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Summary of the EFRAG TEG meetings in January 2007 
 
On Wednesday 10 January to Friday 12 January 2007 EFRAG held its monthly meeting and 
discussed: 
• The IASB project on small and medium-sized entities (SMEs) 
• The PAAinE project on Equity/liability 
• IFRIC 11 IFRS 2 Group and Treasury Share Transactions 
• The IASB Discussion Paper Fair Value Measurements 
• The IASB Discussion Paper Preliminary Views on an Improved Conceptual Framework 
• IFRIC 12 Service Concession Arrangements 
• IFRS 8 Operating Segments 
• EFRAG’s working procedures and administrative arrangements 
 
On Tuesday 23 January EFRAG held an additional one-day meeting to discuss the draft 
endorsement advice it should give on IFRIC 12 Service Concession Arrangements.   
 
 

Meeting on 10-12 January 

EFRAG has been following the IASB project on small and medium-sized entities (SMEs) 
closely.  An exposure draft (ED) of a proposed standard is expected early in February, and 
EFRAG has been preparing for that by discussing the proposals as set out in the publicly-
available draft ED.  In December, EFRAG completed its initial review of the draft ED.  In January 
EFRAG discussed an initial draft comment letter that summarised the issues raised during its 
initial review.  In particular, EFRAG considered what the main message of its letter should be.   
• Some EFRAG members suggested that what was most needed in Europe at this time was 

a standard for genuinely small and medium-sized companies that was simple to 
understand, easy to implement, short but also comprehensive.  In their view the ED was 
unlikely to meet those objectives, and it was important to understand why that was and 
what might be done about it.   

• Some EFRAG members suggested that the problem lay with the scope of the proposed 
standard.  If the proposals genuinely focused on SMEs as the title suggests, rather than 
non-publicly accountable entities, it might have been possible to get closer to meeting what 
EFRAG believes should have been the objective.    

• Another suggestion was that the problem lay in the assumption that the objective of SME 
financial statements is the same as the objective of non-SME financial statements.  That 
seems unlikely to be the case for genuinely small and medium-sized companies because 
the users are different and their detailed information needs are different.  EFRAG members 
also thought that characteristics such as comparability are less important for SMEs.   

EFRAG will continue its discussion of the proposals at subsequent meetings. 

UUPPDDAATTEE    
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EFRAG and the European National-Standard Setters (NSS) have agreed to co-ordinate some of 
their work on the IASB's agenda. These co-ordinated activities are known as the 'Proactive 
Accounting Activities in Europe' or ‘PAAinE’.  At its January meeting EFRAG discussed a 
progress report on the PAAinE project on Equity/liability.   
EFRAG members heard that there are two long-term projects that could result in changes to the 
existing equity/liability classification approach set out in IAS 32: a FASB project on which a 
Preliminary Views document is due to be issued in May and the joint Framework project, where a 
consultative document is expected by the end of the year.  The objective of the PAAinE project is 
to encourage the IASB to develop an approach that takes into account the types of instruments 
that are issued in Europe.  The proposal being explored in the PAAinE project is that instruments 
should be classified by reference to the extent to which they absorb losses, with equity 
comprising those instruments that absorb losses proportionately and liabilities comprising all 
other instruments.  EFRAG made various suggestions on how the proposals might be developed 
further.   
The PAAinE’s work on this project will continue. 

EFRAG also issued its draft endorsement advice letter on IFRIC 11 IFRS 2 Group and Treasury 
Share Transactions last month.  IFRIC 11 deals with four issues relating to the classification of 
arrangements as either equity- or cash-settled.  The first two issues relate to the classification of 
certain arrangements that need not involve the entity issuing new instruments to satisfy the 
obligation that arises from the grant.  The other two issues relate to group arrangements where 
the parent’s equity instruments are used to reward the subsidiary’s employees.  IFRIC 11 also 
addresses the accounting treatment of transfers of employees between group entities.  
At its January meeting EFRAG considered the letters it received in response to its draft 
endorsement advice letter, which recommended endorsement, and decided to re-confirm that 
advice.  EFRAG’s final endorsement advice letter is now available from EFRAG’s website 
(www.efrag.org). 

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 January meeting was to provide staff with 
comments on the latest draft of the suggested comment letter, so that the draft could be finalised 
and issued for comment. 
• The draft letter raises some general concerns that EFRAG has about the measurement 

debate and about viewing fair value as a market-based exit value.  Then, having made it 
clear that EFRAG does not necessarily accept that such a value is a useful measurement 
basis, the letter limits itself to comments designed to help the IASB to refine its guidance 
on fair value as a market-based exit value.  EFRAG members agreed with this basic 
approach. 

• Although the discussion paper is a ‘how to’ fair value document, EFRAG members 
nevertheless thought it would be important for the IASB to make clear by the time it issues 
its exposure draft exactly when it proposes to use fair value as defined in the paper.  In 
order to enable there to be a proper debate at that time, it was important that by then other 
possible measurement bases had also been fully defined.  

• EFRAG members made various comments on the draft letter.  They in particular had a 
number of difficulties with the concept of ‘market’ and ‘market participant’ as discussed in 
the discussion paper, and with the paper’s proposals for measuring liabilities.   

EFRAG’s draft comment letter is expected to be issued for comment by the end of the month.  It 
will be available from then from EFRAG’s website (www.efrag.org). 
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At the end of September EFRAG issued its draft comment letter on the IASB Discussion Paper 
Preliminary Views on an Improved Conceptual Framework. At its November and December 
meetings it considered the letters received in response and took some tentative decisions on how 
the draft should be amended.  In January it approved a revised draft of the letter, subject to 
certain minor changes.  EFRAG’s final comment letter has now been issued and is available from 
EFRAG’s website (www.efrag.org). 

Since the IFRIC issued IFRIC 12 Service Concession Arrangements, EFRAG has discussed it 
on several occasions in order to develop its draft endorsement advice.  During the discussion in 
December it had become clear that EFRAG members had different views on whether the 
Interpretation should be endorsed.  An initial vote had been taken at the end of that discussion 
and, on the basis of that vote, a draft endorsement advice letter recommending endorsement had 
been issued for comment (without the appendices explaining the dissenting views and the Basis 
for Conclusions).  However, at January’s meeting it was apparent that some members wanted a 
further discussion before finalising their views on EFRAG’s draft advice.  It was therefore agreed 
that the draft letter that had been issued should be withdrawn.  It was also agreed that a one day 
meeting should be held on 23 January to: 
• receive input on the subject from EFRAG’s Service Concessions Working Group,  
• take a decision on the draft endorsement advice to be given; and 
• finalise the draft endorsement advice letter. 
It is currently envisaged that EFRAG will issue a revised draft endorsement advice letter around 
the end of the month, with comments invited by the end of February. 

At the end of November, the IASB issued IFRS 8 Operating Segments.  IFRS 8 replaces IAS 14 
Segment Reporting.  As the wording of IFRS 8 is the same as that of FASB’s FAS 131 
Disclosures about Segments of an Enterprise and Related Information, the effect of IFRS 8 is to 
converge IFRS with US GAAP, except for some minor differences. Under FAS 131, and therefore 
IFRS 8, the segments identified and the measures used are those used by management to run 
the business; thus, the segment information shows the business through ‘the eyes of the 
management’.  EFRAG issued its draft endorsement advice letter in December, recommending 
endorsement.  At its January meeting it considered the comments it received on its draft advice 
letter and decided to re-confirm that advice.  
A final letter recommending endorsement has now been issued and is available from EFRAG’s 
website (www.efrag.org).   

The final day of the meeting was spent discussing EFRAG’s working procedures and 
administrative arrangements in a closed session.   

 

 

 

 

 

continued 
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Meeting on 23 January 

On 23 January EFRAG met again to discuss further the draft endorsement advice it should give 
on IFRIC 12 Service Concession Arrangements.  The meeting started with a closed session at 
which EFRAG sought the views of members of EFRAG’s Service Concessions Working Group.  
Then, in open session EFRAG considered IFRIC 12.  It agreed that accounting for service 
concession arrangements is a subject that needs to be addressed, and that an IFRIC 
Interpretation is an appropriate way of doing that.  EFRAG then discussed the fundamental 
approach adopted in IFRIC 12 and agreed with it.  In particular it agreed that: 
• the operator should not recognise on its balance sheet any of the infrastructure falling 

within the scope of IFRIC 12; 
• the operator should instead recognise either (or in some circumstances, both) a financial 

asset or an intangible asset; and 
• the criteria in IFRIC 12 for differentiating between circumstances in which a financial asset 

arises and circumstances in which an intangible asset arises reflect a difference in 
substance between the circumstances.  In general EFRAG agrees with those criteria. 

Having agreed that it supported the fundamental approach adopted in IFRIC 12, EFRAG then 
considered a paper setting out some more detailed potential concerns that had been raised by 
EFRAG members about IFRIC 12.  Different EFRAG members expressed different views about 
those concerns; and in particular on whether they were justified and whether they reduced the 
usefulness of the Interpretation.  At the end of the discussion EFRAG members voted in favour of 
recommending endorsement in EFRAG’s draft endorsement advice letter, although some 
members dissented from that advice.   
EFRAG’s draft endorsement advice letter is expected to be issued around the end of the month.  
The deadline for comments on the draft will be around the end of February.  As soon as the draft 
letter is issued, it will be available from EFRAG’s website (www.efrag.org). 

 

 

EFRAG will hold its next monthly meeting will be from 14 to 16 February in Brussels.   

 

EFRAG has recently 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). 
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