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FEE

The Fédération des Experts Comptables Européens (FEE) is the representative organisation for the
accountancy profession in Europe. FEE’s membership consists of 44 professional institutes of
accountants from 32 countries. FEE member bodies represent more than 500,000 accountants in
Europe.

Purpose of this Comment Paper

Due to timing differences in endorsement or due to EC decisions not (yet) to endorse certain (parts of)
IFRSs or IFRIC interpretations the situation may arrive whereby “endorsed IFRSs” deviate from full
IFRSs.

In April 2005, FEE published a Discussion Paper on Reporting Issues in relation to Endorsed IFRS
and Possible Implications for the Audit Report with a view to addressing the various issues at stake,
demonstrating their complexity and to stimulate debate on these issues at European and global level:

« How should the financial reporting framework be referred to in the accounting policies in the
notes to the financial statements?

«  When the company also complies with full IFRSs, should it refer to this fact?

« How should the framework be described in the audit report? Can there be a difference in
description compared to the reference to the financial reporting framework in the accounting
policies?

«  Would the reference to the European financial reporting framework have a clear meaning outside
the EU?

The complete April 2005 Discussion Paper is attached as an Appendix to this Analysis.

This Paper provides an analysis of the responses received to the questions in the Discussion Paper and,
where possible, recommendations have been developed based on the comments received and on
further reflections within FEE since the publication of the Discussion Paper. The summary of the
responses is by nature condensed and should be read in connection with the individual responses
quoted in the paper. The comments received are quoted directly, but sometimes not in full’. In case
there were no specific responses, the commentator has not been mentioned for a particular question.

1 The full text of the comment letters is available from the FEE Secretariat.
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In alphabetical order, comments were submitted by?:

Auditing Practices Board (APB) (UK)

CESR-Fin®

Chamber of Auditors of the Czech Republic (KACR) (Czech Republic)
Compagnie Nationale des Commissaires aux Comptes (CNCC) — Conseil Supérieur de I’Ordre
des Experts-Comptables (CSOEC) (France)

Deloitte Touche Thomatsu

Den norske Revisorforening (Norway)

EFRAG

Ernst & Young

Estonian Board of Auditors (Estonia)

Foreningen af Statsautoriserede Revisorer (FSR) (Denmark)

Institut der Wirtschaftsprufer (IDW) (Germany)

Institut des Réviseurs d’Entreprises (IRE) (Belgium)

Institute of Chartered Accountants of Scotland (ICAS) (UK)

Instituto de Censores Jurados de Cuentas de Esparfia (ICJCE) (Spain)
KPMG

London Society of Chartered Accountants (LSCA) (UK)

National Chamber of Statutory Auditors of Poland (KIBR) (Poland)
PricewaterhouseCoopers

Royal NIVRA (Netherlands)

Slovenian Institute of Auditors (Slovenia)

Swedish Financial Accounting Standards Council (SFASC) (Sweden)
UNICE

Responses were received out of twelve of the 25 EU Member States as well as from Norway. The four
largest audit firms have reacted to the FEE Discussion Paper as well as CESR-Fin, EFRAG and
UNICE. No users responded, however.

Only comment letters addressing the substance of the discussion paper have been included in the analysis.
CESR-Fin is a permanent operational group with the role of co-ordinating the work of CESR Members in
the area of endorsement and enforcement of financial reporting standards in Europe.
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1. EXECUTIVE SUMMARY

The IAS Regulation (EC No. 1606/2002) requires European listed companies to prepare consolidated
financial statements from 2005 (or 2007 in some situations) on the basis of international accounting
standards, defined as those IFRSs that have been endorsed by the European Commission.

Both in the accounting policies and in the audit report, reference needs to be made to the applicable
financial reporting framework. Europe has moved to global standards and this should be reflected in
descriptions of the EU financial reporting framework.

The potential delay between the effective date of an IFRS or IFRIC interpretation and its endorsement
in Europe means that “endorsed IFRSs” may deviate from “IFRS”. Moreover, the endorsement of 1AS
39 in November 2004 with carve outs creates a situation where “endorsed IFRSs” are different from
“IFRS” to the extent the carve outs are applied by a particular company*.

The FEE Discussion Paper of April 2005 on Reporting Issues in relation to Endorsed IFRS and
Possible Implications for the Audit Report discussed the issues and raised a number of questions. FEE
received 22 detailed responses to its Discussion Paper. In addition a series of expressions of interest
from various stakeholders were received. This paper analyses the responses and makes
recommendations. The most important recommendations can be summarised as follows.

e The financial reporting framework used in the preparation of financial statements should be
referred to either as ““in accordance with International Financial Reporting Standards as adopted
for use in by the EU” or “in accordance with IFRSs as adopted for use in by the EU”.

e  This wording is similar to that already used by the EC in its 2004 “Frequently Asked Questions
and Answers”, with a certain improved precision (words underlined) and with IFRSs referred to
either in full or in the plural. These changes resolve ambiguities some perceived in the original
paper. The EC is called upon to consider issuing authoritative guidance to remove the perceived
ambiguity as it is the only body that can do so effectively.

e  Concerns remain that this form of words is only acceptable if differences between full IFRS and
endorsed IFRSs are the rare exceptions from a stated policy of convergence. Should the gap
between full IFRS and endorsed IFRSs widen, some commentators have indicated that they
would seek to revisit this conclusion.

e  Companies are strongly encouraged to provide an explanation in the notes to the accounts as to
how their accounting policies depart from full IFRS to enable investors to compare the results of
companies within and outside the EU. However, it should be left to the companies’ discretion to
decide whether they want to provide such an explanation. Care should be taken though that the
information provided does not become misleading.

e  The applicable financial reporting framework in the EU should to be referred to as “International
Financial Reporting Standards as adopted for use in the EU” or “IFRSs as adopted for use in the
EU” in all cases. In addition, companies can also state in the accounting policies — and should not
be prevented from doing so — that they are in compliance with full IFRS, but not as the legal
financial reporting framework.

The fair value option carve-out has now been resolved, and only the interest rate margin hedging carve out
remains.
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e Voluntary explanation of how companies are in compliance with “International Financial
Reporting Standards as adopted for use in the EU” or “IFRSs as adopted for use in the EU” and
full IFRS as issued by the IASB in cases where the two frameworks are recognised to be different
is strongly encouraged. However, there should be no requirement for companies to explain how
they are in compliance with both frameworks.

e  Companies are strongly encouraged to disclose full compliance with IFRS as issued by the IASB
on a voluntary basis when publishing financial information, notably the annual financial
statements and interim financial statements. However, there should be no obligation to do so.

e There should be a standard reference to the financial reporting framework in the audit report
which should be the same as in the accounting policies “International Financial Reporting
Standards as adopted for use in the EU” or “IFRSs as adopted for use in the EU”. Subject to this,
the auditors’ report should refer to the same financial reporting framework as that with which the
company has stated compliance.

Note for translators

In order to facilitate translation of this phrase and the reference to the framework into all languages of
the EU, we explain the intended meaning behind this construction as follows:

o “IFRSs” should be referred to either in full (“International Financial Reporting Standards”) or, if
the abbreviation is used, in the plural as “IFRSs”. “IFRS” should only be used as an abbreviation
for full IFRS;

e  “as adopted” is intended to mean “in the manner in which IFRSs have been adopted” and not
“IFRSs that have been adopted”.

These changes, together, resolve the ambiguity in “IFRS as adopted” which suggested to some
readers, misleadingly, that full IFRS had been adopted.
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2. GENERAL COMMENTS

Summary of General Comments

Several commentators underline that it is important both companies and auditors use a consistent
description of the financial reporting framework. The need for a pan-European approach is recognised.
There is a need for comparability within Europe and for investors to be able to compare European
companies with those elsewhere.

The UK APB has published interim guidance for auditors in draft Bulleting 2005/3 “Guidance for
Auditors on First-time Application of IFRSs in the United Kingdom and the Republic of Ireland”>.

Some commentators call for truly global standards and express their concerns about any (potential)
deviations. Any timing differences between the effective dates of IFRS as issued by the IASB and
IFRSs as endorsed by the EC should be avoided in order to give companies greater certainty over what
changes need to be made to their accounting policies and the amount of time they have to prepare for
these changes. Users of financial statements should not be mislead by the technicalities of
endorsement of IFRSs in the EU.

Some commentators call for an agreement with major trans-national audit firms and emphasise the
need for proper communication with preparers, investors and auditors.

The LSCA calls at minimum for a transitional period of flexibility in describing the financial reporting
framework.

The approaches to reporting taken in Europe will inevitably influence those taken in other
jurisdictions.

Detailed General Comments
Auditing Practices Board (APB) (UK)

The APB is responsible for leading the establishment of standards of auditing, in the United Kingdom
and Ireland, so as to enhance public confidence in the auditing process and the quality and relevance
of auditing services in the public interest. Our comments arise directly from our Standard setting
activity and we have not attempted to respond in a wider capacity.

Recent guidance issued by APB

The APB has recently published interim guidance for auditors on this subject in draft Bulletin 2005/3
“Guidance for Auditors on First-time Application of IFRSs in the United Kingdom and the Republic
of Ireland”. In that draft Bulletin an example auditor’s report is provided in which the financial
reporting framework is referred to in the following terms “those IFRSs adopted for use in the
European Union”.

°  The draft bulletin can be downloaded from http://www.frc.org.uk/apb/publications/pub0789.html.
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The example also provides that the auditors include an additional opinion when management has
reported that the financial statements also comply with “IFRSs as issued by the IASB”. In such
circumstances APB considers that management needs to explain, in the notes to the financial
statements, how the financial statements are able to comply with both financial reporting frameworks.

Need for a Pan-European approach

The introduction to the draft Bulletin notes “...the specific wording to be used in audit reports when
describing the financial reporting framework is still under discussion in Europe. This draft Bulletin is
therefore being issued on an interim basis and may need to be updated once an agreed approach is
reached in Europe”.

Although the APB has reached a preliminary view on the most appropriate description it is receptive
to the benefits of having a consistent approach throughout the EU and is prepared to change its current
guidance, provided that:

(&) There is certainty that such other description will be adopted throughout Europe; and
(b) The description is satisfactory to the APB.

The APB’s view on the acceptability of the four suggested alternatives in the discussion paper is set
out in our answer to your question 1.

Need for speedy resolution

In the UK and Ireland the half yearly reporting season is almost upon us. It is critical, therefore, that
the important question of the description of the financial reporting framework be resolved speedily so
that companies and their auditors use a consistent description of the framework from the outset.

CESR-Fin

CESR-Fin, through its Audit Task Force, has considered with interest the various questions addressed
by the FEE in its Discussion Paper “Reporting issues in relation to IFRS — Endorsed IFRS and
possible implications for the Audit report™.

We expect that many of the issued addressed in this discussion paper will arise again on the agenda of
standard setters, legislators or regulators in the areas of financial reporting. At this prospect, we
considered it useful to convey to you our first reactions on several of the questions you raised in your
discussion paper.

For ease of communication, we refer hereafter to the different questions raised in FEE’s discussion
paper, even if as indicated above, our intention is not as such to respond to the FEE’s public
consultation but to summarize our current views on the issues highlighted.

Deloitte Touche Thomatsu

We believe that these issues are important, given the need for comparability within Europe and for
investors to be able to compare European companies with those elsewhere.
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Den norske Revisorforening (Norway)

We believe that it is important that the description of and the reference to the relevant financial
reporting framework used in preparation of the financial statements are made in a way that is clear and
consistent. The reporting framework should be described and referred to in a way that is
understandable also to investors outside the EU. It is important that users of financial statements are
not misled by the technicalities of endorsement of IFRS in the EU.

It is therefore of the utmost importance to find a short and precise wording to describe the applied
framework, agreed upon by preparers, investors and auditors all over the EU. The wording of the audit
opinion should reflect the wording of the description in the financial statements.

Since FEE is not a standard setter, standard setting is not an available tool. We therefore suggest that it
is necessary to consider whether it is possible to reach an agreement with the big auditing firms since
they audit the majority of listed companies in EU. When FEE has considered the comments to the
above mentioned discussion paper, it is important to find a solution on how to communicate the agreed
upon wording to preparers, investors and auditors.

Institute of Chartered Accountants of Scotland (ICAS) (UK)

Convergence and the European Union

We have long been a proponent of full transparency in financial reporting and have been openly
supportive of the adoption into European Union (EU) law of international accounting standards. We
do not believe that adoption of a partial set of standards is desirable. The failure by the European
Commission to endorse the entire suite of international standards casts doubt on the credibility of the
European financial reporting regime at a time when European business is seeking to re-establish
corporate credibility and investor confidence.

Apart from the confusion created for preparers of accounts using international accounting standards
we are also extremely concerned over the potential impact on investor confidence. At a time when the
profession and the legislators are both working towards a common goal of restoring confidence in
financial reporting and auditing we believe that full transparency in the preparation of accounts, and in
the reporting which follows, is essential, and that these standards are vital in achieving this.

The difficulties now facing companies and the accountancy profession in describing the financial
reporting framework in financial statements and audit reports clearly illustrates the undesirable
consequences of the EU’s approach to convergence.

The endorsement process

EU carve outs aside, the EU should ensure that international standards franked by the International
Accounting Standards Board (IASB) are endorsed as soon as possible. This should eliminate any
timing differences between the effective dates of international accounting standards issued by the
IASB and international accounting standards adopted by the EU: this will give companies greater
certainty over what changes need to be made to their accounting policies and the amount of time they
have to prepare for these changes. Also, timing differences will further exacerbate the difficulties
caused by the EU’s approach to convergence, including the issues discussed within this Paper. The
EU’s late endorsement of IAS 32 ‘Financial Instruments: Disclosure and Presentation’ on 31
December 2004 for implementation for accounting periods beginning on or after 1 January 2005 and
the adoption of IFRS 2 ‘Share Based Payment’ in February 2005 for implementation for accounting
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periods beginning on or after 1 January 2005 is a worrying precedent which we would not like to see
repeated.

Instituto de Censores Jurados de Cuentas de Espafia (ICJCE) (Spain)

We welcome the publication of this document that deals with such a difficult issue. We believe that
the transparency objective requires: firstly, consistency in the reference to the financial framework in
the financial statements and in the audit report and, secondly, an understandable and unequivocal
description of this financial framework. Our answers to the detailed questions have been prepared in
accordance with these two premises.

London Society of Chartered Accountants (LSCA) (UK)

In our view, companies and their auditors will need some flexibility to describe the financial reporting
framework in a manner that is appropriate to their circumstances. This will militate against a standard
phraseology being imposed, although we appreciate the need for preparers and auditors to ensure that
they meet legal requirements.

During the transition period where companies are required by IFRS 1 to anticipate the standards that
will be applicable at their first year-end, flexibility in describing the financial reporting framework is
desirable. While standard practice is likely to emerge, flexibility may also be needed on an ongoing
basis. This is because we do not yet know how the endorsement mechanism will operate in practice
and whether there will be long delays before standards are endorsed or whether the EU will operate in
a way that permits standards to be applied in the IASB’s timetable, even if the standards have not fully
completed the endorsement mechanism.

We would encourage the EU to reduce or even eliminate differences between endorsed IFRS and full
IFRS as much as possible. For example, we hope that the treatment of the revisions to IAS 19 set a
precedent that will allow companies to plan to implement standards in accordance with the 1ASB’s
timetable where reasonable expectations have been raised that the standards will be endorsed. This
will allow companies to clearly explain their financial reporting framework and also be able to state
compliance with IFRS, which may be important to companies in some circumstances.

National Chamber of Statutory Auditors of Poland (KIBR) (Poland)

The starting-point of FEE Discussion Paper provides — as it seems — a wrong assumption that there
will be permanent and significant differences between full IFRS and IFRS adopted by the EU.
However, - with exception of financial institutions due to 1AS 39 — “full IFRS” and “IFRS adopted by
the EU” are compliant, hence — in the future — there will be no need to emphasize that these
differences occur (point I) or not (point 111).

PricewaterhouseCoopers

The issues raised in the discussion paper are important, not only for the European Union, but for other
countries around the world that are adopting IFRS. The approaches to reporting taken in Europe will
inevitably influence those taken in other jurisdictions.
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Royal NIVRA (Netherlands)

The issues raised in the discussion paper are important, not only for the European Union, but for other
countries around the world that are adopting IFRS. The approaches to reporting taken in Europe will
inevitably influence those taken in other jurisdictions.

Clear reporting to the market

The key issue is that the user of financial statements should have a clear understanding of the financial
reporting framework on which the statements have been prepared and against which the auditors have
reported. Therefore it is of critical importance to avoid confusion in the global marketplace between
the IFRS standards issued by the IASB and the IFRS standards as endorsed, amended or added to in a
particular country. If the distinction is not clear, there is a risk that investors and analysts will make
inappropriate comparisons and, potentially, ill-informed economic decisions.
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3. ACCOUNTING POLICIES
3.1 Reference to Financial Reporting Framework

Question 1

How should companies refer to the financial reporting framework used in preparation of their
financial statements? Do you favour (a) “in accordance with IFRS as adopted by the EU”, (b)
“in accordance with accounting standards as adopted by the EU” or (c) “in accordance with
international accounting standards as adopted by the EU”? Alternatively would you favour the
longer form of words (d) “in accordance with all those International Financial Reporting
Standards that have been adopted by the EU and that apply to the company”?

FEE Discussion Paper

Financial statements need to refer to the applicable financial reporting framework. The IAS
Regulation requires EU listed companies to use international accounting standards for their 2005
consolidated financial statements (for some companies only from 2007).

The European Commission issued ‘Frequently Asked Questions’ (also approved by the ARC) on 19
November 2004 and included the following material on accounting policies:

““Companies that apply the carved out version of 1AS 39 should refer in their accounting policies to IFRS “as
adopted by the EU”. They should accordingly explain their accounting policies in their financial statements.

Accordingly, the auditor should refer in its auditor’s report to the basis on which the accounts have been
prepared and is hence in a position to give an unqualified opinion.”

Some believe that the reference to IFRS is inappropriate, given the text of 1AS 1.14: “Financial
statements shall not be described as complying with IFRS unless they comply with all requirements of
IFRS™®.

In accordance with IFRS as adopted by the EU (the European Commission’s suggestion).

In accordance with accounting standards as adopted by the EU.

In accordance with international accounting standards as adopted by the EU.

In accordance with all those International Financial Reporting Standards that have been adopted
by the EU and that apply to the company.

coop

®  For full quotation see Appendix 2.
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Reference to Reporting Framework’

(@) (b) (© (d)
in accordance with in accordance with in accordance with in accordance with all
IFRSs as adopted by the accounting standards as international accounting those International
EU adopted by the EU standards as adopted by Financial Reporting
the EU Standards that have been
adopted by the EU and
that apply to the company
APB IDW DnR LSCA (variant)
CESR-Fin KPMG ICAS Slovenia
KACR PwC ICJCE
CNCC/CSOEC Royal NIVRA
Deloitte
EFRAG
Ernst & Young
Estonia
IRE
KIBR
UNICE
Total: 11 Total: 4 Total: 3 Total: 2

Summary of the Responses®

A majority is in favour of using as reference to the financial reporting framework used in preparation
of the financial statements, alternative (a) “in accordance with IFRS as adopted by the EU”. This is the
text proposed by the European Commission in the Frequently Asked Questions of 2004.
Commentators feel that this text is precise and consistent with the legal text applicable. Many feel that
it is necessary to use the term “IFRSs” in the description, since this is the wording most familiar to
preparers and users of financial statements. Not mentioning IFRSs would create confusion in the
market place, as it might suggest that the financial reporting framework is completely different from
IFRS. Europe has moved to global accounting standards and this should be reflected in the description
of the EU financial reporting framework.

There are some suggestions (APB, Deloitte & Touche Thomatsu) to make the wording of option (a)
more precise by referring to “in accordance with those IFRS adopted for use in the EU”. The LSCA
suggests to add the words “and that apply”, indicating that this formula may help where standards that
do not apply to the company have not been adopted.

The CNCC/CSOEC suggest that the wording should be revised and the term “by the EU” replaced by
“within the EU” because it is more appropriate to use “within the EU” since the financial reporting
framework is applicable within the EU and the European IAS regulations are adopted by the European
Commission not by the EU. The proposed reference is “in accordance with IFRS as adopted within the
EU”.

" Not including FSR Denmark and SFASC
& The responses have been summarised by the Financial Reporting Policy Group. Individual respondents may
have emphasised other aspects.
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Four respondents out of 22 (IDW, KPMG, PwC and Royal NIVRA) favoured alternative (b) “in
accordance with accounting standards as adopted by the EU”. This is expected to be clarified as being
adopted “further to the IAS Regulation (EC 1606/2002)” as part of a more expansive description of the
financial reporting framework. This alternative is claimed to minimise the possibility of confusion
with IFRS. Both audit firms could also support alternative (c) but would be opposed to alternative (a)
(see detailed responses). These respondents would not favour the use of the term “IFRSs” since there
is a risk of precedent setting for other jurisdictions that apply only part of IFRSs but still wish to call it
IFRS. In further discussions it appeared that there are some possible conditions that would allow
reference to the term “IFRSs” to be used. They would only find it acceptable if differences between
full IFRS and endorsed IFRSs are the rare exceptions from a stated policy of convergence. Should the
gap between full IFRS and endorsed IFRSs widen, they have indicated that they would seek to revisit
this conclusion.

Alternative (c) “in accordance with international accounting standards as adopted by the EU” is
favoured by DnR, ICAS and ICJCE since it highlights compared to option (b) the international nature
of the standards being adopted and it uses the same terminology for reference to the financial
framework as in the IAS Regulation.

With exception of the Slovenian Institute of Auditors and in a way LSCA, there was no support for the
longer description suggested in option (d) “in accordance with all those International Financial
Reporting Standards that have been adopted by the EU and that apply to the company”. The
expression was perceived as being too long, unduly cumbersome and open to abuse and losing
simplicity of the other alternatives.

The Swedish Financial Accounting Standards Council suggests to go a different route with as starting
point IFRS with disclosure of departures: IFRSs, except for the following IFRSs that have not yet been
endorsed by the EU and in conflict with an endorsed standard or with the Accounting Directives
(where after these IFRSs would be listed) or IFRSs, except for the following sections of IFRSs that are
not endorsed by the EU and are not allowed to be used (where after these sections would be listed).
This route would not be supported by KPMG as they explicitly state in their detailed response.

Some underlined that it is of critical importance to avoid confusion in the global market place between
the IFRS issued by the IASB and between IFRSs as endorsed, amended or added to in a particular
jurisdiction. Without such a clear distinction there is a risk that investors and analysts will make
inappropriate comparisons and economic decisions.

Several commentators expressed their concern about the risk of EC’s continued departures from IFRS:
IFRS should be one single global set of high-quality principle-based standards. Concern was also
expressed about the possible implications for other countries where there are more significant
departures from IFRS that affect a far wider range of companies.

A majority favours alternative a) “in accordance with IFRS as adopted by the EU”. However,
improvements to the test were suggested to make the wording more precise: “in accordance with
International Financial Reporting Standards as adopted for use in by the EU” or IFRSs as adopted for
use in by the EU” for the following reasons:

Analysis of Responses to FEE Discussion Paper on Reporting Issues in relation to
Endorsed IFRS and Implications for the Audit Report
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e Addition of “s”: to indicate that it is all IFRSs that are adopted and that it refers to standards as a
plurality, a concept rather than to individual standards; Alternatively IFRSs should be referred to
in full (“International Financial Reporting Standards”). “IFRS” should only be used as an
abbreviation for full IFRS.

e Addition of “for use in”, deletion of “by”: to clearly indicate that the financial reporting
framework is applicable within the EU and the IFRS Regulations are adopted by the EC rather
than by the EU.

Recommendation

The financial reporting framework used in the preparation of financial statements should be referred
to as “in accordance with International Financial Reporting Standards as adopted for use in the EU”
or ““in accordance with IFRSs as adopted for use in the EU”. This is an amended version of the text
proposed by the EC in its “Frequently Asked Questions™ of November 2004, in order to make the
wording more precise.

Detailed Responses

Auditing Practices Board (APB) (UK)

In determining its views on the various proposed descriptions of the financial reporting framework the
APB has used two criteria:

() Is the description of the financial reporting framework clear, and not open to wilful or innocent
misinterpretation? (i.e. can a user readily ascertain what constitutes the text of the reporting
framework); and

(b) Is the description in accordance with guidance already issued by the European Commission (EC)
and the UK Department of Trade and Industry (DTI)?

We address each of the options in turn:

(a) “in accordance with IFRS as adopted by the EU”
The APB favours this approach and has used it as the basis for the description it has
suggested in draft Bulletin 2005/3 because:

e “IFRSs adopted for use in the EU” is a precise and unambiguous description of the
applicable financial reporting framework. By virtue of the IAS Regulation, the applicable
financial reporting framework is those IFRSs that are adopted by the EC rather than IFRSs as
issued by the IASB. Those IFRSs that have been adopted can be readily ascertained by
preparers, users and auditors as, upon adoption, they are published within EC Regulations
e.g. EC No. 2238/2004.

e It is consistent with EC guidance. (The EC in its advice of November 2003 at paragraph
2.1.4 states that the accounting policies should refer to the financial statements having been
prepared “...in accordance with all International Financial Reporting Standards adopted for
use in the European Union”.)

e Itis consistent with DTI guidance. (The DTI has published guidance for British companies
in which they describe the framework as “IAS as adopted for use in the EU™))

®  See for example paragraph 8.1 of the DTI guidance. The DTI has informally indicated to the APB that the

term IFRS is equally acceptable to 1AS in the description.
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(b) *“in accordance with accounting standards as adopted by the EU”
The APB considers this description to be flawed because:

e This expression is ambiguous as to what precise financial reporting framework is being
described and consequently has the potential to mislead. (The omission of the word
“international” before “accounting standards”, in particular, contributes to the ambiguity). If
this expression were used it is unclear where users of financial statements would look in
order to find the text of the financial reporting framework.

e The EC’s stated ultimate objective is the adoption of all IFRSs. The APB supports this
objective and hopes that the present situation with respect to 1AS 39 is only temporary. With
respect to IAS 39 EU Commissioner Frits Bolkstein has stated that “the two “carve outs” are
purely temporary because the Commission expects the IASB to remedy the outstanding
problems quickly”. In the APB’s view omitting IFRS from the description of the framework
might provide the EC with more flexibility than is desirable regarding the endorsement of
future pronouncements from IASB.

e Itisinconsistent with the EC’s November 2003 advice.

e ltis inconsistent with the guidance for British companies provided by the DTI.

(c) “inaccordance with international accounting standards as adopted by the EU”
The APB considers this alternative to be preferable to (b) but inferior to (a).

e As is pointed out in the consultation paper the expression “international accounting
standards” is used in Article 4 of the IAS Regulation. However by virtue of the definitions
in Article 2 it is clear that the expression means IFRSs and related interpretations.
Consequently it is preferable to refer to IFRSs in the description of the framework™.

e This expression could easily be confused with the expression “internationally accepted
standards” which is used in both the Prospectus Directive and Article 9 of the IAS
Regulation, to describe GAAP used by issuers from outside the EU.

e ltisinconsistent with the EC’s November 2003 advice.

e Itis inconsistent with the guidance for British companies provided by the DTI.

(d) “in accordance with all those International Financial Reporting Standards that have been
adopted by the EU and that apply to the company”
The APB favours one element of (d) which is to refer to “those IFRSs...”. APB’s draft Bulletin
therefore describes the financial reporting framework through a combination of elements of (a)
and (d). The wording used is “those IFRS adopted for use in the European Union”. The APB
does not favour other elements of suggestion (d) because:
e  The expression is too long and convoluted.
e The phrase “and that apply to the company” is open to abuse as it may imply that companies

can cherry pick those IFRSs with which it wishes to comply.

e ltis inconsistent with the EC’s November 2003 advice.
e ltis inconsistent with the guidance for British companies provided by the DTI.

1% The definition of IFRSs in IAS 1 (revised) did not exist in 2002 and therefore it in understandable that the

EC would use an expression such as “international accounting standards™ as a term to encompass both 1ASs
and IFRSs. The EC’s advice of November 2003 was able to take account of the IASB’s definition of IFRSs
and hence recommend that IFRSs be used in the description of the framework.
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CESR-Fin

We consider that option (a) is the more consistent with the legal text applicable (i.e. IAS Regulation).
Options (b) and (c) are not precise enough as they allow confusion with the possible use of US GAAP
which is still allowed in certain jurisdictions or with other accounting frameworks, such as the 4" / 7"
directives which will still apply to non listed companies or to debt — only issuers until 2007. Option (d)
gives a very precise description of the actual case but is too long and not in line with the references to
framework usually applied internationally, which do not contain the words “all” and “that apply” (both
assertions being implicit).

Chamber of Auditors of the Czech Republic (KACR) (Czech Republic)
We favour a) “in accordance with IFRS as adopted by the EU”.

We believe that wording (b) and (c), regardless of their technical advantages (avoidance of reference
to IFRS and thus exclusion of debate with regard to the requirements of 1AS 1.14, wording is close to
that suggested by the EC) are not appropriate. Terms “accounting standards as adopted by the EU” and
“international accounting standards as adopted by the EU” are not fully understandable to all users of
the financial statements and could be interpreted in many of ways (e.g. IAS Regulation, only selected
IFRS standards, other European standards...).

IFRS/IAS issued by IASB are used as a basis for European financial reporting framework. Except for
IAS 39 and possibly IFRIC 3 all standards IFRS/IAS issued by IASB were adopted by the EU without
any modification, while endorsement of some is being delayed. Therefore, we believe that reference to
IFRS is necessary in the description of the financial reporting framework used in the preparation of the
financial statements. International acceptance of the standards used within the EU is other significant
reason for the reference for IFRS.

We prefer the wording suggested by the European Commission (a). We believe that reference to
“IFRS as adopted by the EU” is not “an explicit and unreserved statement of such compliance” and so
is not prevented by IAS 1.14. We also believe that this wording is understandable to the most users of
accounts and financial statements preparers.

The wording suggested by FEE includes explicit reference to all applicable standards rather than to the
framework as a whole. We are aware of the fact that this is not in accordance with the current wording
of the Fourth Directive, Article 51.a 1. “...an introduction which shall at least identify the annual
accounts that are subject of the statutory audit, together with the financial reporting framework that
has been applied in their preparation.”” Further, the wording “in accordance with all those IFRS that
have been adopted by the EU” does not apply to the situation of carve-outs (e.g. endorsement of
modified IFRS).

Compagnie Nationale des Commissaires aux Comptes (CNCC) — Conseil Supérieur de I’Ordre
des Experts-Comptables (CSOEC) (France)

The CNCC and the CSOEC are in favour of the proposal (a) “in accordance with IFRS as adopted
by the EU” for the following rationale:

- This proposal corresponds to the preferred wording provided by the European Commission. In
addition this wording is the most familiar to users of accounts and is expected to be used in the
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accounts prepared under endorsed IFRS by the preparers and investors. Indeed there are many
users of accounts who would not understand the omission of a reference to IFRS.

- This proposal includes an explicit reference to IFRS. Indeed Europe has moved to global
accounting standards and this should be reflected in descriptions of the EU financial reporting
framework. In its different pronouncements the European Commission stated that it supported
global accounting standards and ideally the only differences between IFRS and endorsed IFRS
should be timing differences in the endorsement of standards after the effective date of the
standard.

- This proposal refers explicitly and directly to the European IAS regulation and to the process of
adoption since the mandatory applicable financial reporting framework for European listed
companies is the IFRS as adopted by the EU.

We also suggest that the wording should be revised and the term “by the EU” replaced by “within the
EU” because we think that it is more appropriate to use “within the EU” since the financial reporting
framework is applicable within the EU and the European IAS regulations are adopted by the European
Commission not by the EU.

We reject the three other alternatives because:

- Proposal (b) does not refer explicitly to IFRS which constitute the basis of the accounting
standards used in the EU;

- Proposal (c) does not make difference with other generally international accounting standards
used throughout the world. Some may also understand “international accounting standards” to
refer to international accounting standards other than IFRS, such as US GAAP or the European
accounting directives;

- Proposal (d) is not really explicit. Indeed this wording is too long and loses the simplicity of the
other alternatives so that users without a financial reporting background may not understand the
significance of the terms used.

Deloitte Touche Thomatsu

Our preference is for a slight variant on option (a) “in accordance with those IFRS adopted for use in
the EU”. We understand that the Accounting Regulatory Committee is likely to endorse the IASB’s
recent amendments to IAS 39 on the fair value option, leaving only the relaxation of the hedging
provisions of 1AS 39 (likely to affect mostly banks and insurance companies) and IFRIC 3 (where
EFRAG’s final recommendation is not to adopt which will affect a limited number of heavy industry
companies) as potential differences. Given the widespread public understanding that companies are
switching to “IFRS” and the fact that in the majority of cases there will be little or no difference in the
financial statements, not to make reference to “IFRS” could cause confusion.

We acknowledge that this may cause a problem in applying IAPS 1014 (see our response to question 8
below). If the consensus is that option (a) is not acceptable, our preference would be for option (c) as
this most closely follows the wording of the IAS Regulation. For the reasons set out above we believe
that not to make reference to the word “international” (option (b)) would confuse users of the financial
statements, and we believe option (d) adds nothing useful to option (a) as financial statements always
apply only the standards relevant to a particular company.
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We are, however, concerned by the European Commission’s continued departures from IFRS as
issued by the IASB as we believe that IFRS should be one single global set of high-quality principles
based standards. We are also concerned at the possible implications for other countries where there
are more significant departures that affect a far wider range of companies.

Den norske Revisorforening (Norway)

We have considered the different options discussed in the paper. In our opinion alternative c) conveys
the message in an appropriate and relatively short way.

EFRAG

EFRAG believes that anyone using a set of financial statements needs to be able to understand quickly
under which reporting framework those statements have been prepared. For entities preparing their
financial statements under the IAS Regulation 1606/2002, that reporting framework is EU-adopted
IFRS (described using appropriate wording, such as that set out in alternative a) or something similar).
Therefore, even if an entity reporting under the IAS Regulation has also complied with “full IFRS’, it
should state clearly the reporting framework (i.e. EU-adopted IFRS) that it is reporting under.

Ernst & Young

We favour the expression “in accordance with IFRS as adopted by the EU”. We are concerned that no
mention to IFRS in the reference to the financial reporting framework has the potential of creating
confusion in the global marketplace. Users may not understand that the financial reporting framework
is IFRS as adopted by the EU as a result of the endorsement process, and therefore may erroneously
assume they are two very different financial reporting frameworks.

We found the longer form of words “in accordance with all those International Financial Reporting
Standards that have been adopted by the EU and that apply to the company” unduly cumbersome. In
addition, the reference to the standards “that apply to the company” is unnecessary as for any financial
reporting framework, companies need to assess the application of standards to their own
circumstances.

Estonian Board of Auditors (Estonia)
Considering options in the discussion paper, we would prefer them in the following order:

1. a(could be better if “in accordance with IFRSs as adopted by the EU”)

2. d - too long (could be better if “in accordance with those International Financial Reporting
Standards that have been adopted by EU”)

3. b-toowide

4. c-tooold

Foreningen af Statsautoriserede Revisorer (FSR) (Denmark)

International Financial Reporting Standards (IFRS) are a comprehensive, integrated and globally well
recognized set of accounting rules.

To prevent misunderstandings and dilutions of this well understood set of accounting standards, we
find that references to “International Financial Reporting Standards” or “IFRS” should only be made if
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the reporting entity has complied with the full set of standards and interpretations from IASB and
IFRIC.

References to the European financial reporting framework or similar wording does not — in our
opinion — have a clear meaning outside the EU. Users/investors, who are interested in comparing
financial information from companies in different parts/regions of the world, are not likely to prefer
references to European — or other regional — frameworks.

We find that for the far majority of companies who are covered by the European IAS/IFRS Regulation
there would be no differences between full IAS/IFRS and EU adopted IAS/IFRS. In this respect, we
would like you to be aware of the amendment to the fair value option in IAS 39 which has been
approved by the IASB this week. Hopefully, this will contribute to the elimination of differences
between IAS/IFRS and EU adopted IAS/IFRS. Therefore, it seems needless — and confusing — to make
a reference to a special European framework.

Institut der Wirtschaftsprufer (IDW) (Germany)
We favour companies referring to “accounting standards as adopted by the EU” (alternative (b)).

In IAS 1.14 it is clearly stated that financial statements shall not be described as complying with IFRS
unless they comply with all the relevant requirements of IFRSs. If the enterprise has applied endorsed
IFRS and therefore the financial statements deviate in material aspects from financial statements,
which would have been prepared under full IFRS, the term “in accordance with IFRS as adopted by
the EU” (alternative (a)) could be misleading, because users, which are not familiar with the European
requirements, could get the wrong impression that the financial statements are prepared in accordance
with full IFRS being the same as endorsed IFRS. For the same reason alternative (c) is not acceptable
since “international accounting standards” is often used colloquially for “IFRS”. A further argument
against alternatives (a) and (c) is that the term “as adopted by the EU” in conjunction with the terms
“IFRS” or “international accounting standards” could be misinterpreted as an except-for-clause — and
with regard to the audit opinion as a qualification - although the financial statements fulfil all legal
requirements.

It might be argued against alternative (b) that users misinterpret “accounting standards as adopted by
the EU” as the Accounting Directives. However, this is not very likely, because, if European
companies do not apply endorsed IFRS, they have to apply national requirements which are based on a
transformation of the Directives; they do not apply the Directives directly. Thus it should be sufficient
for a company to refer to accounting standards as adopted by the EU further to the IAS Regulation, so
that users who are not familiar with the relevant framework will be in a position to inform themselves.

If companies intend to use their financial statements outside the EU, they have the possibility to
include further explanation about the differences between accounting standards as adopted by the EU
and IFRS. Especially for users outside the EU, a reference to “IFRS as adopted by the EU” without
further explaining the differences to full IFRS might even be more misleading than referring to
accounting standards as adopted by the EU.

If the majority of stakeholders preferred a reference to IFRS, the reference should, if at all, only be an
expanded version of option (a) or a wording close to option (d): “all those IFRS that have been
adopted by the EU”. The extension “that apply to the company” seems dispensable.

Analysis of Responses to FEE Discussion Paper on Reporting Issues in relation to
Endorsed IFRS and Implications for the Audit Report
October 2005

20



REE

Institut des Réviseurs d’Entreprises (IRE) (Belgium)

We are in favour of option (a), since this is the wording that is most familiar to users of financial
statements.

Option (b) and (c) could be misleading in the sense that (international) accounting standards could be
interpreted by users of financial statements as referring to another set of accounting standards than
IFRS.

The additional wording “that apply to the company” in option (d) does not seem relevant. From the
summary of accounting policies, which is an integral part of the notes to the financial statements, it is
clear that an entity only elects accounting policies based on standards which apply to it.

Institute of Chartered Accountants of Scotland (ICAS) (UK)

We favour option (c). This option highlights the international nature of the standards being adopted
which option (b) does not do. The term ‘international accounting standards’ is broader than IFRS and
therefore this wording recognises that not all of the standards are named IFRSs. The additional
comment under option (d) ‘apply to the company’ is unnecessary as it is self-evident that a company
will only adopt accounting standards which apply to it.

Instituto de Censores Jurados de Cuentas de Espafia (ICJCE) (Spain)

The Spanish Securities Regulator CNMYV, issued in April 2005 a standard (Circular 1/2005) on
Financial Reporting models where the title of each of the documents prepared under the IAS
Regulation indicated as subheading: "adopted international financial reporting standards". I.e. balance
sheet (adopted international financial reporting standards. Normas internacionales de informacion
financiera adoptadas). This reference is close to the wording suggested by the Commission.

Regarding option (a) Audit firms that are members of the Forum of Firms may prefer not including a
reference to IFRSs in the accounting policies given that ISA 1 does not allow a reference to IFRSs if
their application is partial.

Moreover, we have to take into account that the IAS Regulation allows the European Commission to
reject a standard issued by IASB and in exceptional circumstances (i.e IAS 39) leaving out some parts
of a standard. Depending upon the differences, this reference to the IFRSs can be misleading and
confused. Therefore we think that European Companies should refer to international accounting
standards as adopted or endorsed by the EU or to an European accounting framework.

Option (b) "in accordance with accounting standards as adopted by the EU” is, in this sense, clearer
than option (a) but gives the impression of a great divergence between the European framework and
the IFRSs, which is not the aim of the European Commission.

We favour option (c) "in accordance with international accounting standards as adopted by EU"
because it refers to the financial framework in the same way that in the IAS Regulation
(EC1606/2002).

Finally we do not support option (d) In accordance with all those International Financial Reporting
Standards that have been adopted by the EU. The words "and apply to the company" are not necessary
as in any accounting framework there are some standards that do not apply to specific companies. This
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reference does not add any useful or explanatory information to the user. Moreover the expression
"that have been adopted” does not take into account other possible ARC decisions that could divert to
rejections or exceptions of new or revised IFRSs. As for the use of the words International Financial
Reporting Standards we think that a reference to international accounting standards is clearer than to
IFRSs as explained before.

KPMG

We consider that the key objective is the consistent use of terminology that is clear and unambiguous.
In a short space of time, such consistency will lead to understandability, as awareness of the EU
requirements grows amongst preparers and users of the financial statements of EU companies.

Accordingly, a clear and unambiguous descriptor of the EU accounting framework must be developed
and used consistently.

There is a growing awareness of the fact that the EU adopted (endorsed) standards differ from IFRSs
and that those differences, whether temporary (i.e., timing differences in endorsement) or more
permanent, will change over time. As the first reporting dates draw closer, we expect this awareness
to increase further. However, awareness that there may be differences is only the first step in
understanding what those differences are for any given financial reporting period.

On this basis, we believe that it is critical to adopt a form of wording that allows the EU regime to be
differentiated appropriately from IFRSs. This requires a generally accepted, consistently applied form
of reference that is clear and unambiguous to be developed and used.

Our strong preference is for the reference to the framework to be, “in accordance with accounting
standards as adopted by the EU” (i.e., option (b)). We expect this to be clarified as being adopted “...
further to the IAS Regulation (EC 1606/2002)”, as part of a more expansive description of the
framework in the basis of preparation of financial statements prepared in accordance with that EU
legislation.

In our view, this describes clearly and unambiguously the EU accounting framework. It is true that
the EU framework is a collection of accounting standards. It is true also that the framework comprises
only those accounting standards that have been adopted by the EU (in accordance with the IAS
Regulation). As the Accounting Directives are not standards, are not directly applicable to companies
and are not ‘adopted’ by the EU, we do not consider that there is any scope for confusion, contrary to
the arguments cited in the FEE paper concerning options (b) and (c).

We do not support a reference to “IFRSs as adopted in the EU” (i.e., option (a)) as we do not consider
this terminology to be clear and unambiguous. Indeed, we believe that this reference:

e May be potentially misleading, depending upon the (temporary and more permanent) differences
between the frameworks that may exist from time to time The framework does not comprise, as a
matter of fact, either individually or collectively “IFRSs”. Collectively, at any given point in time,
the EU accounting framework may not include all IFRSs (a term defined by the IASB to include
all standards issued by that entity). Neither is it necessarily the case for each IFRS individually,
for example the carved-out version of 1AS 39.

e Would make any separate, voluntary statement of compliance with IFRSs more difficult to
distinguish clearly from the statement of compliance with the EU framework; and
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e Would set an unfortunate precedent that it is acceptable to describe one accounting framework by
reference to a second, different framework. This approach is difficult to distinguish from the now
inappropriate practice of referring to “IFRSs, except for ...”.

Reference to “in accordance with accounting standards as adopted by the EU” has two further key
advantages:

e First, in the case of a company that also wishes to (voluntarily) claim compliance with IFRSs (see
answer to question 4 below), the two frameworks and the relevant statements of compliance can
be distinguished clearly, without ambiguity.

e Second, it maintains the principle that a caveated reference to a generally accepted framework (for
example, “IFRSs, except for ...”) generally is inappropriate. We are uncomfortable with the
precedent that would be set by any softening of this principle.

Although not our preferred approach, we would accept as an alternative, “international accounting
standards as adopted by the EU” (option (c)) as a clear quote from the relevant legislation (1AS
Regulation, EC 1606/2002). Similar to option (b), we expect this to be clarified as being adopted “...
further to the IAS Regulation (EC 1606/2002)”, as part of a more expansive description of the
framework in the basis of preparation of financial statements prepared in accordance with that EU
legislation.

We disagree strongly with the long form of words set out in option (d). Generally, IFRSs are
transaction, not entity, specific. Therefore, all IFRSs apply to all entities. Some IFRSs (or parts of
those IFRSs) may cover transactions or arrangements in which a particular entity has not engaged. In
order to determine that this is the case, the entity must apply the scope and definitions included in that
standard (e.g., an entity must apply IAS 29 to determine if hyperinflation exists). Accordingly, the
entity has applied the standard but having done so may conclude that there are no recognition,
measurement, presentation or disclosure requirements that arise as a result of its application. It is
incorrect to suggest that the standard is not applicable or has not been applied.

This point is still clearer if the situation is considered of an entity that is applying the hierarchy in IAS
8, because no standard has specific guidance on a particular transaction. In this case the entity is
required to consider all IFRSs, not just those that it otherwise is required to apply. For example, an
entity that has business combinations only between parties under common control, still is required to
consider IFRS 3 in determining the appropriate accounting treatment of those transactions, despite that
standard not being “applicable” to those transactions.

Arguably, even those standards that are entity specific (e.g., IAS 26 Accounting and Reporting by
Retirement Benefit Plans), are applied — their scope simply means that they have no impact upon an
entity that is not within their scope.

London Society of Chartered Accountants (LSCA) (UK)

In our view, the most suitable reference is “in accordance with all IFRS that have been adopted by the
EU and that apply”. This formula may help where standards that do not apply to the company have
not adopted. For interim reporting in the year of transition and possibly on an ongoing basis if this is
compatible with law and practice, it would be helpful to extend the reference to “in accordance with
all IFRS that have been adopted by the EU (or where adoption is reasonably expected) and that apply”

Analysis of Responses to FEE Discussion Paper on Reporting Issues in relation to
Endorsed IFRS and Implications for the Audit Report
October 2005

23



REE

to cater for situations where endorsement reasonably certain to occur and to permit a standard to be
used in advance of the actual date of endorsement.

National Chamber of Statutory Auditors of Poland (KIBR) (Poland)

We favour the option (a).

Options (b) and (c) do not refer to IFRS which may be misleading.

The information included in the option (d), that a company used these IFRS which apply to it, is
obvious and therefore useless.

PricewaterhouseCoopers

Clear reporting to the market

The key issue is that the user of financial statements should have a clear understanding of the financial
reporting framework on which the statements have been prepared and against which the auditors have
reported. Therefore it is of critical importance to avoid confusion in the global marketplace between
the IFRS standards issued by the IASB and the IFRS standards as endorsed, amended or added to in a
particular country. If the distinction is not clear, there is a risk that in