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The European leading force in the global financial reporting debate 

▪	 role of the business model
▪	 stakeholders at the heart of due process
▪	 ifrs 3 business combinations

▪	 all meeting reports

▪ rate-regulated activities

▪ maystadt review

building europe’s accounting view

liaising with stakeholders

highlighting iasb proposals

spotlight on topical issues

@efrag
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i n  t h i s  e d i t i o n :

Over many years, 2014 announces as the first that should 
not be dominated by the four main “convergence” projects, 
but allow for EFRAG and European Stakeholders to take 
interest in a quite diversified set of topics.

Influencing the development of the IASB Exposure Draft 
on the Conceptual Framework will be very high on EFRAG’s 
agenda, as will be the analysis and comment of the 
Discussion Papers on Macro-Hedging and Rate-Regulated 
activities. The new standard on Revenue Recognition is 
expected to be up for assessment in view of endorsement. 
EFRAG will actively participate in the post-implementation 
review of IFRS 3 and in the IASB Disclosure Initiative.

Finally, EFRAG is expected to stimulate debate on IFRS 
applied to separate financial statements and resume its 
activities on Business Combinations Under Common Control 
and Emission Trading Schemes in an integrated effort with 
the IASB and other standard-setting bodies.

Happy New Year!

Françoise Flores
EFRAG Chairman

happy new year!
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where have efrag’s recommenda-
tions reQuired the business 
model play a role?

Early July 2013, EFRAG and the National Standard Setters 
of France, Germany, Italy and the United Kingdom issued 
a bulletin, as part of a series, to stimulate the debate on 
the IASB’s Conceptual Framework, which considered the 
role of the business model in financial reporting. According 
to the joint issuers, financial reporting should portray the 
business model in order to faithfully represent the economic 
reality of the reporting entity. The view is expressed that no 
financial reporting requirements should defeat an issuer 
to faithfully reflect its business model. This view is also 
presented in the draft comment letter that EFRAG issued on 
26 September 2013 on the IASB Discussion Paper A Review 
of the Conceptual Framework for Financial Reporting.

This bulletin was not the first time that EFRAG required 
the business model to play a role in financial reporting. 
In September 2008, EFRAG argued in its comment letter 
on the IASB Discussion Paper Reducing Complexity in 
Reporting Financial Instruments that “the categorisation 
of financial instruments could be improved if it reflected 
the business model, so that the information faithfully 
represents the entity’s activities”. Also, in its October 
2008 comment letter on the IASB’s exposure draft for the 
first two chapters of its revised Conceptual Framework, 
EFRAG stated that “It is important that the reference to 
understanding the entity´s business model is expressed in 
more general terms, referring to all the primary financial 
statements, and be located appropriately in the revised 
Framework”. This view on the importance of the business 
model in accounting standards was maintained in 2009 
in several comment letters, although the term ‘business 

building europe’s accounting view

since 2008, efrag has regularly envisaged 
the role of business model in specific 
standards and proactive investigations.

model’ was not explicitly used in all letters. These EFRAG 
comment letters include the Discussion Paper Preliminary 
Views on Financial Statement Presentation, the Discussion 
Paper Preliminary Views on Revenue Recognition in 
Contracts with Customers, and the Exposure Draft Income 
Taxes. Finally, in its comment letters on the major projects in 
respect of Financial Instruments and Insurance Contracts, 
EFRAG frequently referred to the need to take the business 
model into consideration when finalising the standards, to 
achieve a proper classification and measurement of the 
assets and liabilities, and also to faithfully represent the 
economic reality of the reporting entity.

After all, financial reporting is and should be on how the 
entity makes money and generates cash flows. And this is 
exactly what the business model is about.

an illustration of how efrag has 
put european stakeholders at 
the heart of its due process: the 
leases and insurance contract 
proJects

•	 LEASES

It is well known that EFRAG’s first and foremost task is 
to issue endorsement advices on each new Standard and 
Interpretation issued by the IASB before they are accepted 
in the European accounting legislation. According to the 
legislation, EFRAG is required to consider whether the new 
pronouncements are not contrary to the principle of ‘true 
and fair view’ set out in Article 4(3) of Council Directive 
2013/34/EU; and meet the criteria of understandability, 
relevance, reliability and comparability required for 
financial information needed to make economic decisions 
and assess the stewardship of management.

As the IASB moves towards completing a number of 
important projects (such as the new standards on Leases 
and Insurance Contracts), EFRAG must commit to make its 
due process as transparent as possible and reach out to all 
the constituents that have a vested interest in the quality 
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of financial information. While the independent technical 
analysis by the EFRAG Technical Expert Group remains at 
the core of the process, EFRAG has increasingly expanded 
the depth of its assessment to understand the practical 
implications for users and preparers and how financial 
statements in Europe could be impacted.

How does EFRAG achieve these objectives? Firstly, it has 
been cooperating more particularly with National Standard 
Setters from UK, France, Germany and Italy in conducting 
field test of the proposals with preparers. 40 participants 
from 10 countries and different industries took part in 
the field test on Leases, and provided their views on 
implementation issues around identifying, recognising and 
measuring a lease. The results led to EFRAG formulating 
recommendations in its final comment letter to achieve a 
better cost-benefit balance. 

Users’ views are also very important. The EFRAG User 
Panel is still the main point of contact but EFRAG staff 
has multiplied meetings with the users’ community. In the 
context of the Leases project, EFRAG staff participated in 
the meetings organised by the IASB with users in Stockholm, 
London and Paris and EFRAG TEG Member Serge Pattyn 
promoted an outreach event with Belgian users in Brussels. 

National Standard Setters are a natural counterparty to 
collect European views. EFRAG organised events on Leases 
in Vilnius with the cooperation of the Lithuanian authority, 
like it did in many European cities  after the publication of 
the previous Exposure Draft in 2010 and after the IASB had 
substantially redeliberated the most significant issues in 
late spring 2011. 

Informal discussions also provide an opportunity to collect 
constituents’ views. EFRAG staff held various meetings with 
individual preparers, users and business organisations, 

and discussed the Lease proposals with European market 
authorities.

Finally, there is a strong request to assess the macroeconomic 
impact of the new accounting pronouncements. Currently 
this task is not part of the EFRAG’s remit and it is more 
a responsibility of the Accounting Regulatory Committee. 
However to assist in this task, EFRAG staff performed 
a quantitative data analysis  showing that pro-forma 
liabilities from operating leases in Europe could be close 
to 700 billion Euro, eight times more than finance leases on 
their balance sheets. 

•	 INSURANCE

Insurance accounting has a high priority in Europe given 
that IFRS 4 is an interim solution that does little to 
harmonise insurance accounting within Europe. As the 
IASB moves towards completing the project, EFRAG has 
reached out to as many constituents as possible to gather 
views on the potential impact of the IASB’s proposals. While 
the independent technical analysis by EFRAG Technical 
Expert Group remains at the core of the process, the EFRAG 
secretariat has expanded its range of supporting activities 
to include an in-depth assessment to understand the 
practical implications for users and preparers and how 
financial statements in Europe would be impacted.

In June 2013, EFRAG, the IASB and the National Standard 
Setters of France, Germany, Italy and United Kingdom 
launched a joint field test to assess whether the new 
requirements were operational, what their impact would 
be and what costs / benefits would be associated with 
introducing them. The field test focused, in accordance 
with EFRAG’s field work policy, on the practical application 
of the new requirements and was not intended to gather 
any opinions, but solely facts and objective data. Thirteen 
participants from five countries took part in the field test. 
Those participants tested 22 insurance portfolios and lines 
of business (including life/health/non-life and re-insurance 
portfolios and lines of business). A workshop with field 
test participants was held in September 2013 to discuss 
the common experience by participants in performing the 
field testing. Field test results led to EFRAG formulating 
recommendations in its final comment letter issued on 18 
November 2013. 

efrag has increasingly expanded the 
depth of its assessment to understand 
the practical implications for users and 
preparers and how financial statements in 
europe could impacted.
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EFRAG’s Insurance Accounting Working Group plays an 
important role in advising the EFRAG TEG on issues 
related to insurance accounting. Members of the group 
are leading insurance accounting experts, actuaries and 
global insurance leaders from the consulting business. 
The European Commission, ESMA, EIOPA, Insurance Europe 
participate as observers. ICISA (credit insurers), AMICE 
(Association of Mutual Insurers and Insurance Cooperatives 
in Europe) and a representative from the re-insurance 
industry are associate members. The Working Group had 
nine meetings in total in 2013 and their discussion have 
been considered extremely helpful to support EFRAG TEG 
in understanding better the specifics of the insurance 
contracts accounting proposals and hence reaching well-
informed  views in the final comment letter. 

EFRAG’s User Panel was consulted on several topics in the 
insurance proposals, mainly related to the presentation 
in the financial statements and the proposed disclosure 
package. Overall members of the User Panel were 
supportive of the IASB’s proposals and believed they would 
lead to more transparency. 

EFRAG staff participated in the outreach events organised 
by the IASB in Frankfurt, London, Paris, Rome and 
Stockholm to understand the views from the community of 
users, preparers and auditors. 

EFRAG staff also exchanged views with regulators, 
business organisations, preparers and users to discuss 
their views on the insurance proposals. 

first input gathered from 
european financial analysts in 
the post-implementation review of 
ifrs 3 business combinations

Members of the EFFAS Accounting Committee (EFFAS FAC) 
discussed the date of acquisition and measuring assets 
and liabilities acquired at fair value. Regarding the date 
of acquisition, the view expressed was that it should 
be the date the deal was finalised and the shares were 
sold.  Regarding measurement, most members thought 
that the measurement basis had an important impact 
on the accounting results from the business combination 
transaction, and on the way investors would measure 

profitability of the combined business. 

Another specific concern was the requirement to measure 
inventory at fair value, as such an approach anticipated a 
sales margin in the pricing of the unsold inventory.  Whilst 
the relevance of the measurement basis was not disputed, 
the effects in the income statement were considered 
as troublesome in the understanding of the underlying 
profitability of the entity.

whilst the relevance of the measurement 
basis was not disputed, the effects in 
the income statement were considered as 
troublesome in the understanding of the 
underlying profitability of the entity.

Another important issue was how companies monitored 
acquired goodwill, and whether the amount of related future 
impairment charges was being communicated in a timely 
and accurate manner. Examples	of	“delayed	impairments”	
were	cited	and discussed during the meeting. One of the 
reasons for delayed recognition of impairment of goodwill  
was that internally generated goodwill was serving as a 
buffer for acquired goodwill as it is not recognised in the IFRS 
accounts. Users often questioned the amount recognised 
as an impairment charge, and cast doubt over when the 
charge was reported in the accounts. Some users therefore 
supported an amortisation model for goodwill as a better 
alternative than the current impairment model.  However, 
on the positive side, most believed that markets were 
intuitive to circumstances and events that could lead to a 
decrease in goodwill, and thus created a mechanism that 
adjusted to the underlying share price before impairment 
charges would be reported.  
It was highlighted that the disclosure should require a good 
description of the acquisition to allow users to understand 
the full impacts of the business combination in the current 
and in future periods.  
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outreach with users on ifrs 3 
post-implementation review has 
started

On 25 October EFRAG Chairman Françoise Flores and Senior 
Technical Manager Isabel Batista met with the EFFAS 
Accounting Committee in Paris in a meeting hosted by 
SFAF. Serge Pattyn, EFRAG TEG member, is a member of this 
committee. The meeting was chaired by Xavier de Frutos, 
EFFAS FAC Chairman. The meeting was the opportunity of 
an open and constructive exchange of views, EFRAG being 
presented with the main issues which cause problems 
to users as a result of the application of IFRS 3 and IAS 
27/IFRS 10. These issues have been described in the first 
section of this newsletter.

outreach on the conceptual 
framework

In addition to outreach events arranged in partnership with 
National Standard Setters on the Conceptual Framework, 
EFRAG project managers Rasmus Sommer and Benjamin 
Reilly presented in October and November EFRAG’s initial 
views on selected conceptual framework topics for:

•	 Participants	 at	 the	 World	 Bank	 IFRS	 workshop	 in	
Warsaw

•	 The	EACB’s	accounting	and	audit	working	group
•	 The	EBF’s	accounts	committee

liaising with stakeholders
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focus on rate-regulated activities

In 2012, the IASB restarted its project on Rate-Regulated 
Activities with the objective to determine whether IFRS 
should be amended to require certain rate-regulated entities 
to recognise assets or liabilities arising from the effects of 
price regulation and/ or to require specific disclosures that 
help financial statement users understand the regulatory 
environment in which the entity operates.

In May, the IASB published a Request for Information 
on Rate Regulation to gather high-level overviews of 
the types of rate regulation that are currently in force in 
order to obtain factual evidence and examples that will 
be used to determine the scope of the DP. Based on this 
information, the IASB will consider what information about 
the consequences of rate regulation would be most helpful 
for users of IFRS financial statements.

The IASB and its consultative group on rate-regulated 
activities discussed the outcomes of the Request for 
Information at its July and September meetings. They 
acknowledged that currently there is a wide variety of types 
of rate-regulatory frameworks and schemes. Although the 
frameworks can generally be categorised into two broad 
types (cost-of-service regulation and incentive-based 
regulation), almost all schemes identified contain elements 
of both types. These schemes differ from country to country 
and industry to industry. Rate-regulatory schemes may also 
differ between rate-regulated entities in the same country 
or industry, even when subject to rate regulation by the 
same rate regulator.  Therefore, the IASB tentatively decided 
that the planned Discussion Paper on Rate-regulated 
activities should focus on a number of common features 
of rate regulation that are identified as being important to 
distinguish rate-regulated activities from other commercial 
activities instead of focusing on the different types of rate-

highlighting iasb proposals

regulated regimes.

EFRAG is actively contributing to the development of this 
debate by undertaking a series of initiatives.

Bill Hicks, member of EFRAG Technical Expert Group, 
attended both meetings as a member at the IASB’s 
consultative group on rate-regulated activities in July and 
November. 

Furthermore, at its July and November meetings, the 
EFRAG Rate-Regulated Activities Working Group discussed 
how rate-regulated regimes currently work in Europe; 
in addition, they considered whether the distinguishing 
features identified by the IASB are common in the European 
regimes. EFRAG’s working group found that identifying the 
right distinguishing feature is crucial as it sets the scope 
of any future proposals and therefore should result in 
capturing the right population of entities. 

In September, EFRAG’s User Panel discussed rate-regulated 
activities. The members of the user panel were concerned 
that currently rate-regulated entities have to use several 
non-GAAP information to provide relevant information about 
the fair rate of return that they are entitled to, which is not 
reflected in the reported performance under IFRS.

currently rate-regulated entities have 
to use several non-gaap information to 
provide relevant information about the 
fair rate of return that they are entitled 
to.

rate-regulated schemes differ from 
country to country and industry to 
industry.
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maystadt review

At the ECOFIN Council meeting on 15 November 2013, 
Philippe Maystadt presented to the Finance Ministers 
his recommendations for enhancing the EU’s role in 
international accounting standard-setting. Those 
recommendations received wide support from the Member 
States.

The report reveals consensus in Europe on the commitment 
to global quality accounting standards, i.e. IFRS. In relation 
to the endorsement process there is also wide support for 
maintaining the current “standard by standard” adoption 
procedure, i.e. keeping the binary possible outcome of either 
adopting or rejecting standards. The recommendation 
is made that every standard should be assessed to 
ensure that the financial reporting requirements are not  
endangering financial stability and not hindering economic 
development. These two criteria could be either part of 
an interpretation of the current regulation as to whether 
standards are conducive of the European public good or be 
formally included as criteria in the IAS Regulation.
EFRAG’s mandate should be widened so that its 
endorsement advice be accountable of these supplementary 
assessments being conducted in addition to the current 
assessments from a sole financial reporting perspective, 
i.e. whether the standars are consistent with the true and 
fair view principle. Recommendations 4 and 5 address the 
funding of EFRAG. In the long term, a compulsory levy is 
envisaged on all listed companies; whereas, in the short 
term, countries that have not set up a National Funding 
Mechanism yet are encouraged to do so to contribute to the 
funding of EFRAG.

To bring EFRAG in the capacity of serving a widened 
mandate and to support EFRAG’s positions with increased 
legitimacy, the report recommends changes in the 
governance of EFRAG.  These changes include:

- Extending the EFRAG membership to include 
National Funding Mechanisms and other private 
and/or public organisations that contribute 
financially or in kind to EFRAG.

spotlight on topical issues spotlight on topical issues spotlight on topical issues 

- Entrusting to a high-level Board the approval of all 
EFRAG’s final positions and endorsement advice 
letters, this high level Board  relying on the advice 
provided by the EFRAG Technical Expert Group and 
on the results of enhanced effect study and other 
field work. . This new Board is comprised of three 
pillars: European public institutions, stakeholders 
(i.e. private European organisations) and National 
Standard-Setters, each party nominating 
representatives that have to meet pre-defined 
criteria;

- Leaving the role of the existing Technical Expert Group 
virtually unchanged except that EFRAG TEG would 
become an advisor to the Board. EFRAG TEG would 
continue to include part-time experts who should 
be active practitioners with diverse professional 
experience and from diverse geographic origins. 
At least four of those experts should come from the 
National Standard-Setters, provided that the same   
criteria as for current EFRAG TEG members are met.

- Maintaining the EFRAG Consultative Forum of 
Standard-Setters (EFRAG CFSS) in its current role 
and composition.  This includes  the  preparation 
of the IASB Accounting Standards Advisory Forum 
(ASAF) meetings so that the European delegation at 
the ASAF can be fully representative.

EFRAG and therefore its Member Organisations have to 
implement those recommendations as they require changes 
to the statutes and internal rules of EFRAG, something 
which lies within the competence of the EFRAG General 
Assembly.

entrusting to a high level board the 
approval of all efrag's final positions 
and endorsement advice letters, this high 
level board relying on the advice provided 
by the efrag technical expert group and on 
the results of enhanced effect study and 
other field work.



EFRAG, in cooperation with the EC, has started preliminary 
work in view of the implementation of the Maystadt 
recommendations and the required changes to the 
EFRAG governance. This work is expected to continue in 
the first half of 2014, in direct consultation with Member 
Organisations, National Funding Mechanisms, and more 
generally National Standard Setters.  

During the implementation of its governance reform  EFRAG 
will, as in the past, go on with its technical work in EFRAG 
TEG, with the support of specialised EFRAG Working Groups, 
EFRAG User Panel and EFRAG staff. This will continue 
to be done in cooperation with the National Standard 
Setters in Europe in order to exercise a strong influence 
over the development of IFRS on behalf of Europe. 2014 
will be a challenging but interesting year for EFRAG with 
important technical projects ahead such as the Conceptual 
Framework, financial instruments, insurance and leases, 
but also the expected endorsement of several standards 
including revenue recognition.
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efrag wishes you
a happy new year!

EFRAG would further like to welcome two new project 
managers as of 1 January 2014: Sheenagh Williams from 
the UK (ex ICAEW) and Sebastian Harushimana from 
Belgium (ex PwC).

@ efrag 



in our next edition:

•	 the efrag short discussion series: a new approach in efrag’s proactive activities
•	 focus on separate financial statements
•	 how financial statements are used: are lessons drawn from efrag-icas commissioned literature review to be followed?
•	 implementation of the maystadt reform: process followed and state of play
•	 iasb- fasb joint transition resource group on revenue recognition
•	 macro-hedging

efrag receives financial support from the european union-dg internal market and services. the contents of this brochure are 
the sole responsability of efrag and can under no circumstances be regarded as reflecting the position of the european union.
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