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ISSUE 1. DEVELOPMENT OF SPECIAL FINANCIAL REPORTING
STANDARDS FOR SMEsSBY |ASB.

Question 1a: Do you agree that full IFRS should be conddered suiteble for dl entities?
If not, why not?

Response:  No. Reasons explained in attached report.

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

Response:  Yes Seeresponseto Quedtion la

Question 1c: Do you agree that IASB Standards for SMEs should not be used by
publicly liged entities (or any other entities not specificaly intended by
the Board), even if nationd law or regulaion were to permit this? Do you
aso agree thet if the IASB Standards for SMEs are used by such entities,
ther financd datements cannot be described as being in compliance with
IFRSsfor SMIES? If Not, why not?

Response:  Yes | agree tha IFRSs for SMEs should not be used by publidy lised
entities (or any other entities not specificaly intended by the Board), even
if nationa law or regulation were to permit this
Additiondly, if the IFRSs for SMEs ae used by such ettities ther
financid datements cannot be described as being in compliance with
IFRSsfor SMEs.

ISSUE 2: OBJECTIVES OF FINANCIAL REPORTING STANDARDS FOR SMEs

Prdiminary View 2. Objectives of IASB Sandards for SMEs Fnancid reporting

standards for SMIEs should:

@ provide high qudity, underdandeble and enforcesble accounting sandards
iteble for SMEs globdly;

(b) focus on meeting the needs of users of SME financid datements;

(© be built on the same conceptua framework as IFRSs,



(d) reduce the financid reporting burden in SMIEs that want to use globd sandards;
(e dlow essy trandtion to full IFRSs for those SMEs that become publicly
accountable or choose to switch to full IFRSs.

Quedgtion 2. Are the objectives of IASB Standards for SMEs as set out in

Response:

preiminary view 2 appropriate and, if not, how should they be
modified?

The objectives of IASB Standards for SMES as st out in prdiminary view
2 are not gppropriate. Suggested modification as follows:

Objectives of IASB Standards for SMEs Financid reporting standards for
SMEs should:
@ provide high qudity, underdandable and enforcesble accounting

dandards suiteble for SVIEs globdly;
(b focus on meseting the needs of users of SME financid satements;,
(©) ddete
(d) delete
(e deete

Rationale for modification:

If the objectives of financid reporting sandards for SMEs encompass (&) and (b),
then it follows logicdly that (c) cannot be true since it is acknowledged that the
users of SMEs (ie no dependent users) are different from users of financid
datements of entities (dependent users exist) which apply full IFRSs.

Moreover, (C) is not an objective rather it denotes how the financid reporting
Sandards for SMIEs shdll be st ouit.

Further (d) and (e) are not objectives, rather they are the anticipated consequences
if financid reporting sandards for SVIEs are in place.

ISSUE 3: APPLICATION OF IASB STANDARDS FOR SMEs

Quedtion 3a

Response:

Quedtion 3b:

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 quantitative "sze tets'? If not, why not, and how
would an appropriate Sze test be devel oped?

Yes, | agree that the Board should describe the charecteristics of the
entities for which it intends the standards but that those characteridtics
should not prescribe quantitative "Sze tedts' as these should be left to the
netiond jurisdictions to determine based on their business environment.

Do you agree tha the Board should devdop dandards that would be
auitable for dl entities tha do not have public accountability and should



Response:

Quedtion 3c:

Response:

Quedtion 3d:

Response:

not focus only on some eatities that do not have public accountability,
such as only the reaively larger ones or only the rdaively smdler ones?

If not, why not?

Yes | agree tha the Board should develop standards that would be
auitable for dl entities that do not have public accountability.

Do the two prindples in prdiminay view 32 combined with the
presumptive indicators of "public accountability” in prdiminay view 33.
provide a workable definition and appropriste guidance for goplying the
concept of "public accountability™? If not, how would you change them?

Yes | an of the opinion that the two principles in prdiminary view 3.2
combined with the presumptive indicators of "public accountability” in
preliminay view 33. provide a workable definition and gopropricte
guidance for gpplying the conoept of " public accountability”.

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 datements on the basis of IASB Standards for SMEs. If not, why
not?

No. | do not 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 preparing its
financid datements on the basis of IASB Standards for SMEs | believe,
0 long as the entity meets the definition of SME demondrates it does not
have public accountability as set out by the prdiminary views 3.2 and 3.3,
the entity should comply with IFRS for SMEs Otherwise, there will not
be comparability amongst SVIEs globdly.

Quedion 3e Do you agree that if a subsdiary, joint venture or associates of an entity

Response:

with public accountability prepares financid information in  accordance
with full IFRSs to meet the reguirements of its parent, venturer or investor,
the entity should comply with full IFRSs and not IASB Sandards for
SMEs in its sgparate financia statements? If not, why not?

Yes | agree if a subgdiay, joint venture or asociates of an entity with
public accountability prepares finencid information in  accordance  with
full IFRSs to meat the requirements of its parent, venturer or investor, the
entity should comply with full IFRSs and not IASB Standards for SMEs,
in its separate financid Statements. In such cases this entity is presumed to



have public accountability and therefore cannot apply not IASB Standards
for SMEs.

ISSUE 4. STUATIONS WHERE NOT IASB STANDARDS FOR SMEs DO NOT

ADDRESS A PARTICULAR ACCOUNTING RECOGNITION OR
MEASUREMENT ISSUE

Quedtion 4: Do you agree that if IASB Standards for SMES do not address a particular

Response:

ISSUE 5:

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?

No. | do not agree tha if the IASB Standards for SMES do not address a
particular accounting recognition or meassurement issue, the entity should be
required to look to the gopropriate IFRS to reolve that particular issue
Since the IFRSs are premised on needs of users of financid Statements of
entities with public accountability (for which there are dependent users) and
the perspective tha drives the conceptud framework that guides the
formulagion of IFRSs is tha of informational value and decison-
usefulness it sands to reason that perhaps the IASB Standards for SMEs
should be based on a modified verson of the current conceptua framework
from which IFRSs are deived. The modification should be atentive to the
needs of the usars of SMEs and the gppropricte perspective such as
"stewardship" and "accountability”. Thisis eaboratedin attached paper.

Whether an entity usng |1ASB Standards for SVMIEs should be allowed to
eect to follow a treatment permitted in an IFRS that differs from the
treatment in therelated |ASB Standard for SMEEs.

Quedion 5a Should an SME be penitted to revet to an IFRS if the trestment in the

Response:

SME veson of the IFRS differs from the treetment 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?

An SME should be required to choose only ether the complete sat of IFRSs or
the complele st of SMIE dandards with no optiond reverson to individud
IFRSs. This is due to my underganding that the SMIE standards are premised
on the needs of the usars of SMEs and that the conceptud indination will
differ from the IFRSs as daborated in atached paper. Hence, it is only logicd
tha no optiond reverson to IFRS be dlowed. Otherwise, it will lead to
"cherry picking'".

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

(@ required to revert to the IFRS in its entirely (a dandard by <andard
approach);



(b) permitted to revert to individuad principles in the IFRS without redriction
while continuing to follow the remainder of the SME verson of the IFRS
(aprinciple by principle goproach); or

(©) required to revert to dl of the principles in the IFRS tha are rdaed to the
treetment in the SME verdon of that IFRS while continuing to follow the
remander of the SMIE verson of the IFRS ( a middle ground between a
gandard by standard and principle by principle approach)?

Response In the event that an SME is dlowed to revert to an IFRS (which | bdieve
should be rare) it should be permitted to revert to individud principles in the
IFRS without redriction while continuing to follow the remander of the SME
vason of the IFRS (a prindple by princple goproach). This follows logicaly
from the discussion provided in the attached paper.

ISSUE 6: APPROACH TO DEVELOPMENT OF SME STANDARDS. EXTENT
TO WHICH THE FOUNDATION OF SME STANDARDS ARE BASED
ON CONCEPTS AND PRINCIPLES AND RELATED MANADTORY
GUIDANCE IN IFRSs.

Quedtion 6: Do you agree that devdopment of IASB Standards for SMEs should sat by
extracting the fundamenta concepts from the Framework and the principles
and rdated mandaory guidance from IFRSs (incduding Interpretetion), and
then making modifications deemed appropriate? If not, wha gpproach should
you follow?

Responses  Yes | believe the conceptud framework upon which IFRSs are based should
be the logicd dating point. Appropriste modifications should then be made
in the light of the needs of users of SMEs and the purpose of financid
reporting as outlined in the attached CAPA report.

ISSUE 7: BASSISFOR MODIFYING CONCEPTSAND PRINCIPLESFOR SMEs

Quedtion 7a; Do you agree that any modifications for SMES to the concepts or principles
in full IFRSs mug be on the bads of the identified needs of usars of SME
financid datements or codt-benefit andyses? If not, what dternative bases for
modifications would you proposs, and why? And if s, do you have
suggestions about how the Boad might andyse the cods and benefits of
IFRSsin an SME context?

Responsz Yes. As daborated in the atached paper, the concepts or principles in full
IFRSs must be modified on the bess of the identified needs of users of SME
finencia datements, cod-benefit andyses and the agreed upon purpose of
financid reporting for SMEs There neads to be empiricd support for the
formulation of the needs of users of SMEs A suggestion would be to evauate
on a regiond bads the prominent group of users of financid reports of SMEs



in the region. Regiond as wdl as naiond feedback will be useful for IASB in
focusng on the needs of such users.

Quegtion 7b: Do you agree that it is likdy that disclosures and presentation modifications
will be judified on the bads of user needs and cod-benefit analyses and that
the disdosure modifications could incresse or decrease the current leve of
disclosures for SMES? If not, why not?

Reonse Yes It is ewissged tha it is likdy tha discdosures and presentation
modifications will be judified on the bass of user needs and cost-benefit
andysss and tha the disclosure modifications could increese or decrease the
current level of disclosuresfor SVIEs.

Quetion 7c. Do you agree that in deveoping sandards for SMEs, the board should
presume tha no modficaion would be made to the recognition or
measurement  principles in IFRSs though that presumption could be overcome
on the basis of user needs and in cogst- benefit analyses? If not, why not?

Response No. | do not beieve the board should presume that no modification would be
made to the recognition or measurement principles in IFRSs. As suggested in
the accompanying paper, the fundamenta difference between the IFRSs and
SME dandards would be the identity of the user group. It follows logicdly
that the purpose of financid reporting will differ for SMEs and hence it is not
logicd to dat with the presumption that no modification would be made to
the recognition or messurement principles in IFRSs The key is to decide on
the pergoective that will inform the conceptudisation of financia reporting for
SMEs, whether it will be "dewadship-accountsbility" perspective or
"deddon-usefulness'  pargpective  or  “informationd-value'  pergpective  that
underlies current conceptud framework for IFRSs.

ISSUE 8 IN WHAT FORMAT SHOULD IASB STANDARDS FOR SMES BE
PUBLISHED?

Quedtion 8a Do you agree that IASB Standards for SMEs should be published in a
separate printed volume? If you favour including them in separate section of
eech IFRS (including interpretations) or some other approach, please explan
why.

Response Yes | bdieve tha the IASB Standards for SMEs should be published in a
separate printed volume. It is useful if it can be web- published to ensure easy
accessfor al SMEs.

Quegion 8b: Do you agree tha IASB Sandards for SMEs should be organised by
IASIFRS number rather than in topicd sequence? If you favour topica
Seguence or some other approach, please explain why.



Response: Yes. | beieve the IASB Standards for SMEs should be organised in topica
seguence such as integrated in a bdance sheet-income daement line item
sequence like the UK Financial Reporting Standards for Smaller Entities
(FRSE). The reason beng this will provide a comprehnendve guide to the
accounting personnd of SMEs (who in mogt indances ae not qudified
professonad accountants, especidly in the developing countries). | suggest the
SME dandards dso indicate if there is a IFRS on that issue s0 thet the SMEs
can refer if need arises. Otherwise, SVIES may need to go through an ever
increasing volume of IFRSs to determine which ones are gpplicable for SMEs
Further, 1 anticipate there will be SME dandards for which there are no
equivdent IFRSs for example some procedurd guiddines and Chat of
Accounts and the like.

Quedtion 8 c¢: Do you agree that each IASB sandard for SMEs shodd indude a Satement
of its objectives, asummary and a glossary of key terms?

Response: Yes. | believe this should be so that it enlightens SME sakeholders.

Quedtion 9: Are there any other maters rdated to how the Board should approach its

project to develop sandards for SMEs that you would like to bring to the
Board's attention?

Response My concern is that generdly the perception is tha participaion of SME
dakeholders in the internationd dandard setting process is minimad or admost
absert. In order to obtain proper feedback from these groups, the IASB has to
reech out to thee Even a& nationd jurisdictions the involvement of SME
dakeholder groups is minimd. Therefore, IASB has to ensure proper channds
of communicaion and resort to harnessng the avalable resources a regiond
levels to obtan grounded underganding of the SME usars and ther needs
before aframework for SMIE Standards is devised.



| ASB Discusson Paper on Accounting Standardsfor Small and Medium-sized
Entities

COMMENTS
Associate Professor Dr.S.Susda Devi
Univergty of Mdaya

INTRODUCTION

The need to devdop specid financid reporting dandards for Smdl and Medium-szed
Entities (SVIES) by IASB is recognised in the research sudy issued in June 2003 entitled:
A Framework for Differential Reporting: A Response to ISAR's Accounting and Financial
Reporting Guidelines for Small and Mediumsized Enterprises (Confederation of Adan
and Pacific Accountants, CAPA, 2003). As a researcher involved in the project, | am
submitting my views for congderation by IASB. This paper draws on members response
to CAPA (2003) and provides the rationde for my response to IASB's Discusson Peper
entitted Preliminary views on accounting standards for Small and Mediumsized Entities,
released for comments in June 2004.

The discusson is organised in order of theissuesraised in IASB's Discussion Peper.

DEVELOPMENT OF SPECIAL FINANCIAL REPORTING STANDARDS FOR
SMEsBY |ASB.

CAPA (2003) notes that development of IASB dandards for SMEs is long overdue. The
need for sandards for SMEs is aticulated in CAPA (2003). The fundamentd issue is that
the devdopment of full IFRSs is based on a conceptud framework that is biased towards
the investor and creditor user groups needs. The criticad concern is that user groups of
SMEs (defined as those without public accountability) differ from those of entities with
public accountability.

Conceptual issue
It is important to note that the conceptud framework upon which IFRSs ae based

evolved over time and the evolution transcends over a century during which businesses
evolved and the forms of organisations transformed. In the mid-twentieth century, cepitd
market participants and ther needs became centra to financid reporting that has a
powerful connection with a fundamentd premise of capitd maketls This hes dso



fundamentdly shifted focus of finandd accounting and reporting from a revenue-
expense matching perspective to a more disciplined concepts of "assats' and “liahilities’.
These concepts have been the building blocks for implementing a decison-ussfulness
objective that extends beyond the traditiond sewardship objective of financid reporting.
Some dam tha in s doing, the "asst and lidbility" view hes heped fadlitate the
evolution from the fird - management- private investor dominated orientations towards
the second - capitd markets dominated orientation.

Therefore, it is clear that the full IFRSs that are premised on capitd market participants
needs may not be suiteble for al entities. It is important that IASB issue a separate set of
financid reporting dandards suiteble for SMEs Further, due to the different conceptud
underpinnings, IASB Standards for SMEs should not be used by publidy lised entities
(or any other entities not soecificdly intended by the Board), even if naiond law or
reguldion were to permit this Additiondly, if the IFRSs for SMEs ae used by such
entities, their financia Satements cannot be described as being in compliance with IFRSs
for SMEs.

OBJECTIVES OF FINANCIAL REPORTING STANDARDS FOR SMEs

Fnancid reporting dandards for SMEs should provide high qudity, undersandeble and
enforcegble accounting sandards suiteble for SMEs globdly and focus on meeting the
needs of users of SME financid dtatements. As explaned eadlier, it is observed that the
users of SME financid datements differ. This dso brings into condderation the purpose
of financid reporting. The issue of whether it is dewardship- accountability perspective
or decisonusefulness perspective, needs to be resolved. The resolution depends on who

the users are and what their needs are.

APPLICATION OF IASB STANDARDS FOR SMEs

It is important to define SMEs and therefore, it is vitd for the IASB to describe the
characterigtics of the entities for which it intends the <andards. However, those
characterigics should not prescribe quantitetive "Sze tests' as these should be left to the
nationad juridictions to determine based on their busness environment. Clearly, usng



"public accountability" concept to define SMEs diminates the decison-usefulness
perspective in financid reporting for SMEs.

SITUATIONS WHERE IASB STANDARDS FOR SMEs DO NOT ADDRESS A
PARTICULAR ACCOUNTING RECOGNITION OR MEASUREMENT ISSUE

It folows therefore, that if the IASB Standards for SMEs do not address a particular
accounting recognition or measurement issue, the entity should not be required to look to
the appropriate IFRS to resolve tha particular issue. This is because the IFRSs ae
premised on needs of usars of finendd daements of entities with public accountability
(for which there are dependent users) and the perspective that drives the conceptud
framework that guides the formulation of IFRSs is tha of informational value and
decison-usefulness, it sands to reason that perhaps the IASB Standards for SMEs
should be based on a modified verson of the current conceptua framework from which
IFRSs are derived. The modification should be atentive to the needs of the users of
SMEs and the gppropriate perspective such as "stewardship” and "accountability’”.

WHETHER AN ENTITY USING IASB STANDARDS FOR SMES SHOULD BE
ALLOWED TO ELECT TO FOLLOW A TREATMENT PERMITTED IN AN
IFRS THAT DIFFERS FROM THE TREATMENT IN THE RELATED I|IASB
STANDARD FOR SMES.

As daborated ealier, the user groups and purpose of financid reporting for SMEs are
different from entities with public accountability. Therefore, an SME should be required
to choose only ether the complete set of IFRSs or the complete set of SMIE standards
with no optiond reverson to individud IFRSs. The SME dandards are premised on the
needs of the users of SMEs and that the conceptud inclination will differ from the IFRSs
as elaborated above.

In the event that an SME is dlowed b revert to an IFRS (in rather rare circumstances) it
should be pemitted to revet to individud prindples in the IFRS without redriction
while continuing to follow the remainder of the SME verson of the IFRS (a principle by
principle goproach). Thisfollows logicaly from the discusson above.



APPROACH TO DEVELOPMENT OF SME STANDARDS. EXTENT TO
WHICH THE FOUNDATION OF SME STANDARDS ARE BASED ON

CONCEPTS AND PRINCIPLES AND RELATED MANADTORY GUIDANCE IN
IFRSs.

The current 1ASB framework evolved over a long period of time and is much influenced
by developments in corporaie USA. It is a ussful and logicd base from which to dart the
exads to formulate SME dandards with gppropriste modifications in the light of the
needs of users of SMEs and the purpose of financid reporting as outlined above.

BAS SFOR MODIFYING CONCEPTSAND PRINCIPLESFOR SMEs

As daborated above the concepts or principles in full IFRSs must be modified on the
bass of the identified needs of usars of SME financid Statements, codt-benefit analyses
and the agreed upon purpose of financid reporting for SMES. There needs to be empiricd
support for the formulation of the needs of users of SMEs. A suggestion would be to
evaduate on a regiond bass the prominent group of users of finandd reports of SMES in
the region. Regiond feedback will be useful for IASB in focusng on the neads of such

users.

It is envisaged that it is likdy that disdosures and presentation modifications will be
judified on the bass of user needs and codt-benefit andyses and that the disclosure

modifications could increase or decrease the current levd of disclosures for SMES.

Therefore, it is important that IASB should not presume tha no modification would be
made to the recognition or measurement principles in IFRSs. As suggested above, the
fundamentd difference between the IFRSs and SME dandards would be the identity of
the usr group. It follows logicdly that the purpose of financid reporting will differ for
SMEs and hence it is not logicd to gat with the presumption thet no modification would
be made to the recognition or measurement principles in IFRSs. The key is to decide on
the perspective that will inform the conceptudisation of financid reporting for SMES
whether it will be "dewardship-accountability” perspective or “"decison-usefulness’
perspective  or  “informationd-vaue' perspective tha undelies current  conceptud
framework for IFRSs.



FORMAT OF PUBLICATION OF IASB STANDARDSFOR SMES

The IASB Sandads for SMEs should be published in a segparae printed volume. It is
useful if it can be web published to ensure essy access for dl SMEs. The IASB
Sandards for SMEs should be organised in topicd sequence such as integrated in a
baance sheet-income daement line item sequence like the UK Financial Reporting
Sandards for Smaller Entities (FRSSE). The resson being this will provide a
comprehnensve guide to the accounting personnd of SMEs (who in mogt indances ae
not qudified professond accountants especidly in the developing countries). We
suggest the SME dandards dso indicate if there is a IFRS on that issue so that the SMIES
can refer if need aises Othewise, SMEs may need to go through an ever increesing
volume of IFRSs to determine which dandards are gpplicable for SMEs. Further we
anticipate there will be SME dandards for which there are no equivdent IFRSs for
example, some procedurd guidelines and Chart of Accounts and the like.
Each IASB dandard for SMEs should include a datement of its objectives a summary
and a dlossay of key tems as this will serve a purpose in enlightening SME
stakeholders.
OTHER ISSUES
There are saverd concerns that arise from a CAPA (2003) that is highlighted here for
congderdtion by IASB in formulating the SMEs sandards.

Involvement of SME stakeholders
SME dgakeholders include among others these key players the entrepreneurs (business
ovngs), smdl and medium prectitioners (SMPs) who provide accounting, auditing,
taxation and other related services, the government, and lending agencies. The amount of
involvement of the Big Four in SME dfars is negligible  Further, the SMPs are in turn
not involved much in dandard setting activities, ether a the naiond levd or a the
internationa level, due to resource condraints.
Generdly, the perception is that paticipaion of SME dakeholders in the internaiond
dandard setting process is minima or dmogt absent. In order to obtain proper feedback
from these groups, the IASB has to reach out to these Even a naiond jurisdictions, the
involvement of SME dakeholder groups is asent. Therefore, IASB has to ensure proper
channels of communication and resort to hanessng the avalable resources a regiond



levels to obtan grounded undergtanding of the SME usars and ther needs befae a
framework for SME Standards is devised.

Identifying usersand Understanding user needs
This issue is criticd and thus far there is no evidence of in-depth udies to draw dear
definitions of the user group and their needs. Studies a the nationd level are necessary to
come to a common underganding of the needs and, hence, to derive a common purpose
for financid reporting for SMEs.

Awareness of initiativeson SME sandards
The exploratory study (CAPA, 2003) reveds a lack of awareness of the issues of SMEs
and the efforts by IASB to edtablish such sandards. Clearly, nationd standard setters
need to activdy pursue initigives to obtain SME dakeholder views and hold didogues
in ther respective jurisdictions. Inevitably, it mugt be borne in mind tha it is the
developing countries that require the assstance of IASB and there is a grester need in
such countries for SME dandards. It is acknowledged in IASB's Discussion Paper that in
some smdler or emerging economies, IFRSs are usad as nationd GAAP for dl or many
unliged companies, and therefore rasing concerns of enforcement, suitability and codt-
benefit issues. Sadly, concerted efforts on the pat of both nationd Standard setters and
SME dakeholders to address issues rdding to Standards for SMEs are dealy not
evident in many countries
Much focus needs to be directed a obtaning feedback from the rdevant SME
dakeholder representatives in order to ensure a vidble draiegy in formulaing Standards
for SMEs.

CONCLUSON

There has to be sufficient didogue and awareness cregtion and dimulation of debates on
this issue to ensure globd acceptance. In this regard nationd standard setters and regiond
bodies for the accounting professons need to initite and promote didogues within its
condituencies and ensuring concans  of rdevant dakeholders ae given  due

congderation.



