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     BELGIAN ACCOUNTING STANDARDS BOARD (CBN-CNC) – COMMENTS

IFRS for Small and Medium-sized Entities

BASB Comments on the EFRAG Draft Comment Letter

1. The final standard should be a comprehensive stand-alone document

BASB : we agree that the SME IFRS should be free of cross references.  We do not support the section 10.4 approach that SMEs may also consider the full IFRS requirements and therefore agree with EFRAG that the IFRS requirements relevant for SMEs need to be included in the SME IFRS.  A “may” approach would lead to as many IFRS versions are there are SMEs which would cause huge confusion in practice and destroy comparability.

We do not support EFRAG’s proposal to exclude segment and interim reporting requirements because SMEs are free to call the information given differently if it is less than required under the IFRS segment and interim reporting requirements (see section 31 and 37).  Consequently, we see this as a non-issue.  

As regards earnings per share (section 34) we believe that the hurdle is not passed and therefore we do not support the EFRAG position that, if an SME would opt to present earnings per share data, this could be done in a different way than prescribed by IAS 33 Earnings per Share.

2. “IFRS for SMEs” is not the most appropriate label

BASB : we agree.
3. Users’ needs ought to be analysed further and more changes to recognition and measurement may be needed

BASB : While we support this general statement we are concerned about the example given : the criterion “a disposal or transfer is a possible scenario for the entity”   

Overall, as explained in our 2005 comment letter on the IASB questionnaire, an objective in the development of IFRS for SMEs should also be to keep the differences between full IFRS and SME IFRS as limited as possible.  If there would be too many differences between full and SME IFRS the whole purpose of the exercise should be questioned.  A limitation of the differences is needed to keep it somewhat “simple”.  Therefore, we believe that existing options in IFRS should not be eliminated for SME purposes.  

4. More simplifications in recognition and measurement should be considered

BASB: as explained in our answer to point 3 we believe that the hurdle to introduce a recognition and measurement difference in IFRS for SMEs as compared to full IFRS should be sufficiently high and based on avoiding unnecessary complexity – undue costs while considering user needs.  Applying these principles to the cases listed by EFRAG our view is as follows:

i. Reinstating the amortisation of goodwill – elimination of the indefinite life notion for intangibles

We believe that the hurdle is not passed and therefore do not support the EFRAG position that this subject should diverge from full IFRS.  We found EFRAG’s argument that the proposed approach “ensures better that assets within financial reporting by SMEs are not overstated” rather weak and in conflict with the overall objective of high quality financial reporting.

ii. Promulgating only one cost model and one revaluation model for non-financial assets
While we have some sympathy with the “one revaluation model” proposal we believe that the issue is rather theoretical: in a recent survey of Ernst & Young on the IFRS financials of the largest 65 European companies it became clear that only 1 of them applies the revaluation model.  As we already stressed in our 2005 comment letter, we strongly recommend to limit the differences between full and SME IFRS.  Therefore, we believe that existing options in IFRS should not be eliminated for SME purposes. .  In addition, it should be noted that throughout Europe SMEs can already since 30 years revalue their PPE.  In Belgium, this option has proven to be appropriate.  We believe the fair value can provide useful information on the replacement cost of assets.  The latter can be very significant information which, if not available, could be equally troublesome for the entity’s continuance.  Finally, we do not support EFRAG’s proposal to have an ‘asset by asset” choice between cost or revaluation (with appropriate designation) because i) it is cherry picking and  ii) sounds very burdensome from a documentation perspective.
iii. Eliminating the reference to the name “fair value”
We do not support EFRAG’s idea not to have any references to fair value for the simple reason that this is a basic concept in today’s IFRS.  It is not clear to us what EFRAG exactly means with the proposal that “no priority would be given to market prices, market prices would be used insofar as they are relevant to the entity’s specific economic conditions”. 

iv. Eliminating the recognition of equity-settled share-based payments
We are not convinced by EFRAG’s arguments because:

·   the accounting and measurement of a cash settled share-based payment transaction can be equally costly unless EFRAG is proposing cash instead of accrual accounting;

·    users do not need to “restate the accounts in order to isolate recurring streams of cash flows” : this is easily done in the cash flow statement.
v. Fair value not as the default measurement attribute for financial assets and liabilities
Measurement of financial instruments – “in-use” scenario : it is not clear to us how the proposed approach would work for non-listed shares.  In addition, as already explained in our 2005 comment letter on the IASB questionnaire, we are concerned about the practical implementation of the concept of “easily disposable/transferable” because it seems to propose a mixed and highly judgmental approach.  Further, we believe that existing IFRS already contain the necessary limitations with regard to the use of fair value.

Question to EFRAG constituents: the BASB believes that while securitization and factoring transactions are common for SMEs the extant IAS 39 requirements should also apply to SMEs.

 Question to EFRAG constituents: we  believe that the simplified hedge accounting approach is too restrictive.

Question to EFRAG constituents : the BASB believes that embedded derivatives need not to be recognised separately (view 1).

With regard to the changes made to the impairment testing requirements we agree with EFRAG that the definition of recoverable amount should not be different from full IFRS and that both the “value in use” and “fair value” approach should be retained.  We do not see any good reason to replace “fair value less costs to sell” by “net selling price” in divergence from full IFRS, as proposed by EFRAG.  We disagree with EFRAG’s view that the fair value impairment approach should be eliminated. 

EFRAG proposes to require a disclosure for assets and liabilities which are identified “for disposal in a near future”.  It is not clear to us how the concept of “for disposal in a near future” is different from “held for sale” nor how such an arbitrary concept would contribute to high quality financial reporting.  In general, the BASB believes that such amendments should first be fully considered in the full IFRS.  The same applies to the whole measurement debate : we consider it contra productive and confusing to open in the IFRS for SMEs debate the fundamental measurement debate (e.g. references to “current value” – whether or not based on market values or entity specific data).     

5. Differences with full IFRS may be warranted when a need for improvement has been identified and is particularly relevant for SMEs (equity/liability split)

BASB : The equity/liability issue should be addressed in consistency with IFRIC 2 Members’ Shares in Co-operative Entities and Similar Instruments.  No deviation from full IFRS is justified on such a fundamental issue (equity/liability split). 

6. The standard could benefit from being redrafted

BASB : we agree.  We think that it is possible to go further in the way of simplification by omitting many of the disclosures required by the ED.
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