Accounting News

An active project of the International Accounting Standards (IASB) board is the setting of accounting standards for Small and Medium-sized Entities. This project is in early stage of development and decisions are tentative. Paul Pacter, the IASB director of standards made a presentation to the Standards Advisory Council in London on 24 February 2004. This is a summary of that presentation.

The Statutory Reporting Issue

In many countries in the world all or most companies have a statutory (legal) obligation to prepare GAAP financial statements.

In Europe about 5,000,000 SMEs will be required to follow IFRS starting in 2005.

These financial statements are made available to creditors, suppliers, governments, owners(who are usually also managers), and others. The vast majority of these

companies are “small” or “medium sized”, however those terms are defined.

Today, no major developed economy requires these millions of little companies to follow GAAP as rigorous as IFRS. It is doubtful that any of the IASB’s partner standard setters would support requiring IFRS for these companies.

The IASB Project

The project was started during April 1998 by the IASC. During 2003 the IASB formed an Advisory Panel to address the issue of GAAP for SME’s.

Important Questions Addressed by the Panel

Which GAAP should SMEs follow and what, if anything, should be the IASB’s role in developing that GAAP for SME’s?

The IASB made the following tentative decisions

1- Full IFRS should be regarded as suitable for all entities.

2- As an alternative, IASB will develop a separate set of financial reporting standards for entities    

    that meet one condition:

· No public accountability

3- Those standards should:

· Should be inline with an overriding objective

· Reduce the financial reporting burden on SMEs.

· Be built on the same concepts as IFRSs.

· Allow easy transition to full IFRSs.

· Focus on meeting the needs of users of SME financial reports.

4- Developing small gaap should start by extracting concepts and principles from IFRSs.

5- Modifications must be based on user needs and cost/benefit.

6- Disclosure and presentation modifications are likely to be justified based on user needs

   and cost/benefit analysis.

7- Recognition and measurement modifications must be motivated by user needs and     

    cost/benefit analysis.

8- If SME GAAP or small gaap does not address an issue, full IFRS would be a mandatory      

    fallback.

9- Publish small gaap in a separate printed volume.

10- Small gaap should follow the IAS/IFRS numbering system, that is: SME-IAS 1, SME-IAS 2,   

      etc. and SME-IFRS 1, SME-IFRS 2, etc.

12- Each IASB SME standard should include objective and executive summary.

13- Each IASB SME standard should explicitly mention the required fallback to full IFRS.

14- Regarding the definition of an SME, the Board should describe the characteristics of entities 

      for which it intends the SME standards, but:

· No quantitative size test.

· National jurisdictions should determine which entities are eligible to use IASB SME

                  standards.

15- An entity is publicly accountable if:

· High degree of outside interest from investors or other stakeholders.

· Entity has essential public service responsibility due to the nature of its

                  operations.

· Substantial majority of stakeholders depends on external financial reporting

                  as they have no other way of obtaining financial information about the entity.

16- Presumptive indicators of public accountability:

· Issues securities in public market.

· Holds assets in fiduciary capacity (banks, insurance, brokerage, pension

                  fund, mutual fund, investment bank).

· Public utility – essential public service.

· One owner objects to using SME GAAP.

17- Because the definition of SME does not include a size test, the Board asked the staff to try       

      to find a term other than “small and mediumsized  entities” to describe the group of entities   

      for which IASB standards would be intended.

Views of Others

- 10 out of 12 members of the IASB Advisory Group favours a separate set of IASB SME GAAP.

- A Survey of 30 World Standard Setters indicated that most national GAAP already have SME          

  differences.

- 29 of these World Standard Setters support disclosure and presentation differences between   

   IFRS and SME GAAP, whilst 24 support recognition and measurement differences.

The following questions where left for further deliberations

- Should an SME be allowed to choose either the complete set of full IFRS or the complete set     

   of IASB SME Standards, or should it also be able to pick and choose some from each set on a  

   principle-by-principle basis?

- Should the following objective be added to what is required of SME standards?

· To provide a single set of high quality, understandable, and enforceable accounting

                  standards suitable for SMEs throughout the world.

- Do Council members have views regarding the applicability of the existing IASB Framework

   to SME’s? 

- Will IFRS for SMEs have any recognition or measurement differences from full IFRS. 

- Views of Council members are invited on the relationship between full IFRS as the mandatory

   fallback and the possibility of different user groups and/or user needs, and also reducing    

   burden.

- What are the views of Council members on economic significance in an entity’s home

   country as an indicator of public accountability? 
- What are the views of Council members on requiring unanimous consent of all owners for an    

   entity that wants to use SME standards? 

- What are the views of Council members on organising IASB SME standards by IAS/IFRS    

   number rather than by topic?

- What are the views of Council members on retaining the term “Small and Medium-Sized

   Entities” (SME’s)in this project?

- What are the views of Council members on the proposed approach for assessing the needs of  

   users of SME financial statements? 

In the UK Financial Reporting Standards for Smaller Entities was originally issued in November 1997. The FRSSE is an optional standard that may be applied by companies that qualify as small under the Companies Act 1985 and other entities that would have qualified as small had they been incorporated.

In South Africa during 2002 a representative Committee was formed by SAICA to develop Limited Purpose Financial Reporting Standards in anticipation of the proclamation of the South African Financial Reporting Bill.  All accountancy professional bodies and other stakeholders are represented on the LPFRS Committee. The Financial Reporting Bill provides for two models of financial reporting in South Africa, namely for general purpose and for limited purpose and will give legal backing for accounting standards.

Comments to: Nicolaas van Wyk Technical Consultant, nvanwyk@cfasa.co.za

