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Objective

1

The objective of this paper is to obtain EFRAG FR TEG views on:

(a) the EFRAG Secretariat’s analysis of the proportionality principle in EU Accounting
Directive and IFRS 19; and

(b)  the EFRAG Secretariat assessment whether a carve-out could be made in IFRS 19.

Compatibility analysis of the EU Accounting Directive and IFRS 19

EC’s endorsement request for endorsement advice on IFRS 19

2

In its endorsement request, the European Commission (‘EC’) has asked EFRAG to conduct

a compatibility analysis of the EU Accounting Directive (‘AD’) and IFRS 19. In particular, the
EC requested EFRAG to compile a list of disclosure requirements that will remain

applicable, beyond what is required by IFRS 19, if it is endorsed for use in the EU.

In February 2022, the EFRAG Secretariat has published a compatibility study comparing the

disclosure requirements in the IASB’s Exposure Draft (‘the ED’) and the AD. In June 2024,

the EFRAG Secretariat has updated its study (updated briefing) to account for changes in

disclosure requirements between the ED and the final Standard, as well as amendments to
the AD. The EFRAG Secretariat’s study responds to the EC’s request, as it compiles a list of
disclosure requirements that exist in the AD but are not required by IFRS 19. Even though
the AD has different layers of disclosure requirements for different sizes of entities, the
study considers the most extensive disclosure requirements set out in the AD. Therefore,
the study does not consider the proportionality effects that exist in the AD for different

entity sizes.
This section complements the EFRAG Secretariat’s study by considering:

(a)  the various layers of disclosure requirements for each type of entity, as defined by

the AD; and

(b) the options provided to Member States (‘MS’) for simplifying disclosure

requirements for specific types of entities.
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The EU Accounting Directive

5 The EU Accounting Directive 2013/34/EU provides the legal framework for annual and

consolidated financial statements for entities operating within the EU, and MS were
required to transpose the Directive into National Law. The AD aims to promote
harmonisation of legal requirements for EU entities and prescribes the minimum reporting
requirements for all types of entities and lays down presentation, publication and audit
requirements. These requirements become more demanding as the company size

increases.

6 The AD follows the ‘think small first’ approach allowing entities to prepare financial
statements and notes to the financial statements that are proportionate to their size and
their users’ information needs. The provisions of the AD aim to reduce administrative
burden, especially for SMEs. In particular, MS are allowed to exempt undertakings based

on their size from some of the requirements in the AD.

Categories of undertakings and groups

7 As stated above, the AD provides simplified reporting requirements tailored to the entity
size. Article 3 of the AD lays down the size categories! and types of undertakings on which
requirements are based: micro, small, medium-sized and large undertakings or groups.

Table 1 provides an overview of the size criteria for undertakings:

Table 1: Size criteria of undertakings and groups provided in the AD

Average number of
Balance sheet Net Turnover

Category of undertaking/group employees during
total (€) (€)

the financial year

Micro-undertaking

(do not exceed the limits of at least 2 of 450 000 900 000 10

the 3 criteria)
Small undertaking or group

(do not exceed the limits of at least 2 of 5000 000 10000 000 50

the 3 criteria)

11n 2023, the EC adopted a Delegated Act amending article 3 of the AD, adjusting the size criteria with the
main objective to account for the impact of inflation®. This is aligned with the EC’s priority to ‘streamline
reporting obligations and reduce administrative burdens’®. As a result, the amended size criteria reduce the

scope of the application of the requirements set out in the AD.
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Average number of
Balance sheet Net Turnover

Category of undertaking/group employees during
total (€) (£3)]

the financial year

Medium undertaking or group

(do not exceed the limits of at least 2 of 25 000 000 50 000 000 250

the 3 criteria)
Large undertaking or group

(exceed the limits of at least 2 of the 3 25000 000 50 000 000 250

criteria)
Source: Official Journal of the European Union, Commission Delegated Directive (EU) 2023/2775

8 It should be noted that MS are allowed to define ‘stricter’ size criteria compared to the AD,
exceeding the thresholds for balance sheet total and net turnover. However, MS are not
allowed to define thresholds for small undertakings or groups exceeding € 7 500 000 of

Balance Sheet total and € 15 000 000 of Net Turnover.

Comparison of the IFRS 19 to the AD
Objective and scope

9 The AD covers a wider range of reporting requirements than IFRS 19, for example it includes
requirements for the publication of non-financial information, management report, audit,
etc. For the purposes of this comparison, we will only cover the differences in disclosure

requirements between the AD and IFRS 19.

10  The AD applies subsidiarity and proportionality principles to ensure that the administrative
burden is justified by the benefits? it brings, by providing simplified requirements tailored

to different sizes of entities (listed in Table 1).

11  Similar to the AD’s ‘subsidiarity and proportionality’ principle, IFRS 19 aims to simplify
reporting requirements for subsidiaries without public accountability (‘eligible
subsidiaries’) with the objective of reducing costs for the preparation of eligible

subsidiaries’ financial statements, while meeting users’ information needs.

12 However, unlike the AD, the scope of IFRS 19 does not take into account size criteria.
Subsidiaries, regardless of their size, are eligible to apply IFRS 19 if they meet the definition

provided in paragraph 7 of IFRS 19.

2 Preamble 1 of the AD
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Nevertheless, paragraph 6 of IFRS 19 requires entities to consider whether additional
disclosures are needed to meet users’ information needs and to provide these disclosures
when necessary. Overall materiality principle also applies to IFRS 19 disclosures. Thus, it
could be seen that the proportionality principle of the AD is addressed in IFRS 19 in a

principles-based way used in IFRS Accounting Standards.

It should also be noted that disclosure reductions in IFRS 19 are only allowed for the
unlisted subsidiaries of a parent who produces publicly available financial statements
under IFRS. Thus, eventual information loss at a subsidiary level is ‘compensated’ by the
full disclosures at a parent level. The AD, however, applies to any entity, irrespective of its
place in the group and whether it is listed or not. Therefore, it uses the size criteria to define

what information to disclose.

Different disclosure requirements
As identified in the EFRAG Secretariat’s study referred to in paragraph 3, the differences

between the disclosure requirements in the AD and IFRS 19 arise from two main reasons:

(a) Different recognition and measurement requirements in the AD and IFRS Accounting

Standards; and
(b)  Disclosures that are required in the AD but not in IFRS 19.

Given that the EFRAG Secretariat’s study was based on the most extensive disclosures
required for large undertakings/groups and public-interest entities (PIEs), this section will
consider the proportionality effects that exist in the AD identifying differences in

disclosures required for micro, small and medium-sized undertakings versus IFRS 19.

The differences in disclosures identified in paragraph 15(a), apply for all types of entities,

independently of their size.

However, the differences in disclosures identified in paragraph 15(b) depend on the size of
entity because of the different layers of AD disclosure requirements. Table 2 provides an
overview of these differences for micro, small and medium-sized undertakings/groups, in
comparison to the most extensive level of disclosure requirements for large

undertakings/groups and PIEs.
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Table 2: Disclosures in the AD not required by IFRS 19 — per type of entity

Medium- Large
Small
Micro sized undertakings
Disclosure requirement Undertakings
undertakings undertakings | / groups and
/ groups

/ groups PIEs

the reporting entity and the group, and
information necessary to identify the register
(e.g., where the file is being kept) and the
number in that register; the legal form of the
company, the location of its registered office
and, where appropriate, the fact that the
company is being wound up (Article 5) the X X X X
place where copies of the consolidated
financial statements of the ultimate and
intermediate parent may be obtained and
the name and registered office of
undertakings in which participating interest

is held (Article 17)

the use of specific measurement options

(e.g., fair value) (Article 16.1 (c))
exceptional items (Article 16.1 (f)) X X X X

amounts owed falling due after more than

five years (Article 16.1 (g))

the average number of employees (Article

16.1 (h))

emoluments granted in respect of the

financial year to the members of

administrative, managerial and supervisory X X
bodies by reason of their responsibilities

(Article 17.1 (d))

the entity’s shares (shares subscribed for,

including by class and any participation

certificates, convertible debentures, X X
warrants, options or similar securities or

rights, if appropriate) (Article 17.1(h) (i) (j))
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Medium- Large
Small
Micro sized undertakings
Disclosure requirement Undertakings
undertakings undertakings | / groups and
/ groups

/ groups PIEs

any undertaking of which it is a member with

X X
unlimited liability (Article 17.1 (k))
business combinations within a group
X X X
(Article 25)
payments made to auditors (Article 18.1(b)) X
analysis of turnover by geographical markets
X
and type of activity (Article 18.1(a))
any necessary disclosure if an exemption
from consolidation, exemption for subsidiary ,
X X

undertakings or profit and loss exemption is

used (Articles 23.6, 37.6 and 39.2 and 39.3)

19 Some disclosures about the composition of the group required by IFRS 12 Disclosure of
Interests in Other Entities and IAS 27 Separate Financial Statements are in line with the AD,

but not required by IFRS 19.

20 In addition to the minimum disclosure requirements set out in the AD, MS are provided
with options to simplify or exempt disclosure requirements for specific types of entities. An
overview of these options is provided in Table 3.

Table 3: Overview of options provided to MS for simplified disclosure
requirements/exemptions — per type of entity

Disclosure Medium-sized undertakings /

Micro undertakings Small Undertakings / groups
requirement groups

Balance Option provided for MS to Option provided for MS to Option provided for MS to permit

sheet layout | permit the preparation of a permit the preparation of a full = the preparation of a full balance
simplified balance sheet, balance sheet, using simplified sheet, using simplified headings
consisting of just a few headings and fewer details (Art and fewer details (Art 14.1).

items (Art 36). 14.1).

3 Depending on how Member States used options to exempt specific types of entities from certain

requirements in the AD.
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Micro undertakings

Small Undertakings / groups

Medium-sized undertakings /

groups

Profit and
loss account

layout

Notes to the
Financial

Statements

Management

report

Consolidated
financial

statements

Option provided for MS to
permit the preparation of
profit or loss accounts with
at least following items
(where applicable): (i) net
turnover, (ii) other income,
(iii) cost of raw materials
and consumables, (iv) staff
costs, (v) value
(vi) other
charges, (vii) tax, (viii) profit

or loss. (Art. 36 (2) ((b))).

adjustments,

Disclosures at the foot of
balance sheet are limited to
those specified in Art 16(1)
points (d)-(e) and in Art
24(2) of the 2012/30

Directive.

Option provided to MS.

Option provided for MS to
exempt entities to prepare
management  report  if
information by Art. 24(2) of
Directive 2012/30 (acquire
its own shares) in disclosed

in the notes or at the foot of

balance sheet.

Exemption from preparing
consolidated financial

statements, except where

Option provided for MS to
permit the preparation of profit
or loss accounts with fewer line

items (Art 14.2).

Note disclosures are limited to
those specified in Art (16.1) for
all types of undertakings. Option
provided to MS to require some
of the additional disclosures
required for medium-sized and
large undertakings and PIEs (Art
16.2). However, the AD imposes
limits on which additional
disclosures can be required by

MS (Art 16.3).

Option provided for MS to

exempt entities to prepare
management report if specific
information about the
acquisition of own shares is
disclosed in the notes (Art 19.3).
Another option provided for MS
some of

to disclose non-

financial information (Art 19.4).

Exemption from  preparing

consolidated financial

statements, except where any
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Option provided for MS to permit
the preparation of profit or loss
accounts with fewer line items

(Art 14.2).

Additional layer of disclosures (Art
17.1) to those specified in Art
(16.1) for all types of
undertakings. Option provided for
MS to limit the disclosure of
transactions with related parties,
which is otherwise required for
large undertakings and PIEs (Art

17.1(r)).

Option provided for MS to exempt
entities to prepare management
report if specific information
about the acquisition of own
shares is disclosed in the notes

(Art 19.3)

Option provided for MS to exempt

medium-sized groups from

preparing consolidated financial
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Disclosure Medium-sized undertakings /

Micro undertakings Small Undertakings / groups
requirement groups

any affiliated undertaking is = affiliated undertaking is a PIE statements, except where any
a PIE (Art 23.1). (Art 23.1). When the exemption affiliated undertaking is a PIE (Art

W e eemien s is used, there are additional 23.2). When the exemption is

. disclosure requirements* (Art used, there are additional
used, there are additional q (

23.4 (d)). disclosure requirements* (Art 23.4
(d)).

disclosure  requirements®

(Art 23.4 (d)).

21  This table represents a comprehensive list of the simplifications and exemptions from
reporting requirements and is not only limited to disclosures. Several layers of
simplifications and exemptions are provided by the AD to avoid disproportionate reporting
burden for the smaller undertakings. In addition, options are available to MS to further
reduce the reporting requirements, not only disclosures. Large undertakings and groups do
not benefit from any simplifications and exemptions but have additional disclosure

requirements defined in Article 18 of the AD and detailed in Table 2 above.

The EFRAG Secretariat analysis

22 The scope of AD is much wider than the scope of IFRS 19. The AD addresses to all entity
types across EU without distinguishing between listed and unlisted entities and their role
in the group (if any). The AD covers all types of reporting requirements, including non-
financial reporting and management report. To provide proportionate reporting
requirements for all the entities and for all reporting types, the AD refers to the entity size

and its importance for the public interest (PIE).

23 Unlike the AD, the scope of IFRS 19 is much narrower. It addresses only subsidiaries without
public accountability of listed entities reporting under IFRS. The only reporting requirement
IFRS 19 deals with is disclosures when reporting under IFRS. It does not cover presentation
and measurement requirements or non-financial information, as the same recognition,

measurement and presentation requirements as in full IFRS Accounting Standards apply.

24 Like the AD, IFRS 19 aims to reduce the reporting requirement burden for the eligible
entities in response to the feedback from stakeholders. Since its scope is relatively narrow,
it does not take into account the size of the entity but states that additional disclosures

could be provided as needed. The materiality principle can also be used to either remove

4 The name and registered office of the parent entity drawing up consolidated financial statement and the

fact that the exemption was used.
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unnecessary or add necessary disclosures. Management judgement and users’ needs play

important role in determining the level of disclosures to provide.

As a result, the EFRAG Secretariat considers that provisions of IFRS 19 and its limited scope
will not result from a material departure from the disclosure requirements specified in the

AD for the eligible entities.

The EFRAG Secretariat notes, however, that IFRS 19 may be more demanding in terms of
disclosures for micro, small and in some cases medium-sized entities, because of the reliefs
provided by the AD. However, IFRS 19 is a voluntary standard and each entity will assess

whether and to which extent its application could be beneficial in its particular case.

The entities in jurisdictions where IFRS are permitted or required, such as Cyprus, ltaly or
Portugal (please refer to Appendix 1 for the full list) can directly benefit from the reduced
disclosures for their eligible subsidiaries. The entities which would like to switch to IFRS,
but have not done so, because the disclosures were too burdensome, can be incentivised

by the reduced disclosures provided by IFRS 19.

Small or micro entities in jurisdictions where IFRS is permitted, such as Denmark,
Luxembourg, Netherlands (please refer to Appendix 1 for the full list) will carefully assess
whether applying IFRS and IFRS 19 would be more beneficial for them than applying local
GAAP and using the reliefs provided by the AD. First outreach shows that aligning reporting
processes and systems within a group has the potential to bring benefits even for those

type of entities compared to applying local GAAP and the provisions of the AD.

Questions for EFRAG FR TEG

29 Does EFRAG FR TEG agree with the EFRAG Secretariat analysis? Do you have any
comments or suggestions?

30 The EFRAG Secretariat does not intend to include in the endorsement advice the full text
of the briefing. It is intended to include an overview of the differences and clarify the
proportionality aspect. Does EFRAG FR TEG agree with this approach?

Carve-out
31 As stated in the European Parliament Briefing “The Basis of the Endorsement Procedure for

IFRS Accounting Standards”, “the objective of IFRS is to have one set of globally accepted

accounting standards. Thus, in order to really be globally accepted, IFRS in the EU need to
be fully compliant. Therefore, IFRS standards have to be endorsed in the wording as they

have been issued by the IASB i.e. no changes can be made.
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Non-endorsement or carve-outs are possible, but then EU firms still have to comply with
the full IFRS in their original wording if they want to benefit from IFRS acceptance, for

instance in the US.”

Article 3 of the IAS regulation requires that the IFRS Accounting Standards are adopted (or
not adopted) as a whole. The EC can, however, decide on the partial application of a
standard where such a standard covers several accounting areas which are distinct and

separable’.

As a result the carve-outs are used very rarely, in exceptional circumstances, such as for
example carve-out of the full fair value option and of certain hedging accounting provisions
in IAS 39. They are also supposed to be temporary. It should be noted that the EC clearly
stated that it has no intention to become a standard setter and to re-write the standards.
Even for IAS 39, the EC has stated that it endorsed about 95% of the text of IAS 39. It carved
out certain provisions because - in agreement with most Member States and the European

Parliament — they recognised serious concern and requested further revision.

The endorsement advice request for IFRS 19 contained additional request about “whether
a corresponding carve-out could be made in IFRS 19 or whether general information of
companies about this would suffice”. This request refers to the comparison of the
disclosure requirements in the AD and the reduced-disclosure standard with the aim to
eventually carve-out the reductions of the disclosure requirements in IFRS 19 to make them

in line with the AD.

However, IFRS 19 represents a list of disclosure requirements grouped by IFRS Standard
and not a list of reductions of disclosures. Hence, any carve-out to this list will remove a
disclosure requirement instead of removing a reduction of a disclosure requirement.
Therefore, any carve-out will result in further decrease of disclosure requirements and the

EFRAG Secretariat does not recommend making it.

Questions for EFRAG FR TEG
37

Does EFRAG FR TEG agree with the EFRAG Secretariat analysis that a carve-out to IFRS
19 should not be recommended to the EC? Are there other reasons to be added in the

DEA for such recommendation?

5> ec.europa.eu/commission/presscorner/detail/en/memo 04 265
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Appendix 1:

Overview of the use of options provided in the IAS Regulation (1606/2002) in the EU

Listed undertakings Other {non-listed} undertakings
Annual financial statements Consolidated financial statements Annual financial statements
IFRS permitted IFRS requirad IFRS permitted IFRS required IFRS permitted IFRS required
Financial Non- Financial | Non- Nan- Financial Non- Financial | Non- Financial | Hon-
Type of company Financial
Bank | Insurance | Other | financial Bank Insurance | Other | financial financial Bank | Insurance | other | financial Bank insurance |  Other | financial Bank | Insurance | Other | financial
hustria Yes
Belgium [ wes | Yas ves | wes | ves | [ es
Bulgaria Yes Yes | ves | (1) | [15) ves | ves | (14) | [18)
rus Yes Yes Yes
Czech Republic Yes Yes {1}
Germany (2} Yas 2}
Denrmark [ (1) ] 7} CH CH
Estonia Yes es ves | ves | ves | es ves | ves | ves |
Greeca Yes Yes Yes | Yes | Yes | (5) Yes Yes | Yes | Yes | s
Spain Yag i3]
Finland fos [ ] Yas [ Yes Yes {4}
France Yes
Croatia Yes Yes | ves | Y¥es | ) [ ves | ves ves | (5]
Hungary Yes Yes [ wes | wes | 1) ves |
Ireland Yes Yes ves
Italy Yes | i7) [ oo ] Yas CH [ oo ] [ Yes | [ Yoo ] (10}
Lithuania [ ves ves | ves | ves | [ wes ves | ¥es | ves | [ ves ves | Wes | es |
L Yes Yas Yes
Latvia | es Wes | Yes | ves | (8} | ves Yes | ¥es | Yes | [ es ¥es | Yes | Yes |
Malta Yes Yas Yes | wes | Yes | 13} | ves ¥es | Yes | Yes | [}
Netherlands Yes Yes {1}
Poland fas [11) or [12) fos (11} or {12}
Portugal [ W Wes | Yes | wes | (1) [ ves Yes ves | Yes | ) ves | ves | ves |
Romania Yes | | wes | ves Yes Yas | ves | [ | [ ves [ 18
Sweden Yes (13}
Slovenia I (17) ves | ves | [18) (17] Yes | ves | (18) [ 117} ves | wes | (18
Slovakia fes Yes | fos [ es ] [5) fos [ oo ] es | Yes | fos r) {5
Footnotes

(1) If the conselidated financial staternents are prepared in accordance with IFRS Standards
[2) Only in addition to financial staternents prepared in accordance with National GAAPs
[3) Groups In which there is a listed undertaking

(4} If mandatory audit

(5) Public Interest entities

(B) some Public Interest entities

(7) If no IFRS lidated financial are

[B) Equity ssuers listed on the Main list and lssuers of debt instruments

(9) Large and regulated entities

(10} Except for small entities
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(11} Subsidiaries of 2 groug in which parent o higher level parent prepares consolidated financial statements under IFRS

[12) Entities having filed or intending to file for admission to public trading

[13) If IFRS mandated by the Financlal Supervisory Authority

(14} Al credit and financial institutions under the Credit Institutions Act; Payment services providers; Pension insurance companies and funds
managed by them; agents; [2 and collective investment schemes; Persons managing alternative investment funds and
collective investrment schemes; Mational investment funds; Market player under the Financial Markets Instrurments Act.

[15) Conselidated financial statements should be prepared on the acounting basis used for the preparation of annual financial statements

(16) Central depasitory

(17} if consolidation is not mandatory

(18) if consolidation is mandatory

Date: 31/12/2023
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