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Introduction
The concept of profit or loss (P&L) is viewed by many investors, creditors and other users of
financial statements as a fundamental measure of performance and is often the starting point of
investors’ analysis.
One other concept that contributes to the measurement of performance is other comprehensive
income (OCI). Although this concept has been an important part of the preparation of financial
statements for many years, the existing Conceptual Framework does not include any guidance
on OCI (for example, there are no clear principles for deciding on what basis gains and losses
should be in OCI and/or when they should be recycled into P&L). Items that have historically
been reported outside P&L have largely been addressed on an ad hoc basis to solve specific
issues that arise in practice.
On 28 May 2015, the IASB published an Exposure Draft ED/2015/3 Conceptual Framework for
Financial Reporting (the ‘ED’) which provides a description of the statement of profit or loss and
suggests what OCI could be in undefined circumstances. The ED also seeks feedback on
whether there is support for the proposed description of the statement of profit or loss and for
proposals on the use of OCI.
To seek the views of users on the role of P&L and what should be the purpose of OCI and its
separation from P&L, the European Financial Reporting Advisory Group (EFRAG), the European
Federation of Financial Analysts Societies (EFFAS) and the Association Belge des Analystes
Financiers (ABAF), in cooperation with the International Accounting Standards Board (IASB),
organised a joint outreach event (‘the event’) that took place on 1 July 2015 in Brussels. In
addition to users, the event attracted a range of other stakeholders, including preparers, auditors,
standard setters and other European organisations.
The views expressed in this summary report reflect the individual views expressed by participants
at the event. The feedback received will contribute to EFRAG’s comment letter in response to
the ED.
The speakers and the panel comprised Hans Buysse, Member of EFFAS Management
Committee and EFRAG Board Member; Steve Cooper, IASB Board Member; Mark Clatworthy,
Professor, University of Bristol; Joachim Gassen, Professor, Humboldt University, Berlin; Frank
Klein (panellist), Managing Director, Deutsche Asset & Wealth Management; Stefaan Genoe
(panellist), Head of Equity Research, Petercam NV; Glen Suarez (panellist), CIO and Deputy
CEO, Knight Vinke Asset Management; Françoise Flores, EFRAG TEG Chairman; and Patricia
McBride, EFRAG Technical Director.
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Objective and scope of this Summary Report
The members of the panel and participants focused their discussions on the following questions:


Is P&L the starting point in your analysis? If not, what is?



Are there items included in the P&L that you eliminate? What are they and where do you
use P&L in your analysis?



Do you use OCI? If you do not, why not?



Are there elements that you need, but that you do not find in the P&L? Are there items
shown in OCI that you include in your analysis?



Should bad news (adverse litigation, for example) be reflected earlier than good news that
is expected but still uncertain?

Summary of observations
The main observations made can be summarised as follows:


The preliminary results of an academic study sponsored by EFRAG and the ICAS showed
that professional investors are strongly anchored on P&L and P&L data are regarded as
more relevant and faithfully represented than balance sheet items. The members of the
panel, formed by users of financial statements (the ‘user panel’) noted that financial
information obtained from P&L was key and often the starting point of their analysis.
However, members of the panel noted that the sector in which the company operated could
influence users’ analysis and that for highly leveraged entities the balance sheet was
important.



The preliminary results of the academic study also showed that, in general, professional
investors consider financial reporting information to be relevant and faithfully represented
for both valuation and stewardship assessment decisions. It also showed that users’
objectives for financial reporting information significantly affect their perceptions of its
relevance. In particular, professional investors frequently considered financial reporting to
be more relevant for valuation objectives than for management performance assessments.
Professional investors did not, however, consider the representational faithfulness of
financial reporting to be significantly affected by their objective.



The user panel highlighted the importance of non-GAAP metrics based on P&L, such as
EBITDA, EBIT and others.



For sell-side analysts, time was of the essence and decisions had to be made within a short
period of time. Buy-side analysts had a longer-term investment horizon and had more time
to understand whether the “investment’s story was still alive”.



The user panel and some participants considered that it was important for users to look at
OCI to have a complete picture of a company’s performance. They noted that if significant
amounts of income and expenses were included in OCI and those amounts varied
significantly, users failing to take these amounts into consideration, risked being misled.
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Others noted that the lack of clarity as to what OCI represented was not helping users to
get the full picture.


The user panel noted that analysts often make adjustments to P&L and those adjustments
are made for a number of different reasons (e.g. to increase comparability or to normalise
earnings, etc.), that usually depend on the analysis being made. It was difficult to establish
in advance what kind of adjustments should be made.



The user panel pointed out that OCI had a confirmative role for investors and stressed the
importance of understanding how much the amounts included in OCI were moving over
time.



The user panel stated that users needed a number that reflected the underlying
performance of a business so that they would be able to apply their valuation model.



The user panel and some participants considered that the concept of ‘business model’
important and that P&L should be closely linked to the entity’s business model and
management’s view over the performance of the business.



One user suggested having more integration between OCI and P&L, rather than focusing
the discussion on the distinction between OCI and P&L.



The user panel discussion reflected that prudence can be understood by some as including
a conservative bias in accounting; something they would not favour. They also thought that
the level of prudence would depend on the type of investor, i.e. in conditions of uncertainty,
some would not welcome any recognition asymmetry, whilst others would.
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Opening comments and presentations
Hans Buysse opened the joint outreach event and welcomed
the participants, the invited panellists and presenters of the
academic study sponsored by EFRAG and the ICAS.
“Conceptual Framework is a
very important project for us
and we are very keen to make
it as good as we possibly
can”. Steve Cooper, IASB

Steve Cooper emphasised the importance of the IASB’s project
on the Conceptual Framework, and provided a high-level
summary of the IASB’s ED. He explained that the IASB was
suggesting a mixed measurement model and that the proposals
advocated that income and expenses in the statement of profit
or loss (P&L) are the primary source of information about an
entity’s financial performance and that all income and expenses
should be, in principle, included in that statement. Nonetheless,
income or expenses could be reported in OCI if they related to
assets or liabilities measured at current values and/or if such
classification would enhance the relevance of the information to
users. Finally, Steve Cooper explained that there was also a
presumption that items included in OCI should be reclassified
into P&L in some future period (recycled). Steve Cooper noted
that the ED might not provide clear guidance on which
measurement basis should be chosen in a given situation and
what items should be reported in OCI, but it was a step forward
compared with the current Conceptual Framework.

Introduction of EFRAG’s
public consultation on the
Conceptual Framework by
Françoise Flores.

Françoise Flores briefly explained EFRAG’s due process and
its mandate on commenting on the IASB’s proposals on the
Conceptual Framework. She explained the European
expectations of the revision of the Conceptual Framework and
highlighted the relevance of having a conceptual framework that
could provide guidance for future standard setting in areas that
had repeatedly given rise to controversy in the last decade.
Subsequently, Françoise Flores presented some of the
comments included in EFRAG’s public consultation document.
The consultation document noted that the IASB’s proposals
would not meet European expectations if they did not provide
the necessary guidance on how to select a measurement basis
or on how best to measure performance. It would welcome
progress made by the IASB, for example, in giving more
prominence to the objective of stewardship and in re-introducing
the concepts of prudence and ‘substance over form’. It would,
however, request further improvements in these areas. It would
also call for the re-instatement of the concept of reliability and
recommend that the IASB reach a common understanding with
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its constituents as to what a reliable measurement is (for further
details about EFRAG’s document for public consultation on the
IASB Exposure Draft ED 2015/3 Conceptual Framework for
Financial Reporting published on 8 July 2015 please click here.
Comments are welcomed by 26 October 2015).
To stimulate discussion and engage constituents, EFRAG was
also going to publish a Bulletin on profit or loss versus OCI for
public consultation (for further details about EFRAG’s Bulletin
Profit or loss versus OCI please click here. Comments are
welcomed by 26 October 2015).
Presentation
of
the
preliminary findings of a study
sponsored
by
EFRAG
and/ICAS on the information
needs
of
professional
investors.

Professor Mark Clatworthy explained the motivation for the
academic study on the information needs of users and noted
that this research project followed an extensive literature review,
published by the ICAS and EFRAG, which had been prepared
by the same research team. He further explained that the
research had been based on large-scale, face-to-face
interviews with professional investors (close to 80), mostly
selected with support from the ICAS and EFRAG, and that the
interviews had been conducted based on a case study designed
by the research team.

“Accounts are not only for
answering questions but
equally as much for creating
more questions in my head”,
Professional
Investor,
Denmark (from research
study).

Professor Mark Clatworthy explained that the preliminary results
of the study had revealed that professional investors were
strongly anchored on the income statement and that income
statement items were generally regarded as more relevant and
faithfully represented than balance sheet items.

?

Professor Joachim Gassen explained that participants in the
study had been provided with an identical fictional study,
including abbreviated fictitious financial statements, but some
participants had been asked to assess the management’s
stewardship whereas others had been asked to value the entity.
The preliminary analysis revealed that the purpose for which the
accounting information is being used can influence its
usefulness. More specifically, professional investors often
considered financial reporting to be more relevant for valuation
objectives than for management performance assessments.
Investors did not, however, consider the representational
faithfulness of financial reporting to be significantly affected by
their objective.
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In the fictitious case used for the study, participants had been
informed that the entity had a strong corporate governance. The
academics found that participants in the study often took this
into account when assessing the representational faithfulness
of the items reported. The preliminary results indicated that the
inclusion of financial reporting information in managerial
compensation contracts did not significantly affect professional
investors’ views of the relevance or representational faithfulness
of financial reporting information.
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Detailed Discussions

Is P&L the starting point in your analysis? If not, what
is it and where do you use P&L in your analysis?

Investors noted that the
financial information obtained
from the statement of profit or
loss (P&L) was key and often
the starting point of their
analysis.

The members of the user panel agreed that in general users
consider that the financial information obtained from the
statement of profit or loss (P&L) is key and typically the starting
point for an analysis.
However, a panellist added that, in his view, there were at least
three main types of investors that should be considered when
answering the question:
 “Passive investors” or “index investors”, who rarely use
financial statements and constitute the biggest single group
of investors. Exchange-traded funds (ETFs) were a popular
type of exchange-traded product for these investors, who
often did not make any research on the individual stocks
(except for stewardship reasons);
 “looking for growth investors”, who are usually focused on
maximising pension and savings’ earnings and thus
interested in the financial statements and P&L of the
companies; and
 investors who are looking for “capital preservation”. These
investors are very risk averse and for them the balance sheet
is very important for making a risk assessment of the
investment.

Non-GAAP metrics based on
P&L such as EBITDA, EBIT
and others are important for
investors.

The user panel also mentioned the importance of non-GAAP
metrics based on P&L such as Earnings Before Interest, Tax,
Depreciation and Amortisation (EBITDA) and Earnings Before
Interest and Taxes (EBIT). Two panellists detailed that analysts
would often make adjustments to their numbers so that they
would get normalised information that is more comparable
within a specific sector and more closely related to actual cash
flows (more useful when predicting future cash flows).

The sector in which the
company
operated
can
influence investors’ analysis
and that for highly leveraged

The members of the user panel noted that the sector in which
the company operated could influence the investor’s analysis.
For example, when investors focused on sectors where entities
were highly leveraged (e.g. in the financial sector), then balance
sheet analysis was fundamental. An example of highly
leveraged entities were banks, where any movement on the
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entities balance sheets were
important.

balance sheet could significantly impact investors’ investments.
For investments in the industrial sector, P&L was regarded as
most significant unless the company was in stress or having
difficulties meeting its covenants. In those cases, the balance
sheet was highly important to investors. Hans Buysse
summarised that the balance sheet seemed to be relevant when
risk was an important factor.

For
sell-side
analysts,
decisions are made in a short
period of time; buy-side
investors have a longer term
investment horizon and have
more time to grasp whether
the investment story is still
alive.

One panellist added that, for sell-side analysts, time was a key
factor for investment decision making and that usually decisions
had to be made within a short period of time (e.g. one morning).
In contrast, another member of the user panel stated that buyside analysts often had a longer-term investment horizon and
thus were more focused on whether “the investment’s story was
still alive”, on cash-flow multiples and on net free cash-flows.

Considering the views expressed by the panellists on the use of
P&L and the balance sheet, one participant from a national
standard setter questioned what the implications for the
accounting standard setting should be.
Investors considered that
clear guidance should be
developed on how key figures
are calculated.

Two user panel members replied that EBITDA was a metric
widely used by investors and that this metric derived from
accounting information. Therefore, it would be useful to have
more clear guidance on how to calculate this figure and bring
the figure into IFRS. One of the panellists emphasised the
importance of having clear information about non-recurring
numbers (not considered part of performance) and the lack of
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guidance on this. This hindered the process of removing nonrecurring items and led to diversity in practice.
Do investors analyse and
understand the information
that is presented in OCI?

One academic in the audience questioned whether the
distinction between OCI and P&L was in fact relevant for
investors. This participant had recently concluded a thesis on
comprehensive income and noted that his research on listed
companies on the Dutch stock exchange (from 2010 to 2013)
had revealed that OCI oscillated between 18.8% to minus 55%
of the total comprehensive income (P&L plus OCI). This meant
that, in one year, the amounts in OCI could represent more than
half of the total comprehensive income. Still, the metrics
referred to by the panellists, such as EBITDA and EBIT, were
Non-GAAP numbers and analysts hardly mentioned OCI or
comprehensive income in their reports.

Investors considered that it
was important to look at OCI
to have a complete picture of
the company’s performance.
They also noted that if
significant amounts of income
and expenses were being
included in OCI and those
amount varied significantly,
this could hide the volatility of
a company’s performance
and mislead investors.

One panellist replied that if significant amounts of income and
expenses were being included in OCI and those amounts varied
significantly, investors not paying attention to these amounts
risked being misled. Therefore, he supported the proposals in
the ED that in principle all income and expenses should be
included in the statement of profit or loss, unless those income
or expenses were related to assets or liabilities measured at
current values or other exceptional situations where
classification in OCI would enhance the relevance of the
information to users. One user participating in the event agreed
that it was important to look at OCI to have a complete picture
of the company and better understand the volatility of earnings
over the years. He also highlighted the importance of the
revenue numbers for investors. Referring to the preliminary
results of the study on the information needs of professional
investors, he provided a reason as to why users might consider
‘revenue’ to be the most representational faithful item of the
financial statements. He noted that the revenue figure could be
right or wrong. However, if it was wrong, then all other totals in
P&L would also be wrong. If it was right, all other totals could
still be wrong.
One participant from the insurance industry raised questions
about supervisory regulatory rules, volatility and comparability
between industries. The participant noted that solvency could
be derived from the financial statements or from supervisory
regulatory rules. The participant asked the user panel on what
kind of solvency users wanted. The participant also noted that
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the magnitude of short-term volatility and long-term volatility
depended on the type of industry in which an entity operated
and questioned which volatility should be reflected in P&L.
Finally, the participant questioned whether it would be possible
to have similar ratios for the financial and industrial sectors.
One panellist replied that solvency was a highly debated issue,
but he considered that users had to rely on their own analyses
and not on regulators’ analyses. Typically, regulators were
focused on avoiding a systemic crisis and their objectives were
not the same as those of the investors. Therefore, in his view,
analysts should not base their analyses on regulators’ solvency
numbers.
He also considered that IFRS should be improved to better fit
the needs of the financial sector. For example, he missed
detailed information about subordination and seniority of debt
and detailed information about net interest income. In his view,
some of the services that banks provided to their customers
were considered as the costs of borrowing customers’ money
and should appear as such. In addition, banks received
subsidies from the government, as the government would
protect deposits below a certain amount. These subsidies were
currently implicitly deducted from the interest expenses of a
bank.

Noting that analysts were interested in projecting cash flows,
Hans Buysse noted that information about changes in working
capital was needed. He questioned the use of this figure, which
is related to elements in the balance sheet.
Two members of the user panel replied that the notion of free
cash flow was fundamental and that IFRS could be improved to
provide more information about changes in working capital (e.g.
whether the changes are due to changes in valuation of
inventories). One of the user panel members added that
amounts related to financial instruments, such as derivatives,
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were growing in importance, especially after the financial crisis.
He would favour having more information about whether those
instruments were largely speculative or instruments that actually
covered risks related to the underlying business of the entity.

Are there items included in the P&L that you
eliminate? What are they?
Analysts
often
make
adjustments to P&L and
those adjustments are made
for a number of different
reasons (e.g. to increase
comparability or to normalise
earnings), depending on the
analysis being made.

Two panel members noted that there were often items included
in the P&L that were adjusted or eliminated. Some of the items
that were often adjusted were items related to business
combinations, such as goodwill impairment losses and
amortisation of intangibles. Some entities were growing through
acquisitions and others organically, and to be able to compare
these entities it was necessary to eliminate these items. In
addition, entities that were growing through acquisitions could
allocate amounts between assets that were amortised and
assets that were not amortised differently. Other items adjusted
were those related to changes in fair value of financial assets
and derivatives.
Patricia McBride questioned if there were other reasons for the
adjustments (other than increase of comparability) and whether
those items that were removed by users in their analyses should
have been included in the financial statements in the first place.
One panel member mentioned the difficulties raised by different
useful lives of assets and different cycles of investment when
comparing companies. He thought that stripping out that
information would not be perfect as information about capital
replacement cost would be missing. However, he considered
that the figures before taking the capital replacement cost into
account would be more comparable between entities within the
same industry. As an example, he suggested that disclosing
more information about where companies are in the cycle of
CAPEX could help investors.

Do you use OCI? If not, why?
All panel members indicated that, in general, they looked at the
income and expenses included in OCI.
Investors added that OCI had
also a confirmative role for

One panellist pointed out that the use of OCI depended on its
materiality. For many industrial entities, the figures would often
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investors and stressed the
importance of understanding
how much the amounts
included in OCI were floating
over time.

not be material. If the amounts in OCI were material (e.g.
remeasurements of the net defined benefit assets or liabilities
from pensions) to the extent that it could materially affect the
equity of the company, then users would pay a lot of attention
to OCI. He also noted that users often used earnings multiples
for valuation purposes; if the amounts in OCI were significant,
then investors would have to take them into account. Another
panellist added that OCI had also a confirmative role for
investors, for example, in relation to actuarial gains and losses.
Finally, a third panellist added OCI items back into profit or loss.
He stressed the importance of understanding how much the
amounts included in OCI were moving over time. He stated that
there were items related to short-term and long-term volatility
that need to be adjusted, albeit difficult to decide in advance
what kind of adjustments should be made. It would depend on
facts and circumstances.
One preparer with a banking background participating in the
event questioned whether sensitivity analyses (related to OCI
items such as pensions) were important for, and used by,
investors.

Investors considered that
sensitivity analyses were
important for them and that
the numbers included in the
financial statements and the
sensitivity
analyses
disclosed by management
had the same level of
importance.

The user panel members agreed that sensitivity analyses were
extremely important. In particular, the sensitivity analyses
helped users understand the outcome of potential changes to
the assumptions taken by management. When valuing an entity,
users were interested in knowing the estimates made by
management, but were also interested in knowing the
distribution related to that estimate. This provided information to
assess the embedded risk of the net assets or liabilities. The
sensitivity analyses were also important for stewardship
reasons. This was because the sensitivity analyses helped
users to understand whether management was, for example,
being conservative or not.
One member of user panel added that, in his view, the numbers
included in the financial statements and the sensitivity analyses
disclosed by management had the same level of importance.
One other panellist said sensitivity analyses were particularly
useful when there was a scenario analysis.
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Are there elements that you need but that you do not
find in the P&L? Are there items shown in OCI that you
include in your analysis?
Investors stated that they
needed P&L to reflect the
underlying performance of a
business.

Two members of the user panel highlighted the need for P&L to
reflect clearly the underlying performance of the company and
the need for taking out volatility from P&L. Certain items which
were not related to cash-flows or valuation could be kept in OCI
according to one user panel member. Another user panel
member argued that volatility in P&L could have a significant
impact on valuations, particularly when valuations were based
on earnings multiples. He argued that what was most important
was to be consistent over time in what items were reported in
OCI and what items were reported in P&L.
One of the panel members thought that the distinction should
be clear, transparent and applied consistently. Another panellist
would favour having certain items included in OCI such as those
that are not predictive of future cash flows and that have little
relevance to an entity’s financial performance during a period.
Steve Cooper challenged whether items that introduced
volatility and items that did not reflect cash flow should be
removed from P&L to OCI. He asked what would be left in P&L.
One panellist replied that he understood why some analysts
found it convenient that numbers reflected the underlying
economics of a business so that they would be able to prepare
their valuation model. However, then the model would be driving
the accounting. He wanted to be able to assess all the volatility
inherent in an entity.
Professor Joachim Gassen recalled that there was a substantial
discrepancy in the level of accounting knowledge among
professional investors and that some of them did not always
fully understand what OCI was. He considered that there was a
need to have a net income statement that would give an
immediate glimpse of the operations of the company. He
understood why one of the user panel members also wanted to
see all the complexity, but it should be kept in mind that this
information could be too complex for many users.
A user panel member thought that it was very useful if entities
explained what their model was for using assets and liabilities.
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He also acknowledged that some types of users, e.g. politicians
and journalists, could be in favour of having one single measure
for performance. However, this was not what financial analysts
needed.
One preparer participating in the event noted that it could
sometimes be difficult to reflect the business model in regulated
industries.

The user panel and some
participants considered the
concept of the business
model was important and
that profit or loss should be
closely linked to the entity’s
business
model
and
management’s view over the
performance of the business.

One preparer questioned whether profit or loss should be
intrinsically linked to the business model of the company. The
participant explained that in his business (rate regulated) there
was some volatility in P&L that did not actually reflect
management’s view of the company’s performance.
Two members of the user panel agreed that the business model
notion was important. One panellist recalled that in the US,
management had to explain the business model up front in the
financial statements and that this was extremely useful. One
other clarified that there was a need to separate the activities
which were related to the underlying business of the entity and
those which were not. He noted that many companies had
started to have a lot of derivatives and trading activities which
were not related to the underlying business and seemed to be
more speculative. He questioned whether these should be
considered as performance of the company.
One other participant from a ratings agency referred to pension
accounting and that existing pension plans often lasted for a
long period of time. He questioned whether changes in the
Conceptual Framework could lead to changes in how pension
plans would be accounted for, particularly for those that existed
now but might be close to maturity at a time of potential change.
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He was interested in knowing whether more of the changes in
pension liabilities would be considered performance.
Steve Cooper replied that it seemed as if only P&L was
considered to reflect performance. In his view, both OCI and
P&L reflected performance. The changes in pension liabilities
were part of performance. The issue was how to best reflect
different types of performance, such as those arising from
changes in value of pension funds, changes in derivatives
portfolios, regulated activities, etc. He acknowledge that some
types of performance created significant volatility and what
happened in the current year would not necessarily have
predictive value. The IASB had, because of the volatility and the
large numbers involved, decided to include these items in OCI.
However, he thought that having two categories (P&L and OCI)
was not adequate to deal with the myriads of different types of
gains and losses an entity has. What was needed was a way to
categorise these so that investors could move away from the
fixation on the bottom line.

Patricia McBride asked whether it could sometimes be useful to
measure assets and liabilities differently in the balance sheet
than for P&L, and include the difference in OCI.
A user panel member thought that such differences should be
reported in OCI.
The panel suggested an
integration approach rather
than a distinction approach

The user panel noted that the discussion had mainly been
focused on the distinction between OCI and P&L. They
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when discussing OCI and
P&L.

questioned whether the discussion should instead be more
focused on their integration.
One panellist recollected that in accordance with the ED on the
Conceptual Framework, income and expenses should, in
principle, be included in P&L, except for a number of specific
situations. He considered that this approach would be in line
with the idea of having more integration between OCI and P&L.
One other panellist would welcome more integration, such as
having everything on “one page” so that users could easily
analyse all components related to performance, including gains
and losses that lurked in OCI.
One user highlighted that investors used, for valuation
purposes, EBITDA. The integration of OCI and P&L could be
useful, but it would depend on the industry. The IASB could
provide more guidance and make further changes.
Nonetheless, analysts would always make adjustments to the
accounting numbers for one reason or another.
Patricia McBride summarised that the income statement could
include additional subtotals to improve comparability and
increase investors’ understanding of the performance and have
information sorted by volatility.

Should bad news (adverse litigation, for example) be
reflected earlier than good news that is expected but
still uncertain?
Françoise Flores asked to what extent recognition and
measurement should be affected by good or bad news. For
example, assuming that there is a litigation in process and the
final outcome of the litigation may lead to, even if not very likely,
an outflow of resources from the entity, should an entity reflect
this in the measurement and recognition of a liability, or just
disclose the issue? Should an entity treat the litigation differently
if the final outcome would lead to an inflow of resources to the
entity?
Whether investors quested
for
a
conservative
accounting
model
that
anticipates
costs
and
postpones the recognition of

Two members of the user panel thought that in principle, bad
news should not be reflected earlier than good news. In their
view, they should be treated equally.
Nonetheless, one panellist considered that it could depend on
the type of investor. For example, a debt investor would
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gains would depend on the
type of investor.

probably prefer bad news to be reflected earlier than good
news, while the equity investor would not.
One panellist considered that having transparency was key. The
standard setter could not satisfy everybody. In different sectors,
people would worry about the issue at different points in the
economic cycle of an entity. He thought that long-term investors
were more interested in prudence than short-term investors. He
thought that the solution would be to describe the situation of
the entity using narratives. He noted that in cases of uncertainty,
although a number can always be provided to users, that
number may not reflect the distribution of possible outcomes.
Professor Joachim Gassen noted that there was a tendency for
markets to believe that companies tended to “beef up” earnings.
Bringing more prudence to the financial statements might
address this concern. He also agreed that narratives could be
useful. However, in many cases companies entered into
contracts which were based on balance sheet and income
statement numbers (e.g. compensation contracts and debt
covenants in a loan contract). In those cases, there was usually
a preference for having numbers instead of narratives.
One user participant agreed and underlined the need for having
accurate numbers regardless of the narrative, which could
change with the change of management.
Professor Mark Clatworthy noted that it was difficult to know
how a particular distribution around an estimate would be, so it
would be difficult to present information about this. The only
information that could be provided in the notes was how the
management believed the distribution would look like, but this
was not necessarily the right depiction.
One panellist agreed that the numbers provided about the
distribution would be those of the management. However, he
thought that analysts would still have to make their own
assessment of the numbers provided. On stewardship, he noted
that one of the issues he was interested in was to know whether
there was another, and better way, to manage an entity than
that of the management. He thought that information for that
assessment would be helpful for active investors. Accordingly,
there should also be information that would not reflect the
management’s view of the business.
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One preparer in the audience questioned whether it would be
possible for a large company, such as a bank, to provide
detailed narratives for each individual litigation in terms of
potential risks, etc. This could create, for example, judicial
problems or help third parties involved in the litigation. He also
mentioned that an entity could have an insurance against
certain litigation costs. He asked whether the entity should
therefore recognise an asset for the reimbursement from the
insurance company when it recognised a liability for the litigation
costs.
One panellist replied that for the insurance contracts, there was
a risk that the entity would not receive the money, even if it
would have costs related to a litigation. Accordingly, the fact that
there was a liability would not necessarily mean that there would
also be an asset in those types of situations. On the other issue
(narrative information about litigation) he thought that it was
difficult to value an entity if only part of the information was
provided.

Concluding remarks
Hans Buysse and Françoise Flores thanked the panellists and
participants for their valuable feedback, which would be
considered by EFRAG when sending input to the IASB on its
Conceptual Framework project, as well as by EFFAS. Françoise
Flores welcomed that the event had brought “food for thought”,
particularly the idea of integrating the different elements of the
financial statements that had been suggested by the user panel.
She also acknowledged the message that although all
information should be available, analyses of financial
statements were carried out in steps, and users wanted
information about the underlying profitability of the entity with
volatility providing information about changes in risk exposures.
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