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COMMENTSON DISCUSS ON PAPER
ON
PRELIMINARY VIEWSON ACCOUNTING STANDARDS
FOR
SMALL AND MEDIUM-SZED ENTITIES

Summary of theissues, preliminary views and questions

Issue 1. Should the International Accounting Standards Board (IASB) develop
special financial reporting sandards for SMIES?

Preliminary view 1.1 — Full IFRSs are suitable for all entities. The objective of financial
statements as set out in the IASB Framework is appropriate for SMIEs as well as for
entities required to follow full IFRSs. Therefore, full IFRSs should be regarded as
suitable for all entities. (‘Full IFRSS are Standards and Interpretations adopted by the
IASB. They comprise International Financial Reporting Sandards, International
Accounting Standards and Interpretations originated by the International Financial
Reporting I nter pretations Committee or the former Standing Inter pretations Committee.)

Preliminary view 1.2 — The Board will develop standards for SMEs. The Board will
develop a set of financial reporting standards that is suitable only for those entities that
do not have public accountability (‘IASB Sandards for SMES'). Those standards would
not be intended for use by publicly accountable entities, including those whose securities
have been listed for trading in a public securities market, even if national law or
regulation were to permit this. Public accountability is discussed in issue 3 and
preliminary views 3.1-3.6.

Preliminary view 1.3 — Disclose the bass of presentation. If an entity follows IASB
Sandards for SVIES, the basis of presentation note and the auditor’s report should make
that clear.

Question 1la. Do you agree that full IFRSs should be conddered suitable for dl entities?
If not, why not?

Comment: We do not agree to the prdiminary view 1.1 tha full IFRS should be
conddered auiteble for dl entiies as Smdl and Medium entities lack
resources and technicd expertise to fully implement IFRS. Also the cost
benefit ratio of gpplying IFRSin full cannot be established for SMIEs.

Quegtion 1b. Do you agree that the Board should devdop a separate st of financid
reporting standards suitable for SMIES? If not, why not?

Comment : We agree that a separate set of standards should be developed for SMEs.
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Question 1c. Do you agree tha t IASB Standards for SMEs should not be used by
publicly liged entities (or any other entities not specificdly intended by
the Board), even if naiond lav or reguldion were to permit this? Do you
aso agree tha if the IASB Standards for SMEs are used by such entities,
ther financid datements cannot be described as being in compliance with
IFRSsfor SVIES? If not, why not?

Comment:  Agreed. However, conddering thet the economic conditions differ from
country to country, a universa criterion for publicly accountability / Sze
canot be defined due to the fact that a large company of a developing
country may be conddeed as an SME in the deveoped country.
Therefore, setting the criterion as to which entities would condtitute SMES
should be l¢ft to the individud nationd regulators.

Issue 2. What should be the objectives of a set of financial reporting standards for
SMEs?

Preliminary view 2 — Objectives of IASB Standards for SMEs. Financial reporting
standards for SMEs should:

(a) provide high quality, understandable and enfor ceable accounting standards suitable
for SMEs globally;

(b) focus on meeting the needs of users of SVIE financial statements,

(c) be built on the same conceptual framework as IFRSs,

(d) reduce the financial reporting burden on SMEs that want to use global

standards; and

(e) allow easy trangition to full IFRSs for those SVIES that become publicly

accountable or choose to switch to full IFRSs.

Question 2. Are the objectives of IASB Standards for SMEs as s&t out in preiminary
view 2 goproprigte and, if not, how should they be modified?

Comment:  Yes the objectives of IASB dandards for SMES as s&t out in prdiminary
view 2 are gppropriate, with more focus on objectives (a) and (d).

Issue 3. For which entitieswould | ASB Standards for SMEs be intended?

Preliminary view 3.1 — No size test. The Board should describe the characteristics of the
entities for which 1ASB Sandards for SMEs are intended. Those characteristics should
not prescribe quantitative ‘size tests'. National jurisdictions should determine whether all
entities that meet those characteristics, or only some, should be required or permitted to
use IASB Sandards for SVIES.

Preliminary view 3.2 — Public accountability principle. Public accountability is the
overriding charaderigtic that distinguishes SVIEs from other entities. Full IFRSs, and not
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IASB Sandards for SMES, are appropriate for an entity that has public accountability.
An entity has public accountability if:

(a) there is a high degree of outside interest in the entity from non-management investors
or other stakeholders, and those stakeholders depend primarily on external financial
reporting as their only means of obtaining financial information about the entity; or

(b) the entity has an essential public service responsibility because of the nature of its
operations.

Preliminary view 3.3 — Presumptive indicators of public accountability.
A business entity would be regarded as having public accountability, and therefore
should follow full IFRSs, if it meets any of the following criteria:

(a) it has filed, or it is in the process of filing, its financial statements with a securities
commission or other regulatory organisation for the purpose of issuing any class of
instruments in a public market;

(b) it holds assets in a fiduciary capacity for a broad group of outsiders, such as a bank,
insurance company, securities broker/dealer, pension fund, mutual fund or investment
banking entity;

(c) itisapublic utility or smilar entity that provides an essential public service; or

(d) it is economically significant in its home country on the basis of criteria such as total
assets, total income, number of employees, degree of market dominance, and nature and
extent of external borrowings.

Preliminary view 3.4 — Required assent of all owners. An entity that does not satisfy any
of the presumptive indicators of public accountability would nevertheless be regarded as
having public accountability unless it has informed all of its owners, including those not
otherwise entitled to vote, that it intends to prepare its financial statements on the basis
of IASB Sandards for SMEs rather than on the basis of IFRSs, and none of those owners
objects to using IASB Sandards for SVIEs.

Preliminary view 3.5 — Scope: all entities that do not have public accountability. The
Board intends to include all entities that do not have public accountability as potential

adopters of IASB Sandards for SMIEs.

Preliminary view 3.6 — Subsidiaries, joint ventures and associates. |f a subsidiary, joint
venture or associate of an entity with public accountability prepares financial
information in accordance with full IFRSs to meet the requirements of the parent,
venturer or investor, it should comply with full IFRSs, not IASB Sandards for SMEs, in
itsseparate financial statements.
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Question 3a.

Comment:

Question 3b.

Comment:

Question 3c.

Comment:

Question 3d.

Comment:

Do you agree that the Board should describe the characteristics of the
entities for which it intends the dandards but that those characteristics
should not prescribe quantitetive ‘sze tets? If not, why not, and how
would an gppropriate Size test be developed?

Agreed. The Boad should describe the characteristics on the basis of
which the locd dandad sdters should devdop the criterion for
identifying SMEs and would be required to comply with SVIE standards.

Do you agree tha the Boad should devdop dandards that would be
aiteble for al entities that do not have public accountability and should
not focus only on some entities that do not have public accountability,
such as only the relatively larger ones or only the relaively smdler ones?
If not, why not?

We agree that the Board should devdop standards that would be suitable
for dl entities that do not have public accountability and should not focus
only on some entities that do not have public accountability, as defining
rdativdy lager or smdler entities on a globd bass would be an
impossble task.

Do the two prindples in prdiminay view 32, combined with the
presumptive indicators of ‘public accountgbility’ in prdiminay view 3.3,
provide a workable definition and appropricte guidance for agpplying the
concept of * public accountability’? If not, how would you change them?

In our opinion, a Sze tet should be introduced with the gze
characteridics described by the Board and the local regulators determining
the Size as per those characterigtics.

While for the public accountability, the assumption should be such tha
entities are not publidy accountable unless they meet more than one
criterion mentioned in the preiminary view 3.3,

Do you agree that an entity should be required to use full IFRSs if one or
more of the owners of its shares object to the entity’s preparing its
financid statements on the basis of IASB Standards for SMEs. If not, why
not?

Allowing for entities to opt for ether of IFRS and SME gandard would
affect comparability of financad datements amongst Smilar Szed entities
The option may adso be used to maneuwver operating results of the
company to bring it in favor of the shareholders.
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If the Boad Hill agrees to continue with this option, then a one time
option should be given which should be subject to the goprovd of the
locd regulaor i.e a framework whether IFRS or SME once adopted
would not be pemitted to be changed without producing condusve
evidence to the local reguletor.

Question 3e. Do you agree that if a subsdiary, joint venture or associate of an entity with
public accountability prepares financid information in  accordance with
full IFRSs to meet the requirements of its parent, venturer or invedor, the
entity should comply with full IFRSs and not IASB Standards for SMES,
inits separate financid statements? If not, why not?

Comment:  Agreed. Conddering naure and sze of SMEs, it may be consdered to
exclude asociates from this requirement.

Issue 4. If IASB Standards for SMEs do not address a particular accounting
recognition or measurement issue confronting an entity, how should that entity resolve
the issue?

Preiminary view 4 — Mandatory fallback to IFRSs. If IASB Sandards for SMEs do not
address a particular accounting recognition or measurement issue that is addressed in an
IFRS the entity would be required to look to that IFRS to resolve that particular issue
only. The entity would continue to use IASB Sandards for SMEs for the remainder of its
financial reporting. Each IASB Sandard for SMIEs should explicitly mention the required
fallback to IFRSs.

Question 4. Do you agree that if IASB Standards for SMEs do not address a particular
accounting recognition or measurement issue, the entity should be
required to look to the gppropriate IFRS to resolve that particular issue? If
not, why not, and what dternative would you propose?

Comment:  Ageed.

Issue 5. May an entity usng IASB Standards for SMEs dect to follow a treatment
permitted in an IFRS that differs from the treatment in the related IASB Standard for
SMESs?

Preliminary view 5 — Optional reverson to an IFRS. If an |IASB Sandard for SMEs
provides an exemption or simplification from a recognition or measurement requirement
in the related IFRS an entity that uses IASB Standards for SVIEs would not be prohibited
from applying the related IFRS in its entirety, while otherwise continuing to use IASB
Sandards for SMEs. Optional reversion would not be permitted for only some, but not
for all, principlesin the related IFRS
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Question 5a. Should an SME be permitted to revert to an IFRS if the treetment in the

Comment:

SME veson of the IFRS differs from the treatment in the IFRS, or should
an SME be required to choose only ether the complete set of IFRSs or the
complete st of SME dandards with no optiond reverson to individud
IFRSs? Why?

To ensure that SME financid datements ae comparable, optiond
reverson to individud IFRSs should not be introduced. On the same bass
the SVIE should dso not have the option to choose dther the complete st
of IFRS or the complete s&t of SME dandards. Also, dlowing these
options may adso be exploited to produce financid results in favor of such
entities.

Each locd regulator (who adopts IASB's SME dandards) should develop
a citerion for identifying Smdl and Medium entities whether it be on
public accountability beds or dze and the entities fdling in such criterion
should be mandatorily required to comply with the SMIE sandards.

Question 5b. If an SME is permitted to revert to an IFRS, should it be:

Comment:

(@ required to revert to the IFRS in its entirety (a Standard-by-standard
gpproech);

(b) pemitted to revet to individud prindples in the IFRS without
redriction while continuing to follow the remander of the SME verson
of the IFRS (a principle-by-principle gpproach); or

(©) required to revert to dl of the prindples in the IFRS that are rdated to
the tretment in the SME vearson of tha IFRS while continuing to follow
the remainder of the SVIE verson of the IFRS (a middle ground between a
standard-by-standard and principle-by-principle goproach)?

Please explan your reasoning and, if you favour (), what criteria do you
propose for defining ‘rdated’ principles?

See response to 5(a) above.

Issue 6. How should the Board approach the development of |ASB Standards for

SMES? To what extent should the foundation & SME standards be the concepts and
principles and related mandatory guidance in | FRSs?

Preiminary view 6 — IFRSs are the darting point for developing SME <tandards.
Development of IASB Sandards for SMEs should start by extracting the fundamental
concepts from the IASB Framework and the principles and related mandatory guidance
from IFRSs (including Interpretations).
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Question 6. Do you agree that development of IASB Standards for SMEs should gart
by extracting the fundamenta concepts from the Framework and the
principles and rdaed mandatory guidance from IFRSs (induding
Interpretations), and then making modifications deemed appropriate? If
not, what gpproach would you follow?

Comment:  Agreed

Issue 7. If 1ASB Standards for SMEs are built on the concepts and principles and
related mandatory guidance in full IFRSs, what should be the basis for modifying
those concepts and principles for SMES?

Preiminary view 7.1 — Judification for modifications. Any modifications to the
concepts or principles in IFRSs must be based on the identified needs of users of SVIE
financial statements or cost-benefit analyses.

Preliminary view 7.2 — Likelihood of disclosure and presentation modifications. It is
likely that disclosure and presentation modifications will be justified on the basis of user
needs and cost-benefit analyses. The disclosure modifications could increase or decrease
the level of disclosurerelative to full IFRSs.

Preliminary view 7.3 — Rebuttable presumption of no recognition and measurement
modifications. There would be a rebuttable presumption that no modifications would be
made to the recognition and measurement principles in IFRSs. Such modifications can be
justified only on the basis of user needs or cost-benefit analyses.

Question7a. Do you agree that any modifications for SMEs to the concepts or
principles in full IFRSs must be on the bass of the identified needs of
users of SME financid datements or cost-benefit andyses? If not, what
dternative bases for modifications would you propose, and why? And if
%, do you have suggedions about how the Boad might andyse the
costs and benefits of IFRSsin an SME context?

Comment: It should be based on the identified needs of users. Though a cost benefit
andyds canot be conducted on a globd bass however, condderation
must be given to the fact that proposed standards do not end up being

onerous for the users.

Question7b. Do you agree that it is likdy tha disdosure and presentation
modifications will be judified on the beds of user needs and cost-benefit
andyses and that the disclosure modifications could increese or decrease
the current leve of disclosure for SMIES? If not, why not?

Comment: See response to 7(a) above
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Question 7c. Do you agree that, in devdoping sandards for SMEs, the Board should
presume that no modification would be made to the recognition or
messurement  principles in IFRSs though that presumption could be
overcome on the bass of user needs and a codt-benefit andyss? If nat,
why not?

Comments: Agreed

Issue 8. In what format should | ASB Standards for SMESs be published?

Preliminary view 8.1 — Separate volume. |ASB Sandards for SVIEs should be published
in a separate printed volume. The Board may also use other means of publication, such
as Web publishing.

Preliminary view 8.2 — Organised by IASIFRS (and Interpretation) number. 1ASB
Sandards for SVIEs should:

(a) follow the IASIFRS (and Interpretation) numbering system — i.e. SME-IAS 1, SME
IAS 2 etc and SMEHIFRS 1, SME-IFRS 2 etc; and

(b) not be reorganised by topic, such as integrated in a balance sheet-income statement

line item sequence like the UK Financial Reporting Sandard for Smaller Entities

(FRSSE).

Preiminary view 8.3 — Foreword material in each Standard. Each IASB Sandard for
SMEs should include a statement of its objective and a summary.

Question8a. Do you agree tha IASB Standards for SMEs should be published in a
separate printed volume? If you favour induding them in separate sections
of eech IFRS (induding Interpretetions) or some other approach, plesse
explan why.

Comment:  Agreed. For esse of ue and to avoid confuson amongs the users the
SME gtandards should be published in a separate printed volume.

Question8b. Do you agree that IASB Standards for SMIEs should be organised by
IASIFRS number rather than in topica sequence? If you favour topica

Sequence or some other gpproach, please explain why.

Comment: It is undersood that this project is focused on deveoping essy to
underdand basc set of Sandards for the usars that are unable to
comprenend and implement the lengthy and complex st of accounting
dandards in place. Adopting IAS IFRS based numbering would be a
deviaion from the core objective of this prgject. In our opinion, it would
be beneficid if a topicd sequence is adopted. A subject matter based
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Question 8c.

Comment:

Question 9.

Comment:

numbering may dso be consdered as is adopted by the IAASB for
numbering International Standards on Auditing.

Do you agree tha each IASB Standad for SMEs should indude a
datement of its objective, a summary and a glossary of key terms?

Agreed.

Are there any other maters rdaed to how the Board should gpproach its
project to develop Sandards

The framework and sandards should be prepared bearing dearly in mind
tha the end usars of these would not have a ressondble levd of
underdanding of the issues nor they are educated enough to handle a mix
of IFRS and SME dandards. The sandards should therefore have to be
kept as dmple as possble for our effort is to sandardize and harmonize
accounting  recognition, measurement and presentation in the smdl and
medium entities al over the world.

The mog difficult task amongst dl is to detemine the user needs of
extremdy diverdfied origins. For this regiond accounting bodies may be
consulted for they must be more aware of the user needs of the countries
fdling in their respective regions
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