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Submitted electronically via ‘Open to Comments’ page on IFRS Foundation website 

IFRS Foundation 

IASB 

30 Canon street 

London, EC4M 6XH 

United Kingdom 

 

Amsterdam, 20 November 2012 

 

Ref: B2012.64 

Subject: Eumedion’s response to IASB’s Request for Information on ‘Post-Implementation Review: 

IFRS 8 Operating Segments’ 

 

Dear Sirs, Madams, 

 

Eumedion welcomes the opportunity to respond to IASB’s request for information on the post-

implementation review of IFRS 8. By way of background, Eumedion is the Dutch based corporate 

governance forum for institutional investors. Our 70 Dutch and non-Dutch participants together have 

more than EUR 1 trillion assets under management. They invest for their clients and their beneficiaries 

in listed companies worldwide. Our views therefore represent a perspective of users of financial 

statements. 

The comments submitted in this response are to complement the comments and views discussed in 

the meeting of 14 September 2012 where representatives of IASB, EFRAG and ESMA jointly 

discussed IFRS 8 with a group of participants of Eumedion. 

We regard the potential relevance of segment reporting as very high for investors. Our answers do not 

only highlight a number of issues, but also contain some suggestions for improvements to the 

standard. 

 



 2 

 
Answers to the questions in the Request for Information 

Question 1: Are you comparing IFRS 8 with IAS 14 or with a different, earlier segment-reporting 

Standard that is specific to your jurisdiction? In providing this information, please tell us: 

(a) what your current job title is; 

(b) what your principal jurisdiction is; and 

(c) whether your jurisdiction or company is a recent adopter of IFRSs. 

 

Eumedion is a corporate governance platform with a focus on the largest 75 listed companies 

incorporated in the Netherlands, although our participants tend to invest in many jurisdictions. The 

Netherlands is not a recent adopter of IFRS. 

 

Question 2: What is your experience of the effect of the IASB’s decision to identify and report 

segments using the management perspective? Investors: please focus on whether our initial 

assessment - that the management perspective would allow you to better understand the business - 

was correct.  What effect has IFRS 8 had on your ability to understand the business and to predict 

results? 

 

IAS 14, the preceding standard, relied on segmentation based on risk and return characteristics. Risk 

and return characteristics typically are factors that tend to be in line with the perspective of investors. If 

risk and return characteristics are significantly different between two activities, we would tend to prefer 

a separate operating segment for each activity even though through the eyes of management they 

may be managed as one; and reversely, if risk and return characteristics are not significantly different 

between two activities, we would tend to prefer the activities to be aggregated into a single segment, 

even though through the eyes of management they may be dissimilar. 

Segment reporting is more useful if the output can be compared with previous years, not just the 

previous year. We believe that the risk and return assessment for segment definition in the preceding 

standard is more likely to result in a more stable segment definition than the ‘through the eyes of 

management’ perspective in IFRS 8. If there is no significant change in the risk and return 

characteristics of the segments, in many cases, we would prefer a company to keep the segment 

definitions identical, even if there is a change in how management manages its business segments. 

 
‘Matrix’ segmentation (introduced by IFRS 8) reduced usefulness 

We believe ‘matrix segmentation’, where the segments are a mix of different types of segments (for 

example geographical and business segments mixed in one table), tends to reduce usefulness for 

investors: 
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 Segment reporting is more useful if the output can be compared with direct competitors. Matrix 

segmentation tends to result in very company specific output that is significantly more difficult, 

if not impossible, to compare amongst direct competitors. 

 We have reason to believe that matrix segment reporting also more often results in changes, 

making multi-year comparison more difficult. 

 

‘Through the eyes of management’ perspective too often results in lack of granularity in segment 

definition 

There is a wide variety of quality in segment definition. Unfortunately, too often the segment definition 

is not granular enough for investors. We observed many companies distinguishing only two operating 

segments.  

Some companies provide a higher, and more useful, granularity outside the annual report. For 

example, the listed company Royal Dutch Shell provides such higher granularity not only in investor 

presentations, but also in an ‘Investor’s handbook’ and in quarterly updated Excel files. A 

disadvantage of only having a higher granularity in the investor material and not in the annual report is 

that such information tends to fall outside the scope of an external audit. In general, the terms used in 

investor presentations by companies often are not as clearly defined as the line-items in the annual 

report. 

Royal Dutch Shell reported five operating segments under IAS 14 in 2006. Although the introduction of 

IFRS 8 initially increased the number of segments in 2007, in 2009 a change in how management 

views the company reduced the number of operating segments to only 3
1
; this clearly resulted in a 

less useful segment reporting in the annual report for investors. The fact that some companies have 

reduced the number of operating segments is not necessarily an enforcement issue, as the reduction 

in usefulness may be inherent to the standard’s management perspective. 

In general, Eumedion worries that the significant discretion management has to define and redefine 

segments ‘through the eyes of management’, has resulted in a standard where possible sub-par 

reporting is too difficult for external auditors and public enforcers to act on. 

We believe that the management perspective introduced by IFRS 8 for segment definition did not 

contribute to improved understanding of the business by investors. 

 
 
Question 3: How has the use of non-IFRS measurements affected the reporting of operating 

segments? Investors: please comment on the effect that the use of non-IFRS measurements has had 

on your ability to understand the operating risks involved in managing a specific business and the 

operating performance of that business.  It would be particularly helpful if you can provide examples 

from published financial statements to illustrate your observations and enable us to understand the 

effects that you describe.

                                                 
1
 Appendix: Royal Dutch Shell segment reporting 2006 versus 2011 
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Reconciliation to IFRS numbers 

We believe non-IFRS line items in segment reporting could provide, and often does provide useful 

information to investors.  

However, in practice we observe a high number of companies that present line items that are identical 

to the line items in the primary statements. We believe many investors are not aware that the ‘through 

the eyes of management’ perspective effectively allows management to allocate certain charges to an 

‘other/eliminations’ segment to an extent that may be well beyond what is true and fair from an 

investor perspective, and still claim full compliance with the standard. Since the net effect of such a 

practice is nil, it remains undetected in the column that reconciles the numbers to IFRS. Therefore, 

investors remain uncertain how useful the presented segment reporting really is.  

We also observe many instances where the column that would provide a reconciliation from ‘through 

the eyes of management’ to the IFRS numbers, is missing. As this will be interpreted by many 

investors that the reported line item is IFRS compliant in all of the individual columns, a revised 

standard could explicitly require such compliance with IFRS if a reporting entity chooses not to include 

such column.  

Another suggestion we would like to make to the IASB is the following: a reporting entity should only 

be allowed to use line items mentioned in the IFRS primary financial statements if the IFRS definition 

is consistently used for the entire line item in the segment reporting. If a company chooses to deviate 

from measurement used in the primary statements, the name of the line item displayed should be 

accompanied by the word ‘adjusted’. If a company chooses to report an ‘adjusted’ line item, it should 

also include the unadjusted line item, as measured in the primary statements. 

We observe a number of companies where the reconciliation is an integral part of an ‘other’ or 

‘eliminations’ column. We believe this is an enforcement issue, and not necessarily a problem of the 

standard, as the standard clearly disallows such practice. 

 
 
Question 4: How has the requirement to use internally-reported line items affected financial reporting? 

Investors: please focus on how the reported line items that you use have changed.  Please also 

comment on which line items are/would be most useful to you, and why, and whether you are 

receiving these.  

 

We support companies to continue to report non-IFRS line items. It allows companies to provide 

industry or even company specific performance indicators that can add to the insight of investors. As 

discussed before, we consider it best practice that if a reporting entity chooses to report adjusted IFRS 

line items, the unadjusted IFRS line items should also be included as a separate line in the segment 

report. 
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Although certain line items are relevant in many cases (like revenues, operating profit, depreciation & 

amortisation, capital expenditures), there are very few line items that are universally relevant for all 

industries. We believe IFRS 8 should not specify individual line items for operating segments, as there 

are too few that are truly universally relevant in this context. 

 

Question 5: How have the disclosures required by IFRS 8 affected you in your role? Investors: please 

provide examples from published operating segment information to illustrate your assessment of the 

disclosures relating to operating segments.  Do you now receive better information that helps you to 

understand the company’s business?  Please also comment on the specific disclosure requirements of 

IFRS 8—for example, those relating to the identification and aggregation of operating segments; the 

types of goods and services attributed to reportable segments; and the reconciliations that are 

required.  It would also be useful to indicate whether you regularly request other types of segment 

disclosures. 

 

In addition to our answer to question 2, we prefer a standard that requires companies to report both a 

business, and a geographical breakdown. Unfortunately, we observe quite a number of companies 

providing a geo breakdown only, where we would have preferred a business breakdown. Only in a 

rare case where the mix of businesses is very similar across all geographies, for example because the 

company predominantly sells a single product, a more detailed geographical breakdown together with 

a less detailed business breakdown may provide sufficient insight to investors as well. In most other 

cases, line items like margins per country will remain difficult to interpret as differences between 

countries could be dominated by unknown differences in business mix. We would support a standard 

that, in addition to a business breakdown, also requires a basic geographical breakdown by 

destination, and if significantly different also by origin. 

 
Impact of partial ownership of subsidiaries 

The group structure is highly relevant for analysts, also in the context of segment reporting. 

Unfortunately, disclosure on group structure is too often overlooked by companies
2
. IFRS 8 did not 

improve segment disclosure on this important topic. In this respect, ‘through the eyes of management’ 

has in most cases not resulted in more useful information for investors. 

There are examples of companies that are clearly aware of the relevance of partial ownership of 

subsidiaries. One of them is Vivendi SA. Vivendi includes in the segment reporting paragraph the 

following overview (page 19 of the consolidated financial statements
3
): 

                                                 
2
 On 29 October 2012, the Netherlands Authority Financial Markets published a report on the quality of disclosure on non-

controlling interest by Dutch companies: http://www.afm.nl/~/media/Files/fin-verslag/2012/themaonderzoek-
minderheidsbelangen.ashx 
3
 http://www.vivendi.com/_files_/IMG/pdf/20120302_03_02_2012_Chapter_4_of_2011_Annual_Report.pdf 

http://www.afm.nl/~/media/Files/fin-verslag/2012/themaonderzoek-minderheidsbelangen.ashx
http://www.afm.nl/~/media/Files/fin-verslag/2012/themaonderzoek-minderheidsbelangen.ashx
http://www.vivendi.com/_files_/IMG/pdf/20120302_03_02_2012_Chapter_4_of_2011_Annual_Report.pdf
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As the operating segment information relates to fully consolidated numbers, these numbers are based 

on the (often fictitious) assumption that all of the subsidiaries are fully owned. If this is not the case, 

investors need insight in what proportion of the reported segment reporting numbers is attributable to 

the common shareholders, i.e. excluding the amounts attributable to external shareholders. The term 

‘proportionate share’ represents the common shareholders’ proportionate share of the fully 

consolidated numbers. If all of the subsidiaries are fully owned, the proportionate shares are identical 

to the fully consolidated amounts.  

Eumedion requests IASB to revise IFRS 8 to provide insight in proportionate shares. The segment 

reporting of companies that fully consolidate partly owned subsidiaries should include a column for 

each segment to indicate what percentage of the reported number is attributable to the common 

shareholder. The picture below explains the format we envisage for the German listed company 

Fresenius SE & Co.KGaA: 

 

The percentages can be displayed between the columns as demonstrated in the third table (please 

note: only if the percentages are significantly different from 100%). 
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Question 6: How were you affected by the implementation of IFRS 8? Investors: please focus on 

whether the way in which you use financial reports has changed as a result of applying IFRS 8.  

Please explain to us what that effect was and the consequences of any changes to how you analyse 

data or predict results. 

We do not believe IFRS 8 has changed the way analysts analyse companies. However, the answers 

to the previous questions highlighted multiple issues with IFRS 8, that are likely to have resulted in 

analysts having to spent more time trying to get to the same level of insight, and/or settle for less 

insight for their economic decision making. In general, both outcomes result in additional costs and/or 

uncertainty not only for the asset manager, but also for the assets owners and beneficiaries. 

 

If you would like to discuss our views in further detail, please do not hesitate to contact us.  

Our contact person is Martijn Bos (martijn.bos@eumedion.nl, +31 20 7085 885). 

 

Yours sincerely, 

 

Rients Abma 

Executive Director Eumedion 

 

PO Box 75926 

1070 AX AMSTERDAM 

 

mailto:martijn.bos@eumedion.nl
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Appendix: Royal Dutch Shell segment reporting 2006 versus 2011 

Annual report Royal Dutch Shell 2006, under IAS 14 
 

Page 112: “NEW ACCOUNTING STANDARDS AND INTERPRETATIONS 

<..> 

IFRS 8 Operating Segments is effective from January 1, 2009, although early adoption by the Group is 

under consideration. The standard replaces IAS 14 Segment Reporting and converges with US 

GAAP. Adoption will simplify the way in which segment information is disclosed in the Consolidated 

Financial Statements as the Group currently complies with both IFRS and US GAAP requirements.” 
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Royal Dutch Shell Annual report 2011 
 
“Nature of operations and segmental reporting 

Shell is engaged in the principal aspects of the oil and gas industry in more than 80 countries and 

reports its business through three segments. Upstream combines the operating segments Upstream 

International and Upstream Americas, which have similar characteristics and are engaged in 

searching for and recovering crude oil and natural gas; the liquefaction and transportation of gas; the 

extraction of bitumen from oil sands that is converted into synthetic crude oil; and wind energy. 

Downstream is engaged in manufacturing; distribution and marketing activities for oil products and 

chemicals; in alternative energy (excluding wind); and CO2 management. Corporate represents the 

key support functions, comprising holdings and treasury, headquarters, central functions and Shell’s 

self-insurance activities. Integrated within the Upstream and Downstream segments are Shell’s trading 

activities.” 
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Investor presentation on full year 2011 results 
 
http://www-
static.shell.com/static/investor/downloads/financial_information/quarterly_results/2011/q4/q4_2011_an
alyst_presentation.pdf 
 
 
 

 

http://www-static.shell.com/static/investor/downloads/financial_information/quarterly_results/2011/q4/q4_2011_analyst_presentation.pdf
http://www-static.shell.com/static/investor/downloads/financial_information/quarterly_results/2011/q4/q4_2011_analyst_presentation.pdf
http://www-static.shell.com/static/investor/downloads/financial_information/quarterly_results/2011/q4/q4_2011_analyst_presentation.pdf

