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7 November 2014

Dear Mr Millerot,

I write to you regarding the public consultation on the impact of International Financial
Reporting Standards (IFRS) in the EU. BUSINESSEUROPE strongly supports the use
of IFRS in Europe and shares the aspiration that IFRS should become the globally
accepted set of accounting standards. These standards have proved to be beneficial
by increasing the transparency of companies’ financial positions and performance, not
least by enhancing the comparability and overall quality of financial information across
many jurisdictions.

We believe that the adoption of IFRS for use in the EU has achieved its primary aim of
achieving a “level playing-field” for European listed companies, both in European and in
global capital markets. Members have noted that access to capital has been facilitated
by this and international acquisitions have been simplified. The abolition by the SEC of
the requirement to reconcile to US GAAP has been a notable contribution to this for
European companies registered on US Stock Exchanges.

We think that the European endorsement mechanism has functioned well since the
adoption of IFRS. We think that the current “standard-by-standard” adoption procedure
should be maintained and support EFRAG’s continuing to be the coordinator of the
European views on accounting matters. However, we also think that Europe’s capacity
to influence significantly the IASB must be enhanced in order to ensure that European
interests are not adversely affected by new or amended standards. In this respect we
welcome the evolution of the constitution of EFRAG that is currently underway and
trust that this will lead to much earlier intervention in the IASB’s process on an
authoritative basis so that difficulties can be avoided at the endorsement stage.

Following on from the above, we think that the requirement that an IFRS must be
“favourable to the public good in Europe” is an important issue, since this concept is
very vague and can therefore be interpreted and used in different and very contrasting
ways in accordance with the intentions of the interested party, although admittedly this
has not yet been the case. We agree therefore with Mr. Maystadt that this criterion
needs to be clarified, but we think that the two components he suggests (those of not
endangering financial stability and not hindering economic development) are also
vague and we do not know what the implications of these would be. Some of our

AV DE CORTENBERGH 168 BUSINESSEUROPE a.i.s.bJ. TEL*32(0)2 2376511
BE-i 008 BRUSSELS FAX *32(0)2 231 1445
BELGIUM E-MAIL MAIN@BUSINESSEUROPE.EU
VAT BE 863 418 279 VVWVVBUSINESSEUROPE EU EU Transparency regisle, 3978240953-79



BUSIN ESSEU ROPE
• •i

member federations are concerned that adding these criteria could increase the
likelihood of non-endorsement of standards whilst others believe that these additions
could be helpful to explain better the existing endorsement criteria. There is a need for
Europe to have a genuine and frank debate about what the intention is with regard to
maintaining control over its accounting standards and then to clarify the endorsement
process and criteria accordingly. This would not only help European constituents to
understand their role and the stakes in the process, but would also probably help the
IASB to work with Europe in the interests of all.

Our members were generally very satisfied with the body of IFRS that was adopted in
2005. We are less satisfied with the way IFRS has evolved since 2005. While two of
the major projects are generally perceived to have been necessary (Insurance and
Impairment of Financial Instruments), we have not been convinced of the justification
for, or the approach taken to, the Revenue Recognition and Leases projects. Although
the IASB listened to criticism of the direction taken in the former project and has now
produced an IFRS that most now find acceptable, the latter project will, in the view of
most members, be significantly flawed if it results in a standard that causes great
upheaval but is not simple to apply, conceptually sound and fully converged between
IFRS and US GAAP. Indeed, as a general comment, we have been very disappointed
by the limited success of the IFRS — US GAAP convergence initiative.

We think that the IASB should take on projects only when it has clearly identified the
problem, should adhere closely to a sound Conceptual Framework and should
endeavour to minimise the changes necessary from current standards. We believe
that there is still a high level of fatigue amongst constituents as a result of the volume
of proposals that the IASB produces. There is a risk that this will lead to a lower level
of scrutiny of projects from constituents and a consequential risk of new standards not
being fully suitable for their purpose. In our view, the IASB must further develop an
effective and objective procedure for evaluating the potential impact of changes and
their benefit before imposing them. Recent developments in the agenda-setting
process have been encouraging in this regard, but there is still scope for improvement.

In respect of disclosures under IFRS: both users and preparers alike seem to agree
that the volume of disclosure has reached a level where it is detrimental to the clarity of
the notes and an unacceptable burden to preparers. This situation brings with it the
risk that the user finds it almost impossible to identify crucial information in the mass of
data (one can no longer “see the wood for the trees”), but also that the preparer finds it
difficult to assure the quality of the information provided on a timely basis. We are
therefore pleased that the IASB has responded to this situation and hopeful that the
“Disclosure Initiative” will produce a significant rationalisation.

We think it is important that European regulators and their coordinating authority
(ESMA) do not take a heavy-handed approach to enforcement which could put
European companies at a disadvantage compared with competitors in other
jurisdictions. IFRS is a principle-based body of accounting standards which has its
own standard setter — the IASB - and its own interpretations mechanism. We suggest
that neither ESMA nor the regulators it coordinates should set themselves up as
interpreting authorities but restrict their roles to the harmonisation of their approach to
enforcement focusing on the pursuit of material omissions and transgressions.
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Lastly, regarding non-GAAP measures, these are a necessary tool of communication
for some entities to employ when their business model is not appropriately represented
by accounting standards which are by design non industry-specific. It is, however,
important that such measures are accompanied by full explanation. The use of non
GAAP measures might decrease if IFRS were to adopt an approach that gave more
consideration to the various forms of the business activity and provide entities with the
tools to depict them in a relevant way.

We remain at your disposal should you wish to discuss this subject further.

Yours sin e’r y,

JerOme P. Chauvin
Deputy Director General
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