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Dear Sirs

IASB Exposure Draft: IFRS for SMEs

The Danish Accounting Standards Committee (DASC) has discussed the IFRS for SMEs exposure draft (the ED) as well as the draft EFRAG Comment Letter in the August and September meetings of the committee. Please find below our general comments as well as comments to specific sections of the exposure draft and of the EFRAG Comment Letter.
General comments

The general concept and scope of the standard
It is our anticipation that subsidiaries of publicly listed parents will form a significant part of the entities in our jurisdiction that will in fact consider applying IFRS for SMEs. On this basis we believe that all options available in full IFRS should also be available to SMEs. This will simplify the process of preparing and presenting financial statements because the figures in the reporting package for consolidation purposes can be used directly in these entities’ own financial statements. If this option is not given, we fear that the standard will not gain much interest in our jurisdiction. 
An alternative would be to introduce an amendment so that entities which are subsidiaries of parent companies applying full IFRS in their consolidated financial statements are permitted to apply full IFRS with respect of recognition and measurement, however with the disclosure relief available to other SMEs.

We are aware that separate financial statements of public accountable entities have – by nature – not been considered as part of the SME project. We find, however, that it is worthwhile considering whether the concept developed would have merits in respect of separate financial statements of public accountable entities who prepare full IFRS consolidated financial statements. Currently, such entities are required to either comply with full IFRS including the extensive disclosures regardless of the fact that the vast majority of the readers of the financial statements focus on the consolidated financial statements or to use local GAAP which is likely to have less extensive disclosure requirements, but with a potential need for application of recognition and measurement provisions which differ from those applied in the consolidated financial statements. Again, we find it crucial that all options within full IFRS should also be given in such separate financial statements. 

Changes in value of assets (revaluations) credited directly to equity

As far as we understand Attachment 2, section D, litra b) and c), EFRAG proposes that it should not be allowed to recognise revaluations of for example property, plant and equipment directly in equity. As this is not a question of measurement, but rather a question of presentation, we do not agree with EFRAG, as we do believe that SMEs should not be prevented from applying this presentation method, which is prescribed in IAS 16.

Introduction of terms and concepts not known from full IFRS

We do not recommend the introduction of terms or concepts that are not already incorporated in full IFRS unless they are clearly SME specific. A few examples which we do not believe is an issue that is only relevant to SMEs include:

· the concept of combined financial statements that has been introduced in section 9 

· “commodity price risk” in section 11.33; and 
· “inside/outside basis differences” in section 28.11. 

Section 1 – Scope

We generally agree with the comments made by EFRAG. We do not, however, agree with EFRAG’s suggestion that requirements for accounting for finance leases by lessors should be brought into the scope. The same goes for biological assets and hyperinflation. We believe that a standard for SMEs should cover only those areas which are most relevant to typical SMEs. Very specific areas, such as those suggested for inclusion by EFRAG, should be covered by the relevant IFRS through the accounting policy choice hierarchy.

Section 3-7 – Financial Statement Presentation

We generally agree with the comments made by EFRAG. However, as the revised version of IAS 1 has been issued we believe that IASB should consider whether this should result in amendments to the current ED. 
An issue which is not raised by EFRAG in its comment letter is the ability for an entity to present “a statement of income and retained earnings” in place of the income statement and statement of changes in equity if the only changes to the equity during the period arise from profit or loss, payments of dividends, corrections of prior period errors, and changes in accounting policy. This statement is in our opinion a new type of statement compared to the primary statement requirements in full IFRS.

We do not support this new type of statement and recommend that the requirement to and contents of the primary financial statements are the same in the IFRS for SMEs as in full IFRS.

With regards to EFRAG’s comments that some changes should not be presented as part of profit and loss (actuarial gains and losses, cash flow hedges and foreign currency differences) please refer to our comments in subsequent sections.

Section 8 – Notes to the financial statements 

We find the disclosures in section 8.6 – 8.8 relevant also for users of financial statements for SMEs because the disclosures assist the user in assessing significant risks and uncertainties of the entity. 

We are not sure whether the statement on page 14 in attachment 1 regarding the contents of the notes is meant as an exhaustive list of what the notes should include. If this is the case we think it might be understood as a proposal to omit the general requirements in section 8.6.-8.8.
Section 9 – Consolidated and separate financial statements 

Contrary to EFRAG we believe that allowing the use of the equity method for investments in associates and joint ventures in the consolidated financial statements is an important option for a SME, and therefore in our view this option should be maintained.
As discussed in the section “general comments” it is our view that general issues and terms not addressed / defined in full IFRS should not be introduced in a SME standard. Therefore, we propose that section 9.7 regarding restrictions and section 9.21 - 9.22 regarding combined financial statements are omitted. With respect of the latter we acknowledge that the need for such guidance may exist. However, need for guidance on this issue also exists with respect of non SMEs, and hence, we believe that the right process is to develop guidance within full IFRS and on the basis of this develop SME guidance. 

We see no reason to include the guidance in section 9.9 regarding the treatment of potential voting rights with respect of allocating profit or loss and changes in equity between majority and minority interests. This is because SMEs would nevertheless need to seek further guidance in full IFRS with respect of the assessment of whether potential voting rights should be included in the determination of whether control exists. 
In addition, we believe that section 9.17 should be re-considered in relation to the revised IAS 27, cf. the Business Combinations phase II project. 
Section 10 – Accounting policies, estimates and errors

We agree with EFRAG’s comments (Attachment 2, p 8) that the SME standard itself should not refer to transitional rules from a specific IFRS in connection with adoption of a new accounting policy. However, as stated in our general comments, entities applying the SME standard should not be prohibited from following the recognition and measurements requirements in full IFRS. Hence omitting the reference to transitional rules from specific standards should not lead to a situation where an SME cannot apply the transitional rules of a new specific IFRS if that IFRS is applied by that SME.  

Section 10.20 requires retrospective restatement of prior period errors. Conversely, IAS 8.42 requires, retrospective restatement of material errors. Although the SME draft has the general materiality notion, we see a risk that the standard would be interpreted in such a way that retrospective restatement would be required to a wider extent than under full IFRS. Therefore, we propose the same wording as in IAS 8.42. 
Section 11 – Financial instruments

We agree with EFRAG that the language used in this section is overly complicated. We therefore suggest that the measurement principles should be described for each of the categories in IAS 39 (i.e., a) financial assets at fair value though profit or loss, b) held-to-maturity investments, c) loans and receivables and d) available-for-sale assets).
The standard restricts the use of amortised cost. We generally find that measuring amortised cost is less complex than measuring fair value. Furthermore, we see no reason to make the criteria for using amortised cost more restrictive than under full IAS 39. Why should an entity be restricted from measuring a financial liability at amortised cost simply because the counterpart has required a common feature such as a change of control clause in the contract? In any case, embedded derivatives like prepayment options and similar provisions would be reflected in the expected cash flow and consequently in the measurement of the financial instrument. 

Regarding derivative financial instruments in relation to non-financial contracts, EFRAG has drafted two alternatives: View 1 (“embedded derivatives are not recognised”) and View 2 (“they are recognised via split accounting”). In order to avoid unnecessary burdens, the DASC is in agreement with View 1. In this respect we notice that in any circumstances there will be an obligation to recognise a provision for onerous contracts.

With respect of hedge accounting we find that it is generally not clear from the standard which documentation and effectiveness testing requirements should be applied. To the extent that the critical terms set out in 11.32 match perfectly at inception of the hedge, we recommend that such a hedge can be regarded as highly effective in offsetting the designated risk, and that no further effectiveness testing is needed, unless the credit risk of the counterpart changes.
We see no reason to prohibit the use of loans in a foreign currency as a hedging instrument. Such an instrument is a commonly used simple instrument.

The last part of paragraph 11.9 states that an entity first separates the equity component for the purpose of applying the designation conditions set out in the paragraph. We find the term “separates” confusing since this could be mixed up with the methodology for separating the equity component in a compound financial instrument as discussed in para. 21.7. We propose the following wording: 

For the purpose of applying these conditions the debt component of a financial instrument…..

Section 13 and 14 – Investment in associates and joint ventures 
We believe that the disclosure requirements regarding summarised financial information of associates, including the aggregated amounts of assets, liabilities, revenues and profit or loss should be removed as these disclosures rarely are relevant for users of financial statements for SMEs. Furthermore, such disclosure requirements do not exist for joint ventures.

Section 17 – Intangible assets and other goodwill

We agree with EFRAG that similarly to the full IAS 38, the SME standard should include an explicit statement that internally generated goodwill and similar items cannot be capitalised.

We disagree with EFRAG that the recognition of intangible assets should be an accounting policy choice. The reason for this is that the underlying concept of the SME standard is an asset and liability approach and furthermore that the SME standard applies to general purpose financial statements. 

We also believe that entities should have the option to apply the revaluation model, and hence we do not support EFRAG’s view that entities should only be allowed to use the cost model re. intangible assets.

We believe that the SME standard should require disclosure of any special rights which the entity might have (exclusive access to) over assets. In addition, we believe that the information is important for users (such as the creditors and public institutions) of financial statements for entities with only few shareholders, as it does provide information about the entity’s ability to generate cash and, consequently, pay its liabilities.
Section 18 – Business Combinations and Goodwill

We do not agree with EFRAG that amortisation of goodwill should be a mandatory requirement. We find that the SME standard should allow for two alternative treatments: amortisation or impairment testing. Hence SMEs could prepare their financial statements under the same recognition and measurement rules as under full IFRS. In this way it would be possible for e.g. a subsidiary of a listed parent to apply the same accounting as is prescribed for consolidated financial statements for companies listed on a stock exchange within the EU.
We generally agree with the other comments made by EFRAG. However, we suggest that the standard should require additional disclosure about contingent liabilities if these are not included in the allocation of the purchase price. 

Section 19 – Leases 

We agree with EFRAG’s comment (Attachment 1, p 6) that leased assets and the related lease liabilities should not be measured initially at fair value as this creates unnecessary complexity. However, taking into consideration our view that the standard should not preclude application of the recognition and measurement rules of full IFRS we propose inclusion of the lower of fair value and net present value approach set out in IAS 17. In most cases this principle will lead to the initial recognition of an amount equal to the net present value of the minimum lease payments. 

Section 20 – Provision and Contingencies

In relation to section 20.8 we agree with the EFRAG’s comments. However, we notice that the draft has applied different interest rates according to the present interest rate structure in the illustrative example regarding discounting. 

Provisions are often not material in SMEs and using different interest rates in such cases will normally not have any significant influence on the true and fair view of the financial statement. Therefore, we suggest that either the term “interest rates” is removed from the standard or it is expressed that only in rare circumstances different interest rates be used with respect of discounting provisions in SMEs. 

Section 21 – Equity

EFRAG believes that the section does not include treatment of other types of companies, e.g. partnerships and cooperatives - where “equity” might, using the current definitions, be part of liabilities in the entity, for which reason no equity will be presented. In our view, this is also a problem under full IFRS and should therefore be dealt with under full IFRS before it is dealt with in the SME standard. We therefore do not agree with the EFRAG comment.

EFRAG disagrees with the accounting treatment of minority interests. In our point of view, this is part of the business combination project, phase II, and should therefore be accounted for in accordance with the new IFRS 3.

Section 21.3 includes requirements regarding the initial measurements of equity instruments at fair value. Full IFRS does not include such a measurement requirement. Although we agree with the SME initial measurement requirement the issue should, as stated above, be dealt with in full IFRS before dealt with in the SME standard.
Section 24 – Borrowing costs

We generally agree with the comments made by EFRAG regarding allowing an expense-model for borrowing cost and reducing the required disclosure on capitalised borrowing cost. We do not agree that the SME-standard refers to full IFRS, because the SME-standard should bee a stand-alone-document. 
With the view of allowing application of the measurement and recognition rules of full IFRS we support allowing capitalization of borrowing costs.
Section 25 – Share-based payment

Share-based payment is, in our opinion, very important with respect of evaluating an entity’s financial performance. On the other hand, only a few SMEs are using share-based payment. Therefore we suggest that the entire section 25 is removed.
Section 27 – Employee Benefits

EFRAG agrees that the accounting treatment of defined benefit plans should be simplified, but EFRAG proposes to recognise actuarial gains and losses in equity (SORIE). We do not agree with either EFRAG or the draft standard, as we believe all options, including application of a corridor approach as described in IAS 19 regarding actuarial gains and losses, should be available. We see no reason why limitations in this area should be established for SMEs.
Section 29 – Financial Reporting in Hyperinflationary Economies 
Contrary to EFRAG we do not see any need for including this issue in the SME standard. This is because very few countries are hyperinflation economies and it is to our experience highly unlikely that SMEs apart from those with residence in these countries will have activities in such economies.
Section 30 – Foreign currency transactions

It should be considered to extend the definition of foreign currency (all other currencies than the functional currency). It should also be considered whether section 30.29 is relevant.
Section 35 – Specialised industries

Generally we do not see a need for including these issues in the SME standard.
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If you would like further clarification of the points raised in this letter, do not hesitate to contact us. 
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