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1. Introduction

To implement a sound Performance Measurement Madelevant issue is the selection of a
proper set of measures. In this sense, a goodhgt@aint could be the analysis of the Annual
Report containing all the relevant financial datawat a company.

It is a generally accepted fact that Annual Repares a good means of describing the
situation of a company to all the stakeholdersoalgh it is difficult to compare Annual
Reports coming from different entities. A proce$siarmonization of European accounting
principles was started in order to bring Annual &&p into line and it is currently being
carried out through the adoption of IAS/IFRS stadda

Once Annual Reports have been created adoptingnenoo accounting standard, the very
next step is to code them using the same IT largguiga common computer language is
selected, Annual Reports or other documents caity éses compared without recoding and
retyping them.

The starting point of this process is the defimitmf an appropriattaxonomyto be used by
both those drafting and reading the documents.

The process of choosing an appropriate Accounttagdard, selecting the related taxonomy
and, finally, compiling documents using XBRL langedeads companies to produce sound,
meaningful and clear documents that greatly imprewaring of useful information.
Moreover, the adoption of IAS/IFRS standards andRKEncoded statements provides a set
of measures for building sound and widely acceptedels.

Those models may provide the basis for both inteand external comparisons and analyses.
As a matter of fact, a company can easily comp&reurrent situation with its previous
performance and, furthermore, can compare itstsiuavith that of other companies of the
same industrial sector. Moreover, these analyselsl &t provided to external stakeholders to
be judged in a more complete and objective way.

2. Performance Measurement: an Information System approach

In the literature many definitions of Performandéeasurement and Performance
Measurement System can be found. Whierformance Measuremeoan be defined as the
process of quantifying the efficiency and effectiges of action”, a Performance
Measurement Systecan be defined as the set of metrics used to ifiydath the efficiency
and effectiveness of actions” (Neely, 1995). Momout should be pointed out that these
definitions focus on reference theoretical modelther than on operational models to be
effectively used in a company.

Implementation of these conceptual models usingrimétion technology is known as
"Business Performance Management" (BPM): BPM fidd "as a set of integrated, closed-
loop management and analytic processes, suppoyteéechnologies, that address financial
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and operational activities. BPM helps businessdmealestrategic goals and measure and
manage performance against those goals” (Whitir@#R0in other words, "BPM can be
described as a series of business processes ahcaapps designed to optimize both the
development and the execution of business strat€ggdlick and Ariyachandra, 2006;
Eckerson, 2004).

Considering the complexity of reference models,ahmwunt of data to be processed and the
multiplicity of channels originating the data, usfecomputer systems is a must and therefore
the abovementioned processes and applicationswitin the more general application
framework of Information Systems (IS).

IS are defined as systems of people, data recordsaetivities that process the data and
information in an organization, and they include ttrganization’s manual and automated
processes aimed at supporting managers. Broadlakisge IS should support the
development and execution of strategies at vamoaisagement levels (Turban et al., 2006).

Decision support system (DSS) A computer-based @tugpr management
decision makers who are dealing wijth
semistructured problems

Expert Systems (ES) A computer-based system thetves like g
human expert

Executive Information System (EIS) A computer-basggtem that serves the
information needs of top executives

Business Intelligence (BI) A broad category of amilons and

technologies  for  gathering,  storing,
analyzing, and providing access to datg to
help enterprise users make better business
decisions

Business Performance Management (BPM) A series afsinbss processes anhd
applications designed to optimize both the
development and the execution of business
strategy

Table 1: The Historic Evolution in Decision Suppésburce: our revision of Frolick and
Ariyachandra 2006)

A long evolution path has accompanied Informatigst&ns (see Table 1): more than thirty
years ago the so called Decision Support Syster8S)[2merged (Keen, 1980). DSS were
based on models and data: by means of models, B%& able to transform data in useful
information and knowledge. Moreover, they were figgol to support decision-making
processes at all management levels.

After DSS came Expert Systems (ES), which weredaseArtificial Intelligence paradigms.
ES should behave like human experts and help manageheir tasks. The approach was
interesting, but the technology was still too preamaand thus these systems turned out to be
too simplistic. ES lasted few years and then sldiatjed away. For a short while it seemed
that top managers would adopt Executive Informa8gstems (EIS), but also in this case the
proposed systems were too simplistic and neveahadiespread diffusion.

Anyhow the experience gathered from DSS and ES adagpted by a brand new class of
applications: Business Intelligence (BI) systenmsfdct, Bl are systems able to transform
data in useful information and knowledge to suppleision-making processes, for seeking
the objectives that enterprises must pursue inrdimethem to sustain their competitive
advantage (Porter 1980). Moreover, some Bl modidesa Mining Modules in particular,
rely for some aspects on Artificial Intelligence@adigms.



The merging of Business Intelligence with modelsdohon such theories as Balanced
Scorecard (BSC) (Kaplan and Norton, 1996) thatndetfwhich variables or aspects must be
evaluated finally led to the definition of a nevas$ of applications, Business Performance
Management (BPM).

An aspect in which DSS and BPM are similar is thhepion of models. In the DSS paradigm
there was a set of models that the manager couldeuto carry out the decision-making
process. Those models were relatively simple andtlgt formalized through the use of
particular high-level languages.

The role of models should be considered extremaBvant: some analysts such as Gartner
differentiate between Bl and BPM and consider theet as the ultimate Strategic
Information Systems. Each industry analyst andasoft vendor has a different interpretation
of the core processes that influence BPM. Thesergéiy include but are not limited to:

» Budgeting, planning and forecasting

* Profitability modeling & optimization

» Scorecard & dashboard applications

* Financial consolidation

* Statutory and management reporting

BPMs are dedicated to performance assessment widldidionally internal orientation, being
specifically targeted to top management. Could BP0 be used with an external
orientation? That is, could information resultingrh these systems have significant interest
also for external stakeholders?

The literature has established a causal link betvge®d communication and value of shares
(Bonson et al., 2008). If the spread of the Interhas caused a dramatic increase in
information availability, the quality of the matakithat users can often find does not match
expectations. And even if the desired informatisriaund, a long process of recoding and
manual re-entry of data is still required. It igrfore critical for the system to find suitable
means of communication to facilitate a smooth erglkaof information.

We believe that it is possible to use those samsteBys that provide useful information for
improving performance also to enhance external comication. The content of external
communications must be carefully vetted. They minst enhanced without disclosing
strategic information. It is clear that not all annation derived from the PMS can be
disclosed outside the company.

The information technology that supports the mamegg of the BSC model is extremely
relevant, but we have to notice that the technoitggif is becoming increasingly affordable
and easy to use. Generally speaking, it is possibldivide the company’s Information
System in two categorie®©n Line Transaction Processing Syst@DLTP System) an®n
Line Analytical Processing Systgf@LAP System), as depicted in Figure 1. The foriser
devoted to support all processing of business a&iwns or, in other words, to support the
basic activities of a company. The latter, OLAP t8ys is designed to support higher level
activities, i.e. the managers’ tasks. As we exgldibefore, for this reason a reference model
such as the Balanced Scorecard (BSC) or other rpsaiftce evaluation related models are
usually adopted.

As shown in Figure 1, by means of XBRL, it is pbssito extract relevant disclosures listed
in the Financial Report, while problems arise wlatempting to extract information to
complete the Notes to the Financial StatementebDinectors’ Report. OLTP systems do not
contain the data which is necessary for this taskhave to find additional information, such
as number and specialization of employees, marégijbution channels, etc. and then feed
OLAP systems. From OLAP systems, by means of XBRiks, possible to obtain the desired
disclosures.
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Figure 1: OLTP System and OLAP System

It is important to remark that the developmentrgbimation and therefore the production of

reports for internal and external use is done mbg by the application of certain conceptual

models on well-defined input data but also outputchieved through a carefully defined

process . Hence the ability not only to automaltycand therefore at "zero cost”, produce

documentation on the process but also to providequate process "assurance" by
documenting both the extraction and processingaiitidata as well as the entire process of
preparing reports.

3. Performance Measurement, taxonomies and XBRL

There are two types of corporate communicationht® dutside world: on the one hand,
traditional financial and other information in itg&any unstructured forms and, on the other, a
new type of structured communication based on coenzed, but above all encoded,
documents.

It is on this latter type that we will concentradar attention: our work will focus on the
possibility of information systems to generate camioation rich in content and with high
added value, without moreover being excessivelylyasd, above all, automatically, that is
without further intervention.

Many Stock Exchange supervisory authorities, sushthe U.S. Securities & Exchange
Commission (SEC) or the italian "Commissione pé&ahtrollo della Borsa" (Consob), have
begun to ask listed companies to add to their fioe® information also documents encoded
using XBRL (eXtensible Business Reporting Languadée main reasons for this request,
among others, are: to have documents that candzediectly without the need of having to
recode and/or re-enter them manually; have encddedments in the same manner and thus
comparable; have standardized documents that caosed on different hardware and
software; have documents that can be analyzed atitalty and can be saved by creating
databases of rich, consistent, and truly compaiabiemation.

Traditional financial statements that were sergupervisory authorities in fact needed to be
re-encoded and re-entered in the database witm-@omputerized process, requiring, among
other things, a significant unification effort whichowever, was often not obtained.
Consider, for example, two financial statementdvad separate companies: not only is it
possible and highly probable that the format idedént but also the contents (i.e. the



individual items also called elementhave a different format and meaning. In practioe,
compare the two financial statements, we would nedave items with the same format and

meaning.

XBRL solves this problem by “tagging” individuakins of data in a way that the computer
of another user can understand and work witlagging is the process of assigning standard
or customized identifiers (the so callled)y to information in a financial accounting source
file, such as a financial statement.

«ifrs-gp: AssetsHeldSale contextRef="CGurrent_AsOf" unitRef="U-Euros"

decimals="0">100000</ifrs-gp: AssetsHeldSale>

<ifrs-gp: ConstructionProgressCurrent contextRef="Current_AsOf"

unitRef="U-Euros" decimals="0">100000</ifrs-

gp: ConstructionProgressCurrent

<ifrs-gp:Inventories contextRef="Current_AsOf"' unitRef="U-Euros"

decimals="0">100000</ifrs-gp: Inventories>

<ifrs-gp: OtherFinancialdssetsCurrent contextRef="Current_AsOf"

unitRef="U-Euros" decimals="0">100000</ifrs-

gp: OtherFinancialassetsCurrent>

<ifrs-gpHedginglnstrumentsCurrentasset contextRef="Current_AsOf"

unitRef="U-Euros" decimals="0">100000</ifrs-
gp:HedgingInstrumentsCurrentbssets

<ifrs—gp: CurrentTaxReceivables contextRef="Current_AsOf" unitRef="U-
Euros" decimals="0">100000</ifrs-gp: CurrentTaxReceivabless
<ifrs-gp: TradeOtherReceivablesMetCurrent contextRef="Current_AsOf"

unitRef="U-Euros" decimals="0">100000</ifrs-
gp: TradeOtherReceivablesNetCurrent>

<ifrs-gp:PrepaymentsCurrent contextRef="Current_AsOf" unitRef="U-Euros"
decimals="0">100000</ifrs-gp: PrepaymentsCurrent:

«ifrs-gp:CashCashEquivalents contextRef="Current_AsOf" unitRef="U-
Euros" decimals="0">100000</ifrs-gp: CashCashEquivalents>

<ifrs-gp:OtherassetsCurrent contextRef="Current_AsOf" unitRef="U-Euros"
decimals="0">100000</ifrs-gp: OtherdssetsCurrent>

<ifrs-gp: AssetsCurrent Total contextRef="Current_AsOf" unitRef="U-Euros" Other Assets, Current

decimals="0">1000000</ifrs-gp: AssetsCurrentTotal>

CURRENT ASSETS
Assets Held for Sale 100,00
Construction in Progress, Current 100,0
Inventories 100,000
Other Financial Assets, Current 100,0
Hedging Instruments, Current (Asset) 100,0
Current Tax Receivables 100,00
Trade and Other Receivables, Net,Current 1mo,
Prepayments, Current 100,00
Cash and Cash Equivalents 100,0
100,00
Current Assets Total 1,000,000
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Figure 2: An example of a XBRL document (on thet)lJetompared with the same
information processed by a browser (source: XBR1).or

A tagged document is readable by a human expentyusinormal browser, but it is also
correctly readable and understandable by softwapcations (see Figure 2).

Basic Attributes

Label Finite-Lived Intangible Assets, Net
Element name FiniteLivedIntangibleAssetsNet
Description “The aggregate sum of gross carryi@ge of a major finite-lived intangible asset
class, less accumulated amortization and any inmgait charges. A major class is
composed of intangible assets that can be groqgediter because they are similar,
either by their nature or by their use in the opfens of a company.”
Data type Monetary
Balance type Debit
Period type Instant
Reference Publisher: FASB
Name: Statement of Financial Accounting StandaAS)F
Number: 142
Paragraph: 45
Subparagraph: a(1)
Relationships
Presentation Finite Lived Intangible Assets, Meincurrent Classification [Abstract]
Finite Lived Intangible Assets, Gross
Finite Lived Intangible Assets, Accumulated Amaatipn
Finite Lived Intangible Assets, Net
Calculation Finite Lived Intangible Assets, Netdl=
+ Finite Lived Intangible Assets, Gross, Noncurrent
- Finite Lived Intangible Assets, Accumulated Animation, noncurrent
Dimension Statement of Financial Position [Liremi

Statement [Table]

Assets [Abstract]

Assets, Noncurrent [Abstract]
Intangible Assets, Noncurrent [Abstract]
Indefinite Lived Intangible Assets, Net
Finite Lived Intangible Assets, Net

Table 2: Basic Attributes and Relationships of ¥&8RL element "Finite-Lived Intangible
Assets, Net" (source: US GAAP Taxonomy)



For this reason the SEC, when referring to XBRLoreg adopted the termnteractive
datd'.

XBRL is in reality only a language, that is a fotiration of a broader frame of reference.
This model is contained in a so-calléthxonomy". As we shall see there are many
taxonomies available. We have to underline thakariomy is not a new accounting standard
but rather a strict coding which enhances the lisabf those already existing.

A taxonomy is a kind of vocabulary that containsthé necessary definitions, on the one
hand, to create an XBRL document and, on the otbenterpret it in a unique and automatic
manner. In particular, each taxonomy includeshalliasic attributesandrelationshipsthat
may be used to tag the single elements of a doduAsran example, for each element, the
U.S. GAAP taxonomy provides seven basic attribated three relationships, as shown in
Table 2.

To create a document in XBRL format, the so-caliedtance”,we start form the traditional
Financial Statement and, using appropriate softwagply a certain taxonomy, thus
"translating”" the document (see Figure 3). In timgy an XBRL instance document is
obtained which contains company information encantedectly.

Note that this fully automated process also vesifiet only formal correctness of data but
also controls compliance with all accounting rudesatained in the taxonomy itself or defined
by the selected accounting model.

See in this regard the example in Table 2, in wkiehrelationships between the item "Finite-
Lived Intangible Assets, Net" and all other elemsantwhich it is connected are encoded.

Traditional
Financial
Statement

XBEL
Translator

XBREL
Instance

Figure 3: the process of creating an instance

The role of XBRL, however, does not end with theation of documents that can be
automatically read by institutional bodies suctstsck Exchange supervisory authorities: its
role in our view can be much more important.

If we distinguish the communication flows betwerternal and external information, we can
see how XBRL can be profitably used in other cotstgsee Figure 4). To communicate
between two internal systems, such as the OLTRsyand the OLAP system, there are no
technical problems. Since these systems belondghidosame company, it can define the
desired format and content of the various files.

However, when the company needs to interface witereal bodies, it is very likely that the
systems are different and therefore are unabl@menwnicate. This causes the need, as we
have said, to encode and manually enter datahetodrious systems.

On the other hand, structuring communication thhotige use of XBRL, the company
obtains formalized input files able to automatigdéed their BPM systems. These systems
can then produce, as we have mentioned, outpwt #ilso structured using XBRL. Files
which in turn can automatically feed other systems.
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Business
Performance
Management
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Figure 4: Input and output files

4. Adoption of the | FRS standards and effectsin terms of business performance

The adoption of the IAS/IFRS principles has broughbut a radical change in certain key
aspects of the drawing of the financial statemdfds.several years now, the IASB has been
making significant revisions to some basic accaugntiules, also in view of the future
convergence between the IFRSs and the US-GAAPs

One of the themes that will be affected by thisigien process is the concept of income
formation, and therefore the IFRS approach to #&fendion of business performance. As is
well-known, the framework outlined by the IASB ibaracterized by what is known as
Balance Sheet-Based approach, where the balancet statement acquires greater
significance than the income statement. Consequepth the basis of this reasoning
(predominant in English-speaking countries), therapng result is determined as an effect
of the recording and valuation of assets in thear@@ sheet. This is confirmed by the
importance attributed by the IASB to the critera tlefining and valuating balance sheet
assets: one example is the definitiorirmomé andexpenserovided in paragraph 70 of the
Framework (letter a) and b) respectively). This rapph was approved from the very
beginning by the FASBQamffermanand Zeff 2007), and is corroborated not only by the
general concept expressed in the framework, bud bis some fundamental evaluation
criteria®. Among these, a major example is the fair valiterion - mandatory in some cases,
allowed in others - which has given rise to heatlethate concerning its effects on the
representation of corporate assets. As is well-knaecording to the Balance Sheet-Based
approach the concept of income is to be derived from theasurement of changes in the

1 Norwalk Agreement FASB-IASB, September, 2002; A d®oap for Convergence between IFRSs and US GAAP2006-
2008, Memorandum of Understanding between the FAS® the IASB 27 February 2006 (MoU); IASB-FASB Joint
Statement on Convergence Work — June 2010.

2 Both for the concept dhcomeand ofexpensethe balance-sheet based approach results in a aboeslation between
positive and negative income components and changessets and liabilities, respectively. As annepie, the definition of
income could be quoted: “Income is increases imewnuc benefits during the accounting period in fitven of inflows or
enhancement fo assets or decreases of liabilliegsresult in increases in equity, other than thegsting to contribution
from equity participants”. IASB Framework, pr. 78ttera a).

3 Camfferman K. and Zeff A.S., Financial Reporting &lobal Capital Markets, Oxford, 2007.

4 As an example, we recall the prohibition to recomulti-year charges in the balance sheet, as doepot qualify as
“assets”, a possibility that is allowed by Italiaccounting principles.

5 At this regard, the FASB expressly recognizesra & “supremacy” of the balance sheet over thmine statement,
based on the need to determine first of all thetasand liabilities, and subsequently calculateciherating income. On this
topic, see Dichev I.D., On the Balance Sheet-basedelbf Financial Reporting, Ceasa, 2007.



value of corporate assets, and this implies asatufal” consequence the propensity to adopt
a criterion of fair value valuation of the indivialuasset items. Although in IFRS-compliant
balance sheets this does not occur on a general laisonly in some cases, the resulting
representation of assets would be more realisficit &xpresses the valuations at current
value, and more importantly it helps to overcome pinoblems related to the matching of
costs and revenu®s

However, the practical application of fair value timee balance sheet, and the difficulties
associated with the valuation of fixed assets afctirrent valudshave not allowed the “full”
adoption of this approach by the standard sett€ngrefore, the determination of the
operating income, and consequently of the compapgttormance, continues to be heavily
influenced by the extreme diversity of the valuaticriteria allowed by the IASB, since,
besides the historical cost criterion, other ppites, including fair value, value in use, and
reconstruction value are also mandatory/allowed.e Tise of different accounting
“conventions” gives rise to "non-pure” income magldle. polluted by the simultaneous
presence of multiple valuation critetia

At European level, income determination on thedaéihe IFRSs has been characterized by
a series of evolution steps that have caused cenaditt changes, with the common aim to
improve external disclosure of the real performaackieved by the companies, in order to
meet the information needs of the potential invass(bASCF, Framework for the Preparation
and Presentation of Financial Statements, 1989;c€minal Framework for Financial
Reporting 2010 (the IFRS Framework) approved byl#&#B, September 2010). While the
historical cost criterion has not been abandoneel,adoption of fair value as benchmark”
criterion has led, in general terms, to the abandart of the concept of realized or produced
income and the introduction of the concept of “teual fair view” of the income, financial
and asset position, including factors of futurelizahility. This is known as a “hybrid” or
realizable income structure, i.e. an income stmecinclusive of proceeds and revenues that,
although accrued, have not yet been realized, amdirked to the application of the fair
value criterion. This results in an increase in rienber of items to be recorded as income
components, which must be measured solely on amaldoasis, since accrual is sufficient
and actual realization is not required.

Income Statement structure: the IASB-ASB project

The new concept of income must therefore be adedciwith an appropriate income
statement structure that will represent the differeonceptual approach in a consistent
manner. The income statement schedule under 1A8% dot require a rigidly set form; in
fact, only the minimum number of entries is reqdiréhis means that the financial statements
of different companies are not comparable, andetbez the actual performances cannot be

® The costs/revenues correlation principle finds thgcal grounds in a series of questionable assomgpteading to the
introduction of suspended costs and revenues imdlence sheet, which, according to the suppodtke balance sheet
based approach, alters the representation of equithie financial statements, and therefore thirfat significance. In
Dichev's words: “... the income statement approacttasceptually suspect because it relies on vagueemts like
matching”. (Dichev, 2007).

" The valuation of all assets at fair value woulddléa the determination of a shareholders’ equitt thould assume the
configuration of gone-concern capital. The adoptidrother valuation criteria, such as replacemerst,cwould involve
similar issues, except for the practical possipitif calculating the value in use for all assatsthis case, the balance-sheet
based approach results in a correct representafi@apital and income, despite the fact that thigcat issue related to
cost/revenue matching would actually not be rempsitte costs would be replaced by cash outflowisramenues by cash
inflows in the long term. This coincidence appliex only to assets but also to receivables andipeyan the basis of the
so-called “revenue anticipation approach”. ForHartdetails see Capaldo P., “Reddito, capitale ediibadi esercizio. Una
introduzione”, Milano, Giuffré, 1998.

8 This applies both to IFRS-compliant financialtstaents and for those prepared according to dotnestounting
principles.



compared through the calculation of profitabiliydexes like ROE, ROI, EVA etc. This
issue, perceived by the international standareéisetted to the need to revise the accounting
principle, and resulted in the development of ptgaimed at improving the representation
of the so-called “comprehensive incothéNe could quote the project put in place between
the IASB and the Accounting Standard Board (ASB)tra United Kingdortf, aimed at
analyzing the method of representation of the cemgmsive income. This definition is taken
from US Statement of Financial Accounting Standig8€, entitledReporting Comprehensive
Income,and refers to a broader concept of income: anitallusive income™, i.e. the
change in the company’s equity as a result of &@nens other than those deriving from
relationships with the shareholders in the forncabital contributions and distributions. The
purpose of the IASB-ASB project arises from thedhée work out a statement that will
represent both the concept of realized income basedhistorical values, and the other
comprehensive incomeomponents, which should not appear in the t@ubli income
statement schedule.

The structure required the classification of thsifpee and negative income components in
business areas, so as to highlight each area’silmatdn to the operating result. The
statement is subdivided into five macro-areas conicg the company’s core operations
(business), its financial management (financingxes, discontinuing operations, and
financial instruments for cash flow coverage. Adbutially, the components, classified in the
different areas on the basis of their nature, hosva in three columns:

1. the first (Non-remeasurementscontains values corresponding to the initial
measurement of costs and revenues at the time wienespective assets and
liabilities are recorded in the financial statensent

2. the second Remeasurementscontains values obtained from the so-called
remeasurements, i.e. cases where the value condisgoto the initial valuation of
assets and liabilities is subsequently changedresudt of variations in market prices,
changes in the estimates, updates to valuaticainig to a new valuatidf

3. the third column contains the totals of the presioalumns;

The purpose of setting up this type of statemenmed “Statement of Comprehensive
Income” was to provide financial analysts with sogiing elements to estimate value
creation. The Business macro-area, subdividedthmee categories (operating profit, other
profit and loss, financial income), was obtainesideally compared to the others, and the
determination of intermediate results helped taaesste business from financial activities for
forecast analysis purposes. For example, core éssinesults can be forecast using the

9 According to the IASB, “comprehensive income equad®me less expenses which equals the changauity €net asset)
from nonowner sources”.

% The IASB-ASB project has not been completed andrmdsformulated an accounting principle, althougldid start
extensive theoretical debate. On this topic, semgud |I.P.N., “Raising the standards”, CA Magazine). \135, no.7,
September 2002, pages 41-42; Mariniello L.F., “Ipgazione degli IFRS e la performance d'impresaVi®a dei Dottori
Commercialisti, no. 3, 2004, pages 504-509; Catud@néll Comprehensive Income nei progetti contaipilernazionali”,
in Rivista italiana di Ragioneria e di Economia Azlate, March-April 2007, pages 198-201.

11 Numerous international studies insist on thdulisess of adopting, along the net income concalgt the concept of
comprehensive income, disclosure o which becamelatary in the US in 1997. According to other stsdifie concept of
comprehensive income is not superior to net incama performance measurement tool (Dhalival D.y&8nanyam K.R.,
Trezevant R., Is Comprehensive Income Superior tolideime as a Measure of firm Performance? JourhAtcounting
and Economics, 26/1999, pages 43-97; Cahan S.F.teDayrS.M., Gronewoller P.L., Upton D.R., Value Ralse of
Mandate d Comprehensive Income Disclosure, in JbofBusiness Finance and Accounting, 27/2000, pa@&8-1303)
while the following studies support the oppositewi Mojtahed Z., Momeni M., The Effect of the Conipeasive Income
Statement on the Decisions of the Financial Statésnbsers: View & Perspectives, Iranian Accountargl Auditing
Review, 31/2003, pages 75-96; Saeedi A., Examininthe Superiority of Comprehensive Income to Netome as a
Measure of Firm Performance, European Journal ieihnBiic Research, 19/2008, pages 469-481.

12 The document included a table listing the actingrprinciples calling for remeasurements at yaat, including but not
limited to IAS 2, IAS 11, IAS 16, IAS 19, etc..



discounted cash flow method; conversely, finanasdets can be valuated using financial
market prices.
The statement indicated in the project was a t@piry matrix table as shown in Figure 5.

Total Non Remeasurements Measurements

Revenue

Write-down of accounts
Receivable

Cost of sales: Selling, general,
admin

Operating Profit

Disposal gain/loss

PPE revaluation

Investment property

Goodwill

FX gain/loss on net investment
Other Business profit

Income from associates

Equity investments

Debt investments

Pension assets

Financial income

Business profit

Interest on liabilities
Pension financing expenses
Financing expense

Tax

Discontinued operations

Cash flow hedges
Comprehensive |ncome

Figure 5: Statement of Comprehensive Income acagridi the IASB-ASB project

The intermediate results, thus highlighted, wouddnt provide useful information on each
macro-area: the operating profit would expressgereerated income without considering the
invested capital structure; the financing experesgwess the cost of capital; the result of
discontinued operations expresses a valuationeoétionomic consequences of discontinued
business activities. The table form of the statdnsbown above provides the possibility of
recording separately the portions of income thatiafluenced by estimates from the other
parts, providing information on the senior managetrsemanagerial abilities; moreover, the
proportion of the total values ratio shown in tleeand and third column could provide
information on the degree of reliability of the w#s. In this perspective, the statement
appears to be improved compared to the traditiatalement, so as to provide useful
parameters for the calculation of performance imics, such as the Economic Value Added
(EVA) and the Integrated Economic Income (Redditmriomico Integrato - REI): what is
observed is an attempt by the IASB (albeit not ested into operating reality), to present
basic information in a manner that will facilitatee subsequent formulation of a value
reporting or business reporting document.

Income Statement structure: the IASB-FASB project
The international standard setter’s strong neeninfwrove the comparability of the income

statement schedule and to provide more correctrirdtion on the company’s performance is
thus incorporated into the IFRS-US-GAAP convergemeeject®, which calls for the

13 The FASB also had a similar project to the IASBIstitted “Reporting Financial Performance by BusinEsserprises”,
dating back to 2001.
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implementation of a series of joint projects. On¢he issues addressed by the two boards is
the IAS 1, i.e. the methods for preparing the bedasheet and income statement schedules.
The project is organized into three phases; tls éne (Phase A), now completed, included
an analysis of the issues affecting financial statet representations, and has resulted in the
IAS 1 Revised, applicable as of financial year 2008e most significant innovation was
found in the income statement schedule, for wharimgany officials may choose one of two
solutions: to submit a single statement inclusivdath “traditional” changes in operating
results, of a strictly economic nature, attthnges in equity other than those deriving from
transactions with shareholders (‘statement of cetmgmsive incomestrictu sens)y or to
prepare two separate statements. In this casee thilr be a statement (separate income
statement) that only contains positive and negaitm®me components from which the
operating profit or loss can be obtained, while $keond statement will contain the Other
Comprehensive Income (OCI), i.e. the costs andmgy® recorded directly under Equity and
must indicate the operating profit or loss. Actyatherefore, if the company opts or two
separate statements, the last line of the sepa@ime statement will coincide with the first
line of the 'other comprehensive income’ separéé¢ement. The IAS 1 also requires a
minimum number of items that must be included i financial statements regardless of the
form that has been chosen, as listed below:

« sales revenues;

« financial costs;

« relevant portion of profits/losses from equity istraents in associated companies
and joint ventures, valuated according to the gquitthod;

« taxes;

« the income result deriving from the sale of capgalbds and business units
(discontinued operations);

« operating profit or loss;

« the individual costs and revenues recorded direatigler equity, classified by
nature;

« relevant portion of the costs/revenues recordecuaduity, related to associated
companies and joint ventures whose equity investsnare valuated according to
the equity method;

« total comprehensive income

Therefore, the IAS 1 leaves company managemernegnfree to include in the statement
individual items depending on the significance loége items as information within the
corporate management framework. Extraordinary areasnot be highlighted, as the typical
components of such areas, i.e. capital gains/|dssesthe sale of capital goods, are recorded
in a specific entry, as required under IFRS 5. Eieit is not mandatory, it is strongly
recommended that the detailed costs relating td’tbét and Loss section be included in the
comprehensive income statement. With regard tackhssification of costs, again there are
no prescriptions imposed by the Board, and theeedosts can be structured either by nature
or by function (IAS 1 pr. 88: “An entity shall perst an analysis of expenses using a
classification based on either their nature orrtlienction within the entity, whichever
provides information that is reliable and more val@”). Once again the choice is left to the
entity preparing the financial statements, whiclallswed to choose between two different
statement$, as shown below, even though the choice of thesiflaation by function

% There is the possibility of choosing between twéfedént statements, both well known in the areabwes$iness and
financial analysis: income statement at achieveduyxtion value and IS at sold production value.
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requires the company to include in the Notes tlessification by nature as well, and
particularly the costs of personnel and depreaiatio

PROFIT AND LOSS (Classification by nature) PROFIT AND LOSS (Classification by function)

Sales revenues Sales revenues
+ Other revenues - Industrial cost of sales
+ changes in inventories and work in progress es&Operating Margin
- Consumption of - Sales cost
materials

- Cost of personnel - Administrative costs and overhead

- Amortization, depreciation and + Other revenues

impairments

- Other costs - Other costs

Profit (loss) for the period Profit (loss) foretperiod

Table 3: Classification by Nature and Classificatiy Function.

The possibility of recording the Other Compreheadivcome (OCI) in a specific statement
emphasizes the importance attributed by the IASBeéccosts and revenues recorded directly
under equity: this is clearly consistent with treldmce sheet-based approach in the IFRS,
according to which equity increases or decreasesharconsequence of individual valuation
transactions, rather than the synthetic expressfahie operating result. These entries are
mainly the direct consequence of the applicatiotheffair value criterion and of the minor
importance attributed by the IASB to the prudenceqple.

Another significant aspect for the purpose of tepresentation of the actual corporate
performance in the IAS-compliant income statemsrthe reporting of intermediate results,
such as EBIT, EBITDA, etc., and of the individualamagement areas (business and
financial), which in fact are not dealt with in tlaEcounting principle. Additionally, the
revision of IAS 1 has essentially eliminated a iegent that was present in the previous
version, i.e. the obligation to indicate the buss@perating result, so that it is shown
separately from the overall operating result. Irr opinion, this elimination affects the
reliability of the corporate performance disclosuesen though presumably the Board’s
decision may be explained by the difficulty of daéfig the exact perimeter of the core
operating area. The possibility, or rather thedaem, for the financial statement preparers to
determine intermediate balances within the statéfhé not considered a priority by the
IASB, which seems to be primarily interested inedetining a single, overall result related to
the increase or decrease in equity. The same @&$sgs when entering the balances of the
financial, accessory and tax areas; in particdtarthe first two there are no requirements:
for example, for the financial area it is not reqdito indicate the balance but simply the
financial income and expenses. As proof of the ingree of this issue in the joint project
between the IASB and the FASB, segment B is intérideletermine the subtotals and totals
to be entered in the income statement schétule

Ultimately, therefore, what emerges is the broambfin for maneuver” that the IASB leaves
to income statement preparers: the templates pedpwsthe “Guide to the Application of
IAS 1", which as specified is not part of the aactg principle, are not strictly binding.
This broad “technical freedom”, which is also alkmvfor the drawing up of the balance

> An empirical research study conducted on a sampléalian listed companies showed that a majoritycompanies
(48%) report only operating income as an interntediesult, while 28% report both the operating mecand the EBITDA,
17% gross profit and operating income, 4% no resaltd only 2% report gross profit, EBITDA and @tierg income. It
should be noted that the reporting of intermediatailts depends on the type of statement adopiea:statement where
costs are classified by function, it is correcirdicate the gross profit along with the operaiimgpme, while in a statement
where costs are classified by nature, the EBITDAukhbe indicated (Allegrini M., Ninci E., “ll conteconomico secondo
lo IAS 1: un’analisi dei bilanci delle societa itale”, Amministrazione e Finanza 4/2007, pages @3-2

16 Project details will be provided further in thispea
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sheet, could also suggest an additional opportuoitthe companies: by choosing certain
schedules, they would have the possibility of imprg their performance disclosure and
increasing the significance of their information ttee users. Potential investbravould
therefore have access to a more extensive repatieentof the company’'s financial
performance, with the possibility of having fullew of the performance thanks to the
valuation not only of realized income components, ddso of those that have been accrued
but not yet realized.

To date, however, this approach has raised stratigisim on the actual comparability of
IFRS financial statements (Zeff, 2007; Nobes, 2006al and Nobes, 2039: the fact that
IAS 1 is frequently revised is a sign of the preseaf critical issues in terms of accounting
harmonization, so much that it could be suggestedl dne of the basic principles of the
framework is not being complied with, namely thepiple in paragraph 10 that reads: “...
as investors provide risk capital, basing finanstatements on their needs will satisfy most
of the needs of other users”. The IASB’s concepaggdroach lays particular emphasis on
disclosure effectiveness, i.e. on the usefulnesthefinformation included in the Annual
Report for the benefit of all stakeholders and rofestors in particular. One aspect to be
pointed out is the pragmatic/utilitarian usefulne$gshe financial statement disclosures, in
order to allow users to make financial decisiorfse &nnual report, and the income statement
in particular, should therefore present the opegatesults by providing external users with a
sort of "report on managerial activities".

Issues related to performance representation adogrtb IAS 1

International empirical research studifedave actually demonstrated the high level of
heterogeneity of the conducts adopted by the corapan the face of the choice between
different options present in many IFRSs, resulimgliverse policy choices at the European
level, despite the widespread application of a commet of accounting principles (the
IAS/IFRS).

In order to propose improvements to the issuesritbestabove, the IASB has recently (May
2010) issued an Exposure DraRrésentation of Items of Oth@omprehensive Incorhdn
particular, the Board examines: 1) the difficultretating to the recording of items in the OCI
section, since the Board has not defined the ctersiics that differentiate OCI from other
income components; 2) the need to remove the ommcterning the submission of two
documents, and the introduction of the requirentergubmit a single report, as the FASB
has done since 2007. Specifically, regarding the& fproblem, paragraph B15 reads: “The
Board acknowledges that it has not set out a canakpasis for how it determines whether
an item should be presented in OCI. It also agnattsrespondents that OCI items can have
gualities that differ from each other”; subsequgnit reiterates the importance of the
traditional income statement and of indicating rle¢ profit or net loss in the Annual Report:

17 It would be advisable for investors to be mareolved in the IAS/IFRS formation process: so fais tcategory of
stakeholders, considered “privileged” by the IASBshactually not contributed significantly to thee@enting standards
formation process. (Bruce R., Spotlight on investdreach, 18 May, 2010, IASB site.)

18 Zeff S.A., (2007), Some obstacles to global finahoegporting comparability convergence at a higielef quality, The
British Accounting Review, 39, pages 290-302; Nobes(2006) The survival of international differencesder IFRS:
towards a research agenda, Accounting and BusinessaRé, Vol. 36, No. 3, pages 233-245; Kvaal E. Eobles C.,
(2010), International differences in IFRS policy w®o a research note, Accounting and Business Rdésédol. 40, No. 2,
pages 173-187.

% Tarca A., (2005) “International convergence of aotong standards: An investigation of the use o8 I8ptions not
acceptable under US GAAP” International JournalBofiness Studies, 13(1): 67-86; Tarca, A. (2004})efimational
convergence of accounting practices: choosing t&S and US GAAP”, Journal of International Finah Management
and Accounting,15(1): 60-91; Aerts W., Tarca A., (2010) Finangi&rformance explanations and institutional settings
Accounting and Business Research, Vol. 40, No.54pp-450.
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“The Board has no plan to eliminate profit or lassa measure of performance. Profit or loss
will still be presented clearly and will remain treguired starting point for the calculation of
earnings per share” (Introduction, page 5).

The presentation of a single document would theeefi@ve the purpose of strengthening the
“transparency of the statement and showing an exclusive incataement balance, the
“comprehensivencomé, which — as discussed above — summarizes eqhignges not
attributable to transactions conducted with theredhelderd’. The need to improve
comparability is also restated: in the “Benefitsl aosts” section (page 8) the Board states:
“... the main benefits of the proposal are: ...(ij) moging comparability by eliminating
options currently in IAS 1” and (on page 23) inggnaph BC 26: “These improvements will
also make it easier to compare financial statemgrggared in accordance with IFRSs with
financial statements prepared in accordance wittGA3P".

The performance representation framework outlingdthe IASB has received many
criticisms: a 2007 PWC study (“Performance statemeéaming together to shape the future”
December 2007) involving analysts from all over Wihald demonstrated that the net profit
remains the key indicator of corporate performarneaddition, investment professionals
interviewed show little support for a ‘one-sizesfdll’ model for the earnings statement.
When asked if results should be presented usingranon template, just 10% of investors
and analysts surveyed say that they should. A mganiconsultation was proposed by the
EFRAG with the Discussion Paper entitled: “The Berfance Reporting debate. What (if
anything) is wrong with the good old income statetde (20095, Interestingly, the
EFRAG’s draft comment letter on IASB Exposure DrBftesentation of Items of Other
Comprehensive Income (ED 2010/5), dated Septen@iH, Zontains the following negative
comment on the proposed removal of the option fammanies to submit two separate
documents: “However, EFRAG strongly objects to #h8B’s initiative to proceed with the
proposal to present all non-owner changes in ednity single statement of comprehensive
income and to eliminate the option of presentinggmemance in two statements (i.e., an
income statement and a statement of other compsaleemcome). We believe that first a
proper debate is necessary on fundamental isslasd¢o performance reporting such as (a)
the notion of performance and its relationship whisiness models, (b) the content of
performance statement(s), including the principheg underpin comprehensive income, and
(c) recycling. These issues are not currently amred by the IASB within its Financial
Statements Presentation project. As part of thisatde thorough research should be carried
out to determine what information is most importaas a basis for meaningful
communication to users and what information is eedefor an analysis of an entity's
performance. We do not support the proposal toiregusingle statement of comprehensive
income because we believe it would not, in substaresult in any change or improvement
to the current financial reporting”. Another comrhatong the same lines was made by the
OIC concerning Italian companies, which mainly émt the presentation of two different
documents: “the majority of entities in Italy, aglivas in Europe, have chosen to present
performance in two statements, and even if the ghavould not give rise to additional costs
it would always be a change of the current pragtithe users we have talked to do not see
the presentation of a single statement as a regrowement to financial statement
presentation”.

The point of view of the professionals is in fach@gative one: the absence of a precise,
rigorous definition of comprehensive income an®@fl balance does not help management,

20 “All income and expenses that are componentghef total non-owner changes in equity should besened
transparently”, ED page 21, Paragraph BC 18.

% See also EFRAG, European Financial Reporting Advi&mup, Pro-Active Accounting Activities in EurofleAAInE),
Performance Reporting, European Discussion Pap@g.20
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in that it does not give it the possibility of carmting business with the aim to maximize
value to the benefit of the shareholders: “The caihensive income model provides users of
financial statements with neither the basic measarg of performance based on cash flows
in the period, as provided by Pacioli's model, tiog forward-looking assessment of future
cash flows provided by the economic value modelb@édt, it falls between two stools. At
worst, it actually makes it more difficult for usenf financial statements to assess underlying
business performance” (Lever, 20¢4)

Along with the need for a clearer definition of t@ncept of comprehensive income and OCI
balance, undoubtedly the balance sheet-based abptodhe determination of the operating
result may result in a loss of significance of therformance indicators provided in the
financial statements. This creates the need toigowithin the income statement, different
performance indicators each associated to a spdoidiome configuration defined on the
basis of the users’ disclosure needs. In this pets, it may be advisable to introduce
within the statement both the “realized” and thectaed” income configuration, as resulting
from the valuations performed by applying the fafue criterion. On the other hand, this
would help to expand the potential use of finangttement data: the realized income
calculation would constitute an ideal basis for tleeermination of distributable dividends,
while different equity configurations could be udefo companies operating in industries
subject to monitoring. Furthermore, it is importdat point out the need to draw up the
income statement in a manner that is consisterfit thi¢ choice of income configurations to
be provided to the users, which in turn are theaficonsequence of the choice of valuation
criteria applied to individual balance sheet items.

Another aspect of the joint project to be considdsethe two main changes in the income
statement schedule: 1) the requirement to presesingle statement of comprehensive
income, with items of other comprehensive incomesented in a separate section. This
statement would include a subtotal of profit orslosr net income and a total of a
comprehensive income for the period. Because thtersent of comprehensive income
would include the same sections and categories umsdélde other financial statements, it
would include more subtotals than are currentlyspnéed in an income statement or a
statement of comprehensive income. Those additgatbtals will allow for the comparison
of effects across the financial statements. Fomg@, users will be able to assess how
changes in operating assets and liabilities gemerpérating income and cash flows. (FPV,
pag. Xvi).

As discussed above, the presentation of a highabeu of subtotals brings benefits in terms
of performance measurement and disclosure. Emphasialso given to the need to
disaggregate the line items only if such a presiemawill enhance the usefulness of the
information in predicting future cash flows. Foraexple, it is suggested that the income and
expenses items should be disaggregated both obatfie of the operating, financing, and
investing categories, and subsequently within tifferént categories also on the basis of
their function. If the entity deems it useful fine determination of future cash flows, these
same items may also be disaggregated on the Hatkisionature. The recording of data that
have been “dis-aggregated” as described above mégchitated by the use of XBRL tagged
data, for the reasons provided above.

The issues discussed above concern, as we havetisegrossibility of introducing changes
to income statement presentation and the new cootdimancial performance that emerges
as a result of the adoption of international actiagnprinciples: within this framework, how

22 Lever K., Would Pacioli turn in his grave?, Aoatancy, 6/2004, pp. 76-77.
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should XBRL be applied in drawing up the financshtements, including the income
statement? What may be the impact of adopting FRSItaxonomy? Will there be positive
effects in terms of performance disclosure? Onbmas of these research questions, certain
basic aspects should be preliminarily established.

5. IFRS-compliant financial statements and XBRL language: the role of taxonomy

IAS/IFRS development is indissolubly linked to #m#option of XBRE>: in 2001 the IASB*
assumed jurisdiction over XBRL (http://www.iasb.bdgrl), i.e. the institutional role required
to set up the official IFRS taxonomy. From the vbeginning, XBRL played a central and
strategic role in the activities of the Board, whideemed it vitally important to define a
high-quality taxonomy in order for “the developme@ftiFRSs and the availability of a high
quality IFRS Taxonomy based on XBRL standards gulhia hand>. Thus, taxonomy was
developed in parallel with the accounting princgple fact, the XBRL team operating within
the Board agreed to publish the Taxonomy within shene time frame planned for the
publication of the Bound Volume, in addition to enieg its quality through an appropriate
development process. To create the taxonomynivignough to simply transfer information
from paper (theéBound Volumgto an electronic medium (the XBRL format): twoykeles
play a part in this process, the computer architectnanager and the project manager in
charge of defining the accounting characteristicthe taxonomy, who participates in the
meetings of the Board’s technical teams responédslsetting up the accounting principles.
In summary, several issues arise from the defmitb an IFRS taxonomy, of which the
following are relevant for the purposes of this kror

1. while it allows a more effective international citation of economic and financial
data, the XBRL language requires the definition aofshared set of accounting
principles to use as the source for defining tertamic dictionary;

2. on the one hand, the new electronic format is extig flexible enabling a choice
between different financial statement presentatoodels and accounting record
calculation methods; on the other, however, ituefices the financial statement
presentation form by identifying standard labelsb® associated to the different
items;

3. while IFRS translation into XBRL language helpsingprove disclosure in terms of
comparability, it does not play a mere role of “t@ner”, but rather it standardizes
the method of transmission of business and finhdeit.

This would undeniably result in benefits, includiggeater comparability between financial
statements through the use of a standardized emgagistem and the possibility of using a
huge amount of qualitative and quantitative infatiora that could be very conveniently

accessed using tags and links. However, the ke ismmains the definition of an adequate,

23 Both IFRSs and XBRL are intended to standardiznfial reporting in order to promote transparenuoy 8 improve
the quality and comparability of business informatitherefore the two form a perfect partnershipe TFRS Foundation
XBRL Team is responsible for developing and maintajnihne XBRL representation of the IFRSs, known asl&iS
Taxonomy. The IFRS Taxonomy is used around the wiorlthcilitate the electronic use and exchangeirafricial data
prepared in accordance with IFRSs. The IFRS FoundatiXBRL activities include: Taxonomy development+ fo
companies reporting in IFRS, the Foundation pubdistegys for each IFRS disclosure. These tags areniaegh and
contained within the IFRS Taxonomy. Support matsritthe Foundation produces support materials tiditede use and
understanding of the IFRS Taxonomy. Translatioremdtations of the IFRS Taxonomy into key languageseovided to
support users of IFRSs and the IFRS Taxonomy whdsgapr language is not English. Global outreach- Feendation
makes a concerted effort to promote the use of XBREanjunction with IFRSs around the world. The Fatiwh also
encourages co-operation and communication withsusfethe IFRS Taxonomy. See www.iasb.org.

24 Please note that the IASC Foundation, as edtabligurisdiction, was one of the founding membefsX8RL
International, the non-profit consortium, with ttask of developing and promoting the new businessfimancial language.
% From the speech given by Gerrit Zalm, Chairman eftees, during the 17th XBRL International Conferemcmnized
by XBRL International in May 2008, available at httwww.iasb.org.
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complete, reliable and high-quality taxonomy, withavhich XBRL, as an open standard, has
no reason to exist. The purpose of the taxonomycawed as a sort of XBRL “dictionary”,
is not only to classify the items by identify thentents as part of a hierarchical structure, but
can also “understand” the quantitative relationswben data, regulatory references, and
representation criterfa

The matching of taxonomy and actual disclosure garesn companies’ annual reports is
perhaps the most critical issue with respect to XKBRpact on business and financial
reporting. The creation of an instance documenptges” the association of each accounting
item with a single XML tag, which results in a ngecharmonize taxonomy with accounting
practices (Baldwin, et al., 2006). In the presenteegulations imposing strict financial
statement formats, this is not a problem, but sischot the case with the set of IFRS
accounting principles, as discussed above. The gamotdem arises in connection with the
translation into XBRL of the narrative parts (“ngiteand of information voluntarily provided
in the annual report. This could have negativeot$fén terms of reduced transparency and
comparability, discouraging companies from voluihtaconverting business and financial
information into XBRI',

The inadequate fit between taxonomy and common umttw practices®® and the
companies’ unwillingness to change their accoungialicies lead to two different types of
behaviors:

1) the use of custom tagsadded to the XBRL taxonomy;

2) the use of extensions common to a certain numbeomipanies, generally operating
in certain sectors. The first option results inrexte flexibility of the XBRL language:
the contents of the disclosure are broad and cacohstantly modified due to the
open-source structure of XBRL (Arnold et al. 2008¢cke et al., 2007). The second
option is present in many jurisdictions: to quotg bne, in the US a framework
including different components has been developed the US GAAPs. The

% Taxonomies may be distinguished on the basis éémithical classification structured accordinghe so-called three
tier approach: 1) GAAPs applicable to all entit2ssector-specific principles; 3) firm-specifidnqiples.

27 The IFRS Foundation is establishing a task féocexamine detailed XBRL tagging in IFRS (InternatioRenancial
Reporting Standards) financial statements, and dkig to work directly with preparers from liste@ropanies from
different industries and regions. The Foundations tmétiated the task force as a follow-up to thletpinitiative that it
recently concluded with US-listed foreign companies produce US-SEC (United States Securities andhdhge
Commission)-compliant IFRS financial reports in XBRUlrf@t. The objectives of this initiative are: Thenadf the task
force is for listed companies to produce fully-taddinancial statements using the IFRS Taxonomyail2ekt tagging up to
level-4 will be applied to participants’ financistatements, whereby all primary financial statemier items and notes
disclosures will be tagged using the IFRS Taxono®y12(which is published at the end of March 20The task force
will be a means for the Foundation to engage wikeholders and obtain feedback on the usabilithefiFRS Taxonomy
for filers and for users of filed XBRL content in tleentext of detailed note tagging. The IFRS Foupdais seeking
participation from preparers of financial statersefotr listed companies who report in IFRS. Partitipafrom companies
operating in all industries and geographical regimnwelcome, and it would be particularly usefuhive participation by
foreign private issuers listed in the United Stdtesause of the expected requirement for foreigragg issuers reporting in
IFRS to submit IFRS XBRL filings from June 2011. Paptting companies will: 1) examine major sectionishim
financial statements - such as operating segmshtze-based payments, property, plant and equipreént and the
corresponding parts of the IFRS Taxonomy that rdtamisclosures within those sections, with suppod feedback from
the IFRS Foundation XBRL Team. 2) Apply IFRS Taxonoagstto financial statement note disclosures eithBticrosoft
Excel or Word or directly in XBRL, again with suppand feedback from the IFRS Foundation XBRL TeanG&jerate
an XBRL file using their preferred software. For mdstails see www.iasb.org. available from 21 m&@hl.

28 Some interesting empirical studies have beemwaed in the following works: evaluation of thé dif the taxonomy
developed in 2000 for US commercial and industr@hpanies, in Bovee M., Ettredge M., Srivastava R/Bsarhely M.,
(2002) “Does the Year 2000 XBRL Taxonomy Accomodaterent Business Financial Reporting Practice?”, Juoh
Information System, vol. 16, n. 2, fall, pages 12 the evaluation of the effectiveness of the KBS taxonomy,
developed for the conversion of IFRS-compliant firiahstatements, in Bonson E., CortijoV., Escobai(2009) “Towards
the Global Adoption of XBRL using International Firméal Reporting Standards”, International JournalAgtounting
Information Systems, vol. 10, pages 46-60.

2 we find particularly interesting the possibility é€ustomizing” contents according to the differesdtegories of
stakeholders. “Continuos delivery of customized atahdardized external reporting is now possibleuyh enterprice-
wide systems, wide-area, high-bandwidth networkd, §ML". (Hunton et al., 2003).
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components are organized into different levels:-@adaxonomies, common terms,
common relations, and industry relationships, whaeh basically industry-specific
extensions. The different taxonomies are applicdl¢h to listed and unlisted
companies; three industry-specific taxonomies areeatly recognized: industrial and
commercial entities, banking and savings instingijoand insurance companies.
(Hoffman C., Homer B., 2005, US GAAP Taxonomy Framgk, available at
www.xbrl.org). The extensions choice appears topleferable to the adoption of
firm-specific custom tags: on the other hand, ikk exists that an excessive number
of taxonomies (a “Tower of Babel” of tags accordian@ergeron, 2003) will cause an
“anti-standardization” effect, leading to the creatof multiple business/financial
dialects (Carpenter, 2003).

In summary, one can largely agree with the follgyiopinion on consistency and
comparability: “The use of XBRL tags combined wahclearly defined XBRL taxonomy
will reduce terminology issues related to homonyans synonyms in published financial
statement®. A trade-off exists between a comprehensive tamgnallowing firm specific
information and standardization that improves camspa among firms (Wagenhofer, 2003).
XBRL facilitates comparability among firms when cmmn taxonomies are used, but when
companies create their extension taxonomy, sontbatfcomparability is lost. The use of
extensions should decrease over time as the nurabesector taxonomies increases
(Debreceny et al., 2005). However XBRL per se doest resolve the inconsistency of
measurement allowed by GAAP”. (Baldwin et al., 208&e Figure 4).

Characteristic XBRL Improvements/Challenges
_ » Clarification of inconsistent use of terminology. both homonyms and synonyms
Consistency and » Easier lo determine consistency among firms and across time periods
Comparability + Conversion among different forms of GAAP (e.g., U.S. GAAP versus [AS)
easier

* Clear mapping of elements

* Reduction of errors introduced by re-keying information
Reliability and * Sheer complexity of taxonomies may introduce errors in creating or reading data
g » Less likely (o miss needed information
+ Facilitates automation and vse of intelligent agents
+ Requires additional learning to understand complex taxonomies and extensions

Accessibility

+ Automation facilitates making information available on a more timely basis,
increasing the likelihood it will be available when needed
Relevance = Easier to automatically select information needed
# Streamlines sharing of information among disparate technology, thus can use
best information rather than what is available in a particular technology

* More accessible, clear, consistent. comparable, and reliable information
available when needed Lo make decisions

» Even if there is no change in the decision usefulness of information per se.
information will be easier to get and use

Decision Usefulness

* Crisp clear definitions make information easier to understand
Transparency » Information easier to manipulate and analyze
= Extra layer of software needed for creation and interpretation of information

Figure 4: Quality of information (Baldwin et al.0@6)

The other possibility available to companies ig tifanodifying XBRL encoded information:
clearly, this is only possible if the informatios provided voluntarily, although it is
particularly interesting to observe, also for maondadisclosures, the choices adopted by
companies in the presence of different alternatitles so-called options that are frequently
found in IFRS principles. The consequence could kersening — in both quantitative and

30 Problems encountered in automatically processirtggged financial information are well documenbgdFRAANK
system. See Bovee et al. 2005.
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gualitative terms — of the disclosure, as compamght prefer to reduce the degree of detail
of the disclosure (Bovee et al. 2002). Another essi the adjustment of the disclosure
contents to the taxonomy’s hierarchical relatiamsich could result in problems for the users
in terms of reprocessing the data through softwaate to detect certain encoded data only.

The IFRS Taxonomy 2011 and Exposure Draft IFRSAGary interim release (June 2011)

One of the latest initiatives involving these agpes “IFRS Foundation['s initiative] to
enhance IFRS Taxonomy to reflect common reportiragtice (08 April 2011). The IFRS
Foundation today announced that it will publish @ementary tags for the IFRS
(International Financial Reporting Standards) Taww that reflect disclosures that are
commonly reported by entities in their IFRS finacstatements. By publishing these
supplementary tags, the IFRS Foundation is takinfyrsh step in providing additional
elements as part of its XBRL (eXtensible Businegpditing Language) taxonomy that
reflect common reporting practice across the warld across industries. The publication of
these common-practice tags will enable entitiesréate IFRS financial statements in XBRL
with fewer entity-specific taxonomy tags, therebyhancing the comparability of
information. The common-practice tags are beingetitged through the analysis of over 200
financial statements — i.e. line items from Statet®ef Financial Position, Comprehensive
Income, Cash Flows and Changes in Equity, and biagged notes and accounting policies -
that have been prepared in accordance with IFRS®rtyies from a broad range of
geographical areas and industries, including fifenstitutions and insurance comparites
These tags will be published over the coming weeka draft supplement (i.e. as an interim
release) to the IFRS Taxonomy 2011. These tagdbwiubject to the same due process that
is applied to the development of the core IFRS Taxoy and they will consequently be
published for public review and consultation. Thasgal common-practice tags will be the
first part of a process that the IFRS Foundatianglto undertake in order to enhance the
usability of the IFRS Taxonomy by reflecting comnmm@porting practice. The next part of
the process will involve examining financial stagerh note disclosures in detail and
identifying common reporting practice in these ndiselosures”.
This release confirms what we stated above, i.at the Board considers it essential to
investigate companies’ disclosure behaviors in or@éclude these common practices in the
line items of financial statements and notes, ugxg blocks, so as to reduce entity-specific
concepts in the creation of XBRL financial statemmemd therefore to increase disclosure
comparability. The goal of the IFRS Foundation e tlimitation of custom tags and
extensions, which, as discussed above, reduceisbi®sure comparability. This initiative is
also aimed at increasing the “usability” of IFRSdaomy?. (see page 4 ED Interim
Release). From the analysis of 200 IFRS finand&tkements, research is carried out through
a series of pre-determined steps, as follows:
» established a sample population of IFRS finanditiesnents that represents a broad
range of geographical areas and industries;
* mapped individual line items reported in the prignAnancial statements and block-
tagged notes and accounting policies to the IFR®fA@my 2011,
» grouped line items that are alike and recordedtheber of times they were reported.
If the number of occurrences was significant amdrzcept did not previously exist in

31 Sample of population is accurately explainedheyBoard: see ED Interim Release page 5.

% The IFRS taxonomy is usable throughout the finan@gbrting supply chain in all scenarios and geplgiaregions
where IFRS are implemented, thereby improving matkatsparency, supporting better analysis and megueporting
burdens. www.xbrl.org.
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the IFRS Taxonomy, the concept was deemed to bandidate common-practice
concept;

» developed a list of candidate common-practice qotsce

» reviewed the candidate common-practice concepte miémbers and staff of the
IASB in order to ensure that the candidate comnractice concepts do not generate
conflicts with IFRSs; and

* released a draft set of candidate common-practceapts to the XBRL Quality
Review Team5 for the period of 14 days and obta#i@dcomments, which were
analysed and addressed.

Nonetheless the IFRS Foundation invites commentischwmay be submitted by 2 August
2011,0n each of the candidate common-practice pisicm the basis of the following:

(a) The concept does not conflict with IFRSs.

(b) The concept is labeled clearly and appropryatel

(c) The concept is located in an appropriate agatéd location within the IFRS Taxonomy.
(d) From the experience of the reviewer, the condégpregarded as a global, common
practice.

For the purposes of our review, it is interestiogahalyze Appendix A, containing a list of
“Candidate common practice concepts” proposedenfRS Taxonomy interim release.

The part of the Common Practice Concepts contaiméide “Income Statement” and “Other
Comprehensive Income” sections is of interest tgltRS Taxonomy 2011 interim release,
page 10, 11). As this contribution refers to indaktcompanies, the considerations below
apply to concepts related to the “sample populaiddnl45 financial statements from
commerce and industry entities”. In the Income eteent section, the most frequent concept
(53 out of 145) is the item Finance income (cdsljpwed by Sales and marketing expenses
(32 out of 145), while in the OCI section the mfysquent concepts are number 4: “Other
individually immaterial components of other comppkive income, net of tax, number 5:
Other individually immaterial components of othemgrehensive income, before tax, and
number 6: Income tax relating to other individuallymaterial components of other
comprehensive income.

The IFRS Foundation’s initiative is definitely inésting, but let us now see what the current
taxonomy establishes for Income Statement and Ci@ddules, and what changes have been
introduced from the 2010 Taxonomy.

On 25 March 2011, the IFRS Foundation publishedliS 2011 Taxonomy, which had
been proposed in January of the same year, defimedhe basis of IFRS accounting
principles issued at 1 January 2011. For incomersiant presentation, the Foundation offers
the possibility of choosing between four differetdtements: “Income Statement, by function
of expense”; “Income Statement, by nature of expén$Statement of Comprehensive
Income, OCI components presented net of tax”; €t&nt of Comprehensive Income, OCI
components presented before of tx”

In addition, the IFRS Foundation XBRL team constédemwhether concepts should be
provided for “Basic and diluted earnings (loss) pleare”, “Basic and diluted earnings (loss)
per share from continuing operations” and “Basid ditluted earnings (loss) per share from
discontinued operations”. Although it could be wuisti@od that the disclosure requirement of
IAS 33.67 allows for reporting of only “Basic eangs (loss) per share” if equal to “Diluted

% The differences between 2010 taxonomy and 201bntary are reported in "ver_2011-04-07_ifrs_full_Q01

ifrs_full_2011", available at www.iasb.org.
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earnings (loss) per share”, a number of entitie® hessed a combined line. As this approach
does not conflict with IAS 33.67, the candidate coon-practice concept was proposed.

In summary, the accounting issues emerging for phigose of improving performance
measurement and its disclosure in the financiastants are as follows:

1) choice of income statement schedule;

2) choice of cost classification criterion;

3) reporting of intermediate results, in particulaif -applicable - EBITDA calculation
method (there may be a current EBITDA or a “stréighBITDA, the difference
being due to the presence of non-recurring incontecharges;

4) inclusion of the financial area and accessory bedances;

5) inclusion (below the income statement or in theegptof the following indexes:
income per share and distributed dividend per sfthese may also be indicated in
the statement of changes in shareholders’ equity);

6) indication of the operating result from discontidwsoerations.

6. Discussion Paper Preliminary View of Financial Statement Presentation October 2008

Lastly, it is worthwhile to discuss briefly the st developments in the IASB-FASB joint
project, making reference to the Discussion Pagmred by the Board in October 2008, on
the basis of which a draft was issued (Staff dadftexposure Draft IFRS X Financial
Statement Presentation, July 2010) that could deodi reference basis for a further revision
of IAS 1 (see Figure 6 and 7).

Stage 1: Setting the agenda
In September 2001 the Board added to its agenddnmrmance reporting project (in March 2006 rereainthe ‘financial statement
presentation project’). The objective of the proje@s to enhance the usefulness of informationepitesl in the income statement. The
Board developed a possible new model for reporimupme and expenses and conducted preliminarynges8imilarly, in the United
States, the Financial Accounting Standards BoarASB) added a project on performance reporting soatienda in October 2001,
developed its model and conducted preliminaryrigstConstituents raised concerns about both maaleisabout the fact that they we
different. In April 2004 the Board and the FASBided to work on financial statement presentatioragsint project to further the goal o
promoting convergence of accounting standards ugednationally. They agreed that the project shibatidress presentation and displ
not only in the income statement, but also in themwstatements that, together with the incomeestant, would constitute a complete sef of
financial statements—the balance sheet, the stateofiehanges in equity and the cash flow staterfgatements have been renamed ds a
part of the project and the scope of income statemepanded).
Stage 2: Project Planning

The project is being conducted jointly with the BAB three phases:
Phase A - addresses what constitutes a complete#f §aaincial statements and requirements to presemparative information. The IASB
and FASB completed deliberations on this Phase.

Phase B - (current phase). This phase focuses erfuhdamental issues for presentation and displajnfermation in the financial
statements. The Boards developed three objectivésfncial statement presentation based on thjeatlves of financial reporting and th
input the Boards received from users of finandiatesnents and from members of their advisory groups

Phase C - which has not yet begun, will addressentation and display of interim financial inforrimat in US GAAP. The IASB may
reconsider the requirements in IAS 34, Interim icial Reporting.

Stage 3: Development and publication of a discuspaper

Phase A

A discussion paper is not a mandatory step in &®B Due Process Handbook. A discussion paper wasongidered necessary for th
phase because the Board’s objective was not tangder all the requirements of IAS 1.

Phase B

On October 16, 2008, both Boards published for jgulsbomment a discussion paper, Preliminary Views Fonancial Statemen
Presentation. The FASB discussion paper and thB ldiScussion paper are the same except for difterein style/format. The comment
period ends on April 14, 2009.
As a first step to developing that paper, in Ma2€06 the Board agreed to working principles for B&@ of the project which focus on the
fundamental issues for presentation and displagfofrmation in the financial statements.

In brief, the objectives of financial statementgeetation state that the financial statements shoul
(a) portray a cohesive financial picture of an ¢yif activities;

(b) disaggregates information so that it is uséfupredicting an entity’s future cash flows;

(c) help users assess an entity’s liquidity andriitial flexibility.

<o

11

7]

Since March 2006 the Board discussed the applinaifcthose objectives at Board meetings. The owptitese discussions is included|in
the discussion paper.
Stage 4: Development and publication of an expodtaft
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Phase A
On March 16, 2006, as a result of its work in phAs¢he Board issued an Exposure Draft of Proposegndments to IAS 1 Presentatipn
of Financial Statements: A Revised Presentatidme. Jomment period for the exposure draft endedubyn 177, 2006. The FASB decide
that it would not publish a separate Exposure DmftPhase A of the project. Rather, it will expi@sePhase A decisions along with its
Phase B decisions.

Phase B

An Exposure Draft will be developed after the comtrperiod for the discussion paper ends.

During the 6-month comment period on the DiscusBiaper a number of entities will participate inield test. Participating entities wilrL
recast, to the extent that it is practical, two se@f financial statements using the Boards’ prélemy views on financial statement
presentation. In addition, the Financial AccountiBtandards Research Initiative (FASRI) will studyeistor use of financial statemerjts
prepared using the proposed presentation modebbguecting a series of controlled tests.

The Boards hope to learn about the costs and bsnefithe proposed presentation model through fledd test, FASRI's study, th
comment letters they receive on the October 20@8U3sion Paper, and discussions with interestetiggaduring the comment period.
They will consider all of that input when they riglerate the issues addressed in this DiscussigmePduring the next stage of Phase
which will lead to publication of an exposure drafta proposed standard.

Stage 5: Development and publication of an IFRS

Phase A

IAS 1 Presentation of financial statements wasiphet in early September 2007.

Phase B

This stage has not been initiated for Phase B.

Stage 6: Procedures after an IFRS is issued

Phase A, the IASB may consider holding meetingjs wierested parties (standard setters, SAC, IFRiter constituents) to help
understand issues related to the practical implemt@n and impact of IAS 1 (revised 2007).
Phase B this step has not been initiated.

o

[}

w

Figure 6: Financial Statement presentation project

The project’s main proposals are:

1) cohesive financial statements that share a comrtrotsre, separately presenting
operating, investing and financing activities adlwas income tax and discontinued
operations;

2) disaggregation in each financial statement, comnsigeits function, nature and
measurement basis, with some disaggregation indludne notes;

3) more disaggregation of operating cash receiptspayents, and reconciliation of
profit or loss from operating activities to castmis from operating activities;

4) analyses of changes in asset and liability lineg€including net debt — IASB only);

5) and disclosure of remeasurement information

Q3 2010 Q1 2011 Q4 2011

Figure 7: Financial Statement presentation project

The proposals would improve the comparability anterstandability of information
presented in financial statements, by imposing sdeggee of standardization in the way that
information is presented in the financial stateragparticularly regarding how information is
classified, and the degree to which it is disagared;

In particular, we will focus on proposals 1, 2 andin the last few years, the prevalent
direction followed by international standard settdras been to increase the decision
relevance of financial disclosures. However, bdtd IASB and the FASB have remained
firm in the belief that the financial statementayph crucial role in informing users: “How an
entity presents information in its financial statts is vitally important because financial
statements are a central feature of financial teppr a principal means of communicating
financial information to those outside an entity”.
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Two basic issues are highlighted: 1) the preserfcéeo@ many alternatives allowed in
presenting the financial statements; 2) the infdionais presented in excessively aggregated
form and inconsistently, so that it is not possitlleunderstand the connection between the
financial statements and the company's resultmanéial performance.

The DP has two key purposes, described in theaseetititied “Core principles of financial
statement presentation” (page 12 ff. of the Stedftjt

1) Portray a cohesive financial picture of an entity’s A cohesive financial picture
means that the relationships between items acinaacial statements is clear and
that an entity’s financial statement complementeztber as much as possible.

2) Disaggregateinformation so that it is useful in predicting an entity’s future cash
flows. Financial statement analysis aimed at objectived &3 assessing the amount
timing, and uncertainty of future cash flows regqufinancial information that is
disaggregated into reasonably homogenous groupsiteofis. If items differ
economically, users may wish to take into accotfferéntly in predictive future cash
flows.

The two fundamental principles that are proposed By cohesiveness; 2) disaggregation; the
strong complementarity between the two principtesmphasized: “The disaggregation and
cohesiveness principles work together to enhanee uhderstandability of an entity’s
financial presentation”.

Financial statement presentation must be centemeth® methods according to which the
value creation process occurs within the compang,therefore the information concerning
business activities must be separate from the nmdicion through which the company finds
financing sources to conduct businegéinancing activities). This is useful in that the
information “about non-owner sources of financed(aelated changes) should be presented
separately from owner sources of finance (and edlahangesf”. Similarly, the need is
pointed out to record information on “continued @Gi®ns” separately. The proposed
classification table for the three main stateméntse annual repottis shown below; as can
be seen, the triple distinction appears to betstmomplementary.

Statement of Statement of Statement of
Financial Position Comprehensive Income Cash Flows
Business Business Business
e Operating assets arjd ¢ Operating income and e Operating cash flows
liabilities expenses e Investing cash flows
e Investing assets and e Investment income and
liabilities expenses
Financing Financing Financing
« Financing assets » Financing asset income « Financing asset cash flows
« Financing liabilities * Financing liability e Financing liability cash
expenses flows
I ncome taxes Income taxes on continuing| Income taxes
operations (business and financing)
Discontinued operations Discontinued operations, net of | Discontinued operations
tax
Other comprehensive income, net
of tax
Equity Equity

Table 6: Classification Table.

3 pvE Document, reduced, page Xiv.

35 The statements are: Statement of Financial iBosBtatement of Comprehensive Income, Stateme@ash Flow. The
statement of changes in equity, mandatorily reguirader the IFRS, “is not included in this table daexe it would not
include the sections and categories used in tter @ittancial statements”. PVF Document, reducedepav.
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The rules proposed by the BoardClassification guidancg to prepare these statements
require a sort of “parallelism” on how to enter #ieounting records in the three statements:
the choice made by the company on where to reterdgsets and liabilities into the sections
and the categories of the Statement of Financisiti®n reflects on the entry of accounting
records in the other two statements, the statewfectmprehensive income and cash flows.
The statements below appear to be relevant intlleaBoard expresses the intention to apply
to the Financial Statement Presentation Guidelihes so-called Management Approach,
already present in IFRS 8 “Operating segment”,atiffe as of 2009, replacing the previous
principle, 1AS 14°, “Classification should be consistent with how #sset or liability is used
within an entity and the way an entity views itgidties; an entity with more than one
reportable segment should classify items accortiingow they are used in its reportable
segments. This approach should allow managemedntonunicate the unique aspects of its
business(es) to users of its financial statemdts.classification decision would reside with
management and its classification rationale wowddpbesented in the notes to Financial
Statements as part of the accounting policy disons3he Boards support a management
approach to classification rather than a presemptipproach because they believe it will
result in financial statements that reflect how agement views and manages the entity and
its resources”.

Therefore, this perspective allows the represemabf data in the financial statements
“through the eyes of management”, enabling usersetad” the corporate reality from an
internal point of view, as if they were assuming thnctions of the management itself. This
reasoning makes realistic the third key conceptasét in the Jenkin’'s Committee Report: 1)
Explain the nature of a company’s businesses, dtuthe linkage between events and
activities and the financial impact on company ludse events and activities; 2) Provide a
forward-looking perspective; 3) Provide managensepérspective.

In effect, the Committee had put into practice tlsers’ wish to perceive the company’s
business through the principles, values and culbfirdhe managers who operate within the
company. From the point of view of the users, bdimfgrmed of the measurements and
indicators built for the senior management fad#isatheir understanding of future strategies
and helps to estimate the actual value of the campa

From the point of view of data presentation methdlus primary purpose is the cohesiveness
principle that must characterize the financialestagnts, and XBRL is more than a means of
communicating information, it is also a powerfubltdor presenting it (Alles, Piechocki,
2010, page 7). In fact, the Boards request asvistido present a cohesive set of financial
statements, an entity should align the line itett®ir descriptions, and the order of
presentation of information in the statements péfficial position, comprehensive income,
and cash flows. To the extent that it is practiaal entity should disaggregate, label, and total
individual items similarly in each statement. Dosw should present a cohesive relationship
at the line level among individual assets, lialgiit income, expense, and cash flow items”

(page xv).

The benefits of adopting XBRL for the measuremedt rapresentation of the company's
performance

No mention of XBRL is found in the IASB-FASB joiptroject: nonetheless, the proposed
innovations — i.e. the need to present data inohésive” manner and at the same time to

% The adoption of this approach is one of the maiffereénces compared to the previous IAS 14 prireiflhe US adopted
this approach back in 1997, when the Statement SE3ASvas issued.
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“disaggregate” the information — could find consalde benefits in XBRL. “XBRL tagged
data enables users to see financial data in maltififerent formats and using multiple
different assumptions, consistent with a bottondemand-pull vision of financial reporting”
(Alles, Piechocki, 2010, pag. 8). The main diffigulk the excessive importance attributed to
compliance with certain models of financial stateteeand notes. It is stated, therefore, that
one of the decisive shifts in this perspectivetha case of XBRL tagged data, will be the
shift from document-centric taxonomies to data-gemaxonomies.

The joint project (DP and ED) focuses on inter@gtspects that should help to strengthen
the “multidimensional modeling” of financial infomtion. To this effect, for example, the
income statement currently envisaged in the IFR&®nemy may be modified (Alles,
Piechocki, 2010, pages 11 and 12), as shown irr&igu

Figure 8 presents line items from the XBRL IFRSot@oxmy income statement (a similar
model approach can be found in the vast majorit)KBRL taxonomies) The distinction
between continuing and discontinued operationsasiged on a line item level, for example,
Profit (loss) from discontinued operations is afedént line item form Profit (loss) from
continuing operations and both as distinct fromaggregate Profit (loss) line item.

The same income statement could be modeled by damsnof axes thus leading to a more
consistent and logical multidimensional data modéle ownership (the categorization into
line items attributable to owners of parent or momtrolling interest or aggregate ownership)
as well as the distinction into line items refegrito continuing and discontinued operations
can be modeled by means of axes thus creating alrmpoesented in Figure 8.

While not directly required by IFRS, the Revenumlitem can logically also be reported as
Revenue from Discontinued operations and Attribletdb owner of parent. In practice a
number of financial statements provide such finalnciformation although the current IFRS
taxonomy does not directly foresee such a possibili
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Figure 7: Income Statement model in XBRL IFRS Taotog.

Multidimensional modeling may also be applied te statement of financial position (Alles,
Piechocki, 2010, pages 13 and 14), where in theegtutaxonomy the individual values are
recorded partly on a current and partly on a namec basis, while a distinction between
operating, financing and investing, and aggregatiiaies may also be recorded, and these
in turn may be entered as partly current and panly current, as shown in Alles, Piechocki,
2010, figure 7 (page 14).

Additionally, multidimensional modeling by the meanf XBRL increases the analytical
capabilities especially for selecting (slicing atding) appropriate data and viewing them in
appropriate way. For analysis of the Revenue, @bstales and Other income, and their
classification into “Attributable to owners of paté or “Attributable to non-controlling
interest or for all aggregate ownership operatiar@mple operation on the multidimensional
data model can be conducted leading to the resesgepted in Alles, Piechocki, 2010, fig. 8,
page 15.
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Figure 8: Modeling of Income Statement by the medresxes

As it may be noted, the use of the XBRL technol@yd the introduction of the axes
suggested in the Presentation of Financial Statesrféiject of the IASB and FASB bring
about a significant change: the presentation itlsefome less relevant with the enhanced
analytical capabilities playing the predominangrol

This reminds us of Hoffmann’s definition of the XBRpecification (1998): “XBRL is the
specification of the eXtensible Business Reportimnguage (which) allows software
vendors, programmers, (and) intermediaries in tlepgration and distribution process and
end users who adopt it as a specification to erehéime creation, exchange, and comparison
of business reporting information”. This signifitarstatement underlies all XBRL
specifications. It shows that the orientation o (kBRL Consortium is towards enabling
XBRL for use in the financial information value ahaWillis and Hannon (2005) state that to
achieve this goal XBRL provides a common standadliormat that enables applications to
seamlessly share and process data.

The taxonomies reflect the existing accountingdaaais (IASCF, 2008) and/or reporting best
practices (XBRL US, 2008).

The process of taxonomy development encompassesgagon of a data model on the basis
of accounting standard (or other sources of infdlond and instantiating of the data model
by the means of XBRL specifications. In the caséhefIFRS taxonomy the underlying legal
source are the IFRSs. XBRL has evolved from a snmglnsmission protocol for financial
information into a comprehensive set of technolegmhich supports data modeling (and
more importantly, multidimensional data modelinghwKBRL Dimensions), financial data
guerying and setting of business rules (XBRL forasiyiland also the visualizations of
business information (Inline XBRL and XBRL rendg)n

The evolution of XBRL technology was not followed la similar development in the
accounting standard issuing process: we still instrong bias towards document-oriented
financial reporting, since considerable importamceattributed to the distinction between
statements and notes. “While such an approachsisdban tradition for accountants it is not
the optimal approach for IT and data modeling etgper for data analysts. The latter have
moved towards a more analytical view of businesformation which leads to
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multidimensional modeling with possibilities toslice, dice, pivot or rotate
multidimensional data. XBRL has recently attempted to bridge this gap difering
multidimensional modeling of accounting standal$e6, Piechocki, 2010, pag. 15).
Although it is used in IFRS and US GAAP taxonomi#® multidimensional approach has
broader use possibilities, as for example in thee asf COREP and FINREPtaxonomies.
The introduction of the dimensional specificatieads to a fundamental shift towards "more
data-centric” and “less document-centric” taxon@ni&his aspect also emerges from a
comparison between IFRS and US GAAP taxonomy: dhmér follows a balanced approach
between data and document orientation, for exantygleising concept per cell in the tables
for the movements in property, plant and equipmenile disclosure of operating segments is
expressed by the means of dimensions. By contiiastUS GAAP taxonomy introduces
dimensions for a significant number of schedulesciwineduces the number of concepts in
the taxonomy as well as better reflecting the i@ahips among the concepts.

This makes the multidimensional approach of the@GfSAP taxonomy more similar to that
of the FINREP and COREP taxonomies. For exampke,atichitecture used to design the
table structures of the IFRS taxonomy does not X¥BRL dimensions; the use of
multidimensional entities is limited to the modeliof certain reports at the instance level
(e.g. breakdown by geographical areas). COREP,amicplar, is a highly dimensional
taxonomy utilizing up to seven dimensions (axes)na hypercube (by comparison, the IFRS
and the US GAAP taxonomies, usually provide onlg dimension for a given measure — for
example, Revenue reported for breakdown of Geograparea).

Another aspect that emerges from the joint projedhe possibility of both Statement of
financial position data and, consequently, Incortege®nent data in such a way as to identify
the three types of activities: operating, financargl investing. “The presentation of assets
and liabilities in the business and financing sewiwill clearly communicate the net assets
that management uses in its business and finaragtigities. That change in presentation
coupled with the separation of business and fimanactivities in the statements of
comprehensive income and cash flows should ma&asier for users to calculate some key
financial ratios for an entity’s business actist@r financing activities.

This facilitates the calculation of certain index#ss is another aspect that highlights the
remarkable use potential of XBRL. The possibilifyaocessing “tagged in depth” XBRL data
is essential and, together with the proposal toimdithiancial statements as discussed above,
represents a basic opportunity for stakeholdenseeiBcally, it leads to strong simplification
in the performance of business analyses. The reakpof XBRL is democratizationof
financial data, giving the user rather than thefior the regulator, control over how data is
presented and perceived. (...) Of course, the firoh thie regulators would still determine
what information is publicly released, but whent tthata is XBRL tagged the user obtains the
ability to slice and dice that data as they choarsa not be constrained to view the data in
only the way the firm chooses to display it. Suctapabilities already exists if the users is
willing to rekey in the data in public financiabs¢ments into their own data analysis system,
but that entails high cost and can only be undertdky such professionals as analysts, or
those with the resources to purchase reformattead fdam data intermediaries. With XBRL
tagging anyone can examine data in any way thegsshat very low cost, which is why we
argue that XBRL will increase access to financiatadand so “democratize” it. Another
aspect is the possibility to “liberate the subs¢ant financial data from its form”, avoiding

37 The Committee of European Banking Supervisors (GEBRiels the taxonomies for Common Reporting (CORER) an
Financial Reporting (FINREP). While COREP reflects Bassel Il regulations for reporting of solvency radiod is stand-
alone taxonomy, FINREP reflects the financial repgriof financial institutions based on IFRS andgeasion of IFRS
taxonomy. These are the first multi-dimensionaloteomies, i.e. taxonomies compliant with XBRL . Dimens 1.0
specifications, and were developed in 2006. Sirwn,t XBRL Dimensions have received growing attentfoom
international XBRL experts. Many taxonomies inten@dopt this module during their periodical revisfmocess.
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any conditioning linked to the way in which dat@ g@resented in the financial statements.
This is authoritatively confirmed by Mike Willis ?#WC and Founding Chairman of XBRL
International, in whose words: “XBRL-enabled denatization of financial markets will
provide enhanced analytical, presentation and eefe insights that are developed by
consumers collaborating with standardized discksanalytical and referential concepts in
public and/or proprietary social networks in a mamsimilar to the current mediums such as
Facebook or Wikipedi'.

Another problem is related to the need to obtaita dareal time: as an example, we could
guote empirical research studies conducted by ssigrusing data obtained very late and
with few possibilities of providing information thavill help the managers' decision making
process. The use of XBRL tagged data and real-taperting may enable managers to carry
out the same analyses that are generally condibstedird party aggregators. “XBRL thus
enables analysts, auditors and boards of direttorsplicate an academic analysis for their
firms more easily, in time to be actionable”. (AlJd?iechocki, 2010, page 10)

With specific reference to profitability indexes$et calculation of adequate financial ratios
may improve corporate performance measurement, Wéheficial effects in terms of
improvement of the governance decision-making m®cehich represents the last step in
the information value chain (Elliot, 1998).

Corporate performance measurement using GAAP measamd NON-GAAP measures in
the narrative report

In recent years, the calculatidhand disclosure of financial ratios in the annwgdart has
become particularly significant, so much that comes report these data in the notes, if this
is required by accounting regulations, but alsatimer statements provided voluntarily. An
example of this is the Earnings per Share ratiaired under IAS 33, but other ratios are also
calculated and provided in the report, including thlanagement Commentary or the
Management & Discussion Analysis. These are mailgrative reports a part of which,
however, is dedicated to the calculation of and roemts to indicators that can be derived
directly from financial statement data, or conséitteformulations of such data. Reference is
made separately to GAAP measures and non-GAAP mesasu

For example, Italian accounting regulations (Legise Decree no. 32/2007) has imposed
substantial changes to the statutory “Report onr@pas” with respect to information of a
financial nature. For a true, well-balanced andaewsiive analysis of the company's situation
in a current and forward-looking perspective, te af financial and non-financial indicators
is recommended In order to verify the typical perfance levels of an analysis of the
business situation, certain ratios are commonlydusecluding ROE, ROI, ROS, ROA,
EBITDA, EBIT, and OF incidence. The identificatioof these indicators requires a
reclassification of the financial statements. dé ratios are calculated by IFRS adopters,
information will be required on the statement préagon criteria (e.g. use of the financial or
managerial criterion, ratio calculation method, meg to be attributed to the value of the

38 Comments made at the academic track of the 1BRIXnternational Conference in Paris, June, 2009.

39 Several empirical studies have been conductetFBS-compliant financial statements, showing thddpdion of the

IFRSs has affected ratio calculation. According &mtto, Sahlstrom, 2009, these changes may beud#dto “increasing
profitability ratio and decreasing PE ratio. Thesanges can be explained by increases in the instatement profits”.

These results seem to confirm (Jones and HigghB62that “the removal of the amortization of puaséd goodwill under
IFRS 3 is the most important reason for a considerigiorease in profitability ratios. (...) In summatke adoption of fair
value accounting rules and stricter requirementsceming certain accounting issues are the reafmmthe changes
observed in accounting figures and financial rdtiésmother empirical study highlighted that it istnpossible to establish
whether application of the IFRSs to SMEs has pdaditiaffected performance measurement. For morailsletee also
latridis G., IFRS Adoption and Financial Statemeffeéis: The UK Case, International Research Jourh&irance and

Economics - Issue 38 (2010), pp. 165-172.
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ratios). As regards alternative performance indicafe.g. the “Net financial position” ratio,
required by Consob), disclosure requirements aglenj as the criteria adopted for their
calculation and the tables of reconciliation witfe financial statements must be described.
The reason of this is that an alternative perforreaimdicator differs from a conventional
indicator in that it cannot be inferred directlgin the financial statements, and it is generally
represented by items like: operating earningsh aeernings, earnings before one time
charges, earnings before interest, taxes, depi@tiand amortization (EBITDA).

The CESR (Committee of European Securities Regslattecommends indicating the
reasons for calculating these indicators; suchoreashould be related to the relevance and
understandability of the disclosures.

IFRS Practice Statement. Management Commentaryornvation about the entity’s
performance.

In IFRS standards, these indicators are preseitt inothe Notes and in the Management
Commentary. As regards the lattéFRS Practice Statement Management Commentary A
framework for presentation. December 2))18 more in-depth analysis is required. This
document does not represent an independent acoguptinciple, “consequently entities
applying IFRSs are not required to comply with Bractice Statement, unless specifically
required by their jurisdiction (page 5). The obijeetof the Practice Statement is to assist
management in presenting useful management comryenitat relates to financial
statements IFRS compliant (page 7). Management @tary is a narrative report that
provides a context within to interpret the finam@asition, financial performance and cash
flows of an entity (page 5).
The principles underlying the management commendaryndicated by the Board are the
following:

« to provide management’s view of the entity’s parfance, position and progress;

« to supplement and complement information preseintélue financial statements

Particularly for the latter aspect, the role playmdthis document is crucial in filling the
information gap existing in the financial statemémanagement commentary should also
include information about entity and its performartbat is not presented in the financial
statements but is important to the managementeo hity.
The Board also suggests providing information airaedffering a view of the evolution of
corporate performance, so as to have a completerpiof the changes that have occurred
over time and to have the possibility of making gamsons and providing useful forward-
looking information. “Management should explain hamd why the performance of entity is
short of, meets or exceeds forward-looking disalesumade in the prior period management
commentary. For example, if management stated teafge future performance in previous
reporting periods, it should report the entity'suat performance in the current reporting
period and analyze and explain significant variarfcem its previously stated targets as well
as the implications of those variances for managé&siexpectations for the entity’s future
performance” (page 10)".
The five disclosure profiles suggested by the B@aedas follows:

1) the nature of business;

2) management’s objectives and its strategies forimg#tose objectives;

3) the entity’s most significant resources, risks egldtionships;

4) the results of operations and prospects; and

5) the critical performance measures and indicat@srtanagement uses to evaluate the

entity’s performance against stated objectives
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Clearly, for the purposes of our analysis the tasi types of disclosure are relevant: the
results of operations and prospects, to outlineethtity’s current position with respect to
performance, progressdprospects, and also “management should describesldgonship
between the entity’s results, management’'s objestiand management’s strategies for
achieving those objectives. In addition, managemnsanuld provide discussion and analysis
of significant changes in financial position, lidity and performance compared with those of
the previous period or periods, as this can hefpsu understand the extent to which past
performance may be indicative of future performanpage 14). As far as prospects are
concerned, “Management should provide an analyisihie prospects of the entity, which
may include targets for financial and non-financreasures (page 15).

With regard to performance measures and indicatoesfollowing should be noted:

1. “Performance measures are quantified measuremieaitgdflect the critical success
factors of an entity. (...) Management should diselperformance measures and
indicators (both financial and non financial) tlzse used by management to assess
progress against its stated objectives”. Thisatestthe intention to introduce the
management approach in the performance indicatouletion as well.

2. “The Performance measures and indicators will guaflect the industry in which
the entity operates. Comparability is enhancedhd performance measures and
indicators are accepted and used widely, eithdrimvein industry or more generally”.
Comparability is recognized by the Board both ingyal terms and at industry level:
the question to be verified empirically is whetliee comparison is actually possible
or whether the indicators proposed in the reparioaly sector-specific.

3. “Consistent reporting of performance measures andicators increases the
comparability of management commentary over timawelver, management should
consider whether the performance measures ancabodscused in the previous period
continue to be relevant”. If the indicators havstloelevance, management should
refrain from calculating them and provide adeqexiglanations.

4. Management is required to provide explanations hen dalculation of non-GAAP
measures and on the reasons that have led tobiien included in the management
commentary. Reconciliation with financial statemelata is also required: “When
financial performance measures are derived or drfaem the financial statements,
those measures should be reconciled to measurssnped in the financial statements
that have been prepared in accordance with IFR&sjg 16).

Lastly, it is interesting to note the “Users Needsttion, in relation to the disclosure profiles
of interest to us (Table 7).

Elements User needs

Results and prospects The ability to understand whether an entity hasvdedd
results in line with expectations and, implicitlyow well
management has understood the entity's marketuésedts
strategy and managed the entity’'s resources, reakd
relationships.

Performance measures and indicators The abilitfotois on the critical performance measufes
and indicators that management uses to assess amala]
the entity’s performance against stated objectieesl
strategies.

Table 7: User Needs.

We may compare the MD&A approach with the MC apploand we find two similar
aspects:
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1. Management’'s view the principle that management commentary shoeiscribe
management’s view of the financial statement hasoibts in regulation.The MA&D
should “... provide a narrative explanation of a camgs financial statements that
enables investors to see the company through tles ey management. (SEC,
Regulation S-K, Item 303). That requirement ha® &sen enshrined in securities
regulation in Canada and in the UK ASB’s OFR RdpgrStatement. (page 25).
Forward-looking information : this is the information that users need to urtdecs
the entity’s prospects. This disclosure is includedhe MD&A requirements of the
SEC (SEC, Regulation S-K, Item 303) and is listed Both Canadian securities
regulations and the European Modernization Direttiv

N

MC is included in IFRS Taxonomy lllustrated (Mar2@11) at page 3. The difficulties to
translate the narrative report in XBRL are obvicaisan early stage the lack of detail in the
regulation (MC is not a IFRS but it is a Practi¢at&ment), does not conduct to development
of a more specific taxonomy.

Further we will analyze the US Taxonomy Framewdiiky(9).

The US Financial Reporting Taxonomy Framework é®kection of XBRL taxonomies that will be usedexpress the financial statement-
based reports of both public and private compaagesss all industry sectors. Different componeritthe framework will be used for
different reporting purposes, and new componeritdbeiadded over time to cover more diverse repgrtieeds.

Below is a graphical representation of the US FaerReporting Taxonomy Framework (each componelhtwe explained in more detail
later in this document):

LIS Financial Reporting Taxonomy Framework
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Fig. 9 U.S. Taxonomy Framework

The MD&A report represents one of the componenttuded in the UFRTF, the add-on
taxonomies which are self-contained taxonomies thay be used by creators of XBRL

instance documents.
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Add-on Taxonomies

Namespace Name Layer Description

Prefix

usfr-mda Management Discussion andStand Alone Add- Includes information for the section of then annual
Analysis on report where the company’s management provides

analysis on results of operations, financial positi
and other issues.

La MD&A is a key component of financial reportinigat provide’s management’s view on
the company’s current and future performance. llmrssuse of MD&A is of continuing
interest because the MD&A is a key part of manageisealisclosure package (Clarkson et
al. 1999, Barron et al. 1999). High-level commissi@re examining whether to move some
content from other portions of the annual reporMb&A and to enhance the amount of
narrative content provided by management (IFAC,8200hus, the importance to investors
of this information source could potentially incsea

While XBRL implementation is proceeding with nunoadiinformation, progress in applying
it to the important qualitative information thatcampanies the financial statements “is
hindered by lack of common tagging structure”. Ase&ch has conducted a compare
between alternative structures for the MD&A, conipguthe standard format currently used
by companies to a tagged format that mimics XBRec&ise the tagged structure allows
investors to link disparate parts of the MD&A tleaie associated with common themes, the
tagged structure should be associated with betteade of the risk information contained in
the case. (Arnold et al., 2009). The study hasyaedl “a tagging structure” for the MD&A
based on the framework developed by the Enhanceth&s Reporting Consortium”. The
researchers have compared professional and nospi@fi@l investors’ decision processes
and outcomes using the standard and tagged forméts,common information content.
Because the tagged structure allows investorsnio diisparate parts of MD&A that are
associated with common themes, the tagged strushangld be associated with better linkage
of the risk information contained in the case. Tégearch’s result is that follows: investors
using the tagged format spend less time viewingrisie information and view relatively
fewer items than those using the standard formiais Tact is positive because the tagged
format facilitates the incorporation of risk infoation into investor’'s decision processes,
compared to the standard MD&A format in current.dsesum this study’s results suggest
that the tagged MD&A structure results in more effiee and efficient incorporation of risk
information into decision-making.

The translation of the information included in t®&A report in XBRL language, not only
the information focused on risks, but also the rimfation on present and past company’s
performance and

7. New trends about Enhanced Business Reporting

The recent international trends have revealed rtheeased importance of the business
report which represent an unusual evolutionary ntepo respect of “traditional financial
statement”. According to Engel et al. (2003) “besis reporting includes, but is not limited
to financial statements, financial information, néinancial information, general ledger
transactions and regulatory filings, such as anandlquarterly reports. XBRL specifications
defines XML elements and attributes that can bel useexpress information used in the
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creation, exchange, and comparison tasks of busireggorting”. The need to extend the
contents of the financial reporting must be evauatorder to obtain a general improvement
of the disclosure.

A recent study (Bonson et al. 2008) has analyaeddle of XBRL in Enhanced Business
Reporting (EBR), which was initially developed bynarican Institute of Certified Public
Accountants (AICPA) to overcome the limitationstadditional business reporting models.
Many prior researches have emphasized the neednpoove the traditional business
reporting model in order to show companies trueneoac value (ICAS, 1988; ICAEW and
ICAS, 1990, 1991; CICA, 1988; Rinerman, 1990; Walim 1995). In 1991 AICPA
established the Special Committee on Financial Regp which is also known as the
Jenkin’s Committee. The Commission proposed a nasinkss report model, but some
researchers have criticized that “very few of tkeommendations made by the Jenkin’s
Committee were put into practice” (Vasarhely ante#\2006). Then, the AICPA established
the Special Committee on Enhanced Business Repd@GEBR). SCEBR was assigned the
objective of developing a strategy to improve thscldsure of financial information by
companies, and provide to guidelines for the pradnwf additional reports that could meet
markets’ growing demands for financial informati@BRC, 2004). The EBRC was founded
by the AICPA, Grant Thornton LLP, Microsoft Corpticen, and PricewaterhouseCoopers in
2005 upon the recommendation of the AICPA Specmain@ittee on Enhanced Business
Reporting. The EBRC is an independent, market-driven-profit collaborative focused on
improving the quality, integrity, and transparemdynformation used for decision-making in
a cost effective, time efficient mannenw.ebr.360.0rY

In refer to MC, we show the key points of commeggsril 2006) submitted by EBRC on
IASB Discussion Paper Management Commentary.

1. EBRC believes that MC should be considered an iatggart of financial and
other company performance-oriented reports;

2. EBRC considers that a standard was more likelynwt@aece MC and was to be
preferred to non-mandatory guidance;

3. EBRC believes that there is no commonly acceptethadeof calculating a
particular non financial metric and that an optinsalution would include the
market-driven development of a voluntary, best ficas framework;

4, EBRC believes that the framework development po&egnportant not only
in order to enable comparison between entitiesi®also critical in order to be
able to leverage the potential of the eXtensiblsiBess Reporting Language for
electronic reporting of business information, imthg that which be required
through an MC standard.

Very interesting comments are formulated by EBR@esponse to the Discussion Paper for
Consideration by the SEC Advisory Committee on lonpments to Financial Reporting
(October, 2007). The EBRC mission is complementarthe Charter of the SEC Advisory
Committee on Improvements to Financial Reportinthat both groups are, working “with a
view to enhancing financial reporting for the benhef investors, with an understanding that
unnecessary complexity in financial reporting cam Hmarmful to investors by reducing
transparency and increasing the cost of prepandgaaalyzing reports”. The EBRC believes
that the current financial reporting system in thé&. can be improved by supplementing
financial reporting with information that is notwvared by GAAP accounting standards but
that is increasingly useful for both companies anoroad range of stakeholders who make
decisions based on information provided to thempmames. In particular EBRC is interested
in information on key performance indicators (KPdsat are important because that inform
judgment about a company’s future cash flows. Marmgecognize the importance of KPIs
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and it is for this reason that they are increasingsing “Balanced Scorecards” and
“Executive Dashboards”, by whatever name, to monerformance and make decisions.
Boards of directors are also interested in KPIgheir role of monitoring management’s
performance for the shareholders they represent.

A critical characteristics of KPlIs is that the besty to measure them, and the measurement
issue is usually not an easy one, to be procegsrandustry-specific. EBRC emphasizes the
importance of supplementing GAAP-defined finanecredasures with other information that
is relevant for the decisions made by analystsestors, rating agencies, other stakeholders
and the companies themselves. EBRC believes theBFk®uld have direct responsibility
for developing voluntary standards, and the consorbelieves that they could play a useful
role in providing guidance on the process by witiese standards are set.

The U.S. Security and Exchange Commission’s Adyi<oommittee recommendations
on Improvements to Financial Reporting (CIFIiR) aeey interesting. The final CIFir report
contained the following recommendation regarding erformance indicators:

“Enhanced business reporting and key performanaicators (KPIs) are disclosures
about the aspects of a company’s business thaige®ignificant insight into the sources of
its value. The Enhanced Business Reporting Consortias stated that the value drivers for
a business “can be measured numerically throughskd?imay be qualitative factors such as
business opportunities, risks, strategies and plaral of which permit assessment of the
quality, sustainability, and variability of its daglow and earnings.

Recommendation 4.3.: The SEC should encouragetersector initiative targeted at
best practice development of company use of kefprpgance indicators (KPISs) in their
business reports. The SEC should encourage prsetéor dialogue, involving preparers,
investors (including analysts), and other interdstedustry participants, such as consortia
that have long supported KPI-like concepts, to gateeunderstandable, consistent, relevant,
and comparable KPIs on relevant activity and, aprapriate, industry-specific, bases. The
SEC has should encourage companies to provideaiex@nd consistently disclose period-
to-period company specific-KPIs. The SEC shouldsiciam reiterating and expanding its
interpretive guidance regarding disclosure of KA MD & A and other company
disclosures”.

The EBRC Framework and the role of XBRL

In both documents the EBRC consortium emphasizesldse link between the development
of a framework and the adoption of the XBRL langeidg the first point EBRC has already
started this process by developing a draft, higielleontent framework based on current best
practices including the PricewaterhouseCoopersaRéporting" framework, TRS mapping
jointly developed by Accenture and AssetEconomitt® Operational Reporting and
Intellectual Capital Reporting principles proposked AssetEconomics, and the Gartner
Business Performance FramewBtk The high-level content categories of this framewo
include business landscape, strategy, compete&aiesources, and performance.
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The part of the EBRC Framework concerning the camiggoerformance is following.

Fig. 9EBRC Framework Version 2.1

D. Performance

D. 1. Performance—
Summary

D. 2. GAAP-based

D. 3. GAAP-derived

D. 4. Industry-based

D. 5. Company-
specific

A summary of the key issues in the items belowis Tan be provided in lieu of a
discussion of each category or can be omittedcifi eategory is discussed
specifically. For each category, the company canige segment information as
appropriate.

Discussion of outcomes on key GAAP-based measudsas revenues, earnings,
and gross margins.

Discussion of outcomes on performance measurdsiding definition3 relevant
to all industries which are based on but not defimg GAAP such as return on
invested capital and revenue growth.

Discussion of outcomes on key performance indisafiocluding definitions)
which are commonly used in an industry, includilghfinancial (e.g., sales per
square foot in retail) and non-financial (manufaicty yield rates in
semiconductors) metrics.

Discussion of outcomes on key performance indisaiocluding definitions)
which are specific to a company’s strategy, inalgddoth financial (e.g.,
percentage of revenues from products introducéderast three years) and non-
financial (e.g., employee turnover) metrics.
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D. 6. Capital market-

based
Discussion of outcomes on performance measurédsiding definitions) which are
based on the company’s performance in the capasakets such as total return to
shareholders, debt ratings, and weighted averegietoapital.

Some researchers have noted that the guidelines verly general and the degree of
abstraction made their effective application diffic Therefore it is necessary to establish
a set of requirements with greater level of de{@bnson et al., 2008). XBRL, through
the development of the taxonomies, can provideipéabels and relationship in order
to portray of all kinds of information. According AICPA: XBRL, a new global open
standard for formatting financial information, igvolutionizing the way financial
information is being reported. EBR is a framewor&uend company disclosure that will
give investors a more complete picture. XBRL is Whoand EBR is the “what” of
financial reporting. In the absence of XBRL, repagtis limited to a static paper-based
environment wherein information is not contextuatjevant to the actual reports, and/or
is not provided in a manner that can be immediatahd effectively reused
(www.ebr360.oryy XBRL and EBR are strictly connected: XBRL is @rhat of how
information is reported, whereas EBR is about thetent that is being reported. EBR
enables a more robust application of XBRL in thesgethat an EBR framework makes it
possible to create useful taxonomies for informmatimompanies report beyond the
financial statements themselves, such as, for ebeni@anagement Discussion &
Analysis (MD & A) and MC. In respect of the convenge process IASB-FASB, it
should be interesting the development of a unigiermationally-recognized framework
in order to construct a tagged structure for MD&Batbsures, MC disclosures and other
non-GAAP, non-IFRS disclosures in order to the sisesin obtain advantages. It is
possible to fulfil the objectives required in MGattks to XBRL.

8. The WICI taxonomy: the Key Performance I ndicators (KPI) and the standardization
by XBRL language

WICI*® sees the business or a company as a value creadohanism which converts

financial and non financial input to certain ougpuicluding financial performance. The

traditional reports tend to focus only on finangm&@rformance, but the business report
should not specialized in financial informationymmmly focus on past performance, but
should also cover mid and long term aspects ofevataation.

Recently many kinds of reports concerning non farannformation have been published

by the companies. We can observe that the incifabe companies voluntary disclosure
involves additional cost, because the companiesmataabtain positive judgments by

investors and stakeholder. WICI proposes a strérvange in the business reporting in
order to depict the business activities in an irgeggl model with financial data, financial

40 The WICI (World Intellectual Capital Initiativéd a world business reporting network and it wasnfed November 7,
2007. It is a private/public sector partnership fomproving the reporting of intellectual assets arapital and key
performance indicators that are of interest to efalders and other stakeholders. The PromotingeBaof WICI are
Enhanced Business Reporting Consortium, European &eeof Financial Analyst Societies, Japan Minigif Economy,
Trade and Industry, Organization for Economic Depeient and Cooperation, the Society for Knowledgengmics,
University of Ferrara and Waseda Universi9n October 16, 2008 WICI released its first versidra comprehensive
information framework and XBRL taxonomy to help canjes to better communicate with their investord ather
stakeholders about business strategy and perfoendhe work on the reporting framework and taxonewag carried out
by the WICI Framework Task Force. It has publishied guidelines included in the file wici_taxonomyarfrework-

v1l_0.zip which contains the scheme of taxonomy,ligteof the all element/concepts, the layout ofgantation and the
definition of relations between the elements. (¥itw.worldici.com).
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performance and non-financial elements. The cocistru of an “universal” framework
such as one size-fits-all-approach might have aatnegy effect on the materiality of
disclosure. WICI prefers to provide a frameworlatlow a company to choose the most
material KPIs by itself.

KPIs are provided as numerical figure (metrics)ated to critical factors of value
creation, and they support the explanation of mssinstrategy linking it to future
financial or economic performance. KPIs disclosgtemally will likely be a subset of
those used in a company’s internal decision makiragess, including those that are
relevant to a user’'s assessment of the companyi® \@eation potential, by striking a
balance between transparency and confidentialrnmdton.

WICI KPIs are the list of frequently used KPIs teeeh the current business/economic
environment and situation. Therefore, they shallnedified as needed over time in
response to significant changes in the industryciipe and/or general business
environment. According to their relevance, KPIs t@ncategorized into three classes:
general KPIs, industry-specific KPIs, and compapgesfic KPIs. AS first step, WICI
intends to develop and set up industry-specificRillowed a process of singling out
common KPIs among these, based on the resultsenf #pplication. WICI presents
frequently used KPIs as examples or reference deraio facilitate and substantiate the
explanation by companies of their own value creatieechanism/model. The number of
disclosed KPIs by a company may vary, dependingmamy factors including, for
example, those concepts actually used by manageimerssess corporate performance.
WICI expects the standardization and selectivelaisce of WICI-KPIs by companies to
provide companies needed flexibility in the exptamaof their economic substance and
business model, while enhancing the comparabilitgisclosed information. In addition
WICI expects that the potential for decreasing tust for disclosure and internal
management related to indicators by focusing omtbst critical performance indicators
that drive economic performance, while helping canigs better to communicate their
intentions and strategy by encouraging focusedlatisce thus reducing uncertainty
surrounding company activities potentially reducstgck price volatility, debt and equity
costs. Another expected impact may be provide fgkilinvestors with significant
forward-looking information to judge and forecasirgorate performance and enable
stakeholders to more easily and appropriately ealoompanies’ performance.

WICI recommends companies to use XBRL format. Tdpproach is taken to improve
the comparability and analysis of reports througipewering readers of reports by using
the flag information which can be easily and comeetty used for searchingvivw.wici-
global.con).

WICI believes that the construction of a framewwik make it possible for a company
to create a comprehensive and integrated repoddbas its strength and interests. In
addition, the development (definition) of an int&gd report should reduce the additional
cost to collect information for disclosure. WICIges more and more companies will be
able to easily present an integrated and comprelensport on material financial and
non financial elements of the company’s performanieaddition, WICI recommends
that, where possible, companies disclose WICI-KRPhe XBRL format which provides
an internationally standardized method for commatimg framework concepts. The
expected impact may be to enable market particgpartd collaborative
develop/extend/maintain the WICI taxonomy framewthr&reby providing a sustainable
market reference for these highly relevant infoioratoncepts.
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<annex 2> Skeleton of the report

(General) (0) Basic management philosophy
(a) Qutline of business characteristics

(From Past to Present)
(b) Management policy in the past
(b)(c) Investment based on management policy (figures included)

(b)(c) Unique intellectual assets accumulated in the company, strengths based on them,
and value creation method (based on the above) (supperting indicators included)

(d) Actlugi %t)erformance in the past, such as profits (as a result of value creation) (figures
include

(From Present to Future)

A: Identification of future uncertainty/risks, how to deal with them, and the future
management policy including those elements

BC: (Based on (b)(c) and the assessment of the past to the present) Intellectual assets that
rooted in the company and will be effective in the future, and future value creation
method based on them (supporting indicators included)

BC: New/Additional investment for maintenance and development of intellectual assets
needed (in line with the management policy A) (figures included)

D: Expected future profits or target, etc. (based on the above)

a-d and A-D reflects the WICI framework in the previous slide
@2007 WICI all rights reserved.

<annex 1> WICI Business Reporting Framework ver. 1.0

0. Corporate Profile & Business Attributes
1. industry overview
2. duration and results per business unit
3. business cycle per business unit
4. competitive analysis

past 11— current 11— future

-
0-
0-
-

a. Business Landscape d. Performance A. Business Landscape
a-1. business landscape summary d-1. performance summary A-1. business landscape summary
{results of operation) A-2. economics
d-2. GAAP based A-3. industry analysis
d-3. GAAP derived A-4. technology trends
d-4. Industry based A-5. political
d-5. Company specific A-6. legal
d-& Capital market-based A-T7. environmental
A-8. social
b. Strategies B. Strategies
b-1, corporate strategy summary B-1. corporate strategy summary
b-2. vision and mission B-2. vision and mission
b-3. strength B-5. opportunities
b-4, weakness B-6. threats
b-7, goals and objectives B-7. goals and objectives
b-B. corporate strateqy B-8. corporate strategy
b-9, business unit strategies B-9. business unit strategies
b-10. business portfolio B-10: business portfolio
¢. Resources and Processes c. Resources and Processes
c-1. resources and processes summary c-1. resources and processes summary
c-2. resource forms (C-99.) Resources and processes summary especiall
c-3. key processes with changes in resource forms, key performance an
. & waltin divees main process from that described in ¢-2 and c-3
D. Performances
D-1. financial prospects (summary)

© 2007 WICI all rights reserved.
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Another aspect refers to the comments on the J@@® 2ASB Exposure Draft on
Management Commentary submitted by WICI (Februd@¥02. WICI believes that if
there is one element missing in the overall disonsabout MC that we could suggest, it
is the reference to shareholder value and morerginéo stakeholder value. The MC is
the most natural and legitimate reporting spaceliszuss how the architecture for
shareholder/stakeholder sustainable value creaisordesigned. A well articulated
description of the shareholder/stakeholder valueatan process can offer great
disclosure opportunities about, for example, how ttompany manages those key
business drivers and how those drivers have evobxent time though some kind of
guantitative or qualitative measurement. FurthetiCWecommends that IASB moves
further toward the establishment of a common, beo&ichmework for business reporting
in cooperation with other organizations that halreaaly or are working on publishing
open standard frameworks for business reportingalrnicular, WICI observes that the
suggested content elements by IASB are appropaiateare consistent with the high-
level elements of the WICI framework. WICI also seunends that IASB continues
efforts to encourage more companies to disclossettElements using quantitative
financial and non financial information (e.g. KPIlahd including definitions and
calculation formulas where appropriate, to fostex persuasiveness of accompanying
narrative descriptions.

Another issue is to improve the comparability ofnagement commentary disclosures.
The use of XBRL format would help on this issue,rhising the capability of users to
compare not only disclosed elements of informatiouat also the context around the
information, including the underlying definitionalculation where appropriate, and other
relevant contextual information. A common framew@yk MC disclosures would enable
the development of a corresponding XBRL taxonomyictv would in turn enable
enhanced transparency and comparability of MC ossoks.

9. Conclusion

The aim of this paper was to analyze the connecti@i links financial performance,
adoption of IFRS standards and XBRL language. Tis¢ point was that the adoption of
IFRS standards greatly improved the disclosurdefperformance itself. The very next step
was to underline the relevant role of XBRL in imgir@ business reporting. By means of
XBRL it is possible to create and diffuse EnhanBediness Reports (EBR) and to provide a
sound framework for measurement and evaluationusiriss Performance by means of a
specific set of Key Performance Indicators (KPIs)particular, we emphasized the potential
benefits of the use of XBRL in providing integratexports in a more timely and accurate
way.

As the worldwide financial crisis continues, calty a greater transparency in financial
reporting are increasing (Laux, Financial Execut2@09). The adoption of IFRS standards
may only partially fulfil these requests.

While the current GAAP reporting model provides eiifiective foundation from which
business reporting should start, timely decisicars lse made only by looking at both lagging
indicators (such as those found in historical friahstatements) and leading indicators (such
as value drivers and KPIs), which provide a momdjmtive information about future cash
flows and the viability itself of a business. Altilgh this is the kind of information that
management currently uses to make key decisioess th still a fracture within the corporate
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reporting process between the information that mament uses internally for decision-
making purposes, and the one that is provided mexilgrto the market-place (Laux, 2009).
The development of XBRL taxonomy by EBRC and WIGynproduce benefits because the
high level items within this framework can be "tagty XBRL enables providers and users
of information to produce, capture and analyze rimftion much more efficiently and
effectively on a timely basis and across all sofevaia the Internet. Coupled with the
Internet — which allows key financial and nonfinehdusiness information to be widely
available electronically — XBRL will enable a mosedfective utilization of financial
disclosure.

Some stakeholder in particular will be stronglyensisted in this process. Financial
institutions and financial analysts will spend l&ésse on technical issues about data and thus
they will have more time for analyses and evaluegio

The analysis of financial information is based othi@e-step process: 1) data gathering and
data enter; 2) data cleaning, data reclassificaiwh data merging; 3) data analysis and data
evaluation.

By means of XBRL it is possible to drastically reduthe time to devote to the first two
steps, thus increasing the time available for dttet step.

In addition XBRL will make it easier for companiwstrack the performance of competitors
and customers, and to benchmark their own perfocemérugel, 2008).

The impact of IFRS and XBRL on performance measergrand disclosure will affect both
financial reporting and Business Performance Mamagé (BPM) processes.

Financial reporting is the window through which italp markets view a business’s
performance. The move to IFRS will affect not otllg accounting and reporting functions,
but also investor relation and all other areas h# business that rely on accounting
information — including tax, IT, HR, and legal.

Some executives, evaluating the massive undertakiagthe IFRS conversion represents,
are beginning to realize that they can use the esion effort as an opportunity to rethink
the way their company analyzes and rewards busipedsrmance. Moreover, they may
redesign their performance management framework thee ground up.

After all, an IFRS conversion necessarily shifte tlens through which the company’s
performance is evaluated (Rusnak, 2009).
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