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The European leading force in the global financial reporting debate 

▪	 goodwill
▪	 financial statements
▪	 classificaiton of claims

▪	 all meeting reports

▪ macro hedging activities

▪ rate-regulated activities

Building europe’s accounting view

liaising with staKeholders

highlighting iasB proposals

spotlight on topical issues
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i n  t h i s  e d i t i o n :

The EFRAG General Assembly approved on 31st October 
the composition of the EFRAG Board with immediate effect. 
As the nomination for the President of the EFRAG Board by 
the European Commission is still subject to hearing by the 
European Parliament and the Council, Roger Marshall (UK 
FRC), Member of the EFRAG Board, has been appointed as 
the EFRAG Board Acting President.

Roger Marshall, Acting President of the new EFRAG Board, 
reacted upon taking office: 

“I would like to pay tribute to the Members of the EFRAG 
Supervisory Board and of TEG, past and present, for their 
work in building EFRAG to its current well regarded position. 
With the other members of EFRAG's new Board I hope to 
build on that platform so that we may present a strong 
European voice to the international accounting debate, one 
which takes full account of the public interest and the views 
and concerns of our various stakeholders in Europe.”

europe speaKing with one voice

the efrag reform in place
since 31 octoBer 2014
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should goodwill still not Be 
amortised?

Before 2004, IFRS required goodwill to be amortised every 
year like an item of equipment or an intangible asset. Since 
2004, goodwill is no longer amortised. Instead a company 
must perform a yearly impairment test to assess if the 
goodwill has lost value. 

There has been a long debate about the strengths and 
weaknesses of an impairment-only model. It is unclear what 
users do with the impairment loss, or how much predictive 
value that information has. Some agree that straight-line 
depreciation makes little sense for goodwill; others believe 
that under the new rules companies that have paid too 
much can also wait too long before recognising a loss. And 
some ask why goodwill is on the balance sheet at all – how 
can it be an asset, if you cannot even give it a name?

After launching a consultation among constituents, the 
OIC and EFRAG created a Research Group together with 
the Accounting Standards Board of Japan (ASBJ) that had 
conducted a similar survey. The Research Group developed 
a Discussion Paper to debate the issues around the 
treatment of goodwill, such as what to do with the goodwill 
on acquisition – treat it as an asset or expense it, whether 
annual amortisation should be brought back, or how the 
impairment test can be made more effective and easier to 
apply. The Discussion Paper also debates whether users 
need more or better information to understand the goodwill 
number. 

The Research Group reached the conclusion that on 
balance reintroducing amortisation would be useful, and 

Building europe’s accounting view

explored suggestions for improving the impairment test and 
the overall information provided.

While the views in the Discussion Paper are those of the 
Research Group only, the OIC, EFRAG and the ASBJ reached 
the view that the Discussion Paper would stimulate useful 
debate and issued the Discussion Paper in July.  

Comments on the Discussion Paper are invited until 30 
November. The Research Group will consider the feedback 
and formulate recommendations to their respective 
Technical Groups and Boards.  The whole effort is useful 
in the context of the IASB identifying possible amendments 
to the accounting of business combinations, as a follow up 
to the post implementation review that took place in 2014.

how are separate financial 
statements used in europe for 
economic decision maKing?

In August, EFRAG and the Standard Setters of Italy, the 
Netherlands and Spain issued a Discussion Paper Separate 
Financial Statements. 

Separate financial statements are financial statements 
prepared by parent entities and reflect their subsidiaries, 
associates and joint ventures as “investments”, rather 
than consolidating or equity accounting them as part of 
a group.  Separate financial statements are important in 
specific contexts – for instance, financial statements of 
legal entities are often the basis for calculating taxes and 
distributing dividends. IFRS contains few references to 
separate financial statements because the focus of IFRS is 
on financial reporting by groups. 

To address the perceived lack of guidance in IFRS, EFRAG 
and its partners established a project team  to investigate 
whether additional guidance was needed. 

The starting point for the Discussion Paper was to try and 
understand how separate financial statements are used 
in Europe for economic decision making. The project team 
reviewed existing literature on the topic and spoke to users, 

the research group reached the conclusion 
that on Balance, reintroducing amortisation 
would Be useful, and explored suggestions 
for improving the impairment test and the 
overall information provided.
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preparers and academics to learn more. 

The next step was to use this information to decide if and 
when specific guidance is needed for the separate financial 
statements. The Discussion Paper identifies a number of 
areas where guidance appears to be needed and proposes 
approaches to developing accounting guidance. 

A key area where further guidance is needed relates to 
transactions involving entities under common control. 
Because of the special “common control” relationship, 
entities may engage in transactions that independent 
parties would not enter into, or agree prices that do not 
reflect the market values of what is transferred. As a result, 
existing accounting guidance based on fair value may not 
be appropriate. The project team investigated whether 
transaction prices or other measurement bases (such as 
the carrying amounts in the transferee’s books) are more 
appropriate. 

The Discussion Paper also explored whether more 
information is needed on distributions to equity holders, to 
provide information that would enable users to assess the 
likelihood of future distributions.

Comments on the Discussion Paper are invited until 31 
December 2014.

classification of claims

The distinction between the ‘liabilities’ and the ‘equity’ 
of an entity appears to be intuitive, but the modern 
array of complex instruments do not fit easily into these 
classifications. In its Discussion Paper A Review of the 
Conceptual Framework for Financial Reporting, the IASB 
proposals for distinguishing between equity and liabilities 
were met with widespread disagreement. To contribute to 

the debate, in July EFRAG published a Discussion Paper 
Classification of Claims, which discusses how to classify 
the claims of different parties that hold entitlements to the 
resources of an entity.

EFRAG’s Discussion Paper considers various reasons for 
classifying claims, tentatively identifies some objectives 
for classification and identifies what choices need to be 
taken in developing classification requirements within 
IFRS. Rather than taking a position, it analyses each of the 
choices for compatibility with the identified objectives. It 
also provides a glossary for use in future discussions on the 
subject to promote a common understanding and consistent 
use of terminology. 

The publication of the Discussion Paper was supported by 15 
European National Standard Setters. During the comment 
period EFRAG has conducted outreach with constituents, 
and presented the Discussion Paper at the September 2015 
meeting of the International Forum of Accounting Standard 
Setters. 

The comment period closed on 3 November and a feedback 
statement on the comments received is being prepared.

additional puBlic consultation on 
lessee accounting

It has been a long time in the making, but now the IASB and 
the FASB are expected to complete their discussion on the 
Leases project early in 2015 and publish the final Standard 
late in 2015.

While many details seem to have been satisfactorily 
addressed, European constituents have continued to raise 
concerns on the fundamental question: what is a lease? 
Sometimes suppliers use assets only to provide services 
to their clients and many feel that the current proposals 
would ask clients to put those service contracts on their 
balance sheets. Furthermore, in April, the IASB and the 
FASB could not agree on how a lessee should recognise 
the cost of a leased asset. The FASB preferred an approach 
based on the classification criteria in IAS 17 Leases that 
would result in all leases appearing on the balance sheet 
but with a straight-line cost for leases that are not in-effect 
purchases.  The IASB preferred a single approach for all 

a Key area where further guidance is 
needed relates to transactions involving 
entities under common control. existing 
accounting guidance Based on fair value 
may not Be appropriate.
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leases similar to the existing finance lease model in IAS 17.

Given that the Standard is expected to be finalised soon, 
EFRAG and the National Standard Setters of France, 
Germany, Italy and the UK thought that there was an urgent 
need to ask European constituents one more time for their 
views and launched an additional public consultation on 
lessee accounting. European constituents were asked to 
provide examples of transactions that, in their opinion, 
should not qualify as leases but would be captured by 
the proposed definition of a lease. Participants were also 
asked to express their preference between the two models 
tentatively proposed by IASB on the one hand, and the FASB 
on the other.

Around 60 constituents replied, some from outside Europe. 
Many of the participants were European listed groups 
from the transportation or telecom industries.  A number 
of preparers provided examples of transactions that would 
qualify as leases under the 2013 ED proposals, but in the 
constituents’ view should not be recognised on a lessee’s 
balance sheet.

Out of those who indicated a preference for either the 
IASB model or the FASB model, the IASB model was better 
supported. 

In September 2014, EFRAG organised a roundtable to 
present and discuss the preliminary results and give 
input to the discussion at the next meeting of the IASB’s 
Accounting Standards Advisory Forum. Both the IASB 
and FASB participated in the roundtable. Participants 
encouraged the IASB and the FASB to work together to find 
a converged solution, but not to the detriment of the quality 
of the forthcoming standard.

Many messages from participants mirrored the input 
received from the consultation. In particular, participants 

agreed on the need to have a standard that draws the 
appropriate line between leases and service agreements 
and does not prove too cumbersome to apply.

The final report on consultations and a report on the 
roundtable on the Leases project are available on EFRAG’s 
leases project page.

following up on the eQuity method

The Equity Method: A measurement basis or one-line 
consolidation? was published in January 2014 as the first 
paper in EFRAG’s new Short Discussion Series. The EFRAG 
Short Discussion Series is intended to cover topical and 
problematic financial reporting issues with the aim of 
stimulating debate among European constituents and 
beyond. 

Over the years, the IFRS Interpretations Committee has 
received numerous requests to clarify the application of IAS 
28 Investments in Associates and Joint Ventures. The IASB 
has responded to these requests by proposing narrow-scope 
amendments to IAS 28 with the aim of reducing diversity 
in practice. When commenting on two of the proposals, 
EFRAG and other constituents expressed support for the 
IASB’s efforts to address diversity but expressed concerns 
that the proposals lacked a clear conceptual basis and 
were potentially inconsistent with each other. It was noted 
that the equity method in IAS 28 contains elements of both 
consolidation concepts and a measurement basis; however, 
it is not always clear which of the two concepts should be 
applied to situations and issues that are not specifically 
addressed in IAS 28.

In the context of making limited amendments to IAS 28, the 
paper explored whether characterising the equity method in 
IAS 28 in a particular way could be helpful in providing a 
basis upon which to solve application issues.

participants agreed on the need to have a 
standard that draws the appropriate line 
Between leases and service agreements and 
does not prove too cumBersome to apply.

respondents provided a diversity of 
views, indicating that there is no common 
understanding of the purpose of the eQuity 
method.  these responses were summarised 
in a feedBacK statement presented at ifass.

http://www.efrag.org/Front/p269-4-272/Leases---Leases--2013-Exposure-Draft-.aspx
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The paper did not call for a fundamental reassessment of 
the accounting for joint ventures or associates, but was 
intended to assist in the development of a clear set of 
principles underlying the equity method, contribute to the 
IASB’s Research Project on this topic, and stimulate debate 
in Europe and beyond.

Nine comment letters were received in response to the 
paper. All respondents agreed that the principles and 
purpose underlying the equity method were not clear and 
that clarity was needed. Respondents provided a diversity 
of views, indicating that there is no common understanding 
of the purpose of the equity method.  These responses were 
summarised in a Feedback Statement that was published 
in September and presented to the International Forum of 
Accounting Standard Setters (IFASS) at its September 2014 
meeting. Other members of IFASS are undertaking research 
initiatives on the equity method, so as to contribute to 
the IASB’s research project, and were very interested in 
debating the role of the equity method.
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8th e&y european ifrs power & 
utilities roundtaBle

On 23 September, E&Y held its 8th European IFRS Power 
& Utilities Roundtable in Brussels to update the utilities 
industry on the recent developments in IFRS. The Roundtable 
took place a few days after the IASB published its Discussion 
Paper Reporting the Financial Effects of Rate Regulation  
and provided a good opportunity to exchange preliminary 
views with this industry. EFRAG was represented in the 
Roundtable by Saskia Slomp, Director at EFRAG. She gave 
an update on EFRAG’s reform and the main EFRAG activities 
that are relevant to the power and utilities sector. Together 
with Jane Pike, IASB Senior Technical Manager, and Javier 
Pastor, Accounting Standards Director at Iberdrola and 
Member of the EFRAG Rate-regulated Activities Working 
Group, she participated in a panel discussion on the 
expected impact of the IASB’s Discussion Paper. 

icaew event first 20 years in 
Brussels

On 7 October 2014, the Institute of Chartered Accountants 
in England and Wales held an event to launch their 
publication Europe’s Future in Global Markets: Views 
marking ICAEW’s first 20 years in Brussels. The publication 
includes an article from Françoise Flores, then Chairman of 
EFRAG, on direct involvement of European stakeholders in 
the IFRS standard-setting process. In the article, Françoise 
Flores discusses how the IASB’s standard-setting process 
has evolved and Europe’s active and influential role in it. 
The launch event was attended by Saskia Slomp, Director at 
EFRAG, and members of EFRAG staff with direct connections 
to the ICAEW. 

liaising with staKeholders

oBtaining user input

EFRAG staff participated in the UK CRUF meeting of 
14 October. EFRAG had the opportunity to call on CRUF 
members to participate in the EFRAG and ICAS sponsored 
Pan-European academic study of the use of financial 
information by professional equity investors.
An exchange of views took place on the EFRAG Discussion 
paper Classification of Claims and the EFRAG Short 
Discussion Series paper Presentation of Reversal of 
Acquisition ‘Step-ups’. EFRAG welcomes all forms of input 
from the user community and believes that participation in 
user meetings is an excellent way to obtain the views of 
users.
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macro hedge accounting

During EFRAG’s comment period on its response to the 
IASB Discussion Paper Accounting for Dynamic Risk 
Management: A Portfolio Revaluation Approach to Macro 
Hedging the EFRAG staff held outreach meetings and 
conference calls with constituents. These discussions, 
some of which were held in partnership with National 
Standard Setters, covered EFRAG’s draft comment letter as 
well as potential alternative methodologies to account for 
macro hedging activities. 

As the latest event in the series of EFRAG/EFFAS/ABAF and 
IASB outreach events for the user community, an outreach 
event was held in Brussels on 7 July 2014 to discuss the IASB 
Discussion Paper and how users collect and use information 
about  entities’ dynamic risk management practices and 
their impact on the financial statements. The joint outreach 
event was held in three parts, covering current practices 
in banking and insurance with presentations from analysts 
and preparers for each sector, current thoughts of the IASB 
and EFRAG and a Q&A session. 

highlighting iasB proposals
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focus on accounting for rate-
regulated activities

Accounting for rate-regulated activities has been a 
widely debated topic for many years. Rate regulation is a 
restriction in the setting of prices that can be charged to 
customers for services or products. Generally, it is imposed 
by regulatory bodies or governments when an entity has 
a monopoly or a dominant market position that gives it 
excessive market power.

Currently almost all rate-regulated entities do not 
recognise, as assets or liabilities in their IFRS financial 
statements, ‘regulatory deferral account balances’ that 
arise from differences between the time when particular 
revenues or costs are recognised for regulatory purposes 
and when those revenues or costs are recognised in profit 
or loss in the IFRS financial statements. Many entities, and 
users of their financial statements, question whether this 
established practice faithfully represents the financial 
effects of some types of rate regulation, given that 
rate-regulated entities operate in a different economic 
environment to non-regulated entities. 

In 2012, the IASB started a comprehensive project 
on accounting for rate-regulation and in March 2013 
published a Request for Information to obtain evidence 
of the types of rate-regulatory schemes that are currently 
in force. This led to the publication of an IASB discussion 
paper Reporting the Financial Effects of Rate Regulation in 
September 2014. 

To provide a common starting point, the discussion paper 
examines a type of rate-regulation where the customer 
has little or no choice but to purchase the rate-regulated 
goods or services from the entity. This is referred to in the 
discussion paper as ‘defined rate regulation’. This type 
of regulation entitles the entity to an amount of agreed 
revenue and an adjustment to the rate per unit it charges 
its customers for the rate-regulated activities it performs 
over an agreed period of time if these allowed revenues 
are not achieved. By focusing on a specified type of rate-
regulation, the IASB attempts to understand the economic 
impact of rate regulation on a limited range of entities 
before moving to the next stage of the project. 
Defined rate regulation incorporates a number of 

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

features that are likely to create rights and obligations 
that are enforceable on both the regulated entity and the 
rate regulator.  The discussion paper also explores four 
accounting approaches that could reflect these rights and 
obligations. The IASB seeks input on its tentative views 
and asks what information about the financial effects of 
rate-regulation is the most relevant for users of financial 
statements in their investment and lending decisions. 

EFRAG activities and initial position

In separate meetings that took place in July 2014, EFRAG 
TEG and the EFRAG Rate-Regulated Activities Working 
Group (RRAWG) discussed the IASB’s tentative position on 
‘defined rate regulation’. EFRAG staff also conducted limited 
outreach with users that cover rate-regulated entities to 
obtain input on the latest thinking. An educational session 
to discuss whether the distinguishing features in ‘defined 
rate regulation’ portray the rate-regulation schemes in 
Europe was held with EFRAG TEG in September 2014.

During October, both the EFRAG RRAWG and EFRAG TEG 
discussed an EFRAG draft comment letter on the DP. The 
draft letter was approved by EFRAG TEG on 20 October 2014. 
From various discussions, EFRAG has learned that IFRS 
financial statements do not produce the information users 
regard as useful to understand the impact of rate regulation 
on a rate-regulated entity’s performance, cash flow and 
financial position.  This means that users need to obtain 
information from other sources (e.g. local GAAP financial 
statements, investor presentations). EFRAG therefore 
believes that it is necessary to consider how to provide 
financial information about rate-regulated activities.
EFRAG tentatively agreed that ‘defined rate regulation’ 
formed a good basis to identify (a) which features of rate-
regulated schemes distinguish rate-regulated activities 
from other commercial activities; and (b) whether this 
type of rate regulation creates a combination of rights 
and obligations. In EFRAG’s preliminary view, the existence 
of enforceable rights and obligations that arise from 
rate-regulation should be the most important element 
for establishing the type of rate regulation that the IASB 
considers as the project develops. EFRAG also made a 
number of suggestions for improving the description of 
‘defined rate regulation’. 
EFRAG is seeking comments on its preliminary views by 31 
December 2014. 
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staff

As of early November, EFRAG is pleased to welcome Martin 
Svitek. Martin is coming from the IFRS Competence Center 
of Erste Group Bank in Vienna and will join the Financial 
Instruments team.

new efrag organisation effective: 
efrag Board acting president and 
memBers are appointed

The EFRAG General Assembly of 31 October 2014 appointed 
the EFRAG Board acting President and its Members, as the 
new organisation of EFRAG became effective.

As of 31st October, the Members of the EFRAG Board are:

• Roger Marshall, Chairman FRC AC (UK) – Acting
        President
•	 Chairman	ANC	(until	the	appointment:	Michel
        Barbet-Massin) (France) 
•	 Hans	Buysse,	nominated	by	EFFAS
•	 Angelo	Caso,	Chairman	OIC	(Italy)	
•	 Stig	Enevoldsen,	Member	DASC	(Denmark)	
•	 Gérard	Gil,	nominated	by	EBF,	ESBG,	EACB
•	 Jorge	Gil	Lozano,	nominated	by	EBF,	ESBG,	EACB
•	 Benoît	Jaspar,	nominated	by	Insurance	Europe
•	 Liesel	Knorr,	Chairman	ASCG	(Germany)	
•	 Erlend	Kvaal,	Chairman	NASB	(Norway),	
•	 Patrice	Marteau,	nominated	by	BUSINESSEUROPE
•	 Claes	Norberg,	nominated	by	BUSINESSEUROPE
•	 Laurence	Rivat,	nominated	by	FEE	
•	 Peter	Sampers,	Incoming	Chairman	DASB
       (Netherlands) 
•	 Anders	Ullberg,	Chairman	SFRB	(Sweden)	
•	 Mark	Vaessen,	nominated	by	FEE

@ efrag 

The EFRAG General Assembly also welcomed the 
representation of a group of six Danish organisations as 
Member of EFRAG. The EFRAG Members to date are:

European Stakeholder Organisations
•	 BUSINESSEUROPE	–	European	Business
        Federations
•	 EBF	–	European	Banking	Federation
•	 EACB	–	European	Association	of	Cooperative
        Banks
•	 ESBG	–	European	Savings	and	Retail	Banking
        Group
•	 Insurance	Europe	–	European	(re)insurance
        Federation
•	 FEE	–	Federation	of	European	Accountants
•	 EFAA	–	European	Federation	of	Accountants	and	
        Auditors for SMEs
•	 EFFAS	–	European	Federation	of	Financial
        Analysts Societies

National Organisations
•	 Denmark	(grouping	of	six	Danish	organisations)
•	 Autorité	des	Normes	comptables	(ANC	-	France)
        on behalf of the French Funding Mechanism
•	 Accounting	Standards	Committee	of	Germany
       (DRSC/ASCG - Germany)
•	 Organismo	Italiano	di	Contabilità	(OIC	-	Italy)
•	 Commission	des	Normes	comptables	
        (CNC -Luxembourg)
•	 Dutch	Accounting	Standards	Board
        (DASB - Netherlands)
•	 The	Association	for	Generally	Accepted	Principles
        in the Securities Market (Sweden)
•	 Financial	Reporting	Council
       (FRC – United Kingdom)
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