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- EFRAG’S mission

Serving the European public interest

Developing and promoting European views and
ensuring these views are properly taken into account in
the IASB standard setting process and In the
iInternational financial reporting debate (European
voice)

Providing advice to the European Commission as to
whether IFRS meet the IAS Regulation endorsement
criteria for use in the in the EU (including whether
conducive to the European public good)
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Endorsement criteria

e Technical criteria
— Relevance T
— Reliability
— Understandabillity —
— Comparability
— Prudence

=

e Conducive to European public good
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- Technical Issues

e Definition of a lease
— Avoid capturing services?
— Sufficiently clear?

e Practical expedients

— Exemptions for short-term and low value
asset leases

— Non-separation of service elements
o Variable payments

3 October
2016 UNCTAD Annual Accounting Workshop 4



European public good

e Added value (eg improvement over the
standard it replaces)

e No detrimental effect on EU:
— Competitiveness

— Financial stability
— Economic development

assessment of costs and benefits)
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Analysing the impacts: basic approach

Financial
statement e See next 2 slides
effects

Effect on e Lease vs buy decisions

e Lending decisions (credit spreads)
* |Investing decisions (required return)

behaviours

Impact of

* |nvestment

behavioural EREET
cha nges borrowing/capital
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Simulation of effects on financial

statements

EFFECTS ON THE BALANCE SHEETS

Lease assets

Liabilities

Equity
EFFECTS ON PROFIT OR LOSS
EBITDA

Finance costs

Net result Depends on the status of the portfolio

EFFECTS ON STATEMENT OF CASH FLOWS
Cash from operating activities t

Cash from financing activities l

Total cash flows <:>
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Simulation of effects on financial statements
(on a sample of 417 companies)

Industry % increase in
reported debt

Consumer Discretionary 17%
Consumer Staples 21%
Energy 26%
Healthcare 10%
Industrials 20%
Information Technology 22%
Materials 9%
Telecoms 20%
Utilities 4%
Average increase (excl. Financial Services) 16%
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Cost and benefit assessment

Implementation costs (mitigated
by practical expedients)

Changes in cost of capital?

Improved transparency and
comparability

Level playing field effects
Changes in cost of capital?
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Other iIssues

e Impact on leasing industry

e Impact on SMEs
— Quoted on regulated markets
— Quoted on unregulated markets
— Unquoted

* Financial stability
o Competitiveness
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Endorsement process - timeline

January 2016  June 2016 October 2016 March 2017 Q4 2017?

‘ ‘ e Member state vote (ARC)
IFRS 16 Draft * 3 month EP scrutiny period
published endorsement

advice
Final IFRS 16
endorsement adopted?

advice

Endorsement

advice
request

J
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Thank you for
your attention!

http://www.efrag.org/

Capital Markets Union. The contents of this presentation is the sole responsibility of EFRAG and can under no

- EFRAG receives financial support of the European Union - DG Financial Stability, Financial Services and
circumstances be regarded as reflecting the position of the European Union.
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