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ICAC - Spanish Standard Setter

Answers to the invitation to comment on the draft Comment Letter submitted by EFRAG on the Exposure Draft of the proposed IFRS for Small and Medium-sized Entities

The following comments have been laid according to the structure of the questionnaire contained in Attachment 1 of the Comment Letter that answers the questions of the invitation to comment on the Exposure Draft of the IFRS for SME. Comments relating to Attachments 2 and 3 have been included within the corresponding comments on those questions.

Question 1 – Stand-alone document 

With the objective of a stand-alone document in mind, are there additional transactions, other events or conditions that should be covered in the proposed standard to make it more self-contained? Conversely, is there guidance in the draft standard that should be removed because it is unlikely to be relevant to typical SMEs with about 50 employees?

In order to achieve the objective of a stand alone document, ICAC is also of the view that the IFRS for SMEs should deal with and include the requirements for all transactions that are common or typically encountered by SMEs. 

ICAC agrees with EFRAG when it proposes to eliminate cross references but with some slight differences that will be explained in the following paragraphs.

As pointed in BC56 of the ED there are different types of cross references, the ones that provide an accounting policy option, alternative of the simpler one; and the ones that regulate a full topic by addressing to full IFRS because it is believed that typical SMEs are not likely to encounter such transactions. Apart from these, there is a general referral to full IFRS that is stated in Standard 10, used after exhausting the better possibilities in the hierarchy for that transaction in the IFRS for SMEs.

ICAC believes that if a SME encounters a transaction that is not frequent of SMEs, and therefore not included in a specific Section in the IFRS for SMEs, but otherwise specifically covered by full IFRS, this entity should be required to apply the requirements with consistent criteria as they are included in full IFRS for that topic. 

The reason for this consideration, is that probably, for accounting that transaction (not covered in IFRS for SME but intended usual for a public accountability entity), it will be better to apply the criteria specifically regulated by a standard that is set with the same principals as the IFRS for SME, than relying on the pervasive principles and believing the SMEs will manage on its own in deciding the appropriate criteria to apply in this cases. Full IFRS, as the starting point of this project and reference in the successive amendments, should be considered an important piece of this accounting approach. 

If there is no accounting requirement for an operation related to a topic that is expressly covered by a specific Section of the IFRS for SME, in this case ICAC agrees that the hierarchy included in section 10 would be appropriate.

In conclusion, ICAC supports the idea of eliminating as many cross references as possible either by regulating the transaction (not covered by IFRS for SME) on a more didactic and simple basis or, in case that the operation is not believed to be so common for a SME, just not regulate it and include a paragraph in Section 10 with the requirement to apply the terms of full IFRS for that type of transactions if they are expressly covered in it, it would be a “general referral” to full IFRS.

· ICAC`s comments on EFRAG`s recommendation for eliminating mandatory fallbacks:

ICAC is also of the view that there is no need to include mandatory requirements in IFRS fro SMEs for earnings per share, this transactions are not frequent in these kinds of entities. Therefore, section 34 could be deleted. With the same idea in mind, we believe that share based payments, defined benefit plans, business combinations and assets held for sale, probably are not usual transactions for SMEs, and therefore they might not need to be covered by the IFRS for SME.

We find reasonable the idea of including guidance on how to account for hyperinflation in the IFRS for SMEs, this section may be needed and in that case a proper guidance would help SMEs to understand it. 

ICAC does not consider necessary EFRAG`s proposal of including in the financial instruments section, the accounting for finance leases by lessors receivables arising from finance leases. The transactions that finance and operating leases imply are well covered compact in one Section 19. 

In relation to the accounting of biological assets, we believe it’s a good EFRAG`s proposal to scope in them in non-financial assets, and account them at cost at initial recognition.

Question 2 – Recognition and measurement simplifications that the Board adopted 

Are there other recognition and measurement simplifications that the Board should consider? In responding, please indicate: 
(a) the specific transactions, other events or conditions that create a specific recognition or measurement problem for SMEs under IFRSs; 
(b) why it is a problem; 
(c) how that problem might be solve 
Accounting for financial instruments remains too complex and the revised and the shortened drafting lacks clarity and understandability:

We support EFRAG`s points of view on the treatment of financial instruments included in IFRS for SMEs. This section has been shortened by leaving the entities choose to apply the cost model if certain conditions are met, choosing the fair value measurement by default. The way the IFRS for SMEs is set differs too much from the criteria of full IFRS.

ICAC supports EFRAG`s idea that there is no need of different options in measurement for financial instruments. We also believe that it would be appropriate to require the implementation of the fair value model for easily disposable financial assets or easily disposable financial liabilities and otherwise, if there was no fair value available, then use the cost or amortised cost model for these “other financial assets and liabilities”. Moreover, we believe that cost should be applied for the measurement of investments like associates and joint ventures.

We also find it interesting including in the ED the definition of derivatives, consequently SMEs` preparers will have it easier to identify and then look for measure of this kind of financial instruments. 

Furthermore, ICAC would be of the view that for SMEs, embedded derivatives and the host contract should not be asked to be accounted for and measured separately for SME, it would be a very helpful simplification. We also think that these instruments should be measured at fair value if it were available for the entity, otherwise cost could be accepted.

Changes made to impairment requirements lack relevance and remain burden-some for goodwill:
(a) The elimination of value in use is not deemed relevant:

In general terms we believe that there is no relevance in eliminating the concept of “value in use”, especially when talking about Goodwill, as it is essential to know if it has lost value by estimating the future cash flows the entity expects from it.

Nevertheless, ICAC does not support EFRAG`s proposal on the concept of the recoverable amount, of replacing “fair value less cost to sell” by “net selling price”. For the same reasons of homogeneity and consistency among full IFRS and IFRS for SMEs stated before.

(b) The impairment test should be performed on the basis of either value in use or fair value less costs to sell, whichever is consistent with the scenario relevant to the entity:

We believe that the impairment test should remain as it is in IAS 36, comparing the carrying amount with the recoverable amount of the asset (the higher of value in use and fair value les costs to sell) it is not seen as a necessary change. Also ICAC could support the idea of using in a disposal scenario, only the fair value less costs to sell as the recoverable amount of the asset omitting in this case the concept of “value in use”, as long as in this case value in use is equal to fair value less costs to sell.

We consider a good approach made by EFRAG when proposing for the impairment test to live out the requirements related to cash generating units and give relief to the constraint put to the definition of future cash flows. 

(c) The impairment approach proposed for goodwill is believed to be too costly and burdensome for entities applying IFRS for SMEs:

ICAC does not believe amortization of goodwill should be reinstated. The debate on reinstating amortization of goodwill first should be taken for full IFRS. 

All intangible assets (including goodwill) should be accounted for as assets with a finite life and be amortised:
Again, we think there is no need of making such differences on criteria with full IFRS. In general terms what EFRAG proposes is maintaining the periodic impairment test for all intangible assets, including goodwill, but adding one requirement, amortization over a period of maximum 20 years. We don’t believe this would make other differences for SMEs than putting more distance with full IFRS. 

Restatement requirement for discontinued operations should be reduced:
ICAC agrees with EFRAG`s proposal of reducing restatement requirements for discontinued operations and limit them to the information in the year where the decision to sell or discontinue is made. Also ICAC supports that providing restated information for prior years should be encouraged but not required for SMEs. This is one of the subjects that these kinds of entities could be exempted.

A separate section to deal with non-current assets held for sale is not needed:
We are also of the view that there is no need to include the measurement provisions of non-current assets held for sale in a separate Section as suggested in the ED. For SMEs there is no such a need. It would be very useful, that information on assets and liabilities which are identified for disposal in a near future should be provided as disclosures.

Elimination of reference to fair value:

In relation with the difficulty of understanding the notion of “fair value” we believe that creating a new term such as “current value” probably will not make things that better. There would again be problems in getting market values or in determining which entity-specific data to use to estimate the future cash-flows embodied in the asset or liability. 

Nevertheless, we do agree with EFRAG when it says that revaluations are not necessarily easy to make and that therefore it should be limited to some assets and liabilities. In this respect, as EFRAG has stated in its attachment 3 appendix 4, “basis for recommendations on measurement”, that in certain circumstances “current value measurement basis” would not be relevant and then the use of cost-based measure should be applied instead. 

ICAC believes that the best way to simplify accounting for SMEs would not rather be in making the SMEs choose whether to use the cost model or the revaluation model, than by leaving only one accounting possibility, eliminating as many options as possible and selecting the simplest one for the IFRS for SMEs. Eliminating accounting policy options will always reinforce comparability between entities and will help SMEs to solve their accounting straighter.

The observations stated above answer EFRAG`s comments of next point 8 when it suggests in attachment 3 appendix 3 AG-2 to include an appropriate application guidance to guide entities in selecting what measurement model is to be applied in each circumstances; if there is no accounting option there is no need of such guidance. 

Generalise a cost or current value choice for all assets:
Apart from financial instruments, we believe that the best simplification is measurement at “cost”.

Question 3 – Recognition and measurement simplifications that the Board considered but did not adopt 

Should the Board reconsider any of those and, if so, why? 
1 – Equity-settled share-based payment transactions should trigger disclosure only and 2 – Measurement of liabilities incurred in a cash-settled share-based payment transaction should be simplified:
We are of the view that share based payment transactions may occur in a SME, but also believe that probably it is not a typical operation of this type of entities. This is one of the topics that from our point of view should be covered or by the application of the general referral to full IFRS included in our answer to Question 1 paragraph 7 (this answer states including a paragraph in Section 10 that requires applying full IFRS when no Section covers the topic).

Question 4 – Whether all accounting policy options in full IFRSs should be available to SMEs 

Do you agree with the Board’s conclusions on which options are the most appropriate for SMEs? If not, which one(s) would you change, and why?

Should any of these options that would be available to SMEs by cross-reference to the full IFRSs be eliminated from the draft IFRS for SMEs and, if so, why? 

We believe that most accounting policy options in full IFRS should be eliminated by selecting those considered simpler or easily understandable for SMEs, and making a didactic effort to simplify valuation techniques, providing application guidance, explanatory paragraphs, and defining terms to make them more user friendly.

- In relation to the treatment of government grants in the SME model of the ED, we think it is a good approach made by the IASB in the differentiation between equity and liability, but it shouldn’t be reason for discrepancy with full IFRS.

- It is also welcomed EFRAG`s proposal to eliminate the direct method for the cash flow statement for SMEs.

- EFRAG when answering question 4 refers to its proposals made in Attachment 2 paragraph E. Section 9: Consolidated Financial Statements and Separate financial statements. ICAC`s comments are the following:

1 – Supportive of requirement to prepare consolidated financial statements 

We agree with EFRAG and the IASB that SMEs should be required to prepare consolidated financial statements. 

2 – Supportive of one single accounting policy for all investments in subsidiaries, jointly controlled entities and associates in the separate financial statements 
As stated above, we believe options should be limited as much as possible; therefore the same would apply for the accounting of investments in subsidiaries, jointly controlled entities and associates in the separate financial statements. We believe that for these kind of investments, cost would be better.

3 – Proposal to limit the measurement principles to cost or fair value only for both jointly controlled entities and investments in associates in the consolidated financial statements (Section 13 and 14) 

In many regulations, separate financial statements are implemented with different purpose than the consolidated financial statements. Mercantile, commercial or taxing disciplines are based on individual juridical person magnitudes; so therefore, the fact of presenting consolidated financial statements would not exempt entities from making separate financial statements. 

In relation to consolidation procedures, our point of view is that for jointly controlled entities the available methods are too many, it will be difficult the understanding for the user and also comparability will be harder. 

We believe that the best option for the consolidated financial statements for both investments in associates and jointly controlled entities is the proportionate consolidation, but also for more simplicity the equity method could be accepted.

4 – Elimination of cross-reference to IAS 28 Investments in Associates and IAS 31 Interests in Joint Ventures (Section 13 and 14):

ICAC supports the elimination of cross-references by including requirements on the corresponding Section.

5 –  Comments on drafting:

The accounting requirements included in the ED for investments in Subsidiaries, Associates and Joint Ventures either on the separate financial statements or on the consolidated financial statements, indeed are not clear enough. We agree that it would be more easily to comply, unifying all what is related with group accounting in a separate and compact part of the standard, describing concepts, accounting criteria and procedures, with a similar idea as EFRAG proposes on its “Revised Structure” of Attachment 3. Appendix1.

Nevertheless, as already mentioned before, we think that some operations may not need to have different requirements for SME and for non-SME; like for example consolidation procedures or the accounting of business combinations. Again, for these operations, not typical of SME, we believe should be covered by referring to the “general referral” to full IFRS included in Section 10.
Question 5 – Borrowing costs 

Do you agree or disagree with the proposal to allow SMEs to choose either the ex-pense model or the capitalisation model for borrowing costs, and why? 

1- Option between expense and capitalisation model is reasonable for SMEs 2- Capitalisation of borrowing costs could be simplified:

ICAC`s view is that debate on treatment of some transactions should be taken within full IFRS context, with the aim of homogeneity among these Standards. 

Question 6 – Topics not addressed in the proposed IFRS for SMEs 

Should any additional topics be omitted form the IFRS for SMEs and replaced by a cross-reference? If so, which ones and why? 

Please refer to our comments on question 1 where we give our point of view on cross-references. 

Question 7 – General referral to full IFRSs 

Are the requirements in paragraphs 10.2 – 10.4 coupled with the explicit cross-references to particular IFRSs in specific circumstances appropriate? Why or why not? 

ICAC is satisfied with the hierarchy as set out in paragraphs 10.2-10.4. for the reasons explained in our comments on question 1. Nevertheless, despite we also believe that no explicit cross-reference is needed, it could be useful and reassuring to include a paragraph in Section 10 with the requirement to apply the terms of full IFRS for transactions not covered in IFRS for SME, it would be a “general referral” to full IFRS. ICAC is also of the view that the final fully standalone document can be shorter than the proposed ED.

Question 8 – Adequacy of guidance 

Are there specific areas for which SMEs are likely to need additional guidance? What are they and why? 
In relation to EFRAG`s proposal and illustration of an alternative IFRS for SMEs included in Attachment 3, we find it is a good approach essentially in identifying and classifying sections. Moreover, we would welcome a more homogeneous organization with full IFRS. With regard to the sub-sections proposed, ICAC at present particularly welcomes those related to group accounting.

Question 9 – Adequacy of disclosures

Are there disclosures that are not proposed that the Board should require for SMEs? If so, which ones and why? Conversely do you believe that any of the proposed dis-closures should not be required for SMEs? If so, which ones and why? 
In relation to EFRAG`s comments on disclosures, ICAC supports the idea that these requirements need not be included in both, sections and the specific checklist. We believe that providing SMEs with one separate checklist of disclosures is enough, except in those issues that because of their importance or singularity had to be included in the standard.

Question 10 – Transition guidance 

Do you believe that the transition guidance is adequate? If not, how can it be im-proved? 

ICAC is satisfied with paragraph 8 of Section 9 in order to ease transition for SMEs.

1 – Keeping the four exceptions is reasonable 

ICAC also considers reasonable the four exceptions from retrospective application contained in section 38 of the ED.

2 – The listed exemptions might be too restrictive 
As stated before, ICAC is satisfied with paragraph 8 of Section 9. Nevertheless, in line with EFRAG’s analysis, we believe that those doubts related to the definition of the concept of “impracticability” need to be solved as much lower hurdle than just “impossibility”. With regard to the exemptions from retrospective application included in the ED, they might be too restrictive unless coupled with an appropriate general impracticability exemption, in order to keep balance between benefits derived from information and the cost of providing it for SMEs.
Question 11 – Maintenance of the IFRS for SMEs 

Is the approach to maintaining the IFRS for SMEs appropriate, or should it be modified? If so, how and why? 
ICAC finds reasonable the two-year cycle for the amendments to be made on the IFRS for SME, but we also want to highlight the need of stability on regulation, as it is essential to ensure an adequate understanding, moreover when talking about SMEs. Stability has to be a value more than something temporal; in order to make amendments we support that there should be a limit with a statement saying that they shall be made “no earlier than...”, and only in those cases when variations of full IFRS make such distance with IFRS for SME that the standard has to be revised.

ICAC supports the idea of IFRS for SME as a stand alone document, with Full IFRS as the starting point of the project and reference in the successive amendments of the IFRS for SME.  But as already stated before, differences with Full IFRS should correspond to the real simplification they will bring and the use that users of financial statements and SME will make of them. In deciding such differences and changes to Full IFRS, an objective of homogeneity and global financial reporting framework should always be present.

In order to decide whether to make differences or not with full IFRS, it may be important to consider the fact that it is becoming quite frequent that SMEs go to “alternative trading systems”, where full IFRS is the reference accounting standard used. Therefore, counting on an equivalent and homogeneous standard with full IFRS would ease the entry of SME to this kind of markets.

We support the view that IFRS for SME is still not easy to understand and simple to implement for SMEs. From an accounting regulation perspective, it is essential to think about the users of the financial information, in the means that the introduction of new options, different from those which already exist within full IFRS, may hinder understanding and comparability of financial and economic information.







Madrid, 24 September 2007
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