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METHODOLOGY OF EFRAG’S INITIAL ASSESSMENTS OF 
IFRS 10, IFRS 11, IFRS 12, IAS 27 (2011) and IAS 28 (2011) 
Objective
1 This paper provides a description of methodology adopted in gathering feedback from constituents to support EFRAG’s initial assessment of IFRS 10, IFRS 11, IFRS 12, IAS 27 (2011) and IAS 28 (2011) referred later in this document as ‘the Standards’.
Methodology

2 To obtain evidence to support its initial assessment of the Standards, EFRAG considered the effects analyses published by the IASB, held meetings with various groups of constituents and conducted field-tests. 

EFRAG’s initial consultations
3 EFRAG sought feedback from different groups of constituents, including preparers, auditors and users to obtain a more comprehensive understanding of costs and benefits of implementing the new requirements. 

4 EFRAG discussed IFRS 10, IFRS 11 and IFRS 12 with its Insurance Accounting Working Group (IAWG) to understand how the new standards affect insurers. IAWG members indicated that the main impact on insurers resulted from the requirements on de facto control, agent/principal relationships, structured entities and disclosures. They also noted that the investment entity consolidation exemption proposed by the IASB would affect insurers. 

5 To gather feedback from banks and assets managers, EFRAG discussed the requirements of IFRS 10, IFRS 11 and IFRS 12 with its Financial Instruments Working Group (FIWG). The FIWG focused on the requirements set out in IFRS 10 and IFRS 12 in the context of investment structures that are common in the financial services industry. 

6 EFRAG also discussed the new proposals with the representatives of users during the September 2011 meeting of its User Panel, in order to understand users’ views on the new requirements. 

7 To gather feedback from the audit profession, EFRAG held a workshop in July 2011 with audit firms to discuss IFRS 10, IFRS 11 and IFRS 12.

The IASB effect analyses 
8 The IASB published two reports that address effects of the Standards, namely: ’Effect analysis IFRS 11 Joint Arrangements and disclosures for joint arrangements included in IFRS 12 Disclosure of Interests in Other Entities’, and ‘Effect analysis IFRS 10 Consolidated Financial Statements and IFRS 12 Disclosure of Interests in Other Entities’, in July and September 2011 respectively.
9 In its effect analyses, the IASB explains the process and the rationale underlying its assessments. The IASB clarifies that: 

(a) the evaluations of costs and benefits are necessarily qualitative, rather than quantitative, given the inherent difficulties in quantification;
(b) the effect analyses look only at the likely effects on preparers and users, but not on other parties, notably auditors;
(c) the effect analyses are based on the likely effects of the new requirements. The actual effects will not be known until the new requirements have been applied; and
(d) the effect analysis on IFRS 10 and related disclosure requirements in IFRS 12, has a transactional focus and is based on existing fact patterns. It demonstrates existing problems and how IFRS 10 addresses those problems. 
10 The IASB further explains that the effect analyses also considered: 

(a) the perceived benefits of preparers developing the information that users had to develop themselves; 
(b) the benefit of better economic decision-making as a result of improved financial reporting; and 
(c) the advantageous economic effects on some entities and the disadvantageous effects on others. 
11 The IASB’s effect analysis on IFRS 10 and the related disclosure requirements in IFRS 12, found the following three areas to represent the highest costs and benefits:

(a) improved disclosure requirements – the IASB notes that IFRS 12 provides comprehensive disclosure requirements about a reporting entity’s interest in other entities. They believe that this would address many of the criticisms about the lack of disclosure in this area. The new information would help users to evaluate the nature of, and risks associated with, a reporting entity’s interest in other entities and the effects of those interests on its financial position, financial performance and cash flows;  
(b) control assessment – IFRS 10 more clearly articulates the principle of control so that it can be applied to all investees. It defines control as consisting of three elements: power, exposure to variable returns and the investor’s ability to use power to affect its amount of variable returns. IFRS 10 describes the new elements in detail. The standard also includes application guidance to illustrate the new elements; and
(c) transition requirements – IFRS 10 requires the new elements of control to be applied retrospectively. IFRS 10 contains simplified transition provisions for cases when it would be impracticable to measure or obtain the information required to apply the requirements retrospectively. 
12 The IASB’s effect analysis on IFRS 11 and the related disclosure requirements in IFRS 12 found that the following three areas represent the highest costs and benefits:

(a) classification of type of joint arrangements – the costs in this area will include education and training costs and higher preparation costs related to the analysis of joint arrangements. The IASB is of the view that the extensive application guidance in IFRS 11 will mitigate those costs. Moreover, the IASB believes that the new classification guidance for joint arrangements will lead to increase in comparability, usefulness, verifiability, understandability and consistency of financial reporting;
(b) transition provisions – the transition requirements might require an entity to incur costs to adapt financial systems and internal procedures; however, the transitional provisions have been simplified in IFRS 11 and the entities are not required to remeasure underlying assets and liabilities on transition; and
(c) additional disclosures – the IASB noted that additional disclosures under IFRS 12 would lead to additional costs for preparers but they are expected to result in increased credibility and usefulness of entities’ financial data. 
13 EFRAG discussed the IASB’s effect analyses in its September 2011 meeting. Although it thought that some of the evidence was useful, it decided that the effect analyses provided insufficient detail for the purposes of developing an endorsement advice. 

14 Therefore, EFRAG decided to conduct field-tests of the new requirements with companies from different industries and countries to understand better the implementation issues that might arise from the Standards. 
EFRAG’s field-tests

15 The field-tests of the new requirements in IFRS 10, IFRS 11 and IFRS 12 were conducted by EFRAG staff from September to November 2011, in partnership with the staff from some European National Standard Setters. This section explains the methodology adopted in those field-tests.
16 EFRAG staff invited companies to participate in the field-tests via a news item on EFRAG’s website. In addition, a separate email was sent to National Standard Setters asking them to help identify participants. All companies that requested to participate in the field-tests were included in the study.

17 The field-tests was conducted by way of a questionnaire that participants were asked to complete. For the field-tests, EFRAG staff prepared two separate questionnaires; one for IFRS 10 and the related disclosures in IFRS 12 and another for IFRS 11 and the related disclosures for joint arrangements in IFRS 12. 

18 Participants were asked to review the main changes introduced by IFRS 10, IFRS 11 and IFRS 12 and to apply the new requirements to a representative sample of their investees (i.e. a selection of investees that are reflective of the range of interests that the participant holds) and their joint arrangements (i.e. a selection of joint arrangements that are reflective of the various structures and types of joint arrangements they are involved with). 

19 In both questionnaires participants were asked to report any implementation and operational issues that they experienced in applying the new requirements.
20 EFRAG staff received overall 53 questionnaires (27 on IFRS 10 and 26 on IFRS 11) from the companies operating in various industry classes and in different countries. After receiving the completed questionnaires, EFRAG staff analysed them and, where necessary, contacted participants by email or phone to obtain further clarifications. The feedback reports on the results of the field-tests were presented to EFRAG TEG members and representatives of European National Standard Setters on the joined meeting of EFRAG TEG and Consultative Forum of National Standard Setters (CFSS) in December 2011. 

21 Participants in the field-tests provided information to EFRAG staff on the condition that the information was kept confidential. Therefore, the reports generated from the field-tests have been written in such a way that no individual company or person could be identified. Instead, participants were identified by a number (e.g. Company 1), which should enable the reader to understand the overall response of individual participants. 
22 The results of the field-tests were considered by EFRAG in developing its draft endorsement advices and effect study reports on the Standards. EFRAG’s draft endorsement advices and effect study reports do not refer directly to the results of the field-tests, but rather incorporate the arguments and issues identified by participants. However, the feedback statements on the field-tests of IFRS 10, IFRS 11 and IFRS 12 were published on EFRAG’s website.
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