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Re:
comment letter on IASB ED IFRS for SMEs

Dear Mr. Stig Enevoldsen,

the Italian accountancy profession represented by the “Commissione per i principi contabili” appointed by the Consiglio Nazionale dei Dottori Commercialisti and the Consiglio Nazionale dei Ragionieri (thereinafter “we”) is pleased to share with EFRAG its views and comments on both the draft EFRAG comment letter and the IASB Exposure Draft (‘ED’) of the proposed IFRS for SMEs.

We generally support the objective of developing a separate set of financial reporting standards suitable for SMEs and welcome the simplifications included in the current version of the draft standard compared with the early version (staff draft) and the preceding discussion paper. 

Notwithstanding, we have some major concerns and we believe that further simplifications can be made, without departing from consistency with the IFRS conceptual framework.

We have the following general comments and concerns.

1. Users’ needs - We acknowledge the considerable progress made on the SME project. However we feel that more effort could have been made to more systematically and rigorously research and consultation during its development, in particular research into users’ needs. We strongly support an analysis of the differences between the users’ needs of SME financial statements and the users’ needs of IFRS financial statements as reflected in the present IASB’s Framework. Only after, we believe, it would be possible to ascertain how and to what extent the present IFRSs need to be modified or adapted for SMEs. Currently, we don’t see this effective effort in IASB’s ED.

2. Scope of the standard - We agree that ‘public accountability’ is an important characteristic to distinguish entities required to apply full IFRSs from entities allowed to apply IASB standards for SMEs. In any case, we believe that the notion of ‘public accountability’ assumes a different significance according to the context and to the national jurisdictions in which the concept is inserted. As a consequence we believe that mainly the national jurisdictions have to provide an appropriate definition of public accountability in the respective countries, on the basis of domestic circumstances and situations. It is not responsibility of the standard setter to determine the quantitative thresholds, but IASB should state very clearly the intended use of the IASB Standards for SMEs and the users’ needs considered, when preparing the Standards. The ‘not public accountable’ entities representing the target of the IASB’s project have around 50 employees: this threshold appear far from the concept of ‘small entities’ in many European countries. As a consequence, the standard is too complex for most SMEs, in particular small and micro entities. Besides, providing a positive definition of an SME, the existing qualitative criteria for determining public accountability could be supplemented with some principle-based quantitative criteria. The principle-based quantitative criteria could include a combination of size criteria based on profit, assets and turnover and/or other indices, as well as employee numbers.  The guidance could also be used to give certain jurisdictions flexibility to exclude such entities from full IFRSs.  
3. Stand-alone and self-contained document - The standard should be user friendly for the preparer of SME financial statements and favourable to the development of supporting software, so that it needs to be a stand-alone document. In other words, the standard needs to be self-contained and inclusive of sufficient guidance for the vast majority of events and transactions typically faced by an SME. For this reason we are pleased to note elimination of the mandatory fallback. However, to be truly stand-alone necessitates no cross-references to full IFRSs. Instead, we believe that options and methods deemed necessary for SMEs should be integrated into the IFRS for SMEs, preferably in simplified form, while all the others should be eliminated. 

4. Options and cross references to full IFRS - The proposed IFRS for SMEs includes a number of optional treatments within specific chapters, similar to those provided in the full IFRSs. While we support in principle retaining some options, we are concerned that the way they are retained, i.e. providing the simpler option in the standard and then cross-referencing the options to the relevant paragraphs of the full IFRSs; this presents a number of problems. While the IFRS for SMEs is likely to be static for a defined period of time, the full IFRSs will continually evolve. As a result some cross-referenced text may change and so become obsolete. Besides, we believe that many SMEs will be confused by the choice, because they look to a standard to clearly recommend the one best treatment. As a consequence, we suggest elimination of all such cross-references and the elimination of the option or the inclusion of the option within the SME standard itself.
5. Cost-benefit approach - The cost-benefit approach is especially significant for SMEs since one of the main reasons full IFRSs are deemed unsuitable for SMEs is that often the compliance costs exceed the benefits. Indeed cost-benefit is the primary rationale supporting many of the changes we propose making to the ED in the attached Appendix 1.  For that reason we suggest to consider it the most important criteria when determining the form and content of financial statements required to be prepared by an SME.

6. Measurement requirements - We believe that IASB should simplify the measurement requirements on the basis of a cost-benefit analysis, considering if the efforts required to obtain the measurement are higher to the benefit of the information. The basis for measuring SME assets and liabilities should be significantly different from full IFRSs. Full IFRSs make extensive use of fair values. We are instead favourable for the adoption of simplified measurement principles focused more on historic cost than fair value, for both cost-benefit and user needs reasons. Fair value is generally less useful for the typical users of SME general purpose financial statements as compared with larger entities. The demand for fair value data typically comes from those wishing to use the financial statements primarily for predictive purposes, for example capital market participants and financial analysts, groups that are not widely present in the SME context. Instead, historic cost is likely to be suitable for SMEs. It tends to be more conservative than other bases, a quality that appeals to lender and creditors. Besides, SMEs often face difficulties in making fair value measurements in countries with not developed capital markets, where observable market values are missing. Consequently, SMEs will have to apply appropriate “valuation techniques” to determine suitable estimates. These estimates will lack the reliability. Finally, historic cost data is less costly to produce than fair value data and is likely to match the information that management uses for the majority of financial analysis. 
In any case, we accepts that there are certain circumstances where the use of fair values could be appropriate. Surely when a non-current asset is impaired or when a financial asset is held for trading and a market price exists. In any case we think fair value could be useful to measure those assets and liabilities that are capable of being ‘readily or easily realizable’: a) current market prices available; b) really easy to dispose.
Other simplifications we suggest are reinstating the amortisation of goodwill and other intangible assets, eliminating the category of intangible assets with an indefinite life. Also simplifications already made by the IASB need to be improved. For example, fair value as the default measurement requirement for financial assets and liabilities is inappropriate and results in requirements which are still quite difficult to understand and to implement.

In the Appendix 1 we give some suggestions on these matters. 
7. Disclosure - We believe that IASB should reduce the disclosure requirements on the basis of a cost/benefit approach, considering if the efforts required to obtain the information are higher to the disclosure. In the Appendix 1 we give some suggestions.

We enclose in the Appendix 1 our answers to the questions raised in the IASB’s Discussion Paper.

We would be pleased to discuss any aspect of this letter with you. 
Yours sincerely,

	Antonio Tamborrino

Presidente

Consiglio Nazionale dei Dottori Commercialisti
	William Santorelli

Presidente

Consiglio Nazionale dei Ragionieri


APPENDIX 1

Question 1 – Stand-alone document

In deciding on the content of the proposed IFRS for SMEs, the IASB focused on the types of transactions and other events and conditions typically encountered by SMEs with about 50 employees.  For such entities, the proposed IFRS is intended to be a stand-alone document, with minimal cross-references to full IFRSs.  

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?

The standard needs to be self-contained and inclusive of sufficient guidance for the vast majority of events and transactions typically faced by an SME. For this reason we are pleased to note elimination of the mandatory fallback. 

However, to be truly stand-alone the standard necessitates no cross-references to full IFRSs. We believe that options and methods deemed necessary for SMEs should be integrated into the IFRS for SMEs, preferably in simplified form, while all the others should be eliminated.
Section 19 - Leases

The cross-reference in paragraph 19.15 to ‘full’ IAS 17 in respect of accounting for finance leases in the financial statements of the lessor should be eliminated and in its place simplified provisions from full IFRS included in the text of the SME standard.

Section 29 - Financial reporting in hyperinflationary economies

The ED provides that an entity whose functional currency is the currency of a hyperinflationary economy shall apply IAS 29 in preparing and presenting its financial statements.

Guidance on how to account for hyperinflation needs to be included in the IFRS for SMEs. Hyperinflation is a question of location, and SMEs are likely to be faced with it just as frequently as publicly accountable entities. In order to arrive at a comprehensive and self-contained standard for SMEs the requirements should be integrated in the form of a condensed version from IAS 29.

Section 31 – Segment Reporting

We agree that companies should disclose segment information on a voluntary basis in the financial statements, but we believe that no mandatory fall-back to IFRS 8 should be provided by the standard when a SME chooses to disclose segment information. We suggest not to provide mandatory requirements in segment reporting, since these requirements are designed and useful for listed companies and most SMEs make a relatively simple businesses typically with one business line operating in one geographical area. 

In any case, we observe on Section 31.1 of the ED, where it is stated “If an entity discloses information about segments that does not comply with IFRS 8, it shall not describe the information as segment information”, that “segment information” is a well known financial reporting term and that IASB cannot prohibit its use. Voluntary disclosures do not need to comply with IFRS 8 provided that their labelling is clear and not ambiguous. On the contrary, companies could be required to state compliance with IFRS 8 when they provide segments reporting on the basis of this standard.
Section 34 – Earning per Share
Disclosure of earning per share is rarely required or useful for SMEs. Hence, we suggest complete elimination of this topic from the standard, avoiding the mandatory fall back to IAS 33 when the SME choose to disclose earning per share.

Section 37 - Interim Financial Reporting

Interim reports are rarely required for SMEs. Only larger SMEs or those in certain jurisdictions are required to prepare them. Hence, we suggest complete elimination of this topic from the standard.

Question 2 – Recognition and measurement simplifications that the Board adopted

The draft IFRS for SMEs was developed by:

(a)
extracting the fundamental concepts from the IASB Framework and the principles and related mandatory guidance from full IFRSs (including Interpretations), and

(b)
considering the modifications that are appropriate in the light of users’ needs and cost-benefit considerations.

Paragraphs BC70–BC93 of the Basis for Conclusions describe the simplifications of recognition and measurement principles contained in full IFRSs that have been made in the proposed IFRS for SMEs and explain the Board’s reasoning.

Are there other recognition or 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; and

(c)
how that problem might be solved.

We believe that IASB should simplify the measurement requirements on the basis of a cost-benefit analysis, considering if the efforts required to obtain the measurement are higher to the benefit of the information. 

The basis for measuring SME assets and liabilities should be significantly different from full IFRSs. Full IFRSs make extensive use of fair values. 

We are instead favourable for the adoption of simplified measurement principles focused more on historic cost than fair value, for both cost-benefit and user needs reasons. Fair value is generally less useful for the typical users of SME general purpose financial statements as compared with larger entities. The demand for fair value data typically comes from those wishing to use the financial statements primarily for predictive purposes, for example capital market participants and financial analysts, groups that are not widely present in the SME context. 

Instead, historic cost is likely to be suitable for SMEs. It tends to be more conservative than other bases, a quality that appeals to lender and creditors. Besides, SMEs often face difficulties in making fair value measurements in countries with not developed capital markets, where observable market values are missing. Consequently, SMEs will have to apply appropriate “valuation techniques” to determine suitable estimates. These estimates will lack the reliability. Finally, historic cost data is less costly to produce than fair value data and is likely to match the information that management uses for the majority of financial analysis. 

In any case, we accepts that there are certain circumstances where the use of fair values could be appropriate. Surely when a non-current asset is impaired or when a financial asset is held for trading and a market price exists.

We think fair value, or better a ‘market exit value’, could be useful to measure those financial assets and liabilities that are capable of being ‘readily and easily realizable’ according to the following criteria: a) current and observable market prices available; b) the asset or the liability is really easy to dispose, that is without causing significant disruption to the entity’s operations, or management is committed to a plan to dispose of the asset/liability and an active program to identify a buyer and execute a plan has commenced. The derivatives would automatically fall within this definition of ‘readily and easily realizable’.

Consequently, we would prefer that paragraph 2.41, that now provides ‘After initial recognition, an entity generally measures financial assets and financial liabilities at fair value unless this [draft] standard requires or permits measurement on another basis such as cost or amortised cost’, would be changed as follow: ‘After initial recognition, an entity generally measures financial assets and financial liabilities at cost or amortised cost unless this [draft] standard requires or permits measurement on another basis such as fair value’

Section 11 - Financial Assets and Financial Liabilities

Based on the previous conclusions, we believe that the detailed recognition and measurement rules in IAS 39 are often impracticable and too costly for SMEs compared with the benefit from using the resulting information. 

This is because we suggest to eliminate the option to apply the provisions of IAS 39 instead of Section 11 of the IFRS for SMEs (paragraph 11.1(b)).

Besides, we do not support the wider fair value option to SMEs provided by Section 11, where the general rule is fair value except for the assets and liabilities eligible to be measured at cost or amortised cost. The IASB should explain why this choice is done, in particular since in practice the use of fair value by non-publicly accountable entities, especially SMEs, is less than by listed companies. Furthermore the fair value option should not be introduced in such a way, as it now seems to be, that SMEs would be allowed to revalue their own debt.

We have the following suggestions:

· Two classes of financial assets should be introduced: ‘readily and easily realizable’ and ‘other’,

· readily and easily realizable financial assets and liabilities are those assets and liabilities that can be immediately traded in their existing state and without any special negotiation and for which there are observable prices. They should be measured at the market price, that is an exit value, with changes through the profit and loss statement. Derivatives would fall under this definition,

· all other financial assets liabilities should be carried at cost or amortized cost and subject to an impairment test where there is an indicative trigger. 

Section 13 – Investments in associates

Section 14 – investments in joint ventures

For measurement after initial recognition of investments in associates, the Draft standard allows an accounting policy choice from three alternative methods: cost model, equity model and fair value through profit or loss model. In this context, the entity shall account for its investments in all associates using one single method (paragraphs 13.3 – 13.6). 

For measurement after initial recognition of investments in joint ventures, the Exposure Draft provides an accounting policy choice from four alternative methods: cost model, equity model, proportionate consolidation and fair value through profit or loss model. In this context, the entity shall account for its interest in all jointly controlled entities using one single method (paragraphs 14.8 – 14.12).

We are of the opinion that the fair value option should not be available to SMEs since the use of the fair value through profit or loss model causes significant volatility in the income statement and the resulting information is not as relevant for the main users of financial statements in the context of SMEs.

Instead of these accounting policy option, we suggest the following hierarchy of methods, applicable to each individual investment in associates and joint ventures (and not to all the category):

· an investment in an associate and in a joint venture should be accounted for by using the equity method. The detailed requirements necessary in this respect should be adopted from IAS 28 and integrated into the proposed standard; 

· exceptionally, when it is not possible to apply the equity method, i.e. when the information required for this purpose is not available, the cost model may be applied; in this case additional disclosures should be required to disclose the fact that the cost method has been adopted, as no information was readily available. This additional requirement would stimulate further the application of the equity method.

· SMEs may elect to use the proportionate consolidation for joint venture as long as it is not officially removed from full IFRS. The detailed requirements necessary for the application of proportionate consolidation should be derived from IAS 31 and integrated into the proposed standard.

Section 17 – Intangible assets other than goodwill

Section 18 - Business combinations and goodwill

Section 26 – Impairment of non financial assets

The ED proposes that a SME shall assess whether the useful life of an intangible asset is finite or indefinite. This distinction and, generally, impairment tests are especially burdensome for SMEs and entail considerable exercise of judgment.

We believes that SMEs should not be required to distinguish between intangible assets with finite or indefinite useful life. This means that as a general rule all intangible assets, including purchased goodwill, should be treated as assets with a finite life and accordingly capitalized and  amortized or impaired when an indicative trigger suggest the asset may have suffered the impairment.

We believe that reinstating amortization of goodwill and all intangible assets would not deprive users of SMEs’ financial statements of the information they need to assess cash flows.

Amortization will reduce the likelihood of an impairment test having to be performed as the carrying amount of the asset will diminish over time. Amortization can be justified on the basis that purchased goodwill is eventually replaced over time with internally generated goodwill that is not separately recognized. A rebuttable presumption of an economic life of 20 years could be used for goodwill.

Besides we suggest the SME standard stress that internally generated goodwill shall not be recognised as an asset.

About the impairment, we don’t support the elimination of value in use from the definition of recoverable amount. In IAS 36 recoverable amount is defined as the higher of the asset’s fair value less costs to sell and its value in use, whereas in section 26 it is limited to being fair value less costs to sell.

We suggest the recoverable amount of an asset or a cash-generating unit be equal to either its fair value less costs to sell or its value in use as the recoverable amount. This leaves the SMEs a choice depending on whether the entity intends to keep and use the asset or intends to sell the asset. A SME would only be required to determine the fair value less costs to sell of the asset where a subsequent disposal of the asset is expected in the near future.

Section 19 - Leases

We disagrees with the proposal in the ED that lessees should measure assets and liabilities arising from finance leases at fair value.

For simplification purposes, we suggest that the only measurement principles for assets and liabilities in a finance lease should be at an amount equal to the present value of the minimum lease payments and not fair value. This amount is readily available in the contract whereas the fair value of the asset would need to be determined separately.

As most contracts are likely to be exchanges of equal values, we believe this value is sufficient to fairly present the value of the assets and the future liability. The requirement to apply an impairment test (if there is an indicative trigger) should eliminate the risk of overstatement of the assets.

Section 36 - Discontinued operations and assets held for sale

This section contains in principle the majority of the provisions of IFRS 5. We believe many of these provisions are too complex for SMEs on cost-benefit grounds. We believe that the concept of assets held for sale and disposal groups should be deleted completely. 

This concept gives minimal additional information and does not justify an autonomous measurement model. All that should be required in the appropriate guidance is to identify the decision to sell an asset or a group of assets in the near future as an internal indicator of impairment. If any such indication exists, the entity shall estimate the fair value less costs to sell of the asset for impairment purposes. 

We believe that with regard to discontinued operations it is sufficient to disclose the effect on profit or loss. 

Since re-statement of information is burdensome especially for SMEs we suggest limiting the requirement to identify information for the year in which the decision to sell or discontinue is made. Restated information for prior years should be encouraged but not required.

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

Paragraphs BC94–BC107 identify some recognition and measurement simplifications that the Board considered but decided not to adopt, for the reasons noted.

Should the Board reconsider any of those and, if so, why?

We agree with most of the IASB’s conclusions on measurement simplifications considered but not adopted, except for share based payments.

Section 25  - Share-Based Payment

We believe that SMEs should be required only to disclose information in the notes on share based payments, without addressing any recognition and measurement requirement, since shared based payments do not influence future cash flows and most of the SME users are likely their shareholders. So that disclosure only could be an appropriate way to consider costs and benefits.

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

The draft IFRS for SMEs proposes that accounting policy options available under full IFRSs should generally also be available to SMEs. As explained more fully in paragraphs BC108–BC115 of the Basis for Conclusions, the Board concluded that prohibiting SMEs from using an accounting policy option that is available to entities using full IFRSs could hinder comparability between SMEs and entities following full IFRSs. At the same time, the Board recognised that most SMEs are likely to prefer the simpler option in the proposed IFRS for SMEs. Therefore, the Board concluded that in six circumstances in which full IFRSs allow accounting policy options, the IFRS for SMEs should include only the simpler option, and the other (more complex) option(s) should be available to SMEs by cross-reference to the full IFRSs. 

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?

The proposed IFRS for SMEs includes a number of optional treatments within specific chapters, similar to those provided in the full IFRSs. While we support in principle retaining some options, we are concerned that the way they are retained, i.e. providing the simpler option in the standard and then cross-referencing the options to the relevant paragraphs of the full IFRSs; this presents a number of problems. While the IFRS for SMEs is likely to be static for a defined period of time, the full IFRSs will continually evolve. As a result some cross-referenced text may change and so become obsolete. Besides, we believe that many SMEs will be confused by the choice, because they look to a standard to clearly recommend the one best treatment. As a consequence, we suggest elimination of all such cross-references and the elimination of the option or the inclusion of the option within the SME standard itself.

Many cases of cross references have been covered in the responses to question 1 and 2. 

Other examples of cross references to be removed are the following.

Section 7 – Cash flow statement

Paragraph 7.9 require that an entity choosing to use the direct method shall apply paragraphs 18–20 of IAS 7.

We believe the direct method option for the cash flow statement, and so the cross-reference to full IAS 7, should be removed. Evidence suggests few listed entities use it and users do not consider it useful.

Section 23  - Government grants

The SME approach for government grants is satisfactory and the option to revert to IAS 20 can be eliminated (par. 23.3(b).

Question 5 – Borrowing costs

IAS 23 Borrowing Costs currently allows entities to choose either the expense model or the capitalisation model to account for all of their borrowing costs. In May 2006 the IASB published an Exposure Draft proposing to amend IAS 23 to prohibit the expense model and to require the capitalisation model. Section 24 Borrowing Costs of the draft IFRS for SMEs proposes to allow SMEs to choose either the expense model or the capitalisation model. 

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

We support the proposal to allow SMEs to choose either the expense model or the capitalization model for borrowing costs. There is no clearly superior approach in terms of cost-benefit for user’s needs.

On a practical level, the implementation of capitalisation of borrowing costs implies quite sophisticated information systems. The proposed prohibition of the expense model in full

IFRS would create an administrative burden with no added value for the preparers.

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

Some topics addressed in full IFRSs are omitted from the draft IFRS for SMEs because the Board believes that typical SMEs are not likely to encounter such transactions or conditions. These are discussed in paragraphs BC57–BC65 of the Basis for Conclusions. By a cross-reference, the draft standard requires SMEs that have such transactions to follow the relevant full IFRS.

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

Please refer to the main body of this letter and to our response to question 1 and 4 above, where we explain why there should not be any cross-reference to full IFRS.

Question 7 – General referral to full IFRSs

As noted in Question 1, the IFRS for SMEs is intended to be a stand-alone document for typical SMEs. It contains cross-references to particular full IFRSs in specific circumstances, including the accounting policy options referred to in Question 4 and the omitted topics referred to in Question 6. For other transactions, events or conditions not specifically addressed in the IFRS for SMEs, paragraphs 10.2–10.4 propose requirements for how the management of SMEs should decide on the appropriate accounting. Under those paragraphs, it is not mandatory for SMEs to look to full IFRSs for guidance. 

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?

See the main body of our letter and the preceding response for all the details. In general, we are satisfied with the hierarchy as set out in paragraphs 10.2-10.4, while we believe that  no explicit cross-reference to full IFRS is needed.

Question 8 – Adequacy of guidance

The draft IFRS for SMEs is accompanied by some implementation guidance, most notably a complete set of illustrative financial statements and a disclosure checklist. A sizeable amount of guidance that is in full IFRSs is not included. Accordingly, additional guidance especially tailored to the needs of SMEs applying the proposed IFRS may be required.

Are there specific areas for which SMEs are likely to need additional guidance? What are they, and why?

We believe that the draft implementation guidance is particularly useful to SME financial statement preparers. The preparers of SME financial statements will find illustrative examples, model financial statements, disclosure checklists, and glossary especially useful.

We recommend to expand the Glossary to describe certain items that are presently mentioned but not included.

Question 9 – Adequacy of disclosures

Each section of the draft IFRS for SMEs includes disclosure requirements. Those requirements are summarised in the disclosure checklist that is part of the draft implementation guidance Illustrative Financial Statements and Disclosure Checklist. 

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 disclosures should not be required for SMEs? If so, which ones and why?

We are pleased to see a significant reduction in the disclosures as compared with full IFRS. We believe that users of SME financial statements needs a succinct and simple set of disclosures which helps them understand the financial position of the entity as well as changes in this position during the past year. This suggests even further reductions from those proposed. 

For example, the disclosures required by paragraphs 27.37, 27.38(f) and 27.38(g) about the total cost of defined contribution and defined benefit plans, respectively, seems exceeding the requirements of IAS 19 and, in our opinion, are not necessary. In addition, disclosure of the entity’s accounting policy for recognising actuarial gains and losses is redundant, since no option has been allowed (paragraphs 27.38(b) and 27.39). 

Question 10 – Transition guidance

Section 38 Transition to the IFRS for SMEs provides transition guidance for SMEs that move (a) from national GAAP to the IFRS for SMEs and (b) from full IFRSs to the IFRS for SMEs.

Do you believe that the guidance is adequate? If not, how can it be improved?

We believe that it is fundamental that the transition guidance is not too restrictive.  While we agree with the four exceptions proposed we believe that the listed exemptions are too restrictive. It remains unclear why certain exemptions provided by full IFRS (per IFRS 1.13 – 25(g)) are not incorporated in the ED. The requirements concerning cases where a subsidiary and its parent become first-time adopters at different points in time (par IFRS 1.13(f), IFRS 1.24-25) seem to us relevant.

We suggest, therefore, a general impracticability exemption: wherever restatement will prove impracticable the SME should be permitted to retain the carrying amounts of assets and liabilities under its previous GAAP at the date of adoption (using the definition of impracticable in the Glossary as ‘making every reasonable effort to do so’).

Question 11 – Maintenance of the IFRS for SMEs

The Board expects to publish an omnibus exposure draft of proposed amendments to the IFRS for SMEs approximately every other year. In developing such exposure drafts, the Board expects to consider new and amended IFRSs that have been adopted in the previous two years as well as specific issues that have been brought to its attention regarding possible amendments to the IFRS for SMEs. On occasion, the Board may identify a matter for which amendment of the IFRS for SMEs may need to be considered earlier than in the normal two-year cycle.

Is this approach to maintaining the proposed IFRS for SMEs appropriate, or should it be modified? If so, how and why?

We agrees with the proposal of periodic update the IFRS for SMEs, because  it gives SMEs the opportunity to get accustomed to the content of the standards. 

Besides, IASB proposal provides a chance to evaluate how changes work for publicly accountable entities and whether they are relevant to SMEs. 

Finally it ensures that the evolution of the IFRS for SMEs is not dependent solely on full IFRSs. 

We suggest that the first update should be supported by a comprehensive post-implementation review. In addition, we suggest that each updated version of the IFRS for SMEs has an effective date not close to the date of issue so as to give SMEs adequate time to assimilate the new requirements.
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