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Summary of the EFRAG TEG meeting in February 2007 
 
On Wednesday 10 January to Friday 12 January 2007 EFRAG held its monthly meeting and 
discussed: 
• The IASB project on Borrowing Costs 
• IASB ED on IFRS 1 and the Cost of an Investment in a Subsidiary 
• The IASB project on Related Party Disclosures 
• The IASB Discussion Paper Fair Value Measurements 
• The IASB project on Business Combinations 
• The IASB project on small and medium-sized entities (SMEs) 
• The IASB Framework project on Measurement 
• The convergence discussions with the IASB 

 

EFRAG has issued two European Discussion Papers: The Conceptual Framework: Starting from 
the right place? and What (if anything) is wrong with the good old income statement?  Comments 
on the papers are invited, by 18 March and 31 March respectively.  The papers can be 
downloaded from EFRAG’s website (www.efrag.org). 

 

At its February meeting, EFRAG discussed the IASB project on Borrowing Costs.  EFRAG had 
been very critical of the exposure draft of proposed amendments to IAS 23 Borrowing Costs that 
the IASB had issued in 2006 and, now that the IASB was getting close to finalising its standard, 
this was an opportunity for EFRAG to start considering what its draft endorsement advice should 
be.  EFRAG members noted that the standard seemed likely to be very similar to the proposals 
issued in the ED: in other words, the main change was to eliminate the immediate expensing 
option, thus making it a requirement that entities capitalise borrowing costs that are directly 
attributable to the acquisition, construction, or production of a qualifying asset as part of that 
asset.   
EFRAG members expressed different tentative views as to whether, when the amendment to the 
standard is issued, EFRAG should recommend it for endorsement.  Some thought that, even 
though an option was being eliminated, comparability was not necessarily being improved.  Some 
were not convinced that the right option was being eliminated.  Some also questioned whether it 
was in Europe’s interest to endorse a standard that would force change on so many European 
companies when the benefits, such as they are, would fall only on a few.  Others thought that, 
although the improvements resulting from the standard might be described as marginal at best, 
the amendments would nonetheless meet the criteria for endorsement. 
It was agreed that EFRAG staff should prepare an initial draft letter recommending endorsement 
together with supporting appendices so that EFRAG can discuss the matter further and decide on 
its draft advice.  

UUPPDDAATTEE    
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At the end of January the IASB issued an ED on IFRS 1 and the Cost of an Investment in a 
Subsidiary.  EFRAG discussed that ED at its meeting in order to develop a draft comment letter.   
The first proposal in the ED is to grant parents adopting IFRS for the first-time in their separate 
financial statements some relief from the requirement in IAS 27 to account for their investments in 
subsidiaries at cost or fair value.  The ED’s proposal is that an entity should be allowed to use as 
cost either its transition date interest in the carrying amount of the subsidiary’s net assets (using 
the amounts that IFRS would require in the subsidiary’s balance sheet) or the transition date fair 
value of the investment in the subsidiary.  EFRAG members supported this proposal, although 
some questioned whether a third possible deemed cost—the equity accounting number 
calculated in accordance with previous GAAP—should have been allowed.  It was also agreed 
that EFRAG should ask for some clarifications of some detailed aspects of the proposal. 
The second proposal is that relief should also be given from the IAS 27 requirement that a parent 
shall determine on its transition date the subsidiary’s pre-acquisition reserves calculated in 
accordance with IFRS; under the ED’s proposals, entities would in certain circumstances be 
required to treat the subsidiary’s accumulated profits under IFRS as pre-acquisition accumulated 
profits and in other circumstances they would be permitted to treat the pre-acquisition 
accumulated profits of each subsidiary under previous GAAP as the pre-acquisition accumulated 
profits under IFRS.  EFRAG members were broadly happy with this proposal. 
EFRAG’s draft comment letter will be issued on EFRAG’s website (www.efrag.org) shortly.  

At its February meeting, EFRAG also discussed the IASB project on Related Party 
Disclosures.  In particular, it considered the main proposals expected to be made in an exposure 
draft that was expected to be issued soon after the meeting.  (Since the meeting, the IASB has 
issued those proposals in an Exposure Draft of Proposed Amendments to IAS 24 Related Party 
Disclosures: State-controlled Entities and the Definition of a Related Party.)  EFRAG members 
generally welcomed and supported the proposals that were described to them, however they: 
• thought that, although the IASB’s proposed changes would improve the definition of a 

related party, it was still a difficult definition to understand fully.  They wondered whether it 
might be possible to simplify it even further; 

• expressed concern about the way in which it was proposed the definition of ‘close family 
member’ was to change;  

• expressed differing views on the specific relief from the disclosure requirements that the 
IASB was proposing to grant a reporting entity that is a related party of another entity only 
because both are controlled or significantly influenced by the same state.  Some members 
supported the proposal.  Others thought the principle underlying the proposed 
amendment—that transactions need only be disclosed if the transactions have been 
affected by the related party relationship—is preferable to that in the existing standard and 
should therefore be applied to all entities.   

EFRAG will discuss the project further in March and will then finalise its draft comment letter. 

EFRAG also discussed the IASB Discussion Paper Fair Value Measurements.  The 
Discussion Paper is intended to be the first step in the development of an IFRS on the subject.  
The proposed IFRS would be a 'how to'—rather than 'when to'—fair value standard and as such 
is not intended in itself to result in an increased use of fair value.  The IASB’s plan is to define ‘fair 
value’—and that proposed definition treats fair value as a market-based (ie not entity specific) exit 
value—and then to consider each reference in existing IFRS to 'fair value' to decide whether it is 
a reference to 'fair value' as defined (as a result of this project) or some other measurement 
basis.  The purpose of EFRAG’s discussion at its February meeting was to try to finalise 
EFRAG’s draft comment letter.  A draft letter was considered, and various suggestions were 
made as to how to improve it.  Subject to those amendments, the draft letter was approved for 
issue. 
EFRAG’s draft comment letter is expected to be issued for comment by the end of the month.  It 
will be available then from EFRAG’s website (www.efrag.org). 
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EFRAG also discussed the latest position in the IASB project on Business Combinations.  
EFRAG noted that, since the ED in 2005, the IASB had moved its focus away from goodwill onto 
the non-controlling interest (NCI) and was, as a result, now asking itself how the NCI should be 
measured.  It has tentatively decided that in principle entities should be required to measure NCI 
at its fair value on the date that control is acquired, but that in practice it will be necessary to grant 
some sort of exemption from this requirement.  The IASB has not yet decided what form this 
exemption might take.   
• EFRAG discussed the measurement of NCI and members had differing views as to 

whether it should be fair valued, although most remain unconvinced that it would improve 
the usefulness of the financial statements sufficiently to justify the costs that would be 
involved in such an exercise.   

• EFRAG members were then asked, if the principle is to fair value NCI but an exemption is 
to be granted, what sort of exemption should be granted.  Different views were expressed, 
although the most favoured approach was a continuation of the existing approach (that is, 
measuring NCI at its proportionate share in the identifiable net assets at the date of 
acquisition).  

• EFRAG members also discussed the issue from the other perspective: should ‘full goodwill’ 
should be recognised.  However, goodwill under such an approach would be a residual and 
EFRAG members generally did not see any benefit in measuring a residual at fair value.  

EFRAG members then discussed the measurement of goodwill after the point at which control 
has been acquired.  Under the IASB’s proposals, goodwill would be remeasured at the time at 
which control is acquired but would not then be remeasured again if further interests are 
acquired.  Again EFRAG members expressed differing views on this issue.   
• Some argued that, when the controlling shareholders acquire a further interest in the 

investee, they are acquiring more control because, under the laws and regulations of the 
jurisdiction that govern the investee, the NCI might have fewer minority rights.  In their view 
it makes sense to adopt an accounting treatment that recognised that additional goodwill 
might be acquired as part of the purchase of additional control.   

• It was also noted that, under the proposals in the ED, an ‘economic entity’ approach should 
be adopted.  That means the NCI is treated as party of the equity of the reporting entity so, 
if the reporting entity then increases its interest in the investee, it is in effect buying back 
the reporting entity’s equity so its equity would reduce.  A number of EFRAG members 
thought it odd that the effect of a controlling entity increasing its interest in a subsidiary 
should be a reduction in the equity of the ‘group’.     

• On the other hand, some argued that, based on the control concept as defined in IAS 27, 
once an entity has acquired control acquiring a further interest in the investee does not 
involve acquiring anything other than some of the NCI.  Therefore, in their view a 
transaction has not arisen in which goodwill might have been acquired, so no increase in 
goodwill should be recognised. 

EFRAG will continue to monitor this project closely. 

EFRAG also continued its discussions of the IASB project on small and medium-sized entities 
(SMEs). EFRAG noted that that very morning the IASB had issued the Exposure Draft A 
Proposed IFRS for Small and Medium-sized Entities.  EFRAG discussed further the draft 
comment letter that it has been preparing, and agreed various amendments.  The main 
messages in the draft are currently as follows: 
• The standard should not be called an ‘IFRS for SMEs’ because it is actually a standard for 

entities that do not have public accountability, and they could be any size.   
• In order to decide what the form and content the financial statements should take, it is 

necessary first to have a good understanding of users’ information needs.  This is 
important because the users of the financial statements of non-publicly accountable entities 
are clearly not the same as the users of the financial statements of publicly accountable 
entities, which means that their information needs are probably different too.  This in turn 
could lead to a different importance being attached to the individual qualitative 
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characteristics, which could result in different pervasive recognition and measurement 
principles.  However, the necessary analysis of user needs is missing from the ED. 

• EFRAG’s instinct is that greater simplification is needed.  It believes, for example, that the 
financial statements would not be any less useful if all intangible assets were treated as 
having a finite life and therefore amortised and if a disclosure-only-approach adopted for 
equity settled share-based payment transactions. 

EFRAG will have a final discussion of the ED at its March meeting and then finalise its draft 
comment letter, which would then be issued for comment. It was also agreed that EFRAG staff 
should carry out a questionnaire-based survey of users such as banks to gather information 
about their SME information needs.  The information gathered could then be used to help EFRAG 
when finalising its comment letter. 

In January the IASB had held a public roundtable on its Framework project on Measurement.  
As EFRAG’s representative had, at the last minute, been unable to attend, EFRAG decided to 
consider the papers the IASB staff had prepared for the roundtable discussion in case there were 
any comments EFRAG wished to give the IASB at this stage.   
EFRAG members first considered a paper setting out the steps (‘milestones’) the IASB and FASB 
are proposing to take in carrying out their work and the order in which they propose to achieve 
those milestones.  Although there was general agreement that the IASB was right to start by 
identifying the measurement basis candidates (M01) and then defining them (M02), EFRAG 
members had a number of concerns about the later stages that involved the evaluation of the 
candidate measurement bases.  In their view, more—and more detailed—questions would need 
to be asked if this part of the project is to produce satisfactory results.  
EFRAG members then considered a second paper that set out the candidate measurement 
bases that the IASB has so far identified.  They generally thought that the paper was mixing up 
measurement objectives, measurement bases and measurement methods.  They also identified a 
number of candidate measurement bases that could, they thought, usefully be added to the list in 
the paper.  They also thought some of the labels that the IASB was proposing to attach to certain 
of the candidate measurement bases could be improved. 
EFRAG staff will in due course prepare a draft paper summarising these comments for possible 
transmission to the IASB.  

 

EFRAG will hold a one-day meeting on Friday 9 March in Brussels and a two-day meeting on 
Wednesday 14 and Thursday 15 March (again in Brussels).  On 14 March, EFRAG will be 
meeting with the national standard-setters of Europe in the Consultative Forum of Standard-
setters (CFSS). 

Please note that EFRAG’s April meeting—which will be held on 25 to 27 April—will take place in 
Copenhagen.   

EFRAG has recently launched its new website (www.efrag.org).  Check the site regularly to keep 
up to date on all EFRAG’s activities and for other important news on IFRS.  
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