
Follow up to the European Parliament resolution on International Accounting Standards (IAS) evaluation and the activities of the International Financial Reporting Standards (IFRS) Foundation, the European Financial Reporting Advisory Group (EFRAG) and the Public Interest Oversight Board (PIOB), adopted by the Commission on 4 October 2016
1. Rapporteur: Theodor Dumitru STOLOJAN (EPP/RO)

2. EP reference number: A8-0172/2016 / P8_TAPROV(2016)0248

3. Date of adoption of the resolution: 7 June 2016

4. Subject: IAS Regulation 1606/2002 on the adoption of IFRS in the EU and accounting and auditing bodies financed by the EU budget.

5. Competent Parliamentary Committee: Committee on Economic and Monetary Affairs (ECON)

6. Brief analysis/assessment of the resolution and requests made in it:
The resolution deals with the content of international standards and with the governance of the bodies involved in accounting and auditing financed with the EU budget.

The resolution recalls the importance of International Financial Reporting Standards (IFRS) and the international standards on auditing (ISA) as essential components for the efficient functioning of the internal market and of the capital markets. The resolution regrets that the Commission has not yet proposed changes to legislate on areas of improvements identified in its evaluation report.

The resolution calls for a more coordinated approach in developing new standards, and calls on the Commission to put legislative proposal to solve the present issue on the interaction between IFRS 9 Financial Instruments and the new IFRS 4 Insurance Contracts.

The resolution calls on the Commission to clarify the endorsement criteria for IFRS in the EU and in particular to comply with the Maystadt recommendation on the "public good" criterion by putting forward a legislative proposal and to link the "true and fair view" principle with ECJ case-law and the Accounting Directive.

Improved impact analysis are requested from the International Accounting Standards Board (IASB) and the European Financial Reporting Advisory Group (EFRAG) for new accounting standards, notably in the field of macroeconomics, and assessing the different needs of a wide variety of stakeholders, including long-term investors as well as the general public.

The resolution requests that the Parliament and the Council be involved at an early stage of the development and endorsement of standards. It calls on the Commission to create a space for stakeholders to discuss fundamental principles of accounting in Europe. It requests that Parliament is consulted for the selection of the President of the EFRAG Board.

As regards the activities of the IFRS Foundation, EFRAG and the Public Interest Oversight Board (PIOB), the resolution supports the Commission recommendations on the governance of the IFRS Foundation, including its financing structure, while calling for further progress (e.g. better integration of the IASB into the system of international financial institutions, broad representation of interests). The resolution stresses that EFRAG reform must improve the European contribution to the development of new IFRS and could participate in the reform of governance of the IFRS Foundation.

7. Response to requests and overview of action taken, or intended to be taken, by the Commission:
The Commission's conclusions on the evaluation of the IAS Regulation were overall positive on the experience with IFRS and on the endorsement process, with practical improvements identified. The Commission will carefully consider all the recommendations listed in the report, although in fact it has already been working on some of them for some time. In particular, the Commission welcomes the set-up of a Parliament permanent IFRS team which is improving coordination with the Parliament; the Commission responded to the IFRS Foundation's consultation on its structure and effectiveness with clear messages to improve the public accountability of the IFRS Foundation; the appointment of EFRAG President, Mr Jean-Paul Gauzès, will give a new impetus to the recently reformed organisation; Commission services have worked with EFRAG to establish a sound basis for a solid impact analysis methodology, and Commission services have worked in consultation with the Accounting Regulatory Committee on the clarification of the endorsement criteria. The Commission sees no compelling need to review the existing legislation.

Replies as regards specific points raised:
In response to:
Evaluation of ten years of the application of IFRS in the EU
Paragraph 1: On balance, the endorsement process works well and meaningful improvements, including in developing a common understanding of concepts such as public good and true and fair, can be brought without legislation.

The specific issue regarding the non-alignment of IFRS 9, Financial Instruments, with the forthcoming standard on insurance contracts, IFRS 4 (Revised), is being dealt with by the IASB and will soon result in an amendment to the existing Insurance Contracts Standard. The Commission supports the efforts that the IASB is making to develop an international solution to this problem. However, if the IASB solution is not considered to be satisfactory for Europe, the Commission will take legislative action at EU level. In this context, the Commission is currently assessing further evidence suggesting there would not be a level playing field between the insurance activities of bank-led conglomerates and standalone insurance companies if the possibility to defer IFRS 9 for a transitional period would only be available to the latter companies. This question will soon be addressed as part of an endorsement process separate from that for IFRS 9 which is currently under scrutiny.

The use of mark-to-market or fair values as a method of valuation is well established practice in Europe, embedded in the Accounting Directive (2013/34/EU) and in IFRS. In its evaluation of the IAS Regulation, the Commission analysed the performance of IFRS during the financial crisis with a particular focus on the use of fair values. A review of the literature found little empirical evidence to substantiate the claim that fair value accounting contributed significantly to the crisis. In addition, a number of academics point to the lack of a good alternative to fair value, and to the lack of relevance of historical cost for the transactions under consideration.

In addition, in the context of the endorsement of IFRS 9, the Commission specifically requested EFRAG to look at financial stability aspects in the context of the application of fair values under IFRS 9 as compared to IAS 39. EFRAG, in its endorsement advice, indicated it had considered and assessed that the use of fair value in IFRS 9 is appropriate. They also indicated that they received no quantitative data that might indicate that the changes brought by IFRS 9 will have a detrimental effect on financial stability.

Paragraph 2: On the question of adopting Mr Maystadt's recommendations about the endorsement criteria, the Commission has discussed the criteria of "public good" and "true and fair" with representatives of the Member States in the Accounting Regulatory Committee. The case law has been analysed and the Maystadt report was taken into account. On the "European public good criteria", as stated in the Commission evaluation report, the term "public good" is sufficiently broad to encompass broad financial stability and economic considerations. The Commission does not intend to define the term specifically, and prefers to follow a pragmatic approach which allows identification of key matters of concern on a standard by standard basis.

The outcome of these discussions has been published in the form of Commission non-papers and should be used as a basis for further discussions with the Parliament.

Paragraph 6: The Commission believes that the IASB Conceptual Framework project is very important, as questions about prudence and stewardship are at the heart of financial reporting. The Commission is closely following the discussions, and EFRAG has already been actively contributing to the project, not only in its exchanges with the IASB but also through the publication of a series of papers (e.g. on prudence and stewardship) to stimulate debate at European level. Notwithstanding this, in the EU, the IAS Regulation sets out the criteria which must be met for ensuring that IFRS are fit to be endorsed as European law which are independent of the IASB's Conceptual Framework. In particular, the need to respect prudence is implicitly part of the true and fair view criterion which EFRAG considers in formulating its endorsement advice letters.

Paragraph 11: The Commission services have worked with EFRAG to establish a sound basis for a solid impact analysis methodology which includes analysis of broader economic impacts and identification on a standard by standard basis of specific areas of attention. The new methodology will be applied by EFRAG in support of their future endorsement advice letters, in particular, for the lease standard (IFRS 16) which is currently under assessment. The presence of the European Supervisory Authorities and the European Central Bank, as observers of the EFRAG Board, has already facilitated the consideration of financial stability effects. In addition, EFRAG has public consultations which are open and transparent to ensure that interested stakeholders can participate.

The Commission asked EFRAG to examine whether IFRS 9 would be detrimental to long-term investment. Overall, EFRAG considered that IFRS 9 should be endorsed as soon as possible subject to a deferral solution for insurers. The Commission shares EFRAG's conclusions. The Commission conducted its own fact finding exercise in this area and found that significant changes in the investment strategy of long-term investors are not expected as a result of accounting changes. However, the Commission intends to closely monitor the standard in this respect once it has been implemented.

The Commission notes that, following the governance reform of EFRAG, the European Supervisory Authorities and the European Central Bank have been significantly contributing to the EFRAG Board's discussions on IFRS issues. Their active participation was particularly important during the development on EFRAG's endorsement advice on IFRS 9, Financial Instruments, when they each provided input to the EFRAG Board which was publicly available.

The governance reform of EFRAG was implemented on 31 October 2014. Following its first year of operation, the new Board has carried out a performance and effectiveness review which sought feedback from its member organisations. The review, which covered a mixture of strategic, governance and operational issues, demonstrated that on balance the new governance structure worked well, which resulted in increased credibility of the organisation. Several recommendations were adopted to further improve the effectiveness of EFRAG's activities in the future. In particular, the role of official observers (European Supervisory Authorities and the European Central Bank) in the Board decision making process has been further strengthened.

Paragraph 14: Strong coordination between all actors in the endorsement process is a high priority for the Commission. Accordingly, the Commission welcomes the establishment of the permanent IFRS team by the Parliament The Commission also consults representatives of Member States in the Accounting Regulatory Committee (ARC) earlier in both the development process and the endorsement process of a standard to identify concerns as soon as possible (there is a recurring agenda item for each ARC meeting to effect this).

On the question of a space for stakeholders to discuss fundamental principles of accounting in Europe, the Commission emphasises that EFRAG plays a key role in doing this. In collaboration with national standard setters, it publishes papers to promote debate and it hosts round-tables and events in many Member States.

Since the adoption of international accounting standards in the EU, EFRAG’s key responsibility has been to provide the Commission with advice on whether a new or amended standard meets the technical endorsement criteria laid down in the IAS Regulation. EFRAG has taken on the role of influencing the IASB during the development of the standards with an objective of ensuring that the interests and specific needs of the EU are duly taken into account. In order to meet its goals, EFRAG seeks to ensure that it is aware, to the maximum extent possible, of the variety of views held in the EU. National standard-setters, regulators, preparers and users of financial statements and other stakeholders play an essential role to ensure that the divergence of views across Member States is heard by EFRAG in its due process.

Paragraph 17: The Communication on Capital Markets Union (COM(2015) 468) includes a possible initiative, together with the IASB, on an accounting solution for companies admitted to trading on SME Growth Markets. For the moment, many of these companies use national accounting standards, which may hinder comparability and hence attractiveness to international investors. The Commission is currently analysing and exploring different options. Any new accounting rules would be in any case voluntary. The Parliament will be properly informed.

Paragraph 19: The Commission supports ESMA's ongoing work in ensuring consistent enforcement in the EU. In the context of the Capital Markets Union, the Commission will work with ESMA to develop and implement a strategy to strengthen supervisory convergence and to identify areas where a more integrated approach could improve the functioning of the single market for capital. The Commission will also work with ESMA to enhance the effectiveness of its thematic and country peer review decision-making.

Paragraph 21: The EU framework on dividend distribution provides for "de minimis" requirements and offers scope for action at national level. The Commission is conducting a mapping exercise with Member States on dividend distribution rules, to better understand the current practices in the EU. From there it will assess whether there is an issue to be tackled at EU level. In addition, during the endorsement process of IFRS 9, the Commission concluded that the requirements of the standard are consistent with the provisions of Accounting Directive 2013/34/EU and Directive 2012/30/EU replacing the Second Company Law Directive.

Paragraph 22: On the question of whether accounting standards allow for tax fraud and avoidance, the Commission observes that financial reporting aims at informing stakeholders on the state of affairs of a company at a given date. By harmonising the financial reporting of listed companies, the IAS Regulation ensured a high degree of transparency and comparability of their financial statements.

This Commission has put the fight against tax avoidance on the top of its agenda. This translated into numerous initiatives tabled since 2014, based on an impact assessment examining whether and how corporate transparency could help achieve this goal. The extent to which accounting standards in the EU provide enough transparency on corporate income tax was analysed. Based on this thorough impact assessment, the Commission believes that the best approach is in the form of further transparency on taxes paid on a country-by-country basis by multinationals. It made such proposal as an amendment of the Accounting Directive in April 2016. This proposal comes as a complement, although not as an accounting standard per se.

Activities of the IFRS Foundation, EFRAG and the PIOB
Paragraph 25: The contribution from the EU budget to the financing of the IFRS Foundation is an important element in supporting the efforts of the Foundation to move to more public funding and, by way of consequence, to ensure independence from private sources. The Commission acted on the recommendations it formulated in its evaluation report on the IAS Regulation by replying to IFRS Foundation's consultation on its structure and effectiveness.

Paragraph 27: On the shift in pension asset allocations as a possible result of the introduction of mark-to-market under IFRS, the Commission notes that there is a wide range of factors that could potentially trigger a shift in pension asset allocation from equities to bonds. However, the Commission is open to examining this matter if it is presented with persuasive evidence demonstrating that such a shift has occurred in Europe as a result of the application of IFRS.
Paragraph 28: The Commission replied to the IFRS Foundation's consultation on its structure and effectiveness, and requested an allocation of key positions to countries that fund it and that use its IFRS standards. The Trustees of the IFRS Foundation recently published their conclusions on this consultation and are now consulting on concrete proposals to amend the organisation's constitution.
Paragraph 32: Regarding the appointment of the EFRAG Board President, the Commission consulted Parliament and has now finalised the procedure. Mr Gauzès was formally appointed by the EFRAG General Assembly of 1 July 2016.

Paragraph 33: In line with Article 9(3) and 9(6) of Regulation (EU) No 258/2014, from 2015 the Commission shall prepare an annual report on the activities of the IFRS Foundation, EFRAG and PIOB. As far as EFRAG is concerned, the report should cover EFRAG’s progress in the implementation of its governance reform. In this respect, the Commission report on annual activities of IFRS Foundation, EFRAG and PIOB in 2014, which was submitted to the European Parliament in September 2015, also covered the implementation and follow-up of the governance reform of EFRAG. This year's Commission annual report on the IFRS Foundation, EFRAG and PIOB in 2015 will also include a chapter on the implementation of the governance reform of EFRAG.

Regarding the long-term possibility of transforming EFRAG into a public agency, the Commission notes that following the implementation of the governance reform and the appointment of Mr Gauzès, EFRAG has been well equipped to strengthen the legitimacy of its positions and to significantly contribute to the objective of Europe speaking with one voice. In this respect, the Commission is optimistic that EFRAG will be in a position to achieve its objectives without another major change in its governance structure.
------------

2

