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Appendix 1
a summary of IFRS 12
Background
1 Users of financial statements have consistently requested improvements to the disclosure of information provided by an entity (the investor) in relation to its interests in other entities (investees). The global financial crisis has highlighted a lack of transparency about the risks to which an entity is exposed to from its involvement with structured entities (special purpose entities) and the need for better information about an entity’s interests in structured entities, including those that are not consolidated. 
2 In addition, users have requested further information about non-controlling interests (NCI) in consolidated entities to help them understand the profit or loss and cash flows attributable to the shareholders of the parent entity and those attributable to the NCI. 
3 The development of IFRS 10 Consolidated Financial Statements (IFRS 10) and IFRS 11 Joint Arrangements (IFRS 11) has shifted the focus to a more principles-based control model and replaced the choice of accounting policy in existing IAS 31 Interests in Joint Venturers (IAS 31) with a principle that focuses on the rights and obligations of the parties to a joint arrangement, rather than on its legal form. The new requirements require management to make certain assumptions and to exercise judgement in the assessments made and conclusions reached, which creates a need for additional disclosure to support users’ analysis.
4 Users have also indicated that the information provided in the notes is sometimes fragmented and not easy to find, which makes the information less understandable and less comparable between entities. 
Objective of IFRS 12
5 IFRS 12 was developed to address the concerns of users about the information on interests in other entities. The standard focuses only on information provided in the consolidated financial statements. 
6 The objective of IFRS 12 is to set out a single source of guidance for all disclosure requirements for an entity’s interests in subsidiaries, joint arrangements, associates and unconsolidated structured entities. 
7 The standard establishes principles-based disclosure objectives and specifies the minimum information an entity must provide to meet those objectives. IFRS 12 emphasises that information should not be obscured by excessive detail and should be presented in a structured and understandable way. 

8 IFRS 12 requires an entity to disclose information that helps users of financial information understand and evaluate: 

(a) the nature of, and risks associated with, its interests in other entities; and 

(b) the effects of those interests on its financial position, financial performance and cash flows. 

What has changed?

9 Set out below is a description of the new elements and additional disclosure requirements introduced by IFRS 12: 
(a) Unconsolidated structured entities;
(b) Significant judgements and assumptions;
(c) Interests in subsidiaries with material non-controlling interests;
(d) Consolidated structured entities;
(e) Interests in joint arrangements and associates; and
(f) Venture capital organisations, mutual funds or unit trusts and similar entities including investment-linked insurance funds that have an interest in a joint venture or associate.
10 Although the standard requires more granular information in some areas (with a focus on materiality), it does permit information with similar characteristics to be aggregated. The primary objective of IFRS 12 is to provide information to users in a structured and meaningful way. 
Unconsolidated structured entities

11 IFRS 12 introduces disclosures about unconsolidated structured entities that were not required previously under IAS 27 Consolidated and Separate Financial Statements (IAS 27). The objective is to increase transparency about investees that are not consolidated. 
12 IFRS 12 defines a structured entity as ‘an entity that has been designed so that voting or similar rights are not the dominant factor in deciding who controls the entity’.

13 IFRS 12 requires an entity to disclose qualitative and quantitative (summarised information) about the nature of its interest in unconsolidated structured entities and the risks to which an entity is exposed from that interest, including: 

(a) nature, purpose, size and activities of the structured entity;

(b) how the structured entity is financed;

(c) the carrying amounts of the assets and liabilities relating to its interests in unconsolidated structured entity and how they compare to the maximum exposure to loss from that interest;

(d) the type and amount of the support provided to the structured entity without a contractual obligation to do so, and reasons for that; and

(e) current intention to provide support to the structured entity.

14 When an entity has no contractual involvement with the structured entity at the end of the reporting period but was a sponsor of that structured entity, it must disclose income received from the structured entity during the reporting period and all assets transferred to structured entities during the reporting period. 

Significant judgments and assumptions

15 The introduction of a uniform consolidation model in IFRS 10 and the classification of a joint arrangement in IFRS 11 have resulted in the need for further disclosures to enable users to understand the significant judgements and assumptions made by management when deciding how an entity should account for its involvement with another entity.

16 The disclosures in IFRS 12 are intended to supplement the general disclosure requirements in IAS 1 Presentation of Financial Statements with more specific requirements relating to an entity’s decision about whether it controls, jointly controls or exercises significance influence over another entity.
17 An entity must disclose qualitative information about significant judgements and assumptions it has made in determining the nature of the relationship with the other entity (whether it has control, joint control or significant influence) and the type of joint arrangement it is involved with (joint operation or joint venture).
Interests in subsidiaries with material non-controlling interests
18 Some of the disclosures in existing IAS 27 have been carried forward to IFRS 12 without significant changes.
19 However, IFRS 12 requires (1) new disclosures in relation to subsidiaries with 
non-controlling interests (NCI) that are material to the entity and (2) extends the disclosure requirements about significant restrictions (on the parent’s ability to access or use the assets and settle the liabilities of its subsidiaries).
Interests in subsidiaries with non-controlling interests
20 IFRS 12 requires an entity to disclose – for each non-controlling interest that is material to the entity – the following information:

(a) the name of the subsidiary and its place of business;
(b) the proportion of ownership interests held by NCI and the proportion of voting rights (if different);
(c) the profit or loss allocated to NCI;
(d) accumulated NCI at the end of the reporting period;
(e) dividends paid to NCI; and
(f) summarised financial information about the subsidiary.
21 Some information about NCI is already required under IAS 1, such as total NCI within equity, profit and loss including total comprehensive income for the period attributable to NCI and a reconciliation between the opening and closing balance for NCI for the period. In response to user needs, IFRS 12 expands the disclosure requirements in relation to NCI. 
22 The standard requires disclosures of summarised financial information to be presented for each subsidiary with material NCI, such as current assets, non-current assets, current liabilities, non-current liabilities, revenue, profit or loss, and total comprehensive income. This information is based on the amounts before consolidation eliminations.

Significant restrictions on an entity’s ability to access or use assets, and settle liabilities

23 Existing IAS 27 already requires disclosures about the nature and extent of any significant restrictions on an entity’s ability to transfer funds to its parent.
24 IFRS 12 expands the existing requirements about a parent’s ability to access or use the assets and settle the liabilities of its subsidiaries (including statutory, contractual and regulatory restrictions and the nature of protective rights of NCI on the entities ability to access or use assets and settle liabilities of the group).

25 The standard also requires disclosure of the carrying amounts in the consolidated financial statements of the assets and liabilities to which these restrictions apply.

Consolidated structured entities
26 Involvement in structured entities can expose an entity to risks that are different to those that typically arise from investing in other subsidiaries, due to factors such as the restricted activities of the structured entity, insufficient equity to fund losses or its design and intended purpose.
27 IFRS 12 requires disclosures about the risks associated with an entity’s involvement with consolidated structured entities when it could be required to provide financial support to them. To summarise, an entity must disclose:
(a) any contractual arrangements to provide support to consolidated structured entities, including the circumstances that could expose the reporting entity to loss;

(b) the type, amount and the reasons of any support provided to the consolidated structured entity during the reporting period without obligation to do so;

(c) the situation when provision of support to the previously unconsolidated structured entity resulted in obtaining control over that entity; and
(d) any current intention to provide support to a consolidated structured entity.

Interests in joint arrangements and associates 
28 IFRS 12 extends the disclosure requirements in relation to an entity’s interests in joint arrangements and associates in response to user needs, and as a result of the new classification and accounting requirements for joint arrangements in IFRS 11.
29 For each joint venture and associate that is material to the reporting entity, an entity must disclose the following qualitative and quantitative information:
(a) name, place of business, nature of activities, and proportion of ownership;
(b) measurement method (equity method or fair value);
(c) summarised financial information; and
(d) fair value of an investment accounted for using equity method, if there is a quoted market price for the investment.
30 The required summarised financial information in (c) above, consists of different items included in the statement of financial position and the statement of comprehensive income of the individual joint venture and associate, and some additional information for joint ventures that are material to the reporting entity.
31 In relation to individually immaterial joint ventures and associates, an entity is required to provide aggregate information about the carrying amounts of those investments and limited aggregate information about profit and loss and comprehensive income. 

32 IFRS 12 also aligns most of the disclosures for joint ventures and associates.
33 IFRS 12 requires less information about interests in joint operations than about interests in joint ventures, mainly because IFRS 11 requires a joint operator to account for assets and liabilities, income and expenses relating to its interest in a joint operation, in accordance with applicable IFRSs.
Venture capital organisations, mutual funds, unit trusts and similar entities including investment-linked insurance funds that have an interest in a joint venture or associate

34 IFRS 12 requires the same disclosures to be provided in respect to all associates and joint ventures, including those held by the venture capital organisations, mutual funds, unit trusts and similar entities including investment-linked insurance funds and measured at fair value. This is a change from existing IAS 28 Investments in Associates (IAS 28) and IAS 31, which require only specific limited disclosures when an entity is a venture capital organisation or a similar entity. 
35 This requirement is consistent with the IASB’s decision to remove the scope exclusion in the amended IAS 28 Investments in Associates and Joint Ventures (IAS 28 (2011)) and IAS 31 when it was replaced by IFRS 11.
When does IFRS 12 become effective?

36 IFRS 12 becomes effective for annual periods beginning on or after 1 January 2013. Earlier application is permitted. An entity is encouraged to provide information required by IFRS 12 early, without being compelled to comply with all the requirements of IFRS 12 or to apply IFRS 10, IFRS 11, IAS 27 Separate Financial Statements (IAS 27 (2011)) and IAS 28 (2011) at the same time. 
37 There are no specific transitional requirements. Therefore, in accordance with IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors, retrospective application is required.
Appendix 2
EFRAG’s TECHNICAL assessment of IFRS 12 against the endorsement criteria
In its comment letters to the IASB, EFRAG points out that such letters are submitted in EFRAG’s capacity of contributing to the IASB’s due process. They do not necessarily indicate the conclusions that would be reached by EFRAG in its capacity of advising the European Commission on endorsement of the definitive IFRS in the European Union and European Economic Area.

In the latter capacity, EFRAG’s role is to make a recommendation about endorsement based on its assessment of the final IFRS or Interpretation against the technical criteria for the European endorsement, as currently defined. These are explicit criteria which have been designed specifically for application in the endorsement process, and therefore the conclusions reached on endorsement may be different from those arrived at by EFRAG in developing its comments on proposed IFRSs or Interpretations. Another reason for a difference is that EFRAG’s thinking may evolve.
Does the accounting that results from the application of IFRS 12 meet the technical criteria for EU endorsement?
1 EFRAG has considered whether IFRS 12 meets the technical requirements of the European Parliament and of the Council on the application of international accounting standards, as set out in Regulation (EC) No 1606/2002, in other words that IFRS 12:
(e) is not contrary to the principle of ‘true and fair view’ set out in Article 16(3) of Council Directive 83/349/EEC and Article 2(3) of Council Directive 78/660/EEC; and 

(f) meets the criteria of understandability, relevance, reliability and comparability required of the financial information needed for making economic decisions and assessing the stewardship of management.

EFRAG also considered whether it had any evidence that it would not be conducive to the European public good to adopt IFRS 12.
Approach adopted for the technical evaluation of IFRS 12
2 EFRAG observes that some disclosures have been carried forward from existing IFRSs without a significant change and therefore do not need to be assessed in relation to the endorsement criteria. 
3 IFRS 12 extends the disclosure requirements about significant restrictions on a parent’s ability to access or use the assets and settle the liabilities of its subsidiaries. EFRAG notes that these requirements are not new, because existing IAS 27 already requires similar disclosures. In EFRAG’s view, this change should not significantly impact the quality of information provided and has therefore not been assessed in this appendix.
4 In performing its initial analysis, EFRAG focused on the impact of the requirements introduced by IFRS 12 that involve new elements to existing disclosure requirements. As explained in Appendix 1, IFRS 12 impacts the following areas:  
(g) unconsolidated structured entities;
(h) significant judgements and assumptions;
(i) interest in subsidiaries with material non-controlling interests;
(j) consolidated structured entities;
(k) interests in joint arrangements and associates; and
(l) venture capital organisations, mutual funds, unit trusts and similar entities including investment-linked insurance funds that have an interest in a joint venture or associate. 

5 EFRAG’s initial assessments of the disclosure requirements listed above are discussed in the paragraphs that follow.
6 EFRAG notes that although IFRS 12 requires more extensive and voluminous disclosure about interest in other entities, it requires entities to aggregate or disaggregate the disclosure such that useful information is not obscured. Furthermore, IFRS 12 puts an emphasis on the disclosure of material and significant items. EFRAG has conducted its initial assessment on the basis that entities will be able to aggregate information reasonably. However, EFRAG acknowledges that in some cases entities might face difficulties to aggregate data in a consistent and understandable manner, in particular when they hold numerous interests in other entities that are not homogeneous. EFRAG’s initial assessment is that if the disclosures are not aggregated in a reasonable manner and presented in a meaningful way, this would impact the relevance and understandability of financial reporting. 
7 To get evidence to support its initial assessment of IFRS 12, EFRAG considered the effect analysis published by the IASB, held meetings with the various groups of constituents and conducted field-testing activities. This is described in more detail in the document titled ‘Methodology of EFRAG’s Initial Assessments of IFRS 10, IFRS 11, IFRS 12, IAS 27 (2011) and IAS 28 (2011), which is issued as part of EFRAG’s invitation to comment on the five standards. The results of the various consultations have been reflected in this initial assessment of IFRS 12.

Relevance

8 Information is relevant when it influences the economic decisions of users by helping them evaluate past, present or future events or by confirming or correcting their past evaluations. 
9 EFRAG considered whether IFRS 12 would result in the provision of relevant information – in other words, information that has predictive value, confirmatory value or both – or whether it would result in the omission of relevant information.
10 In EFRAG’s view, the difference in the nature and risks that arise from interests in different types of investees is reflected in the disclosure requirements. Therefore, EFRAG has assessed relevance of information provided under IFRS 12, by conducting a separate assessment of the new requirements.
Unconsolidated structured entities
11 The relationships between a parent entity and its investees that are considered structured entities cover a wide spectrum. IFRS 10 provides new guidance on consolidation of structured entities. If an entity has the majority of voting rights or exposure to risks and rewards but does not have the ability to control (the power to direct the relevant activities of the investee) it should not consolidate an investee under IFRS 10. 
12 IFRS 12 provides a definition of a structured entity and requires an entity to disclose qualitative and quantitative information about the nature of its interest in unconsolidated structured entities which exposes an entity to risks. EFRAG notes that these new disclosure requirements were developed by the IASB to address users’ needs, particularly in light of the global financial crisis in 2008/09.
13 EFRAG notes that an entity’s involvement in transactions with a structured entity can, due to the special nature and designed purpose of the entity, expose that entity to different types of risks. EFRAG understands that users welcome a framework for disclosing information on structured entities that are not consolidated, to ensure that they have sufficient information to understand an entity’s involvement with those unconsolidated entities, including exposure to guarantees and commitments, potential losses and the impact on the entity’s performance. 

14 EFRAG also considered the disclosures an entity is required to provide when it has no interests in a structured entity at the end of reporting period, but may still be required to support the structured entity. In EFRAG’s view, the information is useful to users because, as a sponsor of that structured entity, the entity can remain exposed to risk including reputational or litigation risk and commitments for ongoing support.

15 Finally, EFRAG considered to what extent the disclosures required by IFRS 12 on interests in unconsolidated structured entities overlap with the disclosures already required by IFRS 7 Financial Instruments: Disclosures. EFRAG notes that IFRS 12 focuses on the nature of and risks associated with an entity’s interest in another entity, rather than on the specific risks arising from financial instruments, which is the focus of IFRS 7. Therefore, it could be argued that the IFRS 12 disclosures complement the disclosures required by IFRS 7, rather than duplicate them.
16 EFRAG notes that this requirement was developed in IFRS 12 specifically to address user concerns about information on off-balance sheet entities, and should result in a significant increase in transparency and useful information to users. 

Significant judgements and assumptions

17 The assessment of whether an entity controls, jointly controls or significantly influences another entity requires a degree of judgement that would generally depend on factors such as complexity of the transaction and ownership structure of the underlying investee. 
18 EFRAG notes that the main objective of this disclosure requirement is to develop a principle that requires an entity to disclose information about all significant judgements and assumptions made in determining the nature of its interest in another entity and the type (classification) of joint arrangement in which it has an interest.
19 EFRAG observes that IFRS 10 introduces a uniform consolidation principle and removes some of the existing ‘bright lines’. Therefore, more judgement will be required to assess control when an entity holds less than the majority of voting rights – for example when determining de facto control or whether an investment fund manager is acting as an agent or as a principal, to evaluate whether a fund manager controls the underlying fund. The level of judgement will be significant, particularly when the ownership structure of the investee is complex and involves investors that are widely dispersed. In these cases, the information about the facts and circumstances and the level of judgement and assumptions made to determine control over an investee, will be relevant for users to understand the consolidation decisions taken by entities. 
20 IFRS 12 also requires disclosures about significant judgements and assumptions in determining whether a joint arrangement under IFRS 11 is a joint operation or a joint venture. This assessment requires management to exercise a degree of judgement and consider all facts and circumstances to determine the classification of a joint arrangement, particularly when it is structured through a separate entity. In EFRAG’s view, it will be relevant for users to understand in which situations significant judgement has been exercised and the factors that support the classification decision.  
21 EFRAG notes that IAS 1 Presentation of Financial Statements already requires disclosure about significant judgements and assumptions made in applying the entity’s accounting policies that have a significant effect on the amounts recognised in the financial statements. However, EFRAG’s assessment is that the disclosure requirements in IFRS 12 are more focused on a principle about how an entity determines the nature of its interest in another entity or joint arrangement. Therefore, EFRAG considers that providing information about assumptions and judgement exercised that supports an entity’s assessment will be relevant to users. 
Subsidiaries with material non-controlling interests
22 IFRS 12 requires new disclosures in relation to subsidiaries with non-controlling interests (NCI) that are material to the entity. This requirement aims to address user concerns about the lack of information about NCI in relation to cash flows attributable to the shareholders of the parent entity and those attributable to the NCI.
23 In EFRAG’s view, the information will enable users to understand the composition of a group and how profits will be distributed among shareholders. Furthermore, the information will help users to identify the subsidiaries that hold debt, to assess the financial situation of a particular entity structure within the group and the ability to generate cash and to fund its commitments. 

24 For the reasons explained above, EFRAG’ initial assessment is that the expanded disclosures will be relevant to users and help address concerns about the lack of useful information in this area. 
Consolidated structured entities

25 IFRS 12 requires additional disclosures about consolidated structured entities that are not required for other non-structured subsidiaries. In particular, IFRS 12 requires an entity to disclose whether it is required, either through a contractual agreement or a special relationship (e.g. the entity being a sponsor), to provide support to a structured consolidated entity. EFRAG’s initial assessment is that this disclosure should be relevant for users in order to assess the risks associated with the interest in that entity, and the level of support provided by an entity to structured entities. 
26 Furthermore, EFRAG notes that this requirement refers to the provision of support by a parent or a subsidiary of the group to the consolidated structured entity. Those transactions are eliminated in the consolidated financial statements. 
Interests in joint arrangements and associates
27 IFRS 12 requires additional disclosure about an entity’s interests in joint arrangements (particularly joint ventures) and associates. The requirements focus mainly on joint ventures and associates that are material to the reporting entity, and require less detailed information for individually immaterial investments. The requirement aims to address concerns expressed by users about a lack of information regarding the nature and extent of risks associated with associates and joint ventures as well as the potential loss of information due to the elimination of proportionate consolidation for joint arrangements classified as joint ventures under IFRS 11. 
28 EFRAG understands that users want a more comprehensive breakdown of current assets and current and non-current liabilities (in particular, cash and certain financial liabilities) to help them understand the asset and debt position of joint ventures. Furthermore, users highlighted the need for more comprehensive information about amounts reported in statement of comprehensive income that would help them when valuing an entity’s investment in a joint venture that is accounted for under the equity method. The summarised financial information should be based on IFRSs and reconciled to the carrying amount of the investment in the reporting entity’s financial statements. In EFRAG’s view, the summarised financial information required for each joint venture and associate that is material to the reporting entity will address some of these needs, and enhance the relevance of information provided to users. In EFRAG’s view, the aggregation of information provided for individually immaterial associates and joint ventures that are accounted for under the equity method will alleviate concerns about excessive and too granular information. 
29 EFRAG notes that the summarised financial information required by IFRS 12 for each material associate is less detailed than for each material joint venture. In EFRAG’s view, significant influence is different from joint control. EFRAG’s initial assessment is that the additional information required for interests in joint ventures is appropriate because a joint venturer is generally more involved in the operations of a joint venture, and thus the level of information required by users is likely to be different.
30 IFRS 12 requires only limited disclosure in relation to interests in joint arrangements classified as joint operations, because in those cases the joint operator recognises assets, liabilities, revenue and expense that arise from its interest in the joint operation in accordance with all applicable IFRSs and provides all the disclosures required by IFRSs. It is therefore not necessary to require further information in IFRS 12 in relation to joint operations. 
Venture capital organisations, mutual funds, unit trusts and similar entities including investment-linked insurance funds that have an interest in a joint venture or associate
31 IFRS 12 requires the same information to be provided for interests in joint ventures and associates held by venture capital and similar organisations even, if these investees are accounted for at fair value in accordance with IAS 39 Financial Instruments: Recognition and Measurement. 
32 EFRAG considers that the summarised financial information for each material joint venture and associate will help users to obtain information that supports the fair value of the underlying investment. 
Conclusion

33 For the reasons explained above, EFRAG’s overall initial assessment is that IFRS 12 would result in the provision of relevant information, and therefore satisfies the relevance criterion.
Reliability

34 EFRAG also considered the reliability of the information that will be provided by applying IFRS 12. Information has the quality of reliability when it is free from material error and bias and can be depended upon by users to represent faithfully what it either purports to represent or could reasonably be expected to represent, and is complete within the bounds of materiality and cost. 
35 There are a number of aspects to the notion of reliability: freedom from material error and bias, faithful representation, and completeness. In EFRAG’s view, IFRS 12 does not raise any significant issues concerning freedom from material error and bias.
36 For the purpose of assessing reliability of information provided under IFRS 12, EFRAG has analysed separately the new disclosure requirements for all types of entities. Similar to its assessment on ‘relevance’, EFRAG’s initial assessment is that the difference in the nature and risks for interests in different types of entities is reflected in the disclosure requirements and, therefore warrants separate assessment.

Unconsolidated structured entities

37 The disclosure requirements about interests in unconsolidated structured entities required by IFRS 12 are new. An entity with an interest in a structured entity will often have the information (or some of the information) required in IFRS 12, if it is used for its internal risk management purposes or for compliance with regulatory reporting. 
38 However, EFRAG understands that some entities will not have all the information readily available to comply with all the requirements in IFRS 12 regarding unconsolidated structured entities, particularly when they are managed by other parties unrelated to the entity. In these cases, new processes or contractual agreements might need to be established to ensure the entity has access to the required information on a timely basis. Once entities have the processes in place, the initial concerns about reliability should diminish. 
39 EFRAG notes that the disclosures required when the reporting entity has no interest in a structured entity at the reporting date are limited, and refer mainly to the events that have taken place in the reporting period (for example, income received from the structured entity and carrying amount (at the time of transfer) of all assets transferred to the structured entity). Therefore, in EFRAG’s view, providing these disclosures should not cause significant issues with regard to the availability and reliability of information. 
40 EFRAG is concerned that the disclosure requirement about the ‘current intention’ to provide financial support to an unconsolidated structured entity is forward-looking information that might raise a reliability concern. However, this type of information is already required by IFRSs. For example IAS 37 Provisions, Contingent Liabilities and Contingent Assets already requires disclosure of information about uncertain future events (e.g. contingent liabilities) and the requirements in IFRS 12 should not be so exceptional that they would raise additional concerns about reliability. 
Significant judgements and assumptions

41 EFRAG notes that information about significant judgements and assumptions made in assessing control and significant influence, are already required under existing IFRSs, including IAS 1 Presentation of Financial Statements. Therefore, this requirement does not impose significant additional concerns with reliability.
Subsidiaries with material NCI
42 In EFRAG’s view, entities should have all or most of the information available in respect of subsidiaries with material NCI in preparing its consolidated financial statements. Therefore, the new requirement does not raise significant reliability concerns. 
Consolidated structured entities

43 IFRS 12 requires disclosures that did not exist previously. Entities that are obliged to provide financial support to consolidated structured entities, with or without having an obligation to do so, will be required to provide information in this respect. EFRAG notes that a similar type of forward-looking disclosure is already required in other IFRSs, for example IAS 37 Provisions, Contingent Liabilities and Contingent Assets requires an entity to provide information on contingent liabilities and provide estimates of its financial effects.
44 Therefore, EFRAG’s initial assessment is that the disclosure requirements regarding the nature of risks associated with an entity’s interests in consolidated structured entities should not cause significant issues with reliability of information.
Interests in joint arrangements and associates

45 IFRS 12 requires an entity to provide qualitative information and summarised financial information for each joint venture and associate that is material to the reporting entity.  
46 In EFRAG’s view, the qualitative information (name, place of business, activities) should be readily available, and would not lead to significant reliability concerns.

47 For joint ventures and associates accounted for under the equity method, the summarised financial information required by IFRS 12 should be based on the joint venture’s or associate’s IFRS financial statements and adjusted for group entries made at consolidation level. In addition, the standard requires the summarised financial information to be reconciled to the carrying amount of the investment in the reporting entity’s financial statements. 
48 For individually immaterial associates and joint ventures that are accounted for under the equity method, the information requirements are less detailed and an entity is required to provide aggregate information about the carrying amounts of those investments and limited aggregate information about profit and loss and comprehensive income. 
49 EFRAG understands that in some cases, entities will need to perform additional procedures and perhaps change the reporting structures to gather the required IFRS data for investments in joint ventures and associates. However, in EFRAG’s view, entities should have most of the required information and the requirements should not pose a significant reliability concern.
Venture capital organisations, mutual funds, unit trusts and similar entities including investment-linked insurance funds that have an interest in a joint venture or associate

50 IFRS 12 requires venture capital and similar entities that have interests in associates and joint ventures – that they measure at fair value and that are material to them – to provide the same type of information as required for other interests in associates and joint ventures.  

51 However, for associates and joint ventures measured at fair value, the reporting entity is not required to present summarised financial information based on IFRS numbers if those numbers are not available (or difficult to obtain) and is permitted to use another basis that it needs to disclose. Therefore, this requirement should not raise significant reliability concerns. 
Conclusion

52 Overall, EFRAG’s initial assessment is that the disclosures required by IFRS 12 satisfy the reliability criterion.
Comparability

53 The notion of comparability requires that like items and events are accounted for in a consistent way through time and by different entities, and that unlike items and events should be accounted for differently.
54 EFRAG has considered whether IFRS 12 results in transactions that are:

(a) economically similar being accounted for differently; or 
(b) transactions that are economically different being accounted for as if they are similar. 
55 EFRAG notes that the comparability of information provided by the disclosure requirement under IFRS12 is determined more by the provision of a general objective and aggregation guidance rather than specific disclosure requirements. For this reason, EFRAG decided to assess whether or not IFRS 12 meets the comparability criterion for the standard in its entirety.

56 The application guidance in IFRS 12 should help with consistent interpretation and application of the disclosure requirements. The standard prescribes a list of mandatory disclosures in some areas, and provides examples of additional disclosures. 
57 EFRAG notes that some terms remain undefined in IFRS 12 (for example, ‘sponsor’, ‘financial support’, ‘size of a structured entity’) which could result in inconsistent interpretations of the underlying terms and affect comparability of information. However, in EFRAG’s view, the objectives of IFRS 12 was clearly laid out in the standard, and through discussions with group entities and peers, entities will be able to develop definitions that are consistent with IFRS 12’s objectives and mitigate potential loss of comparability within and between entities in the initial year(s) of implementation, while getting familiar with the requirements.
58 As discussed earlier, some of the existing disclosure requirements are new, for example existing IFRSs do not require disclosure about an entity’s involvement in unconsolidated structured entities. The lack of guidance has led to divergence in practice and inconsistencies in the information provided in the notes to the financial statements in relation to risks associated with those entities. In EFRAG’s view, the new set of disclosure about interests in unconsolidated structured entities should improve the comparability of information between entities. 
59 IFRS 12 requires similar disclosures for interests in all joint ventures and associates that are material to the reporting entity, regardless of whether they are held by venture capital and similar organisations or by other investors. This is a change from existing IFRSs, which require only limited disclosures when an entity is a venture capital organisation or a similar entity. The objective of IFRS 12 is to set out a single source of guidance for all disclosure requirements for an entity’s interests in subsidiaries, joint arrangements, associates and unconsolidated structured entities. In EFRAG’s view, the disclosures in IFRS 12 have been developed as a package, which should promote consistency and coherence of the requirements thereby comparability of financial reporting. 
Conclusion

60 EFRAG’s overall initial assessment is that IFRS 12 satisfies the comparability criterion.
Understandability

61 The notion of understandability requires that the financial information provided should be readily understandable by users with a reasonable knowledge of business and economic activity and accounting and the willingness to study the information with reasonable diligence.
62 Although there are a number of aspects to the notion of ‘understandability’, EFRAG believes that most of the aspects are covered by the discussion above about relevance, reliability and comparability.
63 EFRAG has noted that the understandability of information provided under IFRS 12 is determined more by the provision of a general objective and aggregation guidance rather than by specific disclosure requirements. For that reason, EFRAG decided to assess the understandability criterion of IFRS 12 in its entirety.

64 As mentioned under ‘comparability’, one of the objectives of IFRS 12 is to integrate in one standard all disclosure requirements for interests a reporting entity has in other entities, including unconsolidated structured entities. 
65 EFRAG notes that IFRS 12 sets out a clear objective for all disclosures required, which is to enable users to evaluate the nature of and risks associated with its interests in other entities, and to assess the effects of those interests the financial position, financial performance and cash flows.
66 IFRS 12 requires an entity to consider the level of detail necessary to satisfy the disclosure objective and to aggregate or disaggregate disclosures, so that useful information is not obscured by either inclusion of voluminous insignificant detail or the aggregation of items that have different characteristics. IFRS 12 provides examples of aggregation criteria and requires the entity to disclose how it has aggregated the information. 
67 EFRAG observes that IFRS 12 requires more comprehensive disclosures in some areas (e.g. interests in unconsolidated structured entities, summarised financial information about interests in subsidiaries with material NCI, material joint ventures and material associates). In EFRAG’s view, as already explained in paragraph 7 above, if the new voluminous disclosures are not aggregated in a reasonable manner, and provided in a meaningful way, this could impact understandability of financial reporting. It could be the case, when an entity has numerous investments that are not homogeneous, in which case it cannot aggregate the information. 
Conclusion

68 For the above reasons, EFRAG’s overall initial assessment is that IFRS 12 satisfies the understandability criterion.

True and Fair

69 EFRAG initial assessment is that the information resulting from the application of IFRS 12 would not be contrary to the true and fair view principle.
European public good

70 EFRAG is not aware of any reason to believe that it is not conducive to the European public good to adopt IFRS 12.
Conclusion
71 For the reasons set out above, EFRAG’s initial assessment is that IFRS 12 meets the technical criteria for EU endorsement and EFRAG should therefore recommend its endorsement.
Appendix 3

EFRAG’s evaluation of the costs and benefits of IFRS 12
1 EFRAG has also considered whether, and if so to what extent, implementing  IFRS 12 Disclosure of Interests in Other Entities in the EU might result in incremental costs for preparers and users, and whether those costs are likely to be exceeded by the benefits to be derived from its adoption.
Approach adopted 
2 EFRAG notes that a significant change resulting from the development of this standard is that it requires entirely new disclosures in some areas (unconsolidated structured entities) and more comprehensive disclosures in other areas (interests in subsidiaries, joint arrangements and associates), while some disclosures have been largely carried forward from existing IFRSs without a significant change.
3 In performing its initial analysis, EFRAG focused on the impact of the disclosures required by IFRS 12 in the following areas: 
(a) Unconsolidated structured entities;
(b) Significant judgements and assumptions;
(c) Interest in subsidiaries with material non-controlling interests (NCI); 
(d) Consolidated structured entities;
(e) Interests in joint arrangements and associates; and
(f) Venture capital organisations, mutual funds, unit trusts and similar entities including investment-linked insurance funds that have an interest in a joint venture or associate. 
4 To gather additional evidence on the costs and benefits of implementing the changes described above, EFRAG considered the effect analysis published by the IASB, held meetings with the various groups of constituents and conducted field-testing activities. This is described in more detail in the ‘Methodology of EFRAG’s Initial Assessments of IFRS 10, IFRS 11, IFRS 12, IAS 27 (2011) and IAS 28 (2011)’. The results of the various consultations have been reflected in this initial evaluation of the costs and benefits of IFRS 12.
Costs for preparers
5 The significance of the costs to preparers of implementing IFRS 12 will depend largely on the volume of investees including joint ventures and associates and whether they are considered to be structured entities (special purpose entities) and involve complex ownership structures and contractual terms. 
One-off costs
Reading and understanding IFRS 12 

6 Preparers will incur one-off costs to read and understand the new requirements and to train their employees accordingly. 

7 EFRAG notes that although IFRS 12 already includes a number of definitions of the terms used in the standard, some terms have not been defined (for example, a ‘sponsorship’, and ‘size’ of a structured entity). EFRAG believes that the lack of guidance on some undefined terms may cause some preparers to incur additional one-off costs.
Aggregation of data

8 IFRS 12 emphasises that information should not be obscured by excessive detail and should be presented in a structured and understandable way. The objective is to provide information to users in a meaningful way, in which items with similar characteristics are aggregated and vice versa. 
9 EFRAG acknowledges that aggregating data in a meaningful and understandable way will not always be an easy task and it will require time and effort to aggregate the information. The overall difficultly will depend on the number of investees under consideration, the complexity of the structures and arrangements that an entity is involved with, and whether they have similar characteristics. The effort could be significant when applying IFRS 12 for the first time. 
10 EFRAG observes that IFRS 12 provides guidance on how an entity should aggregate the data and clarifies that materiality is a key point of focus. The focus on ‘materiality’ is expected to bring relief to preparers in respect of developing a consistent and understandable pattern of aggregation policies for items that have similar characteristics. 
11 Overall, EFRAG’s initial assessment is that the costs of developing aggregation policies that are relevant to their business model and consistent with the standard’s objectives should not be significant. 

Collecting of information, systems and processes modifications

12 The new and more comprehensive disclosure requirements in IFRS 12 may require preparers to adjust or change current systems and reporting processes, to obtain the respective information. The related costs are discussed below.
Unconsolidated structured entities

13 EFRAG understands that one of the main costs of implementing IFRS 12 relates to the requirements about unconsolidated structured entities. These are new requirements that will result in initial costs of adjusting and changing financial systems and existing processes to produce the information the first time. For example, preparers may need to modify their systems in order to be able to track its transactions with structured entities. Furthermore, entities will incur analysis costs to review their interests in other entities, and conclude on whether they satisfy the definition of a ‘structured entity’ under IFRS 12. For some preparers these costs will be significant. 
14 However, EFRAG notes that some of the required information is likely to be already collected for purposes other than the financial statements (for example, risk management purposes, regulatory requirements and investors’ relations). In some cases, the information might need to be converged with IFRS, which will result in costs for preparers. In other cases, a preparer may have limited access to the information, in particular when the structured entity is managed by other parties.
15 EFRAG’s initial assessment is that one-off costs of modifying systems and processes to collect and process the required information about unconsolidated structured entities are expected to be significant for some entities. Preparers in the insurance and banking industry having numerous interests in structured entities are likely to be affected most.
Subsidiaries with material non-controlling interests

16 In EFRAG’s view, the information necessary to meet the disclosure requirements about interests in subsidiaries with material NCI, which are currently consolidated, should be mostly available and it is unlikely to result in significant year-one costs for preparers. 
17 However, in respect to the structured entities which will be consolidated for the first time under IFRS 10, collecting of information for the disclosure purposes might require more effort and result in additional costs. This is expected to be the case for some companies with interests in funds that were not consolidated under current standards, but that will be consolidated under IFRS 10 as a result of the new requirements on de-facto control and agent-principal relationships.
Interests in joint arrangements and associates

18 Some preparers may need to establish new processes and enhance their systems to be able to collect and process the summarised financial information required for interests in joint ventures and associates considered to be material to the reporting entity. EFRAG’s initial assessment is that these costs are not expected to be significant for most preparers, because in number of cases this data is already collected either to apply the equity method or proportionate consolidation under existing IFRSs, or for management reporting purposes (or both). 
19 However, those costs may be significant for some venture capital and similar organisations, as the disclosure requirements are new and the respective data might have been collected before. For preparers that use the equity method to account for jointly controlled entities (IFRS 11 joint ventures) and for associates, the required IFRS data may not be readily available and they will incur some initial costs to implement this requirement.  
Disclosure about significant judgements and assumptions

20 The introduction of a uniform principles-based consolidation model in IFRS 10 and the classification of joint arrangements in IFRS 11 have resulted in an increase in the level of judgement and assumptions applied when determining control, joint control and classification of a joint arrangement. For most preparers, this cost is likely to be insignificant. However, for preparers involved in more complex relationships with investees the requirement may entail some significant costs to set up reporting systems to produce the required information. 
Transition requirements

21 IFRS 12 shall be applied for annual periods beginning on or after 1 January 2013, with earlier application being permitted. As there are no specific transition requirements set out in IFRS 12, IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors applies and retrospective application is required. 

22 EFRAG’s initial assessment is that in relation to the disclosure requirements about interests in consolidated subsidiaries, and interests in joint ventures and associates, the transition itself will not result in significant incremental costs to preparers. However, some preparers may find it challenging to apply some of the disclosure requirements retrospectively, in particular:

(a) The disclosures for unconsolidated structured entities will require an entity to identify whether, before applying IFRS 12, it had (has) interests in entities that meet the definition of structured entities. 

(b) The disclosures for interest in subsidiaries’ with material non-controlling interests that are currently not consolidated (for example investment funds). 
(c) The disclosures required by venture capital organisations, mutual funds, unit trusts and similar entities that have interests in a joint ventures or associates measured at fair value are mainly new requirements as these entities provide only limited disclosures under existing IAS 28 and IAS 31. 
Ongoing costs
23 Similar to EFRAG’s initial assessment on one-off costs of implementing IFRS 12, the significance of ongoing costs will depend on the volume of investees, and the nature and complexity of an investee. EFRAG notes that due to the new and expanded disclosure requirements entities will incur additional recurring costs to collect and process the data. 
24 EFRAG’s initial assessment of ongoing costs is discussed below.  
Unconsolidated structured entities
25 EFRAG notes that some information required by IFRS 12 is already being collected for risk management purposes and compliance with regulatory requirements. However, EFRAG acknowledges that the data gathered for other purposes might not be in the format needed to satisfy IFRS 12 disclosure requirements, and result in ongoing costs to preparing at each reporting period. 
26 However, the main difficulty in providing the disclosures on unconsolidated structured entities is the scope of the requirements and the potential difficulty in obtaining some of the information. Moreover, for all new transactions preparers will need to perform the assessment on whether they represent an interest in a structured entity.
27 EFRAG observes that the disclosures about interests in unconsolidated structured entities are quite extensive, and preparers might be required to invest time and effort to aggregate the data in a meaningful way. 
28 The requirement to provide disclosures about unconsolidated structured entities is expected to affect mostly large financial institutions, particularly banks and insurance companies. In EFRAG’s view, the ongoing costs are likely to be higher for these preparers. Overall, EFRAG believes that over time, ongoing costs will decrease as preparers conform and automate their reporting systems to more easily produce the required information. 
Significant judgements and assumptions

29 As explained above in ‘one-off’ costs, compiling disclosures about the significant judgement and assumptions is largely a one-off exercise. However, EFRAG acknowledges that the preparers will need to update the disclosure when the facts and circumstances change and for new investments. 
30 EFRAG’s initial assessment is that ongoing costs of updating the disclosure about significant judgements and assumptions will not be significant.
Subsidiaries with material non-controlling interests (NCI)
31 EFRAG thinks that the information required by IFRS 12 about subsidiaries with material NCI is already collected for consolidation purposes, and can be easily reproduced from the available financial data. EFRAG notes that preparers having interests in numerous subsidiaries with material NCI – that were previously not consolidated – will need to make some additional effort to aggregate the information. Overall, EFRAG’s initial assessment is that the ongoing costs of aggregating the data and providing this disclosure are not expected to be significant for most preparers. 
Consolidated structured entities

32 Preparers with interests in consolidated structured entities would need to review their contracts with structured investees to establish whether they have contractual arrangements that would require them to provide financial support to those entities. Some preparers may find this requirement challenging particularly if they have interests in numerous consolidated structured entities which they need to ‘maintain’, and also if they regularly invest in such structures. 

33 EFRAG notes that some of the information is already collected for risk management purposes, regulatory requirements and communication with investors and does not expect the cost to gather and process the data on an ongoing basis to be significant.

Interests in joint arrangements and associates

34 EFRAG notes that in some cases the requirement to disclose summarised financial information for every material joint venture and associate will to need to be collected solely for the purpose of providing the disclosure under IFRS 12. In EFRAG’s view, while some companies already collect all (most) of this information (and their cost to report it would be low), other companies will incur additional ongoing costs of gathering and processing the information.
35 EFRAG understands that an operational difficulty, and an increase in costs, might arise when: 

(a) The information available is not based on IFRS.

(b) Information will need to be audited (when previously it was not because it was not required for the IFRS consolidated accounts).

(c) In some jurisdictions, it may be difficult to access the information, because under local legislation, investors may not be allowed to disclose data about the investees that is not yet published.

(d) The requirement to provide a reconciliation of the data in the summarised financial information (of the joint venture or associate) to the carrying amount of the investment.
Venture capital organisations, mutual funds, unit trusts and similar entities that have an interest in a joint venture or associate
36 In EFRAG’s view, the ongoing costs to collect and process the data to implement the disclosure requirements are likely to be higher for venture capital organisations or similar entities that have material interests in numerous joint ventures and associates. However, in EFRAG’s view the number of preparers affected will be relatively limited.
Costs for users

37 EFRAG has carried out an initial assessment of the cost implications for users resulting from implementing IFRS 12.
38 Users will need to understand why the numbers in the financial statements are different and what this means when performing their analysis. Considering the significance of the change and the increase in the information provided in the notes, in some cases detailed changes to the models will be needed, and therefore the one-off costs are expected to be significant for users.
39 However, users are expected to benefit from the significant ongoing cost savings, because they will not need to undertake alternative procedures to collect relevant information that was previously not made available in the financial statements. 

40 The ongoing costs of analysing the additional disclosure are not expected to be significant for users, as the entities are required to aggregate the data and provide it in the meaningful way. However, if entities do not aggregate the data in a meaningful way, users may need to spend more time and effort to search for relevant information and this will lead to higher ongoing costs for them.
Benefits for preparers and users

41 EFRAG has carried out an initial assessment of the benefits for users and preparers resulting from implementing IFRS 12.
Preparers
42 EFRAG notes that the new disclosures about an entity’s involvement with unconsolidated structured entities and the expanded disclosure about the nature and extent of risks associated with an entity’s interests in other entities, will improve financial reporting. Hence, it will enhance communication and user confidence which is likely to lead to a decrease in the cost of capital. 

Users

43 IFRS 12 has been developed primarily to address concerns expressed by users who have indicated their dissatisfaction with the lack of information for unconsolidated structured entities, fragmented information and lack of transparency about NCI (how cash flows will be distributed to the shareholders of parent and which part is attributable to non-controlling interests) and requested additional information about interests in associates and jointly controlled entities. 
44 In EFRAG’s view, the more comprehensive disclosures will help users to understand the nature and extent of risks associated with an entity’s interests in other entities. Furthermore, EFRAG notes that the information should be easier to find as it will be presented in the notes to the financial statements, even if some of the information is already presented outside the financial statements on a voluntary basis. This will enhance relevance and understandability of information. Comparability will also be enhanced by harmonising the way information is presented. Under IFRS 12 all entities will be required to provide the same disclosures for the same types of investees they are involved with. 
45 To summarise:
(a) Disclosure of an entity’s interests in unconsolidated structured entities will allow users to assess and understand the nature and extent of risks to which an entity is exposed and the extent to which its financial and investment activities are dependent on the transactions with the structured entities. 
(b) Disclosure of significant judgements and assumptions will enable users to understand significant judgements and assumptions made by an entity when deciding how to recognise and account for its involvement with another entity.
(c) Disclosure of an entity’s interests in subsidiaries with material NCI will provide users with information about a group’s composition and will enable them to assess the impact of NCI on the group (for example restrictions on transfer of assets and funds and minority protection rights) and cash flow distributions to the ultimate shareholders. 
(d) Disclosure of an entity’s interests in consolidated structured entities provides users with information about how the entity makes use of the resources and whether some of resources are allocated to provide financial support to consolidated structured entities.
(e) Disclosure of an entity’s interests in joint arrangements and associates will provide users with an understanding of the relationship an investor has with joint arrangements and associates and the extent of the activity carried out through joint arrangements. The expanded disclosure will inform users about the investee’s debt position, profitability for each material joint venture and associate. The same information will be disclosed for all material joint ventures and associates, which is likely to improve comparability and consistency in the financial reporting and therefore facilitate user analysis. 

Overall conclusion

46 EFRAG’s initial assessment is that IFRS 12 is likely to result in one-off and ongoing costs for preparers. The one-off costs are likely to be significant for some preparers, mainly those with interests in numerous structured entities, joint ventures and associates, and particularly when getting access to the required information is difficult. 
47 The ongoing costs of providing the disclosures are unlikely to be significant in most cases, once preparers are acquainted with the new requirements and have adopted their systems and processes to implement the requirements. 
48 EFRAG’s initial assessment is that the IFRS 12 is likely to result in significant 
one-off costs for users (particularly in those cases where detailed changes to their models are needed) and in cost savings on an ongoing basis.
49 EFRAG’s initial assessment is that preparers are likely to benefit from implementing IFRS 12, as the standard requires the provision of more robust disclosures about nature and extent of risks an entity is exposed to, and as such, improve financial reporting and communication with users.
50 EFRAG’s initial assessment is that IFRS 12 will bring significant long term benefits to users.
51 Taken together, EFRAG’s initial assessment is that the overall benefits of enhanced financial information resulting from IFRS 12 are likely to outweigh the costs involved.
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