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Dear Mr. Jones,

First of all we would like to thank the IASB for its efforts to develop an IFRS for SMEs.

As expressed earlier we fully support this project, which can be considered as one of
the main challenges the IASB faces at present.

The |ASB has published several Staff Drafts of the ED-IFRS for SMEs (4 August and 9
November 2006), which are not for comment at the moment. While we do not intend to
comment on any details of the current staff draft, we would like to point out at this cru-
cial stage of the SME project the paramount issues we believe the ED-IFRS for SMEs
will face in Germany. We do acknowledge, however, that our current thoughts are
based only on such drafts. Neither did the IASB finalize its deliberations nor were we
able to consider the thoughts the IASB will express in a basis for conclusion.

Despite these restrictions we would like to express our major concerns with regard to
the acceptance of the ED-IFRS for SMEs in Germany, Europe and probably even
worldwide. We understand the difficulties connected with the development of an ap-
propriate IFRS for SMEs and we acknowledge the first result of the working process
as an important step towards the right direction. Nevertheless we believe it is neces-
sary to consider several aspects in more detail to receive an appropriate and high
quality IFRS for SMEs.

SMEs — defined by the IASB as non-publicly accountable entities — are covering a
broad spectrum of entities. Based on this definition an IFRS for SMEs could potentially
address the huge group of all non-listed entities that are not acting in a fiduciary ca-
pacity. This group will comprise entities of different legal forms (such as limited liability
entities but also partnerships with unlimited liability) and entities of very different size.
The IASB has said to concentrate on entities with about 50 employees when develop-
ing the standard. For these (incorporated or private) entities with about 50 employees
the demands of the ED-IFRS for SMEs could still be overly burdensome. On one side
the costs to prepare financial statements for smaller entities are relatively higher. On
the other side it still seems questionable who the users of these financial statements
would be and what their particular needs and therefore benefits could be.
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To give an example: in Germany (in accordance with EU directives) incorporated enti-
ties with about 50 employees (not partnerships) prepare single accounts with con-
densed (more aggregated) information in the balance sheet and the profit or loss
statement and condensed notes. While we do not believe that financial statements
prepared under IFRS for SMEs should be similarly condensed, we believe that the
level of acceptance of IFRS for SME will partly depend on the difference between the
current reporting requirements and future reporting requirements under IFRS for SME.

While we acknowledge that the IASB has already considered many suggestions (e.g.
less fair value requirements if fair value is not readily obtainable) there still seem to be
many aspects that the |ASB could consider at this stage of the project. Albeit not all-
inclusive the following are examples of importance of what we believe needs to be re-
considered to facilitate acceptance the IFRS for SMEs would deserve.

e The IASB has attempted to develop a stand-alone standard, which we believe is a
favourable approach. Fallbacks to full IFRS are limited to options or standards that
address issues not typically relevant for SMEs. However, SMEs will also have to go
back to full IFRS if no adequate provision can be found within other sections IFRS
for SMEs (analogy) or a provision cannot be deducted from the pervasive principles
(par 10.3). Therefore the pervasive principles are crucial in order to avoid regular
fallbacks to full IFRS. To our understanding these pervasive recognition and meas-
urement principles could be enhanced and improved in order to fulfil these aims.
For example, 2.42 states that “most non-financial assets that an entity initially rec-
ognised at historical cost are subsequently measured on other measurement
bases.” and gives examples. It only touches on the intended principle, though. It
seems the underlying principle (here: “lower of cost or market”) should be elabo-
rated on.

e To our understanding many respondents to the questionnaire required simplifica-
tions with regard to the subsequent measurement of goodwill. It seems essential
that SMEs would be allowed to amortise goodwill over a fixed period of years (e.g.
10, 15 or 20 years). A burdensome impairment test would only rarely be necessary,
while without annual amortisation a possible impairment might be indicated more of-
ten. We are aware that the above is in contrast to the concepts followed in full IFRS
but we believe that our proposed concept is acceptable for SMEs.

e The pension accounting requirements in the staff draft version of an ED-IFRS for
SMEs suggests the reduction of options with regard to actuarial gains and losses
stemming from the defined benefit liability. This approach does not seem to reflect
the IASB's overall approach to include all options available in full IFRS within the
IFRS for SMEs as well.

e Moreover, less disclosure requirements could enhance the applicability and by
improving the cost-benefit-ratio increase the acceptance of the IFRS for SMEs. The
vast number of required disclosures was one of the starting points for this project.
This could be achieved by either eliminating disclosure requirements or by reducing
the level of detail. In addition some disclosures may violate contractual confidential-
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ity obligations. Examples for such disclosures and disclosures that could be elimi-
nated or required in less detail are listed in the enclosed appendix.

However, we do acknowledge that eliminating disclosure requirements will prove
difficult as each disclosure can serve a particular information need. The difficulty will
be to evaluate whether the costs of generating and disclosing the information are
higher or lower than the value the disclosure creates for the external user. There-
fore we would suggest considering to include additional comments with regard to a
materiality threshold for disclosures. These could be a qualitative statement con-
firming the importance of the materiality principle for disclosures.

From our understanding users of financial statements of SMEs (especially banks)
share our point of view. While in principle they are interested in detailed information
and the application of transparent accounting provisions, they still acknowledge that
SMEs cannot be required to provide as many information as for instance companies
applying full IFRS and some information resulting from burdensome accounting provi-
sions could be waived for SMEs.

Finally, we would like to emphasize again that the acceptance of the IFRS for SMEs in
Germany will greatly depend upon the issue of classification of equity and liability. The
staff draft of the ED-IFRS for SMEs addresses accounting for the issue of equity in-
struments to individuals or other parties acting in their capacity as investors in equity
instruments. However, there is no apparent solution for the issues we have explained
to you with regard to IAS 32 that affect certain legal forms in Germany — most of them
likely to be SMEs. In order to promote this standard it will be necessary to ensure that
the IASB is taking care of this particular issue, otherwise SMEs will certainly reject the
IFRS for SMEs altogether.

If you would like further clarification of the issues addressed in this letter, please do not
hesitate to contact me.

Kind Regards

Prof. Dr. Harald Wiedmann
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