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Grant Thornton International is pleased to comment on the International Accounting
Standards Board's (the Board) Exposure Draft of a Proposed IFRS for Small and
Medium-sized Entities (the ED). Our responses to the questionsin the Invitation to
Comment arein Appendix 1 to thisletter. We also have various detailed comments on
certain of the proposals. Theseareincluded in Appendix 2. Our comments on matters
of principle and general approach are summarised in the following paragraphs.

Support for the project

We support the Board's project to produce a high quality, more practicable aternative
to full IFRSin response to demand from constituents to take account of the needs of
small and medium-sized entities and emerging economies. We find much to commend
in the proposals contained in the ED. Featureswe support in particular are set out in
the section headed " Features of the document of particular merit" below.

The focus of the project

The term "non-publicly accountable" covers entities ranging from very large
multinational groups through to small owner-managed businesses. Within such awide
range, the needs of the users of financia statements and the resources available to the
preparer inevitably vary widely. The optimum financial reporting standard (ie that
which achieves the best balance of cost to preparers and benefits to users) may be very
different for different entitieswithin that range. Accordingly, we believeitisentirely
appropriate and indeed necessary for the project to focus on certain types of entity
within the broad non-publicly accountable category.

Having said that, we do not think thereisastraightforward relationship between the
size of an entity and the financia reporting requirements that should apply to it. The
use of sizeindicators tends to over-emphasise the ability of the entity to prepare
financia statements relative to the needs of the users of those statements. The primary
determinant of financial reporting requirements should be the needs of users of the
entity'sfinancial statements rather than the size of the entity and/or its capacity to
prepare the information. However, smaller entitiestend to: (i) engagein smpler
transactions such that fewer of the subjects covered in full IFRS apply to them; (ii) have
fewer external users of their financia statements; and (iii) incur higher relative costsin
preparing financia information. Accordingly, size of the entity isa pragmatic "proxy"
for afuller analysis of the costs of benefits of financia reporting requirements for
different classes of non-publicly accountable entity.

The premise underlying our response is that the proposed IFRS for SMEs is targeted at
entities with a user-driven need to prepare general purpose financial statementsand
reasonable access to the financial expertise needed to achieve compliance. These will
generally be larger entities.
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Entities within the scope of IFRSfor SMEs
We agree that al publicly accountable entities should use full IFRS.

Some larger private entities are economically significant to a wide range of users of
their financial statements. However, the needs of users of financial statements of these
entities are different from the users of the financia statements of publicly traded
markets (as acknowledged by the Board in the Basisfor Conclusions paragraph 24
(BC24)). We believeit isappropriate to provide asimplified aternative to full IFRSfor
private entities that involveslower compliance costs whilst meeting the reasonable
expectations of a wide range of users.

Whilst we understand the concerns that underlie the Board’s attempt in paragraph 1.3
of the ED (ED1.3) to prescribe which entities can assert conformity with the standard,
we do not agree that thisisappropriate or desirable. Notions of what is"publicly
accountable” will vary from jurisdiction to jurisdiction. It seemsillogica to seek to
deny areporting entity the right to assert that itsfinancia statementsare ‘in
conformity with the IFRSfor SMEs if that it isindeed the case. We therefore suggest
deletion of ED1.3. Further, we suggest that ED1.2 isamended to the effect that
jurisdictions may apply their own definitions of what isa publicly accountable entity.

Use of the IFRS for SMEs by small and micro-entities

We believe that the cost of preparing general purposefinancia statements using the
proposasin the ED would usually outweigh the benefit for most small and micro-
entities. Nonetheless, we recognise that many governments and regulators may require
such entitiesto prepare financia statements for specific purposes (such as taxation) or
broader public policy reasons. Such circumstances are likely to differ from one
jurisdiction to another. We therefore support the Board's approach of not focusing on
small and micro-entities at this stage.

This project might lead some jurisdictions which have existing requirements for general
purpose financial reporting by small and micro-entities entities to reconsider the need
for such requirements. We encourage the Board to play a part in stimulating a wider
debate with local jurisdictions as to the need for general purpose financial statements
for small and micro-entities. The IFRSfor SMEs could serve a useful purpose asa
starting point from which loca jurisdictions could devel op applicable requirements.
Those requirements should reflect the specific circumstances that have led to the
jurisdictional decision to impose mandatory financia reporting on this class of entity.

Features of the document of particular merit

We support the considerable reduction in disclosure requirements compared to full
IFRS.

We believe the important Section on Concepts and Pervasive Principlesiswritten in an
accessible style. We aso strongly support the greater focus on stewardship than is
found elsewhere in |ASB literature and the emphasis on costs and benefits. We believe
stewardship is of particular importance to the users of financial statements of SMEs
because these users tend to have a greater interest in the stability and security of the
business than in making buy, sell or hold decisions. We also welcome the emphasis on
substance over form in ED2.6 and the clear discussion of the concept of prudencein
ED2.7.

We welcome the omission of a mandatory fallback to full IFRS when transactions are
encountered that are not specifically dealt with. Asnoted below, to maximisethe
benefit of the simplificationsin the ED, the IFRS for SMEs needsto be a stand-alone
document. Cross-references back in to full IFRS would require preparers and users of
SME financial statements to be familiar with two sets of financia reporting standards.
This presents a more onerous burden on SMEs than on those using full IFRS.
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We support the efforts made to develop alogical structure that promotes ease of use.
Theinclusion of al requirementsin asingle standard isin our view greatly preferable
to adding an appendix for SMEs to each full IFRS (for example). The structure of the
ED, topic by topic with implementation guidance and examples appended to each
Section where relevant, allows preparers to focus on the main requirements without
being distracted by unnecessary detail.

The 2-yearly updating cycle adlows a period of stability between updates that will
promote consistency of application of IFRS. Although the Board should consider
whether changes to full IFRS should be reflected in the IFRS for SMEs, they should
not incorporate them in the standard as a matter of course. Only changes relevant to
improving the quality of SME reporting and increasing the benefit to users of SME
financia statements without undue cost and effort should be made.

Summary of suggested improvements

As noted above, we do not believe that the ED is suitable for small and micro-entities.
Consequently, our comments reflect only those improvements that we believe are
relevant to improving the proposals for larger entities within the scope of the ED.

Although the focusis on larger entities, we consider that some limited further
simplifications are appropriate. 1n offering these suggestions, our intention isto
identify areas which we believe add unnecessary complexity - in other words areas
which we believe add cost for preparers without commensurate benefits. We do not
support removing requirements that provide important information for users solely to
reduce complexity for preparers. Accordingly, we support retaining the requirements
on consolidation and business combinations (for example).

Title of the project

Although the term "small and medium-sized entities' (SMESs) iswidely recognised and
is used within the IASC Foundation objectives, it does not accurately describe the
entities within the intended scope of the ED. Consequently, we do not agree that
"IFRSfor SMEs' isan appropriate title for this proposed set of financial reporting
standards.

We disagree with the assertion that the term "non-publicly accountable entity"

(NPAE) implies that smaller entities are not accountable (BC54). The term NPAE
might not be widely used at present but that should not precludeitsuse. Thetermis
clearly defined in the ED and its meaning, if properly communicated, should quickly
become widely recognised. We recommend the title reverts back to "IFRSfor Non-
publicly Accountable Entities'. Alternatively, the title could be "IFRSfor Private
Entities" if adefinition of "private entities’ wasintroduced that was consistent with the
definition of NPAEs.

Stand-alone document

We strongly believe that making the IFRS for SMEs afully stand-alone document
would greatly enhance its understandability and ease of use. Although this could add
to the length of the document we believe that thisis preferable to mandatory cross
references to full IFRS.

Where requirements are currently crossreferenced to full IFRS because they are
unlikely to apply to entities within the scope of the ED, we recommend that the
subject should be omitted (and the cross-reference deleted). For the few entities that do
encounter such transactions, the genera hierarchy for selecting accounting policiesin
Section 10 can provide asuitable basisfor developing an appropriate policy. This
hierarchy would permit, though not mandate, the use of the policy options within full
IFRS.
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Requirementsthat are likely to be relevant to sufficient numbers of preparersshould in
our view beincluded directly in the IFRS for SMEsrather than by crossreference. An
example of such an areais lessor accounting for finance leases.

Availability of full IFRS options

The Basisfor Conclusions outlines some of the Board's reasons for developing a
separate IFRS for SMEs rather than introducing additional differential reporting
exemptionsinto full IFRS. We are particularly persuaded by the argument in BC26
that notes "differencesin the types and needs of users of SMEsfinancial statements, as
well aslimitationsin, and costs of, the accounting expertise available to SMES,
suggested that separate accounting standards for SMEs are appropriate.” This
paragraph goes on to say that the constraints on such standards should include "focus
on the needs of users of financia statements of SMEs".

On the basis of these different needs, we do not agree that al options available in full
IFRS need to be made availablein the IFRS for SMEs. We believe that the primary
objective isto deliver reliable and understandable information in SMES' financial
statements at a reasonable cost. We consider that broad comparability between SMEs
and publicly accountable entitiesis adesirable but secondary characteristic. In our
view, the benefits of cost-effective ssmplified measurement and recognition
requirements outweigh the cost of reduced comparability between SMEs and publicly
accountable entities.

Some commentators argue that an SME that isasubsidiary of a parent entity that
reports using full IFRS should have al full IFRS accounting policy options available.
Thisison the grounds that those subsidiaries need to produce such information to
meet the requirements of the parent. However, we believe that the |FRS data
produced for consolidation purposes has a different materiality threshold from that
required in asubsidiary's separate financial statements. Consequently, we believe it
will be less costly for such entities to produce a second set of financial statements that
comply with asimplified IFRS for SMEs than it would were they to apply the more
complex options available through a crossreferenceto full IFRS. If jurisdictions or
parent entities believe that subsidiaries have sufficient public accountability or user-
driven need, full IFRS can be applied. The number of entitiesin this category is
insufficient to justify complicating the IFRSfor SMEsfor all entitiesfor which it is
intended. Having said this, we consider that the disclosure requirements of full IFRS
are burdensome and excessive for many subsidiaries of publicly accountable parents.
Accordingly, and as aseparate future exercise, the Board might usefully consider
providing disclosure exemptionsin full IFRSfor thisclass of entity.

Style and structure of the document

We have provided some specific comments and recommendationsto improve the style
and structure of the ED within our detailed comments on specific Sectionsin the
Appendicesto thisletter. In summary, our suggested improvementsinclude:

e Within each Section, put the most commonly used principlesand requirements at
the beginning of the Section, so that those preparing accounts for a business with
less complex transactions need read no further. More complex requirements and
options could then follow where relevant, presented in such away that users of the
default simple policies do not need to read them (eg through boxing, shading or
inclusion at the end of the Section).

e Where more complex requirements or options need more detailed guidance, this
guidance should be included as an appendix to the relevant section in the standard,
appropriately crossreferenced, or be placed in the separate | mplementation
Guidance.
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e Rephrasing more of the words drawn directly from |FRS to make them easier to
understand for the likely users of the SME standard.

Further recognition and measurement simplifications

We believe that the Board should apply a"bottom up” approach to the recognition and
measurement requirementsin the IFRS for SMEs. We suggest that that historical cost
measurement should be the norm. Fair value measurement should be required only
when (i) fair value measurement is considered important for users; and (ii) the cost of
providing the information is not excessive when weighed against the benefits to users.
This could be achieved by reconsidering the role and expectations of the concepts of
"reliably measured”, "estimate reliably” and "readily determinable” in the context of
fair valuesand SMEs. We believe that the approach adopted in ED35.1, which suggests
using fair valuesfor biological assets when “fair value is readily determinable without
undue cost or effort” should be fully explained and expanded. Guidelines should be
provided asto when fair values or inputs into valuation models are expected to be
readily determinable and so are expected to be used. The approach could be useful in
other areas such as sections 11B, 17.9, and 18.14. (Thisapproach may also assist
jurisdictions in developing a set of standardsfor domestic "micro-entities' based on
similar principlesto the IFRS for SMEs but with asimpler approach.)

We recommend further simplification of specific accounting requirementsin the
appendices to thisletter.
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If you have any questions on our response, or wish us to amplify our comments, please
contact our Director of International Financial Reporting, Andrew Watchman
(andrew.watchman@gtuk.com or telephone + 44 207 391 9510).

Y ours sincerely,

Kol C S

Kenneth C Sharp
Globa Leader - Assurance Services
Grant Thornton International
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Appendix 1. Responsesto Invitation to Comment questions

1. Stand-alone document

With the objective of a stand-alone document in mind, are there additional
transactions, other events or conditions that should be covered in the proposed
standard to make it mor e self-contained?

Conversely, isthere guidance in the draft standard that should be removed
becauseit isunlikely to be relevant to typical SMEswith about 50 employees?
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We believe that the standard should be a stand-alone document with no
mandatory crossreferencesto full IFRS. Cross-referencing obliges the users of the
IFRS for SMEs to have knowledge of two sets of standards and to keep fully up to
date with developmentsin full IFRS aswell asthe IFRS for SMEs.

Generally, where the ED includes transactions only by specific cross-reference to
full IFRS, the Board should either delete the crossreference or replaceit with the
specific requirements. The decision asto which course to take should be based on
(i) the prevaence of the transaction type for entities within the intended scope of
the IFRSfor SMEs; and (ii) ajudgement as to the extent and acceptability of
diversity that would result from omission of the topic atogether. If the cross
reference is omitted without replacement by specific requirements, this would
alow the few entities that enter into the transactions to follow the general
hierarchy for selecting accounting policiesin Section 10 (see comment, next
paragraph). If the widespread occurrence of the transactions and consequential
benefit to users meritsinclusion in the IFRSfor SMEs, the cross-reference to full
IFRS should be replaced by the explicit requirements. These requirements should
be simplified where possible and appropriate. Specifically:

1.2.1.Lessor accounting for finance leasesis relevant for many SMEs (eg car
dealerships). We recommend that this subject isincluded in the IFRS for
SMEs with simplifications similar to those available for lessee accounting for
finance |eases.

1.2.2.The objective of IAS 29 Financial Reporting in Hyperinflationary Economiesis
asrelevant to SMEs as to publicly accountable entities because the problems
of a hyperinflationary economy undermine reliability of all general purpose
financial reporting. We recommend that the more judgmental indicators of
hyperinflation in IAS 29 be included within the IFRSfor SMEsinstead of the
current simple numerica indicator, which is too basic and may not reflect the
underlying substance. The calculations required by 1AS 29 are complex and
costly to determine and are unlikely to adequately reflect the full impact to
users of financial statements. We recommend the cross-reference to the
regquirements of |AS 29 are replaced by arequirement for more narrative
disclosures to describe the impact of hyperinflation and the associated risks to
the entity.

1.2.3.Segment reporting (IAS 14/IFRS 8); Earnings per share (IAS 33) and Interim
financial reporting (IAS 34) are not required for SMEs. Sections 31, 34 and 37
respectively require those SMEs that provide voluntary information in these
areas to comply with the applicable requirements of full IFRS. Thiswill add
unnecessary cost burdens on preparers and so discourage such voluntary
disclosures, to the detriment of users of the financia statements. We
recommend deleting Sections 31, 34 and 37. Entities making such disclosures
voluntarily might in practice use full IFRS. If they do not, the generic
requirements of Sections 2 and 3 of the ED provide adequate safeguards.

Grant Thornton International
Regents Place

Tth Floor

338 Euston Road
London NW1 3BG



13

14.

15

1.6.

The hierarchy contained in ED10.2 forms agood basisfor devel oping accounting
policiesfor transactions not covered by the standard, without mandatory fall back
to full IFRS. Although full IFRSis clearly a useful source of guidance on
appropriate application of principlesto specific transactions, the general hierarchy
will providethe flexibility. Thiswill help to ensure that policies better reflect the
cost-benefit balance for the entity and the users of itsfinancial statements.

Where transactions are included in the ED, but only the ssmple option isincluded
and across-reference to full IFRS permits a more complex option, we believe the
Board should review the need for and suitability of the complexity of these
optionsfor SMEs. Asnoted in the main body of our response, we do not agree
that all options available to entitiesusing full IFRS need to be available to SMEs.
Where an aternative to the smple treatment is considered appropriate (eg
revaluation of property, plant and equipment), it should be included in the IFRS
for SMEs and expressed in asimplified form when possible (see our responseto
guestion 4 below).

We understand that making the IFRS for SMEsinto afully stand-alone document
that includes al the necessary policy optionsto be available will result in alonger
standard. We believe that a stand-alone document isimportant both to preparers
and to users. Offsetting reductionsin length would be achieved by deleting or
smplifying requirements that are too complex for the requirements of an SME
(see our response to question 4 below). The structure of the document could
improve ease of use by providing the simple "benchmark™ optionsin the main
body of the standard with the more complex options contained in an appendix
(see our suggestions on improvements to the style and format of the document in
the main body of thisletter).

Mandatory crossreferencing to full IFRS aso introduces an element of instability
into the IFRSfor SMEs. If crossreferences are retained, the Board needs to make
clear the status of IFRIC interpretations and the status of changesto full IFRS
where there isatime lag before the IFRS for SMEs is updated. The preface to the
ED Draft refersin P16 to changes where there are specific requirementsin the
IFRS for SMEs but this does not seem to address direct crossreferences to full
IFRS.

2. Recognition and measurement simplifications adopted

Arethere other recognition or measurement simplifications that the Board should
consider?

In responding, pleaseindicate:

a)

b)
c)

the specific transactions, other events or conditions that create a specific
recognition or measurement problem for SMEsunder | FRSs;

why it isa problem; and
how that problem might be solved.

Section 9: Consolidated and separate financial statements

2.1

We support the requirement to prepare consolidated financial statementsin which
the parent entity consolidatesitsinvestmentsin subsidiaries (ED9.1). Many SMEs
are parent entities and consolidated financial statements provide important
information. However, we recommend that a subsidiary should be excluded from
consolidation when control isintended to be only temporary (ie it was acquired
and is held exclusively with aview to its disposal in the near future).
Consolidation for one period only requires significant cost and effort and provides
very limited informational benefits for users. We believe that the economic
substance of asubsidiary over which control isshort-term is better captured by
treating the investment asafinancial asset within the scope of Section 11.
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Section 11 Financial assets and liabilities

2.2. ED11.8 proposes that all financial instruments are measured at fair value unlessthe
instrument fits the complex criteriain ED11.9 which permits measurement at
amortised cost. It would be ssimpler and less costly to allow amortised cost asthe
norm or default. Fair value measurement should only be required where fair
valueislikely to be of more relevance to users and is "readily determinable”, asin
the case of biological assetsin Section 35, (also see our comments below). This
would eliminate the need to work through the complexities of ED11.9in order to
designate instruments (including simpleinstruments) at amortised cost.

2.2.1.The ED usesthe phrases "measured reliably” and "reliable estimate”.
Increasingly in full IFRS there isapresumption that fair values will normally
be capable of reliable measurement or estimation (eg IFRS 2 Share Based
Payment statesin paragraph 24 that it would be "rare" that an entity could
not reliably estimate the fair value of equity instruments granted).
Appendix B to Section 11 of the ED includes the same presumption
(repeating substantially the same wording as |AS 39 Financial | nstruments
Recognition and Measurement AG69 - 82). We do not believe that this
presumption issuitable for SMEs. Indeed, thereis an acknowledgement of
thisin the share-based payment Section in ED25.4 (and in BC91) that entities
may not be able to reliably measure thefair value of equity instruments
issued. Although Section 11 Appendix A provides some useful guidance on
fair value measurement considerations, it needs to be tailored to reflect the
different circumstances and measurement needs of SMEs (and users of their
financia statements).

2.2.2.We believe the IFRS for SMEs should only require fair values (whether for
financial instruments or any other assets or liabilities) when thereisaclear
need to provide such information to users of SMES' financial statements.
Also, we believe that fair value should only be required where the fair value
or the inputs to valuation techniques are "readily determinable without
undue cost or effort”. This phraseisusedin ED35.1 (and BC86 and BC103)
relating to biological assets.

2.2.3.1t would therefore be helpful for the Board to explain when it considers that
fair values ought to be "readily determinable without undue cost or effort".
This should include an indication of when the inputs need to incorporate
observable market values or a professional valuation and when they can bea
reasoned internal estimate. Throughout the IFRS for SMES, cost (less
depreciation and impairment) or amortised cost (lessimpairment) should be
the required measurement basis unlessfair value is demonstrably more useful
to usersand is "readily obtainable without undue cost or effort".

2.3. The requirementsfor derecognition of financial asetsin ED11.24 et seq are
expressed more simply than in IAS 39 but are still unduly complicated. It would
be better to express the clear examplesfirst and then describe the details to assist
with clarity and understanding.

2.4. Although the Board has made a hot unsuccessful attempt to simplify the
provisions for hedge accounting (ED11.29 et seg), in thisinstance we consider that
certain of the draft requirements should be strengthened. If entitiesare engaged in
hedging and wish to apply hedge accounting, we suggest that they are likely to be
sufficiently well resourced to apply arobust hedge accounting model. Our
specific suggestions are as follows.

2.4.1.Section 11 paragraph 30 does not specify when the documentation and
effectiveness testing should be completed, either initially or subsequently.
BC74 states that the ineffectivenessis recognised and measured at the end of
the financia reporting period. We agree with this approach but do not
believe that thisisreflected in the wording within Section 11.

2.4.2.Smilarly, the clarification in BC74 asto the timing of the discontinuance of
hedge accounting should be reflected in Section 11.
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2.4.3.A recognised problem for entities wanting to use hedge accounting in practice
isthe lack of clarity asto the level of detailed documentation required. It
would be helpful to incorporate some guidance and practica examples of
effectivenesstesting within the implementation guidance or in an Appendix
to Section 11

2.5. The draft standard does not address the classification by the issuer of afinancial
instrument asaliability or equity. We recommend that simplified guidance and
definitions are included.

2.6. It would aso be helpful if the draft standard made specific reference to derivatives,
to avoid any uncertainty over their accounting treatment. For example, ED11.2(h)
could read "Derivatives such as options... etc...".

Section 18 Business Combinations and Goodwill

2.7. We recommend the introduction of arebuttable presumption that goodwill hasa
useful life of (say) 20 years and should be amortised over that period, with
recoverable amounts tested only if there are indications of impairment.

N otwithstanding the argumentsin BC80, we consider that most SMEs will find
this approach substantially easier to understand and operate, with little reduction
in the value of the financia statementsto SME users.

Section 25: Share-based payment

2.8. We do not support accounting for equity-settled share-based payment transactions
through profit or loss (ED25.1 — 25.4). We are not persuaded by the Board’s
arguments as set out in BC101 in the context of users of SMEsfinancia
statements; while BC91 impliesthat the intrinsic value method will be widely used
because of theinability to measure fair value reliably, the cross-reference links to
the statement in IFRS 2.24 which states that this method will apply only in "rare
cases'. Thisinconsistency isconfusing to users and preparers and does not reflect
the substance of the circumstances. Sharesin SMEs are not regularly bought and
sold. Hence market prices and transaction based measures of volatility are not
available. Accordingly, valuation will be complex and costly for SMEsand (in our
view) will not provide sufficiently reliable information to users to justify the cost.
We therefore recommend that equity-settled share based payments are addressed
through disclosure only.

2.9. We agree that cash-settled share-based payment transactions should be recognised
through profit or loss. These share-based payments result in cash outflows. We
suggest that these type of arrangements are aform of "other long-term employee
benefit" and that the requirements of ED27.28 are sufficient to address them.

Section 26: Impairment of non-financial assets

2.10.We support the approach proposed in the ED (ie requiring impairment testing for
goodwill and intangibles only if there isan indicator that impairment has
occurred). However, we consider that impairment should be determined based on
value in use compared to carrying amount, not fair value. We consider that value
in useis more straightforward to determine and (for operational assets) often more
relevant in the context of the business.

Section 28: Income taxes

2.11.We broadly support the approach to accounting for current taxes, which is close
to full IFRS. While we applaud the Board’s attempt to simplify accounting for
deferred taxes by basing it on temporary timing differences, we find the analysis
and explanationsin Section 28 in need of further simplification and restructuring.
At it stands this Section islikely to be very confusing for most of its intended
audience.
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2.12.We agree that timing differences are often easier to understand and identify than
other temporary differences. However, the substantial emphasis given to timing
differences as asubset of temporary differencesis distracting and even confusing
(ED28.6 - 8). Rather, the examples given would be better described as temporary
S0 as to provide consistent terminology throughout the Section.

2.13.Theinitia recognition exemption allowed in IAS 12 Income Taxes(IAS 12) is not
available within Section 28. However, it seems ED28.17 istrying to introduce a
similar, practica exemption. However, the meaning of this paragraph is unclear
and seems to produce an arbitrary result that is not conceptually supported. We
recommend this paragraph is rephrased to clarify itsintended result or is replaced
by the initia recognition exemption contained in IAS 12.

Section 29: Financial reporting in Hyperinflationary Economies

2.14.In general, we do not support "bright-line" numerical limits or indicators. We
believe the simplified, purely numerical approach to identifying whether thereisa
hyperinflationary economy (ie 100% in 3 years) may give a different answer to
IAS 29's more judgmental approach. We recommend the indicatorsfrom IAS 29
be reproduced in the IFRS for SMEs.

Section 36 Discontinued operations and assets held for sale

2.15.We believe that with regard to discontinued operationsit is sufficient to disclose
the effect on profit or loss, including comparative amounts for the previous period,
beginning from the point in time when the contract to sell issigned or the
operations have actually been abandoned (ED36.1 — 36.4).

2.16.The requirements of Section 36 (in particular the measurement model in
ED36.5 -7)lead to only minimal additional information for users. Other
requirements within the ED are, in our view, sufficient to deal with assets held for
sale and discontinued operations. In particular the following requirements address
aspects of thisarea

e ED26.6(f) - plans to dispose of an asset before the previously expected date are
an indicator of impairment;

o ED26.11 requires areduction of the carrying amount of an asset when the fair
value less cogs to sell islower than its current carrying amount;

e ED26.16 requiresareversa of an impairment lossif certain conditions are met;

e ED16.17 and 17.27 require consideration of the residual value when assets are
depreciated or amortised.

In view of these requirements, we consider that the inclusion of specific
measurement requirementsfor assets held for sale is unnecessary.

3. Recognition and measurement simplifications not adopted

Paragraphs BC94-BC107 identify some recognition and measurement

simplifications that the Board considered but decided not to adopt, for the reasons
noted.

Should the Board reconsider any of those and, if so, why?
3.1. See our comments on share based payments at paragraphs 2.8 and 2.9 of thisletter.
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4. Whether all accounting policy optionsin full IFRS should be available to SMEs

Thedraft IFRS for SMEs proposes that accounting policy options available under
full IFRSs should generally also be available to SMEs. In six circumstancesin
which full IFRSsallow accounting policy options, the (ED) IFRSfor SMEs
include only the simpler option, and the other (more complex) option(s) are
available to SMEs by crossreferenceto the full IFRSs.

Do you agree with the Board’s conclusions on which options are the most
appropriate for SMEs? If not, which one(s) would you change, and why?

Should any of these options that would be available to SMEs by crossreferenceto
the full IFRSsbe eliminated from the draft IFRSfor SMEsand, if so, why?

4.1. Our response to Question 1 on the need for the IFRS for SMEsto be stand-alone
isrelevant here. We also explain in the main body of thisletter why we do not
believe that it is necessary that the IFRSfor SMEsincludes or facilitates all the
accounting policy optionsin full IFRS.

4.2. We believe that accounting policy options should be retained (whether in a
smplified form or in the same form asfull IFRS) only if necessary for SMEs. In
deciding what is necessary, the Board should take account of the extent to which
SMEsare likely to use amore complex option in practice. When accounting
policy options are judged necessary, the requirements should be s mplified where
appropriate. We set out below our views on which options should be available to
SMEs, which should be available but in ssimplified form and which should be
removed atogether.

Section 7: Cash Flow Statement

4.3. Theoptionin ED7.9 to apply the direct method for reporting cash flowsfrom
operating activities (viaacrossreference to IAS 7 Cash Flow Statements) should be
omitted. Thismethod israrely used in practice and so deletion would not have an
adverse impact on SMEs.

Section 11: Financial assets and financial liabilities

4.4. We do not support the option in ED11.1 to apply IAS39in full asan accounting
policy choice. Thisistoo complex to be of useto SMEs (both preparers and users).
Instead, the requirements relating to financial instruments should be simplified
and dealt with within the IFRS for SMEs (see our specific comments in response
to question 2 above).

Section 13:; Investmentsin Associates

4.5. For measurement after initial recognition, the ED provides an accounting policy
choice from three aternative methods (cost model, equity model and fair value
through profit or loss model). Once selected the same method isapplied to all
investmentsin associates (ED13.3 — 6). We believe this requirement is too
restrictive and islikely to result in cost being selected as the default. Thiswould
prevent entities providing relevant information to users that may be readily
available for some, though not all, such investments. We do not recommend a
completely free choice for each investment but instead recommend a hierarchy be
applied in respect of each individual investment, relating to the availability of
information:

4.5.1.Each investment should be measured at either fair value (if it can be measured
reliably) or using the equity method (if the necessary information required to
apply is reasonably expected to be available).

4.5.2.Cost should be used in all other cases.
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4.6. The crossreference to IAS 28 Investmentsin Associatesin ED13.5 should be deleted
and replaced with specific requirements. We recommend a simplified equity
accounting approach. Frequently, the information required for afull (ie IFRS 3
Business Combinations type) fair value exercise and subsequent adjustmentsis
highly problematic especially in an SME context. A method based on cost plus
subsequent share of profitslesslosses, adjusted to achieve consistency of significant
accounting policies, should provide suitable information for users.

Section 14: Investmentsin Joint ventures

4.7. Our comments above with regard to investments in associates are equally
applicable to investmentsin jointly controlled entitiesin Section 14. The option
of proportional consolidation should be included by outlining the specific
requirements, not by cross-reference to IAS 31 Interestsin Joint Ventures.

Section 15: Investment Property

4.8. The use of thefair value option iscommon among entities that hold investment
properties and the information provided by this method is relevant to users of
SMEsfinancia statements. We recommend that the cross-reference to IAS 40
Investment Property is replaced with materia drawn from 1AS 40 but simplified.
In particular the more general paragraphs on fair value could be deleted. These
repeat fair value guidance included elsewhere in the ED (eg ED2.31(b)).

Section 16: Property, Plant and Equipment

4.9. Smilarly, we support the proposal to requireinitia recognition of property, plant
and equipment at cost, with a choice thereafter between the cost and reva uation
models. In line with our comments elsewhere, we recommend that the
revaluation requirements of |AS 16 Property, Plant and Equipment are
incorporated into this Section.

4.10.We consider that this Section could be usefully restructured, promoting important
principles such as that in ED16.6, and deferring more detailed material such as that
found in ED16.2 and 4.

Section 17: Intangible Assets other than Goodwill

4.11.T he option to measure intangible assets after initial recognition using the
revaluation model (ED17.21 and 23) should be deleted. In our experience, the
revaluation model for intangible assetsis very rarely used in practice.

4.12.Consistent with our recommendation to make the IFRS for SMEs stand-alone, we
suggest that the relevant requirements of 1AS 38 with regard to the capitalisation
model for development costs be incorporated in simplified form into the standard
instead of the specific crossreferencein ED17.16.

Section 23: Gover nment Grants

4.13.We prefer the IFRS for SMEs model in ED23.4 for all government grants and
believe this provides better comparability and quality of information for users
than IAS 20 Government Grants. Consequently, we recommend that the option
to fall-back to IAS 20 for all grants not measured at fair value through profit and
loss is deleted.
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Section 24: Borrowing Costs

4.14.As noted in our answer to question 5 below, we strongly support the inclusion of
the immediate expensing option as the "benchmark" position for SMEs. However,
we accept that for some SMEs, particularly those involved in property
development, the option to capitalise some borrowing costs isimportant and
provides more relevant information for users. We therefore recommend that the
relevant requirements of |AS 23 Borrowing Costs are incorporated into the IFRS
for SMEs. Simplification can be achieved by incorporating only asummarised
version of the bold type paragraphsin IAS 23.

Section 35: Specialised Industries

4.15.Section 35.2 requires that entities engaged in the exploration for, evaluation or
extraction of mineral resourcesshall recognise all exploration expenditure asan
expensein the period in which it isincurred. IFRS 6 Exploration for and
Evaluation of Mineral Resources provides entities with the opportunity to continue
to use their existing accounting policy for exploration expenditure within certain
constraints. We acknowledge that thisis atemporary approach but, for the time
being, we recommend that the same broad model should be available for SMEs.
Thiswould be achievable by deleting ED35.2 and so permitting SMEsin the
extractive industry to fall back on the general hierarchy in ED10.2- 4 for
determining accounting policies.

5. Borrowing Costs

IAS 23 Borrowing Costs currently allows entitiesto choose either the expense
model or the capitalisation model to account for all of their borrowing costs. In
May 2006 the Board published an Exposure Draft proposing to amend IAS 23 to
prohibit the expense model and to require the capitalisation model. Section 24
Borrowing Costs of the draft IFRS for SMEs proposesto allow SMEsto choose
either the expense model or the capitalisation model.

Do you agree or disagree with the proposal to allow SMEsto choose either the
expense model or the capitalisation model for borrowing costs, and why?

5.1. Weagree. The expense model is more appropriate and cost-effective for the
majority of SMEs and so isasuitable smplification to retain.

6. Topicsnot addressed in the proposed IFRS for SMEs

Some topics addressed in full IFRSsare omitted from the IFRSfor SMEs because
the Board believes that typical SMEsarenot likely to encounter such transactions
or conditions. By crossreference, the draft standard requires SMEswith such
transactionsto follow therelevant full IFRS.

Should any additional topics be omitted from the IFRS for SMEsand replaced by
acrossreference? If so, which ones and why?

6.1. Asnoted above, we would prefer the IFRS for SMEsto be "stand-alone" and so
specific mandatory crossreferences to full IFRS should be deleted. We outlined in
our responseto Question 1 above the areas where we consider that requirements
should be included directly in the IFRS for SMEs (preferably in asimplified form).
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6.2. Currently the Sections on Segmental Reporting, Earnings Per Share and Interim
Financia Statements (Sections 31, 34 and 37) require full compliance with the full
IFRS standards via specific cross-reference. Thereis no option to provide
disclosures outside of thesefull IFRS requirements. Thisis considered unhelpful
and will act asabarrier to useful information being provided on avoluntary bass.
Some SMEs may wish to provide some information in these areas, especially
relating to segments, but would want flexibility regarding the format and detail of
the disclosures. This could be done by presenting the information outside the
financial statements, eg in a business review, but we fedl that this would reduce
reliability and effectiveness of the information. We outline below some
suggestions as to how thisarea could be dealt with:

6.2.1.Delete the specific cross references to full IFRS by deleting Sections 31, 34
and 37.

6.2.2.Require clear disclosure of the basis of preparation of voluntary disclosures so
that readers can make an assessment of its reliability and comparability.

7. General referral to full IFRSs

Asnoted in Question 1, the IFRS for SMEsisintended to be a stand-alone
document for typical SMEs. It contains crossreferencesto particular full IFRSsin
specific circumstances, including the accounting policy optionsreferred to in
Question 4 and the omitted topicsreferred to in Question 6. For other
transactions, events or conditions not specifically addressed in the IFRSfor SMEs,
paragraphs 10.2-10.4 propose requirements for how the management of SMEs
should decide on the appropriate accounting. Under those paragraphs, it is not
mandatory for SMEsto look to full IFRSsfor guidance.

Aretherequirementsin paragraphs 10.2-10.4, coupled with the explicit cross-
referencesto particular IFRSsin specific circumstances, appropriate? Why or why
not?

7.1. We consider the hierarchy within Section 10 of the ED to be appropriate and
useful. As noted above, a mandatory fallback to full IFRS creates added
complexity to the IFRSfor SMEs. It would also lead to uncertainty as to the
status of IFRIC interpretations and changes to crossreferenced full IFRS that are
made before the IFRSfor SME is updated.

8. Adequacy of guidance

Thedraft IFRSfor SMEsisaccompanied by some implementation guidance, most
notably a complete set of illustrative financial statements and a disclosur e checklist.
A sizeable amount of guidancethat isin full IFRSsis not included. Accordingly,
additional guidance especially tailored to the needs of SMEsapplying the proposed
IFRS may berequired.

Arethere specific areasfor which SMEsarelikely to need additional guidance?
What arethey, and why?

8.1. Some respondents might argue that if the requirements of the IFRSfor SMEs are
written sufficiently clearly, then no further guidance should be needed. However,
we believe that it would be helpful to include some recognition and measurement
guidance, demonstrating calculations and accounting entries. These could be
based on those currently included in full IFRS but would in some cases benefit
from additional explanatory notes. Thisguidance should beincluded in the
Implementation Guidance Section of the IFRS for SMEs, clearly cross-referenced
to the main body of the standard to assst clarity.

8.2. Examples of areas where such guidance would be helpful are asfollows:

8.2.1.Accounting for reverse acquisitions. IFRS 3 Illustrative example |E 5 would
be a useful basisfor guidancein the IFRSfor SMEs Application Guidance.
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8.2.2.Common control transactions, which are more common for private
companies than for quoted companies.

8.2.3.Effectivenesstesting of hedges. If hedge accounting is used ED11.30(d)
reguires the hedge to be highly effective. Some guidance asto how
effectiveness can be tested would be useful and should focus on simple, cost-
effective techniques.

8.2.4.ED9.21 introduces the idea of ‘combined financia statements’, which do not
feature anywhere elsein IFRS. We can see practical difficultiesarisingin
respect of, for example, inter-company items and equity. Consequently,
clearer instructions as to how to prepare such combined statements are
needed.

8.2.5.The appropriate treatment for the acquisition of entities or groups of assets
that are not businesses (such as the material in IFRS 3.4).

8.2.6.The guidance in IFRS 3 Appendix B16 concerning the allocation of the cost
of a business combination to the identifiable assets, liabilities and contingent
liabilities (ED18.13) would be equally applicable and useful to SMEs asto
those entities using full IFRS. We recommend the guidance isincluded in the
IFRSfor SMEs as an Appendix to Section 18 Business Combinations.

9. Adequacy of disclosures

Each section of thedraft IFRS for SMEsincludes disclosure requirements. Those
requirementsare summarised in the disclosure checklist that is part of the draft
implementation guidance Illustrative Financial Statementsand Disclosure
Checklist.

Aretheredisclosuresthat are not proposed that the Board should require for
SMES?If so, which ones and why?

Conversaly, do you believe that any of the proposed disclosures should not be
required for SMEs? If so, which onesand why?

9.1. We consider the proposed disclosures requirements are appropriate.

10. Transition guidance

Section 38 Transition to the IFRS for SMEs providestransition guidance for SMEs
that move (a) from national GAAP to the IFRSfor SMEsand (b) from full IFRSs
tothe IFRSfor SMEs.

Do you believe that the guidance is adequate? If not, how can it be improved?

10.1.1t would be helpful to have more guidance on business combinations, along the
lines of the guidancein IFRS 1 First-Time Adoption of International Financial
Reporting Standards.

10.2.Also, more guidance on "deemed cost” is needed, ie when it can be used and what
measure is appropriate.

10.3.Moreclarity and guidance is needed on deferred tax. It isnot clear why an
exemption isproposed - in what circumstances would the tax base or carrying
value not be identifiable? Does the exemption apply at the transition date or also
at each subseguent balance sheet date?
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11. Maintenance of the IFRS for SMEs

The Board expectsto publish an omnibus exposure draft of proposed amendments
tothe IFRSfor SMEsapproximately every other year. In developing such
exposur e drafts, the Board expectsto consider new and amended |FRSsthat have
been adopted in the previous two yearsas well as specific issues that have been
brought to itsattention regarding possible amendmentsto the IFRSfor SMEs.
On occasion, the Board may identify a matter for which amendment of the IFRS
for SMEs may need to be considered earlier than in the normal two-year cycle. Is

thisapproach to maintaining the proposed |FRS for SMEsappropriate, or should
it be modified?

If so, how and why?

11.1.We agree the proposed approach is appropriate for the reasons stated in BC127.

11.2.However, we agree with the comment in BC126 that the consistency of
consideration achieved by contemporaneous consideration of changesto the IFRS
for SMEsisasubstantial benefit.

11.3.1t would be helpful if the Board could publish their views asto how they believe
the publication of new or amended standards and interpretations should impact
the IFRSfor SMEs at the same time such publicationsareissued. This could take
the same form as the IASB Annual Improvements Project. Although comments
are only sought from constituents on an annual basis on the "collected proposed
amendments’, their ongoing publication throughout the year allows for more
timely consideration.

11.4.Publication of abasisfor conclusionsin support of al decisions to include, exclude
or amend requirementsin new/amended full IFRSfrom the IFRS for SMEs would
be helpful.

khkkkkkkhkhkkkkhhhkkkhkkhhhkkkhkhhhhkkhhhhkkkhhhkhkkhhhkhkhdhkkxxddkxx

16

Grant Thornton International
Regents Place

Tth Floor

338 Euston Road

London NW1 3BG



Appendix 2 Other detailed comments

The following paragraphs set certain other recommendations on possible improvements to
the ED.

Section 2 Concepts and Pervasive Principles

ED2.39 states that the standard “does not alow the recognition of itemsin the balance
sheet that do not meet the definition of assets or of liabilities’. However, we challenge this
statement in the light of the inclusion of deferred income and of the approach taken to the
treatment of government grantsin Section 23. This should be more clearly linked to the
definition of liability in ED2.35.

Section 3 Financial Statement Presentation

Aswe noted in the main body of our letter, we do not agree with the restriction in ED1.3
preventing an entity that is publicly accountable from stating compliance with the IFRS
for SMEs, even if permitted to do so by itsjurisdictional authority. Consequently, we
suggest deletion of ED3.1(b).

ED3.1(a) helpfully notes that application of the [draft] standard is presumed to achievefair
presentation in financia statements. ED3.3 - 6 deal with the ‘extremely rare circumstances’
in which an entity departs from the standard because compliance would be misleading. We
suggest that locating this material near the start of the Section accords it undue prominence,
and that these paragraphs should instead appear towards the end of the Section.

The requirement in ED3.8 to present acomplete set of accounts ‘at least annually’ is
inconsistent with the preparation of financia statements for a period longer than one year
(dthough we redlise that the statement is consistent with IAS 1 Presentation of Financial
Satements). The statement should be amended accordingly.

Section 7 Cash Flow Statement

Acquisitions and disposals of subsidiaries and business units should be shown as
"operating" cash flows according to ED7.10. Thisisinconsistent with IAS7.39 which
requires them to be classed asinvesting. Thereis no explanation of thischange. We
assume thisisadrafting error, particularly as the paragraph is under the heading "reporting
cash flows from investing and financing activities'.

Section 9 Consolidated and Separ ate Financial Statements

ED9.21 sets out proposed requirements on combined financial statements, which has no
counterpart in full IFRS (at least not explicitly). We believe combined financia statements
could provide useful information in some circumstances, such asfor entities which are
under common control but not part of agroup. However, practica difficultiesarelikely
to arise such as the treatment of inter-company itemsand equity. If the current draft
guidanceisto be retained, we recommend that the Board considers whether some limited
additional guidance is appropriate.

ED9.18 refersto held for sale classification. Thereis no definition or explanation of the

term in this Section. The term should bein bold font (given that thereisadefinition in

theglossary). A crossreference to Section 36 Discontinued Operationsand Assts Held for
Sale would also be helpful.
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Section 10 Accounting Poalicies, Estimatesand Errors

As discussed above, we agree with the non-mandatory fallback to full IFRS outlined in
ED10.4. However, experience strongly suggests that regulators and other users often
express an expectation to regularly refer back to full IFRSin order to adhere to ‘best
practice’. The non-mandatory nature of this guidance should be made absolutely clear to
prevent uncertainty arising over the need to fallback to full IFRS. The paragraph could
start along thelines:

Management are not required to look further for guidance than the sources referred to in paragraph
10.3. However, in making the judgement described in paragraph 10.2, management may, at their
discretion, also consider...

Additional guidance asto when departure from full IFRS can be justified in the light of the
information needs of users of SMEs' financial statements would be helpful in this context,
perhaps aong the lines of our comments above supporting our recommendations for
simplifications.

If the Board accept our recommendations to delete cross-referencesto full IFRS and to
make the IFRS for SMEs "stand-alone”, ED10.9(b) will need to be deleted.

A definition of "measurement basis' and some explanation of the difference between this
and an accounting estimate would add clarity and thereby improve compliance with the
different treatment required by ED10.8 and ED10.13.

Section 11 Financial Assetsand Liabilities

ED11.7(c) requires equity instruments to be measured at cost lessimpairment if not
publicly traded and if their fair value cannot otherwise be measured reliably. ED11.22(b)
defines the impairment loss as the difference between the asset’s carrying amount and the
asset’sfair value. Thisisinconsistent because the fair value cannot be measured reliably.
We suggest the Board bases the impairment requirement for such assets on the wording
used in ED11.22(a) instead.

Section 18 Business Combinations and Goodwill

The "purchase of al the net assets of another entity" (ED18.2) isnot always a business
combination under IFRS 3's concepts and under the definition of a businessimported into
the ED. It would be helpful if this could be clarified and an outline given of the
appropriate treatment for the acquisition of entities or groups of assets that are not
businesses (such as the material in IFRS 3.4).

Section 19 Leases

The ED does not reproduce the requirementsin |AS 17 Leasesto consider the land and
buildings elements of alease separately for the purpose of lease classification. We welcome
thissimplification for SMEs, asit may be costly and time consuming to determine reliably
the alocation of the minimum lease payments to the two elements. However, it would be
helpful if the IFRSfor SMEs or the Bassfor Conclusions could include wording to clarify
that aleasefor land and buildings can be considered asasingle lease.

The ED proposes that lessees shall initially recognise the rights and obligations under
finance leases at amounts equal to the fair value of the leased property, without any
reference to the amount of minimum lease payments (ED19.8). Such leased assets should
be recognised at the lower of the present value of the minimum lease payments and fair
value. Given that the minimum lease payments need to be calculated anyway, this will
smplify the standard.

Incentives are common in any kind of operating lease transaction; they are not restricted to
those with publicly accountable entities. We believe it would be helpful to include an
accounting requirement for such incentives.
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Section 21 Equity

ED21.2(a) states that if equity instruments are issued before cash is provided in exchange,
the amount receivable should be treated as an offset to equity. In our view, it would
normally be treated as an asset (an amount receivable), depending of course on the specific
terms and conditions of the issue. While we do not necessarily object to the proposed
treatment in context, it would be helpful if the Basisfor Conclusions addressed thisissue.

We recommend that this Section is rel ocated next to that on financial assets and financial
liabilities (Section 11), given the close connection between the conceptual issuesinvolved.

Section 22 Revenue

ED22.16 (and by crossreference to this paragraph, ED22.5) requiresinterest revenue to be
recognised using the effective interest method as described in Appendix A of Section 11
Financial Instruments. We recommend an appropriate simplification in this areawould be
to permit recognition based on the nominal interest earned during the period with straight-
line amortisation of any discount, premium and transactions costs if the investment is
accounted for at cost. Suitable wording for a non-prescriptive smplification may be"in
allocating interest revenue, an entity may use an approximation to simplify the calculation™.
(Thiswording is consistent with that used in ED19.10, which alows the allocation of the
finance charge under afinance lease to be approximated.)

Section 26 Impairment of Non-financial Assets

ED26.11 usefully explains what an impairment is. This paragraph would be more
helpfully placed at the beginning of the Section (suitably modified to encompassvauein
use).

We adso recommend that the Board provides abrief description of the processinvolved in
carrying out an impairment review.

ED26.22 Step 2(b) requires that the allocation of an impairment loss should be carried out
on the basis of relativefair values. Thisis more onerous than the requirement of

IAS 36.104, which refersto the carrying amount of each asset in the unit. We recommend
that carrying amounts are used as the basis of allocation.

Section 27 Employment Benefits

The exceptions listed in ED27.3(b); 27.13(b) and 27.21 should also cover amountsincluded
in development costs, where the capitalisation model in Section 17 Intangible Assets other
than Goodwill (amended to incorporate the specific requirements as recommended above)
isused.

E27.11 dlowsentitiesinvolved in multi-employer defined benefit plans to account for
them as defined contribution under certain conditions. However the definition of multi-
employer plansin the glossary excludes plans involving entities under common control.
This deprives SMEs of the accounting permitted for group plans by 1AS 19 Employee
Benefits. (paragraphs 34-34B). This accounting treatment should in our view be availablein
the IFRSfor SMEs.
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Section 28 | ncome taxes

We welcome the Board’s attempt to simplify accounting for deferred taxes by basing it on
timing rather than temporary differences. Unfortunately, however, we believe that
Section 28 asdrafted islikely to be very confusing for most of itsintended audience.

We suggest that the Section should be restructured. Asastarting point, we suggest that the
summary principlein ED28.2 should be redrafted (from the third sentence), along the
lines:

Current tax arises when income taxes are payable to or recoverable from the tax authorities at the
period end as aresult of taxable profits or losses that have already been earned or incurred.

Deferred tax arisesif the future use or sale of assets and the settlement of liabilities at their carrying
amounts would lead to higher or lower income taxes in future periods. The use or sale of an asset or
settlement of aliability might often results in taxable income being earned and tax deductions being
allowed. If the taxable income and related tax deduction are of different amounts, the use or sale of
an asset or settlement of aliability will lead to higher or lower income taxes in future periods.
Deferred tax liabilities are generally recognized when the future recovery or settlement of an entity's
assets or liabilities at their carrying amounts will result in taxable income that exceeds any related tax
deduction. Deferred tax assets are generally recognized when future recovery or settlement of an
entity's assets or liabilities at their carrying amounts will result in tax deductionsin excess of any
related taxable income.

To give effect to this principle, this Section requires a comparison to be made between the carrying
amount of assets and liabilities and their tax base. Thetax baseis generally the tax deduction or
addback that will be allowed when the asset is used or sold, or the liability is settled. Deferred tax
assets and liabilities are recognized when the tax base differs from the carrying amount (with limited
exceptions).

The deferred tax sub-section should then start with asummary of the 'mechanics' of
deferred tax, dealing with the notions of tax base and temporary difference.

On points of detail:

o we recommend that paragraphs ED 28.13 and 14 appear before the detailed
requirements on deferred tax (ie that current tax is dealt with before deferred tax);

o the Section istitled "Income taxes' and begins by defining that term. However, the
term is hardly used elsewhere in the Section. Explanations concerning current and
deferred tax would be clearer if they are amended to refer to the income tax
consequences of transactions;

o we find it unhelpful that the term “tax base” has been replaced by “tax basis”;

o the material on temporary differencesthat are timing differences (ED28.6 - 9) seems
likely to confuse more than it clarifies. The Section adopts atemporary difference
model, consistent with |AS 12 Income Taxes. The material at ED28.6 et seg runs the
risk of giving afaseimpression that the ED adopts atiming difference model;

o the purpose of ED28.17 isvery unclear and is likely to cause considerable confusion.
We suggest it should be deleted or re-written.

Given the extensive changes we believe are necessary, the Board might usefully consider re-
exposing this Section (perhaps as a "Staff Draft"). We would be pleased to comment
further on arevised section.
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Section 33 Related Party Disclosures
The following additional material would be helpful for users of the standard:

o adefinition of a close member of the family; and

o an explanation of why disclosure of related partiesisimportant, to augment the
principles of disclosure.

Section 38 Transition to IFRSfor SMEs

We commend the sympathetic approach to deferred income taxesin ED38.8(f), but suggest
that some explanation be given of the approach to be taken by afirst time adopter making
use of thisconcession. For example, isthe non-recognition of such balances effective at
transition date or balance sheet date? And is the subsequent accounting similar to that
following an initial recognition exemption? We also suggest that the Board defines the
“date of transition”, referred to in ED38.5 and elsawhere.
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