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30 Cannon Street
London EC 4M 6XH
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Emal: CommentL etters@iash.org.uk
Dear Paul Pacter

PRELIMINARY VIEWS ON ACCOUNTING STANDARDS FOR SMALL
AND MEDIUM SIZED ENTITIES

In response to your request for comments on the Discusson Paper — Preliminary
Views on Accounting Sandards for Small and Medium Szed Entities, attached please
find the comment letter prepared by the South African Inditute of Chartered
Accountants (SAICA).

Comments have been received from several professona accounting bodies in South
Africa, the South African Revenue Service and the Banking Council South Africa

In respect of those issues on which there was not consensus, we have included more
than one view in our response. Where a second view has been presented, it is
supported by the banks who are concerned particularly at the loss of comparahility.

We would like to thank you for the opportunity to provide comments on this
document.

Please do not hesitate to contact me should you wish to discuss any of our comments.
Yours sincerdy

Desrae Lawrence
Project Director —SMEs

CC: Frank Timmins (Charman of the Limited Purpose Fnancd Reporting
Committee)



Question la

Do you agree that full IFRSs should be considered suitable for all entities?
If not, why not?

View 1

The objective of financid datements, as set out in the IASB Framework for the
Preparation and Presentation of Financid Statements, is rdlevant to most entities. Full
IFRS are suiteble for general purpose financia statements and should be applied by
entities that are publicly accountable. For limited purpose financid Statements the
requirements of full IFRS should be relaxed, based on users needs and cost/benefit.
Usersinclude members, lenders and the tax authority.

A third tier of reporting should dso be avalable to entities whose members do not
require financid Statements because they have access to dl financid information, the
entity has no borrowings and the only user of the financid datements is the tax
authority. For such entities, a third tier of reporting possbly applying tax based
accounting, should be used.

View 2

The fundamentd princple underpinning IFRS is universdity, common application
and underganding of accounting Standards throughout those countries that have
adopted the standards. Any fragmentation, deviation or sdective application of these
dandards will undermine that principle. Accordingly, full IFRS should be considered
suitable for dl entities.

Question 1b

Do you agree that the Board should develop a separate set of financial reporting
standards suitable for SMIES?
If not, why not?

View 1

The Board should develop a separate set of financid reporting standards for SME's.
If the Board develops these standards, it would reduce the burden on nationd standard
setters, many of whom lack the resources to develop high qudity understandable
standards for SMEs.

View 2

The IASB should not develop a separate st of financid reporting standards for
SMEs. Such development would lead to the violation and eroson of the fundamenta
principles outlined in View 2, expressed in Question 1a

If reporting requirements are to be reduced for SMEs, separate standards should not
be devdoped. Ingtead, disclosure exemptions and recognition and measurement
dternatives should be contained within each IFRS.  This will maintan the linkage
with full IFRS and facilitate updating when an IFRS is revised.



Question 1c

Do you agree that IASB Sandards for SVIEs should not be used by publicly listed
entities (or any other entities not specifically intended by the Board), even if national
law or regulation were to permit this?

IASB standards for SMIEs should not be used by listed entities or other entities that
ae publidy accountable even if nationd law or regulaion were to permit this
Financid satements for these entities should be prepared with the needs of a wide
vaidgy of users in mind and with the am of achieving comparability between these
entities. Full IFRS have been developed with this objective in mind and therefore full
IFRS compliance is the only option that should be allowed for these entities,

Do you also agree that if the IASB Standards for SMEs are used by such entities, their
financial statements cannot be described as being in compliance with IFRSs for
SMES?

We agree that such entities adopting the IASB’s standards for SMEs could not clam
compliance with IASB standards for SMEs while not meeting the qudifying criteria

Question 2

Are the objectives of IASB Standards for SMEs as set out in preliminary view 2
appropriate and, if not, how should they be modified?

View 1
The objectives set out by the IASB are appropriate.

Consistent wth View 2 expressed in Questions la and 1b, it is suggested that a grest
ded of progress towards meeting these objectives could be achieved through
amplifying exising IFRS for dl entities The fact that there is a perceved need for
amplified reporting is indicative tha full IFRS reporting could be made more user
friendly.

Question 3a

Do you agree that the Board should describe the characteristics of the entities for
which it intends the standards but that those characteristics should not prescribe
guantitative ‘size tests ?

If not, why not, and how would an appropriate size test be devel oped?

We agree that the IASB should describe the characteristics of those entities for which
it intends the standards to goply and dso that it would be ingppropriate to prescribe a
quantitative sze test. The IASB should so make dlowance for each country to add
to or change those characteristics to accommodate their unique circumstances.

Question 3b

Do you agree that the Board should develop standards that would be suitable for all
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 therelatively smaller ones?

If not, why not?



View 1

One st of dandards should be prepared for dl entities that are not publicly
accountable, other than those in a third tier. A third tier of Sandards, possbly using
tax based accounting, is appropriate to financid statements where the only user is the
tax authority.

View 2

The concept of public accountability is somewha dusve. A high degree of outsde
interest will be difficult to define objectivdy. The term ‘essentid public services,
needs to be defined. Some entities may be classfied as publicdly accountable while
others of the same sze and nature of busness may fdl outsde such classfication,
making comparison and evauations difficult.

Question 3c

Do the two principles in preliminary view 3.2, combined with the presumptive
indicators of ‘public accountability’ in preliminary view 3.3, provide a workable
definition and appropriate guidance for applying the concept of ‘public
accountability’ ?

If not, how would you change them?

View 1

Public accountability is the overiding characterigic tha diginguishes generd
pupose financid datements from limited purpose financid Staements The
principles and presumptive indicators are gppropriate for agpplying the concept of
public accountability, except for 3.3(d). Economic dgnificance on the basis of
criteria such as tota assets, totd income, number of employees and degree of market
dominance, set out in 3.3(d), condtitute a size test, which isingppropriate.

View 2

The principles in prdiminary view 3.2 combined with the presumptive indicators in
3.3 would not conditute objective criteria for classfication. The criteria specified are
subjective and difficult to apply in practice What conditutes a ‘high degree of outsde
interest’, an ‘essentid public service and ‘economicdly ggnificant’ are dl subjective
and dadtic concepts that will be difficult to gpply in practice. The IASB should make
alowance for each country to add to or change those criteria to accommodate their
unique circumstances.

Question 3d

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 financial statements on the
basis of |ASB Standards for SMEs.

If not, why not?

We agree that minority shareholders need the protection that the above proposd
provides. Other stakeholders, including the banks and the tax authority, should aso be
considered.



Question 3e

Do you agree that if 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 its parent, venturer or investor, the entity should comply with full
IFRSs, and not IASB Sandards for SMEs, in its separate financial statements?

If not, why not?

It is appropriate that financial statements of entities that are part of a group should be
consgtently prepared. If one member of the group is subjected to full IFRS reporting,
al members should be expected to comply with the full requirements of IFRS.

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
appropriate IFRSto resolve that particular issue?

If not, why not, and what alternative would you propose?

It should be mandatory for each entity to look to the appropriate IFRS to resolve an
issue not addressed in the IASB Standards for SMEs  This will assgt in retaning
comparability and eiminate tax planning opportunities. However, a need to refer to
full IFRS to resolve an issue would demongrate that IASB Standards for SME's are
not a complete set of standards.

Question 5a

Should an SME be permitted to revert to an IFRSif the treatment in the SVIE version
of the IFRS differs from the treatment in the IFRS, or should an SME be required to
choose only either the complete set of IFRSs or the complete set of SME standards
with no optional reversion to individual IFRSs?

Why?

View 1

An SME should be permitted to revert to an IFRS if the trestment in the SME verson
of the IFRS differs from the treatment in the IFRS. This is condstent with the view
that SME dandards should be formaited as dlowed exemptions from disclosure
requirement of full IFRS and dlowed dternatives to recognition and measurement
requirements of full IFRS.

View 2

An SME should be required to choose ether the complete set of IFRS or the complete
st of SME dandards with no optionad reverdon. This is necessary to achieve
comparability.

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

(@ requiredtorevert tothe IFRSIn itsentirety (a standard by standard approach);



(b) permitted to revert to individual principles in the IFRS without restriction while
continuing to follow the remainder of the SVIE version of the IFRS (a principle
by principle approach); or

(c) required to revert to all of the principles in the IFRS that are related to the
treatment in the SME version of that IFRS while continuing to follow the
remainder of the SME version of the IFRS (a middle ground between a standard
by standard and principle by principle approach)?

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

If reverson to an individud IFRS is permitted, it should be on a standard by standard
goproach.  Allowing reverson to IFRS on a principle by principle approach is more
likely to crested incondstencies within financiad satements.

Question 6

Do you agree that development of IASB Sandards for SMEs should start by
extracting the fundamental concepts from the Framework and the principles and
related mandatory guidance from IFRSs (including Interpretations), and then making
modifications deemed appropriate?

If not, what approach would you follow?

The best gpproach would be to leave the fundamenta concepts from the Framework
and the principles of IFRS undisturbed. Modifications to each IFRS could comprise
disclosure exemptions and alowed dternatives to recognition and measurement. It is
important that any modifications should ggnificantly esse the financid reporting
burden on smdler entities.

Question 7a

Do you agree that any modifications for SMEs to the concepts or principles in full
IFRSs must be on the basis of the identified needs of users of SME financial
statements or cost/benefit analyses? If not, what alternative bases for modifications
would you propose, and why? And if so, do you have suggestions about how the
Board might analyse the costs and benefits of IFRSs in an SME context?

View 1

Any modifications for SMEs to the concepts or principles in full IFRS could be on the
bass of identified needs of users of SME financid dStatements or a cost/benefit
andyss. The man users of SME financid statements are the members, lenders and
the tax authority. Modifications must not be such that lenders frequently require
entities to revert to full IFRS or dternatdly raise the cost of borrowing to compensate
for increased risk. Tax authorities often refer to IFRS compliant financid Statements
as a dating point to cdculate taxable income. Amendments to the recognition or
measurement  criteria should not create tax planning opportunities. Congderation of
the needs of members lenders and the tax authority as wel as cost/benefit
assumptions requires consultation and the exercise of judgement.



View 2

The principles in IFRS should not be modified ether by percelved user needs or by
cos/benefit assumptions. Simplification should not sacrifice principles, but should
result in standards that are more user friendly. It is difficult and subjective to set the
parameters for a cost/benefit andyss.

Question 7b

Do you agree that it is likely that disclosure and presentation modifications will be
justified on the basis of user needs and cost/benefit analyses and that the disclosure
modifications could increase or decrease the current level of disclosure for SMES?

If not, why not?

We agree tha disclosure and presentation modifications should be judtified on the
bass of user needs and a cost/benefit andyss. Full IFRS disclosure requirements
should be the darting point, with sdective dlowed dternatives to these requirements
for SMEs.

Question 7c

Do you agree that, in developing standards for SMEEs, the Board should presume that
no modification would be made to the recognition or measurement principles in
IFRSs, though that presumption could be overcome on the basis of user needs and a
cost/benefit analysis?

If not, why not?

View 1
Recognition and measurement principles in IFRS should be modified on the bass of
user needs and a cost/benefit anayss.

View 2

There should be no modification to the recognition or measurement principles in IFRS
irrespective of user needs or cost consderaions, as this detracts from comparability
and fair presentation.

Question 8a

Do you agree that IASB Standards for SMEs should be published in a separate
printed volume?

If you favour including them in separate sections of each IFRS (including
Interpretations) or some other approach, please explain why.

IASB gandards for SMEs should be published in separate sections of each IFRS. This
would make the differences more readily apparent, facilitate reference to full IFRS for
transactions not addressed by the IASB standards for SMEs and facilitate education,
traning and development of accounting software. However, if changes are extensve,
a separate printed volume should be published.

Question 8b

Do you agree that IASB Sandards for SMEs should be organised by IAYIFRS
number rather than in topical sequence?
If you favour topical sequence or some other approach, please explain why.



We agree that IASB standards for SMEs should be organised by IASIFRS number.
Any other gpproach might create confuson, particularly for users of both sats of
standards.

Question 8c

Do you agree that each IASB Sandard for SMESs should include a statement of its
objective, a summary and a glossary of key terms?

We agree that a datement of the objective, a summary and a glossary of key terms
should only be induded if the IASB dandards for SMEs are printed in a separate
volume.

Question 9

Are there any other matters related to how the Board should approach its project to
develop standards for SMEs that you would like to bring to the Board' s attention?

The teem ‘smdl and medium szed entities should be changed to ‘limited
purpose financia reporting entities .

It is important to focus on public accountsbility as it is the overiding
characteridic that diginguishes generd purpose financid datements from
limited purpose financid statements. Sizeis not a criterion.

The IASB gandards for SMEs should not provide too little information, so that
minority shareholders cannot reasonably make a decison to hold or disinves,
thus forcing the SME to comply with full IFRS.

The IASB should make dlowance for a third tier of reporting for entities for
which the members do not require financid <tatements, because they have
access to financid information, the entity has no borrowings and the only user
of the financid gatementsis the tax authority.

Public accountability criteria should be left to each country to accommodate
their unique circumstances.

The |IASB should congider first time adoption and trangitiona provisons.



