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IFRS for SMEs

HKICPA Standard Setting Department Staff Summary (October 2009)

This HKICPA Standard Setting Department Staff Summary is intended for general
guidance only. This Staff Summary has not been reviewed by the HKICPA Financial
Reporting Standards Committee. The HKICPA and its staff DO NOT accept any
responsibility or liability, and DISCLAIM all responsibility and liability, in respect of
the summary and any consequences that may arise from any person acting or
refraining from action as a result of any materials in this Staff Summary. Readers of
this Staff Summary should read the full International Financial Reporting Standard
for Small and Medium-sized Entities to fully understand the implications of the
Standard.

The HKICPA Standard Setting Department welcomes your comments and feedback, which
should be sent to commentletters@hkicpa.org.hk.

Introduction

1. The International Accounting Standards Board (IASB) has issued its International
Financial Reporting Standard (IFRS) for Small and Medium-sized Entities (SMES)
(IFRS for SMEs or the Standard) in July 2009 with the objective to produce a
common set of accounting standards for use by smaller and medium-sized
business that is much simpler than full IFRSs.

2. The HKICPA has not determined whether or not to introduce the Standard. This
Staff Summary is aimed solely to provide readers, who are interested to keep
abreast on financial reporting development and in particular for those who are
involved in differential reporting, with information in relation to IFRS for SMEs.

3. The original pronouncements of IFRS for SMEs, together with the basis for
conclusions, illustrative financial statements and disclosure checklist can be
downloaded free of charge from http://go.iasb.org/IFRSforSMEs.

The IASB’s reasons for producing IFRS for SMEs

4. IFRS for SMEs is produced by the IASB in response to international demand from
both developed and emerging economies for a rigorous and common set of
accounting standards for smaller and medium-sized business that is simpler than
full IFRSs. IASB's is of the view that the introduction of IFRS for SMEs will:

o provide improved comparability for users of accounts;

[ enhance the overall confidence in the accounts for SMEs;

[ reduce the significant costs involved of maintaining standards on a national
basis; and

o provide a platform for growing businesses that are preparing to enter public

capital markets, where application of full IFRSs is required.
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Main features of IFRS for SMEs

5.

IFRS for SMEs is a self-contained standard where the requirements for recognising
and measuring assets, liabilities, income and expenses are based on pervasive
principles that are derived from the IASB Framework for the Preparation and
Presentation of Financial Statements and from full IFRSs.

IFRS for SMEs contains five types of simplifications of full IFRSs:

[ some topics in IFRSs are omitted because they are not relevant to typical
SMEs;

o some accounting policy options in full IFRSs are not allowed because a
more simplified method is available to SMEs;

® simplification of certain recognition and measurement principles that are in
full IFRSs;

[ fewer disclosures; and

[ simplified redrafting.

The Standard Setting Department has produced a comparison on the main
requirements of IFRS for SMEs and the requirements contained in full HKFRSs as
effective for 2009. Please refer to Annex | for the information.

Intended scope and effective Date of IFRS for SMEs

8.

The IASB intends to have IFRS for SMEs for use by SMEs and SMEs are entities
that: (a) do not have public accountability; and (b) publish general purpose financial
statements for external users. An entity has public accountability if:

o Its debt or equity instruments are traded in a public market or it is in the
process of issuing such instruments for trading in a public market (a
domestic or foreign stock exchange or an over-the-counter market, including
local and regional markets); or

[ It holds assets in a fiduciary capacity for a broad group of outsiders as one
of its primary businesses. This is typically the case for banks, credit unions,
insurance companies, securities brokers/dealers, mutual funds and
investment banks.

A subsidiary whose parent uses full IFRSs, or that is part of a consolidated group
that uses full IFRSs, is not prohibited from using IFRS for SMEs in its own financial
statements if that subsidiary by itself does not have public accountability. If its
financial statements are described as conforming to IFRS for SMEs, it must comply
with all of the provisions of the Standard.

Despite IASB has defined SMEs in the Standard, decisions on which entities and
when are required or permitted to use IFRS for SMEs rest with legislative and
regulatory authorities and standard-setters in individual jurisdictions. If a publicly
accountable entity uses IFRS for SMEs, its financial statements shall not be
described as conforming to IFRS for SMEs even if law or regulation in its jurisdiction
permits or require the Standard to be used by publicly accountable entities.
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Maintenance of IFRS for SMEs

10.

11.

12.

The IASB expects to undertake a thorough review of SMEs’ experience in applying
IFRS for SMEs when two years of financial statements using the Standard have
been published by a broad range of entities. The IASB expects to propose
amendments to address implementation issues identified in that review. It will also
consider new and amended IFRSs that have been adopted since the Standard was
issued.

After that initial implementation review, the IASB expects to propose amendments
to IFRS for SMEs by publishing an omnibus exposure draft approximately once
every three years. In developing those exposure drafts, it expects to consider new
and amended IFRSs that have been adopted in the previous three years as well as
specific issues that have been brought to its attention regarding possible
amendments to IFRS for SMEs. The IASB intends the three-year cycle to be a
tentative plan, not a firm commitment as, on occasion, it may identify a matter for
which amendment of IFRS for SMEs may need to be considered earlier than in the
normal three-year cycle.

The IASB expects that there will be a period of at least one year between when
amendments to IFRS for SMEs are issued and the effective date of those
amendments.

Other References on IFRS for SMEs

1.

Comparison on the main requirements of IFRS for SMEs and full HKFRSs prepared
by the Standard Setting Department of HKICPA (Annex I)

IASB IFRS for SMEs Fact Sheet (Annex II)
KPMG IFRS Briefing Sheet Issue 144 IFRS for Small and Medium-sized Entities

http://www.kpmg.com/SiteCollectionDocuments/IFRG briefing sheets/IFRS-Briefin
g-Sheet-Issue-144.pdf

PricewaterhouseCoopers IFRS for SMEs Pocket Guide 2009
http://www.pwc.com/en GX/gx/ifrs-reporting/pdf/IFRSSMEQ09.pdf

PricewaterhouseCoopers Similarities and differences - a comparison of IFRS for
SMEs and 'full IFRS'
http://www.pwc.com/en_GX/gx/ifrs-reporting/pdf/Sims_diffs IFRS SMEs.pdf

PricewaterhouseCoopers IFRS for SMEs - lllustrative consolidated financial
statements 2010
http://www.pwc.com/en_GX/gx/ifrs-reporting/pdf/IFRS-for-SMEs-lllustrative-f-s2010

-pdf

Deloitte IAS Plus Update Newsletter — Simplified financial reporting - IASB provides
relief for SMEs
http://www.iasplus.com/iasplus/0907ifrsforsmes.pdf
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8. Ernst & Young Supplement to IFRS Outlook — IFRS for SMEs
http://www.ey.com/Publication/vwLUAssets/Supplement_49/$FILE/Supplement_49.
pdf

9. Ernst & Young Tax Alert - Tax accounting implications of the new IFRS standard for

small and medium-sized entities (SMES)
http://www.ey.com/Publication/vwLUAssets/Tax alert IFRS and Tax Aug2009/%2
4FILE/Tax_alert IFRS and Tax Aug2009.pdf

10. BDO HKFRSs/IFRSs Update - IFRS for SMEs
http://www.bdo.com.hk/download/HKFRS Update 2009 8 SMEs.pdf

(October 2009)
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Annex | — Comparison between IFRS for SMEs and full HKFRSs

. do not have public accountability, and
. publish general purpose financial statements for external users.

A subsidiary whose parent uses full IFRSs, or that is part of a consolidated group
that uses full IFRSs, is not prohibited from using IFRS for SMEs in its own
financial statements if that subsidiary by itself does not have public accountability.
[IFRS for SMEs 1.1 — 1.2 and 1.6]

Listed companies are not entitled to use IFRS for SMEs no matter how small it is.
If a publicly accountable entity use IFRS for SMEs, its financial statements shall
not be described as conforming to the IFRS for SMEs — even if law or regulation in
its jurisdiction permits or requires IFRS for SMEs to be used by publicly
accountable entities.

[IFRS for SMEs 1.5]

Topic Requirements in IFRS for SMEs Requirements in full HKFRSs as effective for 2009
Small and The IFRS for SMEs is intended for use by small and medium-sized entities HKFRSs apply to all general purpose financial statements.
Medium-sized (SMEs). [Preface to HKFRS, paragraph 9]

Entities

(Section 1) Small and medium-sized entities are entities that:

Concepts and
Pervasive Principles
(Section 2)

The requirements for recognising and measuring assets, liabilities, income and expenses in the IFRS for SMEs are based on pervasive principles
that are required from the IASB Framework for the Preparations and Presentations of Financial Statements and from full IFRSs.

Financial Statement
Presentation
(Section 3)

A complete set of financial statements of an entity shall include all of the following:

. a statement of financial position as at the reporting date

. a single statement of comprehensive income (including items of other
comprehensive income), or a separate income statement and a separate
statement of comprehensive income

. a statement of changes in equity for the reporting period
. a statement of cash flows for the reporting period
. notes, comprising a summary of significant accounting policies and other

explanatory information.
[IFRS for SMEs 3.17]

In addition, management shall include a statement of
financial position as at the beginning of the earliest
comparative period when an entity applies an accounting
policy retrospectively or makes a retrospective restatement
or when it reclassifies items in its financial statements.
[HKAS 1(Revised), paragraph 39]
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Topic

Requirements in IFRS for SMEs

Requirements in full HKFRSs as effective for 2009

If the only changes to equity during the periods for which financial statements
are presented arise from profit or loss, payment of dividends, corrections of prior
period errors, and changes in accounting policy, the entity may present a single
statement of income and retained earnings in place of the statement of
comprehensive income and statement of changes in equity

[IFRS for SMEs 3.18]

IAS 1 does not include a similar exemption from presenting
a separate statement of changes in equity.

Statement of
Financial Position
(Section 4)

As a minimum, the statement of financial position shall include line items that
present the following amounts:

(a)
(b)
()
(d)
(e)
()
(9)
(h)

(i)
()
(k)
()
(m)
(n)
(0)

(p)
(a)

(r)

cash and cash equivalents

trade and other receivables

financial assets

inventories

property, plant and equipment

investment property carried at fair value through profit or loss
intangible assets

biological assets carried at cost less accumulated depreciation and
impairment

biological assets carried at fair value through profit or loss
investments in associates

investments in jointly controlled entities

trade and other payables

financial liabilities

liabilities and assets for current tax

deferred tax liabilities and deferred tax assets (these shall always be
classified as non-current)

provisions

non-controlling interest, presented within equity separately from the equity
attributable to the owners of the parent

equity attributable to the owners of the parent.

[IFRS for SMEs 4.2]

In addition, HKAS 1(Revised) requires the statement of
financial position to include the total of assets classified as
held for sale and assets included in disposal groups
classified as held for sale and liabilities included in disposal
groups classified as held for sale

[HKAS 1(Revised), paragraph 54(j) and (p)]

Statement of
Comprehensive
Income and Income
Statement

(Section 5)

The accounting principles for this topic in IFRS for SMEs are based on full IFRSs but simplified to suit SMEs.
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Topic

Requirements in IFRS for SMEs

Requirements in full HKFRSs as effective for 2009

Statement of
Changes in Equity
and Statement of
Income and Retained
Earnings

(Section 6)

The accounting principles for this topic in IFRS for SMEs are based on full IFRSs but simplified to suit SMEs.

IFRS for SMEs permits an entity to present a statement of income and retained earnings in place of a statement of comprehensive income and a
statement of changes in equity if the only changes to its equity during the periods for which financial statements are presented arise from profit or
loss, payment of dividends, corrections of prior period errors, and changes in accounting policy, whereas full HKFRSs does not contain such

provision.
[IFRS for SMEs 6.4]

Statement of Cash
Flows
(Section 7)

The accounting principles for this topic in IFRS for SMEs are based on full IFRSs but simplified to suit SMEs.

Notes to the Financial
Statements
(Section 8)

The accounting principles for this topic in IFRS for SMEs are based on full IFRSs but simplified to suit SMEs.

Consolidated and
Separate Financial
Statements
(Section 9)

A SME that is a parent need not present consolidated financial statements if:

. the parent is itself a subsidiary, and its ultimate (or any intermediate
parent) produces consolidated general purpose financial statements that
comply with full IFRS or the IFRS for SMEs; or

. it has no subsidiaries other than one that was acquired with the intention
of selling or disposing of it within one year.

[IFRS for SMEs 9.3]

The financial statements of the parent and its subsidiaries used in the preparation
of the consolidated financial statements shall be prepared as of the same
reporting date unless it is impracticable to do so.

[IFRS for SMEs 9.16]

Combined financial statements are a single set of financial statements of two or

The requirements in HKAS 27(Revised) Consolidated and
Separate Financial Statements to qualify for the exemption
from presenting consolidated financial statements are more
restrictive than those contained in IFRS for SMEs.

When the financial statements of a subsidiary used in the
preparation of consolidated financial statements are
prepared as of a date different from that of the parent’s
financial statements, adjustments shall be made for the
effects of significant transactions or events that occur
between that date and the date of the parent’s financial
statements. In any case, the difference between the end of
the reporting period of the subsidiary and that of the parent
shall be no more than three months.

[HKAS 27(Revised), paragraph 23]

Combined financial statements is not covered in full
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Topic

Requirements in IFRS for SMEs

Requirements in full HKFRSs as effective for 2009

more entities controlled by a single investor. IFRS for SMEs does not require
combined financial statements to be prepared. If the investor prepares combined
financial statements and describes them as conforming to the IFRS for SMEs,
those statements shall comply with all of the requirements of IFRS for SMEs.
[IFRS for SMEs 9.28 — 9.29]

HKFRSs.

Accounting Policies,
Estimates and Errors
(Section 10)

If IFRS for SMEs does not specifically address a transaction, other event or
condition, an entity’s management shall use its judgement in developing and
applying an accounting policy that results in information that is relevant to the
economic decision-making needs of users and reliable. In making this
judgement, management shall refer to, and consider the applicability of, the
following sources in descending order:
(@ the requirements and guidance in IFRS for SMEs dealing with similar and
related issues, and
(b)  the definitions, recognition criteria and measurement concepts for assets,
liabilities, income and expenses and the pervasive principles in Section 2.
In making this judgement, management may also consider the requirements and
guidance in full IFRSs dealing with similar and related issues.
[IFRS for SMEs 10.4 — 10.6]

Management may also consider the most recent
pronouncements of other standard-setting bodies that use a
similar conceptual framework to develop accounting
standards, other accounting literature and accepted industry
practices to the extent that these do not conflict with the
concepts contained in HKFRSs.

[HKAS 8, paragraph 12]

Basic Financial
Instruments
(Section 11)

Accounting policy choice
An entity shall choose to apply either:
(@) the provisions of both Section 11 and Section 12 in full, or
(b)  the recognition and measurement provisions of IAS 39 Financial
Instruments: Recognition and Measurement and the disclosure
requirements of Sections 11 and 12
to account for all of its financial instruments. An entity’s choice of (a) or (b) is an
accounting policy choice.
[IFRS for SMEs 11.2]

Initial measurement

When a financial asset or financial liability is recognised initially, an entity shall
measure it at the transaction price (including transaction costs except in the initial
measurement of financial assets and liabilities that are measured at fair value
through profit or loss) unless the arrangement constitutes, in effect, a financing

Such accounting policy choice is not available in full
HKFRSs and the reporting entity is required to comply with
HKAS 39 and HKFRS 7 Financial Instruments: Disclosures
in full.

When a financial asset or financial liability is recognised
initially, an entity shall measure it at its fair value plus, in the
case of a financial asset or financial liability not at fair value
through profit or loss, transaction costs that are directly

4
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Topic

Requirements in IFRS for SMEs

Requirements in full HKFRSs as effective for 2009

transaction. A financing transaction may take place in connection with the sale of
goods or services, for example, if payment is deferred beyond normal business
terms or is financed at a rate of interest that is not a market rate. If the
arrangement constitutes a financing transaction, the entity shall measure the
financial asset or financial liability at the present value of the future payments
discounted at a market rate of interest for a similar debt instrument.

[IFRS for SMEs 11.13]

Subsequent measurement
At the end of each reporting period, an entity shall measure financial instruments
as follows, without any deduction for transaction costs the entity may incur on sale
or other disposal:
€) debt instruments shall be measured at amortised cost using the effective
interest method.
(b) commitments to receive a loan shall be measured at cost less impairment.
(c) investments in non-convertible preference shares and non-puttable
ordinary or preference shares shall be measured at fair value with
changes in fair value recognised in profit or loss or otherwise at cost less
impairment.
[IFRS for SMEs 11.14]

Derecognition of financial assets
An entity shall derecognise a financial asset only when:
(@ the contractual rights to the cash flows from the financial asset expire or
are settled, or
(b)  the entity transfers to another party substantially all of the risks and
rewards of ownership of the financial asset, or
(c) the entity has retained some significant risks and rewards of ownership
but has transferred control of the asset to another party.
[IFRS for SMEs 11.33]

attributable to the acquisition or issue of the financial asset
or financial liability.
[HKAS 39, paragraph 43]

For the purpose of measuring a financial asset subsequent
to initial recognition, HKAS 39 classifies financial assets into
four categories:
(8 loans and receivables not held for trading
(b) held-to-maturity investments
(c) financial assets measured at fair value through
profit or loss, which includes those held for trading
and any other financial asset that the entity
designates; and
(d) available-for-sale financial assets.
[HKAS 39, paragraph 9]

An entity shall derecognise a financial asset when, and only
when:
(8) the contractual rights to the cash flows from the
financial asset expire; or
(b) it transfers the financial asset and the transfer
qualifies for derecognition.
The decision whether a transfer qualifies for
derecognition is made by applying a combination of risks
and rewards and control tests.
[HKAS 39, paragraphs 17 - 37]

Other Financial
Instruments Issues
(Section 12)

Hedge accounting — Types of risk eligible for hedge accounting
IFRS for SMEs permits hedge accounting only for:

. interest rate risk of a debt instrument measured at amortised cost

HKAS 39 is not as restrictive in respect of the risks that can
be hedged as the IFRS for SMEs. To be eligible for hedge
accounting, the designated risks and portions must be

5
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Topic Requirements in IFRS for SMEs Requirements in full HKFRSs as effective for 2009
. foreign exchange or interest rate risk in a firm commitment or a highly separately identifiable components of the financial
probable forecast transaction instrument, and changes in the cash flows or fair value of
. price risk of a commaodity that it holds or in a firm commitment or highly the entire financial instrument arising from changes in the
probable forecast transaction to purchase or sell a commodity designated risks and portions must be reliably measurable.
. foreign exchange risk in a net investment in a foreign operation. [HKAS 39, paragraph AG99F]
[IFRS for SMEs 12.17]
Hedge accounting — Hedging instruments
IFRS for SMEs permits hedge accounting only if the hedging instrument has all of | A hedging instrument is a designated derivative or (for a
following terms and conditions: hedge of the risk of changes in foreign currency exchange
@ it is an interest rate swap, a foreign currency swap, a foreign currency rates only) a designated non-derivative financial asset or
forward exchange contract or a commodity forward exchange contract non-derivative financial liability whose fair value or cash
that is expected to be highly effective in offsetting the hedged risk; flows are expected to offset changes in the fair value or
(b) it involves a party external to the reporting entity; cash flows of a designated hedged item. HKAS 39 allows a
(c) its notional amount is equal to the designated amount of the principal or broader array of hedging instruments to be used.
notional amount of the hedged item;
(d) it has a specified maturity date not later than A written option does not qualify as a hedging instrument
() the maturity of the financial instrument being hedged, unless it is designated as an offset to a purchased option,
(i) the expected settlement of the commodity purchase or sale including one that is embedded in another financial
commitment, or instrument.
(iii) the occurrence of the highly probable forecast foreign currency or [HKAS 39, paragraphs 9 and AG94]
commaodity transaction being hedged.
(e) it has no prepayment, early termination or extension features.
[IFRS for SMEs 12.18]
Inventories The accounting principles for this topic in IFRS for SMEs are based on full IFRSs but simplified to suit SMEs.

(Section 13)

Investments in
Associates
(Sections 14)

An investor shall account for all of its investments in associates using one of the
following:

(@ the cost model

(b)  the equity method

(c) the fair value model.
[IFRS for SMEs 14.4]

HKAS 28 Investments in Associates requires, with certain
exceptions, equity method to be used for investments in
associates over which the entity has significant influence.
[HKAS 28, paragraph 13]

Investments in Joint
Ventures

An investor shall account for all of its interests in jointly controlled entities using
one of the following:

HKAS 31 Interests in Joint Ventures requires, with certain
exceptions, proportionate consolidation or equity method to

6
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Topic

Requirements in IFRS for SMEs

Requirements in full HKFRSs as effective for 2009

(Sections 15)

(d)  the cost model

(e) the equity method

® the fair value model.
[IFRS for SMEs 15.9]

be used for jointly controlled entities.
[HKAS 31, paragraphs 30 and 38]

Investment Property
(Section 16)

Investment properties are initially measured at cost.

For subsequent measurement, investment properties whose fair values can be
measured reliably without undue cost or effort shall be measured at fair value at
each reporting date with changes in fair value recognised in profit or loss whereas
cost-depreciation-impairment model is used for other investment properties. The
accounting policy is driven by the ability to determine the fair value of investment
properties and hence there is no accounting policy choice.

If a reliable measure of fair value is no longer available without undue cost or effort
for an item of investment property measured using the fair value model, the entity
shall thereafter account for that item as property, plant and equipment until a
reliable measure of fair value becomes available. The carrying amount of the
investment property on that date becomes its cost.

[IFRS for SMEs 16.5 — 16.8]

If an investment property is being accounted for as property, plant and equipment,
then there is no requirement to disclose the fair value of that property.

HKAS 40 Investment Property permits entities to choose
either a fair value model or a cost model.
[HKAS 40, paragraphs 33 and 56]

An entity that applies the cost model shall disclose the fair
value of investment property, except when an entity cannot
determine the fair value of the investment property reliably.
[HKAS 40, paragraph 79(e)]

Property, Plant
and Equipment
(Section 17)

An entity shall measure an item of property, plant and equipment at initial
recognition at its cost.

An entity shall measure all items of property, plant and equipment after initial
recognition at cost less any accumulated depreciation and any accumulated
impairment losses.

[IFRS for SMEs 17.9 and 17.15]

The residual values, useful lives and depreciation methods of items of property,
plant and equipment are reviewed only when there are indications that they have
changed.

An entity shall choose either the cost model or the
revaluation model as its accounting policy and shall apply
that policy to an entire class of property, plant and
equipment.

[HKAS 16, paragraphs 30 and 31]

The residual values, useful lives and depreciation methods
shall be reviewed at least at each financial year-end.
[HKAS 16, paragraphs 51 and 61]
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Topic

Requirements in IFRS for SMEs

Requirements in full HKFRSs as effective for 2009

[IFRS for SMEs 17.19 and 17.23]

Intangible Assets
other than Goodwill
(Section 18)

Internally generated intangible assets

An entity shall recognise expenditure incurred internally on an intangible item,
including all expenditure for both research and development activities, as an
expense when it is incurred unless it forms part of the cost of another asset that
meets the recognition criteria contained in IFRS for SMEs.

[IFRS for SMEs 18.14]

Measurement after recognition

An entity shall measure intangible assets at cost less any accumulated
amortisation and any accumulated impairment losses.

[IFRS for SMEs 18.18]

Useful life

All intangible assets shall be considered to have a finite useful life. The useful life
of an intangible asset that arises from contractual or other legal rights shall not
exceed the period of the contractual or other legal rights, but may be shorter
depending on the period over which the entity expects to use the asset. If an entity
is unable to make a reliable estimate of the useful life of an intangible asset, the
life shall be presumed to be ten years.

[IFRS for SMEs 18.19 — 18.20]

Review of amortisation period and amortisation method

The amortisation period and method shall be reviewed if there is an indication of
change since the last reporting date. The entity shall account for the change in
residual value, amortisation method or useful life as a change in an accounting
estimate.

[IFRS for SMEs 18.24]

Expenditure on research or on the research phase of an
internal project shall be recognised as an expense when it is
incurred. An intangible asset arising from development or
from the development phase of an internal project shall be
recognised only if certain criteria are met.

[HKAS 38, paragraphs 54 and 57]

An entity shall choose either the cost model or the
revaluation model as its accounting policy. If an intangible
asset is accounted for using the revaluation model, all the
other assets in its class shall also be accounted for using the
same model, unless there is no active market for those
assets.

[HKAS 38, paragraph 72]

Intangible assets may be determined to have indefinite
useful lives when appropriate; intangible assets with
indefinite useful lives are not amortised.

[HKAS 38, paragraphs 88 and 107]

The amortisation period and the amortisation method for an
intangible asset with a finite useful life shall be reviewed at
least at each financial year-end.

[HKAS 38, paragraph 104]

Business
Combinations and
Goodwill

(Section 19)

Treatment of transaction costs

The acquirer shall measure the cost of a business combination including any costs
directly attributable to the business combination.

[IFRS for SMEs 19.11(b)]

The acquirer shall account for acquisition-related costs as
expenses in the periods in which the costs are incurred and
the services are received.

8
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Topic

Requirements in IFRS for SMEs

Requirements in full HKFRSs as effective for 2009

Contingent consideration

When a business combination agreement provides for an adjustment to the cost
of the combination contingent on future events, the acquirer shall include the
estimated amount of that adjustment in the cost of the combination at the
acquisition date if the adjustment is probable and can be measured reliably.
However, if the potential adjustment is not recognised at the acquisition date but
subsequently becomes probable and can be measured reliably, the additional
consideration shall be treated as an adjustment to the cost of the combination.
[IFRS for SMEs 19.12 — 19.13]

Calculation of goodwiill

The acquirer shall, at the acquisition date, initially measure that goodwill at its
cost, being the excess of the cost of the business combination over the acquirer’s
interest in the net fair value of the identifiable assets, liabilities and contingent
liabilities.

[IFRS for SMEs 19.22]

Subsequent measurement of goodwiill

After initial recognition, the acquirer shall measure goodwill acquired in a business
combination at cost less accumulated amortisation and accumulated impairment
losses. If an entity is unable to make a reliable estimate of the useful life of
goodwill, the life shall be presumed to be ten years. At each reporting date an
entity assesses whether there is any indication that goodwill is impaired but only
tests for impairment when there is such an indication.

[HKFRS 3(Revised), paragraph 53]

The acquirer shall recognise the acquisition-date fair value
of contingent consideration as part of the consideration
transferred in exchange for the acquiree. The acquirer shall
account for changes in the fair value of contingent
consideration that are not measurement period adjustments
as follows:

(a) contingent consideration classified as equity shall
not be remeasured and its subsequent settlement
shall be accounted for within equity

(b) contingent consideration classified as an asset or a
liability that is a financial instrument and is within
the scope of HKAS 39 shall be measured at fair
value, with any resulting gain or loss recognised
either in profit or loss or in other comprehensive
income in accordance with that HKFRS; or shall be
accounted for in accordance with HKAS 37 or other
HKFRSs as appropriate if such asset or liability is
not within the scope of HKAS 39.

[HKFRS 3(Revised), paragraphs 39 and 58]

For each business combination, the acquirer shall measure
any non-controlling interest in the acquiree either at fair
value or at the non-controlling interest’s proportionate share
of the acquiree’s identifiable net assets. The option provided
by full HKFRS to measure the non-controlling interest either
at fair value or proportionate share method may result in a
different goodwill amount.

[HKFRS 3(Revised), paragraphs 19 and 32]

The acquirer shall measure goodwill at the amount
recognised at the acquisition date less any accumulated
impairment losses, and it is tested for impairment annually,
regardless of there being an indication of impairment.
[HKFRS 3(Revised), paragraph B63(a)]
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Topic Requirements in IFRS for SMEs Requirements in full HKFRSs as effective for 2009
[IFRS for SMEs 19.23]
There are significant disclosure reliefs for SMEs compared
with the disclosures required under full HKFRS.
Leases A lessee (lessor) shall recognise lease payments (income) under operating leases | Lease expenditure (income) in an operating lease is

(Section 20)

as an expense (income) on a straight-line basis unless either

(@)
(b)

another systematic basis is representative of the time pattern of the user’s
benefit, even if the payments (receipts) are not on that basis, or

the payments to the lessor are structured to increase in line with expected
general inflation to compensate for the lessor’s expected inflationary cost
increases.

[IFRS for SMEs 20.15 and 20.25]

recognised on a straight-line basis.
[HKAS 17, paragraphs 33 and 50]

Provisions and
Contingencies
(Section 21)

The accounting principles for this topic in IFRS for SMEs are based on full IFRSs but simplified to suit SMEs.

Liabilities and Equity
(Section 22)

An entity shall recognise the issue of shares or other equity instruments as equity
when it issues those instruments and another party is obliged to provide cash or
other resources to the entity in exchange for the instruments.

(@)

(b)

(©)

if the equity instruments are issued before the entity receives the cash or
other resources, the entity shall present the amount receivable as an
offset to equity in its statement of financial position, not as an asset.

if the entity receives the cash or other resources before the equity
instruments are issued, and the entity cannot be required to repay the
cash or other resources received, the entity shall recognise the
corresponding increase in equity to the extent of consideration received.
to the extent that the equity instruments have been subscribed for but not
issued, and the entity has not yet received the cash or other resources,
the entity shall not recognise an increase in equity.

[IFRS for SMEs 22.7]

The IFRS for SMEs specific guidance is not contained in full
IFRSs.

Revenue
(Section 23)

The accounting principles for this topic in IFRS for SMEs are based on full IFRSs but simplified to suit SMEs.
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Requirements in IFRS for SMEs

Requirements in full HKFRSs as effective for 2009

Government Grants
(Section 24)

An entity shall recognise government grants as follows:

(@)

(b)

(©)

a grant that does not impose specified future performance conditions on
the recipient is recognised in income when the grant proceeds are
receivable

a grant that imposes specified future performance conditions on the
recipient is recognised in income only when the performance conditions
are met.

grants received before the revenue recognition criteria are satisfied are
recognised as a liability.

An entity shall measure grants at the fair value of the asset received or receivable.
[IFRS for SMEs 24.4 — 24.5]

Government grants, including non-monetary grants at fair
value, shall not be recognised until there is reasonable
assurance that:

(a) the entity will comply with the conditions attaching

to them; and

(b) the grants will be received.
Government grants shall be recognised in profit or loss on a
systematic basis over the periods in which the entity
recognises as expense the related costs for which the
grants are intended to compensate. They shall not be
credited directly to shareholders' interests.
[HKAS 20, paragraphs 7 and 12]

Borrowing Costs
(Section 25)

An entity shall recognise all borrowing costs as an expense in profit or loss in the
period in which they are incurred.
[IFRS for SMEs 25.2]

An entity shall capitalise borrowing costs that are directly
attributable to the acquisition, construction or production of a
qualifying asset as part of the cost of that asset. An entity
shall recognise other borrowing costs as an expense in the
period in which it incurs them.

[HKAS 23, paragraph 8]

Share-based
Payment
(Section 26)

An entity shall measure the fair value of shares, share options and equity-settled
share appreciation rights (and the related goods or services received) using the
following three-tier measurement hierarchy:

(@)
(b)
(©

if an observable market price is available for the equity instruments
granted, use that price

if an observable market price is not available, measure the fair value of
equity instruments granted using entity-specific observable market data

if an observable market price is not available and obtaining a reliable
measurement of fair value under (b) is impracticable, indirectly measure
the fair value of the shares or share appreciation rights using a valuation
method that uses market data to the greatest extent practicable. The
entity’s directors should use their judgement to apply the most appropriate
valuation method to determine fair value.

[IFRS for SMEs 26.10 — 26.11]

If a share-based payment award is granted by a parent entity to the employees of

For transactions measured by reference to the fair value of
the equity instruments granted, an entity shall measure the
fair value of equity instruments granted at the measurement
date, based on market prices if available, taking into
account the terms and conditions upon which those equity
instruments were granted. If market prices are not available,
the entity shall estimate the fair value of the equity
instruments granted using a valuation technique.

[HKFRS 2, paragraphs 16 - 17]

For share-based payment transactions among group

11
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Topic

Requirements in IFRS for SMEs

Requirements in full HKFRSs as effective for 2009

one or more subsidiaries in the group, and the parent presents consolidated
financial statements using either the IFRS for SMEs or full IFRSs, such
subsidiaries are permitted to recognise and measure share-based payment
expense (and the related capital contribution by the parent) on the basis of a
reasonable allocation of the expense recognised for the group.

[IFRS for SMEs 26.16]

entities, in its separate or individual financial statements, the
entity receiving the goods or services shall measure the
goods or services received as either an equity-settled or a
cash-settled share-based payment transaction by assessing
the nature of the awards granted, and its own rights and
obligations.

The amount recognised by the entity receiving the goods or
services may differ from the amount recognised by the
consolidated group or by another group entity settling the
share-based payment transaction.

The entity receiving the goods or services shall measure the
goods or services received as an equity-settled share-based
payment transaction when the awards granted are its own
equity instruments, or the entity has no obligation to settle
the share-based payment transaction.

The entity shall subsequently remeasure such an
equity-settled share-based payment transaction only for
changes in non-market vesting conditions. In all other
circumstances, the entity receiving the goods or services
shall measure the goods or services received as a
cash-settled share-based payment transaction.

The entity settling a share-based payment transaction when
another entity in the group receives the goods or services
shall recognise the transaction as an equity-settled
share-based payment transaction only if it is settled in the
entity’s own equity instruments. Otherwise, the transaction
shall be recognised as a cash-settled share-based payment
transaction.

Intragroup repayment arrangements will not affect the
application of the principles described above for the
classification of group-settled share-based payment
transactions.

12
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Requirements in full HKFRSs as effective for 2009

[HKFRS 2, paragraphs 43A — 43D]

Impairment of Assets
(Section 27)

Identifying an asset that may be impaired

An entity shall assess at each reporting date whether there is any indication that
an asset may be impaired. If any such indication exists, the entity shall estimate
the recoverable amount of the asset. If there is no indication of impairment, it is
not necessary to estimate the recoverable amount.

[IFRS for SMEs 27.7]

Allocation of goodwiill
If goodwill cannot be allocated to individual cash-generating units (or groups of
cash-generating units) on a non-arbitrary basis, then for the purposes of testing
goodwill the entity shall test the impairment of goodwill by determining the
recoverable amount of either (a) or (b):
(@ the acquired entity in its entirety, if the goodwill relates to an acquired
entity that has not been integrated
(b)  the entire group of entities, excluding any entities that have not been
integrated, if the goodwill relates to an entity that has been integrated.
[IFRS for SMEs 27.27]

Irrespective of whether there is any indication of impairment,
an entity shall test an intangible asset with an indefinite
useful life, an intangible asset not yet available for use and
goodwill acquired in a business combination for impairment
annually.

[HKAS 36, paragraph 10]

For the purpose of impairment testing, goodwill acquired in
a business combination shall, from the acquisition date, be
allocated to each of the acquirer’s cash-generating units, or
groups of cash-generating units, that is expected to benefit
from the synergies of the combination, irrespective of
whether other assets or liabilities of the acquiree are
assigned to those units or groups of units. Each unit or
group of units to which the goodwill is so allocated shall
represent the lowest level within the entity at which the
goodwill is monitored for internal management purposes;
and not be larger than an operating segment determined in
accordance with HKFRS 8 Operating Segments.

[HKAS 36, paragraph 80]

There are significant disclosure reliefs for SMEs compared
with the disclosures required under full HKFRSs.

Employee Benefits
(Section 28)

Actuarial valuation method

If an entity is not able, without undue cost or effort, to use the projected unit credit
method to measure its obligation and cost under defined benefit plans, the entity is
permitted to make the following simplifications in measuring its defined benefit
obligation with respect to current employees by ignoring estimated future salary
increases; future service of current employees; and possible in-service mortality of
current employees between the reporting date and the date employees are
expected to begin receiving post-employment benefits. However, mortality after
service (ie life expectancy) will still need to be considered.

[IFRS for SMEs 28.19]

An entity is required to use the Projected Unit Credit Method
to determine the present value of its defined benefit
obligations, which sees each period of service as giving rise
to an additional unit of benefit entittement and measures
each unit separately to build up the final obligation. HKAS
19 Employee Benefits does not permit the simplified
approach allowed by the IFRS for SMEs.

[HKAS 19, paragraphs 64 -65]
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Recognition — accounting policy election

If a defined benefit plan has been introduced or changed in the current period, the | Actuarial gains and losses may be:

entity shall increase or decrease its defined benefit liability to reflect the change, (a) recognised immediately in profit or loss,

and shall recognise the increase (decrease) as an expense (income) in measuring | (b) deferred up to a maximum, with any excess

profit or loss in the current period. amortised in profit or loss (the “corridor approach”),

or
An entity is required to recognise all actuarial gains and losses in the period in (c) recognised immediately in other comprehensive
which they occur. An entity shall: income.
€) recognise all actuarial gains and losses in profit or loss, or
(b) recognise all actuarial gains and losses in other comprehensive income Past service cost is recognised as an expense on a

as an accounting policy election. The entity shall apply its chosen accounting straight-line basis over the average period until the benefits

policy consistently to all of its defined benefit plans and all of its actuarial gains become vested.

and losses. Actuarial gains and losses recognised in other comprehensive income | [HKAS 19, paragraphs 92 -93B and 96]

shall be presented in the statement of comprehensive income.

[IFRS for SMEs 28.21 and 24]

Group plans

If a parent entity provides benefits to the employees of one or more subsidiaries in | An entity participating in such a plan shall obtain information

the group, and the parent presents consolidated financial statements using either | about the plan as a whole measured in accordance with

the IFRS for SMEs or full IFRSs, such subsidiaries are permitted to recognise and | HKAS 19 on the basis of assumptions that apply to the plan

measure employee benefit expense on the basis of a reasonable allocation of the | as a whole. If there is a contractual agreement or stated

expense recognised for the group. policy for charging the net defined benefit cost for the plan

[IFRS for SMEs 28.38] as a whole measured in accordance with HKAS 19 to
individual group entities, the entity shall, in its separate or
individual financial statements, recognise the net defined
benefit cost so charged. If there is no such agreement or
policy, the net defined benefit cost shall be recognised in the
separate or individual financial statements of the group
entity that is legally the sponsoring employer for the plan.
The other group entities shall, in their separate or individual
financial statements, recognise a cost equal to their
contribution payable for the period.
[HKAS 19, paragraph 34A]

Income Tax The accounting for income taxes closely mirrors the proposals contained in the

(Section 29)

exposure draft to replace IAS 12 Income Taxes.
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Definition of tax base

Tax basis is determined by the tax consequences that would arise if an asset were
sold, or a liability settled, for its carrying amount at the end of the reporting period.
[IFRS for SMEs 29.12]

Recognition and measurement
An entity shall not recognise
€) a deferred tax asset or liability for temporary differences associated with
unremitted earnings from foreign subsidiaries, branches, associates and
joint ventures to the extent that the investment is essentially permanent in
duration, unless it is apparent that the temporary difference will reverse in
the foreseeable future; and
(b) a deferred tax liability for a temporary difference associated with the initial
recognition of goodwill.
(that is, there is no initial recognition exemption for a deferred tax asset or liability
arising on the initial recognition of an asset or liability in a transaction that is not a
business combination, and at the time of the transaction affects neither accounting
profit nor taxable profit.

Valuation allowance

An entity shall recognise a valuation allowance against deferred tax assets so that
the net carrying amount equals the highest amount that is more likely than not to
be recovered based on current or future taxable profit.

[IFRS for SMEs 29.21]

Uncertain tax position

An entity shall measure current and deferred tax assets and liabilities using the
probability-weighted average amount of all the possible outcomes, assuming that
the tax authorities will review the amounts reported and have full knowledge of all
relevant information. Changes in the probability-weighted average amount of all
possible outcomes shall be based on new information, not a new interpretation by

The measurement of deferred tax liabilities and deferred tax
assets shall reflect the tax consequences that would follow
from the manner in which the entity expects, at the end of
the reporting period, to recover or settle the carrying amount
of its assets and liabilities.

[HKAS 12, paragraph 51]

HKAS 12 Income Taxes contains an exemption that exists
for a deferred tax asset or liability arising on the initial
recognition of an asset or liability in a transaction that is not
a business combination, which affects neither accounting
profit nor taxable profit at the time of the transaction.
[HKAS 12, paragraph 15]

The concept of valuation allowance is not available in full
HKFRSs. A deferred tax asset shall be recognised for all
deductible temporary differences to the extent that it is
probable that taxable profit will be available against which
the deductible temporary difference can be utilised, with
certain exceptions apply.

[HKAS 12, paragraph 24]

HKAS 12 does not address explicitly on tax uncertainty.
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the entity of previously available information.
[IFRS for SMEs 29.24]

Foreign Currency
Translation
(Section 30)

In the financial statements that include the foreign operation and the reporting
entity, exchange differences arising on a monetary item that forms part of a
reporting entity’s net investment in a foreign operation shall be recognised initially
in other comprehensive income and reported as a component of equity. They shall
not again be recognised in profit or loss on disposal of the net investment.

[IFRS for SMEs 30.13]

On the disposal of a foreign operation, the cumulative
amount of the exchange differences relating to that foreign
operation, recognised in other comprehensive income and
accumulated in the separate component of equity, shall be
reclassified from equity to profit or loss (as a reclassification
adjustment) when the gain or loss on disposal is recognised.
[HKAS 21, paragraph 48]

Hyperinflation
(Section 31)

The accounting principles for this topic in IFRS for SMEs are based on full IFRSs but simplified to suit SMEs.

Events after the End
of the Reporting
Period

(Section 32)

The accounting principles for this topic in IFRS for SMEs are based on full IFRSs but simplified to suit SMEs.

Related Party
Disclosures
(Section 33)

The proposed amendments to IAS 24 Related Party Disclosures have been
incorporated into the IFRS for SMEs; the standard includes a definition of related
parties consistent with the exposure drafts and an entity is exempt from the
disclosure requirements contained in this section in relation to:
€)) a state that has control, joint control or significant influence over the
reporting entity, and
(b) another entity that is a related party because the same state has control,
joint control or significant influence over both the reporting entity and the
other entity.
[IFRS for SMEs 33.11]

Disclosure of key management personnel compensation in aggregate only, and
not by category or type of benefit.
[IFRS for SMEs 33.16]

No such exemption and disclosure relief is given in HKAS
24,

An entity shall disclose key management personnel
compensation in total and for each of the following
categories:

(@) short-term employee benefits;

(b) post-employment benefits;

(c) other long-term benefits;

(d) termination benefits; and
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(e) share-based payment.
[HKAS 24, paragraph 16]

Specialised Activities
(Section 34)

The entity shall use the fair value model for those biological assets for which fair
value is readily determinable without undue cost or effort. Otherwise, the cost
model is used for all other biological assets.

[IFRS for SMEs 34.2]

An entity using IFRS for SMEs that is engaged in the exploration for, evaluation or
extraction of mineral resources (extractive activities) shall account for expenditure
on the acquisition or development of tangible or intangible assets for use in
extractive activities by applying Section 17 Property, Plant and Equipment and
Section 18 Intangible Assets other than Goodwill, respectively. (that is, no specific
accounting standard addressing extractive activities)

[IFRS for SMEs 34.11]

IFRS for SMEs contains no special accounting requirements for assets held for
sale. Plans to dispose of an asset before the previously expected date is
considered as an indicator of impairment.

[IFRS for SMEs 27.9]

There is a presumption that fair value can be measured
reliably for a biological asset. However, that presumption
can be rebutted only on initial recognition for a biological
asset for which market-determined prices or values are not
available and for which alternative estimates of fair value
are determined to be clearly unreliable. In such a case, that
biological asset shall be measured at its cost less any
accumulated depreciation and any accumulated impairment
losses.

[HKAS 41, paragraph 30]

An entity shall determine an accounting policy specifying
which expenditures are recognised as exploration and
evaluation assets and apply the policy consistently.
[HKFRS 6, paragraph 9]

An entity shall classify a non-current asset (or disposal
group) as held for sale if its carrying amount will be
recovered principally through a sale transaction rather than
through continuing use. An entity shall measure a
non-current asset (or disposal group) classified as held for
sale at the lower of its carrying amount and fair value less
costs to sell.

[HKFRS 5, paragraphs 6 and 15]

Transition to the IFRS
for SMEs
(Section 35)

The optional exemptions for SMEs using the IFRS for SMEs for the first time are
similar to those available in IFRS 1 First-time Adoption of IFRSs.

An entity shall not retrospectively change the accounting that it followed under its
previous financial reporting framework for discontinued operations since such
concept does not exist in IFRS for SMEs.

No impracticability exemption is applicable to full HKFRSs.
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Moreover, if it is impracticable (that is, the entity cannot apply a requirement if after
making every reasonable effort to do so) for an entity to restate the opening
statement of financial position at the date of transition, the entity shall apply the
requirements contained in Section 35 in the earliest period for which it is
practicable to do so, and shall disclose the date of transition and the fact that data
presented in prior periods are not comparable. If is impracticable for an entity to
provide any disclosures required by IFRS for SMEs for any period before the
period in which it prepares its first financial statements that conform to IFRS for
SMEs, the omission shall be disclosed.

[IFRS for SMEs 35.9 — 35.10 and 35.11]

This comparison, which is prepared by the Institute’s Standard Setting Department, contains only key differences between IFRS for SMEs and full HKFRSs as
effective for 2009 on major topics and is not intended to be a complete summary. Readers are advised to refer to the original pronouncement of IFRS for
SMEs for further information and guidance.
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IFRS for SMEs Fact Sheet

Content
PROJECT HISTORY

OUTREACH AND CONSULTATION

ABOUT THE IFRS FOR SMES

FIVE TYPES OF SIMPLIFICATIONS

OMITTED TOPICS

EXAMPLES OF OPTIONS IN FULL IFRSS NOT INCLUDED IN THE IFRS FOR SMES
RECOGNITION AND MEASUREMENT SIMPLIFICATIONS

MAIN CHANGES FROM THE EXPOSURE DRAFT

Project history

Project was carried forward from the former IASC agenda. IASB deliberations began in
July 2003.

June 2004: Publication of the discussion paper (DP) Preliminary Views on Accounting
Standards for Small and Medium-sized Entities; comment deadline 24 September 2004

April 2005: Staff Questionnaire on Possible Recognition and Measurement Modifications
for Small and Medium-sized Entities (SMEs).

October 2005: Public round-table discussions with the Board on recognition and
measurement simplifications.

July 2003 - February 2007: Deliberation of the issues by the Board at 31 public Board
meetings.

August 2006: A complete staff draft of the exposure draft (ED) is posted on the IASB
website

November 2006: A revised staff draft is posted on the IASB website.

February 2007: Publication of the ED (English language); comment deadline
30 November 2007. Translations into four languages posted subsequently.

April 2007: Publication of a staff overview of the ED on the IASB’s website.

June 2007: Field-testing of the ED with the participation of 116 small companiesin 20
countries

November 2007: End of the comment period; 162 comment letters received.

March — April 2008: Staff present to the Board an overview of the main issues raised in
the comment letters and field tests.

30 Cannon Street, London EC4M 6XH, United Kingdom
Telephone: +44 (0)20 7246 6410 Fax: +d4 (0020 7246 6411 Email: iasb@iasb.org Web: www.iasb.org




April 2008: Working Group submits comprehensive recommendations for possible
changes to the ED.

May 2008 — April 2009: Board redeliberations of the proposals in the ED at 13 public
Board meetings.

April 2009: Board decides that the name of the final standard will be International
Financial Reporting Standard for Small and Medium-sized Entities (IFRS for SMFs), as
proposed in the ED.

June 2009: 13 Board members vote in favour, 1 dissenting opinion.

July 2009: Publication of the IFRS for SMEs

Outreach and consultation

Project discussed with the Standards Advisory Council at seven SAC meetings.

World Accounting Standard-Setters: Project discussed at five annual meetings of the
World Accounting Standard-Setters hosted by the IASB (2003, 2005, 2006, 2007, 2008).

Working Group meetings: The Working Group met four times to discuss the issues and
provide advice to the Board {2003, 2005, 2006, 2008)

Translations: The ED was translated into five languages to increase outreach:
o Spanish April 2007
o French May 2007
o GermanJune 2007
o Polish September 2007
o Romanian September 2007

Field testing: A questionnaire on the ED was posted on the IASB’s website in June 2007
in English, French and Spanish. Deadline for submitting field test reports 30 November
2007. Field testers asked to restate their most recent financial statements using the ED
and respond to a questionnaire. Responses received from 116 SMEs in 20 countries.

IASB deliberations: The IASB discussed the project in a total of 44 public meetings.

Presentations and conferences: With the objectives of encouraging SMEs and smaller
auditing firms to become familiar with the IASB and the SMEs project, the staff
undertook a comprehensive outreach programme that involved presentations at 104
conferences and round tables in 40 countries, including 55 presentations after the ED
was published.

Webcasts: The IASB explained the ED and responded to questions in two public
webcasts for which nearly 1,000 participants registered.

About the IFRS for SMEs

Five types of simplifications

The IFRS for SMEs contains five types of simpiifications of full IFRSs:
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some topics in IFRSs are omitted because they are not relevant to typical SMEs

some accounting policy options in full IFRSs are not allowed because a more simplified
method is available to SMEs

simplification of many of the recognition and measurement principles that are in full
IFRSs

substantially fewer disclosures

simplified redrafting

Omitted topics

The IFRS for SMEs does not address the following topics that are covered in full IFRSs:

earnings per share
interim financial reporting
segment reporting

special accounting for assets held for sale

Examples of options in full IFRSs NOT included in the /FRS for SMIEs

financial instrument options, including available-for-sale, held-to-maturity and fair value
options

the revaluation model for property, plant and equipment, and for intangible assets
proportionate consolidation for investments in jointly-controlled entities

for investment property, measurement is driven by circumstances rather than allowing
an accounting policy choice between the cost and fair vaiue models

various options for government grants.

Recognition and measurement simplifications

The main simplifications to the recognition and measurement principles in full IFRSs include:

Financial instruments:

o Financial instruments meeting specified criteria are measured at cost or amortised
cost. All others are measured at fair value through profit or loss. This avoids the
inherent complexities of classifying financial instruments into four categories, such
as assessing management’s intentions and dealing with “tainting provisions’.

o The IFRS establishes a simple principle for derecognition. The ‘pass-through’ and
‘continuing involvement’ tests in full IFRSs are dropped.

o Hedge accounting requirements, including the detailed calculations, are simplified
and tailored for SMEs.

Goodwill and other indefinite-life intangible assets — Always amortised over their
estimated useful lives (ten years if useful life cannot be estimated reliably).
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Investments in associates and joint ventures - can be measured at cost unless there is a
published price quotation {when fair value must be used).

Research and development costs — must be recognised as expenses.
Borrowing costs —must be recognised as expenses.

Property, plant and equipment and intangible assets - Residual value, useful life and
depreciation method for items of property, plant and equipment, and amortisation
period/method for intangible assets, need to be reviewed only if there is an indication
they may have changed since the most recent annual reporting date (full IFRSs require
an annual review).

Defined benefit plans:
o All past service cost must be recognised immediately in profit or loss.

o All actuarial gains and losses must be recognised immediately either in profit of loss
or other comprehensive income.

o An entity is required to use the projected unit credit method to measure its defined
benefit obligation and the related expense only if it is possible to do so without
undue cost or effort.

Income tax — Requirements follow the approach set out in the Board’s ED /ncome Tax,
published in March 2009, which proposes a simplified replacement for 1AS 12 Income
Taxes.

No separate held-for-sale classification — Instead, holding an asset (or group of assets)
for sale is an impairment indicator.

Biological assets — The fair value through profit or loss model is required for biological
assets only when fair value is readily determinable without undue cost or effort.
Otherwise, SMEs follow the cost-depreciation-impairment model.

Equity-settled share-based payment — The directors’ best estimate of the fair value of
the equity-settled share-based payment is used to measure the expense if observable
market prices are not available.

Main changes from the ED

The main changes that resulted from the Board’s redeliberations of the recognition,
measurement and presentation principles proposed in the ED include:

Making the IFRS a stand-alone document (eliminating all but one of the 23
cross-references to full [FRSs that had been proposed in the ED, with the one remaining
cross-reference providing an option, but not a requirement, to follow IAS 39 Financial
Instruments: Recognition and Measurement instead of the two financial instruments
sections of the IFRS for SMEs).

Eliminating most of the complex options and adding guidance on the remaining ones
(thereby removing the cross-references to full IFRSs proposed in the ED).

page 4




Omitting topics that typical SMEs are not likely to encounter (thereby removing the
cross-references to full [FRSs proposed in the ED).

Not anticipating possible future changes to IFRSs.

Eliminating references to the pronouncements of other standard-setting bodies as a
source of guidance when the /FRS for SMEs does not address an accounting issue
directly.

Restructuring of the single section on financial instruments in the ED into two sections
{Section 11 Basic Financial Instruments and Section 12 Other Financial Instruments
Issues) and clarifying that amortised cost is applied to nearly all the basic financial
instruments held or issued by SMEs.

Eliminating proportionate consolidation as an option for investments in jointly
controlled entities.

Removing the distinction between distributions from pre-acquisition and
post-acquisition profits for investments accounted for by the cost method and,
instead, recognising all dividends received in profit or loss.

Eliminating the requirement of a maximum three-month difference between the
reporting date of the associate or jointly controlled entity and that of the investor when
applying the equity method.

Requiring an entity to choose its accounting policy for investment property on the
basis of circumstances, rather than as a free choice option. Investment property whose
fair value can be measured reliably without undue cost or effort will be measured at fair
value through profit or loss. All other investment property will be accounted for as
property, plant and equipment using a cost-depreciation-impairment model.

Not requiring an annual review of residual value, useful life and depreciation method of
property, plant and equipment and intangible assets.

Not permitting a revaluation option for property, plant and equipment.
Not permitting a revaluation option for intangibles.

Amortising all indefinite-life intangibles, including goodwill.
Recognising as expenses all research and development costs.

Incorporating ‘present value of minimum lease payments’ into the measurement of a
finance lease.

Allowing other than the straight-line method by lessees for operating leases when the
minimum lease payments are structured to compensate the lessor for expected general
inflation.

Incorporating into the IFRS for SMEs the February 2008 ‘puttables’ amendments to
IAS32 Financial Instruments: Presentation and |AS 1 Presentation of Financial
Statements.

Requiring all government grants to be accounted for using a single, simplified model:
recognition in income when the performance conditions are met (or earlier if there are
no performance conditions) and measurement at the fair value of the asset received or
receivable.
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Recognising as expenses all borrowing costs.

Adding further simplifications for share-based payments, including directors’
valuations, rather than the intrinsic value method.

Allowing subsidiaries to measure employee benefit and share-based payment expense
on the basis of a reasonable allocation of the group charge.

Adding value-in-use measurement for asset impairments,
Introducing the notion of cash-generating unit for testing asset impairments.
Simplifying the guidance for calculating impairment of goodwill.

Simplifying the measurement of a defined benefit pension obligation if a ‘projected
unit credit’ measurement is not available and would require undue cost or effort.

Permitting recognition of actuarial gains and losses in other comprehensive income as
an alternative to recognition in profit or loss (while retaining the proposal in the
exposure draft to prohibit deferral of actuarial gains and losses).

Eliminating the held-for-sale asset classification and related special measurement
requirements.

Incorporating into Section 35 Transition to the IFRS for SMEs all the exemptions in
IFRS 1 First-time Adoption of International Financial Reporting Standards.

Incorporating the conclusions of the following Interpretations, which address
transactions and circumstances that SMEs often encounter:

o IFRIC 2 Members’ Shares in Co-operative Entities and Similar Instruments
o IFRIC 4 Determining whether an Arrangement contains a Lease

IFRIC 8 Scope of IFRS 2

IFRIC 12 Service Concession Arrangements

IFRIC 13 Customer Loyalty Programmes

IFRIC 15 Agreements for the Construction of Real Estate

IFRIC 17 Distributions of Non-cash Assets to Owners

O ¢ 0O O O o©

SIC-12 Consolidation—Special Purpose Entities
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