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Dear Mr Faull 

Note to constituents 

EFRAG intends to issue this letter to the European Commission, subject to change, when it finalises its due process on the endorsement of the various standards discussed below. 

Adoption of IFRS 10 Consolidated Financial Statements (IFRS 10), IFRS 11 Joint Arrangements (IFRS 11), IFRS 12 Disclosure of Interests in Other Entities (IFRS 12), IAS 27 Separate Financial Statements (IAS 27 (2011)) and IAS 28 Investments in Associates and Joint Ventures (IAS 28 (2011)).
Based on the requirements of the Regulation (EC) No 1606/2002 of the European Parliament and of the Council on the application of international accounting standards we [are pleased to provide our opinion] on IFRS 10 Consolidated Financial Statements, IFRS 11 Joint Arrangements, IFRS 12 Disclosure of Interests in Other Entities, IAS 27 Separate Financial Statements (2011) and IAS 28 Investments in Associates and Joint Ventures (2011), referred to as (‘the Standards’). IFRS 11 and IFRS 10 were separately issued as Exposure Drafts in September 2007 and December 2008, respectively, both of which proposed to make amendments to IAS 27 and IAS 28; EFRAG commented on those Exposure Drafts. The IASB issued the Standards on 12 May 2011. 
The objective of IFRS 10 is to provide a single consolidation model that identifies control as the basis for consolidation for all types of entities. IFRS 10 replaces IAS 27 Consolidated and Separate Financial Statements and SIC-12 Consolidation—Special Purpose Entities. IFRS 11 establishes principles for the financial reporting by parties to a joint arrangement, and replaces IAS 31 Interests in Joint Ventures and SIC-13 Jointly Controlled Entities–Non-monetary Contributions by Venturers. IFRS 12 combines, enhances and replaces the disclosure requirements for subsidiaries, joint arrangements, associates and unconsolidated structured entities. As a consequence of these new IFRSs, the IASB also issued the amended IAS 27 (2011) and IAS 28 (2011).  
The Standards are effective for annual periods beginning on or after 1 January 2013, with earlier application permitted. Except for IFRS 12, if an entity applies one of the Standards earlier, it shall disclose that fact and apply the other Standards at the same time. An entity is encouraged to provide information required by IFRS 12 earlier than the annual periods beginning on or after 1 January 2013, and is permitted to provide some of the disclosures required by IFRS 12 without complying all of its requirements and without applying IFRS 10, IFRS 11, IAS 27 (2011) and IAS 28 (2011) at the same time. 
EFRAG decided that it would assess each of the new and amended standards separately. Therefore, EFRAG published a separate invitation to comment on its draft endorsement advice and effect study report on each of these five standards. To support its assessment, EFRAG carried out field-tests with European constituents before issuing an invitation to comment on its initial assessments. In finalising its endorsement advice and the content of this letter, EFRAG took the comments received in response to the invitations to comment into account. EFRAG’s evaluation is based on input from standard setters, market participants and other interested parties, and its discussions of technical matters are open to the public. 
EFRAG’s [assessment is] that it supports the adoption of the Standards and has concluded that they meet the requirements of the Regulation (EC) No 1606/2002 of the European Parliament and of the Council on the application of international accounting standards in that they: 

· are not contrary to the principle of ‘true and fair view’ set out in Article 16(3) of Council Directive 83/349/EEC and Article 2(3) of Council Directive 78/660/EEC; and 
· meet the criteria of understandability, relevance, reliability and comparability required of the financial information needed for making economic decisions and assessing the stewardship of management. 
For the reasons given above, EFRAG believes that it is in the European interest to adopt the Standards. Notwithstanding the positive recommendation that the Standards meet the endorsement criteria, EFRAG does not support the effective date of 1 January 2013 for the following reasons: 

(a)
Constituents raised concerns about the effective dates of the Standards shortly after the Standards were published. From the final wording of the Standards, it had become clear to them that developing a common understanding of how the principles should be applied, would require more effort and time than they had originally expected. These constituents observed that the Standards were only published in May 2011, rather than in the beginning of 2011 as had been originally expected. The concerns expressed related specifically to the implementation of IFRS 10, IFRS 11 and IFRS 12. 
(b)
A further concern of EFRAG is that the IASB is currently consulting on two exposure drafts that will amend the requirements of IFRS 10 and are expected to be incorporated into the Standard prior to its effective date. These amendments have the potential to change consolidation decisions and might lead to unnecessary cost and uncertainty for constituents:

(i) Amendments to the transition guidance in IFRS 10 – These proposed clarifications and changes to the transition guidance have been exposed for comment in December 2011. They are expected to be finalised around the middle of 2012. That leaves constituents and authorities with some uncertainty on the wording and implementation of IFRS 10 until shortly before its effective date. 
(ii) Investment entities – The Exposure Draft Investment Entities, issued by the IASB in August 2011, proposes an exemption from consolidation for companies that fulfil the definition of an investment entity in accordance with specific criteria.  The Exposure Draft also requires a parent of an investment entity that is not itself an investment entity to consolidate all of its controlled entities including those it holds through subsidiaries that are investment entities. However, the corresponding FASB exposure draft proposes that such parent entities retain the fair value accounting applied by their subsidiaries that are investment entities. In its exposure draft, the IASB has asked its constituents whether or not they agree with the proposed requirements. Some constituents (mainly banks and insurance companies) have raised the concern with EFRAG that they might be required to start consolidation of certain investments under the current requirements of IFRS 10, but might need to adopt investment entity accounting (i.e. fair value through profit and loss accounting) once the Exposure Draft on investment entity accounting is issued as an amendment to IFRS 10. 

(c)
EFRAG has conducted field-tests of the requirements of IFRS 10, IFRS 11 and IFRS 12 in recent months. These field-tests confirm the concerns listed under (a) and (b) above. In both field-tests some participants noted that they have concerns that the mandatory effective date of 1 January 2013, would not allow them sufficient time to implement the new requirements and make the required assessments. The issue regarding IFRS 10 is concentrated in the banking industry and insurance industry, where some companies are required to present more than one comparative period in their financial statements. The main general issue raised regarding IFRS 11, concerns the need to access detailed information regarding joint arrangements. 
As a result, EFRAG recommends the mandatory effective date of the Standards to be 1 January 2014 with early adoption permitted. Finally, given the interaction between the Standards, EFRAG believes that the mandatory effective date should be the same for all the Standards. 
On behalf of EFRAG, I should be happy to discuss our advice with you, other officials of the EU Commission or the Accounting Regulatory Committee as you may wish. 
Yours sincerely 

Françoise Flores 
EFRAG Chairman
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