
1

Ju
ly 20
14

The European leading force in the global financial reporting debate 

▪	 the new efrag coming soon
▪	 interview with patricia mcbride

▪	 all meeting reports

▪ business combinations
▪ macro heding

▪ long-term investment
    ec conclusions

building europe’s accounting view

liaising with staKeholders

highlighting iasb proposals

spotlight on topical issues

@efrag

2

5

8

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

EFRAG’s reform has now been succesfully completed, in line 
with the directions set by Philippe Maystadt’s report, after 
six months of intense and constructive communication with 
European stakeholder organizations and EFRAG’s National 
Funding Mechanisms that are now members of EFRAG.

The new organisation will enter into force on 31st October 
2014, when the President of the EFRAG Board and EFRAG 
Board members are expected to be formally appointed.

The new Board will have the collective responsibility for 
making Europe’s influence stronger in the IFRS standard- 
setting process, and very importantly strive for meeting the 
ambition of Europe speaking with one voice. EFRAG TEG 
continues to have a strong and supportive role in the EFRAG 
structure in providing technical advice to the EFRAG Board. 

Building on the technical credibility and due process of the 
current organisation will serve the new Board in coming 
quickly up to speed and meeting the expectations held. A 
strong political willingness of all those involved has been 
demonstrated and will continue to be necessary to meet the 
ultimate objective. 

Françoise Flores - EFRAG Chairman

europe speaKing 
with one voice
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the new efrag will soon enter 
into force! 

In its meeting of 16 June 2014, the EFRAG General Assembly 
approved the revised EFRAG Statutes and Internal Rules1 

implementing the Maystadt Recommendations2 and 
admitted eight new members, with an effective date of 
31 October 2014. The revised EFRAG Statutes and EFRAG 
Internal Rules reflect the Maystadt recommendations as 
closely as feasible and supplement them, in the same spirit, 
in areas where the Maystadt report remained either silent or 
high level. The EFRAG General Assembly also admitted 8 new 
members, i.e. the National Funding Mechanisms of France, 
Germany, Italy, the Netherlands, Luxembourg, Sweden and 
the UK, and one European stakeholder organisation, EFFAS, 
the European Federations of Financial Analysts Societies. 
At its next General Assembly on 31 October EFRAG hopes 
to welcome the National Funding Mechanism of Denmark 
that has for several years been contributing to the funding 
of EFRAG but still has to take administrative steps to claim 
full membership. 

On 31 October, the new EFRAG Board consisting of 16 
members and a President will be appointed. The President 
will be nominated by the European Commission after 
having heard the European Parliament and the Council 
of Ministers. The 16 members are representative of two 
equal pillars: European stakeholder organisations on the 
one hand, National Standard Setters on the other. The 
ECB, the ESAS and the European Commission will have 
observer status3.The Board will be responsible for all EFRAG 
positions with the objective of Europe speaking with one 
voice, facilitated by a consensus-based decision-making 
process in the EFRAG Board. From 31 October onwards, 
EFRAG TEG will assume its advisory role to the new Board. 

1. The EFRAG Statutes and Internal Rules can be found on the EFRAG 
website: http://www.efrag.org/Front/c1-342/Legal.aspx
2. A description of the Maystadt reform and the implementation of its 
recommendations can be found on the EFRAG website: http://www.efrag.
org/Front/c1-344/Maystadt-Reform.aspx
3. The European Supervisory Authorities and the ECB have declined full 
membership unlike what was recommended in the Maystadt report.x

building europe’s accounting view

The EFRAG Consultative Forum of Standard Setters (EFRAG 
CFSS) will act as a consultative body to the EFRAG Board 
and EFRAG TEG.

Until 31 October, the existing governance structure 
remains operational under the existing EFRAG Statutes 
and EFRAG Internal Rules. Until this date, EFRAG goes on 
with its technical work in EFRAG TEG, with the support of 
specialised EFRAG Working Groups, EFRAG User Panel and 
EFRAG staff and in close cooperation with the National 
Standard Setters in Europe in order to exercise a strong 
influence over the development of IFRS on behalf of Europe. 
This process continues to be overseen by the current EFRAG 
Supervisory Board. 

Even though the new organisation builds on the current 
strengths and know-how of EFRAG, a very different 
organisation will emerge from the reform. Its Board that is 
institutionally representative will make all decisions and 
be responsible for expressing fully legitimate European 
positions. EFRAG’s statutes are open to further increased 
membership in the future. EFRAG and the European 
Commission call on other Member States to establish a 
National Funding Mechanism and to become member of 
EFRAG. A wider European spread in the EFRAG membership 
would further enhance the legitimacy and credibility of 
EFRAG as a truly European organisation.

the revised efrag statutes and efrag 
internal rules reflect the maystadt 
recommendations. the board will be 
responsible for all efrag positions with 
the objective of europe speaKing with one 
voice.
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interview with patricia mcbride
new efrag technical director

What attracted you to IFRS in Europe?

I have been involved with IFRS since the days when 
we referred to the International Accounting Standards 
Committee and to International Accounting Standards.  But 
this involvement has been from the other side of the world.

What I learned very quickly is that there is a different level 
of engagement with the IASB if you are close in time and 
in distance.  To those in Australia and New Zealand, the 
IASB is 8-12 hours away in clock time and 24 hours away 
in travel time.  Modern technology is good, but it is not yet 
a substitute for face-to-face discussions as issues arise. 

For a long time, I have wanted to be closer to where IFRS 
is developed.  And I also wanted to work in Europe. I have 
visited Europe for work purposes for weeks at a time, but 
that is no substitute for “being there”.  

And, at least as important, is the challenge resulting from 
working with a wide range of Member States with quite 
different financial reporting histories.  This adds a level of 
complexity when seeking a common European viewpoint.  
The challenge of trying to reach a high quality consensus 
to present to the IASB is part of what attracted me to IFRS 
in Europe. 

What do you consider as the biggest challenge(s) today 
for IFRS?

There is no doubt that individual projects bring their own 
individual challenges. At the project level, the remaining 
big projects each have their own challenges: leases, 
insurance, macro hedging.  The IASB has issues the new 
revenue standard and is close to issuing the new complete 
financial instruments IFRS.

But the biggest challenge for IFRS is achieving the 
major objective of issuing “a single set of high quality, 
understandable, enforceable and globally accepted 
financial reporting standards based upon clearly articulated 
principles”. 

This objective encompasses three key difficulties, being 
the need to seek global acceptance, the need to base the 
standards on clearly articulated principles and the need to 
help preparers, auditors, regulators and users to interpret 
IFRS without seeing it through their previous GAAP.

When we consider that the world’s three largest economies 
(United States, China and Japan) are unlikely to adopt IFRS 
in the near future, we can see the challenge facing the IASB.  
The IASB has managed to bring most of the world into the 
IFRS family – they just need to find a way to bring the three 
“big boys” in as well.  And the longer it takes, the more 
possible it becomes that other jurisdictions will start being 
“selective” about IFRS and we will be back to a fractured 
international accounting language.  

And the second challenge – the conceptual framework.  We 
need a complete framework that provides guidance on the 
key issues that we still have to address. In my view, the real 
challenges are measurement and the distinction between 
profit or loss and OCI.  Any solution to these thorny issues 
will also have resolved other issues such as the meaning of 
financial performance and profit or loss.  Once this is done, 
I hope that the IASB decides to review the existing suite of 

the challenge of trying to reach a high 
quality consensus to present to the iasb is 
part of what attracted me to ifrs in europe.

the real challenges are measurement and 
the distinction between profit or loss and 
oci.
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IFRS to make them consistent with the new framework.  

And my third wish (which I suspect will take years) is that 
we all learn to apply IFRS as it is written.  At the moment, 
we all read IFRS with our previous experience in mind.  
We should be training the next generation to read IFRS 
as it is written so that we speak the same dialect of the 
international accounting language.

Getting the conceptual framework right is a key to bringing 
the remaining countries onto IFRS and to achieving a 
common basis for application.  I believe that if we had a 
complete and coherent conceptual framework, we would 
have a chance that jurisdictions would accept changes 
to their current practices and we could all learn to apply 
framework-based IFRS. While the conceptual framework is 
incomplete, and some legacy standards are not yet based 
on common principles, we cannot expect wholesale support 
for IFRS. 

What are the most striking differences you have 
identified with your totally new eyes? How did you see 
Europe and EFRAG from the outside? Can you explain 
your perceptions?

From the outside, I focused more on the individual Member 
States making up Europe.  From the inside, I see people 
seeking to have Europe operating as a cohesive unit and 
“speaking with one voice”.

From the outside, I saw EFRAG as a young, growing 
organisation.  From the inside, I see a group of very 
competent and hardworking people from a diverse range of 
experiences and nationalities. The quality of the output is a 
credit to the TEG, the working groups and the staff.  

I am impressed with the quality of the views shown 
by many in trying to ensure that financial statements 
appropriately reflect economic reality. I thought that an 
interest in stewardship and prudence was limited to a few 
jurisdictions, some of whom are European.  I see many 
people in Europe wanting to have these concepts reinstated 
– even though we do not always agree on the appropriate 
interpretation.

And finally, from the outside it is not clear how far-reaching 
the effects of the reform of EFRAG will be. From the 

inside, it is clear that EFRAG will be reinventing itself. 
Everyone involved will be in a position to help drive the new 
EFRAG to the greater achievements that will be demanded 
of it under the new arrangements.

Which standards would you like to see progress during 
your mandate?

My wish list. Of course, the conceptual framework.

I think that the most important need is a full review of the 
reporting of financial performance.  The IASB’s short-term 
improvements are valuable, but we need a full review and 
sooner rather than later.  I hope that the IASB will test their 
thinking progressively as it develops. The format of the 
financial statements is incredibly important – it is how the 
entity tells its story – and we need to have this addressed 
sooner rather than later.  We also need to remember that 
people understand and use financial information as it is 
presented today.  Any proposed change to this familiar 
presentation will need to be carefully presented to enable 
people to see that benefits of the changes will outweigh the 
costs.  Maybe this will need to be undertaken with small 
steps towards an agreed goal rather than the “big bang” 
proposals that have failed in the past. 

For other standards, I would like to see IAS 19 Employee 
Benefits subject to a complete review.  Once the insurance 
project is complete, the IASB will have the tools to review 
the financial reporting of retirement benefit plans. And 
finally, I would like to see standards that address all sides 
of a transaction, as is the case with IFRS 15 Revenue from 
Contracts with Customers.  Maybe we would not have had 
the issues we are seeing with IFRIC 21 Levies if IAS 37 
Provisions, Contingent Liabilities and Contingent Assets 
addressed the debit side of key transactions.

Thank you for the chance to express my views.

from the inside i see a group of very 
competent and hardworKing people 
from a diverse range of experiences and 
nationalities. with the reform, it is clear 
that efrag will be reinventing itself.
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efrag presentations at the annual 
conference of the european 
accounting association

On 21-23 May, Technical Manager Rasmus Sommer 
attended the annual conference of the European Accounting 
Association. Rasmus presented EFRAG’s views on the 
IASB’s discussion paper on the review of the Conceptual 
Framework and the role of the IFRS for SMEs within the EU 
at two symposiums.

participation to the ifrs 
foundation conference
23 - 24 june 2014 in london 

EFRAG Senior Technical Manager Sebastian Harushimana 
and EFRAG Technical Manager Filipe Alves attended the 
annual IFRS Foundation Conference held in London on 23-
24 June 2014.

Sebastian and Filipe followed sessions on cross-cutting 
measurement issues, macro hedging, insurance, IFRS 
9 implementation, and leases. They are sharing below 
the main messages participants conveyed to the IASB. 
On cross-cutting measurement issues, there was wide 
support to remedy to the lack of discipline in the selection 
of measurement attributes within IFRS as it currently 
impairs the quality of financial reporting and does not 
foster consistency. A few participants argued that a single 
measurement attribute based on a current value, such as 
fair value, would be a solution. There was however a largely 
held view that assets should be measured on the basis of 
how they were expected to contribute to the generation of 
future cash flows within an entity, and therefore a mix-
measurement attribute basis remained necessary. 

The IASB Discussion Paper on Dynamic Risk Management 
was said to provide a good start for setting up a hedge 
accounting model for portfolios that are dynamically 
risk managed, provided that the portfolio revaluation 
approach would be applicable to hedged positions only. 

liaising with staKeholders

Some delegates called for full alignment with bank risk 
management practices, extending eligibility for example to 
forecast transactions. 

When the accounting for participating insurance contracts 
was discussed, it was apparent that the global insurance 
industry was cohesive in supporting the principles 
underlying the “industry alternative” that has been exposed 
as part of EFRAG’s due process and ultimately supported 
by EFRAG. The IASB staff highlighted that different views 
might be expressed in how such an alternative should apply. 

Some banks remarked that IFRS 9 implementation would, 
contrary to the wide expectation, result in more fair value 
measurement than was currently the case. The main reason 
cited was the possible failure of the “solely payment of 
principle and interest” (SPPI) test by loans customarily 
issued with side packages of features and options.  Banks 
may therefore be expected to rethink how to market some of 
their products.

The IASB showed its determination to reach final 
conclusions on leases and publish its new standard in 
2015. On lessee accounting, all liabilities arising from 
leases will be recognized, both in IFRS and in US GAAP, 
the two Boards having agreed to the definition of a lease 
and the recognition and measurement of lease liabilities. 
However the two Boards have reached different conclusions 
on how to report leases in the income statement, the FASB 
opting for reporting a straight line single operating expense 
for all leases that do not qualify as in-substance purchases. 
The IASB has, in contrast, decided to apply the right of 
use model to the right of use model will apply to all lease 
contracts. On lessor accounting, no significant changes will 
be made to the existing IAS 17 guidance as current practice 
is considered satisfactory. 

outreach events for users

EFRAG has been running a series of outreach events 
in partnership with EFFAS (The European Federation of 
Financial Analysts Societies), ABAF (the Belgian member 
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of EFFAS) and the IASB aimed at gathering input from the 
user community on a series of topical issues in financial 
reporting. Following the event on the Post-implementation 
Review of IFRS 3 Business Combinations held in April, a 
high level roundtable was held on 25 June to discuss 
user involvement in the standard-setting process and an 
outreach on 7 July on the IASB Discussion Paper Accounting 
for Dynamic Risk Management: A Portfolio Revaluation 
Approach to Macro Hedging.

high level roundtable

The high level roundtable on 25 June was moderated by 
Hans Buysse, member of the EFFAS Executive Management 
Committee, and featured Hans Hoogervorst, Chairman of 
the IASB; Ugo Bassi, Director of Capital and Companies 
at DG Internal Markt, European Commission; Gérard de la 
Martinière former EFRAG Supervisory Board Member and 
author of a French report on long-term financing; Françoise 
Flores, EFRAG Chairman and Jesús López Zaballos, EFFAS 
Chairman. The event was held contemporaneously with 
the EFFAS and ACIIA (Association of Certified International 
Investment Analysts) Annual General Meeting and 
attendees therefore included representatives of investor 
organisations from across the world, as well as IASB Board 
Member Philippe Danjou and EFFAS Financial Accounting 
Commission Chairman Javier de Frutos.

The roundtable discussed the current use of financial 
reporting by investors, the interaction between financial 
reporting and long-term investing, giving directions for 
and assessing financial reporting standards, confidence 
in financial reporting and investor influence on standard-
setting.  

macro hedging

The outreach event on the IASB Discussion Paper 
Accounting for Dynamic Risk Management: A Portfolio 
Revaluation Approach to Macro Hedging was held on 7 
July. At the event, Giuseppe Leforese of Intesa Sanpaolo, 
Member of the European Banking Federation Asset Liability 
Management Working Group, explained current practices 
in the banking industry and the difficulties with current 

accounting requirements. Jean Baptiste Bellon, a banking 
analyst, and Member of the EFFAS Executive Management 
Committee and the EFRAG User Panel explained what is 
currently found in financial statements and what is missing 
for underlying macro-hedging practices.

Jean-Michel Pinton, CNP Assurances and member of the 
EFRAG Insurance Accounting Working Group and Roman 
Sauer of Allianz provided a perspective from the insurance 
industry. Carsten Zielke, Vice-Chairman of the EFRAG User 
Panel and former EFRAG TEG Member ,gave the perspective 
of an insurance analyst. 

The IASB’s Discussion Paper was presented by Board 
Member Martin Edelman and Françoise Flores presented 
the preliminary views of EFRAG. EFRAG’s Technical Director 
Patricia McBride animated a lively Q&A session which 
evidenced the wide range of questions held and the 
complexity of the subject.

Reports of the outreach events will be published on the 
EFRAG website. 

cfa institute roundtable

EFRAG Chairman Françoise Flores participated in a 
roundtable organised by the CFA Institute on risk disclosures 
in the banking industry. The roundtable discussed the 
timeliness and level of risk disclosures and the importance 
of finding an appropriate level of comparability and 
granularity in risk disclosures. Potential ways in which the 
standard setters and banking regulators could work together 
to ensure requirements are consistent, comprehensive and 
avoid duplication were also discussed. 

One of the conclusions that could be drawn was that there is 
a need for a post implementation review of IFRS 7 Financial 
Instruments: Disclosures as to the level and content of the 
disclosures. 
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world banK ministerial 
conference 2014 and senior 
officials worKshop 

On 3 June, the World Bank Ministerial Conference 2014 
Stronger SMEs for Shared Prosperity: Developing Sustainable 
Financial Reporting Frameworks in Europe and Central Asia 
took place in Vienna. The conference supports STAREP1 
and REPARIS2 countries in adopting, implementing, and 
enforcing respectively international standards or relevant 
portions of the EU law. It convened some 250 high-level 
delegates including ministers of economy and finance 
and leaders of the business, professional and academic 
communities in Europe and Central Asia, and experts from 
key EU and international institutions of financial reporting 
and auditing. Around 20 countries were represented that 
share common goals and challenges but are at different 
stages of their reform process.

EFRAG Director Saskia Slomp participated together with 
Darrel Scott IASB Member, Brendan Murtagh IAASB3 Member 
and Stefano Marchese, IESBA4 Member in the Standard 
Setters Panel on Thinking Small First in Financial Reporting 
and Auditing. She was given the opportunity to introduce 
EFRAG and its activities to the audience, more in particular 
EFRAG’s input into the IFRS for SMEs revision, the research 
work that EFRAG had undertaken in 2010 on the differences 
between IFRS for SMEs and the Accounting Directives, and 
provide some background on the relatively limited use of 
IFRS for SMEs in Europe albeit some countries like the UK 
have used it as basis for their GAAP.

On the following day, EFRAG presented at the REPARIS 
Senior Officials Workshop 2014 on New Accounting and 
Audit Initiatives: From Reform to Implementation together 
with various officials of the World Bank, Didier Millerot 
from the European Commission, Gerhard Prachner and 
Henri Olivier. The workshop provided senior officials with 
the opportunity to familiarise themselves with relevant 
recent developments in corporate financial reporting at 
EU level, to discuss cross-cutting issues in relation to the 

1. Strengthening Auditing and Reporting in the Countries of the Eastern 
Partnership
2. The Road to Europe: Program of Accounting Reform and Institutional 
Strengthening
3. International Auditing and Assurance Standards Board
4. International Ethics Standards Board for Accountants

implementation of the Accounting Directive, and to share 
experience and discuss recent initiatives. EFRAG Director 
Saskia Slomp reported on recent and ongoing initiatives in 
financial reporting in the European Union.

goodbye to guido ravoet, chief 
executive of the european banKing 
federation

With a Garden Party the EBF waved goodbye to its Chief 
Executive Guido Ravoet, who is retiring from EBF on 1 
September, and welcomed his successor Wim Mijs.  Hans 
van Damme, Acting Chairman of the EFRAG Supervisory 
Board, and several members of the EFRAG management 
team and staff participated in the event. For many years, 
Guido Ravoet has been involved in EFRAG’s Supervisory 
Board and General Assembly for the EBF.  EFRAG would like 
to thank him for his contribution and wish him all the best 
with his retirement!
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how european staKeholders 
assess business combinations 
accounting

In July 2013, the IASB started its post-implementation 
review (‘the review’) of IFRS 3 Business Combinations and 
related Standards - namely IAS 36 Impairment of Assets 
and IAS 27 (2008) Consolidated and Separate Financial 
Statements (replaced by IFRS 10 Consolidated Financial 
Statements in 2010).  The IASB published a Request for 
Information on the review in January 2014, and requested 
comments by 30 May 2014. The objective of the review is 
to enable the IASB to assess the effect of the application of 
IFRS 3 and related Standards on financial reporting – from 
the perspective of preparers, investors and other users of 
financial statements. 

EFRAG decided to gather “real-life” evidence from preparers 
and users on their experiences with the accounting for 
business combinations, and report the findings to the 
IASB. In doing so, EFRAG joined forces with some National 
Standard Setters (NSS) in Europe and with European user 
organisations to collect input from preparers and users of 
financial statements. 

What did we learn from preparers?

We received over thirty responses from European preparers 
(including preparer/accountant associations) from various 
industries across Europe. EFRAG staff, in collaboration with 
the IASB staff, also participated in several outreach events 
organised by NSS; events took placed in London (FRC jointly 
with the ICAEW), Paris (ANC) and in Milan and Rome (OIC).  

While many preparers indicated support for the overall 
acquisition accounting model in IFRS, most expressed 
significant concerns relating to the level of effort required 

highlighting iasb proposals

and costs incurred to meet its requirements, and questioned 
whether IFRS 3 and related Standards have worked as 
intended in respect to all the issues that they set out to 
address.  A primary concern shared by many preparers 
relates to the definition of a business; the question 
is whether, in an acquisition, a business exists. This 
matters a lot; given the significantly different accounting 
requirements for business combinations and acquisition 
of assets. Fair value measurement of intangible assets, 
contingent consideration, accounting for consideration in 
a share-for-share transaction and separate recognition of 
intangible assets from goodwill were amongst the other 
more significant challenging areas identified in accounting 
for business combination transactions. Another topical 
issue is the impairment model in relation to goodwill: 
preparers had mixed views on whether they supported 
the existing impairment model or whether they preferred 
something easier to apply in practice, like a mandatory 
amortisation model (combined or not with impairment).  A 
feedback report has been published at the end of June 2014. 

What did we learn from users?

EFRAG staff together with representatives of EFFAS 
consulted with individual European users from different 
organisations and backgrounds (a mix of equity and credit 
analysts and investors) through an “interview process”  to 
understand the usefulness of the provisions in IFRS 3, and 
what improvements, if any, users think are needed. The 
discussions considered a number of case studies taken 
from published IFRS financial statements of companies 
that have undertaken a business combination and analysed 
the disclosures reported by the companies. All in all, EFRAG 
staff received input from approximately forty users in the 
various interviews. EFRAG staff has also consulted with 
EFRAG’s User Panel and the EFFAS Financial Accounting 

efrag decided to gather 'real life' 
evidence from preparers and users on 
their experience with the accounting for 
business combinations.

a primary concern shared by many 
preparers relates to the definition of a 
business. another topical issue is the 
impairment model in relation to goodwill.
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A general observation made by most users was that 
the financial statements were not the primary source 
of information they use to understand the rationale 
for undertaking a business combination and perform 
their analysis. Many analysts, especially buy/sell-side 
equity analysts, need information on the day the deal is 
announced to keep abreast with market reactions. Relevant 
information is therefore sourced from others channels (e.g. 
capital market days, contacts with management). Despite 
different backgrounds and experiences, in many cases 
users shared “common ground” on the information that 
mattered most in business combination transactions and 
information that mattered less or not at all but usually 
obtained this information outside the financial statements.  

Generally speaking, most users called for improvements in 
the “quality” of information that explained the rationale that 
led to the business combination transaction; it was thought 
that information reported in the financial statements was 
of a “boiler plate” nature and lacked insight about what 
really drove the transaction. Input received also indicated 
that there was a need for more transparency regarding the 
synergies expected from a business combination, and how 
these translate into revenue or cost reductions in post-
acquisition years. Users tended to develop their own cash 
flow models and forecasts, and understanding synergies 
and what was acquired for the price paid was vital for their 
evaluations. Fair values of assets acquired and liabilities 
assumed were regarded by many users as highly subjective 
and generally having only a ‘number’ limited the usefulness 

of the information, particularly in terms of forecasting 
future performance. Input received demonstrated that users 
need more comprehensive information on the assumptions 
and inputs used to determine fair values. 

Finally, many users did not find the level of granularity on 
intangible assets arising from a business combination (and 
recognised separately from goodwill) particularly relevant. 
A number of suggestions for improvements were noted in 
this area. 

A feedback report was published at the end of June. 

In addition, EFRAG teamed up with the European Federation 
of Financial Analysts Societies (EFFAS) and the Association 
Belge des Analystes Financiers (ABAF), in cooperation with 
the IASB and held a user event in Brussels on 1 April 2014. 
A number of users, and other stakeholders participated; 
overall the event provided insightful feedback about how 
financial statements are used to understand and analyse 
business combination transactions. A separate Feedback 
report has been published on the findings of this event.

focus on macro hedging

On 17 April 2014, the IASB issued its Discussion Paper Ac-
counting for Dynamic Risk Management: a Portfolio Revalu-
ation Approach to Macro Hedging (the ‘DP’).

The DP is the first step of the last phase of the overall 
project to replace IAS 39 Financial Instruments: Recogni-
tion and Measurement. The reason for developing a new 
standard is that the existing hedge accounting guidance 
in IAS 39 or IFRS 9 Financial Instruments is not designed or 
suitable for hedge accounting of net risk positions of open 
portfolios – that is, portfolios in which new exposures are 
frequently added and existing exposures expire. 

The IASB decided to decouple the Macro Hedging project 
from IFRS 9 in May 2012 to avoid delaying the release of 
IFRS 9. However, the IASB has broadened the scope of the 
project to reflect dynamic risk management activities in 
entities’ financial statements rather than merely finding a 
macro hedge accounting solution. While not defined in the 
DP, dynamic risk management is described as a continuous 
process of identifying, analysing and mitigating a risk. The 
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users usually obtain this information 
outside the financial statements. 

information reported in the financial 
statements is a 'boiler plate' nature and 
lacKs insight about what really drove the 
transaction. many users did not find the 
level of granularity on intagbile assets 
arising from a business combination 
particularly relevant.



DP focuses on dynamic risk management of interest rate 
risk in banks, however the IASB expects that the model can 
apply to other risks and other industries where dynamic risk 
management is undertaken.

The DP considers a portfolio revaluation approach (PRA) 
with two scope alternatives. The first scope alternative fo-
cuses on dynamic risk management and applies the PRA to 
all risk exposures that are dynamically managed while the 
second scope alternative focuses on risk mitigation by ap-
plying the revaluation approach only to dynamically man-
aged risk exposures that have been hedged. 

From April to June 2014, EFRAG Technical Experts Group 
(EFRAG TEG) held several meetings to discuss the DP and 
its portfolio revaluation approach. Members of the IASB, the 
EFRAG Financial Instruments Working Group and the Euro-
pean Banking Federation were invited to participate in the 
discussions at some of the meetings. 

EFRAG’s preliminary view of the DP is tentatively positive, 
commending the IASB for developing new thinking in 
how best to reflect the reality of banking practices in 
the financial statements, having regard for practical 
difficulties. However, EFRAG considers that the IASB should 
return to the original objective and develop the project with 
a focus on finding a hedge accounting solution for open 
portfolios that are hedged on a net basis. For this reason,  
EFRAG disagrees with the scope focusing on dynamic risk 
management, and also because providing a point in time 
valuation of risk exposures is not deemed useful to users. 
Instead, dynamic risk management activities should be 
dealt with through comprehensive disclosures. 

EFRAG is however conscious that the second scope in the 
DP being restricted to mitigated risk may trigger significant 
operational difficulties because of the need to consider only 
net open positions that have been hedged. For this reason, 
EFRAG is seeking feedback from constituents on various 
ways, including practical expedients that can be considered 
to reduce this operational burden while maintaining a high 
degree of reliability and understandability. 

These preliminary views are included in EFRAG Draft 
Comment Letter (DCL) published on 1 July 2014. The 
deadline for comment on the EFRAG DCL is 10 October 2014, 
while the IASB deadline for comment is 17 October 2014.
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the iasb has broadened the scope of 
the project to reflect dynamic risK 
management activities in entities' financial 
statements rather than merely finding a 
macro hedge accounting solution.

efrag's preliminary view of the dp is 
tentatively positive, commending the iasb 
for developing new thinKing in how best 
to reflect the reality of banKing practices 
in the financial statements, having regard 
for practical difficulties. however, efrag 
disagrees with the scope focusing on 
dynamic risK management.
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long-term investments – 
ec conclusions

Last year, the European Commission held a public 
consultation on a green paper considering possible ways 
for supporting long-term investment that is essential to 
European policy for economic growth. 

Responses to the consultation contributed to further 
assessment by the Commission of the barriers to long-term 
financing, with a view to identifying possible policy actions 
and feeding the overall debate on this at European and 
international levels.

One year later, the Commission published the follow-up 
to this work: a Communication on long-term financing of 
the European economy proposing a set of actions focusing 
on (i) mobilising private sources of long-term financing, 
(ii) making better use of public funding, (iii) developing 
European capital markets, (iv) improving SMEs’ access to 
financing, (v) attracting private finance to infrastructure 
delivering Europe 2020, and (vi) enhancing the wider 
framework for sustainable finance.

In relation to the last set of actions, the EC will assess 
the best ways to develop the overall environment for 
investment, by exploring a number of cross-cutting issues, 
including corporate governance, accounting, tax and legal 
issues.

Actions followed in the accounting area

The Green Paper explored the question of balancing the 
accuracy of the information given to investors with sufficient 
incentives to hold and manage long-term investments. In 

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

this context, fair value accounting was criticised by a range 
of stakeholders for introducing market volatility in financial 
reports and therefore, in the view of some, favouring 
short-term behaviour. Many respondents commented on 
the significance of the IASB Conceptual Framework for 
ensuring that future accounting standards are developed in 
a way that is not damaging to long-term investment. They 
also pointed to the ongoing work of the IASB to review the 
accounting of financial instruments (IFRS 9). In the context 
of its endorsement of the revised IFRS 9, the Commission is 
planning to consider whether the use of fair value in that 
standard is appropriate, in particular regarding long-term 
investing business models. In addition, the Commission will 
invite the IASB to give due consideration to the effect of 
its decisions on the investment horizons of investors both 
in specific relevant projects and in its development of the 
Conceptual Framework, paying particular attention to the 
reintroduction of the concept of prudence.

Beside these points, the Commission services’ evaluation 
of the IAS Regulation intends to explore with stakeholders in 
the course of 2014 the appropriateness of the endorsement 
criteria, taking account of Europe’s long-term financing 
needs. The Commission services will also launch a 
consultation in 2014 to examine (i) the case for a simplified 
accounting standard for the consolidated financial 
statements of listed SMEs, and (ii) the usefulness of a 
complete self-standing accounting standard for non-listed 
SMEs to supplement the Accounting Directive. Today, non-
listed SMEs are subject to national accounting rules based 
on the recently revised EU Accounting Directive, which sets 
common basic principles that Member States have to apply 
when designing their national accounting frameworks for 

SMEs.

many respondents commented on the 
significance of the iasb conceptual 
frameworK for ensuring that future 
accounting standards are developed in 
a way that is not damaging to long-term 
investment. 

the commission is planning to consider 
whether the use of fair value is appropriate, 
in particular regarding long-term investing 
business models.
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special tribute to hans schoen!

EFRAG would like to warmly thank Hans Schoen for the 
numerous years he dedicated to EFRAG, providing his 
expertise to developing IFRS as EFRAG TEG Member and, 
since early 2013, as EFRAG Acting Research Director.

The whole EFRAG team will definitely miss his easy-
going and pedagogical approach, as well as his sense of 
consensus building that has proven to be so constructive, 
either in EFRAG TEG discussions or in the proactive work 
undertaken with National Standard Setters in Europe. 

However, EFRAG will continue to benefit from Hans’ widely 
acknowledged expertise in insurance accounting as Hans 
is committed to continue chairing the EFRAG Insurance 
Accounting Working Group until EFRAG has provided 
endorsement advice to the European Commission on the 
revised IFRS 4!

As part of challenges ahead, Hans will finish his PhD on the 
financial reporting practices of Dutch insurance companies 
between 1880 and 2005. We wish him the best in finalising 
this academic work and for the next steps!

@ efrag 



in our next edition:

•	 equity method follow-up

•	 classification of claims

•	 last consultation on leases

•	 discussion paper on goodwill

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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