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BUILDING EUROPE’S ACCOUNTING VIEW
LEASES ON THE FIELD
For many years now - debates started in the early 2000s
and the Discussion Paper was issued in 2009 - the IASB
and FASB have been supporting a fundamental change in
accounting for Leases, removing the long-standing, wellknown but at times blurred, distinction between operating
and financing leases.
Rarely does an accounting Standard have an impact
potentially as fundamental as Leases. Leases are
widespread and we are talking about big figures.
This is why, after issuing its draft comment letter, EFRAG
has engaged over the summer in a massive outreach effort
to go beyond the technical and conceptual assessment
of the Board proposals. The objective? To understand the
practical implications for users and preparers dealing with
leases every day and how financial statements in Europe
could be impacted.

EFRAG has engaged over the summer in a
massive outreach effort to go beyond the
technical and conceptual assessment of
the bOARD PROPOSALS.

EFRAG, together with Standard Setters from UK, France,
Germany and Italy, first conducted a field-testing in which
40 participants from 10 countries took part. EFRAG TEG
Board member Serge Pattyn promoted a user outreach event
in Brussels, and EFRAG staff attended meetings between
users and IASB staff in Stockholm, London and Paris.
Finally, the Lithuanian Audit and Accounting Authority and
EFRAG held a joint outreach event in Vilnius.
What did EFRAG learn? The majority of users view leases
as financial debt and support the core principle of bringing
all leases on the balance sheet, but have different opinions
about what the most relevant number is – is it minimum
contractual payments? Is it the expected payments

inclusive of probable optional periods? Or is it the amount
of debt that the entity should take if it was to purchase
the leased asset? It seems clear that any number on the
balance sheet would have to be supplemented by other
information in the notes.
The majority of preparers question the need for a
fundamental change in accounting and are worried about
the cost and complexity. Many point out that they have
hundreds or thousands of individually small leases and
much work will be needed to put all these agreements on
their balance sheet. Why – as often asked – is it not enough
to provide information in the notes and let users make their
own adjustments?
We know the proposals could have a big impact, but how
big exactly? EFRAG staff performed a quantitative data
analysis1 according to which operating lease commitments
for European entities amount to almost 700 billion Euro,
eight times more than finance leases on their balance
sheets.
EFRAG calculated that the hypothetical additional liability
would amount to more than 500 billion Euro. On average
this represents approximately 1% of total liabilities, but in
some industries (such as retail) it would be much higher
and substantially modify the position of companies. Some
could say that this is why we need to change the Standard,
but others may warn about the potential consequences both
in financial and business terms.

ARE THE PRELIMINARY VIEWS OF THE
IASB IN THE REVIEW OF THE CONCEPTUAL FRAMEWORK MEETING EUROPEAN
EXPECTATIONS?
The IASB issued its discussion paper on the Conceptual
Framework in July. The discussion paper presents the
preliminary views of the IASB on the review of the Conceptual
1 - The analysis was based on information extracted from
Standard & Poor’s Capital IQ database, courtesy of the
European Commission.
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Framework. In September, EFRAG issued its draft comment
letter in response to this discussion paper.
EFRAG welcomes the fact that the IASB has now reinitiated its project on the Conceptual Framework. For
some time European constituents have thought that further
development of the Conceptual Framework was needed
before amending or issuing new Standards. EFRAG is
therefore pleased that the IASB has given a high priority
to the project and that the IASB has committed itself to
finalise it within a few years. However, EFRAG does not think
that all of the proposals in the discussion paper meet the
expectations of constituents.
In the view of EFRAG the discussion paper is a helpful start,
but a series of controversial issues remain. The discussion
paper does not propose any changes that would place
greater emphasis on the objective of financial statements
in helping assessing stewardship. The concept of prudence
is also not reinstated although it is reflected in existing
standards and active projects. In addition, the IASB has not
proposed to change how the Conceptual Framework deals
with reliability.
Despite these important shortcomings, EFRAG’s assessment
of the proposals is broadly positive. The reason is that
the discussion paper includes some important proposals
which have been requested by European constituents.
For example, the proposals state that the statement of
comprehensive income is as important as the statement
of financial position. When deciding on how to require
assets and liabilities to be measured, it should therefore be
considered what would provide the most useful information
for assessing an entity’s performance.
In regard to measurement EFRAG also appreciates that
the IASB acknowledges that different types of measures
would be relevant for different types of assets and
liabilities. Another proposal, EFRAG supports, is that it
makes financial statements more relevant when an entity’s
business model is considered when preparing standards on
financial statements. In this regard it would be useful for
the IASB to consider the work EFRAG has done together with
national standard setters on the role of the business model
in financial statements.

EFRAG MOVING TO A NEW GOVERNANCE
STRUCTURE
Should IFRS be more European? The question sets the
ambition. In order to provide answers, significant aspects
of the European Union IFRS policy need to be considered:
should the current endorsement process be changed?
Should the European influence remain entrusted to a public/
private body? How should EFRAG’s funding be strengthened
and made sustainable? And how should the relationship
between EFRAG and ARC be enhanced? The European
Commission is expected to submit proposals to the ECOFIN
mid-November, on the basis of recommendations as
finalised in the Philippe Maystadt Report.

the european commission is expected
to submit proposals to the ecofin midnovember, on the basis of recommendations
as finalised in the P. Maystadt report.

How was the reform initiated?
Following the ECOFIN Council of November 2012, Mr
Maystadt was appointed by EU Commissioner Barnier as
special advisor to set out recommendations to reinforce
the EU contribution to IFRS, and to improve the governance
of the institutions developing these standards: EFRAG and
ARC. This review includes proper consideration given to the
role that National Standard Setters in Europe should play.
Should the current endorsement process be changed?
In his review, Mr Maystadt has identified a broad consensus
amongst European constituents for a commitment towards
globally accepted, high-quality accounting standards. The
vast majority also recommends maintaining the current
endorsement process, without opening it up to allow for
changes (“carve-ins”) to the standards and interpretations
issued by the IASB. Endorsement or rejection: this binary
choice should remain.
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The IAS Regulation sets an important criterion – the
compatibility of IFRS pronouncements with the “European
public good”, without providing any definition. Many in
Europe would want to see interactions of financial reporting
requirements with financial stability and economic growth
explicitly assessed before IFRS are endorsed in the EU.
Should European influence remain entrusted to a public/
private body?
Whilst most European stakeholders advocate for the
transformation rather than for the replacement of EFRAG,
other options have been considered, driven by the idea
that only a public body would be capable of truly serving
the public interest. Extending the remit of ESMA has been
considered, however this option has encountered massive
opposition.
So has the possibility of creating a public agency.
A strong due process and the institutional composition
of the EFRAG Board gathering high level representatives
from both the private and public sectors, should bring to
the new EFRAG the appropriate level of legitimacy to be
the European voice in Accounting. This new governance
architecture would continue to rely on a group of
acknowledged expert practitioners, so as to safeguard the
high level of international technical credibility reached
by EFRAG to date. EFRAG Board members are expected to
be high level individuals having a good understanding of
how financial reporting is used and how it may interact
with financial stability and economic growth. They would
hence bring a distinct supplementary competence to that
of EFRAG TEG today, necessary to meet the challenges of a
wider assessment remit.

How should EFRAG’s funding be strengthened and made
sustainable?
The new EFRAG will need a funding structure that is
sustainable over the long term and that brings the necessary
independence from EFRAG’s stakeholders’ interests. Ways
need to be found to secure the current funding level and
extend it in the short term to ensure an appropriate budget
for the new EFRAG until a levy or similar system has been
established.
How should the relationship between EFRAG and ARC be
enhanced?
In the wake of the ‘Lisbonisation’ of the European
Parliament, the ECOFIN Council of November 2012 called
for consideration of economic and strategic aspects, and
saw an increased role of the ARC by involving it in the early
phase of the standard-setting process.
The respective, but distinct, roles of EFRAG and ARC should
be further explained, in particular how EFRAG can support
ARC in its political and advisory role towards the EC.
In EFRAG
Throughout September, the EFRAG Supervisory Board has
discussed Mr Maystadt’s draft report recommendations,
and received input from a wide range of stakeholder
organisations in order to develop its views from a broader
perspective.
The EFRAG Supervisory Board sent its response to Mr
Maystadt’s draft report on 30 September 2013.

Participation of high level representatives of National
Standard Setters in the Board, in addition to NSS currently
participating in EFRAG’s technical activities, is expected to
further contribute to pooling financial reporting skills and
resources together in Europe. The wide representation set
in the EFRAG Board should help build the willingness by all
involved of having Europe speak with one voice, one of the
ultimate goals of this reform.
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LIAISING WITH STAKEHOLDERS
INTEnsive consulting period

EUFIN WORKSHOP VALENCIA

The period from early June til the end of September saw
EFRAG outreach activities and consulting with stakeholders
reach an all time high with the leases and insurance
projects, as well as the so called 'Maystadt review'.

On 6 September, Hans Schoen (the acting EFRAG Director of
Research) participated in a round table at the 9th Workshop
of the European Financial Reporting (EUFIN) in Valencia,
Spain. This is an annual congress for academics active in
the field of financial reporting research. It was attended by
about 90 participants from 16 European countries. The topic
of the round table was to discuss the role of the business
model in financial reporting, based on a Bulletin issued in
July 2013 by EFRAG, the ANC, the ASCG, the OIC and the
FRC. Other participants in the session, which was chaired
by Araceli Mora (EFRAG TEG member), were representatives
of the AECA, the ICAC, and the IASB.

EFRAG and the National Standard Setters of France,
Germany, Italy, and the UK issued early June a call for
participation in the field test to all companies impacted by
the new standard on leases with an invitation to describe
those impacts. Outreach and user events took place in
Stockholm, London, Paris, Vilnius and Brussels. All details
and feedback reports can be found on the EFRAG website.
EFRAG and the National Standard Setters ANC, ASCG, FRC
and OIC further invited companies to participate in fieldtesting on the proposed new accounting for insurance
contracts. The field-test aimed at obtaining evidence on
how the proposals would be implemented in practice, what
their impact would be and the costs and benefits associated
with introducing them. In addition, the field-test also aimed
at assessing the understandability and usefulness of the
information, including the proposed disclosures that will
result from applying the requirements. Several European
outreach events were organised. All details and reports can
be found on the EFRAG website.
Following meetings with the EFRAG Supervisory Board,
EFRAG issued invitations and met with the following
organisations that accepted to discuss the so called
'Maystadt review' in order to develop a vision which would
not be exclusively EFRAG-based:
• FRC, ASCG, OIC
• Italian EFRAG GNC members
• Smaller Standard Setters
• EFRAG Member organisations
• ACCA, ICAEW
• IDW
• EFFAS
• FESE - EFAMA - EuroFinuse
• ESMA -EBA - EIOPA
• IFRS Foundation

CONCEPTUAL FRAMEWORK
On 13 September 2013 EFRAG project managers Rasmus
Sommer and Benjamin Reilly presented EFRAG’s preliminary
positions on the IASB Discussion Paper A Review of the
Conceptual Framework for Financial Reporting at a meeting
of the EUMEDION Audit Committee in The Hague along
with representatives of the IASB staff and ESMA. On 25
September 2013, the views were presented further at a
meeting of the FEE Accounting Working Party and the ESMA
IFRS group.
These were the first meetings of a series of Outreach events
organised jointly with Standard Setters and focused on the
proposed principles for distinguishing between profit or
loss and other comprehensive income and measurement
bases. A joint feedback statement will be published and the
feedback received will be used by EFRAG in finalising its
comment letter to the IASB.

7th E&Y European ifrs power &
utilities round table
On 24 September, E&Y held its 7th European IFRS Power
& Utilities Round table in Brussels to update the utilities
industry on recent developments in IFRS. Philippe Danjou,
IASB Board member, gave an introduction and update
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on the current IASB projects. EFRAG was represented by
Saskia Slomp, Director, who presented EFRAG’s objectives
and current activities. Together with Pascale Mourvillier,
member of the EFRAG Rate-Regulated Working Group, and
Dennis Deutmeyer, both participated in a panel discussion
on expected impact of rate regulated activities. EFRAG
shared with the audience its main comments on the interim
standard and the wider project.

banking with high-level speakers including Commissioner
Barnier, Andreas Enrial, Chair of EBA (European Banking
Authority), Vítor Constancio, Vice-President of the ECB and
Jacques de Larosiere, President of EUROFI. EFRAG Chairman
Françoise Flores participated in the various events. EFRAG
congratulates ESBG with its 50th anniversary and thanks
the ESBG for its continued support for EFRAG.

university of lodz
On 24 and 25 October, the University of Lodz in Poland
held its first international conference to celebrate the
20-year anniversary of the accounting department. The
conference addressed the new Accounting Directive and
its implementation in Polish regulations, as well as related
subjects such as the implications for users and preparers.
The conference was organised by Radek Ignatowski,
Professor at Lodz University and member of the EFRAG SME
Working Group. There was a wide range of Polish speakers
including the Chairman of the Polish Standard Setter,
Joanna Dadacz, and Professor Aldona Kamela-Sowinska,
former EFRAG Supervisory Board member. EFRAG was
represented in the various panels of the conference by
Joanna Frykowska, Polish EFRAG TEG Member, and Saskia
Slomp, Director at EFRAG, and gave insight in the wide
range of activities that EFRAG is undertaking. In addition,
Jean Philippe Rabine for the EC, Federico Diomeda for EFAA,
and Iwona Warzecha were presenting at the conference
in a European and international context. The conference
was attended by a broad audience, including academics,
preparers, auditors and policy makers.

ESBG 50th anniversary
On 30 October, the European Savings and Retail Banking
Group celebrated its 50th anniversary of service to
the economy with a gala dinner featuring prestigious
speakers Herman Van Rompuy, President of the European
Council, Joaquìn Almunia, Vice-President of the European
Commmission and Commissioner responsible for
Competition, and Koen Geens, Belgian Minister of Finance.
On 31 October, the ESBG Retail Banking conference took
place with in-depth discussions on the future of retail
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HIGHLIGHTING IASB PROPOSALS
IS THE IASB CLOSE TO COMPLETING ITS
INSURANCE CONTRACT PROJECT?
On 20 June 2013, the IASB issued a second exposure draft
for a standard on insurance contracts. EFRAG issued its
Draft Comment Letter on 5 August 2013, asking for comments before 18 October 2013, and also initiated fieldtesting activities in close co-operation with the IASB and
the National Standard Setters of France, Germany, Italy and
the UK. Furthermore, EFRAG staff attended six European
outreach events organised by the IASB and European National Standard Setters, to obtain views from all interested
stakeholders on the IASB’s proposals. EFRAG will finalise its
comment letter early November 2013.

contracts. On these issues, views differ not only between
UK and continental Europe, but in different parts of continental Europe as well. ‘One size does not fit all’ is a valid
statement in the insurance accounting world where some
insurance contracts are so different that if a proposal works
for some contracts, it does not necessarily work for others.
So is the IASB close to completion? The answer is that it
is closer than ever before, but in our view further work on
the last challenging outstanding issues is required before a
final standard can be issued.

whilst the project is heading in the right
direction with significant improvements
already decided, there are still some
important issues to be resolved.

The IASB sees the 2013 exposure draft as the last step to
complete the insurance contracts project, after having issued a discussion paper in 2007 and a first exposure draft
in 2010. Based on constituents’ input on the 2010 draft, the
IASB has made some significant changes in its proposals;
and, according to EFRAG’s initial assessment and a majority of participants in the outreach events, is certainly moving in the right direction. A lot of the earlier concerns on the
accounting treatment of unrealised gains and losses on the
contracts, the impact of short-term market fluctuations on
profit or loss, and transition to the new standard have been
addressed.
However, it seems too early to say that the IASB is close to
completing its project. There are still some important issues
to be resolved, in particular the treatment of participating
contracts, accounting mismatches in the balance sheet
and/or the profit and loss account, and the split presentation of performance, which is represented partly in profit or
loss, partly in other comprehensive income, and partly by
adjusting the remaining profit margin on the outstanding
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SPOTLIGHT ON TOPICAL ISSUES
DOES THE LONG-TERM INVESTMENT
BUSINESS MODEL JUSTIFY SPECIFIC
FINANCIAL REPORTING REQUIREMENTS?
In May and June 2013, EFRAG consulted European
stakeholders on whether the long-term investment business
model justifies specific financial reporting requirements.
Feedback received from this consultation is considered by
EFRAG in the context of the following projects:
• classification and measurement of financial
instruments;
• insurance contracts; and
• conceptual framework;
In each of those projects there are concerns regarding:
• what is the primary measure of performance in a
long-term investing business model and why fair
values are also providing useful information in such
business model.
• the role business models should play in the financial
statements, more particularly in measurement and
performance reporting; and
• the avoidance of accounting mismatches in the
statement of financial position in a long-term
investing business model

feedback received from this consultation is
considered by efrag in the context of the
following projects:
- classification and measurement of
financial instruments;
- insurance contracts; and
- conceptual framework

performed by EFRAG in its due process, EFRAG recommends
that:
• any accounting requirements applicable to longterm investment entities should not ignore the
interaction between the liabilities and the related
assets when selecting measurement bases and
defining performance reporting requirements.
Accounting should help provide transparent
information on potential economic mismatches in
the balance sheet and the long-term return that is
expected from the assets and the cost of bearing
liabilities in the statement of comprehensive
income;
• Profit or loss should reflect the primary measure
of performance that is not impacted by short-term
fair value changes that are irrelevant to the entity,
except when impairment losses are incurred; and
• the long-term investment business model(s)
should be considered by the IASB as the third/
fourth business models in IFRS 9 and what specific
accounting requirements should be available to
best depict them, and whether some consequential
amendments to other standards dealing with
assets should be made, so that, asset and liability
management can be best reflected, either in a fair
value through OCI or a fair value through profit
or loss option. In this context, it is important that
the accounting requirements do not incentivize
investments in certain types of assets (e.g. fixed
income securities) over other (e.g. equity securities).

EFRAG has finalised letters on the results of the consultation
to the IASB, to contribute to the IASB accounting standard
setting, and to the European Commission, in its role as a
technical advisor on financial reporting matters. Subject
to the general limitations and constraints inherent in such
type of consultations and subject to further work to be
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@ EFRAG
STAFF UPDATE
EFRAG would like to thank Marc Labat, seconded from PwC
Belgium for almost 3 years, and Panos Papadopoulos, for
their valuable contributions to the technical work, with
focus on financial instruments. Also, EFRAG regrets that
Richard Van der Pluym had to return to the UK due to
private reasons. We wish them well on their future career
developments.
EFRAG would like to welcome as new (senior) technical
managers in the team: Alejandro Saenz Martinez and
David Martin Garcia seconded from Deloitte Spain, Sapnaa
Heeralall and Hocine Kebli.
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in OUR next edition:
•
•
•
•
•
•

Next steps in the transformation of EFRAG
Where have EFRAG’s recommendations required the business model play a role?
Rate regulation: what are the issues at stake?
The IFRS Accounting Standard Forum one year later: is the Forum meeting EFRAG’s high expectations?
Finalisation of the IASB four main projects: where are we? What remains to be done? What should we expect?
EFRAG’s work on leases and insurance: illustrations of how EFRAG’s due process has significantly evolved in the last two years

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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