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ANC’s comments on the EFRAG’s Draft Advice on the eampatibility of the IFRS for
SMEs with the EU Accounting Directives

Dear Madame Flores,

The ANC wishes to thank the EFRAG for the considieraamount of work put into the
comparative study of the requirements of the ActiognDirectives and the IFRS for SMEs
and has the following comments:

On the overall context of the study
Whilst the ANC has no precise information on thaatscope of the European Commission’s
initial request, we note that the EFRAG carried awiomparison of the requirements of the
IFRS for SMEs and the Directives and thereforethahiits study to the technical accounting
aspects. However, the Accounting Directives fornt pfEuropean Law and have a broader
scope. Fundamental differences between the Acaaumirectives and the IFRS for SMEs
are in fact excluded from the EFRAG'’s study:

- the Directives set out general principles whilgt tRRS for SMESs proposes precise
accounting rules ;

- the Directives apply to all entities having a certggal form whereas the IFRS for
SMEs applies to entities without public accounigpivhatever their legal form. The
concept of public accountability is not definedhe European legal framework ;

- the Directives were drawn up on the basis of legaisiderations, such as for
example, the protection of creditors, legal owngrskhe distribution of realized
profits, whereas the IFRS for SMEs does not takerdity’s legal environment into
account ;

- other European Directives, in particular EC Direesi 78/855 concerning mergers of
public limited liability companies and 2005/56 cemting cross-border mergers of
limited liability companies, may be the source witiier divergence from the IFRS
for SMEs , because of differences in definitiond sarminology.

The ANC considers that these aspects which aresodiable from the technical accounting
issues should have been taken into account inFRAE’s comparative study. The ANC will
communicate these items to the European Commigsiorder to initiate a broader debate in
Europe with a view to providing SMEs with accougtstandards adapted to their needs.
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On the approach adopted

In the study, the EFRAG defines “incompatibilitys accounting treatment required by the
IFRS for SMEs which is not permitted by the EU Agobing Directives.

Therefore, if the IFRS for SMEs offers several ops for the accounting treatment of a
transaction or an event, an “incompatibility” omyists if none of these options is allowed by
the Accounting Directives. The EFRAG ignores thoases where certain options available in
the IFRS for SMEs may be contrary to the AccountDigectives. These cases do not
represent “incompatibilities” in the EFRAG’s view.

An entity could choose an option (or options) tdates (do) not exist in the Accounting
Directives, so that the resulting accounting treatmbe incompatiblede factowith the
Directives. We suggest that these cases shouldstssl lin order to clarify the choice of
options available to entities.

Moreover, limitations and derogations in the Dinggs$ are not taken into account. If the IFRS
for SMEs proposes a general accounting treatmene¢symonding to restricted circumstances
or an option in the directive, no “incompatibility$ considered to exist. Such cases are, the
measurement at fair value of assets and substaecdéasm which are included by derogation
in articles 42e and 4 of the Fourth Directive wlasr¢hese are general requirements in the
IFRS for SMEs. Member States that have not exatdise option available under Article 42e
will be in a position of “incompatibility” with thdFRS for SMEs; these cases could also be
listed.

We further note that the EFRAG has not analyzedehqairements of IFRS for SMEs which
are identical to those of the IASs in force on th& of May 2002, considering that
contradictions existing between the Accounting Elikees and the International Accounting
Standards (IAS) in force on the 1st of May 2002 ehéeen eliminated by the Directive
2003/51/CE of the 8June 2003. However, as stated in the preambleisfdirective, its
main objective was to create uniform competitiveditbions for European entities without
necessarily implying full conformity between intational standards and Directives. The
amendments introduced by this Directive concerngiesentation of financial statements,
recognition of transactions according to their sambse and the measurement of assets at fair
value. However they just consist of options avddlab Member States.

Moreover, the EFRAG has decided not to deal withdiuation where the option available
under the IFRS for SMEs of applying the requirerseat IAS 39 could give rise to
“incompatibilities” with the Accounting Directive#\s a result, we are uncertain whether an
entity exercising that option could avoid thesectimpatibilities”.

Furthermore, to the extent the Directives do ngiuidte precise accounting treatment, the
EFRAG considers that there is no incompatibilityhathe IFRS for SMEs. The ANC stresses
that this approach may raise fundamental interpogtassues. As an illustration, the notion of
“Other Comprehensive Income” is undefined and doet exist as a concept in the
Accounting Directives. Moreover, the discountindiabilities is not explicitly envisaged (see
comments on question 3). These concepts are, howasat with explicitly in the IFRS for
SMEs.



On the results of the study
We do not share EFRAG’s analysis in respect ofatt@unting for investments in associates
and/or in jointly-controlled entities (see commeintpoint 3 below).

The EFRAG'’s study shows a very limited number afcGmpatibilities” which in practice
relate to unusual circumstances and have limitggaon This suggests that the IFRS for
SMEs could easily be implemented in Europe.

However, this standard is based on the same phascigis full IFRS which do not appear
adapted to the accounts of small entities:

- The approach that sets out to make a point-in-tualeation of entities remains
predominant, whereas this valuation should resaihfthe recurrent performance of
the entity measured through the profit and los®act

- The investor is confirmed as the main user of tbeoants whereas in SMEs the
accounts are used first and foremost by the martagem the business as well as
being used by the commercial partners of the cogpan

- Priority is given to “substance over form”, in omtmn to the legal approach
adopted in the Directives ;

- A certain degree of volatility is introduced intioet accounts of small entities through fair
value measurement

The Accounting Directives and the IFRS for SMEs rmoé at the same level and they cannot
be fully comparable because of differences in teabigy and definitions. The EFRAG’s
approach in its comparative study could, after mgksome minor adjustments to the
Directives, lead to the use of the IFRS for SMEmd@eermitted in Europe. However, this
study is not an adequate basis for introducingva $&t of accounting standards: the whole
European legal framework needs to be taken intsideration.

In addition, the introduction of full IFRS in Eurepn 2002 required an EU regulation : this
new standard, the IFRS for SMEs, cannot theref@entroduced as a basis of a mere
comparability study without changing the existiegulatory framework.

Lastly, it would be appropriate to determine if #eEounting treatment proposed by the IFRS
for SMEs corresponds to entities’ needs and toectipractice in Member States.

*kkk

The comments of the ANC set out in the attacheeiagh refer exclusively to the points
identified in the EFRAG’s draft advice letter asampatible and possibly potentially
incompatible with EU Accounting Directives. The ANIZi not carry out further research in
order to identify other possible incompatibilities.

The Chairman,

Jérdbme HAAS



APPENDIX: COMMENTS OF THE ANC ON THE BASIS FOR CONC LUSIONS OF THE EFRAG ON
THE COMPATIBILITY OF THE IFRS FOR SMES WITH EU ACCO UNTING DIRECTIVES

REQUIREMENTS OF THE IFRS FOR SMES CONSIDERED INCOMP ATIBLE WITH THE EU
ACCOUNTING DIRECTIVES

1 Extraordinary items

We agree with the EFRAG: Paragraph 5.10 of the IFRRSMESs prohibits the presentation
of items of income and expense as “extraordinam#’, which is not compatible with the
requirements of Article 29 of the Fourth Directive.

2 Financial instruments at fair value

We agree with the EFRAG : certain financial instants , in particular financial liabilities
must be measured at fair value according to theirements of the IFRS pour SMEs but do
not come within the scope of Article 42 a of faurth Directive. Paragraphs 12.7 and 12.8
of the IFRS for SMEs are therefore incompatiblehwihe requirements of the Fourth
Directive. The ANC stresses that this incompatipihould concern a very limited number of
financial instruments (loans indexed at two ratesexample), that are rarely encountered in
practice.

3 Measurement of investments in associates and joigtcontrolled entities in the
financial statements

We do not fully agree with the EFRAG for the follog reasons:
The EFRAG considers that paragraphs 14.7 and 18.1% IFRS for SMEs require fair
value measurement of investments in associategoamitly-controlled entities for which
there is a published price quotation and that tieetberefore an incompatibility with the
requirements of the Directives.

If, for the purposes of its consolidated finansi@tements, an entity opts for the cost or the
fair value model for measuring this type of inveshty then there is, in our opinion, an
incompatibility with the Accounting Directives wiiaequire a single method, namely the
equity method.

The same applies to the measurement of investmentsntly-controlled entities if the
entity uses the cost or a fair value model wheteasSeventh Directive permits the equity
method or proportionate consolidation.

The ANC notes that some might consider that the=niambiguity as to whether the rule
set out in paragraphs 14.7 and 15.12 of the IFRS SWIEs requiring fair value
measurement for investments in associates andyta@antrolled entities for which there is
a published price quotation is applicable to exditihat have opted for the equity method
stipulated in paragraphs 14.4 (b) and 15.9 (b).

The ANC ‘s understanding is that paragraphs 14dl 109 set out general principles by
proposing three measurement methods (including@doéty method). Paragraphs 14.7 and
15.12 only apply where the cost method is used.alge note that the requirement to
disclose in the notes to the financial statemenfsrmation the published price of

investments in associates and jointly-controlletities for which the equity method is

used (paragraphs 14.12 (c) and 15.19 (c) of the&SIKR SMESs, confirms that the equity

method can be used for investments for listed caomega



As a result of our analysis, it therefore appelaas the equity method may also be used for
investments in associates and jointly-controlletities for which there is a published price
quotation.: there would be no incompatibility witre 7" directive.

The ANC stresses that the conceptmdri-separate financial statemehti®es not exist in
the European Accounting Directives. Having saids,thf we consider the Seventh
Accounting Directive is applicable tm6n-separate financial statement§’e. financial
statements of an entity that only holds investmémtgssociates and/or jointly-controlled
entities and that are not separate financial statésh the equity method also applies to
“non-separate financial statemeritdf we consider the measurement of investments in
associates and jointly-controlled entities in th@on-separate financial statememts
within the scope of the Fourth Accounting Directiviethe European Union, then Article
59 of this Directive would also allow the use ok tkquity method. The Accounting
Directives of the European Union would not thereftwye incompatible with the option
available in the IFRS for SMEs to use the equityhod.

4  Amortisation of goodwill over a 10 year period whenman entity is unable to make a
reliable estimation of its useful life

We agree with the EFRAG: the IFRS for SMEs requaed year amortisation period to be
used when it is not possible to make a reliablenesion of useful life, whereas the Fourth

Directive requires goodwill to be amortised oveyears unless a longer amortisation period
can be justified. Therefore an incompatibility égidetween Article 37.2 of the Fourth

Directive and paragraph 19.23 of the IFRS for SMEs.

5 Immediate recognition in profit or loss of negativegoodwill

We agree with the EFRAG: the IFRS for SMEs requinesiediate recognition of negative
goodwill in profit or loss whereas the Accountingirdatives only allow immediate
recognition of negative goodwill in profit or logs certain cases. Consequently, paragraph
19.24 of the IFRS for SMEs is incompatible with thecounting Directives.

6 Reversal of impairment loss recognized for goodwill

We agree with the EFRAG: the IFRS for SMEs spedlific prohibits the reversal of
impairment loss recognized for fixed assets whetlea$-ourth Directive requires the reversal
of impairment losses if the reasons justifying ihgairment are no longer applicable.
Consequently, paragraph 27.28 of the IFRS for SEscompatible with the Directives.

QUESTIONS TO CONSTITUENTS

Paragraphs of the IFRS for SMEs that are not incatipte with the EU Accounting
Directives

Q1 Do you think that some of the paragraphs of theSHBr SMEs that the EFRAG
identified as incompatible with EU Accounting [Ritiges, are compatible with EU
Accounting Directives (If so, why ?)

For the reasons set out in point 3 above, we atecowvinced by the conclusions of the
EFRAG in respect of the measurement of investmentassociates or jointly-controlled
entities in the consolidated financial statements.

Moreover, the compatibility of the requirements fhie measurement of investments in
associates and jointly-controlled entities in theri-separate financial statements” as defined



by the IFRS for SMEs with the Directives dependswirether the said requirements are
within the scope of the Fourth or the Seventh Diveqsee comments in 3 above).

Paragraphs of the IFRS for SMEs that may be incdibigawith the EU Accounting
Directives

Q2 Do you think that paragraphs 9.6, 19.14, 21.4 and2P.24 are incompatible with EU
Accounting Directives? (If so, which and why?)

Potential voting rights

The Directives do not indicate whether convertiinistruments or options should be taken
into consideration when determining the scope afsotidation. Article 1.1. d) of the"7
Directive requires contracts and agreements betwagties also to be taken into account for
determining the existence of control. Similarlyntroduces as part of an option (8 2.a), the
notion of the power to exercise or actually exer@esntrol. This is a question of interpretation
of the notion of control which depends on judgmé&dnsequently we do not believe there is
a clear-cut incompatibility in this respect.

“Less likely than not” liabilities

We believe this subject relates to the interpretatf the Directives and is outside the scope
of the EFRAG's study.

If the EFRAG’s study were to include interpretatisubjects , then we believe that it should

also deal with other subjects such as the notigrudence, true and fair view, substance over
form, materiality etc.

Paragraphs of the IFRS for SMEs that are incompetitith the EU Accounting Directives

Q3 Do you think that other paragraphs of the IFRS $MEs are incompatible with EU
Accounting Directives? (If so, why?)

Our comments are restricted to those requiremdritsedFRS for SMEs which the EFRAG
identified in its draft advice letter as being ingaatible with EU Accounting Directive$Ve
did not carry out further research in order to tdgrother possible sources of incompatibility.
However, we think the following items might be pibss sources of incompatibility:

Other Comprehensive Income (OCI)
As a preliminary remark, we note that the concdpD@l is not defined in the Accounting
Directives.

-  Statement of Comprehensive Income

Article 22 of the Fourth Directive stipulates tliddember States may permit or require all
companies or any classes of company, to presdatenrent of their performance instead of
the presentation of profit and loss items in acanog with Articles 23 to 26, provided that
the information given is at least equivalent ta ththerwise required by those Articles”.

In this statement, an entity must present onlyitii@mation required by the Directives for
the preparation of the profit and loss account.réfoge, since the IFRS for SMESs requires the



recognition in OCI of items not mentioned in Arésl 23 to 26 of the Fourth Directive, the
result for the financial year could be differenariSequently, the requirements of the IFRS for
SMEs in this respect are not, in our opinion, cotilpp@with the European Directives.

Apart from Article 22, the Fourth Directive inclgleno requirements in respect of the
Statement of Comprehensive Income. On the othed,tae Directive permits /requires the
recognition of the following items in equity

- changes in fair value of hedging instruments imstnts (Article 42c(a)),

- exchange differences arising on monetary items fthrat part of a company(s net
investment in a foreign entity (Article 42c(b)),

- revaluation differences on tangible fixed assetsi¢k 33.2).

The Accounting Directives do not permit the rectigni of actuarial gains and losses on
pension liabilities in equity whereas the IFRS$MESs allows their recognition in OCI.

- - Recycling items of OCI

The directive is silent on the possibility of rebgg items recognized in equity whereas the
IFRS for SMEs requires it. As the Directives arergi on recycling, the EFRAG does not

consider there is an incompatibility. However, ass tsubject has potentially significant

impact on the profit and loss account, we feel th& necessary to take a position on the
accounting treatment proposed by the IFRS for SMEs.

Discounting liabilities

Article 32 of the Fourth Directive stipulates “Thems shown in the annual accounts shall be
valued in accordance with Articles 34 to 42, whatle based on the principle of purchase
price or production cost”.

Article 42 of the Fourth Directive stipulates tifatovisions may not exceed in amount the

sums which are necessary”. The combined effediadfd two requirements is that discounting
of liabilities is not explicitly authorized, whergadiscounting of assets is specifically

addressed by the Directives (Article 42 e).

Paragraph 21.7 of the IFRS for SMEs requires distog.

As the Directives are silent on this subject, tHeREG does not consider there is an

incompatibility. However, we consider this pointjugres further analysis.

Different language versions of the EU Accountingebiives

D
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Q4 Are you aware of situations where the conclusiohthe EFRAG would have bet
different had another language version than theli€hgversion been applied in the
analysis? (If so, what conclusion would be différ@md why?)

We are not aware of any such situations.

Other issues

Q5 Do you have other comments in relation to EFRA®=actusions and their bases
(including conclusions stated in EFRAG’s workingp@e?)

We have no further comments at this stage.



