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

We ae of the view that though full IFRSs could conceptudly be consdered suitable
for dl entities over the years the IASs have been getting more complex and
voluminous, to a point where they have become too burdensome, particularly for
gndler entities to implement. It is important to keep in mind that the avalability of
the necessary infragructure and expertise for implementing IFRSs varies sgnificantly
among entities and countries. Therefore, we are of the view that a less burdensome
vason of IFRSs should be made avalable for smdl and medium sSzed entities.
Furthermore, the smdlest entities that ae often owner-managed and have few
employees need to use a smple accrua s-based accounting system.

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

As stated in our response to question 1a, we agree that the Board should develop a
separate, smplified set of financid reporting standards suitable for SMES.

Question 1c. Do you agree that IASB Sandards for SMEs should not be used by
publicly listed entities (or any other entities not specifically intended by the Board),
even if national law or regulation were to permit this? Do you also agree that if the
IASB Sandard for SMEs are used by such entities, their financial statements cannot
be described as being in compliance with IFRSs for SMES? If not, why not?

We agree that IASB Standards for SMEs should not be used by publidy listed
entities. Furthermore, we are of the view tha if the IASB Standards for SMEs are
used by publicly lisged entities their financid dtatements cannot be described as being
in compliance with IFRSs for SVIEs.

Question 2. Are the objectives of the IASB standards for SMIEs as set out in
preliminary view 2 appropriate and, if not, how should they be modified?

We think that the objectives as set out in prediminary view 2 are gppropriate. It is
possible that views may differ on the relative emphasis placed among the objectives.

Question 3a. Do you agree that the Board should describe the characteristics of the
entities for which it intends the standards but that those characteristics should not
prescribe quantitative “ size tests’ ? If not, why not, and how would an appropriate
Size test be devel oped?
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We agree that the Board should describe the characterigtics of the entities for which it
intends the SME dandards. However, given the differences among different countries
and economies around the world, it would be impracticd to provide a universa
definition of SMEs in quantitative terms. Detaled definitions should be left for
national authorities to decide who are better postioned to determine the appropriate
requirements in the pecific circumstances of their respective economies.

Question 3b. Do you agree that the Board should develop standards that would be
suitable for all entities that do not have public accountability and should not focus
only on some entities that do not have public accountability, such as only the
relatively larger onesor only the relatively smaller ones? If not, why not?

We are of the view that one SME standards may not be suitable for al entities that do
not have public accountability. The fact that there is a big range between relatively
large and relaively smaler SMIESs needs to be recognized. Furthermore, accounting
and reporting needs may differ sgnificantly between relatively larger SMEs and
relaively smaler SMIEs. In our opinion, as stated in response to question 1a, the
amallest entities that are often owner-managed and have few employees should use a
smple accruds-based accounting.

Question 3c. Do the two principles in preliminary view 3.2, combined with the
presumptive indicators of “ public accountability” in preliminary view 3.3, provide a
workable definition and appropriate guidance for applying the concept of “ public
accountability” ? If not, how would you change them?

We agree that the principlesin preliminary view 3.2 combined with the presumptive
indicators as set out in preliminary view 3.3, may provide a workable definition.
However, we are of the opinion that the term "sgnificant public interes™ may better
describe the public accountability principle. We are dso of the view that the final
determination of "public accountability” or "sgnificant public interest” should rest
with nationd authorities.

Question 3d. Do you agree that an entity should be required to use full IFRSs if one
or more of the owners of its shares objects to the entity's preparing its financial
statements on the basis of |ASB standards for SMES? If not, why not?

Such details should be left for nationa authorities to decide.

Question 3e. Do you agree that if a subsidiary, joint venture, or associate of an entity
with public accountability prepares financial information in accordance with full
IFRSs to meet the requirements of the parent, venturer, or investor, the entity should
comply with full IFRSs, and not IASB standards for SMES, in its separate financial

statements? If not, Why not?

Wethink that if an entity isrequired to prepare financia information in accordance
with full IFRSs, then it would be more codtly for it to prepare another set of financia
statements in accordance with the standard for SMIEs. However, such issues should be
left for national authorities to decide.
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Question 4. Do you agree that if IASB standards for SMEs do not address a
particular accounting recognition or measurement issue, the entity should be required
to look to the appropriate IFRSto resolve that particular issue? If not, why not, and
what alternative would you propose?

In this case the presumption should be that the standards for SMES address the
necessary accounting recognition and measurement issues. We agree that in the event
that an SVMIE encounters an issue that is not addressed in the SME standards it should
be required to look to the appropriate IFRS to resolve that particular issue.

Question 5a. Should an SME be permitted to revert to an IFRSIf the treatment in the
SME version of the IFRS differs from the treatment in the IFRS, or should an SVIE be
required to choose only either the complete set of IFRSs or the complete set of SME
standard with no optional reversion to individual IFRSs? Why?

We are of the view tha if an SME decides to prepare its financiad Statements in
accordance with the SME standards, then it should stick to that decison consstently.
As dated in response to question 4 above, it should be only in exceptiond
circumstances that it would be required to look to the appropriate IFRS to resolve
certain issues that might not be addressed in the SVIE standard.

Question 5b. If an SME is permitted to revert to an IFRS, should it be;
(a) required to revert to the IFRSIn its entirety (a standard-by-standard approach);

(b) permitted to revert to individual principles on the IFRSwithout restriction while
continuing to follow the remainder of the SME version of the IFRS (a principle-
by-principle approach); or

(c) required to revert to all the principlesin the IFRSthat are related to the treatment
in the SVIE version of the IFRSwhile continuing to follow the remainder of the
SME version of the IFRS (a middle ground between a standar d-by-standard and
principle-by-principle approach)?

Please explain your reasoning and, if you favour (c), what criteria do you propose for
defining ‘related’ principles?

As dated in response to question 5a, once an SME decidesto apply the SMEE standard
then it should do so consgtently.

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

We agree with this approach towards developing the IASB standard for SMIES.
Furthermore, congstency with the Framework and the principles and related
mandatory guidance from IFRSs would dlow smooth trangition from one leve to
another as SMEs develop.
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Question 7a. Do you agree that any modifications for SMES to the concepts or
principles in full IFRSs must be on the basis of the identified needs of users of SME
financial statements or cost-benefit analysis? If not, what alternative bases for
modifications would you propose, and why? And if so, do you have suggestions about
how the Board might analyse the costs and benefits of IFRSsin an SVIE context?

We agree that cost-benefit anayss and user needs should be primary consderations
in determining modifications for SMEs to the concepts or principles in full IFRSs. It
would be important to keep in mind that cogt-benefit andyss consideraions need to
be taken with the circumstances of dl potentid users of the SME sandard. The
goecid circumgances of some SMEs in developing economies and countries with
economies in trangtion need to be kept in mind.

Quesion 7b. Do you agree that it is likdy that disclosure and presentation
modifications will be judified based on user needs and codt-benefit andyss and tha
the disclosure modifications could increase or decresse the current levedl of disclosure
for SMIES? If not, why not?

We agreethat it islikely that disclosure and presentation modifications based on user
needs and cost- benefit andyds are judtified. However, it is difficult to State whether
the disclosure modifications could increase or decrease the current level of disclosures
for SMEs without consdering a"specific current leve™. In generd, however, the
disclosure modifications would be expected to decrease "the current leve of
disclosure” for SMEs.

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

We are of the view that possible modifications to recognition or measurement
principlesin IFRSs should be considered with an open mind. The nature and
meagnitude of the types of transactions most SMES encounter should be taken into
consideration.

Question 8a. Do you agree that |ASB standards for SMEs should be published in a
separate printed volume? If you favour including them in separate sections of each
individual 1FRS (including interpretations) or some other approach, please explain
why.

We agree with the view that the IASB standards for SMEs should be published in a
stand-aone printed volume. Simplification congderations aso extend to the manner
in which the SMIE standards are made available to preparers and users.

Question 8b. Do you agree that IASB standards for SMEs should be organised by
|AS1FRS number rather than in topical sequence? If you favour topic sequence or
some other approach, please explain why.
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We are of the view that organizing the IASB standards for SMIEs by IAS/IFRS
numbers would be useful, particularly for userswho may haveto refer to the full
|ASSIFRSs to resolve issues that are not addressed by the standards for SMEs.

Question 8c. Do you agree that each IASB standard for SMEs should include a
statement of objective, an executive summary, and a glossary of key terms?

We are of the view that the sand-aone IASB standard for SMEs should be as concise
aspossble. Glossary of key termswould be useful to the extent that their inclusion
does not make the individua standard and ultimately the whole volume unnecessarily

long.

Question 9. Are there any other matters related to how the Board should approach its
project to develop standards for SMEs that you would like to bring to the Board's
attention?

We would like to once again highlight that in the process of developing the standards
for SMEs through this project, prevaling legd and socid circumstances and the
differences in the economic Stuaion of SMEs in different countries as wel as ther
capacity to implement the standards for SMIEs need to be borne in mind. The relative
cog of implementation may be higher in some economies than others. Therefore, we
ae of the view that in order to meet financid reporting needs of different levels of
SMEs, a three-tiered structure and approach proposed by ISAR be followed by the
IASB in its project on accounting standards for SVIEs.
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Preface

At its 17" session in July 2000, the Intergovernmental Working Group of Experts on International
Standards of Accounting and Reporting (ISAR) identified a number of obstacles that small and
medium-sized enterprises (SMEs) were facing in applying accounting standards that had been issued
by various standard-setting bodies, both national and international. It was agreed that a project should
be undertaken to identify possible approaches that would meet the accounting and financial reporting
needs of such enterprises.

ISAR has supported the International Accounting Standards Board (IASB) as the international
standard setter of reference for accounting and reporting standards. The International Accounting
Standards (IAS) issued by the IASB, however, have been created largely with the financial reporting
needs of listed companies in mind. Consequently, it has often been difficult to apply them to SMEs,
particularly those in developing countries and countries with economies in transition. For many
businesses in these countries, professional help may also be disproportionately expensive.

To meet the financial reporting needs of SMEs, ISAR is proposing that a three-tiered structure be
adopted, as follows:

Level 1. This level would apply to listed enterprises whose securities are publicly traded and those in
which there is significant public interest. These enterprises should be required to apply the accounting
and financial reporting standards (IAS and International Financial Reporting Standards, or IFRS)
issued by the IASB.

Level 2. This level would apply to significant business enterprises that do not issue public securities
and in which there is no significant public interest. ISAR has developed a single set of requirements
derived from the IAS issued by the IASB, but embodying only requirements for the most regularly
encountered transactions. This level would still have the option to follow the full set of IAS and IFRS
issued by the [ASB.

Level 3. This level would apply to the smallest entities, which are often owner-managed and have few
employees. The approach proposed is a simple accruals-based accounting, based on that set out in
IAS, but closely linked to cash transactions. A derogation would, however, be permitted within this
level for businesses to use cash accounting for a limited time when first establishing their accounting
systems.

Exactly how the boundaries between the three levels should be specified is a matter that cannot be
dealt with adequately without knowledge of the specific economy in which an enterprise operates.
ISAR recommends that there be a system with at least three levels, but how these levels are defined
must be determined by each member State that chooses to apply this approach, taking into account the
prevailing economic, legal and social circumstances, particularly the member State’s enterprise
structure.

However, for some member States an indication of ISAR's thinking with regard to some of the
terminology used in defining the three levels may be useful. One example is the concept of significant
public interest. While enterprises in which there is significant public interest exist in all member
States, the criteria and thresholds for identifying them vary. In general, ISAR considers that the impact
of an entity on employment or the generation of significant economic activity in the country implies a
public interest. One possible criterion for assessing public interest could therefore be the number of
employees that an enterprise has. Some member States might, for example, wish to designate the top
10 per cent of enterprises (ranked by number of employees) that employ the largest number of workers
in their economies as enterprises in which there is significant public interest.

The proposed guidance (SMEGA) that ISAR has developed for Level 2 enterprises is set out in the
material that follows.
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SMEGA Level-2

The Level 2 guidance is intended to be available to member States to use in its present form, but they
can also adapt it to suit their specific national circumstances. For example, Guideline 3 contains a
benchmark treatment for property, plant and equipment (depreciated historical cost) and an allowed
alternative (revalued amount). Member States can choose to eliminate one of these options in using the
SMEGA.

The guidance for Level 2 is intended, on the one hand, to be user friendly, understandable and focused
only on the most frequently encountered transactions, but, on the other hand, to be derived from
IAS/IFRS and facilitate the development of enterprises from Level 2 to Level 1. It is based on the
view that, to be useful and cost effective, the SMEGA should be as short as possible and concentrate
on measurement approaches that are feasible within the available infrastructure but enable users to
make informed decisions. In developing the guidance, judgements are needed to balance the need for
brevity and usability with the need to be comprehensive and to provide sufficient explanation.

ISAR realizes that there are no objective criteria for determining which standards should fall within
the SMEGA and which do not, and that, consequently, it is largely a matter of judgement which
standards are included and which excluded. For instance, IAS 11, Construction Contracts, has been
excluded. While it might be considered an industry-specific standard, and therefore of limited general
application, it includes a fundamental revenue recognition principle that applies to all entities having
unfinished contracts at the accounting date. However, as is discussed above, the main criterion applied
in identifying the standards to be included in the SMEGA was whether most small enterprises would
be likely to have the particular kind of operation or transaction addressed by an individual standard.
Accordingly, IAS 11 was excluded from the SMEGA. However, compliance with IAS 11 would be
required if an enterprise had to record revenue earned on partially completed construction contracts.

In accordance with Guideline 12 of the SMEGA, an enterprise that complied with the SMEGA would
indicate in its accounting policy note that its accounts had been drawn up in accordance with the
SMEGA (and not the full IAS/IFRS). If the enterprise also had to refer to an element of full IAS/IFRS,
it would still retain the reference to the SMEGA in its policy note.

ISAR is aware that the IASB has an “active research project” on the application of IAS to SMEs and
in emerging economies. At this stage, it is not clear what the outcome of this project will be and if and
when any definitive guidance will be produced. ISAR supports the IASB’s work in this area and has
requested that it be given priority. ISAR will keep the SMEGA under review in light of developments
in the IASB’s project.

The SMEGA’s guidance for Level 2 is based on the IAS applicable in 2002. ISAR recognizes that the
IASB’s work to improve its existing standards and develop new ones may mean that in the future
changes are needed to the SMEGA. For this reason, as well as to take into account any feedback from
practical application, the SMEGA will need to be reviewed from time to time.
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Introduction

Scope

1. These accounting and reporting guidelines for small and medium-sized enterprises (SMEGA) are
intended for the preparation of general-purpose financial statements for SMEs in developed and
developing countries as well as in economies in transition. Such statements would be prepared at least
annually and are intended to meet the information needs of a wide range of users.

Users

2. Users of financial statements generally include present and potential investors, employees,
lenders, suppliers and other trade creditors, customers, governments and their agencies and, in some
jurisdictions, the public. For SMEs, the most significant users are likely to be investors/owners and
creditors, who may have the power to obtain information additional to that contained in the financial
statements. Management is also interested in the information contained in the financial statements,
even though it has access to additional management and financial information.

Objectives

3. The objective of financial statements is to provide information about the financial position,
performance and changes in financial position of an enterprise that is useful to users of such
information in making economic decisions. Financial statements show the results of management's
stewardship of and accountability for the resources entrusted to it.

Underlying assumptions

4. Financial statements are prepared on the accrual basis of accounting. They are normally prepared
on the assumption that an enterprise is a going concern that will continue to operate for at least the
foreseeable future.

Qualitative characteristics

5. Qualitative characteristics are the attributes that make the information provided in financial
statements useful to users. The four principal characteristics are:

(a) Understandability: It is essential that information provided in financial statements be
readily understandable by users.

(b) Relevance: To be useful, information must be relevant to the decision-making needs
of users. The relevance of information is affected by its nature and materiality.

(©) Reliability: Information is reliable when it is free from material error and bias and can
be depended on by users to represent faithfully that which it is said to represent. In
assessing reliability, substance over form, prudence, neutrality and completeness are
also considered.

(d) Comparability: Users must be able to compare the financial statements of an entity
over time in order to identify trends in the entity's financial position and performance.

6. Constraints: The balance between benefit and cost is a pervasive constraint rather than a
qualitative characteristic. The benefits derived from information should exceed the cost of providing
it. The evaluation of benefits and costs is, however, substantially a judgemental process. Standard
setters as well as the preparers and users of financial statements should be aware of this constraint.

7. In practice, trade-offs between qualitative characteristics are often necessary. Determining the
relative importance of the characteristics in different cases is a matter of professional judgement.



SMEGA — Level 2

Elements

8. An “asset” is a resource controlled by the enterprise as a result of past events and from which
future economic benefits are expected to flow to the enterprise.

9. A “liability” is a present obligation of the enterprise arising from past events, the settlement of
which is expected to result in an outflow from the enterprise of resources embodying economic
benefits.

10. “Equity” is the residual interest in the assets of the enterprise after all its /iabilities have been
deducted.

11. “Income” encompasses both revenue and gains. It includes increases in economic benefits during
the accounting period in the form of inflows or enhancements of assets as well as decreases of
liabilities that result in increases in equity, other than those relating to contributions from equity
participants.

12. “Expenses” encompass losses as well as those expenses that arise in the course of the ordinary
activities of the entity. Expenses are decreases in economic benefits.
Recognition

13. An item that meets the definition of an element should be recognized if (a) it is probable that any
future economic benefit associated with the item will flow to or from the enterprise, and (b) the item
has a cost or value that can be measured with reliability.

Measurement

14. The measurement base most commonly adopted by enterprises in preparing their financial
statements is historical cost. This is usually combined with other measurement bases for certain
specific items, as referred to in the SMEGA.

Transactions not covered by the SMEGA

15. Where an entity has a transaction that falls outside the SMEGA, it is suggested that the preparer
look for guidance within the hierarchy referred to in Guideline 12.



Guideline 1. Presentation of Financial Statements”

Components of financial statements

1.1.

A complete set of financial statements includes the following components:

(a) a balance sheet;
(b) an income statement;
(©) a statement showing either:
1) all changes in equity; or
(i1) changes in equity other than those arising from capital transactions with
owners and distributions to owners;
(d) a cash flow statement; and
(e) accounting policies and explanatory notes.

Overall considerations

1.2.

1.3.

1.4.

1.5.

1.6.

Financial statements should present fairly the financial position, financial performance and
cash flows of an enterprise. The appropriate application of the SMEGA, with additional
disclosure when necessary, results, in virtually all circumstances, in financial statements that
achieve a fair presentation as appropriate for SMEs. In the event that the SMEGA do not cover
a transaction undertaken by an enterprise, the enterprise should look to the full set of
International Accounting Standards (IAS) and International Financial Reporting Standards
(IFRS) for authoritative guidance, as set out in paragraph 12.1 of Guideline 12.

An enterprise whose financial statements are drawn up in compliance with the SMEGA should
specify in its accounting policy note that the SMEGA are the requirement followed. There
should be no reference to an IAS or an IFRS, nor should the entity hold itself out as complying
with an IAS or IFRS in any form.

Inappropriate accounting treatments are not rectified either by disclosure of the accounting
policies used or by notes or explanatory material.

In the extremely rare circumstances when management concludes that compliance with a
requirement in the SMEGA would be misleading, and that therefore departure from a
requirement is necessary in order to achieve a fair presentation, an enterprise should disclose:

(a) that management has concluded that the financial statements fairly present the
enterprise's financial position, financial performance and cash flows;

(b) that it has complied in all material respects with applicable Guidelines, except for
departing from them in order to achieve a fair presentation; and

(c) the nature of the departure, including the treatment that the SMEGA would require,
the reason why that treatment would be misleading in the circumstances, and the
treatment adopted.

When preparing financial statements, management should make an assessment of an
enterprise's ability to continue as a going concern. Financial statements should be prepared on
a going-concern basis unless management either intends to liquidate the enterprise or cease
trading, or has no realistic alternative but to do so. When management is aware, in making its
assessment, of material uncertainties related to events or conditions that may cast significant
doubt on the enterprise's ability to continue as a going concern, those uncertainties should be
disclosed. When the financial statements are not prepared on a going-concern basis, that fact

* This Guideline is based on IAS 1. See derivation table in Annex 3 for further details.
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1.7.

1.8.

1.9.

1.10.

should be disclosed, together with the basis on which the financial statements are prepared and
the reason why the enterprise is not considered to be a going concern.

An enterprise should prepare its financial statements, except for cash flow information, under
the accrual basis of accounting.

The presentation and classification of items in the financial statements should be retained from
one period to the next unless

(a) a significant change in the nature of the operations of the enterprise or a review of its
financial statement presentation demonstrates that the change will result in a more
appropriate presentation of events or transactions; or

(b) a change in presentation is required by the SMEGA.

Each material item should be presented separately in the financial statements. Immaterial
amounts should be aggregated with amounts of a similar nature or function and need not be
presented separately. Information is material if its omission or misstatement could influence
the economic decisions of users taken on the basis of the financial statements. Materiality
depends on the size and nature of the item judged in the particular circumstances where its
presentation comes into question.

Assets and liabilities should not normally be offset in the financial statements. However, some
offsetting is required or permitted in exceptional circumstances, as mandated by the
Guidelines (e.g. paragraph 2.6). Offsetting may also take place where gains, losses and related
expenses arising from the same or similar transactions are not material.

Unless the SMEGA permit or require otherwise, comparative information with respect to the
previous period should be disclosed for all numerical information in the financial statements.
Comparative information should be included in narrative and descriptive information when it
is relevant to an understanding of the current period's financial statements.

Structure and content

1.12.

1.13.

Each component of the financial statements should be clearly identified. In addition, the
following information should be prominently displayed, and repeated when it is necessary for
a proper understanding of the information presented:

(a) the name of the reporting enterprise or other means of identification;

(b) the balance sheet date or the period covered by the other financial statements,
whichever is appropriate to the related component of the financial statements; and

(©) the reporting currency.

Financial statements should be presented at least annually. When, in exceptional
circumstances, an enterprise's balance sheet date changes and annual financial statements are
presented for a period longer or shorter than one year, an enterprise should disclose, in
addition to the period covered by the financial statements:

(a) the reason why a period other than one year is being used; and

(b) the fact that comparative amounts for the income statement, changes in equity, cash
flows and related notes are not comparable.

Balance sheet

1.14.

Each enterprise should determine, based on the nature of its operations, whether or not to
present current and non-current assets and current and non-current liabilities as separate
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1.15.

1.16.

1.17.

1.19.

classifications on the face of the balance sheet. Paragraphs 1.16 to 1.20 of this Guideline apply
when this distinction is made. When an enterprise chooses not to make this classification,
assets and liabilities should be presented broadly in order of their liquidity.

Whichever method of presentation is adopted, an enterprise should disclose, for each assef and
liability item that combines amounts expected to be recovered or settled both before and after
12 months from the balance sheet date, the amount expected to be recovered or settled after
more than 12 months.

An asset should be classified as a current asset when it:

(a) is expected to be realized in, or is held for sale or consumption in, the normal course
of the enterprise's operating cycle; or

(b) is held primarily for trading purposes or for the short term and is expected to be
realized within 12 months of the balance sheet date; or

(©) is cash or a cash-equivalent asset that is not restricted in its use.
All other assets should be classified as non-current assets.

A liability should be classified as a current liability when it:

(a) is expected to be settled in the normal course of the enterprise's operating cycle; or
(b) is due to be settled within 12 months of the balance sheet date.
All other liabilities should be classified as non-current liabilities.

An enterprise should continue to classify its long-term interest-bearing liabilities as non-
current, even when they are due to be settled within 12 months of the balance sheet date, if:

(a) the original term was for a period of more than 12 months;
(b) the enterprise intends to refinance the obligation on a long-term basis; and
(c) that intention is supported by an agreement to refinance, or to reschedule payments,

that is completed before the financial statements are authorized for issue.

The amount of any liability that has been excluded from current liabilities in accordance with
this paragraph, together with information in support of this presentation, should be disclosed
in the notes to the balance sheet.

At a minimum, the face of the balance sheet should include line items presenting the following
amounts:

(a) property, plant and equipment;
(b) intangible assets;

(©) financial assets (excluding amounts shown under (e) and (f));
(d) inventories;

(e) trade and other receivables;

® cash and cash equivalents;

(2) trade and other payables;

(h) tax liabilities and assets;

(1) provisions,

)] non-current interest-bearing liabilities; and

&) issued capital and reserves.
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1.20.

1.21.

Additional line items, headings and subtotals should be presented on the face of the balance
sheet when such presentation is necessary to present fairly the enterprise's financial position.

An enterprise should disclose the following, either on the face of the balance sheet or in the
notes:

(a) for each class of share capital:
1) the number of shares authorized;
(ii) the number of shares issued and fully paid, and issued but not fully paid;
(ii1) par value per share, or that the shares have no par value;

(iv) a reconciliation of the number of shares outstanding at the beginning and at
the end of the year;

v) the rights, preferences and restrictions attaching to that class, including
restrictions on the distribution of dividends and the repayment of capital;

(vi) shares in the enterprise held by the enterprise itself; and
(vii)  shares reserved for issuance under options and sales contracts, including the
terms and amounts;
(b) a description of the nature and purpose of each reserve within owners' equity;
(c) the amount of dividends that were proposed or declared after the balance sheet date
but before the financial statements were authorized for issue; and
(d) the amount of any cumulative preference dividends not recognized.
An enterprise without share capital, such as a partnership, should disclose information
equivalent to that required above, showing movements during the period in each category of

equity interest and the rights, preferences and restrictions attaching to each category of equity
interest.

Income statement

1.22.

1.23.

1.24.

1.25.

At a minimum, the face of the income statement should include line items that present the
following amounts:

(a) revenue;

(b) the results of operating activities;
(©) finance costs;

(d) tax expense;

(e) net profit or loss for the period.

Additional line items, headings and subtotals should be presented on the face of the income
statement when such presentation is necessary to present fairly the enterprise's financial
performance.

All items of income and expense recognized in a period should be included in the
determination of the net profit or loss for the period unless the SMEGA require or permit
otherwise.

When items of income and expense within profit or loss from ordinary activities are of such
size, nature or incidence that their disclosure is relevant to explain the performance of the
enterprise for the period, the nature and amount of such items should be disclosed separately.

Circumstances that may give rise to the separate disclosure of items of income and expense in
accordance with paragraph 1.24 include the following:
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(a)
(b)

(c)
(d)
(e)
(®
(8

the write-down of inventories to net realizable value or property, plant and equipment
to recoverable amount, as well as the reversal of such write-downs;

a restructuring of the activities of an enterprise and the reversal of any provisions for
the costs of restructuring;

disposals of items of property, plant and equipment;
disposals of long-term investments;

discontinuing operations;

litigation settlements; and

other reversals of provisions.

1.26.  An enterprise should present, either on the face of the income statement or in the notes to the
income statement, an analysis of expenses using a classification based on either the nature of
expenses or their function within the enterprise.

1.27. Enterprises classifying expenses by function should disclose additional information on the
nature of expenses, including depreciation and amortization expense and staff costs.

1.28.  An enterprise should disclose, either on the face of the income statement or in the notes, the
amount of dividends per share, declared or proposed, for the period covered by the financial
statements.

Changes in equity

1.29.  An enterprise should present, as a separate component of its financial statements, a statement
showing the following:

(a) the net profit or loss for the period;

(b) each item of income and expense, gain or loss that, as required by the Guidelines, is
recognized directly in equity, and the total of these items; and

() the cumulative effect of changes in accounting policy and the correction of
fundamental errors.

In addition, an enterprise should present, either within this statement or in the notes, the

following:

(d) capital transactions with owners and distributions to owners;

(e) the balance of accumulated profit or loss at the beginning of the period and at the
balance sheet date, and the movements for the period; and

® a reconciliation between the carrying amount of each class of equity capital, share

premium and each reserve at the beginning and the end of the period, separately
disclosing each movement.

Notes to the financial statements

1.30. The notes to the financial statements of an enterprise should:

(a)

(b)
(©

present information about the basis of preparation of the financial statements and the
specific accounting policies selected and applied for significant transactions and
events;

disclose the information required by the SMEGA that is not presented elsewhere in the
financial statements; and

provide additional information that is not presented on the face of the financial
statements but that is necessary for a fair presentation.
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1.31.

1.32.

1.33.

Notes to the financial statements should be presented in a systematic manner. Each item on the
face of the balance sheet, the income statement and the cash flow statement should be cross-
referenced to any related information in the notes.

The accounting policies section of the notes to the financial statements should describe the
following:

(a) the measurement basis (or bases) used in preparing the financial statements; and

(b) each specific accounting policy that is necessary for a proper understanding of the
financial statements.

An enterprise should disclose the following, if the information is not disclosed elsewhere in
information published with the financial statements:

(a) the domicile and legal form of the enterprise, its place of incorporation and the address
of the registered office (or principal place of business, if different from the registered
office); and

(b) a description of the nature of the enterprise's operations and its principal activities.



2.1.

2.2.

Guideline 2. Cash Flow Statements”

Presentation of a cash flow statement

The cash flow statement should report cash flows during the period classified by operating,
investing and financing activities.

Cash flows from operating activities are primarily derived from the principal revenue-
producing activities of the enterprise. Therefore, they generally result from the transactions
and other events that enter into the determination of net profit or loss. Cash flows arising from
income taxes should be separately disclosed within the operating activities section unless they
can be specifically identified with financing and investing activities. Some transactions, such
as the sale of an item of plant, may give rise to a gain or loss that is included in the
determination of net profit or loss. However, the cash flows relating to such transactions are
cash flows from investing activities.

Investing activities

2.3.

The separate disclosure of cash flows arising from investing activities is important because the
cash flows represent the extent to which expenditures have been made for resources intended
to generate future income and cash flows.

Financing activities

24.

2.5.

2.6.

2.7.

2.8.

The separate disclosure of cash flows arising from financing activities is important because it
is useful in predicting claims on future cash flows by providers of capital to the enterprise.

An enterprise should report cash flows from operating activities using either:

(a) the direct method, whereby major classes of gross cash receipts and gross cash
payments are disclosed; or

(b) the indirect method, whereby net profit or loss is adjusted for the effects of
transactions of a non-cash nature, any deferrals or accruals of past or future operating
cash receipts or payments, and items of income or expense associated with investing
or financing cash flows.

An enterprise should report separately major classes of gross cash receipts and gross cash
payments arising from financing and investing activities, except to the extent that cash flows
described in paragraph 2.7 are reported on a net basis.

Cash flows arising from the following operating, investing or financing activities may be
reported on a net basis:

(a) cash receipts and payments on behalf of customers when the cash flows reflect the
activities of the customer rather than those of the enterprise; and

(b) cash receipts and payments for items in which the turnover is quick, the amounts are
large, and the maturities are short.

Investing and financing transactions that do not require the use of cash or cash equivalents
should be excluded from a cash flow statement. Such transactions should be disclosed

* This Guideline is based on IAS 7. See derivation table in Annex 3 for further details.
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2.9.

elsewhere in the financial statements in a way that provides all the relevant information about
these investing and financing activities.

An enterprise should disclose the components of cash and cash equivalents and should present
a reconciliation of the amounts in its cash flow statement with the equivalent items reported in
the balance sheet.

Cash and cash equivalents

2.10.

2.11.

Cash equivalents are held for the purpose of meeting short-term cash commitments rather than
for investment or other purposes. To qualify as a cash equivalent, an investment must be
readily convertible to a known amount of cash and be subject to an insignificant risk of
changes in value. Therefore, an investment normally qualifies as a cash equivalent only when
it has a short maturity of, say, three months or less from the date of acquisition. Equity
investments are excluded from cash equivalents unless they are, in substance, cash equivalents
— for example, in the case of preferred shares acquired within a short period of their maturity
and with a specified redemption date.

Bank borrowings are generally considered to be financing activities. However, in some
countries, bank overdrafts that are repayable on demand form an integral part of an enterprise's
cash management. In these circumstances, bank overdrafts are included as a component of
cash and cash equivalents. A characteristic of such banking arrangements is that the bank
balance often fluctuates between being positive and being overdrawn.

Other disclosures

2.12.

An enterprise should disclose, together with a commentary by management, the amount of
significant cash and cash equivalent balances held by the enterprise that are not available for
use by the enterprise.

10



3.1.

3.2.

3.3.

3.4.

3.5.

3.6.

3.7.

3.8.

Guideline 3. Property, Plant and Equipment®
An item of property, plant and equipment should be recognized as an asset when:

(a) it is probable that future economic benefits associated with the asset will flow to the
enterprise; and

(b) the cost of the asset to the enterprise can be measured reliably.

An item of property, plant and equipment that qualifies for recognition as an asset should
initially be measured at its cost.

The cost of an item of property, plant and equipment comprises its purchase price, including
import duties and non-refundable purchase taxes, and any directly attributable costs of
bringing the asset to working condition for its intended use; any trade discounts and rebates
are deducted in arriving at the purchase price. Examples of directly attributable costs include
the following:

(a) the cost of site preparation;

(b) initial delivery and handling costs;

(©) installation costs;

(d) professional fees such as for architects and engineers; and

(e) the estimated cost of dismantling and removing the asset and restoring the site, to the

extent that it is recognized as a provision under Guideline 8.

Administration and other general overhead costs are not a component of the cost of property,
plant and equipment unless they can be directly attributed to the acquisition of the asset or
bringing the asset to its working condition. Similarly, start-up and similar preproduction costs
do not form part of the cost of an asset unless they are necessary to bring the asset to its
working condition. Initial operating losses incurred prior to an asset's achieving planned
performance are recognized as an expense.

The cost of a self-constructed asset is determined using the same principles as for an acquired
asset.

An item of property, plant and equipment may be acquired in exchange or part exchange for a
dissimilar item of property, plant and equipment or other asset. The cost of such an item is
measured at the fair value of the asset received, which is equivalent to the fair value of the
asset given up adjusted by the amount of any cash or cash equivalents transferred.

Subsequent expenditure relating to an item of property, plant and equipment that has already
been recognized should be added to the carrying amount of the asset when it is probable that
future economic benefits, in excess of the originally assessed standard of performance of the
existing asset, will flow to the enterprise. All other subsequent expenditure should be
recognized as an expense in the period in which it is incurred.

Expenditure on repairs or maintenance of property, plant and equipment is made to restore or
maintain the future economic benefits that an enterprise can expect from the originally
assessed standard of performance of the asset. As such, it is usually recognized as an expense
when incurred. For example, the cost of servicing or overhauling plant and equipment is
usually an expense since it restores, rather than increases, the originally assessed standard of
performance.

* This Guideline is based on IAS 16. See derivation table in Appendix 3 for further details.

11
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3.9.

Major components of some items of property, plant and equipment may require replacement
at regular intervals. For example, a furnace may require relining after a specified number of
hours of usage. The components are accounted for as separate assets because they have useful
lives different from those of the items of property, plant and equipment to which they relate.
Therefore, provided the recognition criteria in paragraph 3.1 are satisfied, the expenditure
incurred in replacing or renewing the component is accounted for as the acquisition of a
separate asset, and the replaced asset is written off.

Measurement subsequent to initial recognition

Benchmark treatment

3.10.

Subsequent to initial recognition as an asset, an item of property, plant and equipment should
be carried at its cost less any accumulated depreciation (3.19) and any accumulated
impairment losses (3.25).

Allowed alternative treatment

3.11.

3.12.

3.13.

3.14.

3.15.

3.16.

Subsequent to initial recognition as an asset, an item of property, plant and equipment should
be carried at a revalued amount (its fair value at the date of the revaluation less any
subsequent accumulated depreciation and subsequent accumulated impairment losses).
Revaluations should be made with sufficient regularity so that the carrying amount does not
differ materially from that which would be determined using fair value at the balance sheet
date.

The fair value of land and buildings is usually the market value. This value is determined by
appraisal, which is normally undertaken by professionally qualified valuers.

The fair value of items of plant and equipment is usually the market value determined by
appraisal. When there is no evidence of market value because of the specialized nature of the
plant and equipment and because these items are rarely sold, except as part of a continuing
business, they are valued at their depreciated replacement cost.

When an item of property, plant and equipment is revalued, any accumulated depreciation at
the date of the revaluation is either:

(a) Restated proportionately with the change in the gross carrying amount of the asset so
that the carrying amount of the asset after revaluation equals its revalued amount (this
method is often used when an asset is revalued by means of an index to its depreciated
replacement cost); or

(b) Eliminated against the gross carrying amount of the asset and the net amount restated
to the revalued amount of the asset. For example, this method is used for buildings
that are revalued to their market value. The amount of the adjustment arising on the
restatement or elimination of accumulated depreciation forms part of the increase or
decrease in carrying amount, in accordance with paragraph 3.16.

When an item of property, plant and equipment is revalued, the entire class of property, plant
and equipment to which that asset belongs should be revalued.

When an asset's carrying amount is increased as a result of a revaluation, the increase should
be credited directly to equity under the heading of revaluation surplus. However, a revaluation
increase should be recognized as income to the extent that it reverses a revaluation decrease of
the same asset previously recognized as an expense.

12
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3.17.

3.18.

When an asset's carrying amount is decreased as a result of a revaluation, the decrease should
be recognized as an expense. However, a revaluation decrease should be charged directly
against any related revaluation surplus to the extent that the decrease does not exceed the
amount held in the revaluation surplus in respect of that same asset.

The revaluation surplus included in equity may be transferred directly to retained earnings
when the surplus is realized. The whole surplus may be realized on the retirement or disposal
of the asset. However, some of the surplus may be realized as the asset is used by the
enterprise; in such a case, the amount of the surplus realized is the difference between
depreciation based on the revalued carrying amount of the asset and depreciation based on the
asset's original cost. The transfer from revaluation surplus to retained earnings is not made
through the income statement.

Depreciation

3.19.

3.20.

3.21.

3.22.

The depreciable amount of an item of property, plant and equipment should be allocated on a
systematic basis over its useful life. The depreciation method used should reflect the pattern
according to which the asset's economic benefits are consumed by the enterprise. The
depreciation charge for each period should be recognized as an expense unless it is included in
the carrying amount of another asset.

The economic benefits embodied in an item of property, plant and equipment are consumed
by the enterprise principally through the use of the asset. However, other factors such as
technical obsolescence and wear and tear while an asset remains idle often result in the
diminution of the economic benefits that might have been expected to be available from the
asset. Consequently, all the following factors need to be considered in determining the usefu!/
life of an asset:

(a) the expected usage of the asset by the enterprise (usage is assessed by reference to the
asset's expected capacity or physical output);

(b) the expected physical wear and tear, which depends on operational factors such as the
number of shifts for which the asset is to be used, the repair and maintenance
programme of the enterprise, and the care and maintenance of the asser while idle;

(c) technical obsolescence arising from changes or improvements in production, or from a
change in the market demand for the product or the service output of the asset; and

(d) legal or similar limits on the use of the asset, such as the expiry dates of related leases.

Land and buildings are separable assets and are dealt with separately for accounting purposes,
even when they are acquired together. Land normally has an unlimited life and, therefore, is
not depreciated. Buildings have a limited life and, therefore, are depreciable assets. An
increase in the value of the land on which a building stands does not affect the determination
of the useful life of the building.

A variety of depreciation methods can be used to allocate the depreciable amount of an asset
on a systematic basis over its useful life. These methods include the straight-line method, the
diminishing balance method and the sum-of-the-units method. Straight-line depreciation
results in a constant charge over the useful life of the asset. The diminishing balance method
results in a decreasing charge over the useful life of the asset. The sum-of-the-units method
results in a charge based on the expected use or output of the asset. The method used for an
asset is selected based on the expected pattern of economic benefits and is consistently applied
from period to period unless there is a change in the expected pattern of economic benefits
from that asset.

13
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3.23.

3.24.

The useful life of an item of property, plant and equipment should be reviewed periodically
and, if expectations are significantly different from previous estimates, the depreciation
charge for the current and future periods should be adjusted.

The depreciation method applied to property, plant and equipment should be reviewed
periodically and, if there has been a significant change in the expected pattern of economic
benefits from those assets, the method should be changed to reflect the changed pattern. When
such a change in depreciation method is necessary, the change should be accounted for as a
change in accounting estimate, and the depreciation charge for the current and future periods
should be adjusted.

Impairment

3.25.

At each balance sheet date, the entity should assess whether there is any indication that an
asset may b