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INFORMATION FOR OBSERVERS

SAC Meeting: February 2008, London

Project: International Financial Reporting Standard for Small and
Medium-sized Entities (SMEs)
(Agenda Paper 3)

1. IASB Exposure Draft

a. Issued 15 February 2007

b. Comment deadline was 30 November 2007
2. At the February 2007 SAC meeting (a year ago):

a. Staff summarised the ED.

b. SAC discussed the questions in the invitation to comment.
3. At the February 2008 SAC meeting:

a. The remainder of this agenda paper contains the slides that staff will use for
the discussion at the SAC meeting.

b. Review what has happened since the ED was published, including:
i.  Translations
ii.  Outreach
iii. Compliance questionnaire
iv. Staff overview
v. Private publications
vi. Comment letters — preliminary analysis
vii. Field tests — preliminary analysis
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viii. Need for more information on disclosures

iX. Issues relating to adoption of the IFRS for SMEs

X.  IASCEF training

Very preliminary analyses of comment letters and field tests:

i. This agenda paper identifies 20 broad issues that, on preliminary
analysis, seem to recur in the comment letters.

ii. These are identified on Slides 19-24.
iii. SAC members are invited to give their views on these issues.
Plan for completion of IFRS for SMEs
I. SAC members are invited to give their views on the plan.
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IFRS for SMEs: Moving from
ED to Final Standard

Paul Pacter

IASB Director of Standards for
Small and Medium-sized Entities
Standards Advisory Council
London

14 February 2008

© 2008 IASC Foundation, all rights reserved.

Agenda

= ED was issued 15 Feb 2007
= Last SAC discussion 27 Feb 2007

» Breakout discussions of ITC questions

= Not discussed at SAC June or Nov
* Today let’s discuss:

» What’s happened since the ED

» Very preliminary analyses of comment
letters and field tests

» Plan for completion of IFRS for SMEs

© 2008 IASC Foundation, all rights reserved.
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First — Brief Review: Global Context

= GAAP reporting required by law for all or
most private companies?
» Most of the world: generally YES.

» Europe: 5,000,000 companies must
prepare GAAP f/s and have audit by law

» Similarly for most other countries

= USA: Generally NO.
» 5,000,000 private corporations: No
» 15,000,000 other business: No
= 15,000 SEC = FASB GAAP by law

© 2008 IASC Foundation, all rights reserved.

@ Global Context: Statutory Reporting

AAP reporting by SMEs today:
» Many jurisdictions require or permit full IFRSs
» Many jurisdictions require national GAAP,
which increasingly are converging with IFRSs
= Concerns:
» Burden? Meet SME user needs? Quality of
implementation by SMEs?
= Many countries have their own SME standards
» Not consistent with Framework
» Not general purpose f/s
» Not “fair presentation” or “true and fair”
» User confidence in the information?

© 2008 IASC Foundation, all rights reserved.
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@ Use of Full IFRSs Around the World

For domestic listed Number of
companies: Jurisdictions
IFRSs required for all 82
IFRSs required for 4
some

IFRSs permitted 24

Today, IFRSs are used by listed
companies in over 100 jurisdictions.

© 2008 IASC Foundation, all rights reserved. 5

@ Use of Full IFRSs Around the World

For domestic unlisted Number of
companies: Jurisdictions
IFRSs required for all 28
IFRSs required for 19
some

IFRSs permitted 36

Today, IFRSs are used by unlisted
companies in over 80 jurisdictions.

© 2008 IASC Foundation, all rights reserved. 6
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@ IASB Exposure Draft

» |ASB’s proposed IFRS for SMEs:
» Simplified principles tailored for SMEs
Self-contained (nearly)

Based on full IFRSs, which are
developed for public capital markets

Modifications based on:
= User needs
= Cost-benefit
General purpose f/s

© 2008 IASC Foundation, all rights reserved.

ﬂ Exposure Draft — IFRS for SMEs
rganised by topic
= ED 254 pages

= Plus illustrative financial
statements, disclosure
checklist, basis for
conclusions

= Board vote: 13to 1

» Published:
»15 February 2007

= Comment deadline:
= 30 November 2007

© 2008 IASC Foundation, all rig
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Q Simplifications
ive kinds of simplifications based on

user needs and cost-benefit tradeoffs:

1. Some topics in IFRSs omitted if
irrelevant to SME

2. Where IFRS has options, include only
simpler option
3. Recognition and measurement
simplifications
. Reduced disclosures
. Simplified drafting

© 2008 IASC Foundation, all rights reserved. 9
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Activities Since the ED Was Issued

= Since ED was issued:
» Translations
» Qutreach
= Compliance questionnaire
= Staff overview
= Private publications
= Comment letters
= Field tests
= JASCF training

© 2008 IASC Foundation, all rights reserved. 10
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Activities Since the ED Was Issued

= Translations of the ED
» First time ever — very well received
» Posted on IASB website
* French
= Spanish
= German
= Romanian
= Polish

© 2008 IASC Foundation, all rights reserved. 11

@ Activities Since ED Was Issued
Extraordinary staff outreach effort

» 95 roundtables and presentations in
39 countries in past four years

» Including 40 since the ED was issued
— see next slide

= Plus 6 SAC and 5 WSS
» Plus many Board member speeches
» Published articles since the ED:

= 7 since the ED, in English, Spanish,
German, Russian

© 2008 IASC Foundation, all rights reserved. 12
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Roundtables Since ED Was Issued
udience: National, Regional, Global

Canada NNNNR Turkey R

France N Austria N

USA GGN Singapore |R

Spain N N Poland N
Namibia R Hungary N
Indonesia N Malta G N

UK NNG Dubai G
Germany RNN Thailand N (Video)
Belgium R Honduras [N (Video)
Switzerland |R Ukraine R

S. Africa N N El Salvador |R
Holland N Romania N

Mexico R Malaysia R

Activities Since ED Was Issued

» Examples of key groups met with:
= IFAC Board and IFAC CEOs

= EU Parliament Econ Committee (X 2)

= FASB-AICPA Private Companies
Financial Reporting Committee

= |OSCO Emerging Markets Committee
= |AASB Consultative Advisory Group

» European Central Bank Task Force

» FASB Board and staff

© 2008 IASC Foundation, all rights reserved.
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Activities Since ED Was Issued
Compliance questionnaire
| s -1 % Checklist of all recognition
S and measurement
requirements

» 111 pages

* Prepared by Big-4 firm

» Posted on IASB website
May 2007

= For field testers and others
i to use in understanding
- *- : and applying the ED

© 2008 IASC Foundation, all rights reserved. 15

@ Activities Since ED Was Issued

[ asaiowenen | Otaff overview of ED
» Explains the ED
IFRS for Small and Medium-sized Entities (Wh at’ S p ro posed ,

for who, and why)
in question and
answer format

= P d I1ASB

P osted on IA

website April 2007
This overview of the IASB's exposure draft of a proposed Intemational Financial
;reep;ar:&g Standard for Small and Mediurn-sized Entities (IFRS fanME:‘)j:;a;s , [ ] 1 7 p ag eS
high level
Internati
basis for

© 2008 IASC Foundation, all rights reserved. 16
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@ Examples of Private Publications

PRICEWATERHOUSE(COPERS

ACCA ECSAFA
summary of ED

IFRS for SMEs (proposals)

Pocket Guide 2007

PWC Pocket
Guide to ED

ribbean 17

Comment Letters
= 159 comment letters

» 13 in other than English (we had
them translated):

Spanish 8
French 3
German 1
Portuguese 1

= Of course, all are on www.iasb.org

© 2008 IASC Foundation, all rights reserved. 18
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@ Issues in Letters - Preliminary

1.

2.

W

Eliminate all cross references to full
IFRSs (nearly 70%0)

All or most options in full IFRS should
be available to SMEs (yes 2to 1)

Simplify income taxes (but how?)

Consolidation and cash flow statement
— exempt smaller entities or allow
jurisdiction to decide

Amortise goodwill & other intangibles

© 2008 IASC Foundation, all rights reserved. 19

Issues in Letters - Preliminary
Question suitability for micro entities
(under 10 employees)

a. But unclear if general purpose F/S

PP&E — Don’t require:

a. Component depreciation or

b. Annual revision to life and residual value
Clarify use of IFRS for SMEs by
subsidiary of a full IFRS entity

a. Let SME use R&M principles in full IFRSs
but disclosure from IFRS for SMEs

© 2008 IASC Foundation, all rights reserved. 20

Standards Advisory Council February 2008

Agenda Paper 3

10



10.

11.

Issues in Letters - Preliminary

Simplify defined benefit pension
plans:
a. Allow other options for actuarial G/L

b. Don’t require actuarial method — eg,
measure at current liquidation amount

c. Treat multiemployer as defined contrib
Simplify share-based payment.
Intrinsic value not much of a
simplification
Leases — do not require:

a. Straight-line for operating, or

b. Finance lease measured only at FV

© 2008 IASC Foundation, all rights reserved. 21

12.

13.
14.

15.

Issues in Letters - Preliminary

Impairment:
a. Allow value in use

b. Consider future use to decide FV
or value in use

c. Simplify goodwill impairment test
Debt - equity classification
Further disclosure simplifications

a. But few specifics
b. Survey of users is planned

Find better term than ‘SME’

© 2008 IASC Foundation, all rights reserved. 22
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q Issues in Letters - Preliminary
6

. Require a more standardised F/S
format — too many options now

17. Associates & JVs — too many options

18. In general, fewer restatements of
prior periods than now proposed

19. Restrict use of FV to:

a. Market price is quoted or readily
determinable without undue cost
or effort, plus

b. All derivatives

© 2008 IASC Foundation, all rights reserved. 23

Issues in Letters - Preliminary

20. Financial instruments:

a. Cost default, not fair value

b. Straight line, not effective interest
c. Shortcut method for hedging
d

. Allow purchased options and debt
instruments as hedging instruments

Clarify derivatives and embedded
Guidance on factoring
g. Do not allow reversion to full 1AS 39

o
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@ Field Tests
Questionnaire in English, French, Spanish

» 115 SMEs from 20 countries finished
» Many under 50 employees
» Restated most recent financials
» Answered guestionnaire
» Goals were to assess:
» Understandability of ED
» Scope of issues
» Burden of applying, including cost
* Impact
» Accounting policy choices
» Adequacy of guidance

© 2008 IASC Foundation, all rights reserved. 25

@ 115 Field Test Companies

Argentina Italy South Africa

Australia Kenya South Korea

Barbados Malawi Tanzania

Denmark Malaysia Tunisia

France Netherlands United Kingdom

Germany Nigeria United States

India Poland

Europe: 56 Africa: 23

Asia-Pacific: 36 Americas: 3

Standards Advisory Council February 2008
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Field Test Results

» Very preliminary observations:
» Few companies had problems
applying the ED
» Main issues were:
»Determining fair values
»Computing deferred taxes

*First time: Equity and cash flow
statements

* Minimal incremental cost

© 2008 IASC Foundation, all rights reserved. 27

IFRS for SMEs in Europe

= Decision rests with Member States:

» Whether
» Which companies

* When

» |AS Regulation neither requires nor
prohibits MS to use IFRS for SMEs

» Consistent with 4t and 7th
Directives

* Nearly all EU MS now either require
or permit all SMEs to use full IFRSs
(next slide)

© 2008 IASC Foundation, all rights reserved. 28
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IFRS for SMEs in Europe

der IAS Regulation, MS may require or
permit IFRSs for unlisted companies. Status:

Consolidated F/S

Separate Statements

IFRSs IFRSs IFRSs IFRSs
required permitted required permitted
CY, MT, |AT, BE, DK, FI, |CY, MT. |DK, FI, DE, GR,
SK. FR, DE,GR, IT |Banks: |IT(xIns&
Banks: |(xsmall), IE, BG (also |[small), LU, NL,
BG (also LV, NL, PT, ES, |arge)’ PT (Some), UK,
large), |SE, UK, NO, IS, (Eg, Lv, |NO,IS, LI, EE,
EE, LV, LI, CZ, EE, HU, [T PO (some)

LT, PO, |PO (some), BG

Sl

support adoption”

Potential Adoption in EU

» Denmark (EU):
» Planning legislation to permit

= UK (EV):
» Likely to permit for all unlisted but also
keep FRSSE for micros

= Bulgaria (EU):
» Most accounting professionals “strongly

= “Definitely our national standards will be
replaced by the IFRS for SMEs”

* “The only question is when, not if”

© 2008 IASC Foundation, all rights reserved.
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Obstacles to Adoption in EU

= National laws require national GAAP if
not IFRS
= Not easy to change law
= SME financial statements primarily used
for taxes and determining distributable
income
* “Need local standards based on tax”
= But — do they also go to bank and others?
= Wait until required by EU law or
regulation

= Sovereignty issues
» Think ED is still too complex

© 2008 IASC Foundation, all rights reserved. 31

@ Adoption in EU

= In recent meetings, Trustees
reminded both the Commission and
the Parliament that during the 2004
constitutional review the
Commission specifically asked that
the development of an SME
standard should be prioritised

» It is clear that, for various
reasons, this point has been
forgotten.

© 2008 IASC Foundation, all rights reserved. 32
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“Early Adoption” — South Africa

» SA law had required all companies to
publish F/S using IFRS or SA GAAP

= But SA GAAP became IFRS word for
word (‘100206 convergence’)
» Big burden for small companies

» Spring 2007 legislation required SAICA
to adopt an SME GAAP

= Oct. 2007 SAICA chose to adopt IFRS

for SMEs as required SA GAAP for those
SMEs that don’t choose full IFRSs

© 2008 IASC Foundation, all rights reserved. 33

“Early Adoption” — South Africa

* Writing in Dec. 2007 Insight,
the SAICA CEO said:

“The majority of companies in
South Africa will use it. It is very
welcome. The standard in its
current form already offers SMEs
real relief, and when the final
standard comes it will be even
better.”

© 2008 IASC Foundation, all rights reserved. 34
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@ Interest in the United States

» Could private companies in the USA use
the IFRS for SMEs?

» Does not appear to be a reason why not:

» No statutory audit requirement in US

» Basis of presentation note would refer to
conformity with IFRS for SMEs

» If audited, auditor would report on
conformity with IFRS for SMEs

» PCFRC: Discussed with them 11/1/08
= Strong support from FEI

© 2008 IASC Foundation, all rights reserved. 35

IASCF Training Materials for SMEs

» Developed by IASC Foundation
= One module per Section (ED has
38 sections). Example:
» Sec. 16 PP&E is 7 A5 pages long

» Training module is 32 A4 pages,
many examples, good stuff!

Finish by mid/late 2009

Multiple languages

Free of charge!

Train the trainers

= Software? Yes commercial, not IASI?6

© 2008 IASC Foundation, all rights reserved.
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Steps to Completion of IFRS for SMEs

» Work plan to Board: March 2008 meeting
» User disclosure survey: By 30 April 2008

» Staff analyses of comments and field
tests, recommendations for changes to
the ED: To the Board April 2008
(education session)

= Working Group meet: 10-11 April 2008

» Working Group recommendations to
Board: May 2008 meeting

© 2008 IASC Foundation, all rights reserved. 37

Steps to Completion of IFRS for SMEs
» Board redeliberations of ED: May-June-
July 2008

» Revised full draft to Board : September
2008

= Board review draft of final IFRS:
Starting October 2008

» Final Standard: Goal is December 2008
» Effective: Whenever adopted locally
» Training materials: Mid-late 2009

© 2008 IASC Foundation, all rights reserved. 38
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Thank you.

Questions and
comments?

ppacter@iasb.org

EXPRESSIONS OF INDIVIDUAL VIEWS BY
MEMBERS OF THE IASB AND ITS STAFF ARE
ENCOURAGED. THE VIEWS EXPRESSED IN
THIS PRESENTATION ARE THOSE OF DR.
PACTER. OFFICIAL POSITIONS OF THE IASB
ON ACCOUNTING MATTERS ARE DETERMINED
ONLY AFTER EXTENSIVE DUE PROCESS AND
DELIBERATION.
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