[image: image1.jpg]curodad

X/

european network on debt & development





	Eurodad submission to the International Accounting Standards Board consultation on IFRS 6 

	                                                                                                             July 2010

	 


Eurodad, the European Network on Debt and Development is a platform of 58 non-governmental organisations (NGOs) from 19 European countries working on development finance and in particular on tax related illicit outflows from developing countries.

Eurodad welcomes the IASB decision to open a consultation process on the Discussion Paper (DP/2010/1) on the extractive industries. We also welcome the fact that the discussion paper considers the possibility of requiring oil, gas and mining companies to report country-specifically in each country in which they operate. However, we are concerned that present proposals would not lead to the establishment of a fully-fledged, comprehensive and systematic country by country reporting standard, which is instrumental to enhance governance transparency in the extractive sector and to facilitate investors to make the most accurate evaluation possible of the risks and degree of exposure that their investments entail.

Therefore, with the aim of contributing to strengthening the new IFRS 6, Eurodad presents the following proposals:

1. Companies should report their financial accounts in every country in which they operate

The current proposal allowing firms to decide whether they report their financial information in a country depending on the importance of the activities of a particular MNC in that country, - “materiality clause” - will reduce comparability of data, a key principle of international standards. Indeed, it would keep accounting information on many countries still aggregated, therefore contributing to maintaining the sector’s opacity instead of incentivising transparency. The setting of thresholds in terms of what is material for the company, based on the size of their national reserves relative to their international reserves is of particular concern.  The standard should take into account that reputational risks are not necessarily related with the volume of assets or production.

Therefore, the reporting standard should require all companies to report systematically for each of the countries where they operate.
2. The financial reporting standard for the extractive industries should not allow any exemptions to the reporting requisite

The current proposal allows firms to opt out of reporting country-specific data where they feel this would “prejudice the position of the entity” (paragraph 6.37). We oppose this exemption because it would remove the protection of a standard reporting requirement, leading to a situation in which the most transparent firms would have to bear the responsibility of justifying to untransparent governments the reasons why they decided not to make use of this exemption. Thus, companies might face pressure not to report, and legal and operational antagonism if they did. Furthermore, it would deprive investors from getting comparable and consistent data on firms’ performance in the different countries in which they operate.

Therefore, there should not be reporting exemptions of any kind nor confidentiality clauses. A uniformly applied IFRS should override restrictions of confidentiality clauses.
3. The financial reporting standard for the extractive industries should oblige companies to report the different payments they make to each government in every country in which they operate

When different kind of payments to host governments cannot be traced, they can be subject to diversion or low tax payments that can engender political pressure to expropriate assets. The disclosure of data on the different payments that companies make to governments is an essential tool to provide a level playing field for all extractive firms, prevent tax evasion and fight corruption by holding both companies and governments to account. Thus, specific disclosure of payments to governments and the disaggregation of this information into the different categories already standardised in the Extractive Industries Transparency Initiative (EITI) should be included as a requisite during the IFRS 6 review.

The new IFRS6 should therefore generalise a country specific reporting of payments made to host governments.

4. A minimum set of information is required to get an accurate picture of the companies’ situation

The current proposal does not clearly determine the basic information that should be reported by companies. By default, it adopts an approach “à la carte” that hampers information coherence and comparability. The Discussion Paper presents a set of options but rejects country-specific reporting requirements related to production revenues, subsidiaries and properties. It also fails to give a clear recommendation on payments made to governments (see our point 3).

In order to fully understand the profile of operations and to enhance transparency in the extractive sector, the financial reporting standard should establish a minimum set of country-specific information that every company should report on, namely:

· the names and locations of each subsidiary and property in each country. The proposal claims that these are available but does not offer proof of it ;

· details of tax charges and other payments to governments should be broken down by type of payment;

· reserves;

· production volumes, and costs;

· production revenues and

· number of employees.

5. The needs of users other than capital providers should be addressed
The adoption of a comprehensive country by country reporting standard, as outlined in our proposal, would benefit investors, by increasing transparency and information in a high risk sector; governments, by ensuring them a fair share of the value of the resources being extracted and preventing transfer mispricing, tax evasion and avoidance; and citizens, that would have better chances of holding companies and governments to account. The constitution governing IASB states that it must act in the public interest and address the needs of the various users of company financial reports. Yet, the Discussion Paper states that “proposals have been assessed only from the perspective of whether capital providers would find the information useful” (paragraph 6.10).
We strongly recommend that the needs of other users of financial reports, other than capital providers are fully taken into account.

We believe that it is on the public interest to take these recommendations in consideration for the IFRS-6 review and we look forwards to their swift implementation.
Yours sincerely,
Nuria Molina Gallart - Eurodad Director
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