.
Also, such expenditures cannot be distinguished from the cost of developing
the business as a whole. IAS 38 allows for an intangible asset to be recognized if the future economic benefits attributed to the asset are probable,
and the cost of the asset can be measured reliably. However, IAS 38 expressly prohibits the recognition of internally generated brands, mastheads,
publishing titles, customer lists, and items similar in substance. Other examples of items that are expensed as incurred include start-up costs, expenditures for training, advertising, and promotional activities. Internally
generated goodwill is not recognized as an asset because it is not an identifiable resource controlled by the entity that can be measured reliably at cost.
Thus, internally generated goodwill is not recognized as an asset because it
is not an identifiable resource controlled by the entity that can be measured
reliably at cost.
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2.2

Recognition of internally generated intangible assets

IAS 38 Intangible Assets outlines the accounting requirements for intangible
assets, which are identifiable non-monetary assets without physical substance. The identifiability criterion is met when the intangible asset is separable (that is, when it can be sold, transferred, or licensed) or where it arises
from contractual or other legal rights. Intangible assets meeting the relevant
recognition criteria are initially measured at cost (a value that is equal to
what was paid for them), subsequently measured at cost, or using the revaluation model (a valuation model based on fair value) and amortized on a
systematic basis over the assets’ useful lives (unless the assets have an indefinite useful life, in which case it is not amortized).
The general principle for IAS 38 is that internally generated intangible
assets are to be expensed when they are incurred. For example, IAS 38 explicitly states that internally generated goodwill may not be recognized as
an asset because it is not an identifiable resource controlled by the company
that can be measured reliably at cost. Goodwill is intentionally not included
in the list of potential intangible assets because it is a non-identifiable intangible asset. There are, however, two exceptions to the above principle (that
internally generated intangible assets are to be expensed when they are incurred). Firstly, when computer software is not an integral part of the related hardware, software is to be treated as an intangible asset. If computer
software, in particular, is either purchased or developed internally and the
amount is material, it is capitalized. Secondly, under certain circumstances,
expenditures classified as development expenditure can be capitalized. The
IASB divided the process of generating an intangible asset into a research
phase and a development phase. The terms research phase costs and development phase costs are employed to avoid some of the difficulties in differentiating between research costs and development costs. According to IAS
38, the above terms have broader meanings than research costs and development costs.

2.2.1 Phases connected to research and development
The IAS 38 requires that specific focus be devoted to the research and development aspect of intangibles. The accounting for research and development has been, and still is, a controversial issue. Some argue that research
and development expenditures are investments and should be capitalized
(e.g., Lev, 2008; Lev & Sougiannis, 1996), suggesting that research and development is a long-lived asset that influences future profitability (e.g.,
Ballester, Garcia-Ayuso, & Livnat, 2003; Sougiannis, 1994). Also, research
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and development costs are positively related to market value (Shevlin, 1991;
Sougiannis, 1994) and value-relevant information to investors (e.g., Healy,
Myers, & Howe, 2002; Monahan, 2005). This is of particular importance
to, for example, IT companies developing their own software. According to
previous research (e.g., Lev & Sougiannis, 1996; Oswald & Zarowin,
2007), capitalization severely affects the market value, capital structure,
and, possibly, profitability.
Others (if fewer) question the reliability of such information and stress
the lack of reliable evidence of future economic benefits (e.g., Kothari et al.,
2002; D. J. Skinner, 2008). These supporters of expensing also refer to the
benefits of consistency and comparability, pointing out that such benefits
trump the costs identified by the supporters of capitalization. Additionally,
reliability and the risk of earnings management policies are underscored by
supporters of the most conservative accounting treatment. In particular, expensing is preferable to capitalization because it increases the objectivity of
financial statements. That is, it eliminates the opportunity for managers to
capitalize costs of projects that have low probabilities of success or to delay
impairment of research and development assets (Nelson, Elliott, & Tarpley,
2003).
In IAS 38, two separate phases are identified, the research phase and the
development phase. Following the research and development phases, as will
be elaborated on later in the chapter, a third phase would arguably be essential in connection with the research questions of this study. Even though
not explicitly mentioned in IAS 38, this phase could be referred to as the
post-development phase.

Recognition

Research Phase

”Launch”

Development Phase

Post-Development Phase

Figure 1. Phases connected to research and development
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Research phase
Research is defined in IAS 38 as original and planned investigation undertaken with the prospect of gaining new scientific or technical knowledge
and understanding. Within this aim of obtaining new knowledge, activities
such as the search for applications of research findings, the search for alternatives for materials or the like, and the design of possible alternatives for
new or improved materials are employed.
Historically, different national standards allowed (note, not required)
companies to capitalize certain research costs (see e.g., Cazavan-Jeny &
Jeanjean, 2006; Khadaroo & Shaikh, 2003; Prencipe, Markarian, & Pozza,
2008). This left the managers flexible in deciding how to account for their
research (and also development) costs (whether to record them as an expense on the income statement, or as an asset on the balance sheet). The
standards usually distinguished between two different types of research,
basic research and applied research. Basic research consisted of studies, surveys, and experiments that did not refer to a specific project, normally carried out for the general utility of a company (e.g., market research, updating, etc.). Applied research consisted of studies, surveys, and experiments
that referred to specific projects. Although the costs borne for basic research
were to be expensed, the costs related to applied research (and development)
could be capitalized if certain conditions were met. Managers oversaw separating basic research from applied research (and development costs), of
verifying the occurrence of the above-mentioned conditions, many of which
were subjective, and of deciding whether to capitalize or expense such costs.
International standards historically (IAS 9) allowed (still, not required)
only development costs to be capitalized. According to current international
standards (IAS 38), companies are considered not to be able to prove that a
project during the research phase will generate probable future economic
benefits since the research phase is too far from commercial production.
Since the IASB does not consider that internally generated costs from the
research phase fit the definition of an intangible asset, they are to be expensed when they are incurred.
Development phase
Development is the application of research findings or other knowledge to
a plan or design to produce new or substantially improved materials, devices, products, processes, systems, or services before the commencement of
commercial production or use. Development is more closely related to the
earnings process than research.
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The IASB gives some examples of development activities. One example is
the design, construction, and testing of pre-production or pre-use prototypes and models. Another is the design of tools, jigs, molds, and dies involving new technology. A third example would be the design, construction,
and operation of a pilot plant that is not of a scale economically feasible for
commercial production, and a fourth is the design, construction, and testing
of a chosen alternative for new or improved materials, devices, products,
processes, systems, or services.
While development capitalization was historically allowed on a discretionary basis in some countries under domestic accounting principles (e.g.,
Australia, France, and the UK), development capitalization under IAS 38 is
mandatory when the necessary conditions are met3.
The factors that the company must satisfy for capitalization primarily
relate to the existence of a clearly identifiable product or process and evidence of its technical and commercial feasibility. They also need to have the
intention and ability to complete the developments and use or sell them. To
satisfy the factors of completing, use and to generate economic benefits from
the intangible asset, a business plan or a loan commitment would be acceptable.
One factor evaluates the likelihood that future economic benefits will
flow to the firm because of the project. In the development phase of an internal project, an entity can, in some instances, identify an intangible asset
and demonstrate that the asset will generate probable future economic benefits. This is because the development phase of a project is further advanced

3

Development costs are recognized as intangible assets if, and only if, all of the following
factors can be demonstrated (this is the exact wording in IAS 38 paragraph 57 a-f):

(a) the technical feasibility of completing the intangible asset so that it will be available for use
or sale.
(b) its intention to complete the intangible asset and use or sell it.
(c) its ability to use or sell the intangible asset.
(d) how the intangible asset will generate probable future economic benefits. Among other
things, the entity can demonstrate the existence of a market for the output of the intangible
asset or the intangible asset itself or, if it is to be used internally, the usefulness of the
intangible asset.
(e) the availability of adequate technical, financial, and other resources to complete the development and to use or sell the intangible asset.
(f) its ability to measure reliably the expenditure attributable to the intangible asset during its
development.
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than the research phase. A company assesses the future economic benefits
to be received from the asset using the principles in IAS 36 Impairment of
Assets to demonstrate how an intangible asset will generate probable future
economic benefits. If the asset will generate economic benefits only in combination with other assets, the entity applies the concept of cash-generating
units in IAS 36.
Availability of resources to complete, use, and obtain the benefits from
an intangible asset can be demonstrated by, for example, a business plan
showing the technical, financial, and other resources needed to complete the
output of the intangible asset. The same applies to the company’s ability to
secure those resources. In some cases, a company demonstrates the availability of external funding by obtaining a lender’s indication of its willingness
to fund the plan, a loan commitment.
A company's costing systems can often reliably measure the cost of generating an intangible asset internally, at least if expenditures are directly
related to specific projects. Directly related expenditures include costs of
materials and services, costs of employee benefits arising from the project
in question, borrowing costs, fees to register a legal right and amortization
of patents and licenses that are used to generate the intangible asset. The
cost of an internally generated intangible asset is the sum of expenditure
incurred from the date when the intangible asset first meets the recognition
criteria.
Under IAS 38, if it is not possible to determine which phase a cost has
been incurred in, it is deemed to have been incurred in the research phase,
and the cost is therefore required to be immediately expensed.
Markarian et al. (2008) argue that although IAS 38 allows companies to
capitalize development costs, the inherent subjectivity of the validation process permits management to exercise discretion in deciding whether the conditions of IAS 38 have been satisfied. In essence, IAS 38 gives management
considerable flexibility regarding the treatment of development costs. Dinh
et al. (2016) have the same line of reasoning, adding that since the application of these conditions requires managers to make judgments, development
capitalization under IAS 38 remains subject to managerial discretion and
possible earnings management. However, Dinh et al. (2016) also suggest
that the conditions are restrictive, and applying them would lead to, under
IAS 38, only development expenditures from development projects which
are highly likely to be successful being capitalized.
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Post-development phase
When an intangible asset has passed through the research phase and by capitalization transferred into the development phase, the next, subsequent
phase could be referred to as the post-development phase. The post-development phase would be the period when the development is complete and
is ready for its intended use. In IAS 38, this phase is covered indirectly, by
dealing with issues such as “measurement after recognition”, “useful life”,
and “retirements and disposals”. This phase starts when commercial production begins or when the developed product/service comes into use. In
IAS 38, this point in time is described in words such as “when the asset is
available for use” and “capable of operating in the manner intended by the
management”. This is also the start of the useful life of the intangible asset
and the point in time when it is possible to start the amortization, provided
that the company assessed that the asset has a finite useful life.
In other words, this means that intangible assets with finite useful lives
are amortized in IAS 38. Amortization is carried out on a systematic basis
over the useful life of the intangible asset. Once development costs have
been capitalized, the asset should be amortized in accordance with the accruals concept over its finite life. Amortization must only begin when commercial production has started (hence matching the income and expenditure
to the period in which it relates). Intangible assets with finite useful lives are
considered for impairment when there is an indication that the asset has
been impaired.
Considering the rather distinct wording of IAS 38 regarding amortization, companies can have significant estimates and judgments related to
changes in value for the intangible assets (Sacer, Malis, & Pavic, 2016).
Changes in value can be described in three different ways. Firstly, a decrease
in value can be carried out on a systematic basis, reflected in amortizations.
Secondly, a decrease in value can be carried out on an unsystematic basis,
following unexpected or unforeseen events. This kind of change in value
would be reflected by impairments. Thirdly, an asset could also increase in
value.
The useful life of an intangible asset can be used to define how the
changes in value are to be treated. Useful life is treated in IAS 38 as either
definite or indefinite. The term indefinite does not mean infinite, however.
Rather, it reflects uncertainty in estimating a time frame of future economic
benefits from the intangible asset. That is, an intangible asset has an indefinite useful life when, based on an analysis of all the relevant factors, there
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is no foreseeable limit to the period over which the asset is expected to generate net cash inflows for the entity. Intangible assets with indefinite useful
lives and intangible assets not yet in use are tested annually for impairment
and whenever there is an indication of impairment.
Each development project must be reviewed at the end of each accounting
period to ensure that the recognition criteria are still met. If the criteria are
no longer met, then the previously capitalized costs must be written off to
the income statement immediately. Any expenditure written off during the
research or development phase cannot subsequently be capitalized if the
project meets the criteria for recognition later.

2.3

Aspects of interest

Even though many scholars have taken an interest in recognition of internally generated intangible assets, previous research has been subject to criticism. Kaufmann and Schneider (2004) raise the questions of theoretical
grounding and practical usefulness. Few examples of empirical work exist,
Kaufmann and Schneider (2004) argue, and the literature generally lacks a
theoretical framework that could be used and tested. They suggest that various organizational theories could be applied to intangible accounting research in order to investigate whether they could offer any explanations.
Other scholars, e.g., Zéghal and Maaloul (2011), have called for further
research in this area and specifically for qualitative research, including interviews with managers and investors. They suggest that further research
should focus on how managers and investors handle and interpret standards
in different ways.
Two aspects deserve attention considering this criticism, in particular
with regard to the extant research. Firstly, regardless of how the standards
are designed regarding the financial reporting of intangibles, a certain level
of judgment and estimation is unavoidable (provided that the standards are
principles-based, which is the case of IAS 38). Using Psaros’ (2007) words,
principles-based accounting standards contain few (if any) formal rules.
They are documents of broad principle, which rely on the user of the standard to apply principles and professional judgment in respect of the accounting issue at hand. The intention of the standard should be paramount in the
eyes of the user of the standard.
(Psaros, 2007, p. 528)
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As Psaros argues, accounting judgment is an often-neglected area within the
literature. Although the judgments of auditors have been the focus of research for decades, the judgments of accountants have not received the same
priority. The potential problem of bias in professional judgment has been
discussed over a long period of time (see, e.g., Chlala & Fortin, 2005; R.
Skinner, 1995). However, standards are implemented and applied at an organizational level, and by doing so, not only active judgments within organizations are of interest, but also their interrelation with project management
is highly relevant. An increased understanding of the organizational context
of meaning seems crucial.
Secondly, and related to the first aspect, complexities and dilemmas related to the interpretation of a global standard into a local setting need to
be investigated from an organizational perspective. Apart from a few examples (e.g., N. Albu & Albu, 2012; Hartmann, 2013), we know little about
this within financial accounting. Arguably, there are important insights
made in the literature concerning the application of accounting standards,
mostly in the aspect of implementation but also, to some degree, the application of principles-based standards. However, the questions of how to explain the application of principles-based accounting standards in organizations and how the valuation of internally generated intangibles in organizations comes about are still to be answered. Principles-based accounting
standards need to be studied in their relation to the organizational realm,
that is, regarding their use and application in companies. Thus, it is necessary to understand both innovation regarding intangibles as such (what it is
and when it comes about) and how judgments in connection with innovation are used and related to various concerns of the company. Being a question of the organization, at the same time it is also something that could be
discussed in more general terms. There ought to be certain general patterns
emerging from the application of the principles-based accounting standards.
There should be a way of understanding the valuation of internally generated intangibles in organizations more consistently. Hence, there is a need
to find analytical and theoretical frameworks that facilitate answering such
basic questions from both a local perspective and in a more general sense.
To proceed, as already mentioned in the previous chapter, using a theoretical perspective takes into account both local context and allows for a
more general understanding of the application of principles-based standards. Using this perspective will facilitate the exploration of how principlesbased standards are applied within the organization. A Scandinavian institutionalism perspective (Czarniawska & Joerges, 1996; Sahlin-Andersson,
SIMON LUNDH Application of Principles-based Accounting Standards

43

1996; Røvik, 2000; Sahlin & Wedlin, 2008) will regard practice, formal
structures, or ideas as not passively transferred from one setting to another.
Instead, they are changed as they travel into new contexts. The next chapter
will be devoted to proceeding with this theoretical perspective to understand
the application of principles-based accounting standards in organizations.
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3 Understanding the application of principlesbased standards – a theoretical perspective
Companies often claim in their financial reports that they are “preparing
financial statements in accordance with IFRS”. It is easy to get the impression that this would entail that these companies also apply principles-based
standards (such as IFRS) in a homogeneous way. The meaning of the claim
above might, however, fluctuate with the translation of the accounting
standards. The notion that an idea is contextualized and made explicit
within an organization (Røvik, 2000, 2008; Sahlin-Andersson, 1996;
Wedlin & Sahlin, 2017) is transferable in many ways to the accounting
judgments and decisions in the application of principles-based accounting
standards. Just like the arguments of, for example, Sahlin (2013), where a
management idea is being packaged with clear labels and stories, it is also
simultaneously characterized by ambiguity as it is translated across contexts, meaning that the outcome might vary. This could be transferable to
the phenomenon of principles-based standards. In the same way, the standard might be packaged with clear labels and stories, however simultaneously
ambiguous as the standard creates room for judgment, dependent on decisions and judgments. The idea of principles-based standards is to facilitate
the application of the standards in many settings and in different contexts.
However, the individual organization faces the ambiguity when it comes to
how to deal with the application in practice. Thus, the application of principles-based accounting standards could be linked to a range of different
local concerns and issues. Since such standards are in some ways open for
interpretation within the organizations, the explanations for the application
of principles-based accounting standards could also be open-ended and
cover different perspectives. Hence, as argued in Chapter 1, there are reasons for approaching the understanding of the application of principlesbased accounting standards from a Scandinavian institutionalism perspective (cf. Røvik, 2000; Sahlin, 2013; Sahlin-Andersson, 1996; Wedlin &
Sahlin, 2017).

3.1

Local context of meaning

There is one part of the literature that focuses on management accounting
innovations being adopted and translated within organizations (e.g.,
Hyndman et al., 2014). Previous research within this part of the literature
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has used this perspective in a rather indefinite way, usually focusing on phenomena such as the circulation of management ideas (Czarniawska &
Joerges, 1996; Czarniawska & Sevón, 2005; Wedlin & Sahlin, 2017). Thus,
research within this area takes an interest in the organizational context
where there is a certain understanding regarding the situation where decisions and judgments occur. In other words, this kind of research takes an
interest in the local context of meaning. Within this literature, certain concepts have been developed as alternatives to traditional institutional concepts. The concept of translation, for example, has been used, not in a linguistic sense but to point out “the simultaneous processes of movement and
transformation; things change as they are moved” (Wedlin & Sahlin, 2017,
p. 109). This means that ideas are translated and travel further down into
organizations. The ideas materialize into, for example, concrete models,
presentations, or books. Importantly, formal structures or ideas are, according to this literature, not passively transferred from one setting to another.
Rather, they are changed as they are copied into new contexts (Suárez &
Bromley, 2016).
In this perspective, context signifies meanings such as values, norms, and
experiences within the organization (see, e.g., Røvik, 2000). This concept
of translation helps us understand how ideas shape, and are shaped by, the
contexts these ideas pass through. Furthermore, the concept of editing has
been used in order to explain how translation processes occur (Sahlin &
Wedlin, 2008), as templates are drawn from the environment but actively
shaped and reshaped by local participants (Sahlin-Andersson, 1996). Individual actions and variations are central since editing is focused on externally derived influences. Building on the local context of meaning would,
therefore, facilitate the understanding of the application of principles-based
accounting standards at an organizational level through explaining heterogeneity (and homogeneity if similar understandings).
Again, when considering the concept of context within this perspective,
it could be about normative understandings and explanations (Røvik,
2000). In a similar way, when referring to the concept context of meaning,
it could be about the way people within the organization are thinking and
reasoning: that is, that their interpretations are building on particular experiences and normative understandings of accounting within the organization as such. The focus of this thesis is on a phenomenon that is shaped
within a local context of meaning, which concentrates on the situation
where the judgments and the reasoning behind decisions occur. When ex-
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ploring the application of principles-based standards such as valuation situations, the context of meaning is characterized by the specific situation in
which companies valuate and later recognize intangibles. The interpretations are made on the basis of values and norms within the organization.
The understanding is referring to their experience, which means that there
are different ways of thinking and interpretations, leading to different judgments and decisions. There is most likely a kind of process behind these
decisions, but the primary focus is the situation and the decisions following
that process, and the explanations for these decisions.
It is important to note that it is not about corporate characteristics when
discussing the context of meaning in this study, which also, in some sense,
could be called empirical context (c.f. Messner, 2016). There could be specific and practical issues relating to industry (sector), corporate size, or similar characteristics of the organizations. It could also be presumed that depending on the corporate characteristics of the companies, there could be
certain patterns in the application of the accounting standard. Different industries might make different decisions where possible, and the judgments
between larger and smaller companies might differ. If these differences
would appear very clearly, they are certainly of interest. Such corporate
characteristics may matter for interpreting the findings of the study. However, again, it is not these corporate characteristics that are referred to when
discussing and analyzing the context of meaning. Instead, the main interest
of this study is in line with the institutional perspective, building on Scandinavian Institutionalism (Røvik, 2000; Sahlin & Wedlin, 2008; Sahlin-Andersson, 1996; Wedlin & Sahlin, 2017). This means that the main interest
regarding the context of meaning is instead about understanding how and
possibly why people in the organization reason the way they do in terms of
accounting. This study attempts to find out how the application of principles-based accounting standards in organizations can be explained. The formulations of the explanations are found within the organization. In this
study, the local context of meaning is primarily about the understanding of
the reasoning within the accounting judgment situation.
Røvik (2000) discusses how organizations are trying to interpret and explicate a concept so that it can provide established routines for the organization. Røvik (2000) calls this concretization. It contains a modifying aspect
where interpretation allows for adjustments in practice in different ways.
As Wedlin and Sahlin (2017) argue, through application and interpretation,
the concept or idea (or as in the case of this study, the accounting standard)
is made more explicit in order to understand it more clearly. This might,
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however, alter the original intention. It could, more or less, alter its focus,
content, and meaning. Even small reformulations may change the meaning
or focus when transferred from one context to another (Wedlin & Sahlin,
2017). Even though the text remains the same, it does not mean that the
meaning remains the same as it is interpreted within a new context. When
considering the application of principles-based standards, it resembles the
characteristics of this concretization approach. That is, the organization is
interpreting and explicating the standard so that it can be used in its daily
routines. For example, this could mean that an accounting standard,
through its principles-based characteristics, is perceived as vague and ambiguous in some respects. Because of that, the organization applying this
accounting standard might, therefore, try to interpret and explicate the main
elements of the standard into day to day routines and instructions.
Literature using the translation concept usually makes a distinction regarding the level of analysis. Røvik (2000) discusses the difference between
translation at a field level and an organizational level. The field level has
been described to be made up of organizations that have certain activities
in common, and where organizations know and identify with others within
the field (Røvik, 2000; Sahlin-Andersson, 1996). While at a field level,
translations are carried out by authoritative actors within the field, providing guidance for the more peripheral organizations, translations at an organizational level are known to be more comprehensive and carried out internally within the individual organizations before routines and procedures
are settled (Røvik, 2000). At an organizational level, Røvik (2000) is describing adaptation and translation at an organizational level to be characterized by adjustments and making vague concepts more specific.
Explaining the application of principles-based accounting standards at an
organizational level means that formal standards and external components
such as the actual regulations and standards (e.g., IFRS) are taken into account. At the same time, it is significant to pay attention to components that
are subjective, since this is inherent in the character of a principles-based
standard. Importantly, however, there might be a general pattern of the application of principles-based standards that could only be understood generally. This is essential in order to understand the decisions and judgments theoretically. It is also why the analysis is done at an organizational level. An
analysis at an organizational level, in combination with a Scandinavian institutionalism perspective, would explore the “black box” in between the accounting standard and the general arbitrariness and subjectivity.
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Two quite central concepts when discussing practice within institutional
literature are homogeneity or heterogeneity. As Sahlin-Andersson argues
(1996), in order to make sense of homogeneity and heterogeneity, we need
to understand how practice is shaped and reshaped in various stages
throughout the translation process. Unlike the homogeneous perspective of
the diffusion model, assuming ideas spread relatively unobtrusively
(Abrahamson, 1991), the literature building on Scandinavian institutionalism argues that ideas and practices vary as ideas are subject to transformation while translated. As these ideas are translated and evolved differently in different contexts, they do not just lead to homogenization, but also
to heterogenization (Wedlin & Sahlin, 2017). Homogeneity means that the
application, or the practice, follow certain patterns. Heterogeneity, on the
other hand, means that inherent subjectivity is producing a completely diverse outcome. The importance of recognizing heterogeneity has been emphasized in Scandinavian institutional literature developed by, e.g., Czarniawska & Joerges (1996), Sahlin & Wedlin (2008) and Sahlin-Andersson
(1996). For example, Sahlin-Andersson (1996) argues that ideas that are
supposed to be very similar are presented in a great variety of ways. Since
any element of the idea could be modified, and thereby also could be
changed in any way, the translations are likely to unfold differently in different contexts (Wæraas & Sataøen, 2014). For example, a concept that
was originally meant to mean something specific can be interpreted and ultimately translated into a variety of meanings. In practice, an individual
concept can prove to be changed in different directions through fine adjustments. Even if there is a homogeneity in the packaging of an idea, the actual
practice reveals heterogeneity. This literature, studying management ideas,
makes it clear that there are simultaneous homogeneity and heterogeneity
(Sahlin-Andersson, 1996). For example, Scandinavian institutionalism focuses on “the re-construction and co-construction of external models and
local adaptations” (Suárez & Bromley, 2016, p. 145). It is important to
note, however, that considering the local context of meaning might explain
both heterogeneity and homogeneity. Hence, the study does not focus on
the translation process; it is instead the result of this process that is explained. As argued by Powell, Gammal and Simard (2005), funders, government, foundations, and similar stakeholders could be pushing for specific practices and thereby increase homogeneity. Thus, a certain homogeneity would be expected, provided that organizations are translating in a
similar manner. However, even when coerced, companies might translate
requirements in variable ways, depending on the context. That also means,
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however, that complete heterogeneity or homogeneity cannot be assumed.
Hence, in order to understand and to explain the outcome, the focus needs
to be on the local context of meaning.

3.2

The concept of rules

Within this previous literature, the concept of rules is suggested as a tool for
understanding the regularities discussed above. The term editing rules
(Sahlin-Andersson, 1996; Wedlin & Sahlin, 2017) has been used in previous
research. These rules are suggested to be either more specific or more general, where different contexts provide different editing rules. Three general
sets of editing rules provided by Sahlin-Andersson (1996) concern context,
logic, and formulation. The first set of editing rules concerning context is
focused on models and prototypes and how they tend to be formulated in
general. This set of rules also focuses on abstract ways for the ideas to be
made available for others to imitate or adopt. When applied in a new context, time- and space-bounded features tend to be excluded. Specific local
prerequisites are de-emphasized or omitted. The second set of editing rules
concerning logic is characterized by a reconstruction of effects and processes
in a more rational and problem-solving way. Following this set of rules,
certain aspects might be highlighted, and other aspects omitted or even
erased. The third set of editing rules discussed by Wedlin and Sahlin (2017)
is concerning formulation. In the editing process, various concepts, examples, and techniques are categorized into different headings than before.
This is because ideas and effects are told and stated differently when they
are presented and represented.
There have also been other suggestions of rules to understand regularities. Røvik (2008) suggests the term translation rules, which is a way of
categorizing how ideas are transformed when they are translated into a new
context. Røvik (2008) argues that Scandinavian institutional literature has
historically shown a lack of interest in patterns and regularities regarding
translation. He suggests that several cases should be analyzed in order to
identify common aspects, patterns, and regularities that can be classified
and theorized into rules. The rules identified by Røvik (2008) are called
copying, adding, subtracting, and transforming. The rule of copying is a
reproducing way of translating an idea, with no or very slight change from
the original concept. Copying is more likely to occur if the idea or object
that is translated from the start is more explicit and detailed. The rule of
adding is a way of modifying the original idea by allowing for some changes,
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in this case, by adding certain elements. In a similar way, the rule of subtracting is also a way of modifying the original idea, but in this case, by
subtracting certain elements instead. Finally, the rule of transforming is a
way of radically changing the basics of the original idea into something new.
The nature of these rules, as Røvik (2008) describes them, are analytical
distinctions between different degrees of transformation from the translation process.
Again, the overall research question of this thesis is concerned with how
the application of principles-based accounting standards in organizations
can be explained. Through this approach, it is also possible to explore the
phenomenon in different organizations by finding common reasonings behind the judgments and decisions made at an organizational level (or, for
that matter, different reasonings in case different rules are applied).
A large part of the previous literature (on adoption of management practices or ideas) focuses on why the specific idea/practice is adopted, and on
choices made before and during the adoption (Røvik, 2008). The focus of
this study, however, is not on the adoption per se, but on the application of
a mandatory set of principles-based accounting standards. Being mandatory, it is not a question of why or whether the organization will adopt the
standards. Neither is the focus on the numbers or the outcome in the financial reports. The focus is instead on the actual application, in between the
adoption of the standard and the outcome. The focus is on understanding
how principles-based standards are interpreted within the organization.
Thus, this thesis is about the decisions and judgments taking place before
the actual outcome is achieved in the financial reports.
It has been suggested within the previous literature that research should
focus not only on the regularities of translations but also on the variation
in how translation processes unfold in practice (Wæraas & Sataøen, 2014).
This means that there might be regularities that can be analyzed and categorized under more general translation rules (Røvik, 2008). Sahlin-Andersson (1996) describes how models and prototypes seen as successes are formulated and reformulated as they circulate. The concretization might, at
first glance, seem to be creative and open-ended. However, it is instead characterized by social control, conformism, and traditionalism (Wedlin &
Sahlin, 2017). In this sense, just like management ideas, when applying principles-based standards, organizations might show rule-like patterns. In this
case, the term rule-like does not imply that there are written rules or explicit
instructions, or that the application follows clear intentions and established
techniques (c.f. Wedlin & Sahlin, 2017). Different contexts of meaning
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might also provide different application rules. Although there are no explicit
rules to follow (only principles within the standards), the application of
principles-based standards might, in the same way, be affected by the local
context of meaning and reveal certain rules that are constructed and practiced. The above-mentioned editing rules (Sahlin-Andersson, 1996; Wedlin
& Sahlin, 2017) and the translation rules (Røvik, 2008) are however predefined and formulated to understand the translation of management ideas
and are therefore not necessarily directly transferable to the phenomenon of
principles-based accounting standards. Instead, in this study, inspired by the
above sets of rules, application rules more relevant to this study are developed and understood inductively. As such, they are rules of the practice of
(or within) accounting. They do not relate much to the process, but to the
judgments and choices given the use of the accounting standard. These are
rules that explain the valuation of internally generated intangibles and, in
extension, the application of principles-based accounting standards. These
rules will aid in understanding the interpretation within the organizations
when they are making decisions and judgments in the application of the
standards. It has been suggested that it is important to empirically study the
practice of a particular context in order to understand the phenomenon of
translation (Wæraas & Sataøen, 2014). Hence, this study will identify a
number of application rules. These rules are supposed to be reflecting interpretations, judgments, and decisions when organizations are applying principles-based standards. Also, it is important to seek explanations for the use
of these rules. The rules could be based on even deeper rationales that are
worth recognizing. To understand the application rules, it is therefore essential to go even further in the analysis and not only identify them but
discuss and analyze the structure and basis for the rules. This means that
the rationales overarching the application rules should be elaborated on.
The following chapters of this thesis will do just that. However, before that,
the next chapter will introduce the methodology of the study and the methods used for data selection and collection, as well as a review of the analytical process involved.
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4 Methodology
A way of describing the research process for this study could be to provide
an image of a recursive process between a number of interactive stages. The
process has been moving between reading, reflecting, data collection, coding, connecting, writing, reviewing, and refining. Given the iterative, back
and forth process, these phases have been revisited in order to make sense
of the overall research question. In this thesis, the overall research question
is about providing an understanding of the application of principles-based
accounting standards at an organizational level, and the specific research
question is about explaining the valuation of internally generated intangibles in organizations. Both questions are essential for the research design of
the study.
Using a theoretical perspective such as Scandinavian institutionalism
(e.g., Røvik, 2000; Sahlin, 2013; Sahlin-Andersson, 1996; Wedlin & Sahlin,
2017) aids in increasing the credibility of the explanation (Ylikoski & Kuorikoski, 2010). It also makes it possible to gain a certain depth into organizations to understand the application of principles-based standards. The explanation that is integrated into the larger body of literature on Scandinavian institutionalism may open up unforeseen dimensions in which questions concerning the phenomenon of the application of principles-based
standards can be answered. The explanation could also bridge previous gaps
within the existing theory. There are also trade-offs to consider; for example, some detail might be sacrificed in order to gain a higher degree of integration. The level of abstraction and generalization in the study was considered. When discussing and analyzing the application of principles-based
standards, it was important to understand the involvement of the individuals making the decisions and judgments. However, to understand the application at an organizational level, the study did not focus on the individuals
per se. Instead, more important were organizational priorities of accounting
when, for example, recognizing intangibles. This provided a certain level of
balance between theoretical integration and precision. When identifying the
application rules, it was done with the integration of the larger body of literature on Scandinavian institutionalism.

4.1

Research design

A central issue within this research is to establish a reasonable research design. This study, to answer the research questions, has a research design that
focuses on the overall phenomenon, that is, the application of principlesSIMON LUNDH Application of Principles-based Accounting Standards
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based accounting standards. The research questions are explicating the empirical interest in the accounting application, specifically within intangible
intensive companies. It is, therefore, natural to aim the empirical study towards these types of companies. While qualitative analysis is fundamentally
case-oriented (Bazeley, 2013), emphasizing the situated interrelatedness of
different features and causes, the research design of the study could be described as a multiple-case study. The unit of analysis allows for gathering
data from several different organizations, which could be argued to equate
to a number of empirical cases (Ragin, 1992). The companies are chosen in
a way that allows for various factors. Companies are selected from a number of different sectors, such as industrials, technology, healthcare, consumer defensive and consumer cyclical. Additionally, there are companies
of all different sizes included in the selection. In this way, the study includes
a combination of different types of organizations.
The kind of information that is needed for this type of study is, however,
not available from a company’s external information. It is not, to any great
extent, documented in an annual report, newspaper article, or available
from websites. Instead, the study has an approach that mainly consists of
interviews, making it possible to access data that is only available internally
within the companies, and perhaps even only to the executives responsible
for the consolidated financial statements. It was essential to identify and
interview these key persons. The qualitative interview (Roulston, 2014),
which is well-aligned with both the research questions and the Scandinavian
institutionalism perspective, is a useful data collection tool to understand
the application, decisions and judgments made by these companies through
these key persons. Through the experience and reasonings of these individuals, the organizational level and its context could be captured (cf.
Silverman, 2013).
Furthermore, the companies in the study have been selected based on several criteria. First of all, they had to apply principles-based accounting
standards. Since Swedish companies listed on a stock exchange are required
to apply IFRS in their consolidated financial statements, they were targeted
for this study. Companies selected for the study were listed on Nasdaq
OMX Nordic and Nasdaq First North. Listed companies are sharing some
of the same characteristics. For example, they share the same kind of stakeholders, and they all have a listing agreement. Companies based in Sweden
have, therefore, been included in the study. Companies selected also had to
be dealing with decisions regarding research and development. Importantly,
the proportion of intangible assets in the balance sheet has not been a crucial
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factor (as seen in Table 1, intangible assets could even be very low in the
balance sheet of the company). Since intangibles can be important for a
company regardless of the balance sheet structure, the focus has rather been
on companies dealing with intangible accounting decisions and judgments
in general. Table 1 provides a list of all participating companies along with
some descriptive characteristics such as size, industry, and proportion of
intangible assets. The table is sorted by displaying small companies first,
medium-sized companies next, and large companies last. In the last column,
the respondent or respondents are specified in terms of position in the company.
Table 1. Companies and respondents
Group

Market
(Segment)4

Sector
(Industry)5

Intangible
assets 6

Respondent(s)

Company SC17

Nasdaq
OMX Nordic
(Small Cap)

Healthcare
(Diagnostics &
Research)

21%

CFO

Company SC2

Nasdaq
OMX Nordic
(Small Cap)

Technology
(Consumer Electronics)

24%

CFO

Company SC3

Nasdaq
OMX Nordic
(Small Cap)

Industrials
(Business Equipment)

29%

CFO

Company SC4

Nasdaq
OMX Nordic
(Small Cap)

Healthcare
(Biotechnology)

44%

CFO

Company SC5

Nasdaq
OMX Nordic
(Small Cap)

Technology
(Information
Technology Services)

44%

CFO

4

At the time of the interviews.

5

Classified by the Morningstar Global Equity Classification Structure (Morningstar Research,
2011).

6

Percent of total assets at the time of the interviews.

7

Henceforth in this thesis, abbreviations for e.g. SC1 will stand for the first company in the
category “Small Cap”, giving a hint of the size of the company. MC1 stands for “Mid Cap
1”, LC1 stands for “Large Cap 1”, and FN1 stands for “First North 1”.
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Company MC1

Nasdaq
OMX Nordic
(Mid Cap)

Healthcare
(Drug Manufacturers - Specialty
& Generic)

0%

CFO

Company MC2

Nasdaq
OMX Nordic
(Mid Cap)

Consumer
Cyclical
(Auto & Truck
Dealerships)

5%

Group Controller

Company MC3

Nasdaq
OMX Nordic
(Mid Cap)

Technology
(Communication
equipment)

19%

Group Accounting
Manager

Company MC4

Nasdaq
OMX Nordic
(Mid Cap)

Consumer
Cyclical
(Marketing Services)

28%

CFO

Company MC5

Nasdaq
OMX Nordic
(Mid Cap)

Healthcare
(Medical Instruments & Supplies)

32%

Group Accounting
Manager

Company MC6

Nasdaq
OMX Nordic
(Mid Cap)

Consumer
Defensive
(Household &
Personal Products)

34%

Group Treasurer

Company MC7

Nasdaq
OMX Nordic
(Mid Cap)

Consumer
Cyclical
(Specialty Retail)

36%

Group Financial
Controller

Company MC8

Nasdaq
OMX Nordic
(Mid Cap)

Consumer
Cyclical
(Gambling)

43%

Group Accounting
Manager

Company LC1

Nasdaq
OMX Nordic
(Large Cap)

Industrials
(Heavy Machinery
& Vehicles)

2%

- Group Financial
Reporting
- Controller

Company LC2

Nasdaq
OMX Nordic
(Large Cap)

Industrials
(Engineering &
Construction)

5%

- Senior Advisor
Accounting &
Special projects

Company LC3

Nasdaq
OMX Nordic
(Large Cap)

Industrials
(Engineering &
Construction)

6%

- Chief Group Reporting
- Group Reporting
staff
- Group Reporting
staff
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Company LC48

Nasdaq
OMX Nordic
(Large Cap)

Industrials
(Engineering &
Construction)

6–7%

Group Accounting
Manager

Company LC5

Nasdaq
OMX Nordic
(Large Cap)

Industrials

17%

Accounting Manager

Company LC6

Nasdaq
OMX Nordic
(Large Cap)

Industrials
(Diversified Industrials)

24%

- VP, Country
Controller
- VP, Head of
Shared Accounting Services Sweden

Company LC7

Nasdaq
OMX Nordic
(Large Cap)

Consumer
Cyclical
(Broadcasting TV)

27%

Financial Manager

Company LC8

Nasdaq
OMX Nordic
(Large Cap)

Consumer
Defensive
(Food Distribution)

30%

Group Accounting
Manager

Company LC9

Nasdaq
OMX Nordic
(Large Cap)

Technology
(Scientific &
Technical Instruments)

68%

Group Accounting
Manager

Company FN1

Nasdaq
First North

Technology
(Software - Application)

41%

CFO

The respondents in this study are mainly group accounting managers and
chief financial officers and can be seen as key persons within the companies.
They have been selected on the basis of being the individuals having an insight into intangible accounting decisions and judgments for the company.
In the interviews, respondents have, in essence, elaborated on their own and
the company's routines and operations. Respondents were identified
through company websites or by contacting companies by telephone. The
respondents were thereafter contacted by telephone to decide on a date for
the interview, after which e-mail was sent to confirm the time and place,
and to briefly provide details of the research project and other relevant details. By doing this, unnecessary misunderstandings could be avoided, and
less time was spent at the actual meeting on introducing the research project

8

The group accounting manager of Company LC4 was interviewed twice, once during 2011
and once during 2016 (see further discussion in the data collection section).
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and the people involved. Some respondents had prepared and brought documents to the meeting that were relevant to the areas about to be discussed.

4.2

Collecting the data

The data collection was divided into two parts, and 24 interviews were
conducted in total. In addition to interviews, documents have complemented the interview material, including information from financial reports, websites and internal documents. In the first part of the data collection, 20 interviews were carried out in an early stage, during the years
2011-2013, to provide the main empirical base for the study and to provide material enough to further develop the theoretical framework and the
research questions of the study. This main body of empirical material
made it possible to focus even further, theoretically and empirically, and
to proceed into the second part of the data collection, which was carried
out during the years 2017-2018. The first and the second parts of the data
collection were separated by an interruption of three and a half years, as
the author of this thesis had to make a temporary pause in his doctoral
studies due to restructured project frames and because the project was
relocated to Örebro University. Therefore, starting the second part of the
data collection involved making sure that the data from the first part was
still valid by excluding minor empirical areas that did not relate to the
revised research questions and planning for the second set of interviews.
Since the first, initial part of the research process had a slightly different
focus, with an interest in heuristics and concepts such as rules of thumb,
the aim shifted somewhat towards the current perspective building on
Scandinavian institutionalism. The research process could be described as
abductive in a sense, since it has developed from a preunderstanding that
was to be transformed into a more specific understanding, building on
theoretical insights. Hence, this thesis is a result of an abductive analytical
process. More specifically, the second part of the actual data collection
consisted of four interviews with the intention of revisiting but also
providing a complementary and more focused base of empirical material,
guided by a more developed theoretical framework. One of the respondents (Company LC4) was interviewed twice, once during 2013 and once
during 2017. This interview served to follow-up on developments from
the first part of the data collection.
Interview guides were constructed and used in both parts of the data collection. Before the interview guide for the first part of the data collection
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was finalized, the draft of the guide was tested through a preliminary interview with an authorized public accountant with insights in the empirical
field. After this, a revised interview guide was developed to be used in the
first part of the study. The guide for the interviews during the first part of
the data collection (see Interview Guide 1 in Appendix B) begins with more
general background questions and issues. The questions refer to experience
in the company, workplace and the general background of the respondent.
The initial part also includes a shorter briefing on confidentiality as well as
a shorter warm-up review of key concepts, both important to define before
the main part of the interview. The guide is thereafter structured into three
main areas: identification, control, and valuation. Each main area is thereafter structured by each category of intangible assets of the company, based
on the basic accounting standard structure. The questions are characterized
by seeking indications of possible application rules, although not explicitly
so. In each individual interview, focus and depths could be varied depending
on how the interview developed. The questions also varied depending on
the respondent’s position within the company. The execution of the interviews has also been developing along the way. Lessons learned from the first
few interviews were used in the conducting of subsequent interviews, and
as a result, the interviews were more focused, partly toward areas not yet
fully explored, and partly toward areas that proved to be important in the
first few interviews. At the end of an interview, the interview guide also
played a role in checking if all relevant questions had been answered (cf.
Silverman, 2013).
Before conducting the interviews in the second part of the data collection,
the interview guide was revised once again (see Interview Guide 2 in Appendix C). This revision was based on the experience of the first part, but
also on the extended literature review carried out in between the two data
collection rounds. Just as in the first interview guide, the initial part also
includes a shorter briefing on confidentiality. However, the questions for
the second version of the interview guide were guided even more specifically
toward internally generated intangibles and the accounting practice regarding research and development. The post-development phase was more implicitly covered by the interview questions in general and discussions about
what happened afterward. Again, the original focus was guided by the interest in heuristics and rules of thumb, which means that the thesis should
be viewed in the context of these circumstances.
The interviews can be described as close to semi-structured or guided interviews (see, e.g., Morse, 2012), conducted on the basis of the interview
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guides. Even if not all respondents were asked the exact same questions in
the exact same order, the interviews were, for the main part, guided by the
interview guides. The participants were responding to the questions in an
open-ended manner. Compared to structured interviews, when conducting
this kind of semi-structured interview, there is an increased opportunity to
develop and follow up thoughts and ideas that arise during the interview.
Out of the 24 interviews in total, the majority (21) were carried out face to
face. Given the advantage of synchronous communication both in time and
place (Opdenakker, 2006), this was the preferred interview technique.
Three respondents preferred interviews via telephone. This was, in a way,
a last resort of data collection, due to the asynchronous communication of
place (Opdenakker, 2006). A phone interview could be seen as having both
advantages (e.g., bringing out more personal statements as a respondent
could perceive the phone contact as more anonymous than a personal meeting) and drawbacks (e.g., reducing the personal connection as well as facial
expressions and body language) (Jacobsen, 2002). However, given access
this way, it was deemed fully acceptable.
Out of the face-to-face interviews, all but three were conducted at the
respondent’s workplace. This means that they were conducted in Göteborg,
Linköping, Malmö, Stockholm, Södertälje, and Västerås. The other three
were carried out at Örebro University. In general, the interviews often took
between one and one and a half hours.
All interviews have been recorded with the permission of the respondents.
Using a recording device has the obvious advantage of being more accurate
than only transcribing notes during the interview. It also gives the opportunity to focus on the execution of the interview (Bazeley, 2013). This provides better notes and follow-up questions. During the interviews, followup questions were used to make the respondent elaborate on certain areas
when needed and to make sure that no misunderstandings occurred. Recording the interviews also provides the opportunity to quote respondents
in the case description, which is important for the credibility. The disadvantage of this may be to limit the transparency of the respondents, especially with regard to subjects of a more sensitive nature. This has been handled by emphasizing the confidentiality of the respondents.
Interviews have also been transcribed in full text. The purpose of the
transcription was to facilitate the coding process when analyzing the data
(which is elaborated on in the next section). It may seem unnecessary when
the purpose is not to conduct a conversation or discourse analysis, where
just details on formulations, verbs, and even pauses make up an important
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part of the analysis (see, e.g., Kowal & O’Connell, 2014). However, transcribing the interviews in full text provided the opportunity to use computer-based analysis tools. In this case, the interviews, along with other internal documents and annual reports from the companies, were imported
into the qualitative software NVivo. In this software, all data, such as sound
files, transcribed interviews, internal documents, and annual reports, were
organized, managed, and analyzed (again, see next section for elaboration).
Each interview was, for example, identified and labeled by source of information, company, date, and company characteristics. In the Swedish Research Council's report series (Hermerén et al., 2011), research ethics and
ethical concepts related to research are discussed, where confidentiality associated with the management of research materials is relevant in this interview study. Anonymization or de-identification means that the link between
interviews and a particular individual is eliminated so that neither researchers nor unauthorized persons can restore it. There was no need to do this in
connection with any of the interviews. Instead, confidentiality and anonymization of the answers (where the link to the source data is known only
by the researcher) have been offered to the respondent in connection with
the interview. Two of the respondents requested that the company name be
left out of any reports. Hence, to ensure the request for integrity, the names
of these companies have been removed from this thesis. The other companies are named in Appendix A. Source data from all respondents is treated
with confidentiality. Data collected on individuals has been used solely for
research purposes, and data is stored in such a way that only researchers
involved have access to it.

4.3

Analyzing the data

The analysis process in this study has the character of going back and forth
between theory and the empirical field, and not only in the analysis phase
but throughout the entire process. As described in this chapter, the empirical
data was collected mainly through interviews. The transcription of the interviews gave the first overall knowledge of and proximity to the material.
The data analysis, however, has been ongoing throughout the research project, allowing to continuously define and redefine themes of interest in the
data (cf. Bazeley, 2013). Categorization of the empirical material in different themes emerged both through readings of the material itself and the
direction of the theoretical perspective.
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In support of the analysis process, the computer-based analysis tool
NVivo was used to overview and organize the empirical data. NVivo facilitates coding, i.e., categorization of text and documents, searches of data,
and sorting of categories and has been a prerequisite for keeping track of
the data. NVivo assisted in streamlining much of the routine analytical work
and facilitated the focus on meaningful interpretations of the interview data.
This method of recording codes made an in-depth analysis of the data possible. There are arguments that an analysis tool such as NVivo might reinforce tendencies to interview data taken out of their interpersonal context
(Kvale & Brinkmann, 2014). This, however, is something that was countered by continuously going back to the interview transcripts, to reinstate
quotes and empirical clippings to their original context and thereby reduce
the risk of misinterpretation. Also, NVivo was not exclusively used as an
analysis tool throughout the research process. Other software, such as
Word, Excel, and Scapple, was occasionally used to make overviews and
revisions of coding and themes.
The initial approach included a coding outline that was determined from
the data, and that was developed over time. As suggested by Silverman
(2015), an early strategy was to analyze smaller parts of the data first, to
get an impression of the studied phenomena. Bazeley (2013) calls this open
coding, which implies that careful attention is given to the initial interviews
in order to open up the data and generate categories and ideas. After that,
the analysis could be extended to include further interviews as they were
conducted. An abstraction process emphasizes descriptions and interpretations on a higher logical level (Graneheim & Lundman, 2004). This was
done through creating codes, categories, and themes on varying levels. This
abstraction process started by sorting out meaning units from the empirical
material. A meaning unit consists of a constellation of statements that relate
to the same central meaning (Graneheim & Lundman, 2004). Almost 250
different meaning units were identified and then continued to be categorized
into the different phases (research phase, development phase, and post-development phase) discussed in Chapter 2. These phases are based on the
structure of IAS 38, which explicitly uses the terms research phase and development phase. IAS 38 also refers to “measurement after recognition”
and “useful life”, which are referred to as the post-development phase in
this study. The topics and issues (meaning units) related to this phase were
then labeled with different codes. A code in this sense could be explained as
a heuristic device and a tool to “think with” (Graneheim & Lundman,
2004). It allows the data to be thought about in new and different ways.
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About 30 different codes were used initially, and later on, condensed to a
slightly smaller number. These codes were used as a base for the description
of the issues of the phases, which is the first part of Chapter 5. The codes
were theoretically governed in the sense that the theoretical perspective and
the research aim were controlling what was observed in the data. However,
the coding was still empirically driven in the sense that codes were to remain
open to what is in the data, rather than simply applying concepts imported
from the literature (cf. Roulston, 2014). In Table 2, a few examples of
meaning units are presented. Each meaning unit has a representative condensed meaning unit (Graneheim & Lundman, 2004), shortening the text
while still preserving the core, as a step in between the actual coding.
Table 2. Examples of meaning units, condensed meaning units and codes
Meaning unit

Condensed meaning unit

Code

“you might choose not to [capitalMight look odd capitalizing Credibility
ize], and to be restrictive when you during bad times
face worsening of economic conditions or whatever it may be. It might
give some form of bad will, throwing
up extra money in the balance sheet
during bad times. It might look odd,
you know.”
“I also believe that everyone reading Excessive capitalization –
these reports, like analytics and so
transparent for an external
on, that knows a little bit about ac- reader
counting, they see that it is pretty
transparent if things are being capitalized a bit too much.”
“well, we really want to capitalize in
a reasonable amount to be able to
present a good income statement,
so that the income statement reflects the running operations, you
know?”

Want to present a goodlooking income statement
– reflect running operations

“It’s not about wanting to achieve a
better profit or anything. It’s more
about ´does this send the right signals in relation to how we do
things?’”

Send right signals externally

Externally show
most positive and
correct attributes
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The categorization based on these phases is presented as summaries and
descriptions and usually exemplified by quotations that characterize each
phase. Quotes have, in some cases, been provided with clarifying words or
comments, which is necessary to clarify contextual aspects affecting the
quotation meaning. These words are presented in brackets. Slips of the
tongue, repetitions, and pauses that did not add any additional understanding to the quote have also been removed to improve readability.
Insights from this first step of the analysis were then used to go further
into the abstraction process. This gave the possibility to investigate the material thoroughly to see what was important and if there were certain connections in the material. The ambition was to present a representation of a
phenomenon based on the individual cases that constitute the empirical data
and to make an interpretation of this phenomenon. Part of the interpretation process was to be selective and to highlight within the data available.
Bazeley (2013) calls this phase a development of the first order coded categories a kind of focused coding. The purpose of this phase was to emphasize
and highlight the aspects of the phenomenon that would give a credible
contribution to the study. The result of this second part of the analysis was
the generation of four different “application rules”. This was done by way
of categorizing the codes produced from the first part of the analysis, producing application rules that are more selective and conceptual than the initial codes. One of these rules was, for example, “appearance”. Relevant
codes from the empirical material led towards an “appearance rule”. There
are, however, possibly parts of the empirical material that do not match any
of the rules. These are then considered to be a peripheral phenomenon. Table 3, which adds to Table 2, shows the examples of codes with the addition
of the corresponding rule.
Table 3. Examples of codes and rules
Code

Rule

Credibility

Appearance

Externally show
most positive and
correct attributes

As the examples show, there is a certain recurrence needed in the initial
coding before referring them to the rules. A rule is identified in the sense
that a recurrent theme is found with a frequent reference to, for example,
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credibility and external appearance. This seemed, in this case, to be a general trait in the material. In the end, four of these recurrent rules emerged
from the coding of the material.
Describing lower-level concepts based on the first-order coding process
(see meaning units and codes in Table 3) made it possible to combine coded
categories into higher-order focused codes (see rules in Table 4). This made
it possible to move forward in a more constructive and efficient way. This
was done by focusing on the further analytical and theoretical development
of the rationales behind the rules. In both developing the rules and the rationales behind the rules, these were building on an overall emerging logic.
These categories had a sufficient range of defining properties to be able to
identify each rule and rationale. As Bazeley (2013, p. 244) would put it,
these rules and rationales were “developed in continuous dialogue with empirical data”, but also in continuous dialogue with, during the research process, the evolving theoretical perspective. This process was going on at the
same time as coding, gradually building up understanding from interviews
and literature, involving arranging and rearranging codes. It is an important
point that this involved trial and error with a continual review of the content
of the codes, rules, and rationales. In the end, part of the contribution is the
creation of a model of the concepts of the application rules and the rationales behind the rules. This involves identifying dimensions that are appearing together and showing the components of these rules and rationales
(Bazeley, 2013).
The following chapters will present the findings from the above-described
analyzing processes. In Chapter 5, the application rules are elaborated on
and discussed, and in Chapter 6, the rationales behind the application rules
are explained.
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5 Application of principles-based standards –
the empirical case
This chapter will focus on the story of 23 different companies of different
sizes and in different sectors. They have a varying degree of intangible assets
in their balance sheets and will, therefore, face different issues and make
different decisions based on their local situation and context. The purpose
of this chapter is to tie these stories together and to give a more general
picture of the application of the principles-based accounting standards regarding internally generated intangibles.
As discussed in previous chapters, the application of standards is not to
be understood without participation from the individuals involved (Hartmann, 2013; Maroun & van Zijl, 2016). However, to understand the decisions and actions at an organizational level, this story will not be focusing
on the individuals per se but on the context of meaning, which is the situation in which companies face the valuation of intangibles. That being said,
there is reason to provide an understanding at the organizational level where
decisions regarding intangibles are made. Hence, to understand the application of principles-based standards, this chapter will be structured into three
parts. The first part will discuss the organizational level, providing the setting for where the judgments and decisions are being made. The second part
will characterize the different phases through which research and development projects are passing. Finally, the third part of this chapter is utilized
to explain the accounting issues by identifying a number of application rules
and connect them to each of the different phases associated with research
and development.

5.1

Organizational level

Within (or close to) the organization, there are different decision-makers
who, in different ways, have an impact on the application of the accounting
standards. These decision-makers could be identified in slightly different
roles and parts of the organization. The respondents of this study are clear
that an important part of the organizational level, having a significant impact on the overall decisions made, is found within the board of directors.
The board is responsible for financial reports and accounting judgments of
the company and is the one that jointly supervises these activities. The board
is also making the final formal decisions regarding overall issues concerning
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intangible accounting. That means that the board of directors makes the
formal decisions about the capitalization of intangibles and development
projects. In exceptional cases, however, such as when development projects
represent small amounts, the formal decisions are also made on a slightly
lower organizational level. Such decisions, however, are dynamic, depending on the characteristics of the company. This means that in a smaller
(listed) company, decisions regarding small amounts are also made at a
higher level, at a shareholders’ meeting, for example, depending on the nature of the potential project’s financing.
Another important part of the organizational level is found within the
group management. In smaller companies, this usually refers to the CFO,
but in larger companies, the group management is usually a central group
accounting department working with the consolidated accounts of all the
subsidiaries. While the board of directors makes the formal decisions regarding development projects, it is usually the CFO who prepares the basis
for decisions.
[…] so, I prepare these questions and then I go to the board and explain how
things are. That’s why it’s kind of predictable what the board will think in
these matters and what it will decide.
(Company SC29 – Technology sector)

In some cases, a formal policy or a manual was developed by the company
(based on the IFRS but adapted to the company environment). In these
cases, the policy was always created at a group management level. Most
often, it was composed by the CFO of the company. Within the organization, the CFO (in smaller companies) or the group accounting department
are the ones that have accounting expertise. They are usually the ones who
understand the accounting standards and who are dealing with accounting
issues related to the development projects.
As mentioned before, the smaller development projects are not usually
discussed at a board level but will instead usually stay at a management
level. The management level where the smaller projects are discussed and
decided on usually depends on the size of the company. In smaller companies, the CFOs are more involved and are the ones who make the decisions themselves. In other cases, there is a group of people involved

9

As a refresher from Chapter 4, the abbreviation for SC2, e.g., stands for the second company
in the category “Small Cap”, giving a hint of the size of the company.
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from the headquarters having a dialogue with the individual subsidiary
carrying the project.
The next part to be discussed is within the individual subsidiaries carrying the projects out within the project department. While the CFO develops
the policies and manuals, it is, interestingly enough, the project departments
that make judgments, estimations, valuations, and predictions. These judgments are then based on the manual or the policy but involve a subjectivity
that is in the hands of the production/project department. A project manager usually has more experience and expertise with the operation and will,
therefore, also be the one making the estimations.
Hence, the actual judgment is made at the project department, even if it
is based on the company policy. However, some respondents also express a
certain degree of informal expectation from management on how these policies are supposed to be interpreted and how the judgments are intended to
be made. The respondents are expressing a certain awareness at the project
or subsidiary level about what the group or management level is expecting
from those decisions.
The controller is very aware of what the CEO is expecting from the report
that is supposed to be done by Monday morning. […] And to stand up
against a CEO, that’s really not that easy.
(Company FN1 – Technology sector)

This means that such subjective judgments do not have to be made entirely
within the project department or even within the accounting department. In
this case, it is instead a product of implicit expectations from the executive
management.
An external part of the organization is the auditor(s) of the company.
The respondents in the study clearly indicate that the auditors do have an
organizational involvement when the companies are dealing with these issues. The degree to which the auditors are involved in the accounting for
research and development varies among the companies. It is clear that
smaller companies tend to involve the auditors to a higher degree, while
larger companies seem to have the accounting expertise without having to
involve the auditors.
When involved, the auditors provide companies with templates in some
cases. These templates are then modified into becoming these companies’
accounting manuals or policies regarding research and development. The
auditors are also reviewing the actual projects that are being capitalized,
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having opinions and questions regarding valuation, calculations, and documentation. However, some respondents are very careful to point out that
the auditors do not have the expertise in the operations to make or to review
certain judgments adjusted to conditions on the market.
A common view among the respondents is that the auditors are not intervening at all regarding projects not being capitalized. One respondent
comment on this:
[…] No, they have like never asked us ‘you don’t capitalize anything here,
what’s the idea about this, boys and girls?’ No, they never did that. But you
don’t have to call them after this [laughing], telling them that ‘something is
up here, what the hell is going on?’ […] If the auditors won’t force us and
demand it from us, then we will not capitalize. No, we will not.
(Company FN1 – Technology sector)

The auditors are not intervening in this issue, and a reason for this is that
they lack the knowledge and are bound to trust the company in the identification of projects that are required by IFRS to be capitalized.
Moving on, the next part of this chapter will give a description of the
issues these companies are dealing with on a regular basis when considering
accounting for research and development projects.

5.2

Issues within the phases

As described in Chapter 2, the research and development process is defined
in IAS 38 as two separate phases: the research and the development. When
the research and the development phases are completed, the intangible asset
passes into the post-development phase.
As an illustration, one respondent (Company SC3 – Industrials sector)
describes their capitalization process in detail. Their process starts with a
project in a stage where it is not fully developed. From this stage, the project
is either terminated, and the capitalized expenditures are all expensed at
once, or it is allowed to be finalized and ultimately launched to the market.
Then, the inflow of capitalized expenditures is sealed off, and the project
changes in its nature to be considered an amortizable fixed asset. In this
context, the development project is given a useful life of, for example, three
years, which is an approximation of its finite life. The core meaning of this
is that the company is able to show that their product is in the market for
at least three years, and at the same time they will not have an amortization
plan longer than the actual revenue span.
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The idea of the above capitalization policy is to get an instantaneous positive income effect. Instead of expensing, for instance, ten million SEK the
first years, they capitalize the amount instead, without any amortizations.
Later on, the amortizations are supposed to match capitalized expenditures.
Importantly, this means that they go through three different phases, the first
one being that described above, when they expense all development expenditures as incurred (research phase). The second phase would be when they
start to capitalize these development expenditures, making the level of cost
in their income statement unusually low (development phase). The third
stage would then start at the “launch”, when commercial production begins
or when the developed product (or service) comes into use. This is the phase
when the income and expenditures are supposed to match each other, relating it to the correct period (post-development phase). This section will describe the interpretations and judgments of the companies within these three
phases and what is empirically defining them.

5.2.1 Research phase
In the light of IAS 38, research is currently defined in the standard as original and planned investigation undertaken with the prospect of gaining new
scientific or technical knowledge and understanding. For the companies in
the study, however, this phase is to a high degree characterized by uncertainty. When discussing the IFRS and the companies’ experience with the
standards regarding intangibles, they are generally positive in their remarks.
I think we are quite pleased with it [IFRS]. Well, in general, you could argue
that it is vague and fuzzy, but that might, on the other hand, be a good thing
because then we can kind of do whatever we want. And that’s what we have
done, since we are as restrictive as we are.
(Company LC1 – Industrials sector)

At the same time, the quote above illustrates the subjectivity that characterizes the transition from research to development, which is in line with the
overall character of the principles-based IFRS. The quote illustrates the
room for judgment that is present in the application. It also confirms a normative attitude that is, in this case, restrictive in the application of the standard. Interestingly enough, several respondents admitted that they probably
did not comply with IFRS. Their informal policy is (still) to expense all expenditures as incurred, not bothering with the capitalization of development
costs at all. The reason behind this is explained by a respondent:
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From the beginning, it really didn’t occur to us when we made the first annual accounts. And then it was kind of a little too late, since you cannot
capitalize something already expensed in a prior financial period. […] After
that, we just continued expensing our development costs.
(Company FN1 – Technology sector)

The company had several opportunities to change its routines and principles. It had, however, simply, as a form of path dependency, kept on expensing development costs. The respondent expresses having a bad conscience from not complying with the IFRS. Interestingly, however, this respondent insists that if no one urges the company to change its behavior, it
will carry on using its current routines and principles.
There is an ambition among the companies to find a recipient for the
outcome of the research. Finding that recipient seems to be crucial when
deciding whether to consider the intangible within the research phase or the
development phase. As an illustration, when asked to define the research
phase, one respondent described their view of the concept in the following
way:
Let’s say you have started this company, and you approach me asking me to
finance this project. Maybe in the form of a long-term loan, to be able to
acquire enough assets and so on, right? And then you tell me that you have
this product, right? Very interesting, but whom are you going to sell this to?
Who are your clients? Well, they would be car manufacturers or maybe property owners keeping warehouses or similar. However, though, not the specific “Property owner X” or “Car manufacturer X”.
(Company FN1 – Technology sector)

Hence, if there is no clearly defined recipient for the outcome of the work
and the costs incurred to date on the project, the respondent defines it as
within the research phase. The respondent explains further that a cash flow
estimation would be needed for the project and that without someone ready
to pay for the outcome, the project would be regarded as research.
In most companies, they also explicitly explain that they are documenting
all phases, including the research phase. The documentation for the research
phase includes the basis for the decision of when a project is to (and in the
future should) be considered to move into the next phase.
Furthermore, there is also uncertainty among the companies in the study
regarding when to capitalize. The time aspect is something that is reoccurring in almost all the interviews and something that characterizes the issues,
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moving on from the research phase into the development phase. One respondent (Company SC3 – Industrials sector) illustrates this when they describe the company’s policy regarding when in time the development expenditures are recognized. The management came up (by itself) with a time
limit for capitalization. A product planned to be launched within two years,
meeting all other requirements from IAS 38 (paragraph 57), was to be recognized as an intangible asset. This was a policy for initially deciding
whether a project would be expensed or capitalized, since they would keep
it in their balance sheet even if it did not keep the initial time frame. The
two-year policy is based on experience, the time frame allowing for a market
plan and a feasibility study, making it possible to motivate recognition in
line with IAS 38 (paragraph 57).
Additionally, the research phase is also characterized by a certain amount
of proactive planning. When discussing proactivity and planning regarding
development projects, respondents indicate that they look at capitalization
possibilities during initial planning. When creating a budget and a business
plan for potential future products, possible capitalizable projects are considered. The effects on the balance sheet and income statement are considered when deciding how to proceed.
It’s not something that happens, that you call in an appraiser who makes a
calculation and arrive at an undesirable result. That never happens. Instead,
you tell them "we believe it looks like this". Being a bit bold here, doing that,
you get the valuation that you want.
(Company LC9 – Technology sector)

In other words, there is a certain expectational influence from the management that the valuation is in line with the proactive plans already made.
A common experience for several respondents is that they tend to lean
towards having internally generated intangible items expensed as far as possible.
You don’t want a wide range of projects capitalized all the time; you’d never
get rid of them! We want to be kind of careful in this, so we’d rather capitalize less than more.
(Company SC1 – Healthcare sector)

As one of the respondents (Company SC1 – Healthcare sector) points out,
the company’s balance sheet is supposed to be its strong point, meaning that
its internal policies are based on capitalizing as little as possible. Another
reason for this is illustrated by the following quote:
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[…] What you want to avoid is when you are far into a project, passing
stage… we might be somewhere around here by then [points to a drawn
timeline]. And if we say that we would capitalize at that point, which of
course has been discussed, then it will be a tough matter to make the decision
to cancel. You know… imagine this project not resulting in any product and
we’ll have to cancel. And then you must lower the income statement by half
a billion, or something like that. The knowledge of that situation could in
itself be causing us to proceed with a non-profitable project simply because
no-one wants to risk being the scapegoat later on.
(Company LC1 – Industrials sector)

In other words, these companies are hesitating to start the capitalization
process and instead prefer to expense as far as possible since the risk of
cancellation and the impact that this would have on the income statement
is sometimes too high.
Many of the respondents express that there is a limit as to when the company bothers to capitalize intangibles. Two separate respondents (Company
LC2 – Industrials sector and Company SC1 – Healthcare sector) give the
example of the company’s informal guidelines limiting capitalization to at
least one million SEK. This would be a higher limit than its limits regarding
tangible assets. They explain this with the more complicated process involved when capitalizing intangible assets. The costs involved in managing
and organizing the capitalization of intangible assets would be significantly
higher.
[…] we have materiality limits, which become like some kind of gatekeeper
to not capitalize too much, so that we don’t waste time on trivialities.
(Company LC2 – Industrials sector)

One respondent (Company LC4 – Industrials sector) argues that if the
company had a larger number of intangibles, it would also spend more
time capitalizing projects. When basing the revenues mainly on, for example, producing software, it would be remarkable not to capitalize the expenses when there are no revenues in the income sheet.
Regarding materiality limits, not only does the size of the intangible seem
to be important for the respondents, but the number of projects is also significant, considering capitalization. Documentation and different demands
from the auditors regarding capitalization is an argument to be more restrictive in capitalizing when one has several smaller projects. As one of the
respondents describes it:
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[…] you need common sense when making these decisions.
(Company SC1 – Healthcare sector).

In one situation, having only one project worth a million SEK would be
capitalized. In another situation, ten projects, each worth one million SEK,
would make it too much work to capitalize.
Finally, to illustrate the impact of the auditor on the inexperienced
smaller company, there is an example from a development company (Company SC3 – Industrials sector) in its first years in business. In retrospect, the
CFO describes the process as a deviation from the matching principle, the
matching principle in this regard meaning that the company, in general, is
supposed to capitalize its development expenditures, matching them later
on against its revenues through amortizations. In this early phase, the company argues (as advised by their auditor) that it is not sure to stay in business
long enough to start generating revenues. Its situation on the market was
during this time period quite unstable, being dependent on capital contributions. This meant that the business plan was not stable enough, and the
auditor instructed the company that this would justify expensing all expenditures as incurred. Later on, the auditor was instructing the company not to
begin the capitalization process until the business was in a more mature
stage, as described in IAS 38. Interestingly, the CFO of this company describes this situation, where it did not capitalize its development expenditures at first, as a deviation from IFRS (IAS 38, paragraph 57), and that it
was not applying the standards correctly.
To sum up, the research phase seems to be characterized by the subjectivity that comes from the uncertainty that is present in the transition from
research to development. There is subjectivity in the transition from research to development where the respondents are describing that they prefer
to expense all expenditures as incurred, with no capitalization of development costs at all. This could be described as a form of path dependency, as
they keep on expensing development costs, even when they are supposed to
start capitalizing. Another main point that was stressed by the respondents
is that if there is no clearly defined recipient for the outcome of the work
and the costs incurred to date on the project, it will be defined as within the
research phase. A source of uncertainty among the companies in the study
is the issue of when in time to capitalize. Companies are dealing with this
issue by way of employing a certain amount of proactive planning. They
are, for instance, looking at capitalization possibilities during initial planning, considering effects on the balance sheet and income statement when
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deciding how to proceed. Companies are also employing limits regarding
capitalization as a way of dealing with uncertainty. There are materiality
limits where the size and number of projects are important. Finally, one of
the companies illustrated the impact of the auditor on inexperienced smaller
companies. The example demonstrated a deviation from the matching principle where one, in general, is supposed to capitalize development expenditures, matching it later on against revenues through amortizations.

5.2.2 Development phase
When characterizing the development phase, the representation is closely
related to the IAS 38 and its criteria for recognizing intangible assets arising
from this phase (paragraph 57). Companies with formal policies regarding
research and development usually design these policies on the basis of the
IAS 38 criteria for recognizing intangible assets arising from the development phase (paragraph 57). However, most of the policies also break these
criteria down in detail. For example, this is done by operationalizing when
and how, in the view of the company, the criteria are being met. Companies
are also providing examples in the policy documents. These examples are,
for example, about how to present a business case with envisioned clients
or markets. In their policies, companies also provide a limit (a specific percentage) for the probability when the criterion for probable future economic
benefits is met.
A few larger companies explain that they do not have a problem handling
these criteria since they are project-based companies. They argue that they
know how to finish projects, having methods in place for that already.
However, within this category of companies, the issue is instead to identify
that it is a development project in the first place, which means recognizing
the project as a separate development project instead of being included
somewhere else. Several respondents also find it hard to give a true and fair
view of the size and useful life of the development project being capitalized.
This seems to be especially significant at the beginning of the development
projects.
The first criterion (out of the total of six criteria in IAS 38, paragraph 57)
that has to be met in order to recognize a project as an intangible asset is
the technical feasibility of completing the developments. This is something
that all of the respondents find quite obvious. If it is not feasible in a technical sense, they will not start the project in the first place. Their view is that
their technical staff will manage everything as long as they have the funds
for it. As two of the respondents point out, however, they cannot know this
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for sure (Company SC1 – Healthcare sector and Company SC2 – Technology sector). They believe that they have the technical framework for completing the development when starting up the project. They have experienced cases where they were forced to discontinue development projects due
to a lack of technical resources. Another aspect that is being stressed is that
they have learned that it is important to have a very clear framework for
the development project, with a distinct beginning and an even more distinct
ending. This will ensure the technical feasibility throughout the development project.
The second IAS 38 (paragraph 57) criterion that has to be met to recognize a project as an intangible asset is the intention to complete the developments. This is also something that all the respondents find quite apparent
in this setting. They repeat the argument that they will not start the development project in the first place if they do not have the intention to complete it. They see it as a self-fulfilling criterion.
The third criterion that has to be met to recognize a project as an intangible asset is the ability to use or sell it. The companies are, in general, quite
sure in their abilities to use or sell the intangible asset derived from the development project. They base this notion on the fact that they have the resources required to use or sell the intangible. An argument given by one
respondent (Company MC2 – Consumer Cyclical sector) when explaining
this criterion as one fairly easy to meet, is that companies specifically train
employees for using or selling the product or service. This respondent emphasized this, especially regarding using the asset.
The fourth criterion, where the company must describe how the intangible asset will generate probable future economic benefits, is the factor where
most respondents describe the situation as not very straightforward. As suggested by one of the development companies (Company SC2 – Technology
sector) with a product without an existing market, it basically could argue
both ways regarding future economic benefits. On the one hand, there is no
existing market and no existing customers. On the other hand, the same
conditions apply to all other companies as well. This development company
could not demonstrate what to sell or whom to sell it to. However, it argues
that if it can show (in a persuasive manner) where it is heading, it would be
able to capitalize the intangibles. Then it would, for instance, have to rely
on a macro-analysis of some sort in order to be able to demonstrate that it
has a future market for its product.
Contrary to the above, however, companies maintain that they, if they
prefer, can argue that they are not able to prove that they have a future
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market and future customers, making them unable to capitalize the intangible assets. Companies are able to argue one way or another. One respondent
(Company MC8 – Consumer Cyclical sector) describes it as “everybody
knows” that in practice, there is no problem recognizing whatever you want
to capitalize. It should be noted, though, that this respondent does not see
this as a problem, arguing that this is something that balances out in the
end.
[…] alright, here is a small part-project, and it has not generated any profit.
And we should remove it. However, you could also say that we have these
two other projects that we expensed, but they turned out to generate profit.
It’s always like that. It is always so much going on at the same time.
(Company MC8 – Consumer Cyclical sector)

Hence, the argument is that it is more likely that the company will be externally assessed based on its cash flow in this regard, rather than on its balance sheet and income statement. The respondent expresses that it is quite
transparent when a company, having a slow-period, starts to capitalize a
little too much. An analyst or competitor would be able to tell that there is
no profit involved. Having no profit, gradually increasing the balance sheet,
that would not benefit any part.
In relation to this, there are also companies without a market at all for
their development projects. Regarding future economic benefits, several respondents explain that they do not have a model for estimating future benefits. They describe it as more of a gut feeling. Depending on the nature of
the development, the considerations could, for instance, be if it supports the
ongoing operation in a productive manner or whether it sustains sales in
some way.
We would need this system to… well if we take a web order system as an
example. This would facilitate the order experience for our customers, and
that would make them stay with us or even increase our sales.”
(Company LC8 – Consumer Defensive sector)

The above description, implying that there is no outright documentation
when demonstrating future economic benefits, also seems to be connected
to the size of the development project. However, this could be taken into
consideration right from the start, making it a part of the feasibility study
for the development project in question. One of the respondents (Company
LC1 – Industrials sector) admits that the company has, in historical terms,
been very prudent in its interpretation of this criterion.
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In contrast to the “gut feeling” description, there are also respondents
describing it in a comparatively strict manner. They explain that they need
to display future cash flow because of the development project. Otherwise,
they would not recognize it as an intangible asset. This is a challenge in
many cases, especially for fast-developing technology companies.
As suggested by one respondent (Company MC7 – Consumer Cyclical
sector), technicians at the project department do not understand the term
“economic benefits”. This makes communication between technicians and
accounting staff problematic. The two parties have different views on when
the project will increase value and give economic benefits.
[…] if you try and speak in terms of property and renovation. If you repaint
the building, it’s not enough. The house won’t be worth more. […] But if you
add an extra floor on to the building, yes, definitely! Move a wall within the
building, not likely.
(Company MC7 – Consumer Cyclical sector)

The technicians’ view, in this case, would be that they would not spend time
on something worthless. Basically, everything they do will generate probable future economic benefits.
On the other hand, the same respondent provides another view of this,
claiming at the same time that they still are leaving the judgment in this regard
to the subsidiary in question. They trust that they know if the development
project will generate probable future economic benefits or not. The trust is
important since there is a lack of knowledge in the group accounting department regarding the business activity and systems in all the different subsidiaries and projects within the group. The trust in this regard, however, is dependent on the size of the project. If the project is large enough, there is also
involvement from the group accounting department to a greater extent.
As suggested by one of the respondents (Company MC2 – Consumer Cyclical sector), defining the useful life of the intangible asset has a close connection to defining probable future economic benefits. They explain this as
when you determine the amortization period, this needs to reflect the useful
life, and in turn the period over which an asset is expected to be available
for use by an entity, or the number of production or similar units expected
to be obtained from the asset by an entity. For some companies, useful life
is the base of documentation regarding the fourth criterion.
The fifth criterion in IAS 38 (paragraph 57), that the company must have
resources to complete the development, is described by the respondents as not
being discussed much within their companies. Here too, they argue that they
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would not have started the development project in the first place if they did
not have the resources to complete it. In contrast to this, other respondents
describe this as one of the more critical stages in the recognition process. They
are in this statement, however, referring only to development companies.
Arguing that demonstrating this factor is merely a technical one, it still
needs to be manifested in some way. One respondent (Company SC2 –
Technology sector) claims that they could prove this by showing that their
cash and cash equivalent would cover this. If this is not possible, a loan
commitment could be used as a substitute. Another respondent (Company
SC5 – Technology sector) argues that it is the individuals involved in the
project that matter.
If the respondents see a problem within this criterion, it is primarily about
proving their ability to sell the intangible asset in question. Also, a threshold
is the financial part to prove that they have adequate financial resources to
complete the project. This would at least be true for the smaller companies,
according to some respondents.
The sixth and final criterion that has to be met to recognize a project as
an intangible asset when using IAS 38 is the ability to reliably measure the
attributable expenditures during its development. The respondents have different views on this matter. First of all, it is clear that some of the respondents do not consider it hard to find a way to measure the expenditures. They
do not find it difficult to establish the amounts for expenditures such as
administrative systems.
Importantly, however, even if these respondents do not find it difficult to
measure the expenditures, they expressed uncertainty in how to determine
the period of the intangible asset’s useful life. The uncertainty consists of
questions if the measurement will be consistent throughout the useful life
and what is reliable in that perspective.
In contrast to the above statements, some of the respondents express concerns over measuring the attributable expenditures in a reliable manner.
One of the respondents gives the following example:
We could get a monster bill named “marketing in Europe” for 10 million
[SEK], or maybe “translation assistance” for 700 hours. Right… so... could
this be related to, for instance, this platform that we are building right now?
But which part of the bill refers to it? Then you have to go to the supplier
and ask them to specify it. And then they say that they cannot be bothered.
That the contract doesn’t obligate them to do so.
(Company MC7 – Consumer Cyclical sector)
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These respondents also claim that they sometimes end up providing only a
likely amount, based on assumptions, meaning that it can de facto be difficult to allocate expenditure to the correct project.
We cannot say “well, now we have redesigned the website in this way and
so, therefore, we have hundreds of new customers generating x [SEK]”. So,
it’s hard. Very, very hard. Especially when it’s new stuff that we didn’t have
before and that we cannot compare with anyone else. So, it's hard.
(Company MC7 – Consumer Cyclical sector)

These difficulties are clearly a concern from the respondents’ point of view.
Interestingly, however, it does not refrain them from capitalizing. They
claim, still, to be working on improving their documentation in this regard,
referring to using time cards and coding the invoices more accurately. Using
cost centers and optimizing the register of their fixed assets are also ways
companies are using to improve documentation.
A few of the respondents are very specific regarding the above statements,
emphasizing that hours spent on a project often are the critical and most
difficult part of this factor. By using time cards, they manage to specify a
certain employee’s hours spent. It is, however, quite difficult to verify that
they spent it exclusively on the specific project. Consequently, an estimation
is made at group management level to allocate all hours on a certain project,
instead of several projects, which might have provided a truer image.
One of the respondents (Company MC6 – Consumer Defensive sector)
explains that the group management does not have the knowledge in detail
regarding how expense allocation is treated within projects. Several respondents confirm that decisions regarding this are made within project departments. They also agree that it is very difficult to reliably measure the
attributable expenditures.
The only thing you know is that it won’t be correct. But then, how very
wrong it is, that's another question. Usually, it takes much more time than
you anticipate.
(Company SC1 – Healthcare sector)

In summary, the development phase seems to be closely related to IAS 38
and its criteria for recognizing intangible assets arising from the development phase (paragraph 57). The companies are making their own judgments
and interpretations of how and when the criteria are being met. These in-
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terpretations are, for instance, explicated by providing examples within policy documents. In short, there are six criteria in paragraph 57. In relation
to the first criterion, about the technical feasibility of completing the developments, we see that all of the respondents found this criterion quite obvious. If it is not feasible in a technical sense, they will not start the project in
the first place. Technical staff will manage everything as long as they have
the funds for it. It was pointed out, however, that it is not possible to know
this for sure. It is instead important to have a very clear framework for the
development project, with a distinct beginning and an even more distinct
ending. In a similar way as above, regarding the second criterion, the intention to complete the developments, the respondents argue that they would
not start a development project if they do not have the intention to complete
it. They see it as a self-fulfilling criterion. The third criterion, the ability to
use or sell it, is seen by the respondents as fairly easy to meet. Companies
specifically train employees for using or selling the product or service. The
fourth criterion, how the intangible asset will generate probable future economic benefits, is described as not very clear. On the one hand, there is no
existing market and no existing customers. On the other hand, the same
conditions apply to all other companies as well. Consequently, companies
are able to argue one way or another. The fifth criterion, where the company must have resources to complete the development, does not generate
much of a discussion within the companies. They would not have started
the development project in the first place if they did not have the resources
to complete it. However, development companies see this as one of the more
critical stages in the recognition process. It is about proving their ability to
sell the intangible asset in question. There are different views regarding the
sixth and final criterion about the ability to reliably measure the attributable
expenditures during its development. Some find it hard to measure the expenditures. For example, there is an uncertainty in how to determine the
period of the intangible asset’s useful life. There are also concerns over
measuring the attributable expenditures in a reliable manner.

5.2.3 Post-development phase
A characterizing issue for the post-development phase relates to the length
of the useful life of the intangible asset. When assets with finite useful lives
are considered for amortization on a systematic basis, one respondent
(Company MC8 – Consumer Cyclical sector) notes that they tend to be
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conservative when deciding the length of the amortization period. This respondent actually admits having shorter amortization plans in comparison
to the actual useful life of the intangibles.
You are kind of appraised by investors by cash flows, that’s the most important aspect. However, that’s also connected to the depreciation period
and how conservative you are. I could argue for two years of useful life, but
at the same time, I could get an auditor to sign off on five years of useful life
if I want to.
(Company MC8 – Consumer Cyclical sector)

The respondent gives a couple of reasons for this behavior. One is that the
earnings might turn out to be lower than communicated to the market. This
would give the incentive to lower costs in the income statement. Another
reason is that the earnings turn out better than communicated to the market.
That would instead motivate a higher degree of costs in the income statement since “you never know how much it will sell later on”. The respondent
points out, though, that it is not so much about the timing of the start of
the capitalization than the valuation and how much that is actually capitalized the following years on the same project. This is where the actual room
for judgment exists. The policy is formalized, but when it comes to the specific project and judgments regarding these types of questions, a “situational
judgment” is made at the project level.
When the respondents describe their application of IAS 38, it seems like
it is not always obvious whether a project is supposed to be recognized as
an intangible asset or not. One respondent (Company SC2 – Technology
sector) describes the decision between defining a project as a new product,
or as a development of an existing and already recognized product, as very
important. The key differences between these two definitions are described
in the capitalization policy of the company. A new product in this company’s view would be to make a completely new package and/or platform.
If the project would be a development of a current product, for example, a
marketing development or a refinement for a specific customer, it would be
considered subsequent expenditures and expensed over the income statement.
Another characteristic of this phase is that in the post-development
phase of a project, there is an assessment to be made whether a modification of an already capitalized intangible should be considered a small update, a larger upgrade, or a completely new product. This judgment, which
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might be more or less subjective in its nature, will have great impact on
the financial reports.
The above is illustrated by an example regarding the development of software. In this example, the company has a policy (outlined by the CFO),
where development projects are divided into four different categories. The
first category is new products, which must be capitalized if the IAS 38 (paragraph 57) criteria are met. The second category is major modifications and
substantially improved functions. This could, for instance, be the industrialization of a technical instrument or upgrading of a certain software from
version 5.0 to 10.0. This category must also be capitalized if the IAS 38
(paragraph 57) criteria are met. The third category is minor modifications
and ongoing development. This would be smaller updates, for instance,
from version 5.0 to 5.5, or ongoing adaptations. According to the policy,
this category would not be capitalized. The fourth and last category is
maintenance, which also would not be capitalized.
Since the policy says that if you already have a product, you cannot capitalize
this project… And then you have to claim that you are instead working on
an upgraded version, but in reality, you might not sell that upgrade to the
customer. It’s more about us being able to capitalize.
(Company SC1 – Healthcare sector)

This means that capitalization would occur only in conjunction with the
development of new products or substantially improved functions in existing products. Capitalization would also require an investment decision by
the group management or by the board of directors. In reality, however, the
decision whether the software development is an upgrade (from version 5.0
to 10.0) or an update (from version 5.0 to 5.5) would be made at the project
level.
To summarize, a characterizing issue for the post-development phase relates to the length of the useful life of the intangible asset. Companies tend
to be conservative when deciding the length of the amortization period. It
is not so much about the timing of the start of the capitalization, but rather
about the valuation and how much that is actually capitalized the following
years on the same project. This is where the actual room for judgment exists.
Also, it is not always obvious whether a project is supposed to be recognized
as an intangible asset or not. In the post-development phase of a project,
there is an assessment to be made whether a modification of an already
capitalized intangible should be considered a small update, a larger upgrade,
or a completely new product.
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5.3

Application rules

There are two examples that can be used to illustrate judgments and decision-making regarding the valuation of intangibles. First, there is a strong
path dependency in the decisions. For example, one company (Company
FN1 – Technology sector) initiated its development processes and treated
its accounting process in a certain way, without reflection. Its informal policy was to expense all expenditures as incurred, not capitalizing development costs at all, even if it confirmed that it probably should. As a form of
path dependency, the company continued its routines and principles without much reflection. As long as no external party intervened, it kept its old
habits.
In the same way, an illustration that shows that there is subjectivity in
the decisions and interpretations of the accounting standards comes from a
respondent describing individuals within the organization, having different
types of influence on the application. These individuals within the organization are described as on a continuum from having a cautious personality
to a more extroverted, visionary personality. The respondent describes it in
a quite polarized way:
Well, I’ve come across both types, and it’s very different among these managers. Some are those who want to take costs a lot, right away […] and some
are the other way around, they want to delay and push it forward.
There are these [managers] having these big plans and great visions, thinking
they are going to make it. […] And then you have these [managers] who are
always being pessimistic about everything. […] That’s the problem with these
kinds of [valuation] models, that there is too much psychology behind it,
making it hard to measure.
(Company LC4 – Industrials sector)

This description of the production manager as either being an optimist or a
pessimist might be overly polarized in order to make the point; however, it
demonstrates the subjectivity of the valuation process. Instead of being a
strictly economic or technical issue, it is about the individual in the local
production context, having different expectations, and thereby affecting the
accounting outcome.
However, it is not only a question about individuals having different
views and thereby affecting the application in different ways. And, it is not
only a question of path dependency that can explain the valuation of intangibles in a local context of meaning. There is a need to understand how
judgments are being made. Moreover, there is a certain pattern that can be
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applied in a more general way. Instead of viewing judgments and decisions
as arbitrary because of the intrinsic subjectivity of intangible accounting, it
is possible to make a categorization of the judgments or the basics that the
organizations are using when making the decisions. In this study, the outcome of this kind of categorization is the application rules below.
Because different settings provide different application rules, as argued in
Chapter 3, and although there are no explicit rules to follow (only principles
within the standards), the application of principles-based standards is
formed by the local context of meaning and reveals certain application rules
that could be constructed and are practiced. These are rules that explain the
valuation of internally generated intangibles and, by extension, the application of principles-based accounting standards. Understanding these rules
will aid in understanding the interpretations of the organizations when they
are making decisions and judgments. Hence, the next section(s) will be an
elaboration of a number of rules for translating an accounting standard,
such as the IAS 38. These rules have been derived inductively from the empirical material as described in Chapter 4, and will now be categorized and
explained in the following sections. These rules are the simplicity rule, the
materiality rule, the prudence rule, and the appearance rule.

5.3.1 Simplicity rule
Many of the reflections that companies make when applying principlesbased accounting standards are related to simplicity. This is a relatively uncomplicated rule in the sense that companies take into consideration the
potential avoidance of unnecessary documentation and bureaucracy, as well
as frequently referring to the auditing of the company as a reference point.
It’s almost like you start to think before you even begin the capitalization
process, that nah, we shouldn’t bother. It’s too much work. Even if it, in
reality, would be the right thing to do.
(Company SC1 – Healthcare sector)

Each judgment requires a careful thought process, and the simplicity rule is
characterized by the facilitation of the avoidance of bureaucracy. In short,
there are three issues characterizing the simplicity rule. First, companies are
making common-sense decisions. Second, intangibles are complicated to
capitalize. Third, the issue is connected to the burden of documentation
when capitalizing intangibles.
Striving for simplicity makes companies avoid the capitalization process,
which in turn is considered to be complicated and to be draining resources.
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Knowing that a cumbersome and sometimes overbearing process is looming
if starting a capitalization process might make companies avoid it as much
as possible. The perception of what is overbearing, therefore, is affecting
the assessment of whether to capitalize or not. Consequently, commonsense decisions are making capitalization judgments somewhat subjective.
In this case, common sense refers to an unwillingness to complicate issues
more than necessary.
There is also a comparison made by the respondents between tangible
and intangible assets in this regard. In short, respondents express that it is
more complicated to capitalize intangibles rather than expensing them.
Well, sure, when activating ordinary equipment investments, it’s at a lower
level. But it’s partly because it can be a little less difficult to manage those
things. It's an administration around it [intangibles] that makes it quite tricky
to handle. […]
(Company LC2 – Industrials sector)

Another issue that relates to simplicity is the burden of documentation. Even
if most companies indicate that they are documenting all phases, having to
document issues takes time and causes bureaucracy to increase. This causes
resistance towards starting a capitalization process. There is also a relational
aspect of this where, for instance, auditors play a role. Their involvement
and requirements regarding documentation set by the auditors in relation
to the development projects is regarded as time-consuming by the companies.
[…] as it’s become now, in the last few years anyway, with, for example,
increasing documentation and certain requirements from auditors. This may
be justified in some cases, but I think it's almost like you think twice before
you even start the capitalizing process. Like, nah let’s not, it's too much
work. Even if it really would be the right thing to do.
(Company SC1 – Healthcare sector)

In the development phase, respondents emphasize that difficulties such as
measuring attributable expenditures and estimating future benefits usually
leads to judgments based on “gut feeling” by the management. The companies keep it simple in this regard since it is just not possible to allocate expenditures to the correct project.
By way of conclusion, the simplicity rule mainly refers to the avoidance
of unnecessary documentation and administration. The pursuit of simplicity
facilitates the avoidance of the capitalization process as much as possible.
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Interpretations are made based on three main issues within the simplicity
rule. The first issue refers to common-sense decisions that are making the
capitalization decisions subjective. The second issue is that companies express how intangibles are complicated to capitalize. This, in turn, is related
to the third issue, the burden of documentation connected to the capitalization process.

5.3.2 Materiality rule
There is also a materiality rule connected to the simplicity rule. Materiality
in this context can, for example, be understood in financial terms. It is a
decision regarding whether a project is worth capitalizing or not. This judgment is made based on certain specific amounts and certain sizes of the actual development project. The decisions are made based on financial value,
but also with regard to time. Hence, when it comes to materiality, several
issues should be noted. Below, issues such as specific amounts, number of
projects, time relevance, relevance for different parts of the organization,
and also other limits for dealing with uncertainty, are discussed.
It is important to bear in mind, in order to understand the first issue of
the materiality rule regarding specific amounts, that based on the interpretations made within the organization, companies are quite precise about
what is material and not. Some respondents mention exact amounts. As an
example, one respondent mentions a value of at least one million SEK as a
principle for capitalization. This is a precision of the amount that is considered material.
[...] It is also because we’ve got a relatively large group, so we've got quite
strict rules on how to capitalize things like that. Usually, we talk about at
least a value of a million for it to be of interest in those terms.
(Company LC2 – Industrials sector)

This shows that the companies are not interested in capitalization unless it
has a substantial value, and the limit for this is most likely different between
companies. However, most companies do have such a number.
Importantly, the results of this thesis show that the materiality rule is
strongly related to the simplicity rule, where the avoidance of unnecessary
documentation and administration make the companies hesitant toward the
capitalization process. This is because the materiality rule comes into play
when the size of the project no longer makes it worthwhile to capitalize,
and capitalization no longer is materially justified. In this sense, the materiality rule conditions the simplicity rule.
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Regarding internally generated intangibles, there we have very clear instructions on what we want to capitalize. And it’s based of course on IFRS, and
then we also have materiality limits, which become like some kind of gatekeeper to not capitalize too much, so that we don’t waste time on trivialities.
(Company LC2 – Industrials sector)

There are also other ways that the materiality rule and the simplicity rule
are connected. For example, documentation is connected to the size of the
development project. Using detailed models for estimating future benefits
during the development process is less important regarding smaller projects.
Instead, estimation by “gut feeling” is used. Hence, it seems that the judgment is made in a more intuitive way concerning smaller projects. Also, the
number of projects is significant regarding capitalization.
The time relevance issue refers to the existing uncertainty among the companies regarding when in time to capitalize. This uncertainty is dealt with
by creating a time limit for capitalization. The time limit could, for example,
be that products which are to be launched in two years or less, meeting all
other requirements from IAS 38 (paragraph 57), are to be capitalized. All
other projects outside this time frame are kept outside the balance sheet.
A third issue of the materiality rule, relevance for different parts of the
organization, refers to how the headquarters and the group accounting department leave the judgments to the different subsidiaries. They trust that
the project departments know if, for instance, a development project will
generate probable future economic benefits or not. The respondents emphasize that trust is important since there is a lack of knowledge in headquarters
regarding operational activity and systems. However, trust is also dependent on the size of the project. If the project is large enough, there will be
involvement from the group accounting department to a much greater extent.
There are also other limits that the companies set up to deal with uncertainty in the estimations that they are often forced to deal with in the development phase. For instance, companies are in their internal accounting policy stating in percentage at what level of probability the criterion for probable future economic benefits is met.
To summarize, the materiality rule can be viewed as consisting of several
issues. The issue regarding specific amounts refers to how companies are
quite precise when it comes to the precision of the intangible project being
considered material enough in order to become capitalized. The issue re-
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garding the number of projects is significant for companies when capitalizing. The time relevance issue is about dealing with uncertainty by creating
time limits. This is usually done when dealing with capitalization decisions.
The issue of relevance for different parts of the organization refers to the
involvement of different parts of the organization, depending on the size of
the development project. Finally, it is important to add that there are other,
similar materiality limits that companies are practicing.

5.3.3 Prudence rule
While the simplicity rule and the materiality rule are more about making
interpretations and judgments so as to avoid unnecessary documentation
and administration, the prudence rule is instead about risk assessment.
When talking about prudence in this way, it should be noted that the meaning differs from the traditional meaning of the word. The way prudence is
used in this study is not the way it is commonly used in accounting. It is not
the normative prudence concept, being one of the cardinal virtues. This,
instead, is a more general rule of prudence which focuses on individual risk
avoidance.
[…] What you want to avoid is when you are far into a project, passing
stage… we might be somewhere around here by then [points to a drawn
timeline]. And if we say that we would capitalize here, which of course has
been discussed, then it will be a tough decision when to approve this project.
You know… imagine this project not resulting in any product, and we’ll have
to cancel it. And then you have to lower the income statement by half a billion, or something like that. The knowledge of that situation could in itself
be causing us to proceed with a non-profitable project simply because noone wants to risk being the scapegoat later on.
(Company LC1 – Industrials sector)

There are two main issues within the prudence rule. The first issue is related
to the restrictive nature of the intangible capitalization decisions. The second issue is similar but instead connected to the restrictive nature of the
length of the amortization period regarding intangibles. Below, these issues
are discussed.
Respondents describe company management as restrictive when it comes
to capitalizing projects. If they do capitalize, they tend to wait as long as
possible, preferring to expense before capitalizing. The reason for this is that
the company does not want to keep unnecessary expenditure on the balance
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sheet. They do not want to be stuck with an intangible asset too soon without a probable revenue to cover it in the future.
You don’t want a wide range of projects capitalized all the time; you’d never
get rid of them! We want to be a bit careful in this, so we rather capitalize
less than more.
(Company SC1 – Healthcare sector)

The end result of using this prudence rule is a tendency to lean towards
having internally generated intangible items expensed as much as possible.
It is the general subjective characteristic involved in the transition from the
research phase into the development phase that allows for this prudence.
The risk assessment issue within the prudence rule also includes the postdevelopment phase. Companies tend to restrict the length of the amortization period. They keep shorter amortization plans in comparison to the actual useful life of the intangibles because earnings might turn out to be either
higher or lower than actually communicated to the market. Companies tend
to take a conservative stance toward the length of the useful life of intangible assets.
An example of a scenario where companies tend to apply the prudence
rule is when they persist to identify a recipient for the outcome of the research before considering capitalization. With no clearly defined recipient
for the outcome of the work, it tends to be defined within the research
phase.
Another aspect of individual risk avoidance is that it is not only restricted
to a certain part of the organization. This application rule can be found
among all parts having an impact on the financial reports of the company.
An external actor like the auditor is certainly characterized by this individual risk avoidance behavior as well. An illustrating example of this is the
auditor advising the start-up development company to expense all expenditures as incurred, with the argument that they are not sure to stay in business long enough to start generating revenues. This is a way for the auditor
to avoid the risk of being caught with an oversized balance sheet. When the
company entered a more mature and stable phase, the risk also decreased
to a level where the auditor allowed for capitalization.
In short, the prudence rule is about individual risk avoidance, which usually affects the financial reports in the sense that companies tend to limit
their capitalization of projects to a certain extent. This rule also applies to
external factors with an influence on the reporting outcome of the companies. The two main issues are related to the restrictive natures of both the
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intangible capitalization decisions and the length of the amortization period
regarding intangibles.

5.3.4 Appearance rule
While the simplicity rule, the materiality rule, and the prudence rule are, as
we have seen, related to internal aspects, the appearance rule instead relates
to the external image of the company and its finances. There are five main
issues within the appearance rule. Firstly, there is an overall external awareness that is affecting accounting judgments. The second issue is connected
to the image that is displayed through companies’ financial statements. The
third issue is about the credibility of the company, while the fourth is connected to the general principle of matching. Finally, the fifth issue is concerning how companies are choosing between scenarios.
The appearance rule embraces the understanding of external factors,
meaning that companies are susceptible to external pressure. This is affecting the capitalization decisions regarding intangibles. It is a question about
constructing an accurate image of the company externally. And, in a way,
it is a question about vanity, to be able to showcase the company as one
with healthy finances.
Well, we really want to capitalize a reasonable amount to be able to present
a good income statement, so that the income statement reflects the running
operations, you know.
(Company SC2 – Technology sector)

You probably want to expense as much as possible, but not all of it because
you spend quite a lot of money on it. You want it to show, and it would be
misleading (if it didn’t) since you have invested a huge amount of money in
something that will be of great benefit for many years to come. Then it should
show in the balance sheet!
(Company MC8 – Consumer Cyclical sector)

This rule relates to the image of the financial statements, meaning the balance sheet and the income statement. As an example, being a development
company and having a balance sheet without any capitalized development
expenditure would give negative signals externally.
[…] On the other hand, you might choose not to [capitalize], and to be restrictive when you face a worsening of economic conditions or whatever it
may be. It might give some form of bad will, throwing up extra money in the
92

SIMON LUNDH Application of Principles-based Accounting Standards

balance sheet during bad times. It might look odd, you know. There are, of
course, several factors in this, but there you have it.
(Company LC1 – Industrials sector)

This means that the issue of appearance is not, however, restricted to the
notion of “looking good”. It is also related to the perceived credibility of
the company. It is important for companies to convey to the outside world
that they are, from a financial point of view, corresponding to the expectations and thereby have credibility.
If you don’t have anything, having only your existing products and nothing
else in terms of maintenance or development, that’s pretty bad. So, looking
at the reports and on companies with heavy development, there should always be something capitalized if you’ve applied the rules correctly. So, that
is, of course, something that’s on our minds, that we need to keep something
in there.
(Company SC1 – Healthcare sector)

It differs between managers, so to speak. Some want to take a lot more costs
in advance, so then you have to stop them in that sense, and others are the
opposite and like to push costs forward. […] So, somehow, as a group accountant and controller, you have to balance this and make sure that it becomes reasonable.
(Company LC4 – Industrials sector)

As one respondent puts it, it is quite transparent when a company in a slowperiod starts to capitalize a little too much. If no profit is involved, an analyst or a competitor would be very skeptical.
The appearance rule can also, to a certain extent, be connected to the
general principle of matching. This principle refers to the idea of matching
income and expenditures to the correct period. It is important for the companies that the financial reports reflect the notion of matching so that stakeholders can be confident of this. Hence, there is an external dimension that
connects the matching principle to the appearance rule.
Companies that are having difficulties with their profitability generally tend
to capitalize more, and those who are doing very well, they have less reason
to capitalize. […] But then, of course, you also want it to match. You don’t
want the expense now if you know that you’ll make money from it next year.
(Company MC8 – Consumer Cyclical sector)
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As an example, a larger company argues that if it instead was a company
with a larger number of intangibles, it would also spend more time capitalizing projects. This is because when basing the revenues mainly on, for example, producing software, it would be remarkable to external actors if the
expenses are not capitalized when there are no revenues in the income sheet.
Hence, this external dimension connects the idea of matching to the appearance rule.
One issue of the appearance rule is more about choosing between different scenarios. A respondent describes a scenario when reviewing and planning the point of departure in their business plan. In this situation, they have
a number of potential development projects to choose from. They decide
between different projects and have several possibilities regarding which to
capitalize. Different decisions have different effects on the financial statements.
Well, we do it all the time, because when we look at a budget with a business
plan ahead, we look at what projects to capitalize. In scenario two or three,
we will add different, perhaps bigger projects, and in another scenario, we
do not activate any sizable projects. Instead, we perhaps focus more on modification or customized projects that are not as capitalizable. With equivalent
conditions, it gives different effects on the income statement. And we take
that into consideration, making decisions… well, how to deal with that. We
need to understand the consequences of how development projects will affect
the outcome of the balance sheet.
(Company SC2 – Technology sector)

As we can see, the appearance rule involves the question of project choice,
as these internal decisions influence the external image of the company presented through its financial reports.
But then it probably depends on future probable economic benefits, because
we do not know that when we are doing the research. Because if it goes completely wrong there will be no product, so it is difficult to... So, I have to be
honest; it’s subjective.
(Company MC1– Healthcare sector)

Choosing between different scenarios is not only possible before a capitalization decision. When explaining how intangible assets will generate probable future economic benefits, the companies are also facing a situation
where they are able to decide between different scenarios. On the one hand,
there is no existing market, and there are no existing customers. On the
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other hand, the same conditions apply to all companies. Given having a
product without an existing market or customers, there is basically a possibility to argue both ways regarding future economic benefits. In the postdevelopment phase, there is room for judgment regarding valuation and
how much to capitalize the following years on the same project. A situational judgment is made at the project level as it is possible to choose between different scenarios.
To conclude, the appearance rule is characterized by five main issues. The
first issue is an overall one, showing that the external awareness within the
companies is affecting the accounting decisions. Perhaps the most apparent
issue is the second one, where companies tend to reveal their most positive
attributes externally. They care about their image that is displayed through
their financial statements. A different approach to the appearance rule is
illustrated in the third issue, where companies discuss a perspective highlighting credibility. It is important for the companies to be seen as credible.
The fourth issue is connecting appearance to the principle of matching. Regarding the fifth and last issue, it about the companies choosing between
different scenarios.

5.4

The application rules in relation to the phases

The simplicity rule, the materiality rule, the prudence rule, and the appearance rule are all conditioning the judgments made within the companies
regarding the valuation of intangibles. These four rules demonstrate a certain pattern of something that is essentially subjective, a form of editing
pattern. Although being fundamentally subjective, the pattern means that it
is an understanding that is common within the companies included in this
study. This shared understanding is based on simplicity, materiality, prudence, and appearance. This understanding among the companies makes
the interpretations, judgments, and decisions follow a rather similar design.
It is important to note that the rules above are not all operational at the
same time. Also, they are not active in the same way throughout the research
and development process. Instead, they have different characteristics in different stages of the process. As discussed in Chapter 2 and at the beginning
of this chapter, there are three phases connected to the research and development process. These phases are the research phase, the development
phase, and the post-development phase.
Table 4 is used to emphasize the characteristics of the rules with a focus on
the different phases and to show their role in the process. It is important to
remember that there are no exact numbers when making this kind of table. It
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is made based on a subjective assessment. However, there are tendencies toward certain patterns, and that is what is illustrated in Table 4.
Table 4. Application rules in relation to the phases
Research
phase
Simplicity
rule

Common-sense decisions

Development
phase

Post-development
phase

Common-sense decisions

Intangibles are complicated to capitalize
Burden of documentation
Materiality
rule

Specific amounts
Number of projects
Create time limits,
when to capitalize

Relevance for different parts of the organization
Other limits

Prudence
rule

Restrictive in capitalization

Appearance
rule

External awareness
affecting decisions

External awareness
affecting decisions

External awareness
affecting decisions

Image – e.g., being a
development company
– must have capitalized development

Image – e.g., being a
development company
– must have capitalized development

Image – e.g., being a
development company
– must have capitalized development

Restricting the length
of the amortization
period

Ensure/maintain cred- Ensure/maintain cred- Choosing between
ibility
ibility
projects/scenarios –
externally important
Matching income and Choosing between
expenditures – exter- projects/scenarios –
nally important
externally important
Choosing between
projects/scenarios –
externally important

The simplicity rule, starting out in the upper left corner of the table, signifies
that the standard (IFRS) is interpreted in a certain way. This rule might not
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add to the original idea of the standard; instead, it tends to streamline the
idea in the direction of capitalization avoidance. This is reflected and put
into practice in different ways, depending on which phase (connected to
research and development) the company finds itself. The simplicity rule is
active mainly within the first and second phases. In the research phase, documentation usually covers the basis for deciding when a project is to (and
in the future should) be considered to move into the next phase. In an attempt to avoid any unnecessary documentation, however, companies are
avoiding entering the development phase, which is considered to be a phase
characterized by bureaucracy and administration. In the development
phase, the companies are basing estimations of attributable expenditures
and future benefits in an intuitive way. Overall, characterizing this rule is
that there is a component of efficiency involved. This efficiency component
makes it important for companies to “keep it simple”, not because of fatigue
and disinterest, but because of a significant argument for efficiency.
Regarding the materiality rule, it is also active within the first two phases.
In the research phase, the companies are quite specific when it comes to the
precision of the intangible project being considered material enough to be
capitalized. When dealing with uncertainty, there is also a time relevance
aspect, which is expressed by companies when they are creating time limits.
This is usually done when dealing with capitalization decisions. The decision to move into the development phase also involves different parts of the
organization, depending on the size of the project. This rule is connected to
the simplicity rule, which explains some of the traits of the materiality rule
since efficiency is a common component. Making clear cut time- and monetary limits also facilitate an argumentation for both the capitalization strategy and amortization plan.
While the above-discussed rules are active in a coherent way, the prudence rule is active in the first and third phases. In the research phase, this
rule is about individual risk avoidance, and companies tend to limit their
capitalization of projects considering certain risks involved in the process.
In the post-development phase, however, the rule relates to length of useful
life of the intangible assets, where companies tend to restrict the length of
the amortization period. This means that from the first to the third phase,
the attention shifts from an individual risk avoidance focus to working with
the amortization period.
Interestingly, though, unlike the first three rules, the appearance rule is
active during all three phases. Moreover, this rule is active in basically the
same way throughout the entire process. The rule is characterized by an
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overall external awareness. Companies want to externally show their most
positive attributes. However, it is important for companies to correspond
to the external expectations in order to gain a certain amount of credibility.
In all phases, companies are choosing between different scenarios. Therefore, the most viable and expedient scenario, also considering the external
image, is chosen when guided by the appearance rule.
The simplicity rule is, just as the materiality rule and the prudence rule,
connected to instrumental characteristics and arguments. While the first
two rules are efficiency-based in nature, the prudence rule is also connected
to company management policy, since the rule is about making sure that
the organization manages to minimize risk. For example, respondents expressed a certain implicit expectation from the executive management regarding the accounting decisions, meaning that the judgments are not fully
made at the project department, or even the accounting department. Decisions are instead made based on management policy.

Figure 2. Operationalization of application rules

Figure 2 is an estimation and an illustration of how the four different rules
are active as they appear in the different phases. The findings of this study
show that the simplicity rule, the materiality rule, the appearance rule, and
the prudence rule vary over the three phases. The application rules above
could facilitate understanding of the application of principles-based accounting standards. As suggested above, the prudence rule, along with the
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simplicity rule and the materiality rule, are all identified frequently in the
research phase, before the capitalization decisions are made. After that, the
prudence rule is not as frequent, while the simplicity and materiality rules
are still highly often mentioned until the post-development phase, where
they are more infrequently noted. In contrast, the appearance rule is constant over all three phases.
Summing up, we have now seen that the companies go through three
different phases. First, they expense all development expenditures as incurred (research phase). Second, they start to capitalize the development
expenditures (development phase). Third, they start commercial production
or begin to use the developed product/service (post-development phase).
There are accounting issues connected to the transition from one phase to
another. One issue, moving from the research phase to the development
phase, is whether there is an asset that should be recognized in the balance
sheet or not. Another issue is related to how the intangible asset is transferred to the income statement over time as an expense. This is a consideration that is made when moving from the development phase to the postdevelopment phase. In this stage of the analysis, we can see how the considerations regarding the accounting issues when moving from one phase to
another are being made. There is a certain pattern that can be applied in a
more general way. The judgments or the base that is being used for decisions
has been categorized into four different application rules. As described in
this chapter, these rules are considering simplicity, materiality, prudence,
and appearance. These rules are operational in different ways and are also
active in diverse manners over the three phases, having different characteristics in these stages. A deeper understanding is needed to recognize the rationales and reasons behind these rules. Furthermore, there is a need to go
further and explain it at a higher level to proceed in explaining the application of principles-based accounting standards in a local context of meaning,
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6 Rationales for application rules
In light of the previous chapter, accounting for internally generated intangibles involves certain issues that companies are facing when applying the
principles-based accounting standards. These issues and the way companies
reflect on them follow a certain pattern, which in Chapter 5 was identified
and structured into different application rules. But how are these rules reflected in practice, and what are the reasons for these rules-based applications? The identification of the application rules in the previous chapter
gave an initial empirical description of the application regarding internally
generated intangibles. As we have seen, the application of the principlesbased accounting standard is explicated by the application rules (simplicity,
materiality, prudence, and appearance).
Previous chapters gave an insight into how the application rules are conditioning the decisions made within the companies regarding the valuation
of intangibles. The chapters also described tendencies toward certain patterns regarding the four different rules and how they are active as they appear in the different phases. It is, however, also necessary to analyze the
accounting judgments and decisions in order to understand the application
of principles-based accounting standards.
It could certainly be tempting to explain this in terms of corporate characteristics. A traditional institutional reasoning regarding legitimacy would,
for example, assume that the pressure would be different depending on size
and industry. However, the empirical material shows that companies of different sizes and in different industries are discussing similar types of issues.
That is, all companies have similar reasoning and arguments regarding each
of the application rules. This is also apparent when studying the different
phases of intangible accounting (research phase, development phase, and
post-development phase). As shown in Chapter 5, the appearance rule appears during the research phase among companies of different sizes and in
different industries. For example, there are discussions around external
awareness affecting decisions in both a small company from the technology
sector and a medium-sized company from the consumer cyclical sector. A
respondent from a small healthcare company discusses credibility issues in
the same way as a respondent from a large industrials company. Actually,
all the rules contain examples from different industries and sizes. There are
no clear patterns that would indicate that these practically oriented structural explanations would be sufficient or even evident in the empirical material. Hence, a practical empirical explanation is not suitable for this study.
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Rather, the explanation could instead be found within the mode of thinking. It is a theoretical understanding of the application rules that is needed
to answer the research questions. It is better to search for more theoretical
qualities underlying the application rules in order to provide an adequate
explanation. Context of meaning is revealed using theoretical explanations
when analyzing accounting judgments. As discussed in Chapter 1, the instrumental, rational concerns of the companies in line with the basic notion
of economic considerations should not be ignored. These explanations are
useful to some extent; it is, however, in combination with the legitimacy
discussion, found within institutionally oriented literature, which makes the
instrumental explanations interesting. As being developed further in this
chapter, the co-existence of these two quite different concerns is highly relevant for the research questions.
Consequently, to understand the application rules, they are explained in
this chapter as building on two different overarching rationales. By approaching these rationales, the results of this study also explain the application of principles-based accounting standards. These rationales are identified from the patterns of the application rules and resolve into two distinguishable categories. The first rationale captures the instrumental reasoning
behind several of the application rules, which, for example, allows for efficiency and expediency. The second rationale is describing an external focus
that is characterized by legitimacy-based considerations. It is important to
understand that individuals are rather unconscious of these rationales. They
are not pragmatically choosing a certain rationale depending on what they
find most applicable to a certain situation. Rather, these rationales are
providing an understanding of the overarching reasons for the applied application rules when dealing with various issues. Throughout the different
phases, the rationales are, therefore, essential for understanding the application of principles-based accounting standards. Hence, it is important to
understand the essence of these two rationales. This chapter will start by
providing such explanations regarding the instrumental and the legitimacybased rationale. Furthermore, the connections between these two rationales
and the application rules are elaborated on, also explaining how they coexist and balance each other.

6.1

Instrumental rationale

The first type of rationale is a purely instrumental one. This rationale is
connected to certain types of application rules that are connected to interpretations that are in line with certain goals and policies of the company.
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These instrumental arguments could most likely be of a different nature, but
what they have in common is that they build on efficiency or cost-benefit
analysis in some way.
To make the research and development process as efficient as possible,
companies sometimes make “common-sense decisions” and use “gut feeling” to avoid complicated and overbearing capitalization processes. These
are efficiency-based arguments based on keeping costs at a minimum or increasing efficiency and reflect a close connection between the instrumental
rationale and the simplicity rule. The instrumental rationale also relates to
the simplicity rule since the burden of documentation and an unwillingness
to complicate issues more than necessary is an overall and general motivation characterizing the simplicity rule.
Judgments connected to the materiality rule are used when the size of the
project conditions the decisions regarding valuation. Both size and number
of projects seem to be important as limits when dealing with uncertainties.
This indicates that an efficiency argument is behind these kinds of judgments. Efficiency reasons require companies to concretize the wordings in
the standards, coming up with monetary limits, specifying time limits and
even creating limits in probability. This is all done to be able to keep the
accounting part of the operation as effective as possible, not getting slowed
down making difficult estimations and decisions when the impact on the
reports is minor. By following and overlapping the simplicity rule, the materiality rule is thereby also closely related to the instrumental rationale.
Reasons given by the companies for postponing recognition of projects
are often based on a reluctance to “be stuck with an intangible asset too
soon without the certain revenue to cover it in the future”. Companies tend
to restrict the length of the amortization period since they want to avoid the
risk of making an overestimation and keeping the asset for a longer period
than necessary within the balance sheet. These decisions might affect the
company for a longer period ahead, and there is an individual risk to be the
one making a decision with an improper impact on the reports. These are
instrumental expressions of individual risk avoidance, which are mainly
characterizing the prudence rule.
There are certain common elements considering the rules within the instrumental rationale. The instrumental rationale is relating to companies
trying to make practical matters, connected to the research and development
projects, work in an as efficient way as possible. Expediency is an important
part of the judgments and decisions when dealing with criteria set upon
them by the standard setter.
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6.2

Legitimacy-based rationale

While the instrumental rationale is characterized by an internal efficiency
focus, the legitimacy-based rationale is quite different. The legitimacy-based
rationale is directed towards the external domain, which means that there
is a need to produce reports which are externally seen as proper and reasonable. This explains how the companies are guided when concerned about
their appearance. The appearance rule, therefore, is an expression of the
legitimacy-based rationale in the manner that the companies are basing their
decisions on the expectations and views of external stakeholders, while the
legitimacy-based rationale is thus reflected by the connection to the constant
effort regarding the creation and maintenance of an external image of the
company.
The legitimacy-based rationale could also take the form of a credibility
argument. Externally, some solutions might be more viable in the eyes of
external stakeholders or analysts, and that could be a driver and something
that shapes the outcome of the accounting process. This credibility argument has, for example, been expressed in connection to recognition, where
respondents claim that it is quite easy to capitalize projects if they want to.
However, the credibility consideration is something that is holding them
back. The capitalization is required to be externally reasonable in order to
be considered for recognition. On the other extreme, respondents express
that it would also be strange not to capitalize expenses when there are no
revenues. Credibility is, therefore, a vital part of the legitimacy-based rationale.
As we have seen, the internal agenda of the company is driving and shaping the application rules. However, the internal decisions are also affected
by the effort of producing a credible external image of the company and its
financial reports, as when the companies are choosing between different
scenarios. Also, when there are no existing markets and no existing customers, and the same conditions apply to all other companies, they find themselves in a situation where they can argue both ways regarding future economic benefits. In this situation, the internal agenda, in combination with
external credibility, will shape their decisions.

6.3

Rationales in relation to the application rules

In summary, Table 5 shows the differences between the instrumental rationale and the legitimacy-based rationale. The differences are made explicit
in the table by first considering the overall definition of each rationale.
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Table 5. Instrumental rationale versus legitimacy-based rationale
Rationales

Instrumental
rationale.
Considering efficiency, risk, and economic
consequences of accounting decisions.

Legitimacy-based
rationale.
The need to produce
reports that are externally seen as proper
and reasonable. Relates to the external
image of the company
(‘s finances)

Application
rules

Simplicity

Appearance

Issues

CommonSpecific
Restrictive in External awareness afsense deciamounts
capitalization fecting decisions
sions
[see p.88]
[see p.90]
[see p.92]
[see p.87]

Materiality

Prudence

Intangibles
Number of
Restricting
are compliprojects
the length of
cated to capi[see p.89] the amortizatalize
tion period
[see p.87]
[see p.91]

Image – E.g., being a
development company
– must have capitalized development
[see p.92]

Burden of
Create time
documentalimits, when
tion
to capitalize
[see p.87]
[see p.89]

Ensure/maintain credibility
[see p.93]

Relevance for
different parts
of the organization
[see p.89]

Matching income and
expenditures – important externally
[see p.93]

Other limits
[see p.89]

Choosing between projects/scenarios – externally important
[see p.94]

From a general perspective, regarding the instrumental rationale, when
companies are facing accounting decisions concerning internally generated
intangibles, they are considering efficiency, risk, and economic consequences. In contrast, when turning the spotlight to the legitimacy-based rationale, the external factors are instead of central importance. To produce
financial reports that are externally seen as proper and reasonable becomes
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vital. The externally conveyed image of the company’s finances takes precedence over other considerations.
When connecting the application rules to a rationale, three of them are
instrumental, and one is legitimacy-based. The simplicity, materiality, and
prudence rules fall under the instrumental rationale, while the appearance
rule is based on legitimacy. As discussed in Chapter 5, these rules all represent different kinds of issues of central importance. These issues are guiding
the way the rules correspond to each rationale.
Within the instrumental rationale, issues are connected to (1) the simplicity rule. To make the research and development process as efficient as possible, the companies are sometimes making “common-sense decisions” and
using “gut feeling” to avoid complicated and overbearing capitalization
processes. There is an overall consensus that intangibles are laborious to
capitalize and document. This rationale is also connected to (2) the materiality rule. Issues are dealt with by creating limits in specific amounts and in
time, where the number of projects in the company also affects the decisions. Additionally, the instrumental rationale is related to (3) the prudence
rule. The companies are restrictive in taking the step into the development
phase, recognizing the project as an intangible asset. In the same way, there
is a conservatism regarding setting the length of the amortization period of
the recognized asset, estimating the useful life shorter rather than longer.
The legitimacy-based rationale represents issues connected to the appearance rule, which turn the focus to externally related factors. There could be
instrumentally reasonable ways to handle certain scenarios; however, when
outside analysts, media, and potential investors view the scenario differently, companies are perceptive of this and take it into account. In that way,
there is a constant awareness regarding decisions connected to research and
development projects. Another example that illustrates the legitimacy rationale behind the appearance rule is that there is a perceived expectancy
for development companies to continuously keep some development projects capitalized. When the companies are guided by their necessity to externally demonstrate that they keep an ongoing production regarding development projects, this highlights the significance of the credibility element in
the appearance rule. In other words, the credibility pressure that the companies have to manage in one way or another involves the importance of
reflecting upon the matching principle. As we have observed, it would be
seen as strange or at least extraordinary not to capitalize expenses without
any revenues matching these expenses further on. Without future revenues,
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it would create a credibility problem, which the companies also tend to be
very much aware of.
The inherent subjectivity and the issues above are connected to that companies are making certain judgments when choosing between projects or
scenarios. The legitimacy-based rationale represents an external assessment
that is based on credibility that the companies are approaching in different
ways. The financial reports, which are also affected by internal reasoning
and decisions, are used as an external instrument. This external- and credibility-oriented view is what connects the legitimacy rationale with the appearance rule.

6.4

The co-existence between rationales

The application of principles-based accounting standards is, according to
the findings of this study, connected to an instrumental-based rationale.
Simplicity, materiality, and prudence are things that are taken into account
when considering the accounting issues connected to research and development. However, there is also a pattern that shows a continually present concern about external appearance. This signifies a legitimacy-based reasoning
that is rather stable throughout all three phases. These two rationales are
present on a parallel basis and are not necessarily dependent on each other.
Hence, there is a certain co-existence between the two rationales.
As we know, there are three phases connected to research and development projects. Making the decision to move from the research phase into
the development phase, to actually recognize the intangible as an asset, is
the part where the instrumental rationale is most active. Companies are, for
example, avoiding entering the development phase, considering this phase
to be characterized by bureaucracy and administration. Additionally, they
do this because of risk avoidance when capitalizing companies are expensing as far as possible. Companies also create materiality limits, where both
the size and number of projects are important aspects. The decisions regarding internally generated intangibles are of an instrumental nature, primarily
in the first part of the valuation process where the considerations are involving if and when a project is recognized as an intangible asset. Interestingly, though, the instrumental rationale tends to decrease over time. The
main instrumental concerns are directed toward the capitalization decisions
that are active in the research process, before the project moves into the
development phase. After the project is capitalized, from the development
phase and also in the post-development phase, few issues seem to be directed
towards the concerns of an instrumental nature.
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Considerations with a legitimacy-based rationale are, however, in contrast to the instrumental rationale, evenly allocated throughout all three
phases. This means that there is a constant awareness of the external credibility regarding the financial reports, not only before recognizing the intangible asset but also throughout decisions regarding, for instance, useful life
and amortization plans. Hence, since these appearance considerations seem
to be present on an even distribution, there is a legitimacy-based rationale
constantly present within the organization during the entire process of valuation.
Interestingly, the findings of this study reveal not only the presence of the
instrumental and legitimacy-based rationales but also a certain degree of coexistence between the two. The instrumental rationale decreases over time,
as it is not as present towards the two final phases. However, the two rationales are constantly balanced against each other. Even if there are instrumental considerations, a legitimacy-based rationale still carries weight in
these concerns. Even if there are decisions that are based on legitimacy and
appearance, these still require instrumental evaluations on a general basis.
This means that the rationales are not only co-existing; they are also balancing each other.
A significant point to make is also that within companies, there is not
just one active project. There are, more usually, multiple projects constantly
ongoing. This means that decisions regarding one project will affect decisions made regarding others. Following the discussion above, the co-existence and balancing between the instrumental and legitimacy-based rationales are illustrated in Figure 3.
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Figure 3. Operationalization of rationales

It is again important to emphasize that Figure 3 is an aggregation based on
Figure 2, which in turn is estimating how the four different rules appear in
the different phases. Figure 3 instead shows how the instrumental and legitimacy-based rationales vary over the three phases. As the findings of this
study show, there are two different overarching rationales for the empirically derived application rules, the instrumental rationale and the legitimacy-based rationale. Consequently, when the application rules are co-existing in a certain pattern, it means that the rationales overarching the application rules also coexist in a similar way. Accordingly, the two rationales
follow a similar pattern, where mainly the instrumental rationale shifts over
time. Over all the phases, there is a constant legitimacy-based awareness,
while the instrumental concerns are most visible when discussing issues connected to capitalization.
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7 Conclusions and contributions
By developing application rules for the valuation of intangibles in organizations, this study generates a number of explanations for the application of
principles-based accounting standards. These are related to how the valuation of intangibles, during not only the research and development phase but
also the post-development phase, can be explained. Similar patterns are
forming a number of application rules, where similar judgments and interpretations in the way organizations are dealing with the issues are providing
a picture of the application of principles-based accounting in general. Findings show that instead of viewing it as arbitrary because of the intrinsic
subjectivity, it is possible to categorize the basics for the judgments used in
the valuation decisions. In the chapter, although based on the notion of rules
(Røvik, 2008; Sahlin-Andersson, 1996; Wedlin & Sahlin, 2017), the application rules are derived inductively from the empirical material and presented in Chapter 5, being further developed in Chapter 6. These application rules are in this study called the simplicity rule, the materiality rule, the
prudence rule, and the appearance rule. Also, the overarching rationales for
these rules during the phases connected to research and development are
discussed in Chapter 6. These two rationales are of either instrumental or
legitimacy-based nature.
Below, findings and main conclusions that can be drawn from the study
are accounted for. Also, contributions are elaborated on further and discussed in the next sections.

7.1

Returning to the research questions

To recapitulate, two research questions were posed in the first chapter of
this thesis. The first research question is of an overall nature:
How can the application of principles-based accounting standards in organizations be explained?

The overall research question is understood by applying a Scandinavian institutionalism perspective, which is elaborated on further in Chapter 3.
Also, by using the case of intangibles, the more specific research question of
the study is as follows:
How can the valuation of internally generated intangibles in organizations
be explained?
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This means that the overall research question, focused on explaining the
application of principles-based accounting, is answered by developing an
understanding of the rules and the rationales for the valuation of intangibles
in organizations. Since the case of intangibles illustrates the inherent uncertainty of principles-based standards, answering the specific research question will, by extension, provide a basis for answering the overall research
question. The empirical example of internally generated intangibles facilitates the theoretical understanding of the application of principles-based accounting standards. This is why the following section starts with the specific
research question when elaborating on the conclusions of the thesis.

7.1.1 Answering the research questions
Again, when explaining the valuation of internally generated intangibles, it
is not sufficient to refer to the accounting standard itself. To say that the
companies adhere to the rules and the standards is not enough when explaining the financial reports as an outcome of these standards. According
to the findings of this thesis, the nature of the valuation process is not strictly
technical in the sense that the standard implies more or less only automatic
decisions. Consequently, the discussion regarding valuation has to go further than that. Also, the valuation of intangible assets cannot be understood
as an isolated event. It contains far more than purely technical aspects, such
as strictly automatic responses to IAS 38. First of all, the IFRS are principlesbased and demand a considerable amount of judgments and considerations,
especially the standard dealing with intangible assets. This standard is usually the outline for the applications, but we need to look closer than this to
explain the activities following the standard. The space created by the principles-based standards where the companies are free to estimate, make assessments and judgments is strongly affected by certain types of considerations where the ideas, views, and value judgments of the surrounding world
are important. However, the valuation is also affected by the co-existent
instrumental considerations that are constantly ongoing.
On the other hand, as already stated, it is not a matter of pure subjectivity. The individuals within the companies are not completely free to make
up the reports subjectively as they like. Instead, the companies are making
considerations regarding a number of things before making decisions regarding the valuation of intangibles. These considerations make up certain
patterns, which could establish an explanation for the valuation.
As the results of this study show, typical of the reasoning on valuation is
the common ground between the organizations that forms this mentioned
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pattern. The reasoning is reflected in two aspects that are clearly distinguished in the valuation: 1) an instrumentality and 2) a search for legitimacy. There are strong instrumental considerations all the way through the
valuation process. The valuation is continuously reflected against a number
of concerns of an instrumental kind. There is, however, also a constant coexistent, ongoing reflection within the companies that is partly about the
company’s own needs and partly about the awareness of the external stakeholders and their view of the company. It is reflected against the background
of external expectations. The judgments and the decisions within the companies are not independent of the external expectations and demands. Instead, they are rather affected by them through all the phases connected to
research and development.
Having said this, the next step is to explain why these two aspects exist
at the same time within the space of the valuation of intangibles. What happens when we open the “black box” (cf. Hopwood, 1983) and look at the
contents? How can we explain the valuation of internally generated intangibles? The answer to this question is that the valuation of internally generated intangibles can be explained by both instrumental and legitimacybased concerns. These concerns take the shape of more concrete rules, for
example, the ones that have been identified in the study. Understanding this
answer in a deeper sense reveals three aspects. In short, these are about the
instrumental nature and the legitimacy that characterize the application of
principles-based accounting standards. It is also about the co-existence of
these two rationales.
Firstly, the reception of the standard in a local setting is a form of concretization (cf. Røvik, 2000), made against a background of instrumental
concerns that cannot be disregarded. However, as the research questions of
this study are to explain the application of principles-based accounting
standards in organizations, the focus of the thesis is on the decisions and
judgments rather than the outcome. The concretization that can be identified in this study takes the form of a kind of interpretation process where
companies are trying to figure out how to deal with the accounting standard
to make it fit their normative understandings about what accounting should
achieve, that is, prioritizations given the preferences and situations that the
companies find themselves in. The companies have to apply the standard
but are doing so in relation to their own considerations. These considerations could be of an instrumental nature, involving simplicity, materiality,
and prudence. These are different objects of instrumentality, providing dif-
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ferent forms of activities explaining the valuation. The companies are considering a kind of efficiency when dealing with the issues connected to intangibles. These considerations are not only connected to financial efficiency but also, in some regard, expediency and making these kinds of processes as smooth as possible. The companies make the standard more concrete by creating material limits to facilitate everyday application. There is
a way of easing the use of the standard with regard to instrumental concerns. This means that there is a constant ongoing ambition for instrumentality and efficiency when making decisions regarding the valuation of internally generated intangibles.
Secondly, the appearance of the company is always reflected against the
expectations of relevant actors. This concerns the relational aspects in the
sense that the image that the financial reports, and more specifically, the
capitalization of internally generated intangible assets creates. Financial accounting, and in this case, the valuation of intangible assets, is a question
about creating a reasonable depiction of the company. That is, to create an
image that is acceptable by the external constituents. It should be noted that
this image creation is not the same as maximizing or expanding the assets
(and thereby the balance sheet) and thus making the financial reports “look
good”. It is rather creating an appearance of credibility or reasonability by
building a trustworthy image externally. There is an ambition towards producing financial reports that make sense in relation to the company itself
and the external expectations. Accounting researchers have previously been
interested in institutional explanations, even though it is less common
within the intangible accounting literature. We can, however, find these institutional explanations, for example, within the research focusing on the
voluntary disclosure of intangibles (e.g., Castilla-Polo & Gallardo-Vázquez,
2016). In this research, the disclosure of intangibles is a form of legitimization for the company and the society in which it resides. Explaining the
application of principles-based accounting standards, using the case of intangibles, makes it possible to see the reasons behind the local specific interpretations and, at the same time, catch the general pattern involving these
interpretations. Previous research has not considered the application of
principles-based accounting standards in this way. Instead, it has been considering isomorphic behavior (e.g., Chua & Taylor, 2008; Maroun & van
Zijl, 2016), contradictions between different logics (e.g., Guerreiro et al.,
2012), or power struggles between different actors (e.g., Aburous, 2019).
These institutional approaches have merits in certain aspects. However,
when approaching the understanding of the valuation of intangibles, it is
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important to include the more instrumental decision-making aspect that
also has been a part of the empirical findings.
Thirdly, it is important to highlight that the two explanations above are
coexisting over the phases of the valuation process. In the previous chapters,
a point is made that the significance of the instrumental concerns is emphasized in the first phase (research phase) and then declining over time, while
legitimacy-based concerns are somewhat constant over all three phases.
When explaining the declining significance of the instrumentality, it seems
it has a natural passage point that is made going from the research phase
into the development phase. When this is done, it seems that much of the
instrumental concerns are settled, where the following parts of the process
contain mostly legitimacy-based considerations. The external awareness appears to be constant.
The above reasoning covers the second, more specific research question.
Arguably, a more comprehensive answer to the first (overall) research question regarding the application of principles-based accounting standards can
be formulated on the basis of the already given answer. Through the answer
to the first question, the frames of the second question are possible to identify and can, in some sense, be generalized to a wider context of principlesbased accounting. It is reasonable to assume that normative concerns, expressed as instrumental and legitimacy-based ones, are present when applying principles-based standards. This has to do with the fundamental concerns that are the background of discretionary judgments in accounting that
principles-based standards imply. It is also, according to the frames, reasonable to assume that there are certain specific normative rules that also apply
in other accounting contexts. Rationales need concretization. However, it
is not sure that they take the explicit shape as the rules in this study. That
means that we can provide an answer to the question in more theoretical
terms, through generalizing, although the specific content of the rules does
not have to be the same.

7.2

Contribution and reflections

Arguably, a theoretical contribution of this study is the application rules
that are used as tools for explaining the valuation of internally generated
intangibles, and by extension, the application of principles-based accounting standards in a local context of meaning. Empirically generating application rules and the two overarching rationales could be seen as theoretical
contribution alone, in the sense of more general explanations for the application of principles-based standards. This study has adopted a Scandinavian
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institutionalism perspective (e.g., Røvik, 2000; Sahlin, 2013; Sahlin-Andersson, 1996; Wedlin & Sahlin, 2017). This perspective was developed to explain how translation processes occur (Sahlin & Wedlin, 2008), and has
traditionally been applied within organizational studies. Transposing this
perspective to accounting has been done in very few cases (e.g., Funck,
2007; Matsubara & Endo, 2017; Mennicken, 2008) and even less in combination with research on intangibles. The benefits of using the perspective
of Scandinavian institutionalism on intangible accounting research that this
study has shown are several.
Firstly, the study is facilitating an understanding at an organizational
level of the application of principles-based accounting standards. As discussed in Chapter 1, accounting literature with an interest in principlesbased standards is usually either primarily focused on a macro-oriented outcome of the financial reports (e.g., Callao & Jarne, 2010; Chua & Taylor,
2008; Doukakis, 2014; Ewert & Wagenhofer, 2005; Maroun & van Zijl,
2016; Psaros, 2007; Psaros & Trotman, 2004) or having a quite actor-centric individual focus (e.g., Bukh & Jensen, 2008; Justesen & Mouritsen,
2011; Hartmann, 2013; S. D. Becker et al., 2014). Arguably, though, this
study provides an understanding in two different ways. Paradoxically, the
contribution of the study is, on the one hand, that valuation is seen from a
local point of view. This local context of meaning is formed by different
influential actors, who individually could distinguish themselves from others. Their different views regarding the valuation provide an opening for a
heterogenic understanding. Hence, in this study, an approach has been used
that makes it possible to understand the heterogeneity perspective regarding
decisions and the application of principles-based accounting standards. Interestingly, on the other hand, the findings are showing relatively homogeneous patterns as well. The views of the organizations are not completely
random. Instead, when considering rules building on the two rationales, it
is apparent that these are similar between the companies, and also a homogeneous phenomenon. It is possible to discuss certain patterns within the
empirical material. Theorizing application rules and the instrumental and
legitimacy-based rationales is, in many ways, a mode of understanding the
application of the standards in a more homogeneous way.
It should be emphasized that it could be reasonable to question whether
this homogeneous phenomenon is constituted by some form of pressure,
and if this pressure is an external or internal one. With reference to financial
accounting, it is based on regulations and standards, meaning it formed as
an institution where there are conformity pressures. There are professional
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accounting or auditing organizations, different kinds of accounting education, and accounting principles, rules and regulations in place. The traditional institutional literature attributes the first stage of the diffusion process to considerations of instrumental efficiency, even if subsequent adoption is based more on considerations of legitimacy (Tolbert & Zucker,
1983). This all means that understanding these conformity pressures is important in order to understand legitimacy. However, there are different
kinds of legitimacy, and there is also a variation in practice that we should
understand. Legitimacy in this study is more a basis for judgments and decisions than the conformity-based legitimacy as a motivation of actions. It
is this kind of legitimacy and variation that is understood from an organizational perspective, rather than the traditional macro perspective. In the
same way, it is not sufficient to understand variation in principles-based
accounting by considering corporate characteristics, such as industry and
size. It is not about large corporations seeking legitimacy. The explanation
and contribution of this study are more theoretical in nature. Allowing for
a local context of meaning when understanding such complex a phenomenon enables the explanations of this study to capture this multi-faceted picture. It is not a refutation of instrumental concerns; rather, as discussed
above, this perspective allows for identifying both instrumental and legitimacy-based concerns.
This homogeneous phenomenon, as in the common understanding or the
common features when companies consider accounting issues, should not,
however, be mistaken for conformity in a traditional institutional sense (cf.
DiMaggio & Powell, 1983). There are similarities in the judgments, decisions, and interpretations, but not necessarily due to external conformism
as in conventional institutional theory. Rather, from the perspective of this
study, companies seem to have similar interpretive frames. These common
features are closer to a kind of similarity that is created at an organizational
level. A relative similarity (rather than conformism) is something that happens as a consequence of the activities and understandings of actors within
organizations. While the accounting standards might create a conforming
pressure, as in the traditional institutional sense, it is, however, not that
pressure that could be tied to the kind of similarities identified and connected to the application rules. It is instead from within the organization
that we can understand the rationales behind these rules. This is more of an
active, bottom-up perspective, in contrast to the more passive outside-in
perspective of the accounting literature studying institutional isomorphism
(e.g., Maroun & van Zijl, 2016). A theoretical contribution of this study,
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therefore, is to provide an explanation that focuses on the accounting judgments and interpretations at an organizational level. The findings of this
study show that these judgments and interpretations follow a similar pattern. However, that implies that it is not conformity in the traditional sense,
but a similarity among the judgments and interpretations in the way individuals and organizations understand this, which in turn is a result of a
similar overarching rationale. The perspective of this study is portraying the
phenomenon of principles-based accounting from the inside of the organization. It does not mean that this study rules out any other institutional
explanations, but rather that the purpose is to go further than that. It should
be emphasized that, although there is a similarity, we must understand the
similarity from within the companies and the ideas and preferences that
people have. The external pressure is not enough to explain the similarities
and differences in the findings. The study instead opens up for both a local
and a more general understanding of the application of principles-based accounting standards.
Secondly, this study is contributing to the development of the theoretical
perspective of Scandinavian institutionalism within accounting research.
Lounsbury (2008) suggested that we should seek inspiration outside institutional theory to understand practice variation. This study shows, however, that there are still reasons to stay within the institutional perspective
and to develop it further. Previous research using a Scandinavian institutionalism perspective traditionally differs from this study in the way that it
concentrates on individual cases where ideas are received (Røvik, 2008); for
example, see Mennicken (2008) and Hartmann (2013). This literature also
uses the concept of translation and local context of meaning on quite different phenomena, where researchers usually study the adoption of management practices or ideas such as total quality management (e.g., Erçek &
Say, 2008; Giroux & Taylor, 2002; Özen & Berkman, 2007), the balanced
scorecard (e.g., Ax & Bjørnenak, 2005; Funck, 2007; Madsen, 2014),
shareholder value (e.g., Meyer & Höllerer, 2010), Lean (e.g., Andersen &
Røvik, 2015; Morris & Lancaster, 2006), and corporate codes of ethics
(e.g., Helin & Sandström, 2010). Importantly, this study is concerned with
a phenomenon that is quite different from these management ideas, focusing
instead on the application of principles-based accounting standards. There
is still a need to develop this perspective within accounting research. A contribution of this study is, therefore, to develop this perspective in the setting
of accounting practice variation.
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Moreover, by transposing the Scandinavian institutionalism perspective
on mandatory principles-based standards instead of voluntary applied management ideas, the perspective is applied with a consciousness that it ought
to be viewed in the light of a rather open approach, even though there might
have been a shift in the literature, from a management focus to a regulation
focus (Wedlin & Sahlin, 2017). This shift is towards “soft regulation”,
which is defined by Wedlin and Sahlin (2017) as not legally binding, with
nonhierarchical rules. In contrast, this study applies the perspective on
“hard regulation”, for example, IFRS, consisting of hierarchical standards
that are, in fact, legally binding. By doing so, the results of this study show
that the Scandinavian institutionalism perspective is useful when understanding principles-based standards. It shows how and why “hard” accounting regulation becomes a matter of interpretation due to its principlesbased character.
There are further theoretical reflections to be made. Again, the study depicts the actual application of principles-based standards in a local context
of meaning. The patterns that the empirical material has provided have been
explicated into a number of application rules. This means that the application of accounting standards is not arbitrary by nature; instead, the application rules show that there are certain common features when companies
consider accounting issues. One feature could be referred to as an aspect of
common subjectivities. While the interpretation of a principles-based standard at first glance might seem very subjective, this study shows that there
are quite strong patterns of thinking involved. These patterns have to be
understood in order to understand the application of principles-based
standards. In this study, this aspect of common subjectivities could, for example, be illustrated by the similar patterns that are forming the application
rules. What we see is indeed a similar picture and a similar comprehension
of the issues connected to principles-based accounting. The patterns could
be seen as quite strong, meaning that they are extensive. Since the patterns
are extensive, they exist in different parts of various organizations.
Another theoretical aspect worth noting is that there are parallel rationales. These rationales, overarching the application rules, are present on a
parallel basis, however not necessarily dependent on each other. In this
study, these parallel rationales are represented by the two rationales discussed in Chapter 6, these rationales being either instrumental or legitimacybased. This co-existence between the rationales discussed throughout this
analysis is, therefore, an aspect that is important from a theoretical standpoint.
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Furthermore, the study has provided a theoretical aspect of temporality.
The aspect of temporality is illustrated in this study when the perspective of
the different phases is added to the analysis. The research, development, and
post-development phases add a kind of temporality to the other aspects. The
phenomenon of the application of principles-based accounting standards is
not characterized by being fixed, and the decisions and judgments are not
constant over time; instead, the application is temporal in several respects.
It is not only temporal in a technical sense that the internally intangible
accounting process is separated into different phases on the basis of the accounting standard, but also temporal regarding the interpretations. The interpretations involved in the application of the principles-based standards
are also shifting in character over time. As the example of intangibles illustrates, there is a certain balancing between different rationales that produces
quite different interpretations. With multiple projects continually in progress, this temporality in the accounting judgments is constantly ongoing,
meaning that the interpretations and decisions are also connected to the
temporality and the state of other projects in progress.
Previous literature within institutional theory traditionally has quite a
firm view of organizational environments as either being shaped by the process of institutional isomorphism making them homogeneous (e.g., Chua &
Taylor, 2008; Maroun & van Zijl, 2016) or created by deliberate human
agency (e.g., Aburous, 2019; Guerreiro et al., 2012). However, and somewhat speculatively, this study identifies a kind of vagueness in the sense of
not necessarily consistent normative or regulative pressure that seems not
to have been adequately addressed before. This aspect of vague institutionalization could be used to understand why certain accounting regulations,
as, for example, principles-based accounting standards, must go through a
process of interpretation. The findings of this study show that this kind of
interpretation is manifested by following certain patterns. In this study,
these patterns have been concretized into a number of application rules.
This does not mean, however, that the institutionalization is weak, meaning
that there is no impact of institutionalization. It is a vagueness that should
be taken into account by institutional theory, for example, through local
and agency-focused perspectives. In this study, the vagueness is explained
through a perspective recognizing the importance of the local context of
meaning.
These reflections are mainly theoretical, although the study also empirically demonstrates how the process of generating intangibles actually unfolds. The main contribution is not only a theoretical construction, but the
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study actually points to what the process looks like. An empirical contribution is that the study identifies in a relatively concrete way how organizational decision-makers think and also, to some extent, act in the different
phases. Previous research on intangibles (e.g., Dinh et al., 2016; Wyatt,
2005) has not been focusing on this before.

7.3

Practical and managerial implications

The findings of this dissertation are not merely theoretical and empirical,
but also provide some guidance for accounting professionals. The implications for practitioners concern two different areas: first, there are implications for practitioners connected to internally generated intangibles, and
second, there are implications for practitioners concerning the application
of principles-based standards.
Firstly, the implications for practitioners regarding the understanding of
the valuation of internally generated intangibles involve being aware of the
normative understandings behind the accounting decisions and judgments
in line with the requirements of the accounting standard IAS 38. This understanding is related not only to the research and development phase but
also to the post-development phase. The understanding of the fundamental
basis for the decisions could be important to accounting professionals in
their approaches to issues such as recognition, cost calculation, measurement, finite/indefinite life, useful life, and amortization of internally generated intangibles. The practical relevance of this kind of understanding could
be described from two different perspectives. From an accounting perspective, the study increases the understanding of the decisions by executives
and managers related to internally generated intangible assets within different contexts of meaning. These decisions are made at an organizational level
and should be of interest from an innovation perspective as well since accounting judgments regarding internally generated intangibles are highly
connected to innovation strategy. This is because innovation strategy is
closely related to intangible valuation strategy. Furthermore, since principles-based accounting standards allow for substantial freedom of judgment
of the valuation of the asset during all phases connected to research and
development, the understanding of the choices made implies that there are
different approaches to internally generated intangibles. The corporate sector should find interest in the reasons behind these choices. Accounting professionals should also reflect upon the application rules that are identified
in this study, in the sense of normative prescriptions for valuating intangibles. These application rules could offer a basis for reflection regarding the
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valuation of internally generated intangibles. What is it that the company
wants to achieve, and why? A practitioner might want to reflect on this,
both from an internal perspective and from a perspective considering the
external image of the company.
Secondly, the study facilitates the understanding of the application of
principles-based accounting standards and their use in practice. The application that is illustrated and explained in this study might possibly be different from the anticipated behavior by accounting standard-setters. Hence,
policy makers and accounting standard-setters might appreciate the additional evidence of accounting standards application that this study provides.
The study might also appeal to financial analysts by giving insight into the
reasoning behind the decisions and judgments leading up to the financial
reports of listed companies in different sectors and sizes.

7.4

Limitations and future research

The findings and contributions made in this dissertation have been at an
organizational level, where a number of interviews have been carried out in
several companies making certain theoretical generalization possible. One
obvious avenue to direct future research, therefore, is towards a deeper process study that would provide insights at an individual level. Such studies
could go further and study the phenomenon of the valuation of intangibles
from within one or a small number of particular cases in a similar manner
as done by Mennicken (2008) and Hartmann (2013).
This study is made using the example of intangibles. There are also other
examples of principles-based standards in financial accounting and also
similar kinds of principles-based standards. A limitation of the study is, of
course, that only a few specific rules have been identified. Other studies of
other topics could reasonably enough find other rules. Confirming or expanding the set of application rules and the rationales overarching these
rules could be an interesting way forward since there are most likely possible
additional application rules that could be prominent within other standards
and other settings. There could also be several explanations as to why these
possible application rules are not present in this study. One explanation is
that the overarching rationales, such as the instrumental one, function as a
selection mechanism for deciding which application rules are used and
which are not (cf. Czarniawska & Joerges, 1996; Forssell, 2001). The rationale is the abstract guideline for the application rules, and the ones that
are not present within this study are those that did not match these two
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rationales. Moreover, it could also be interesting to develop the idea of application rules with regard to the hierarchy among the rules. Are companies
finding any rules superior to others? Is any rule subordinated in relation to
any other rule? This is something that is not a focus of this study. Correspondingly, there is also not a focus to further develop both application
rules in these regards and to continue working with the rationales overarching these rules. This avenue of future research applies not only to using intangibles but within different settings as well.
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Postscript
This entire doctoral project has contained several phases. It started some
years ago with an initial study that resulted in the publication of a licentiate
thesis (Lundh, 2009). What I did in my licentiate thesis was to study accounting standards, and more specifically, the international financial reporting standards (IFRS), in an overall context. This initial study was about
the implementation of the standards, and I was analyzing changes and challenges in an explorative way, using a qualitative method. The data consisted
of a number of interviews with CFOs and group accounting managers. In
the findings, I discussed different factors explaining the extent of the issues
experienced when implementing IFRS.
The next phase in the doctoral project emanated from experiences during
the licentiate work. The doctoral project kept evolving, however, and it
steered towards an interest in the judgments and decisions in the application
of principles-based standards in general, instead of the actual implementation and adoption of the standards. There are three reasons for this progress
regarding my research interest. Firstly, while all companies listed on EU
stock exchanges were required to prepare their consolidated financial statements in accordance with IFRS since 2005, such a phenomenon eventually
becomes somewhat out of date. Subsequent, events have a tendency to overtake the possibilities that such a rare occurrence poses. Secondly, while this
phenomenon started to approach a state where it was slightly outdated empirically, the implementation literature was, in a similar way, approaching
saturation. The discussion about the practical problems and effects of the
IFRS implementation following the regulatory change had been increasing
ever since the implementation in 2005. Thirdly, somewhere along the way,
I realized the importance of the complexity and many facets of the phenomenon of the application of accounting standards, that there is indeed a variation. This made me go from a rather simple concept of implementation to
a much deeper understanding of the rationales behind the judgments and
decisions that are involved in the process of the application. This also
steered me towards one of the main characters of the IFRS, that it is principles-based. Hence, the research interest turned in the direction of a more
general phenomenon. It became about something more than the specific set
of accounting standards, and it highlighted the importance of and the issues
connected to principles-based accounting standards.
This is where the doctoral project progressed into exploring a slightly
different empirical focus. I was initially trying to understand the application
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of accounting standards using rules of thumb and heuristics as a theoretical
starting point. Early analyses of sources from this second part of the doctoral project (following the licentiate thesis) made me realize, however, that
I needed theoretical tools beyond only using rules of thumb and heuristics.
As argued in this thesis, I needed to consider the application of principlesbased accounting standards as something much more dynamic. I needed an
understanding that instead took a departure from a context of meaning at
an organizational level. Hence, this is a journey that has gone from viewing
the phenomenon of accounting standard implementation as a rather practical issue to grasping the far more theoretical problem of principles-based
accounting standard application.
With this journey in mind, this doctoral project has contributed towards
the literature not only in a theoretical sense, illustrating the complexity of
the application of principles-based accounting standards, but also towards
an understanding that may benefit practitioners as well. The application is
not just about focusing on the actual accounting standards, or at the other
end of the process, the outcome of the application (i.e., the financial reports). Instead, the interesting part is in between these two ends. Using
Hopwood’s (1983) words, it is what happens in the black box that matters.
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Appendix A
List of participating companies

*

ABB

NCC

Axfood

Peab

Bilia

Precio Fishbone

BioGaia

Pricer

Biotage

SCANIA

CDON

SECTRA

Duni

Sigma

Fingerprint Cards

Skanska

Company X*10

TradeDoubler

Company Y*

Transmode

Hexagon

Vitrolife

Modern Times Group

Zenterio

Two of the respondents requested that the company name be left out of any reports. Hence,
to ensure this request of integrity, the names of these companies have been replaced with the
letters X and Y in this list.
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Appendix B
Interview Guide 1
Introduction/Background
•

Discussion around anonymity

•

Background (education, years in the company, experience, expertise)

Recognition
•

Any rules of thumb regarding recognition? [internally generated /
by acquisition / acquired separately]
o …regarding applicable law/standard?
o

…regarding financial benefit? Own choices?
§
§
§

Is any criterion more difficult to meet? (IAS 38 p.
57)

§

When exactly is the development project capitalized?
What is the financial benefit of the said rule of
thumb?

§
•
•
•

What judgments are made? – Long term? – Short
term? Tax aspects?
What is goodwill in your company?

Is this a common kind of transaction? How often do you encounter this?
Who decides these [rules of thumb]? Board? Group accounting
dep.? Consultants? Auditors?
Any change over time?

Control
•

To what extent do you take specific measures to protect [internally generated / by acquisition / acquired separately] intangible
assets?
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o
o

If secrecy is substantial (unlike patent, etc.), any reactions
from the auditor?
Do you have a specific strategy for protecting intangibles
[internally generated / by acquisition / acquired separately] that is affecting financial reports? Other way
around? Conditioned by business or financial accounting?

o

•

How do you protect your intangibles [internally generated / by acquisition / acquired separately]? (Patent? Protected rights? Company secrets? Contracts? Other?)
o When collaborating, how do you arrange/contract protection regarding intangibles [internally generated / by acquisition / acquired separately]?
Any change over time?

Valuation
•
•

Any rules of thumb when choosing the valuation approach?
Who decides these [rules of thumb]? Board? Group accounting
dep.? Consultants? Auditors?

•

What is your valuation approach(es)?
o
o

•

Is this a common kind of valuation approach? How often
do you encounter this?
Connection to control/protection?

Any change over time?

Closure
•

•

144

Regarding recognition/valuation: Do you have any support in this
process?
o

Arbitrarily?

o

Own system?

o

External support? (i.e., auditor)

o

Own template (recurrent updates)?

To what extent are you proactive regarding these issues?
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•

If you were to decide, would you change anything about the current accounting standards (IFRS 3 / IAS 38)? From a company
point of view?
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Appendix C
Interview Guide 2
Introduction/Background
•

Discussion around anonymity

•

Background (education, years in the company, experience, expertise)
What would be typical regarding intangibles in your line of business and industry?

•

o

Is there anything in particular that we should take into
consideration regarding your company when discussing
these issues?

o

•

What is the reason behind the amount and structure of
intangibles in your company?
What is your strategy regarding intangibles? Do you have a specific strategy regarding these issues?
o

•
•

Tell me about product development in your company.
What is product development for you, when it comes to
both tangible and intangible assets?
Is there any policy or manual regarding these issues? If so, who
made it?
What is your (company’s) view on research and development?
o

•

What do you do? What are you striving for?

What is your view of the standard (IAS 38) that regulates research
and development? Pros? Cons?

Research phase
•
•

In your (company’s) opinion, what is research? Can you provide
an example?
How would you (and your company) define research?
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•

To what extent are you documenting and keeping records in connection with research activities? In what way? Why?

Grey area
•

In the standard, there is supposed to be a difference between the
research phase and development phase. How do you (and your
company) perceive this difference?
o When and how would you say that you pass from one
phase to the other?

•

How do you perceive the transition into the development phase?
What are your thoughts on capitalization in general? Elaborate
your thoughts.

•

Where, would you say, are you making decisions and judgments
regarding research and development? What are those decisions/judgments? Why do you make those?
What financial considerations are connected to capitalization? Is
it “worth the effort”?
In what way is business affected by these decisions/judgments?

•
•
•

To what extent are you proactive regarding these issues? To what
extent do you anticipate and plan ahead these decisions?

Development phase
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•

In your (company’s) opinion, what is development? Can you provide an example?

•

How would you (and your company) define development?

•

To what extent are you (your company) documenting and keeping
records in connection with development activities? In what way?
Why?

•

Looking at IAS 38 p. 57, how do you perceive and what is your
line of reasoning concerning paragraph 57 a? Can you provide an
example?

•

… paragraph 57 b? Example?

•

… etc. until paragraph 57 f.
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Closure
•
•
•

What do you think could be important for me to know regarding
these issues?
Are these issues discussed to any significant extent among yourselves? Was it planned? Why?
Anything else that you would like to bring up?
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