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This paper has been prepared by the EFRAG Secretariat for discussion at a closed meeting of the EFRAG Academic 

Panel. The paper forms part of an early stage of the development of a potential EFRAG position. Consequently, the 

paper does not represent the official views of EFRAG or any individual member of the EFRAG FRB or EFRAG FR TEG. 

The paper is made available to enable to follow the discussions in the meeting. Tentative decisions are made in 

public and reported in the EFRAG Update. EFRAG positions, as approved by the EFRAG FRB, are published as 

comment letters, discussion or position papers, or in any other form considered appropriate in the circumstances. 

 Input on EFRAG´s cost and benefit assessment 

Objective and Introduction 

1 The topic of this year's IASB Research Forum is an exchange on cost and benefit of IFRS 

Accounting Standards between National Standard Setters. At this event, EFRAG will present 

its approach to date and discuss potential for development.  

2 EFRAG FR TEG is requested to provide input and to identify areas for potential 

improvement.  

Background 

3 Assessing costs and benefits and potential effects on EU economy (financial stability, 

competiveness) is one of EFRAG's key tasks. EFRAG is required to provide an assessment as 

part of the endorsement advice to the EC. In the EU, changes in IFRS accounting 

requirements are only endorsed1 and implemented where it is expected that the benefits 

of the respective new IFRS Accounting standards or amendments or IFRS IC interpretations 

outweigh the costs and the potential impact on fianacial reporting and European economy 

(financial stability, competiveness). One one of the three cumulative endorsement criteria 

in the IAS Regulation No 1606/2002, which need to be met, is whether the change in 

accounting is conducive to the European public good. Therefore, besides the assessment 

of whether the change would improve financial reporting, EFRAG assesses whether an 

acceptable cost benefit trade-off is reached.   

 

1 procedure prescribed in Article 3(1) and 6 IAS Regulation No 1606/2002 of the Parliament and of the 

Council (consolidated version) referring to Article 5a(1)-(4) Council Decision 1999/468/EC (consolidated 

version) and Articles 10 and 11 of Regulation (EU) No 182/20113, i.e. the ‘Regulatory Procedure with 

Scrutiny’ (‘RPS’, FR ‘PRAC’) 
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4 The respective assessment is explained in and its reasoning is explained in Appendix 3 of 

each endorsement advice letter. Costs and benefits are assessed for different stakeholder 

groups. 

5 EFRAG starts early to collect information in order to arrive at this conclusion for each of 

those endorsement criteria in the endorsement phase. The underlying data and the 

assessment of whether the costs are acceptable when considering the benefits plays a role 

in each phase of EFRAG's work, including the comment letters sent to the IASB. With this, 

EFRAG tries to influence the IASB to find solutions that are beneficial in the European 

economic environment and to find cost mitigation solutions that are still beneficial. This is 

to prevent a negative assessment after the publication of final standards or amendments 

or IFRS IC interpretations.      

6 Before the IASB issues an IFRS Accounting Standard, it assesses the effects including likely 

costs and benefits of the new requirements. Such analysis considers the effects for 

companies that prepare financial statements and for users of financial information 

provided in financial statements. The approach for an effect analysis was finetuned by the 

IASB from 2012-2014.  

7 EFRAG influenced the approach. It published in 2011 a Discussion Paper on assessing 

effects and after consultation 2012 a position paper.  

8 During the Research Forum the IASB seeks evidence about the costs and benefits of the use 

of the IFRS Accounting Standards over the long term since 2005. Areas of interest include: 

a) Application of Standards in large markets, in developing markets and for private 

companies (including use of the IFRS for SMEs Accounting Standard). Exploration of the 

extent and quality of implementation. 

b) Impact on transparency and comparability of financial information and consequential 

economic impact. 

c) Impact of principles-based standards, use of judgement and application of materiality. 

d) Factors that facilitate the growth of IFRS Accounting Standards as the global accounting 

language. 

9 The UKEB will present at the Research Forum a paper they are using throughout there 

processes to assess cost of capital impact of accounting requirements.  

EFRAG´s approach to assess costs and benefits 

10 EFRAG identifies the potential costs and benefits of the respective IFRS Accounting 

standards and amendments or IFRS IC interpretations for individual stakeholders through 

https://www.ifrs.org/groups/effects-analysis-consultative-group/#about
https://www.ifrs.org/groups/effects-analysis-consultative-group/#about
https://www.efrag.org/sites/default/files/2023-11/Discussion%20Paper%20-%20Considering%20the%20Effects%20of%20Accounting%20Standards.pdf
https://www.efrag.org/sites/default/files/2023-11/Discussion%20Paper%20-%20Considering%20the%20Effects%20of%20Accounting%20Standards.pdf
https://www.efrag.org/sites/default/files/2023-11/120926_Final_Position_Paper_ES.pdf
https://www.endorsement-board.uk/projects/cost-of-capital/
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research, analysis and feedback from various stakeholder groups. Costs and benefits are 

examined separately for each stakeholder group. Where necessary, the most impacted 

industries are identified. If critical issues are identified, more in-depth analyses are 

initiated.  

11 EFRAG works closely with other National Standard Setters. Specifically, with those from 

Europe, a regular exchange takes place which helps to identify critical areas for the 

assessment or to benefit from the results of local work performed. 

12 The IASBs impact assessment is a valuable source of information for EFRAG. However, the 

responsibility for the final assessment stays with EFRAG.  

13 EFRAG carefully considers the approach to be chosen in order to use EFRAG resources 

sufficiently. The approach proposed by the EFRAG Secretariat for collecting the underlying 

data is discussed with EFRAG FR TEG and, if necessary, the EFRAG FR TEG Working Groups. 

The marginal benefit of the respective information to be gained is weighed against the 

additional costs to obtain it, e.g., for a quantitative assessment. In general, quantification 

is only carried out to a limited extent. In most cases, detailed and in-depth studies on 

expected costs and benefits are conducted on a qualitative basis. EFRAG considers this to 

be sufficient to estimate, as discussions take place between the various stakeholder groups 

in order to assess costs against benefits. Some of the discussions between stakeholder 

groups are already part of the outreach approach, while others take place only within the 

EFRAG FR TEG and its working groups' meetings.  

14 The respective approach and its focus are in many cases also coordinated with academics 

and draws on their input. However, academics are also represented in the EFRAG FR TEG 

and the respective working groups. EFRAG maintains close contact with the EAA and 

exchanges information. Academic research is helpful for the assessment. Although no ex 

post data is available, individual aspects may have been examined, or other jurisdictions 

may already be applying solutions that are being considered or already included in the 

published Standard/ Amendments, thus respective research serving as a basis for 

information. 

15 During EFRAG`s outreach, a sufficient sample selection is rarely reached. A sufficient 

sample selection means that the selected sample is large enough and representative 

enough to draw meaningful conclusions about the entire population. Important factors for 

determining the sample size are the desired confidence level, the margin of error and the 

dispersion of the characteristic in the population. A method of sample selection, e.g. a 

random sample, is crucial for representativeness, but rarely used by EFRAG. Resource 
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constraints and the willingness and ability of stakeholders to participate in EFRAG's cost-

benefit assessment limits the ability to use such procedures. Exceptions exist where EFRAG 

can use the work of academics (e.g. PIR IFRS 15). Academics obtain data mainly when a 

standard is implemented, which limits the possibility to use their input in the standard 

setting process. 

16 EFRAG informs the EC and the representatives in the ARC about critical issues. The EC is an 

observer with speaking rights in EFRAG FR TEG and EFRAG FRB. The early involvement of 

the EC and the ARC makes it possible to adapt the endorsement process to the specific 

information needs related to the specific standard or amendment to be endorsed. While 

the requests for IFRS 16, 17, and IFRS 19 included additional specific requests for 

assessments of costs and benefits, this was not the case for IFRS 18.  

17 Instruments used by EFRAG to estimate costs and benefits: 

(a) Stakeholder Consultation: Feedback in meetings with individual representatives of 

specific stakeholder groups (preparer, user, auditors, regulators, etc.) or with 

stakeholder organisations that express the feedback of the respective group. Surveys 

or questionnaires. In selected cases initiating field testing. 

(b) Impact Analysis and Cost-Benefit Evaluation: Evaluating the impacts of 

implementing an accounting change. This includes quantifying costs like compliance 

and implementation costs, as well as benefits for different stakeholder groups such 

as improved transparency and decision usefulness (internal and external). Assessing 

the anticipated benefits with the expected costs to determine whether the proposed 

standards enhance the quality of reporting at an acceptable cost benefit level. 

(c) Use of academic research: These encompass academic studies of varied 

methodologies (i.e. archival studies, experimental research, surveys), and in so 

doing, attention is paid to both descriptive statistics and other ‘cause and effect’ 

analyses done. 

(d) Database analysis: Including the review of primary financial statements and notes 

to the financial statements, when undertaking a state-of-play analysis 

(e) Reporting, Documentation and Publication: Summarising findings in public reports 

or papers, highlighting key considerations and assumptions allows to receive 

additional feedback and being corrected wherever necessary. 
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EFRAG´s approach to assess other aspects of the European public good criteria 

18 Potential effects on the EU economy like financial stability and competiveness and whether 

a Standard/Amendment improves financial reporting will be assessed in addition. This 

requires to compare the new requirements with the existing requirements, including its 

interaction with provisions of the EU Accounting Directive and how it fits into IFRS 

Accounting Standards as a whole beside whether the standard or amendments could have 

an adverse effect on the European economy, including financial stability and economic 

growth.  

19 In many cases the assessment is done on a qualitative basis. Quantification is aimed for 

selected aspects. Economists are consulted in selected individual cases. As mentioned 

above, EFRAG informs the EC and the representatives in the ARC about any critical issues 

and receives feedback on areas to focus on from them. The EC is an observer with speaking 

rights in EFRAG FR TEG and EFRAG FRB. As well here, the early involvement of the EC and 

the ARC makes it possible to adapt the respective endorsement process to the specific 

information needs related to the specific standard or amendment to be endorsed. The 

endorsemet request e.g. for IFRS 17 was focusing on such aspects. 

20 EFRAG never tried to quantify cost of capital reductions referred to in the UK paper during 

the endorsement process. Considerations in this regard are done mainly on a qualitative 

basis.  

Review of the results of EFRAG´s approach at a later stage 

21 At least for IFRS Accounting Standards, EFRAG participates in the review process at a later 

stage. The purpose of an IFRS Post-Implementation Review (PIR) is to evaluate whether a 

newly issued or revised IFRS Accounting standard is achieving its intended objectives which 

includes information about the cost and benefit level. Therefore, the initial assessments 

are validated by feedback from a wide range of stakeholders. Such information can be used 

to identify issues in the initial cost benefit assessment process and to adapt the approach 

for the future. Recently, EFRAG participated in the PIR for IFRS 16 Leases.  

22 The assessment is done for both implementation and ongoing costs. In addition to 

representatives of preparers and users, feedback from academics and auditors is 

particularly important at this stage. EFRAG has representatives of academics and auditors 

at all levels of its committees. EFRAG also maintains a constant dialogue with large audit 

firms.  

23 Quality of implementation is addressed during this process. EFRAG does not intend to 

assess it in detail. However, EFRAG is in close contact with academics, ESMA and auditors 

https://media.endorsement-board.uk/documents/Endorsement_of_IFRS_Accounting_Standards_An_Approach_to_Estimating_Capital_Mar_fDS4OxC.pdf
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during the PIR process in order to identify any potential issues in this regard to separate 

them from areas for potential standard setting. It is important for EFRAG to identify and 

priorities issues and their root cause properly. Topics included in the CL to the IASB would 

not include the improper application of standards.  

24 Academic research is considered as well to understand critical aspects of the standard with 

impact on the economy. The request for academic research to be discussed in relation to a 

PIR covers wider issues related to the implementation of the standard. 

25 Recent PIR did not identify major issues with the previous cost benefit estimations or 

negative impact on the other aspects of the European public good criteria: 

(a) FCL PIR IFRS 10, IFRS 11 and IFRS 12 

(b) FCL PIR IFRS 9 Financial Instruments - Classification and Measurement 

(c) FCL PIR IFRS 9 Financial Instruments - Impairment  

(d) FCL PIR IFRS 15 Revenue from Contracts with Customers 

(e) DCL PIR IFRS 16 Leases 

Topics to be discussed during the Research Forum 

26 The EFRAG Secretariat is of the view, that the topics to be discussed during the Research 

Forum are covered by the endorsement advice (which is the documentation of a consistent, 

and comprehensive assessment for the respective case)  as follows: 

a) Application of Standards in large markets, in developing markets and for private 

companies (including use of the IFRS for SMEs Accounting Standard). Exploration of the 

extent and quality of implementation.  

o The EU market is in general one of the large markets, however the level of use 

of IFRS depend on the member state options. Therefore considerations in this 

regard are firstly done on EU level and in detail by the member states. EFRAG 

is not involved in such assessment. An overview of the use of IFRS in the EU 

can be found here. IFRS for SME are in general not applicable. 

o In the EU, the quality of implementation is mainly to be assessed by ESMA. 

EFRAG might receive information during a PIR, from following discussions of 

the IFRS IC and while drawing analogies during the consultation process. 

b) Impact on transparency and comparability of financial information and consequential 

economic impact. 

o Part of the assessment of the EU endorsement criteria. 

https://www.efrag.org/sites/default/files/sites/webpublishing/SiteAssets/IFRS%209%20PIR%20-%20EFRAG%20Final%20comment%20letter%20-%2028%20January%202022.pdf
https://www.efrag.org/sites/default/files/sites/webpublishing/SiteAssets/PIR%20of%20IFRS%209%20-%20Impairment%20-%20EFRAG%20Final%20Comment%20Letter.pdf
https://www.efrag.org/sites/default/files/sites/webpublishing/SiteAssets/EFRAG%20final%20comment%20letter%20RFI%20PIR%20IFRS%2015.pdf
https://www.efrag.org/sites/default/files/media/document/2025-07/Draft%20Comment%20Letter%20-%20PIR%20IFRS%2016%20Leases.pdf
https://finance.ec.europa.eu/document/download/1c546870-ee26-4c53-8b12-796bd0b96793_en?filename=311222-ias-regulation-use-of-options-overview_en.pdf
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e) Impact of principles-based standards, use of judgement and application of materiality. 

o During the consultation process and the EU endorsement process.  

f) Factors that facilitate the growth of IFRS Accounting Standards as the global accounting 

language. 

o Only indirectly and depending on the impact of a Standard (example: IFRS 19). 

  

Questions for EFRAG FR TEG   

27 Do you see potential for improvement for the approach EFRAG is using to assess costs 

and benefits in the financial reporting related standard setting and/ or endorsement 

process for an organisation like EFRAG? Please explain. 

28 Do you see potential for improvement for the approach EFRAG is using to assess other 

aspects in relation to the European public good? Please explain. 

29 Do you consider it necessary to quantify effects in order to estimate and assess them in 

the standard setting process? Please explain when and why. 

30 How important is it to quantify cost of capital impact? 

31 Do you have any other input for the discussion? 
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Appendix 1: Example for EFRAG´s approach to assess 

Prospective Standard for Accounting for Regulatory Assets and Regulatory Liabilities 
(prospective RARL Standard) - Impact analyses done over a four-year period 

Overview  

1 After obtaining feedback on the 2021 Exposure Draft Accounting for Regulatory Assets and 
Regulatory Liabilities and completing its redeliberation and tentative decisions in July 2024, 
the IASB is expected to publish the RARL Standard in Q2 2026. 

2 EFRAG has conducted at least two related effects analysis. Specifically, in 2020/1, via data 
obtained from surveys, EFRAG conducted an early-stage analysis related to the 2021 IASB 
ED proposals. And in 2024/5, as part of its preparatory endorsement work, via a survey to 
preparers and based on the IASB’s tentative decisions that were finalised in July 2024, 
EFRAG obtained feedback on the practicability and perceived cost-benefit of the 
prospective RARL Standard.  

3 In the sections below, there are high-level summaries of these two effects analyses. 
Overall, it is noted that though useful during EFRAG’s consultation, the early-stage effects 
analysis’s findings had limited long-term usefulness. This was because 

(a) there are significant differences between the respective proposals of the ED and the 
prospective RARL Standard,  

(b) there is a much lower response rate for the 2021 early-stage effects analysis 
compared to the 2024/5 survey to preparers (8 preparer respondents in 2021 versus 
29 preparer responses in 2024/5), and  

(c) the estimation of the impact of the RARL Standard during the 2021 early-stage 
effects analysis has to be treated with caution. That said, the same can be said of the 
estimates that were provided as part of the 2024/5 survey to preparers. 
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Prospective RARL Standard- 2024/5 Preparatory endorsement work- preparer survey 
feedback 

Overview  

• The EFRAG Secretariat received 292 responses to the survey, with the respondents spread 
across 12 jurisdictions, but with a predominant coverage of electricity and gas utilities, except 
for two respondents (from the motorway and railway sectors). This points to the need for 
EFRAG to further gather data from other affected sectors.  

 

 

 

 

• From those who responded to the survey, below are the key findings: 

o Impact of regulatory assets (RA) and regulatory liabilities (RL) could be very material 
(i.e. RA could be up to 20% of total assets and RL could be up to 37% of total 
liabilities). Impact of regulatory income and regulatory expense over RRA-related 
revenue could also have a significant impact (i.e. up to 30%); 

o The IASB proposals seem to encapsulate most differences in timing arising from the 
various regulatory agreements. In addition to these, entities have identified 
differences in timing arising from differences between local GAAP and IFRS 
requirements and auction revenues obtained by transmission system operators 
(TSOs), which are to be assessed if they give rise to RA and RL. 

o European regulatory agreements have a variety of approaches when it comes to 
inflation. For 9 respondents, the regulatory agreement applies a nominal regulatory 
return, while for 8 respondents, it applies a real regulatory return. 3 respondents 
noted that they have a hybrid approach whereby the inflation is partially considered 
through both the RCB and the regulatory return. 

o Respondents provide mixed views on the difficulty in identifying RA and RL at the unit 
of account based on IASB’s proposed requirement (i.e. right or obligation arising from 
a difference in timing or a group of differences in timing). Regardless of their assessed 

 

2 It should be noted that the IASB outreach received responses from 34 preparers. Stakeholders have indicated that 

very few companies in their jurisdictions are in scope of the new Standard (e.g. only three companies in Germany) 
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level of difficulty, overall, all respondents considered that using a different unit of 
account would not result in an easier identification of RA and RL. 

o A mixed picture emerged from respondents’ assessment of whether they fall under 
either the ‘direct’ or ‘no direct’ relationship between the regulatory capital base and 
IFRS PPE/intangibles. Half of the respondents with a ‘direct’ relationship expect RA 
and RL arising from RCB-related differences in timing to be moderately material. 70% 
of the respondents with a ‘no direct’ relationship expect that the unrecognised RA or 
RL from RCB-related differences in timing would either be moderately material or 
material. 

o 15 respondents do not expect to have to calculate a minimum interest rate, while 3 
respondents expect to have to calculate it, and for 4 other respondents, it is still 
under assessment. Respondents who expect to calculate the minimum interest rate 
disagreed with the IASB’s tentative decision and raised concerns about the 
determination of the discount rate and the timing of recovery or reimbursement of 
the RA and RL.      

o 16 respondents do not expect that the cost to provide the disclosure requirements 
exceeds the benefits for users, while 6 respondents expect the costs to outweigh the 
benefits. One respondent provided an example of a disclosure that could be complex 
to provide (i.e. the quantitative information about when an entity expects to recover 
RA and fulfil RL together with the risks and uncertainties about such recoveries and 
fulfilments). For another respondent, the issue was more about the limited time to 
get the information and include it in the notes to the FS. 

o Transition reliefs were generally considered to be more useful than the measurement 
(discounting) reliefs. Most of the respondents expect to apply the modified 
retrospective approach. 

o Costs to implement IFRS X are not generally considered to be very high. The highest 
cost is related to systems & costs related to the change of processes, and it is 
expected to be high for 10% of the respondents (on average). However, for 65% of 
the respondents, systems & costs related to the change of processes and audit costs 
are expected to be ongoing costs rather than one-off costs. 

• Overall, the survey findings have validated some of the identified areas of concern as agreed 
at RRAWG and EFRAG FR TEG meetings (i.e., minimum interest rate and possible concerns 
from the material unrecognised RA and RL when there is no direct relationship). At the same 
time, the findings convey an overall favourable cost-benefit picture and minimal concern 
about the disclosures. However, as noted earlier, the respondents were primarily entities 
from the electricity and gas utilities, and further outreach will be needed before 
generalisation. 
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Illustrative results 

• Below is an excerpt of the results 
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2021 Early-stage effects analysis on RRA ED 

1 An early-stage effects analysis related to the 2021 IASB ED proposals was based on a survey 
to preparers (with eight respondents) and users (with nine respondents), which focused on 
the following aspects: 

(a) Clarity on the scope of the proposed Standard for preparers; 

(b) Effects of CWIP (construction work in progress) regulatory returns as part of the total 
allowed compensation from a preparer and user perspective; 

(c) Effects of the discounting proposals for preparers and users; 

(d) Clarity on interaction with IFRIC 12 Service Concession Arrangements for preparers; 

(e) Effects of disclosure and presentation for users; 

(f) Transition requirements for preparers; 

(g) Implementation costs for preparers and cost-benefit analysis from a preparer 
perspective. 

 

Preparers Users 

Utilities 7 Utilities 6 

Transport 1 Transport 3 

 

Clarity on the scope of the proposed Standard for preparers 

2 Most respondents were clear, but a few were not clear whether they were in scope. A few 
of the respondents made suggestions for the refinement of the scope (e.g., need to define 
regulatory agreement).  

Effects of CWIP regulatory returns as part total allowed compensation from a preparer and user 
perspective 

3 Some preparers indicated that they are not obliged to refund the regulatory returns 
granted and charged to customers during construction, indicating that the CWIP regulatory 
returns are compensation for a fulfilled performance obligation. Many respondents 
indicated they foresee implementation challenges as a result of the ED’s CWIP proposals. 
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4 Many users indicated that they would need to make analytical adjustments if the ED’s CWIP 
proposals were adopted. They considered that the ED’s CWIP proposals would 
understatement of profitability during the construction phase. 

Effects of the discounting proposals for preparers and users 

5 Many preparer respondents replied that applying the discounting proposals would result 
in using a regulatory interest rate. Some said it would result in using the minimum interest 
rate. Consequently, it seems that the application of the minimum interest rate does not 
only occur under exceptional circumstances. 

6 Many preparers noted that they would find the discounting concept difficult to implement 
(in particular, estimating the minimum discount rate) and that the concept would therefore 
create challenges for preparers. Many preparers supported including a practical expedient 
not to have to discount if the effects of time and risks were not significant. Such an 
expedient could simplify the model in the long run. 

7 Many users stated that they consider the present value of regulatory cash flows in their 
analysis. It seems that discounting is important for users, but only to the extent that it 
creates useful information, and only some of the users said that the discounting proposal 
enhances analysis. 

Clarity on interaction with IFRIC 12 Service Concession Arrangements for preparers 

8 On IFRIC 12, some of the preparer respondents stated that they did not find any aspects of 
the interaction of the proposed model with IFRIC 12 problematic for practical application 
purposes, but some found it difficult to apply and requested more guidance. 

Effects of disclosure for preparers and users and presentation for users 

9 Many of the preparer respondents indicated that the disclosure requirement would be 
difficult to implement, as required information under the model was only partly available 
or not readily available in their accounting systems, e.g., assets under construction would 
not be tracked separately. 

10 Many users generally expressed support for the proposed disclosure requirements, 
especially related to reconciliations and a breakdown of regulatory income, which was 
supported by most of the respondents. 

11 Although many users agreed on the presentation proposals and that it would enhance the 
analysis of financial statements, few respondents expressed concern about the lack of 
comparability relative to US GAAP. 

Transition requirements for preparers 

12 Many preparer respondents highlighted implementation challenges in connection with a 
full retrospective application of the Standard (e.g., due to CWIP proposals). 

Implementation costs for preparers and cost-benefit analysis from a preparer perspective 

13 Some respondents (three) agreed to the IASB’s analysis of likely costs. Some (two) did not 
agree with the analysis or had reservations/agreed only partly. One respondent expressed 
the view that the adoption of the ED may be quite costly for entities. 

14 In summary, some preparer respondents assessed a positive cost-benefit relationship, 
although there are some implementation concerns. A few expected a negative cost-benefit 
relationship. Many respondents expected minimal to moderate implementation costs and 
positive benefits from applying the model (e.g., reduced volatility of performance). 
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