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Why a project on separate financial statements?

Objective of the Discussion Paper (DP)

The IAS Regulation published in 2002 has enabled companies to prepare their
annual accounts in conformity with IFRS. Since its adoption, a number of
practical concerns have arisen in Europe in the application of IFRS to separate
financial statements.

In addition, the Italian Standard Setter (OIC) and EFRAG’s DP on Accounting for
Business Combinations under Common Control (BCUCC) highlighted the need
for further work on the application of IFRS to separate financial statements.

The DP Separate Financial Statements aims to address these concerns by
considering how financial statements, other than consolidated financial
statements, are used in Europe for economic decision making, and analysing the
technical financial reporting issues that arise when preparing such financial
statements under IFRS.

Finally, the DP proposes solutions to the issues identified and suggestions on
how to consider them in the future.
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Introduction

Chapter 1 starts by providing the objective of the DP and then sets the framework
of separate financial statements in Europe
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Definition of Separate Financial Statements

The first hurdle to be cleared relates to definitions.

“Separate financial statements are those presented by a parent or an investor
with joint control of, or significant influence over, an investee, in which the
investments are accounted for at cost or in accordance with IFRS 9”
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The use of financial statements of an individual entity

In Chapter 2 the DP focuses on identifying the users of financial statements
presented by an individual entity, their information needs and how such financial
statements are used in Europe for economic decision-making
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The use of financial statements of a legal entity (cont.)

Question to CMAC members

Q1. As auser, do you support these conclusions?

Q2. From your experience, how do users use, and for what purposes,
separate financial statements?
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Defining and addressing the financial reporting areas
related to separate financial statements

Chapter 3 considers whether there is a need for the IASB to specifically address
the accounting in separate financial statements and whether there is a need to
amend certain IFRS requirements
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Defining and addressing the financial reporting areas
related to separate financial statements (cont.)

The main financial reporting areas outlined in this chapter are the following:

« Measurement of investments in separate financial statements: how to account
for transaction costs and contingent consideration in separate financial statements

Disclosures under separate financial statements: the question is whether the
disclosure requirements under current IFRS are sufficient from a user perspective or
whether IFRS should require additional disclosures about dividends available to
shareholders, taking into account any restrictions that might apply

Clarification of the current terminology under IFRS: this relates to the feedback
received from users, preparers, academics and public authorities that the IASB should
clarify the purpose of separate financial statements and individual financial statements
(as referred in IFRS), and the specific requirements applicable to each other.
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Defining and addressing the financial reporting areas
related to separate financial statements (cont.)

The main financial reporting areas outlined in this chapter are the following:

« General concerns regarding common control transactions: common control
transactions may have a significant impact on the separate financial statements of an
entity. This is because of the effects of non-arm’s length intragroup transactions and
the fact that intragroup transactions and outstanding balances are not eliminated in
the separate financial statements of an entity. To address this issue we present a
number of different measurement bases that could be used for initial measurement of
an investment acquired in a common control transaction: (i) transaction cost
approach; (ii) fair value approach, and (iii) carrying amount approach.

The accounting treatment of business combinations under common control in
separate financial statements: the DP considers the issue of how to account for
business combinations under common control in the separate financial statements of
the acquirer. In addition, it considers how some corporate restructurings, such as legal
mergers, should be accounted for.
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Defining and addressing the financial reporting areas
related to separate financial statements (cont.)

Question to CMAC members

Q3. What are your main practical concerns related to separate financial
statements? What could be done, in terms of accounting and
disclosures, to solve those concerns?

. Do you read the information presented in separate financial
statements together with the information presented in consolidated

financial statements? If so, do you consider that there should be a
certain symmetry in the accounting principles applied in separate and
consolidated financial statements?
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Key messages from the discussion paper

Our analysis in chapters 2 and 3 lead us to conclude that it is important to:

Clarify the objective of separate financial statements

Develop guidance on how to account for transaction costs and contingent
consideration in separate financial statements

Hold a comprehensive debate on common control transactions as the method
of accounting for such transactions may impair the usefulness of separate
financial statements

Consider the accounting for business combinations under common control in
the acquirer’s separate financial statements, including legal mergers

Strengthen the disclosures on distributions to equity holders

Consider whether every new standard or amendment creates difficulties or
Implementation issues to those who prepare and use separate financial
statements; and whether it should be applied to separate financial statements
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Key messages from the discussion paper (cont.)

Question to CMAC members

Q5. As a user, do you support these conclusions?

Q6. What is the most important action that must be taken to improve the
usefulness of separate financial statements?
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