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IFRS-FA — 6ffentliche SITZUNGSUNTERLAGE

Sitzung: 09. IFRS-FA /21.09.2012/11:15-12:15 & 13:00 - 14:00 Uhr
TOP: 10 — Comprehensive Review of the IFRS for SMEs
Thema: Request for Information (RFI)
Papier: 09 10a IFRS-FA RFI-IFRS for SME_Basis
Objective

This paper summerises the views of the IFRS Committee and the German GAAP
Committee expressed in the previous joint meeting relating the Request for Information
- Comprehensive Review of the IFRS for SMEs (RFI). This paper should form basis for
further discussion, whether the drafted ASCG responses to the RFI questions should be
modified and additional issues incorporated for the comment letter to the IASB.

RFI — Specific questions

S1: Use by publicly traded entities (Section 1)

The IFRS for SMEs currently prohibits an entity whose debt or equity instruments
are traded in a public market from using the IFRS for SMEs (paragraph 1.3(a)). The
IASB concluded that all entities that choose to enter a public securities market be-
come publicly accountable and, therefore, should use full IFRSs.

Some interested parties believe that governments and regulatory authorities in each
individual jurisdiction should decide whether some publicly traded entities should be
eligible to use the IFRS for SMEs on the basis of their assessment of the public in-
terest, the needs of investors in their jurisdiction and the capabilities of those publicly

traded companies to implement full IFRSs.

Are the scope requirements of the IFRS for SMEs currently too restrictive for

publicly traded entities?
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(@) No—do not change the current requirements. Continue to prohibit an entity
whose debt or equity instruments trade in a public market from using the IFRS
for SMEs.

(b) Yes—revise the scope of the IFRS for SMEs to permit each jurisdiction to de-
cide whether entities whose debt or equity instruments are traded in a public
market should be permitted or required to use the IFRS for SMEs.

(c) Other—please explain.

a) Please provide reasoning to support your choice (a), (b) or (c).

ASCG response: Alternative (b)

In our view a similar question was part of the detailed debate on the scope issue before
the IASB finalised the IFRS for SMEs in 2009. The IASB should provide more infor-
mation whether those requests from interested parties to extend the scope of the IFRS

for SMEs are different compared to previous debates.

In context of the potential redeliberation on the scope requirements we would like to
raise awareness of the possibility that an entity could become public accountable in ac-
cordance with the IFRS for SMEs without the intention of the management and its ma-
jority of shareholders. Paragraph BC58 of the Basis for Conclusions for the IFRS for
SMEs indicates that the IASB assumes it is always the decision of the entity to enter a
public capital market with the consequence to make the entity public accountable. We
are aware of business cases in which not the entity but the activities and transactions of

a group of shareholders of an entity result in trading of those shares in a public market.

We think national authorities and regulators should decide which entities are eligible to
prepare financial statements in accordance with the IFRS for SMEs. The SME standard
should clearly indicate and emphasise the assumption of the scope of users and the
cost/benefit consideration for developing the requirements. This would also include em-
phases of any differences of those assumptions compared to full IFRSs. This infor-
mation should assist national authorities and regulators - in reflection of the national
regulatory framework for capital markets - to identify and define the scope of entities
eligible to use the IFRS for SMEs.
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S2: Use by financial institutions (Section 1)

The IFRS for SMEs currently prohibits financial institutions and other entities that
hold assets for a broad group of outsiders as one of their primary businesses from
using the IFRS for SMEs (paragraph 1.3(b)). The IASB concluded that standing
ready to take and hold funds from a broad group of outsiders makes those entities
publicly accountable and, therefore, they should use full IFRSs. In every jurisdiction

financial institutions are subject to regulation.

In some jurisdictions, financial institutions such as credit unions and micro banks are
very small. Some believe that governments and regulatory authorities in each indi-
vidual jurisdiction should decide whether some financial institutions should be eligi-
ble to use the IFRS for SMEs on the basis of their assessment of the public interest,
the needs of investors in their jurisdiction and the capabilities of those financial insti-

tutions to implement full IFRSs.

Are the scope requirements of the IFRS for SMEs currently too restrictive for

financial institutions and similar entities?

(@) No—do not change the current requirements. Continue to prohibit all financial
institutions and other entities that hold assets for a broad group of outsiders as

one of their primary businesses from using the IFRS for SMEs.

(b) Yes—revise the scope of the IFRS for SMEs to permit each jurisdiction to de-
cide whether any financial institutions and other entities that hold assets for a
broad group of outsiders as one of their primary businesses should be permit-
ted or required to use the IFRS for SMEs.

(c) Other—please explain.

a) Please provide reasoning to support your choice of (a), (b) or (c).

ASCG response: Alternative (b)

We think this question is similar to question S1 and refer to our response above.
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S3: Clarification of use by not-for-profit entities (Section 1)

The IFRS for SMEs is silent on whether not-for-profit (NFP) entities (eg charities) are
eligible to use the IFRS for SMEs. Some interested parties have asked whether so-
liciting and accepting contributions would automatically make an NFP entity publicly
accountable. The IFRS for SMEs specifically identifies only two types of entities that
have public accountability and, therefore, are not eligible to use the IFRS for SMEs:

o those that have issued debt or equity securities in public capital markets; and

o those that hold assets for a broad group of outsiders as one of their primary

businesses.

Should the IFRS for SMEs be revised to clarify whether an NFP entity is eligi-

ble to use it?

(@) Yes—clarify that soliciting and accepting contributions does not automatically
make an NFP entity publicly accountable. An NFP entity can use the IFRS for

SMEs if it otherwise qualifies under Section 1.

(b) Yes—clarify that soliciting and accepting contributions will automatically make
an NFP entity publicly accountable. As a consequence, an NFP entity cannot
use the IFRS for SMEs.

(c) No—do not revise the IFRS for SMEs for this issue.
(d) Other—please explain.

Please provide reasoning to support your choice of (a), (b), (c) or (d).

ASCG response: Alternative (a)

Generally we do not think there is a need for clarification whether not-for-profit entities
are eligible to use the IFRS for SMEs. Furthermore, the Basis for Conclusions in para-
graph BC57 (b) already indicate that soliciting and accepting contributions does not au-
tomatically make an NFP entity publicly accountable. However, if the IASB receives on
a frequent basis clarification requests on this issue, we recommend changing the IFRS
for SMEs for the clarification purpose. The IASB should consider whether clarification in
the Basis for Conclusions would be sufficient in order to limit the number of changes to
the IFRS for SMEs overall.

IFRS for SMEs BC57 (b) states: “The exposure draft had proposed that any entity that

holds assets in a fiduciary capacity for a broad group of outsiders should not be eligible
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to use the IFRS for SMEs. Respondents noted that entities often hold assets in a fiduci-
ary capacity for reasons incidental to their primary business (as, for example, may be

the case for travel or real estate agents, schools, charitable organisations, co-operative
enterprises and utility companies). The IFRS for SMEs clarifies that those circumstanc-

es do not result in an entity having public accountability.”

S4: Consideration of recent changes to the consolidation guidance in full IFRSs
(Section 9)

The IFRS for SMEs establishes control as the basis for determining which entities are
consolidated in the consolidated financial statements. This is consistent with the cur-

rent approach in full IFRSs.

Recently, full IFRSs on this topic have been updated by IFRS 10 Consolidated Finan-
cial Statements, which replaced IAS 27 Consolidated and Separate Financial State-
ments (2008). IFRS 10 includes additional guidance on applying the control principle in
a number of situations, with the intention of avoiding divergence in practice. The guid-
ance will generally affect borderline cases where it is difficult to establish if an entity
has control (ie, most straightforward parent-subsidiary relationships will not be af-
fected). Additional guidance is provided in IFRS 10 for:

o agency relationships, where one entity legally appoints another to act on its be-
half. This guidance is particularly relevant to investment managers that make de-
cisions on behalf of investors. Fund managers and entities that hold assets for a
broad group of outsiders as a primary business are generally outside the scope of
the IFRS for SMEs.

o control with less than a majority of the voting rights, sometimes called ‘de facto
control’ (this principle is already addressed in paragraph 9.5 of the IFRS for SMEs
but in less detail than in IFRS 10).

o assessing control where potential voting rights exist, such as options, rights or
conversion features that, if exercised, give the holder additional voting rights (this
principle is already addressed in paragraph 9.6 of the IFRS for SMEs but in less
detail than in IFRS 10).

The changes above will generally mean that more judgement needs to be applied in

borderline cases and where more complex relationships exist.

Should the changes outlined above be considered, but modified as appropriate
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to reflect the needs of users of SME financial statements and cost-benefit con-

siderations?

(@) No—do not change the current requirements. Continue to use the current defi-
nition of control and the guidance on its application in Section 9. They are ap-
propriate for SMEs, and SMEs have been able to implement the definition and
guidance without problems.

(b) Yes—revise the IFRS for SMEs to reflect the main changes from IFRS 10 out-

lined above (modified as appropriate for SMES).
(c) Other—please explain.

Please provide reasoning to support your choice of (a), (b) or (c).

ASCG response: Alternative (a)

We think the IFRS for SMEs should be a self-standing document and a stable platform
for SME financial statements. Frequent changes to the SME standard would be burden-
some for preparers as well as users. Therefore, we think there should be no automatic
amendment process for the IFRS for SMEs arising from changes in recognition, meas-

urement and presentation requirements in full IFRSs.

In this context, we recommend developing review criteria for better understanding when
changes in full IFRSs should also be considered in the IFRS for SMEs. These criteria
should reflect the assumption that changes to the IFRS for SMEs are only necessary if
a clearly demonstrated need for improvement of the SME financial statements exists.
These review criteria should also enhance transparency of the review process (see fur-

ther comments in our response to question S19 below).

S5: Use of recognition and measurement provisions in full IFRSs for financial

instruments (Section 11)

The IFRS for SMEs currently permits entities to choose to apply either (paragraph
11.2):

o the provisions of both Sections 11 and 12 in full; or

o the recognition and measurement provisions of IAS 39 Financial Instruments:

Recognition and Measurement and the disclosure requirements of Sections 11
and 12.
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In paragraph BC106 of the Basis for Conclusions issued with the IFRS for SMEs, the
IASB lists its reasons for providing SMEs with the option to use IAS 39. This is the only
time that the IFRS for SMEs specifically permits the use of full IFRSs. One of the main
reasons for this option is that the IASB concluded that SMEs should be permitted to
have the same accounting policy options as in IAS 39, pending completion of its com-
prehensive financial instruments project to replace IAS 39. That decision is explained in

more detail in paragraph BC106.

IAS 39 will be replaced by IFRS 9 Financial Instruments. Any amendments to the IFRS
for SMEs from this comprehensive review would most probably be effective at a similar
time to the effective date of IFRS 9. The IFRS for SMEs refers specifically to I1AS 39.
SMEs are not permitted to apply IFRS 9.

How should the current option to use IAS 39 in the IFRS for SMEs be updated

once IFRS 9 has become effective?

(@) There should be no option to use the recognition and measurement provisions in
either IAS 39 or IFRS 9. All SMEs must follow the financial instrument require-

ments in Sections 11 and 12 in full.

(b) Allow entities the option of following the recognition and measurement provisions

of IFRS 9 (with the disclosure requirements of Sections 11 and 12).
(c) Other—please explain.
Please provide reasoning to support your choice of (a), (b) or (c).

Note: the purpose of this question is to assess your overall view on whether the
fallback to full IFRSs in Sections 11 and 12 should be removed completely, should con-
tinue to refer to an IFRS that has been superseded, or should be updated to refer to a
current IFRS. It does not ask respondents to consider whether any of the recognition
and measurement principles of IFRS 9 should result in amendments of the IFRS for
SMEs at this stage, because the IASB has several current agenda projects that are
expected to result in changes to IFRS 9 (see paragraph 13 of the Introduction to this

Request for Information).

ASCG response: Alternative (c)
Similar to our response to question S5 we think the IFRS for SMEs should be a self-
standing document, and a linkage to full IFRSs for recognition, measurement and

presentation is undesirable. If there is a clear need for improvement in Sections 11 and
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12 that is or will be addressed in IFRS 9 and IAS 39 related projects, the IASB should
incorporate those improvements into the IFRS for SMEs as appropriate to reflect the

needs of users of SME financial statements and cost-benefit considerations.

S6: Guidance on fair value measurement for financial and non-financial items

(Section 11 and other sections)

Paragraphs 11.27-11.32 of the IFRS for SMEs contain guidance on fair value meas-
urement. Those paragraphs are written within the context of financial instruments.
However, several other sections of the IFRS for SMEs make reference to them, for ex-
ample, fair value model for associates and jointly controlled entities (Sections 14 and
15), investment property (Section 16) and fair value of pension plan assets (Section
28). In addition, several other sections refer to fair value although they do not specifi-
cally refer to the guidance in Section 11. There is some other guidance about fair value
elsewhere in the IFRS for SMEs, for example, guidance on fair value less costs to sell
in paragraph 27.14.

Recently the guidance on fair value in full IFRSs has been consolidated and compre-
hensively updated by IFRS 13 Fair Value Measurement. Some of the main changes

are:

o an emphasis that fair value is a market-based measurement (not an entity-specific

measurement);

o an amendment to the definition of fair value to focus on an exit price (fair value is
defined in IFRS 13 as “the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the

measurement date”); and

o more specific guidance on determining fair value, including assessing the highest

and best use of non-financial assets and identifying the principal market.

The guidance on fair value in Section 11 is based on the guidance on fair value in IAS

39. The IAS 39 guidance on fair value has been replaced by IFRS 13.

In straightforward cases, applying the IFRS 13 guidance on fair value would have no
impact on the way fair value measurements are made under the IFRS for SMEs. How-
ever, if the new guidance was to be incorporated into the IFRS for SMEs, SMEs would
need to re-evaluate their methods for determining fair value amounts to confirm that

this is the case (particularly for non-financial assets) and use greater judgement in as-
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sessing what data market participants would use when pricing an asset or liability.

Should the fair value guidance in Section 11 be expanded to reflect the principles
in IFRS 13, modified as appropriate to reflect the needs of users of SME financial
statements and the specific circumstances of SMEs (for example, it would take

into account their often more limited access to markets, valuation expertise, and

other cost-benefit considerations)?

(@) No—do not change the current requirements. The guidance for fair value meas-
urement in paragraphs 11.27-11.32 is sufficient for financial and non-financial

items.

(b) Yes—the guidance for fair value measurement in Section 11 is not sufficient. Re-
vise the IFRS for SMEs to incorporate those aspects of the fair value guidance in
IFRS 13 that are important for SMEs, modified as appropriate for SMEs (including

the appropriate disclosures).
(c) Other—please explain.
Please provide reasoning to support your choice of (a), (b) or (c).

Note: an alternative is to create a separate section in the IFRS for SMEs to deal with
guidance on fair value that would be applicable to the entire IFRS for SMEs, rather
than leaving such guidance in Section 11. This is covered in the following question

(question S7).

ASCG response: Alternative (c)

We think the terminology of the IFRS for SMEs and full IFRSs should be aligned. Differ-
ences in definition and understanding of fundamental concepts and terms, such as fair
value measurement, are not helpful and increase complexity, especially if the standard
does not specifically addresses a transaction, other event or condition, and the entity’s
management shall use its judgement in developing and applying an accounting policy.

The IASB should evaluate the effect of incorporating the fair value definition and guid-
ance of IFRS 13 (including disclosures) in the IFRS for SMEs and provide relief as ap-
propriate to reflect the needs of users of SME financial statements and cost-benefit

considerations.
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S7: Positioning of fair value guidance in the Standard (Section 11)

As noted in question S6, several sections of the IFRS for SMEs (covering both financial

and non-financial items) make reference to the fair value guidance in Section 11.

Should the guidance be moved into a separate section? The benefit would be to
make clear that the guidance is applicable to all references to fair value in the
IFRS for SMEs, not just to financial instruments.

(@) No—do not move the guidance. It is sufficient to have the fair value measurement
guidance in Section 11.

(b) Yes—move the guidance from Section 11 into a separate section on fair value

measurement.
(c) Other—please explain.
Please provide reasoning to support your choice of (a), (b) or (c).

Note: please answer this question regardless of your answer to question S6.

ASCG response: Alternative (c)

We have no strong view whether measurement guidance should be moved into a sepa-
rate section. The clarification that the guidance would be applicable to all references to
fair value in the IFRS for SMEs could also be incorporated in Section 11. Nevertheless,
the IFRS for SMEs already dedicated a separate section of guidance for recognising
and measuring the impairment of assets. Hence, a separate fair value section would be
reasonable. We recommend that the IASB should choose a method to structure the re-
guirements and guidance to ensure consistency across the sections and minimize the

amount of consequential amendments.

S8: Consideration of recent changes to accounting for joint ventures in full
IFRSs (Section 15)

Recently, the requirements for joint ventures in full IFRSs have been updated by the
issue of IFRS 11 Joint Arrangements, which replaced IAS 31 Interests in Joint Ven-
tures. A key change resulting from IFRS 11 is to classify and account for a joint ar-
rangement on the basis of the parties’ rights and obligations under the arrangement.
Previously under IAS 31, the structure of the arrangement was the main determinant of
the accounting (ie establishment of a corporation, partnership or other entity was re-

quired to account for the arrangement as a jointly-controlled entity). In line with this,
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IFRS 11 changes the definitions and terminology and classifies arrangements as either

joint operations or joint ventures.

Section 15 is based on IAS 31 except that Section 15 (like IFRS 11) does not permit
proportionate consolidation for joint ventures, which had been permitted by IAS 31.
Like IAS 31, Section 15 classifies arrangements as jointly controlled operations, jointly
controlled assets or jointly controlled entities. If the changes under IFRS 11 described
above were adopted in Section 15, in most cases, jointly controlled assets and jointly
controlled operations would become joint operations, and jointly controlled entities
would become joint ventures. Consequently, there would be no change to the way they
are accounted for under Section 15.

However, it is possible that, as a result of the changes, an investment that previously
met the definition of a jointly controlled entity would become a joint operation. This is
because the existence of a separate legal vehicle is no longer the main factor in classi-

fication.

Should the changes above to joint venture accounting in full IFRSs be reflected
in the IFRS for SMEs, modified as appropriate to reflect the needs of users of

SME financial statements and cost-benefit considerations?

(@) No—do not change the current requirements. Continue to classify arrangements
as jointly controlled assets, jointly controlled operations and jointly controlled enti-
ties (this terminology and classification is based on IAS 31 Interests in Joint Ven-
tures). The existing Section 15 is appropriate for SMEs, and SMEs have been
able to implement it without problems.

(b) Yes—revise the IFRS for SMESs so that arrangements are classified as joint ven-
tures or joint operations on the basis of the parties’ rights and obligations under
the arrangement (terminology and classification based on IFRS 11 Joint Ar-
rangements, modified as appropriate for SMES).

(c) Other—please explain.

Please provide reasoning to support your choice of (a), (b) or (c).

Note: this would not change the accounting options available for jointly-controlled enti-

ties meeting the criteria to be joint ventures (ie cost model, equity method and fair val-

ue model).

ASCG response: Alternative (a)
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We refer to our response to question S4. The terminology should be aligned as much as
possible between full IFRS and the IFRS for SMEs (as described in our response to

guestion S6).

S9: Revaluation of property, plant and equipment (Section 17)

The IFRS for SMEs currently prohibits the revaluation of property, plant and equipment
(PPE). Instead, all items of PPE must be measured at cost less any accumulated de-
preciation and any accumulated impairment losses (cost-depreciation-impairment
model—paragraph 17.15). Revaluation of PPE was one of the complex accounting pol-
icy options in full IFRSs that the IASB eliminated in the interest of comparability and
simplification of the IFRS for SMEs.

In full IFRSs, IAS 16 Property, Plant and Equipment allows entities to choose a revalu-
ation model, rather than the cost-depreciation-impairment model, for entire classes of
PPE. In accordance with the revaluation model in IAS 16, after recognition as an asset,
an item of PPE whose fair value can be measured reliably is carried at a revalued
amount—its fair value at the date of the revaluation less any subsequent accumulated
depreciation and subsequent accumulated impairment losses. Revaluation increases
are recognised in other comprehensive income and are accumulated in equity under
the heading of ‘revaluation surplus’ (unless an increase reverses a previous revaluation
decrease recognised in profit or loss for the same asset). Revaluation decreases that
are in excess of prior increases are recognised in profit or loss. Revaluations must be
made with sufficient regularity to ensure that the carrying amount does not differ mate-
rially from that which would be determined using fair value at the end of the reporting

period.

Should an option to use the revaluation model for PPE be added to the IFRS for
SMEs?

(@) No—do not change the current requirements. Continue to require the cost-

depreciation-impairment model with no option to revalue items of PPE.

(b) Yes—revise the IFRS for SMEs to permit an entity to choose, for each major
class of PPE, whether to apply the cost-depreciation-impairment model or the re-

valuation model (the approach in IAS 16).
(c) Other—please explain.

Please provide reasoning to support your choice of (a), (b) or (c).
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ASCG response: Alternative (a)

We noticed the lengthy debate of the IASB on the issue whether all accounting policy
options in full IFRSs should be allowed in the IFRS for SMEs. The outcome of this de-
bate and the decision are also addressed in the Basis for Conclusions on the IFRS for
SMEs in paragraphs BC84-BC94, including the revaluation option for PPE.

From the RFI document and the description of question S9 it is unclear, whether the
IASB gained new insights on this issue to raise again this separate question or whether
the answers should provide a reconfirmation of the decision to exclude the revaluation
option. We noticed that some jurisdictions have been argued in favor of the revaluation
method. In addition, it is often argued that excluding options in full IFRSs from the IFRS
for SMEs may be costly for some SMEs if the entity has to prepare a second set of fi-
nancial statements as a subsidiary for consolidation purpose using those options in full
IFRSs. However, the Basis for Conclusions on the IFRS for SMEs indicates that the
IASB was already aware of these arguments in the redeliberation of the Exposure Draft
and in finalising the SME standard in 2009.

We think accounting options are generally undesirable and weaken comparability of
financial statements. We would not be in favor of a reintroduction of the option in the
IFRS for SMEs to allow revaluation of PPE. Furthermore, the revaluation method is also
an option for the subsequent measurement of intangible assets (with active market) in
full IFRSs and it is not clear why the RFI only focuses on the revaluation of PPE in IAS
16.

S10: Capitalisation of development costs (Section 18)

The IFRS for SMEs currently requires that all research and development costs be
charged to expense when incurred unless they form part of the cost of another asset
that meets the recognition criteria in the IFRS for SMEs (paragraph 18.14). The IASB
reached that decision because many preparers and auditors of SME financial state-
ments said that SMEs do not have the resources to assess whether a project is com-
mercially viable on an ongoing basis. Bank lending officers told the IASB that informa-
tion about capitalised development costs is of little benefit to them, and that they disre-

gard those costs in making lending decisions.
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In full IFRSs, IAS 38 Intangible Assets requires that all research and some develop-

ment costs must be charged to expense, but development costs incurred after the en-

tity is able to demonstrate that the development has produced an asset with future

economic benefits should be capitalised. IAS 38.57 lists certain criteria that must be

met for this to be the case.

IAS 38.57 states “An intangible asset arising from development (or from the develop-

ment phase of an internal project) shall be recognised if, and only if, an entity can

demonstrate all of the following:

the technical feasibility of completing the intangible asset so that it will be avail-
able for use or sale.

its intention to complete the intangible asset and use or sell it.
its ability to use or sell the intangible asset.

how the intangible asset will generate probable future economic benefits. Among
other things, the entity can demonstrate the existence of a market for the output
of the intangible asset or the intangible asset itself or, if it is to be used internally,
the usefulness of the intangible asset.

the availability of adequate technical, financial and other resources to complete

the development and to use or sell the intangible asset.

its ability to measure reliably the expenditure attributable to the intangible asset

during its development.”

Should the IFRS for SMEs be changed to require capitalisation of development

costs meeting criteria for capitalisation (on the basis of on the criteria in IAS 38)?

(@)

(b)

(©)

No—do not change the current requirements. Continue to charge all development

costs to expense.

Yes—revise the IFRS for SMEs to require capitalisation of development costs

meeting the criteria for capitalisation (the approach in IAS 38).

Other—please explain.

Please provide reasoning to support your choice of (a), (b) or (c).

ASCG response: Alternative (a)
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Similar to question S9 it is unclear why this issue was identified for a separate question
in the RFI. The IASB should provide more explanation whether it gained new insights to

form a valid basis to reevaluate the current requirements and previous decisions.

We support the current requirements and think for a wide range of SMEs the capitalisa-
tion of development costs as required in IAS 38 would be too burdensome and does not

meet in most cases the cost/benefit consideration for many SMEs.

S11: Amortisation period for goodwill and other intangible assets (Section 18)

Paragraph 18.21 requires an entity to amortise an intangible asset on a systematic ba-
sis over its useful life. This requirement applies to goodwill as well as to other intangible
assets (see paragraph 19.23(a)). Paragraph 18.20 states “If an entity is unable to make
a reliable estimate of the useful life of an intangible asset, the life shall be presumed to
be ten years.” Some interested parties have said that, in some cases, although the
management of the entity is unable to estimate the useful life reliably, management’s
judgement is that the useful life is considerably shorter than ten years.

Should paragraph 18.20 be modified to state: “If an entity is unable to make a

reliable estimate of the useful life of an intangible asset, the life shall be pre-

sumed to be ten years unless a shorter period can be justified”?

(&) No—do not change the current requirements. Retain the presumption of ten years
if an entity is unable to make a reliable estimate of the useful life of an intangible

asset (including goodwiill).

(b) Yes—modify paragraph 18.20 to establish a presumption of ten years that can be

overridden if a shorter period can be justified.
(c) Other—please explain.

Please provide reasoning to support your choice of (a), (b) or (c).

ASCG response: Alternative (c)

The IASB should provide more explanation and examples of the referred cases and
scenarios addressed by those interested parties. Generally, it seems to be counterintui-
tive that the entity would be capable and be in a position to justify shorter or longer peri-

ods than 10 years if an entity is unable to make a reliable estimate of the useful life.
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S12: Consideration of changes to accounting for business combinations in full
IFRSs (Section 19)

The IFRS for SMEs accounts for all business combinations by applying the purchase
method. This is similar to the ‘acquisition method’ approach currently applied in full
IFRSs.

Section 19 of the IFRS for SMEs is generally based on the 2004 version of IFRS 3
Business Combinations. IFRS 3 was revised in 2008, which was near the time of the
release of the IFRS for SMEs. IFRS 3 (2008) addressed deficiencies in the previous
version of IFRS 3 without changing the basic accounting; it also promoted international

convergence of accounting standards.

The main changes introduced by IFRS 3 (2008) that could be considered for incorpora-
tion in the IFRS for SMEs are:

o A focus on what is given as consideration to the seller, rather than what is spent
in order to acquire the entity. As a consequence, acquisition-related costs are
recognised as an expense rather than treated as part of the business combination
(for example, advisory, valuation and other professional and administrative fees).

o Contingent consideration is recognised at fair value (without regard to probability)
and then subsequently accounted for as a financial instrument instead of as an
adjustment to the cost of the business combination.

o Determining goodwill requires remeasurement to fair value of any existing interest
in the acquired company and measurement of any non-controlling interest in the
acquired company.

Should Section 19 be amended to incorporate the above changes, modified as

appropriate to reflect the needs of users of SME financial statements and cost-

benefit considerations?

(@) No—do not change the current requirements. The current approach in Section 19
(based on IFRS 3 (2004)) is suitable for SMEs, and SMEs have been able to im-
plement it without problems.

(b) Yes—revise the IFRS for SMEs to incorporate the main changes introduced by

IFRS 3 (2008), as outlined above and modified as appropriate for SMES.

(c) Other—please explain.
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Please provide reasoning to support your choice of (a), (b) or (c).

ASCG response: Alternative (a)
We refer to our response to question S4.

S13: Presentation of share subscriptions receivable (Section 22)

Paragraph 22.7(a) requires that subscriptions receivable, and similar receivables that
arise when equity instruments are issued before the entity receives the cash for those
instruments, must be offset against equity in the statement of financial position, not

presented as an asset.

Some interested parties have told the IASB that their national laws regard the equity as

having been issued and require the presentation of the related receivable as an asset.

Should paragraph 22.7(a) be amended either to permit or require the presenta-

tion of the receivable as an asset?

(@) No—do not change the current requirements. Continue to present the subscrip-

tion receivable as an offset to equity.

(b) Yes—change paragraph 22.7(a) to require that the subscription receivable is pre-
sented as an asset.

(c) Yes—add an additional option to paragraph 22.7(a) to permit the subscription re-
ceivable to be presented as an asset, ie the entity would have a choice whether to

present it as an asset or as an offset to equity.
(d) Other—please explain.

Please provide reasoning to support your choice of (a), (b), (c) or (d).

ASCG response: Alternative (d)

We think a change in the presentation would not be costly for SMEs. In absence of a
linked presentation concepts in the IFRS for SMEs for the statement of financial posi-
tion, we think the IASB should apply the concepts in Section 2 Concepts and Pervasive
Principles relating to the definition and recognition of assets in the statement of financial

position consistently.
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S14: Capitalisation of borrowing costs on qualifying assets (Section 25)

The IFRS for SMEs currently requires all borrowing costs to be recognised as an ex-
pense when incurred (paragraph 25.2). The IASB decided not to require capitalisation
of any borrowing costs for cost-benefit reasons, particularly because of the complexity
of identifying qualifying assets and calculating the amount of borrowing costs eligible

for capitalisation.

IAS 23 Borrowing Costs requires that borrowing costs that are directly attributable to
the acquisition, construction or production of a qualifying asset (ie an asset that neces-
sarily takes a substantial period of time to get ready for use or sale) must be capitalised
as part of the cost of that asset, and all other borrowing costs must be recognised as

an expense when incurred.

Should Section 25 of the IFRS for SMEs be changed so that SMEs are required to

capitalise borrowing costs that are directly attributable to the acquisition, con-

struction or production of a qualifying asset, with all other borrowing costs rec-

ognised as an expense when incurred?

(@) No—do not change the current requirements. Continue to require all borrowing
costs to be recognised as an expense when incurred.

(b) Yes—revise the IFRS for SMESs to require capitalisation of borrowing costs that
are directly attributable to the acquisition, construction or production of a qualify-
ing asset (the approach in IAS 23).

(c) Other—please explain.

Please provide reasoning to support your choice of (a), (b) or (c).

ASCG response: Alternative (a)

We refer to our response to questions S9 and S10.

S15 Presentation of actuarial gains or losses (Section 28)

In accordance with the IFRS for SMEs, an entity is required to recognise all actuarial
gains and losses in the period in which they occur, either in profit or loss or in other
comprehensive income as an accounting policy election (paragraph 28.24).

Recently, the requirements in full IFRSs have been updated by the issue of IAS 19

Employee Benefits (revised 2011). A key change as a result of the 2011 revisions to
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IAS 19 is that all actuarial gains and losses must be recognised in other comprehen-
sive income in the period in which they arise. Previously, under full IFRSs, actuarial
gains and losses could be recognised either in other comprehensive income or in profit
or loss as an accounting policy election (and under the latter option there were a num-

ber of permitted methods for the timing of the recognition in profit or loss).

Section 28 is based on IAS 19 before the 2011 revisions, modified as appropriate to
reflect the needs of users of SME financial statements and cost-benefit considerations.
Removing the option for SMESs to recognise actuarial gains and losses in profit or loss

would improve comparability between SMEs without adding any complexity.

Should the option to recognise actuarial gains and losses in profit or loss be re-

moved from paragraph 28.24?

(@) No—do not change the current requirements. Continue to allow an entity to rec-
ognise actuarial gains and losses either in profit or loss or in other comprehensive

income as an accounting policy election.

(b) Yes—revise the IFRS for SMESs so that an entity is required to recognise all actu-
arial gains and losses in other comprehensive income (ie removal of profit or loss
option in paragraph 28.24).

(c) Other—please explain.

Please provide reasoning to support your choice of (a), (b) or (c).

Note: IAS 19 (revised 2011) made a number of other changes to full IFRSs. However,
because Section 28 was simplified from the previous version of IAS 19 to reflect the
needs of users of SME financial statements and cost-benefit considerations, the

changes made to full IFRSs do not directly relate to the requirements in Section 28.

ASCG response: (b)
We think the removal of the accounting policy option will improve comparability across

the SME financial statements.

S16: Approach for accounting for deferred income taxes (Section 29)

Section 29 of the IFRS for SMEs currently requires that deferred income taxes must be
recognised using the temporary difference method. This is also the fundamental ap-
proach required by full IFRSs (IAS 12 Income Taxes).
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Some hold the view that SMEs should recognise deferred income taxes and that the
temporary difference method is appropriate. Others hold the view that while SMEs
should recognise deferred income taxes, the temporary difference method (which ba-
ses deferred taxes on differences between the tax basis of an asset or liability and its
carrying amount) is too complex for SMEs. They propose replacing the temporary dif-
ference method with the timing difference method (which bases deferred taxes on dif-
ferences between when an item of income or expense is recognised for tax purposes
and when it is recognised in profit or loss). Others hold the view that SMEs should rec-
ognise deferred taxes only for timing differences that are expected to reverse in the
near future (sometimes called the ‘liability method’). And still others hold the view that
SMEs should not recognise any deferred taxes at all (sometimes called the ‘taxes pay-
able method’).

Should SMEs recognise deferred income taxes and, if so, how should they be

recognised?

(&) Yes—SMEs should recognise deferred income taxes using the temporary differ-
ence method (the approach currently used in both the IFRS for SMEs and full
IFRSS).

(b) Yes—SMEs should recognise deferred income taxes using the timing difference

method.
(c) Yes—SMEs should recognise deferred income taxes using the liability method.

(d) No—SMEs should not recognise deferred income taxes at all (ie they should use
the taxes payable method), although some related disclosures should be re-

quired.
(e) Other—please explain.

Please provide reasoning to support your choice of (a), (b), (c), (d) or (e).

ASCG response: Alternative (a)

We refer to our response to questions S9 and S10.

S17: Consideration of IAS 12 exemptions from recognising deferred taxes and
other differences under IAS 12 (Section 29)

In answering this question, please assume that SMEs will continue to recognise de-

ferred income taxes using the temporary difference method (see discussion in question
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S16).

Section 29 is based on the IASB’s March 2009 exposure draft Income Tax. At the time
the IFRS for SMEs was issued, that exposure draft was expected to amend IAS 12 In-
come Taxes by eliminating some exemptions from recognising deferred taxes and sim-
plifying the accounting in other areas. The IASB eliminated the exemptions when de-
veloping Section 29 and made the other changes in the interest of simplifying the IFRS
for SMEs.

Some interested parties who are familiar with IAS 12 say that Section 29 does not no-
ticeably simplify IAS 12 and that the removal of the IAS 12 exemptions results in more
deferred tax calculations being required. Because the March 2009 exposure draft was
not finalised, some question whether the differences between Section 29 and IAS 12

are now justified.

Should Section 29 be revised to conform it to IAS 12, modified as appropriate to
reflect the needs of the users of SME financial statements?

(@) No—do not change the overall approach in Section 29.

(b) Yes—revise Section 29 to conform it to the current IAS 12 (modified as appropri-
ate for SMES).

(c) Other—please explain.

Please provide reasoning to support your choice of (a), (b) or (c).

ASCG response: Alternative (c)

Based on the fact that the IFRS for SMEs is currently not used in Germany, we have no
empirical evidence whether or not the current requirements in the IFRS for SMEs result
in noticeably more deferred tax calculation. The IASB could revise Section 29 if there is

strong evidence for potential cost/benefit improvements.

S18: Rebuttable presumption that investment property at fair value is recovered

through sale (Section 29)

In answering this question, please also assume that SMEs will continue to recognise
deferred income taxes using the temporary difference method (see discussion in ques-
tion S16).

In December 2010, the IASB amended IAS 12 to introduce a rebuttable presumption

that the carrying amount of investment property measured at fair value will be recov-
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ered entirely through sale.

The amendment to IAS 12 was issued because, without specific plans for the disposal
of the investment property, it can be difficult and subjective to estimate how much of
the carrying amount of the investment property will be recovered through cash flows
from rental income and how much of it will be recovered through cash flows from sell-

ing the asset.
Paragraph 29.20 currently states:

“The measurement of deferred tax liabilities and deferred tax assets shall reflect the tax

consequences that would follow from the manner in which the entity expects, at the

reporting date, to recover or settle the carrying amount of the related assets and liabili-

ties.”

Should Section 29 be revised to incorporate a similar exemption from paragraph

29.20 for investment property at fair value?

(&) No—do not change the current requirements. Do not add an exemption in para-
graph 29.20 for investment property measured at fair value.

(b) Yes—revise Section 29 to incorporate the exemption for investment property at
fair value (the approach in IAS 12).

(c) Other—please explain.

Please provide reasoning to support your choice of (a), (b) or (c).

Note: please answer this question regardless of your answer to questions S16 and
S17 above.

ASCG response: Alternative (a)
We refer to our response to question S4.
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S19: Inclusion of additional topics in the IFRS for SMEs

The IASB intended that the 35 sections in the IFRS for SMEs would cover the kinds of
transactions, events and conditions that are typically encountered by most SMEs. The
IASB also provided guidance on how an entity’s management should exercise judge-
ment in developing an accounting policy in cases where the IFRS for SMEs does not

specifically address a topic (see paragraphs 10.4-10.6).

Are there any topics that are not specifically addressed in the IFRS for SMEs that
you think should be covered (ie where the general guidance in paragraphs 10.4—
10.6 is not sufficient)?

(@ No.

(b) Yes (please state the topic and reasoning for your response).

Note: this question is asking about topics that are not currently addressed by the IFRS
for SMEs. It is not asking which areas of the IFRS for SMEs require additional guid-

ance. If you think more guidance should be added for a topic already covered by the

IFRS for SMESs, please provide your comments in response to question S20.

ASCG response: Alternative (a)

S20: Opportunity to add your own specific issues

Are there any additional issues that you would like to bring to the IASB’s attention on
specific requirements in the sections of the IFRS for SMEs?

(@ No.

(b) Yes (please state your issues, identify the section(s) to which they relate, provide

references to paragraphs in the IFRS for SMEs where applicable and provide

separate reasoning for each issue given).

ASCG response: Alternative (b)

In our response to the specific questions above we highlight the necessity of developing
review criteria and guidance when changes for the IFRS for SMEs should be consid-
ered and incorporated by the IASB to improve the SME standard. It is not clear to us on
which basis the questions were justified and added to the RFI while other issues reflect-

ing the work of the IASB since 2009 were omitted, for example:
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- The IASB modified the qualitative characteristic in the conceptual framework. Should

these changes be reflected in Section 2 Concepts and Pervasive Principles of the
IFRS for SMEs?

- The IASB amended the presentation requirements in IAS 1 and introduced new ter-
minology. Is this considered as a minor change in full IFRSs and therefore not sub-
ject to the specific questions in the RFI?

As mentioned above, the IFRS for SMEs should be a self-standing document. We think
the review criteria should reflect the assumption that changes to the IFRS for SMEs are
only necessary if there is a clear need for improvement. Therefore, the review activities
and issues for potential changes to the SME standard should not be triggered by
changes to full IFRSs but triggered by the identification of improvement arising from re-

porting practice of SME financial statements.
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RFI — General questions

G1: Consideration of minor improvements to full IFRSs

The IFRS for SMEs was developed from full IFRSs but tailored for SMEs. As a result,

the IFRS for SMEs uses identical wording to full IFRSs in many places.

The IASB makes ongoing changes to full IFRSs as part of its Annual Improvements
project as well as during other projects. Such amendments may clarify guidance and
wording, modify definitions or make other relatively minor amendments to full IFRSs to
address unintended consequences, conflicts or oversights. For more information, the
IASB web pages on its Annual Improvements project can be accessed on the following
link: http://go.ifrs.org/Al

Some believe that because those changes are intended to improve requirements, they
should naturally be incorporated in the IFRS for SMEs where they are relevant. Others
note that each small change to the IFRS for SMEs would unnecessarily increase the
reporting burden for SMEs because SMEs would have to assess whether each individ-
ual change will affect its current accounting policies. Those who hold that view con-
cluded that, although the IFRS for SMEs was based on full IFRSs, it is now a separate

Standard and does not need to reflect relatively minor changes in full IFRSs.

How should the IASB deal with such minor improvements, where the IFRS for
SMEs is based on old wording from full IFRSs?

(@) Where changes are intended to improve requirements in full IFRSs and there are
similar wordings and requirements in the IFRS for SMEs, they should be incorpo-
rated in the (three-yearly) omnibus exposure draft of changes to the IFRS for
SMEs.

(b) Changes should only be made where there is a known problem for SMEs, ie there
should be a rebuttable presumption that changes should not be incorporated in
the IFRS for SMEs.

(c) The IASB should develop criteria for assessing how any such improvements
should be incorporated (please give your suggestions for the criteria to be used).

(d) Other—please explain.

Please provide reasoning to support your choice of (a), (b), (c) or (d).

ASCG response: Alternative (c)
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From the description of question G1 it is not entirely clear to us whether minor im-
provements only include the changes arising from the annual improvement process or
also comprise changes from other projects on full IFRSs. Generally, we refer to our re-
sponse to question S20. Any change in full IFRS should not automatically trigger con-

sequential changes for the IFRS for SMEs.

G2: Further need for Q&As

One of the key responsibilities of the SMEIG has been to consider implementation
questions raised by users of the IFRS for SMEs and to develop proposed non-
mandatory guidance in the form of questions and answers (Q&As). These Q&As are
intended to help those who use the IFRS for SMEs to think about specific accounting

guestions.

The SMEIG Q&A programme has been limited. Only seven final Q&A have been pub-
lished. Three of those seven deal with eligibility to use the IFRS for SMEs. No addi-
tional Q&As are currently under development by the SMEIG.

Some people are of the view that, while the Q&A programme was useful when the
IFRS for SMEs was first issued so that implementation questions arising in the early
years of application around the world could be dealt with, it is no longer needed. Any
new issues that arise in the future can be addressed in other ways, for example
through education material or by future three-yearly updates to the IFRS for SMEs.
Many who hold this view think that an ongoing programme of issuing Q&As is inconsis-
tent with the principle-based approach in the IFRS for SMEs, is burdensome because
Q&As are perceived to add another set of rules on top of the IFRS for SMEs, and has
the potential to create unnecessary conflict with full IFRSs if issues overlap with issues
in full IFRSs.

Others, however, believe that the volume of Q&As issued so far is not excessive and
that the non-mandatory guidance is helpful, and not a burden, especially to smaller or-
ganisations and in smaller jurisdictions that have limited resources to assist their con-
stituents in implementing the IFRS for SMEs. Furthermore, in general, the Q&As re-
leased so far provide guidance on considerations when applying judgement, rather

than creating rules.

Do you believe that the current, limited programme for developing Q&As should

continue after this comprehensive review is completed?
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(@) Yes—the current Q&A programme should be continued.

(b) No—the current Q&A programme has served its purpose and should not be con-

tinued.
(c) Other—please explain.

Please provide reasoning to support your choice of (a), (b) or (c).

ASCG response: (c)
We refer to our response to G3.
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G3: Treatment of existing Q&As

As noted in question G2, there are seven final Q&As for the IFRS for SMEs. This com-
prehensive review provides an opportunity for the guidance in those Q&As to be incor-
porated into the IFRS for SMEs and for the Q&As to be deleted.

Non-mandatory guidance from the Q&As will become mandatory if it is included as re-
quirements in the IFRS for SMEs. In addition, any guidance may need to be incorpo-
rated in the IFRS for SMEs in a reduced format or may even be omitted altogether (if
the IASB deems that the guidance is no longer applicable after the Standard is updated
or that the guidance is better suited for inclusion in training material). The IASB would
also have to decide whether any parts of the guidance that are not incorporated into
the IFRS for SMEs should be retained in some fashion, for example, as an addition to
the Basis for Conclusions accompanying the IFRS for SMEs or as part of the training
material on the IFRS for SMEs.

An alternative approach would be to continue to retain the Q&As separately where they
remain relevant to the updated IFRS for SMEs. Under this approach there would be no
need to reduce the guidance in the Q&As, but the guidance may need to be updated
because of changes to the IFRS for SMEs resulting from the comprehensive review.

Should the Q&As be incorporated into the IFRS for SMEs?

(@) Yes—the seven final Q&As should be incorporated as explained above, and de-
leted.

(b) No—the seven final Q&As should be retained as guidance separate from the
IFRS for SMEs.

(c) Other—please explain.

Please provide reasoning to support your choice of (a), (b) or (c).

ASCG response: (c)

If the non-mandatory Q&A guidance will be incorporated into the IFRS for SMEs as ap-
plication guidance, new publications of Q&A may be considered by constituents as de-
facto authoritative literature. We think the Q&As should be incorporated into the IFRS

for SMEs as implementation guidance and deleted as Q&A documents.

Generally we encourage the IASB to clarify the process how to deal with clarification

requests from constituents and other current issues to avoid undesirable developments
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in the application of the IFRS for SMEs. Even if we think the SME standard must be a
stable platform, any identified necessary improvement should not take inappropriately

long before becoming mandatory and effective.

G4: Training material

The IFRS Foundation has developed comprehensive free-to-download self-study train-
ing material to support the implementation of the IFRS for SMEs. These are available

on our website: http://go.ifrs.org/smetraining. In addition to your views on the questions

we have raised about the IFRS for SMEs, we welcome any comments you may have
about the training material, including any suggestions you may have on how we can
improve it.

Do you have any comments on the IFRS Foundation’s IFRS for SMEs training
material available on the link above?

(@ No.

(b) Yes (please provide your comments).

ASCG response: Alternative (a)

G5: Opportunity to add any further general issues

Are there any additional issues you would like to bring to the IASB’s attention relating
to the IFRS for SMEs?

(@ No.
(b) Yes (please state your issues and provide separate reasoning for each issue giv-

en).

ASCG response: Alternative (a)
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G6: Use of IFRS for SMEs in your jurisdiction

This question contains four sub-questions. The purpose of the questions is to give us
some information about the use of the IFRS for SMEs in the jurisdictions of those re-

sponding to this Request for Information.
1 What is your country/jurisdiction?
2 Is the IFRS for SMEs currently used in your country/jurisdiction?
(@) Yes, widely used by a majority of our SMEs.
(b) Yes, used by some but not a majority of our SMEs.
(c) No, not widely used by our SMEs.
(d) Other (please explain).

3 If the IFRS for SMEs is used in your country/jurisdiction, in your judge-
ment what have been the principal benefits of the IFRS for SMEs?

(Please give details of any benefits.)

4 If the IFRS for SMEs is used in your country/jurisdiction, in your judge-
ment what have been the principal practical problems in implementing the
IFRS for SMEs?

(Please give details of any problems.)

Response: 1 Germany
2(c)
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