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CL 37

Paul Pacter

Director of Standards for SMEs
Internationa Accounting Standards Board
30 Cannon Street

LONDON

ECAM 6XH

United Kingdom

Dear Paul

IASB Discusson Paper Preliminary Views on Accounting Standards for Small
and Medium-sized Entities

The Financid Reporting Standards Board (FRSB) of the Inditute of Chartered
Accountants of New Zedand (the Ingtitute) is pleased to submit its comments on
Discusson Peper Prdiminary  Views on  Accounting Standards for Smadl and
Medium-sized Entities

The FRSB supports the initiative of the Internationd Accounting Standards Board
(IASB) in addressing financid reporting by smal and medium-sized entities (SMES).
We bdlieve it is important that financia reporting concerns of SMEs are addressed at
an internationd levd and in a manner condglent with IFRSs — something which
would not necessarily be the case if the IASB proceeds with the current gpproach of
developing two sets of financid reporting sandards.

However, the FRSB has some fundamental concerns regarding the project and is
strongly opposed to the approach proposed in the Discussion Paper. These concerns
are discussed below.

Title of the Project

We have a concern about the title of the project. Our view is that the title may be
mideading as we bdieve that the project is more akin to differentid reporting
(directed to unlisted entities that are required to prepare genera purpose financia
reports) which permits reporting entities, other than issuers, which meet specified
criteria to apply certain financid reporting dtandards on a differentid or partid bass
rather than accounting by SMEs.

We note that entities which are smdl or medium-szed are often not required to
prepare general purpose financid datements.  Such entities do, however, prepare
financia datements for specid purposes, to support such things as the determination
of the amount of income tax payable to revenue authorities or to support a loan
goplication for bank funding. Our underganding is that the financid Statements
prepared for these tasks and activities are not the subject of this project.
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Our response to the questions is, accordingly, based on our interpretation of the
project. So, reference to SMEs throughout the remainder of this submisson, means
entities which prepare generd purpose financid statements and which may qudify to
use the IASB Standards for SMIEs.

I mportance of the Project for New Zealand

Irrespective of the title of this project, it is a very important one for New Zedland and
the timing of it is cruciad because the decison to adopt IFRSs in New Zedand applies
to dl reporting entities.  Although dl reporting entities are required to apply New
Zedand eguivdents to IFRSs for annua accounting periods beginning on or after
1 January 2007, entities have an option to adopt early for annua accounting periods
beginning on or after 1 January 2005. The requirement for al reporting entities to
adopt IFRSs is different to adoption in the European Union (which gpplies only to
liged entities) and Audrdia (which does not currently have a differentid reporting
framework). Some reporting entities which currently report under the New Zedand
Framework for Differential Reporting will be required to adopt IFRSs from 2005 as
they are subsdiaries of Audtralian or European parent entities.

In developing New Zedand equivdents to IFRSs to date, the FRSB has not yet
congdered differentid reporting exemptions. The two reasons for this are firdly, the
vay short time-frame within which the initid suite of New Zedand standards have
been developed and, secondly, the FRSB has been participating in the SME project
with the IASB through representation on the Advisory Pand. The ideal pogtion for
us would be to adopt the IASB Standards for SMEs as the ongoing New Zedand
differentid reporting dandards.  This would dlow reporting entities qudifying for the
exemptions to assart compliance with the IASB SME framework.  Furthermore,
development of a separate framework in New Zedand would duplicate effort and
likdy make it more difficult for reporting entiies moving from compliance with
IASB Standards for SMIEs to compliance with full IFRSs.

It is imperdtive for us to have a differentia reporting framework in place for reporting
entities to goply for annua accounting periods commencing on or after 1 January
2005.

An example of a sgnificant issue we are currently deding with in New Zedand is the
goplication of the New Zedand equivdent to IAS 41 Agriculture. Agriculture, as you
will be fully aware, is a mgor sector of the New Zedand economy and the
requirement to measure biologicd assets and agriculturd produce a far vaue will
impose dgnificant costs on SMEs.  Representatives from different sectors in the
agriculturd  industry have consgently identified the measurement of biologicd assets
at far vaue particularly bearer assets, as an area where the increased costs of
compliance for entities is likely to exceed any benefits to the users of those financid
datements. The FRSB will need to respond postively to these concerns and wants to
work collaboratively with the IASB. This explains why the FRSB wrote a letter to Sir
David Tweedie in July 2004 offering to work collaboratively with the IASB on the
development of IASB Standards for SMIEs. A copy of the letter is atached to this
submission.

Submission to the IASB on Preliminary Views on
Accounting Standards for Small and Mediumsized Entities Page 2 of 2
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One Framework for All Entities

The IASB Framework for the Preparation and Presentation of Financial Statements

(IASB Framework):

= os out the concepts that underlie the preparation of financd <Staements for
externa users (paragraph 1);

= js concerned with generd purpose financid Statements, which are prepared and
presented a least annudly and are directed toward the common information needs
of awide range of users (paragraph 6);

= goplies to reporting entities (entities for which there are users who rely on the
financid doaements as ther mgor source of financid information about the
entity) (paragraph 8); and

=  daes that the objective of financid Statements is to provide information about the
financid pogtion, performance and changes in financid pogtion of an entity that
is useful to awide range of usersin making economic decisons (paragraph 12).

The Discussion Peper refers to the “needs of users of SME financia statements’ but
does not identify whether the users of SME financid gsatements would be different to
the usars of financid Statements prepared in compliance with full IFRSs nor does it
identify how the needs of the users would differ. The FRSB condders hat the users
of both sets of financid statements would be similar, in which case there would be no
subgantia  difference in ther needs and generd purpose financid datements would
be prepared to meet these information needs. In these circumstances, the 1ASB
Framework should apply to the financid Statements prepared by SMES because they
are generd purpose financia statements.

The IASB Framework has been developed to provide the guiddines from where the
principles for recognition, measurement and disclosure of items included in generd
purpose financid dtatements can be determined. It is, therefore, fundamenta that both
full IFRSs and IASB Standards for SVIEs are developed within the same framework.
This means that the definitions of and recognition criteria for the financid eements
(essats, lidhilities, equity, income and expenses) must be the same, which means that
only disclosures and, posshbly, measurement should be consdered for differentia
treatment based on cost:benefit and, possibly, user needs where these are identified as
being different.

Furtheemore, the IASB Framework discusses the quditative characteristics of
financid datements tha make the information provided in financid Statements useful
to usas. These characteristics will be rdevant to al generd purpose financid
datements, dthough the baance or trade-off between them for SME financid
datements may be different to that of financid datements prepared in compliance
with full IFRSs,

The gpplication of one framework to underpin both sets of financid Statements dso
endbles an entity to trandtion more essly from IASB Standards for SMEs to
compliance with full IFRSs.

Submission to the IASB on Preliminary Views on
Accounting Standards for Small and Mediumsized Entities Page 3 of 3
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Development of Standardsfor SMEs

If, as discussed above, SME financid Statements are genera purpose then it must be
decided what criteria are to be used to determine the avalable exemptions. The
obvious criteria to be used are cost:benefit and user needs. However, because the
proposed criterion for qudifying for SME standards is not being publicly accountable
(a criterion that will capture a wide vaiety of entities), the potentid users of SME
financid datements are likey to be very smilar to, if not the same as, usars of
financid datements prepared in accordance with full IFRSs.  If the users ae
essantidly the same then the primary criterion for determining SME exemptions must
be cost:benefit.

The IASB Framework, paragraph 44, acknowledges that (i) the evauation of benefits
and costs is substantidly a judgemental process, (ii) that the benefits derived from
information should exceed the codts of providing it, (iii) tha the costs do not
necessxily fal on those usars who enjoy the bendfits, (iv) tha benefits may dso be
enjoyed by users other than those for whom the information is prepared and (v) that
dandard setters should be aware of the cost:benefit congtraint and should not impose
additiond compliance costs onto entities when devdoping financid reporting
standards.

The definitions of and recognition criteria for the dements of financid satements will
be the same because they are based on a common framework, therefore the only
exemptions for SMEs should be rdated to disclosure and, possibly, measurement.
The FRSB notes that according to Preiminary View 2, financid reporting standards
for SMEs should “(d) reduce the financid reporting burden on SMEs that want to use
globa dandards’.  Some measurement exemptions would help to achieve this
objective, for example, permitting an SME to use higorica cost when the full IFRS
requires fair vaue, permitting the use of ‘tax vadues as a surrogate of far vaue for
agricultural  produce and biologicd assets where such values are not unreasonable
representations of fair value or permitting the use of tax depreciation letes where such
rates are based on the consumption of the economic benefits embodied in an asset
(and are, therefore, amilar to the rates of depreciation for accounting purposes).

The second annuad survey of business compliance costs conducted by Business New
Zedand in conjunction with KPMG (published August 2004) indicated that,
condgent with the results of the 2003 survey, smdl entities have much higher
compliance costs per employee compared to larger entities. Consultations with New
Zedand condituents regarding the adoption of 1AS 41 Agriculture has indicated that
the requirement to measure biologica assets and agricultural produce a far vaue is
likedy to result in disproportionately increased compliance cods in relation to the
benefits obtained by the users of those financia datements. Furthermore, increased
compliance cogts will result in increased cost of capita for smdler entities. Standard
setters, therefore, have a responshility to consder the increased compliance costs
which may be imposed on entities which are required to prepare financia Statements
in compliance with a set of financid reporting sandards, whether full IFRSs or IASB
Standards for SMEs.

Submission to the IASB on Preliminary Views on
Accounting Standards for Small and Mediumsized Entities Page 4 of 4
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The FRSB recommends, therefore, that the IASB develop an appropriate cost:benefit
framework which can be used for the identification of disclosure and, possbly,
measurement exemptions for SVIEs.

Definition of SME and Application of Standards

The FRSB believes that it would be more gppropriate for loca jurisdictions to define
which entities could be categorised as SMEs. This would enable locd jurisdictions to
reflect the culture and degree of economic development of an entity’s place of
busness when conddering the costbendfit anadlyss to determine which reporting
regimeis most useful to the end users of the financid statementsin that jurisdiction.

Although we agree that IASB Standards for SMEs should not be used by publicly
listed entities, we do not bdieve tha the IASB has any authority to override nationd
laws on his issue. The IASB has dtated that it will not prescribe quantitative size tests
because such tests should be determined by nationd jurisdictions. Smilarly, it is for
nationa jurisdictions to determine which entities are required to prepare generd
purpose financia reports and the bass on which those financid reports are to be
prepared. Furthermore, we would anticipate that virtualy every stock exchange or
nationd securities commisson would require the financid Statements of lised entities
to comply with full IFRSs and believe that those regulators are the appropriate bodies
to make such judgements and regulations.

Format of Standardsfor SMIEs

Another serious concern of the FRSB regarding the proposed approach to the project
is the publication of a separate set of IASB Standards for SMEs. The FRSB requests
that the IASB consder the New Zedand Framework for Differential Reporting as an
dterndive gpproach for identifying financid reporting exemptions. The New Zedand
Framework for Differential Reporting (i) explans the raionde behind differentid
reporting, (i) identifies the three assumptions on which the pronouncement was
developed, (iii) explains the surrogates used for the benefit:cost criterion, (iv) explains
the broad assumptions on which the surrogates are based and (v) sets out the criteria
which qudify entities for differentia reporting exemptions.  In addition, each New
Zedand financid reporting standard identifies the differentid reporting exemptions
avalable for qudifying entities, with disclosure exemptions indicated by the use of an
agterisk next to the relevant disclosure. The New Zedand Framework for Differential
Reporting is discussed after this covering letter and before the detailed submisson. A
copy of the document is adso atached to this submisson for your information.

The Canadian Inditute of Chartered Accountants (CICA) issued a standard on
Differentidl  Reporting, Genera Section 1300 Differential Reporting, which is
effective for fiscd years beginning on or after 1 January 2002. The Canadian
goproach is amilar to the New Zedand approach, that is, the promulgation of a
document which identifies the reporting entiies which qudify for differentid
reporting and the exemptions avalable to those entities. The exemptions are dso
identified in the individua Standards.

An important feature of the approach adopted in New Zedand and Canada is that
there is only one st of dandards. Differentid exemptions are identified within each
sandard and are summarised in the Framework for Differential Reporting itself

Submission to the IASB on Preliminary Views on
Accounting Standards for Small and Mediumsized Entities Page5 of 5
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(Generd  Accounting Section 1300 Differential Reporting in Canada). The
advantages of this approach are that (i) only one set of standards is required to be
published, (ii) the same concepts, principles and guidance ae avalable to dl
reporting entities using the standards, (iii) when an amendment is made to a financid
reporting standard there is no risk tha the amendment is not carried through to the
‘smdle’ gandard, and (iv) trangtioning from differentid reporting to full GAAP is
relaively smple.

The FRSB notes that the emphass in the Discusson Paper is on disclosure
exemptions for SMEs and that very rardly ae there likedy to be recognition or
measurement exemptions. We condder that disclosure exemptions support the use of
an asterisk or other symbol next to a disclosure that an SME is not required to comply
with. This will be a more efficient use of resources and less prone to error as only one
set of standards will be required.

Our detailed comments on the specific questions are atached. If you have any

queries, or require clarification of any matters in the submisson, please contact me or
Vanessa Sedly- Fisher (vanessasedly-fisher@icanz.co.nz)

Yours sncerdy

Mark Hucklesby
DEPUTY CHAIR FINANCIAL REPORTING STANDARDS BOARD
Email: mark.hucklesby@nz.ey.com

Submission to the IASB on Preliminary Views on
Accounting Standards for Small and Mediumsized Entities Page 6 of 6
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TheNew Zealand Framework for Differential Reporting

The Framework for Differential Reporting has been part of the New Zedand financid
reporting framework for the past 10 years. When the document was exposed for
comment 70 submissons were received, most of which indicated strong support for
the proposals. Approximatdy 90-95% of reporting entities in New Zedand are
eligible to take advantage of the differentid reporting exemptions.

The purpose of differentid reporting in New Zedand is to dlow reporting entities,
other than issuers, which meet specified criteria to apply certain financid reporting
dandards on a differentia or partid bads. These ‘qudifying entities are exempted
patly or fully from gpecific financid reporting Sandards.  The Framework for
Differential Reporting only applies to entities which are required to prepare generd
purpose financid reports, tha is, reports that are intended to provide information to
meet the needs of externd users who are unable to require or contract for the
preparation of specia purpose reports to meet their specific information needs.

The primary objective of the Framework for Differential Reporting is to address the

cods of compliance faced by reporting entities when preparing financid reports. It

was developed on the basis of the following three assumptions.

= Compliance with financid reporting Standards creates costs (usudly for the
reporting entity) and benefits (usudly for the users of the financid reports);

= Compliance should be required only when the benefits of compliance exceed the
cogts, and

= Fnancid reporting standards will be more accepted if they apply only where
benefits are generally perceived to exceed costs.

To measure the costs and benefits of financid reporting is a difficult process so the

Framework for Differential Reporting uses surrogates based on broad assumptions:

= Public accountability — more benefits are derived from generd purpose financid
reports of entities with an increased public accountability because these reports are
likdy to have more usars.  (An entity has public accountability in New Zedand if
(i) & any time during the current or the preceding reporting period the entity was
an issuer as defined in the Financid Reporting Act 1993 (induding listed entities,
registered banks, certain insurers and unit trusts) or (ii) the entity has the coercive
power to tax, rate or levy to obtain public funds (that is, public sector entities such
asthe Crown and Loca Authorities).)

=  Separation between owners and governing body of an entity — generdly not as
great a level of accountability arises when dl the owners of an entity are ds0
members of its governing body.

= Sze — in gened, the lager the entity the more extensve the group of users
benefiting from the information provided in the entity’s financid report, and the
greater the benefit likely to be derived.

The FRSB acknowledges that such surrogates are not the only ones, and may not
necessarily be the most appropriate, which can be used but they have provided a
framework for identifying financid reporting exemptions.

Submission to the IASB on Preliminary Views on
Accounting Standards for Small and Mediumsized Entities Page 7 of 7
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The Framework for Differential Reporting sets out the criteria which qudify entities
for differentia reporting exemptions. These are that the entity does not have public
accountability and:

= At the end of the reporting period, dl of its owners are members of the entity’s

governing body; or
= Theentity isnot large.

The Framework for Differential Reporting includes an gppendix which ligs (i) the
differentid reporting exemptions in each New Zedand financid reporting standard
(FRS) and (ii) the FRSs which contan no exemptions, which must therefore be
complied with in full.  Furthemore, each New Zedand FRS includes, in the
Application section, the differentid reporting exemptions avalable in that Standard
together with a datement that entities adopting the exemptions are not required to
disclose the information denoted with an agterisk in the Standard. A reporting entity
is required to disdlose the bass on which it qudifies for differentid reporting
exemptions and which of the exemptions it has taken advantage of .

Submission to the IASB on Preliminary Views on
Accounting Standards for Small and Mediumsized Entities Page 8 of 8
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Response to Specific Questions

Issue 1. Should thelnternational Accounting StandardsBoard (I ASB) develop special financial
reporting standardsfor SMEs?

Preliminary view 1.1—- Full IFRSsaresuitablefor all entities. The objective of financial statements
as set out in the IASB Framework is appropriate for SMEs aswell asfor entities required to follow full
IFRSs. Therefore, full IFRSs should be regarded as suitable for all entities. (“Full IFRSs’ are
Standards and I nterpretations adopted by the IASB. They comprise International Financial Reporting
Standards, International Accounting Standards and Interpretations originated by the International
Financial Reporting Interpretations Committee or the former Standing I nterpretations Committee.)

Question 1a. Do you agreethat full IFRSs should be considered suitable for all entities? If not, why
not?

FRSB response

The FRSB agrees with this preliminary view but consders that the IASB should
specify that full IFRSs are suitable for dl reporting entities as it is reporting entities
that are required to prepare generd purpose financial reports. The FRSB does not
agree that full IFRSs should be considered suitable for dl entities, as many smdll
entities will have no obligation to prepare generd purpose financid statements for
externa users and should, therefore, not be required to comply with IASB standards.

Paragraph 8 of the IASB Framework statesthat “A reporting entity is an entity for
which there are users who rely on the financid statements as their mgor source of
financid information about the entity.” Such entities would prepare generd purpose
financia statements (referred to in paragraph 6 of the |ASB Framework) to meet the
information needs of awide range of users.

In New Zedland, areporting entity is defined in the Financid Reporting Act 1993 as
(i) anissuer, or (ii) acompany, other than an exempt company, or (iii) aperson that is
required by any Act, other than this Act, to comply with thisAct asif it werea
reporting entity. Part (iii) of the definition captures many entities that may not
otherwise be required to prepare genera purpose financial statements because many
datutes governing entities other than companies refer to the Financid Reporting Act
1993 for financid reporting requirements. The Financia Reporting Act 1993 aso
requires the financid statements of areporting entity to comply with generaly
accepted accounting practice (defined in section 3), which includes compliance with
goplicable financid reporting standards.

There are dso many smal entities which have no reporting obligations and we would
not wish such entities to be inadvertently captured by IFRSs, or even IASB Standards
for SMEs, as this would impose undue compliance costs on such entities. The FRSB,
therefore, recommends that the wording in preliminary view 1.1 should be amended

to read “Full IFRSs are suitable for al reporting entities as identified in paragraph 8 of
the|ASB Framework.”

Submission to the IASB on Preliminary Views on
Accounting Standards for Small and Mediumsized Entities Page 9 of 9
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Preliminary view 1.2— The Board will develop standardsfor SMEs. The Board will develop a set

of financial reporting standardsthat is suitable only for those entities that do not have public
accountability (“1ASB Standards for SMES”). Those standards would not be intended for use by
publicly accountable entities, including those whose securities have been listed for trading in apublic
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.

Question 1b. Do you agree that the Board should devel op a separate set of financial reporting
standards suitablefor SMES? If not, why not?

FRSB response
The FRSB agreesthat the IASB should develop financia reporting sandards suitable
for SMEs but does not agree that it should be a separate set of standards.

If the IASB considersthet full IFRSs are suitable for dl entities (Prdiminary view 1),
full IFRSs should be the basis for IASB Standards for SMEs. If, asis proposed, the
|ASB extracts basc principles and mandatory guidance from full IFRSs as abass for
IASB Standards for SMEs then some of the basic principles and mandatory guidance
will be taken out of their current context, which could result in a different

interpretation being placed on the content of the SME standard. Furthermore, thereis
no explanation in the Discussion Paper regarding a framework or criteria to be used
for determining the appropriate content to be extracted from the full IFRSs. Such an
gpproach could result in inconsistencies arisng among the IASB Standards for SMEs
and between full IFRSs and IASB Standards for SMEs.

We reterate the advantages of publishing only one set of standards, which are (i) the
same concepts, principles and guidance are avalable to dl entities usng the
dandards, (i) when an amendment is made to a financid reporting standard there is
no risk that the amendment is not caried through to the ‘smdler’ standard, (iii)
trangtioning from differentid reporting to full GAAP is rdaivdy smple and (iv)
publication of one set of gandardsis a more efficient use of resources.

Furthermore, SMEs will not want to incur the additiond cost of purchasing two sets
of sandards, which iswhat will be required when an accounting recognition or
measurement issue is not dedlt with in the IASB Standards for SMEs and the entity
needsto refer to full IFRSs. (Refer to Issue 4 and Preliminary view 4)

Preliminary view 1.3— Disclose the basis of presentation. If an entity follows|ASB Standards for
SMEs, the basis of presentation note and the auditor’ s report should make that clear.

Question 1c. Do you agreethat | ASB Standards for SMEs should not be used by publicly listed
entities (or any other entities not specifically intended by the Board), even if national law or
regulation wereto permit this? Do you also agree thatif the | ASB Standardsfor SMEs are used by
such entities, their financial statements cannot be described as being in compliance with |FRSsfor
SMESs? If not, why not?

FRSB response
The FRSB agrees with this preliminary view that if an entity follows IASB Standards
for SMIEs, the basis of presentation note and the auditor’ s report should make that

Submission to the IASB on Preliminary Views on
Accounting Standards for Small and Mediumsized Entities Page 10 of 10
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clear. Thebasison which financid statements are prepared isimportant information
for users of the financia Satements.

Although we agree that IASB Standards for SMEs should not be used by publicly
listed entities, we do not believe that the IASB has any authority to override nationa
lawson thisissue. The IASB has ated that it will not prescribe quantitetive size tests
because such tests should be determined by nationd jurisdictions. Similarly, it isfor
nationd jurisdictions to determine which entities are required to prepare generd
purpose financid reports and the basi's on which those financia reports are to be
prepared.

Issue2. What should be the objectives of a set of financial reporting standardsfor SMES?

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

(@)  provide high quality, understandabl e and enforceabl e accounting standards suitable for SMEs

globally;
(b)  focuson meeting the needs of users of SME financial statements;
(c)  behbuilt on the same conceptual framework as |FRSs;
(d)  reducethefinancial reporting burden on SMEs that want to use global standards; and

(e)  dlow easy transition to full IFRSs for those SMEs that become publicly accountable or choose

to switch to full IFRSs.

Question 2. Arethe objectives of |ASB Standardsfor SMEs as set out in preliminary view 2
appropriate and, if not, how should they be modified?

FRSB response
The FRSB agrees with the objectives of IASB Standards for SMES as set out in
preliminary view 2 above.

The Discussion Paper proposes that the criterion used to distinguish those entities that
are ableto use IASB Standards for SMEs shoud be “public accountability”. Such a
criterion would mean that a very wide range of entities would not qualify to use the
IASB Standards for SMEs. Consequently, the range of potential users of SME
financid statementsislikely to be as greet, or dmost as grest, as for full IFRS
financid statements. The Discussion Paper makes severd references to “the needs of
users of SME financid statements’ but there is no explanation of how the needs of
such users differ from the needs of users of financid statements prepared on the basis
of full IFRSs, if in fact the users do have different needs. If the IASB consders that
the needs of the users of SME financid statements are different to the needs of users
of financia statements prepared on the basis of full IFRSs, the IASB needs to identify
and articulate these differences.

Submission to the IASB on Preliminary Views on

Accounting Standards for Small and Mediumsized Entities Page1lof 11
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Issue 3. For which entitieswould | ASB’s Standardsfor SM Esbeintended?

Preliminary view 3.1— No sizetest. The Board should describe the characteristics of the entities for
which the IASB Standards for SMEs areintended. Those characteristics should not prescribe
quantitative ‘sizetests’. National jurisdictions should determine whether all entities that meet those
characteristics, or only some, should be required or permitted to use |ASB Standards for SMEs.

Question 3a. Do you agree that the Board should describe the characteristics of the entitiesfor
which it intends the standards but that those characteristics should not prescribe quantitative ‘ size
tests' ? If not, why not, and how would an appropriate size test be devel oped?

FRSB response

The FRSB agrees with this preliminary view. Nationd jurisdictions should have
respongbility for determining any size test in order that the quantitative criteria used
are appropriate to that jurisdiction. Thisresponsbility also enables nationd
jurisdictions to make changes to the Size criteria as and when appropriate.

Preliminary view 3.2— Public accountability principle. Public accountability is the overriding

characteristic that distinguishes SMEs from other entities. Full IFRSs, and not IASB Standards for

SMEs, are appropriate for an entity that has public accountability. An entity has public accountability

if:

€) thereisahigh 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 3.5— Scope: all entitiesthat do not have public accountability. The Board
intends to include all entities that do not have public accountability as potential adopters of IASB
Standards for SMEs.

Question 3b. Do you agreethat the Board should devel op 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 asonly the relatively larger onesor only therelatively smaller ones?
If not, why not?

Preliminary view 3.3— Presumptiveindicatorsof public accountability. A business entity would

be regarded as having public accountability, and therefore should follow full IFRSs, if it meets any one

of the following criteria:

(@) ithasfiled, oritisinthe process of filing, itsfinancia statementswith a securities commission
or other regulatory organisation for the purpose of issuing any class of instrumentsin a public
market;

(b) itholdsassetsinafiduciary capacity for abroad group of outsiders, such as a bank, insurance
company, securities broker/dealer, pension fund, mutual fund, or investment banking entity;

(c) itisapublicutility or similar entity that provides an essential public service; or

(d) itiseconomically significant inits home country based on criteria such astotal assets, total
income, number of employees, degree of market dominance, and nature and extent of external
borrowings.

Question 3c. Do thetwo principlesin 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’? 1f not, how would you
change them?

Submission to the IASB on Preliminary Views on
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FRSB response

The FRSB agreesthat the IASB should develop standards that would be suitable for
al reporting entities that do not have public accountability (Question 3b) but has some
fundamentd concerns regarding the principles and presumptive indicators of public
accountability and their gpplication in New Zedland (Question 3c), particularly asthis
will result in more New Zedand entities being required to comply with full IFRSs.

We note that principle (b) of public accountability and presumptive indicator (C) are
amogt identica in wording and query why the criteriais included as a principle for
and as a presumptive indicator of public accountability.

The decision to adopt IFRSs in New Zedand applies to dl reporting entities for
annua accounting periods commencing on or after 1 January 2007, with an option for
entities to early adopt for annua accounting periods commencing on or after

1 January 2005. Reporting entities include issuers, companies other than exempt
companies (defined in the Financia Reporting Act 1993) and persons required by any
Act, other than the Financid Reporting Act 1993, to comply with the Financid
Reporting Act 1993 asif it were areporting entity. The definition captures indirectly
many public benefit entities (public sector and not-for-profit entities) because severa
gatutesin New Zedand include a reference to the reporting requirements of the
Financid Reporting Act 1993. Thisis different to adoption in the European Union,
which only gppliesto listed entities, and to adoption in Austrdia, which does not have
adifferentia reporting framework.

|dedlly we would wish to adopt the IASB Standards for SMEsin New Zedland as our
differentid framework for New Zedand equivadentsto IFRSs asthiswould (i) alow
entities qualifying for the exemptions to assert compliance with an IASB SME
framework, (ii) ensure that there is condstent and comparable reporting among

entities and (iii) enable entities to trangtion more easlly from IASB Standards for
SMEsto compliance with full IFRSs.

The New Zedand Framework for Differential Reporting uses three broad assumptions
as surrogates for the benefit:cogt criterion, which is used to identify differentia
reporting exemptions. The three assumptions are:

(@ More benefits are derived from the generd purpose financid reports of entities
with public accountability because the reports of such entities are likely to have
more users (public accountability).

(b) Thereisgeneraly no accountability requirement when al of the owners of an
entity are dso members of the governing body. Where the owners and
governing body of an entity are different, an accountakility requirement arises
which increases the vaue of the entity’s generd purpose financia reports and
greater benefit islikely to be derived (separation of owners and governing
body).

(0 Ingenerd, thelarger an entity, the more extensive the group of users benefiting
from the information provided in its generd purpose financid reports, and the
grester the benefit likely to be derived (Sze).

An entity qudifiesfor differentid reporting when it has no public accountability and
at balance date, dl of its owners are members of the entity’ s governing body or the
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entity isnot large in terms of the Sze criteriaidentified in the Framework for
Differential Reporting. However, if aparent or ultimate controlling entity has the
coercive power to tax, rate or levy to obtain public funds, a controlled entity can use
only the size criteriato qudify for differentid reporting. This requirement prevents
large public sector entities from gpplying differentid reporting on the basis of no
separation between owners and the governing body.

Application of the IASB principles and presumptive indicators of public
accountability will capture many New Zedand reporting entities which currently
quaify for differentid reporting in New Zedand, with aresulting increase in
compliance cogts for such entities.

| ASB public accountability New Zealand public accountability
An entity has public accountability when: An entity has public accountability for
(@ thereisahigh degree of outdde the purposes of this Framework if:
interest in the entity from non- (@ & any timeduring the current or
management investors or other the preceding reporting period, the
stakeholders, and those stakeholders entity (whether in the public or
depend primarily on externd private sector) was an issuer as
financid reporting as their only defined in the Financid Reporting
means of obtaining financia Act 1993 (listed entities, insurers
information about the entity; or and unit trusts); or
(b) the entity has an essentid public (b) theentity has the coercive power to
service respongbility because of the tax, rate or levy to obtain public
nature of its operations. funds (thet is, public sector entities
such as the Crown and Local
Authorities).

The New Zedand definition isSmilar to principle (a) and presumptive indicators (a)
and (b) of public accountability. The FRSB, therefore, agrees with this principle and
these presumptive indicators as they are consistent with the current position in New
Zedand.

However, principle (b) of the IASB concept of public accountability (and presumptive
indicator (c)) will be problematic in New Zealand because of the application of IFRSs
to public sector entities. Schools will have public accountability asthey have an
essentia public service responsbility because of the nature of operations and will be
required to prepare financid satementsin compliance with full IFRSs. These entities
currently qudify for differentia reporting in New Zealand based on no public
accountability (no coercive power to tax, rate or levy to obtain public funds) and their
sze. The FRSB bdieves thet the examples of entities having an essentid public
sarvice respongbility (electric, gas, telephone, water) identified in the Discussion

Paper would often fal within the definition of reporting entitiesin jurisdictions which
have such a concept and would therefore have public accountability under principle
(8. Furthermore, such entities would have public accountability under presumptive
indicator (d) (if it isretained) asthey are usudly economically sgnificant in their

home country.
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Application of New Zedand equivdentsto IFRSsto dl reporting entities will result in
many entities currently reporting under the Framework for Differential Reporting who
early adopt New Zedland equivaentsto |FRSs being captured, for example, closaly-
held entities and subsidiaries which currently qudify for differentiad reporting on the
grounds of no public accountability and no separation of ownership from the
governing body of the entity (such an entity could have public accountability under
the IASB definition as aresult of the entity being large according to the Size criteria).
Many subsidiary companies which qudify for differentid reporting have an overseas
parent entity (European or Austrdian) and these subsidiary companies will be
required to adopt New Zealand equivaentsto IFRSs early from 2005. The loss of
differentia reporting exemptions will result in additiona costs for these entities with
little or no additiond benefits.

Regarding presumptive indicator (d), the FRSB acknowledges that the size of an
entity can and does have an impact on the community. However, whether Sze done
isan appropriate indicator of public accountability, and hence a criterion for an entity
to prepare generd purpose financid statements that comply with full IFRSs, is
debatable. Whileit can be argued that an economicaly sgnificant entity hasan
impact on its community, particularly if the entity ceases or reducesitsleve of
trading, thisis not necessarily areason for an entity to be compelled to prepare
finencid satementsin compliance with full IFRSs. Much of the information sought
by stakeholders may be non-financid and may be available through media other than
financid datements, for example in-house publications that are available to
employees and press articles.

As mentioned previoudy, the FRSB believes that the determination of which entities
should be required to prepare generd purpose financid statements should be
undertaken by locd jurisdictionsin order that the locd environment can be
congdered. Furthermore, the FRSB believes that presumptive indicator (d) should be
given further consideration beforeit is accepted as an indicator of public
accountability.

Preliminary view 3.4— Required assent of all owners. An entity that does not satisfy any of the
presumptive indicators of public accountability would neverthel ess be regarded as having public
accountability unlessit hasinformed al of its owners, including those not otherwise entitled to vote,
that it intends to prepareits financial statements on the basis of IASB Standards for SMEs rather than
on the basis of IFRSs, and none of those owners objectsto using IASB Standards for SMEs.

Question 3d. Do you agreethat an entity should be required to use full IFRSsif one or more of the
owners of its shares object to the entity’ s preparing its financial statements on the basis of | ASB
Standardsfor SMEs. If not, why not?

FRSB response

The FRSB does not agree with this preliminary view. The FRSB congders that such
an option potentidly gives too much power to any one dissdent owner and would
prefer that owners holding a minimum percentage of shares (for example, 5%, or such
percentage asis determined gppropriate by nationd jurisdictions) have the ability to
require the entity to comply with full IFRSs. However, the FRSB acknowledges that
in some circumstances the outcome would be the same irrespective of whether one
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owner or owners with aminimum shareholding reguire the entity to prepare its
financial statements on the basis of full IFRSs because one owner could own the
reguired minimum shareholding.

Preliminary view 3.6 — Subsidiaries, joint venturesand associates. If asubsidiary, 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 Standards for SMEs, in its separate financial statements.

Question 3e. Do you agreethat if a subsidiary, joint venture, or associate of an entity with public
accountability preparesfinancial information in accordance with full | FRSsto meet the
requirements of its parent, venturer, or investor, the entity should comply with full IFRSs, and not
IASB Standardsfor SMEs, in its separate financial statements? |f not, why not?

FRSB response

The FRSB does not agree that a subsidiary, joint venture or associate of an entity with
public accountability should be required to prepareits own financid satementsin
accordance with full IFRSs. The subsidiary, joint venture or associate of an entity
with public accountability does not necessarily itsdf have public accountability. The
Discussion Paper specificaly states that IASB Standards for SMIEs are for gpplication
by entities which do not have public accountability. A subsidiary, joint venture or
associate of a parent entity with public accountability should, therefore, be able to
apply the IASB Standards for SMEsin the preparation of its own financia statements
if it does not itself have public accountability.

As mentioned earlier, many subsidiariesin New Zedand qudify for differentid
reporting and the requirement for such entities to prepare financid statementsin
compliance with full IFRSs would impose additiond costs on these entities with little
or no corresponding benefit.

Furthermore, the parent entity, venturer or investor does not necessarily obtain the
information required for the consolidated financia statements from the financid
gatements of the subsidiary, joint venture or associate. The relevant information is
more often obtained from a schedule supplied by the parent entity, venturer or

investor and completed by the subsdiary, joint venture or associate. We consider that
requiring such subsdiaries, joint ventures or associates to complete their own

financid statements in accordance with full IFRSsisimposing an unnecessary cost on
such entities,

Issue4. If IASB Standardsfor SMEsdo not addressa particular accounting recognition or
measur ement issue confronting an entity, how should that entity resolve the issue?

Preliminary view 4— Mandatory fallback to IFRSs. If IASB Standards for SMEs do not address a
particular accounting recognition or measurement issue that is addressed in an IFRS, the entity would
berequired to look to that IFRS to resolve that particular issue only. The entity would continue to use
IASB Standards for SMEs for the remainder of itsfinancial reporting. Each IASB Standard for SMESs
should explicitly mention the required fallback to IFRSs.
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Question 4. Do you agreethat if | ASB Standardsfor SMEs do not address a particular accounting
recognition or measurement issue, the entity should be required to look to the appropriate |FRS to
resolve that particular issue? If not, why not, and what alternative would you propose?

FRSB response
Asoutlined earlier, the FRSB does not consider that there should be recognition
exemptionsin IASB Standards for SMEs.

The FRSB does agree that the entity should be required to look to the appropriate
IFRS to resolve a particular measurement issue if it is not addressed in the IASB
Standard for SMEs but notesthat if the measurement exemptions are indicated within
IFRSs, as recommended by the FRSB, the question of an IASB Standard for SMES
not addressing a particular accounting measurement issue will not arise. Furthermore,
an SME will be required to purchase an additiona set of tandardsif it is required to
look to the gppropriate |FRS to resolve an issue not addressed in the IASB Standards
for SMEs.

The FRSB has a concern that an IASB Standard for SMEs not addressing a particular
accounting measurement issue for an SME may be indicative of awider problem with
the project, for example, not having an appropriate framework for determining which
requirements should be subject to an exemption. The omisson of anissueis highly
probable if no appropriate frameworks (identifying the needs of users of SME
financia statements and/or cost-benefit andyss) are developed for identifying the
financid reporting exemptions.

A further matter to be congdered is disclosure of the basis on which the financiad
gatements have been prepared as the financid statements will be in compliance with
(mainly) IASB Standards for SMEs except for the issue accounted for in accordance
with the appropriate full IFRS. We consder that entities should be required to
specificaly disclose when they have reverted to an IFRS for resolution of an issue and
the treetment gpplied under the IFRS.

Issue5. May an entity using |ASB Standardsfor SMEse€lect tofollow atreatment permitted in
an |FRSthat differsfrom thetreatment in therelated |ASB standard for SMES?

Preliminary view 5— Optional reversion to an IFRS. If an |ASB standard for SMEs provides an
exemption or simplification from arecognition or measurement requirement in the related IFRS, an
entity that uses |ASB Standards for SMEs would not be prohibited from applying the related IFRS in
its entirety, while otherwise continuing to use IASB Standards for SMEs. Optional reversion would
not be permitted for only some, but not for all, principlesin therelated IFRS.
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Question 5a. Should an SME be permitted to revert to an | FRSif the treatment in the SME version
of the | FRS differsfrom thetreatment in the IFRS, or should an SME be required to choose only
either the complete set of | FRSs or the complete set of SME standards with no optional reversion to
individual IFRSs? Why?

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

(a
(b)

(©)

required to revert tothe | FRSin its entirety (a standard-by-standard approach);

permitted to revert to individual principlesin the IFRS without restriction while continuing to
follow the remainder of the SME version of the | FRS (a principle-by-principle approach); or
required to revert to all of the principlesin the | FRS that are related to the treatment in the
SME version of that | FRS while continuing to follow the remainder of the SME version of the
I FRS (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.

FRSB response

The FRSB agrees that an entity should be permitted to revert to individud IFRSs
(Question 5a) where the measurement in an IASB Standard for SMEs differs from
that in the IFRSs and that in such circumstances the entity should be required to revert
to the IFRSin its entirety (Question 5b option (8)). We consider that, based on the
gpplication of one framework to dl generd purpose financid statements, the
recognition criteriafor financid dementswill dways be identicd, therefore an entity
should not be able to choose from a selection of recognition principles. We aso
consder that there should rarely be a choice of measurement bases. What is
important isthat (i) the IASB cdlearly identifies the exemptions and, where
gopropriate, any related disclosures, (i) the identification of such exemptionsis based
on an gppropriate framework, (iii) the exemptions are clearly identified within eech
standard and (iv) entities are required to disclose the exemptions that they take
advantage of.

For example, one of the differentia reporting exemptions available in New Zedand
relates to Property, Plant and Equipment. In respect of items of property, plant and
equipment accounted for under the hitorical cost method, the entity may adopt the
rates of depreciation applicable for income tax purposes. Theincome tax rates of
depreciation in New Zedand are determined based on the consumption of the
economic benefits embodied in an asset and are, therefore, closely digned to the
accounting treatment. The rates are constantly monitored and reviewed by Inland
Revenue and amended when necessary. For this reason thereis often very little
difference between the amount of depreciation caculated for income tax purposes and
the amount of depreciation reported in the financial statementsin the financia
satements of SMEs. If an entity electsto adopt this exemption, it (i) isaso exempted
from the requirement to review the useful lives of the assets and the depreciation
method used, (ii) is required to expense al borrowing costs incurred, (iii) is exempted
from the related disclosures and disclosures that are not applicable because of the
exemption adopted, but (iv) must subject the assats to the norma impairment testing.
However, if an entity elects not to adopt the exemption, it is required to comply with
al the requirements of the standard.
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The application of income tax depreciation rates by SMEs further reduces the cost of
preparing financid statements because of the consequentia effects of no deferred tax
being calculated on the depreciated assets.

Issue 6. How shouldthe Board approach the development of IASB Standardsfor SMES? To
what extent should the foundation of SM E standar ds be the conceptsand principlesand related
mandatory guidancein |FRSs?

Preliminary view 6— IFRSsarethe starting point for developing SME standards. Development of
IASB Standards for SMEs should start by extracting the fundamental concepts from the IASB
Framework and the principles and related mandatory guidance from |FRSs (including Interpretations).

Question 6. Do you agree that development of | ASB Standards for SMEs should start by extracting
the fundamental concepts from the Framework and the principles and related mandatory guidance
from IFRSs (including I nterpretations), and then making modifications deemed appropriate? If not,
what approach would you follow?

FRSB response

The FRSB does not agree with the approach being proposed by the IASB. We
believe, as discussed earlier, that there should be a common framework for dl genera
purpose financid statements, which meansthat there is no necessity to extract the
fundamenta concepts from the IASB Framework. We aso bdlievethat dl
exemptions should be separately identified within the rdlevant IFRS, which would
mean that the concepts, principles and mandatory guidance in IFRSs are automaticaly
relevant for and available to SMEs.

Nationd jurisdictions that have dected to adopt IFRSs are unable to make changes to
the wording of the internationd standards, particularly if they wish to ensure that
entities are able to assert that their financid statements comply with IFRSs. One of
the reasons for not changing the standards is to ensure that the requirements are not
inadvertently changed, which could result in incongstencies and incompatibilities
between standards. The IASB is now proposing to ‘extract the fundamental concepts
(which should be identicd for dl reporting entities) from the IASB Framework and
the principles and reated mandatory guidance from IFRSs. Extracting this
information could result in meanings being changed because the extracts have been
taken out of their origind context. Thiswould, then, result in incons stencies between
full IFRSs and the IASB Standards for SMIEs.

Issue?. If IASB Standardsfor SMEsare built on the conceptsand principlesandrelated
mandatory guidancein full IFRSs, what should bethe basisfor modifying those conceptsand
principlesfor SMES?

Preliminary view 7.1— Justification for modifications. Any modificationsto the concepts or
principlesin IFRSs must be based on the identified needs of users of SME financial statements or cost-
benefit analyses.

Question 7a. Do you agree that any modifications for SMEsto the concepts or principlesin full

| FRSs must be on the basis of the identified needs of users of SME financial statements or cost-
benefit analyses? |f 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 IFRSsin
an SME context?
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FRSB response

The FRSB agrees that any modifications to the concepts or principlesin IFRSs must
be based on the identified needs of users of SME financiad statements (when the IASB
has appropriately identified such needs) or cost-benefit andyses. We consider that
important aspects of this project are the identification of the needs of users of SME
financia statements where these are different from the needs of users of financid
gatements based on full IFRSs and the establishment of criteria which can be gpplied
when identifying reporting exemptions under cost-benefit analyses.

Although the IASB Discussion Paper refers to the needs of users of SME financid
datements, there is no congderation or discusson of how or where these needs differ
from the users of financid statements prepared in compliance with full IFRSs. As
discussed earlier, the FRSB is not convinced that the needs of users of SME financid
gatements are necessarily different from the needs of users of financid statements
prepared in compliance with full IFRSs. Likewise, thereisno mention in the IASB
Discussion Paper of any criteriawhich can be used for a cost-benefit andyss.

Differentia reporting was introduced in New Zedland because there was acceptance

that the benefits and costs of compliance with financia reporting standards differ

among reporting entities. The New Zealand Framework for Differential Reporting

has been developed on the basis of the following assumptions.

(& compliancewith financid reporting standards crestes costs (usudly for the
reporting entity) and benefits (usudly for the users of the financia reports);

(b) compliance should be required only when the benefits of compliance exceed the
cogts, and

() financid reporting standards will be more accepted if they goply only where
benefits are generaly agreed to exceed codts.

The benefit:cost criterion is met when the benefits of financia reporting requirements
outweigh the costsimposed. All costs of compliance should be considered when
gpplying the benefit:cost criterion to financid reporting requirements. The benefits
are more difficult to determine and messure and may be derived by the entity itsdf,
by those to whom the entity is accountable or by those who have some other interest
inthe entity. The benefits are consdered to increase with (i) the number and diversity
of users, (i) their information needs and (iii) the quaitative characterigtics of the
information, such asrdiability, relevance and timeliness.

To messure the costs and benefits of financia reporting requirementsiis difficult
therefore the New Zedland Framework for Differential Reporting uses surrogates
based on the following broad assumptions.

(@ More benefits are derived from the generd purpose financid reports of entities
with public accountability because the reports of such entities are likely to have
more Users.

(b) Thereisgenerdly no accountability requirement when dl of the owners of an
entity are dso members of its governing body. However, where the owners and
the governing body of an entity are different, an accountability requirement
arises. Inthis case, the vaue of the entity’ s generd purpose financid reports to
users may be expected to increase, and greater benefit islikely to be derived.

Submission to the IASB on Preliminary Views on
Accounting Standards for Small and Mediumsized Entities Page 20 of 20



lnstituiv of
H H CITARTERTT ACCQIUNTANTS
b ;

of New Zewland

(0 Ingenerd, thelarger the entity, the more extensve the group of users benefiting
from the information provided in its generd purpose financid reports, and the
greater the benefit likely to be derived.

Using these three broad assumptions, the surrogates for the benefit:cost criterion for a
reporting entity ares

(& public accountability;

(b) separation of owners and governing body of an entity; and

(o gze

An entity qudifies for differentid reporting exemptions when the entity does not have
public accountability and:

() a baancedate, dl of its owners are members of the entity’ s governing body; or
(i) theentity isnot large (in terms of the Size criteria identified).

Approximately 90-95% of reporting entitiesin New Zedand qudify for differentia
reporting under the New Zealand Framework for Differential Reporting.

Preliminary view 7.2— Likelihood of disclosure and presentation modifications. It islikely 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 disclosure relative to full
IFRSs.

Question 7b. Do you agreethat it islikely that disclosure and presentation modificationswill be
justified on the basis of user needs and cost-benefit analyses and that the disclosure modifications
could increase or decreasethe current level of disclosurefor SMEs? If not, why not?

FRSB response

Provided that the IASB is able to differentiate the user needs of SME financia
gatements, the FRSB agrees with this preliminary view asit tiesin with objectives (b)
and (d) identified in preliminary view 2 dedling with the objectives of IASB Standards
for SMEs.

Preliminary view 7.3— Rebuttable presumption of no recognition and measurement

modifications. Therewould be arebuttable presumption that no modifications would be made to the
recognition and measurement principlesin IFRSs. Such modifications can be justified only on the
basis of user needs or cost-benefit analyses.

Question 7c. Do you agree that, in developing standards for SMEs, the Board should presume that
no modification would be made to the recognition or measurement principlesin | FRSs, though that
presumption could be overcome on the basis of user needs and a cost-benefit analysis? If not, why
not?

FRSB response

As discussed earlier, the FRSB does not agree that there should be any recognition
exemptions on the grounds that there should be one framework relevant to al generd
purpose financid statements.
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However, the FRSB agrees that measurement exemptions should only be justified on
the basis of cost-benefit analyses, congstent with objective (d) identified in
preliminary view 2 dedling with the objectives of IASB Standards for SMEs.

An example of a measurement modification under the New Zedand Framework for
Differential Reporting isfor invesment properties. The required “full GAAP’
measurement bassis a vauaion. However, entities that qualify for differentia
reporting may choose to use historicd cost. We intend retaining these requirements
under the New Zedland equivalentsto IFRSs. Currently IAS 40 permits both
measurement bases for al entities. Once the |ASB establishes separate standards for
SMEs, it is possible that the IASB would require vauation for entities that have
public accountability (full IFRSS), but would continue to alow the choice under the
IASB Standard for SMEs. In thisway, the IASB would be able to reduce available
options and increase the overdl quality of full IFRSs, but acknowledge the
cost:benefit argument for requiring vauation by SVIES.

Issue8. Inwhat format should |ASB standardsfor SMEs be published?

Preliminary view 8.1— Separatevolume. |ASB Standards for SMEs should be published in a
separate printed volume. The Board may also use other means of publication, such as web publishing.

Question 8a. Do you agree that | ASB Standards for SMEs should be published in a separate printed
volume? If you favour including them in separate sections of each | FRS (including I nterpretation)
or some other approach, please explain why.

FRSB response

The FRSB does not agree that IASB Standards for SMEs should be published in a
separate printed volume because of the advantages of publishing one set of sandards,
which are (i) the same concepts, principles and quidance are available to dl entities
using the standards, (ii) when an amendment is made to afinancia reporting standard
there is no risk that the amendment is not carried through to the ‘smaler’ standard,
(iii) trandtioning from differentid reporting to full GAAP isrdatively smple and (iv)
publication of one set of sandardsisamore efficient use of resources.

Preliminary view 8.2— Organised by IAS/IFRS (and I nter pretation) number. 1ASB Standards for

SMEs should:

a. follow the IAS/IFRS (and Interpretation) numbering system —ie SME-IAS 1, SME-IAS 2, etc. and
SME-IFRS 1, SMEIFRS 2, €tc.; and

b. not be reorganised by topic, such asintegrated in a balance sheet - income statement lineitem
sequence like the UK Financial Reporting Standard for Smaller Entities (FRSSE).

Question 8b. Do you agreethat | ASB Standards for SMEs should be organised by IAS/IFRS
number rather than in topical sequence? If you favour topical sequence or some other approach,
please explain why.

FRSB response

The FRSB reiterates its disagreement to the publishing of a separate set of IASB
Standards for SVIEs because of the risks of incons stencies among standards,
amendments not being carried through to the ‘smdler’ standards, the coststo SMEs of
possibly needing to purchase two sets of standards and the inefficient use of resources
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to publish two sets of andards. However, if the IASB continues with its proposed

approach and publishes a separate set of standards, the FRSB agrees that these
standards should be organised by IAS/IFRS number.

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

Question 8c. Do you agreethat each | ASB Standard for SMEs should include a statement of its
objective, a summary and a glossary of key terms?

FRSB response

The FRSB does not agree that a separate set of IASB Standards for SMEs should be
published. We consider that the publication of a separate set of standards, including a
statement of objectives, asummary and aglossary of key termsis an inefficient use of
resources and an unnecessary duplication of materid. The |IASB has an existing
glossary of terms which should be appropriate for dl reporting entities so we do not
see the purpose of including a glossary of key termsin each IASB Standard for SVIEs.
Likewise, IFRSs and |ASs include an objective which should be the same for SMIES,
particularly if the exemptions are likely to be disclosures. A separate set of sandard
will therefore result in the duplication of materid that is currently available.

Question 9. Arethere any other mattersrelated to how the Board should approach its project to
develop standards for SMEsthat you would like to bring to the Board’ s attention?

No.
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