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IFRS for SMEs Council Directives Assessment

Not incompatible

Not assessed

Incompatible

1.1 The IFRS for SMEs is intended for use by small and No relevant articles The paragraph states for what entities
medium-sized entities (SMESs). IFRS for SMEs are intended. The
This section describes the characteristics of SMEs. content of the paragraph cannot be

incompatible with the Council Directives.

1.2 Small and medium-sized entities are entities that: No relevant articles The paragraph defines what is
(a) do not have public accountability, and considered to be small and medium-sized
(b) publish general purpose financial statements entities according to IFRS for SMEs. The
for external users. Examples of external users include paragraph is relevant in relation to
owners who are not involved in managing the paragraph 1.1 and is thus not
business, existing and potential creditors, and credit incompatible with the Council Directives
rating agencies.

1.3 An entity has public accountability if: No relevant articles The paragraph is relevant for paragraph
(a) its debt or equity instruments are traded in a public 1.2, and is thus not incompatible with the
market or it is in the process of issuing such Council Directives.
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




(b) 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.

1.4 Some entities may also hold assets in a fiduciary No relevant articles The paragraph is relevant for paragraph
capacity for a broad group of outsiders because they 1.3 and is thus not incompatible with the
hold and manage financial resources entrusted to Council Directives.
them by clients, customers or members not involved
in the management of the entity. However, if they do
so for reasons incidental to a primary business (as,
for example, may be the case for travel or real estate
agents, schools, charitable organisations, co-
operative enterprises requiring a nominal membership
deposit, and sellers that receive payment in advance
of delivery of the goods or services such as utility
companies), that does not make them publicly
accountable.

15 If a publicly accountable entity uses this IFRS, its The Council Directives do not describe what | As the Council Directives do not describe
financial statements shall not be described as could be stated as conforming to IFRS for what could be stated as conforming to
conforming to the IFRS for SMEsd even if law or SMEs IFRS for SMEs, the paragraph is not
regulation in its jurisdiction permits or requires this incompatible with the Council Directives.
IFRS to be used by publicly accountable entities.

1.6 A subsidiary whose parent uses full IFRSs, or that is The Council Directives do not describe what | As the Council Directives do not describe
part of a consolidated group that uses full IFRSs, is could be stated as conforming to IFRS for what could be stated as conforming to
not prohibited from using this IFRS in its own financial | SMEs IFRS for SMEs, the paragraph is not
statements if that subsidiary by itself does not have incompatible with the Council Directives.
public accountability. If its financial statements are
described as conforming to the IFRS for SMEs, it
must comply with all of the provisions of this IFRS.

Concepts and Pervasive Principles

2.1 This section describes the objective of financial As par. 2.1 just explains the content of
statements of small and medium-sized entities section 2, it is not incompatible with the
(SMEs) and the qualities that make the information in Council Directives.
the financial statements of SMEs useful. It also sets
out the concepts and basic principles underlying the
financial statements of SMEs.

2.2 The objective of financial statements of a small or The Council Directives do not include any The Directives do not include a statement

medium-sized entity is to provide information about
the financial position, performance and cash flows of

the entity that is useful for economic decision-making

objective of the financial statements

regarding the purpose of the financial
statements. However, it does not seem to
preclude the purpose of 2.2. as long as it




by a broad range of users who are not in a position to
demand reports tailored to meet their particular
information needs.

is not an overriding principle and the
requirements that flow from this is in
accordance with the Directives.
Accordingly, par. 2.2 is not assessed to
be incompatible with the Council
Directives.

2.3 Financial statements also show the results of the The Directives do not include a statement
stewardship of managementd the accountability of regarding the purpose of the financial
management for the resources entrusted to it. statements. However, it does not seem to

preclude the purpose of 2.2. as long as it
is not an overriding principle and the
requirements that flows from this is in
accordance with the Directives.
Accordingly, par. 2.2 is not assessed to
be incompatible with the Council
Directives.

2.4 Understandability 4. art. 2 Understandability is not mentioned
The information provided in financial statements explicitly in the Council Directives.
should be presented in a way that makes it 2. They shall be drawn up clearly and in However, it is assessed that it could be
comprehensible by users who have a reasonable accordance with the provisions of this partofa Ot r uier aw iceofdimgly,
knowledge of business and economic activities and Directive. par. 2.4 is not assessed to be
accounting and a willingness to study the information | 3. The annual accounts shall give a true and | incompatible with the Council Directives.
with reasonable diligence. However, the need for fair view of the company's assets, liabilities,

understandability does not allow relevant information | financial position and profit or loss.

to be omitted on the grounds that it may be too

difficult for some users to understand. 7.art. 16.3
Consolidated accounts shall give a true and
fair view of the assets, liabilities, financial
position and profit or loss of the undertakings
included therein taken as a whole.

2.5 Relevance 4. art. 2.3 Relevance is not mentioned explicitly in

The information provided in financial statements must
be relevant to the decision-making needs of users.
Information has the quality of relevance when it is
capable of influencing the economic decisions of
users by helping them evaluate past, present or future
events or confirming, or correcting, their past
evaluations.

The annual accounts shall give a true and
fair view of the company's assets, liabilities,
financial position and profit or loss.

7.art. 16.3
Consolidated accounts shall give a true and

fair view of the assets, liabilities, financial
position and profit or loss of the undertakings

the Council Directives. However, it is
assessed that it co
and f ai Accoxdingdywpér.2.5 is not
assessed to be incompatible with the
Council Directives.
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included therein taken as a whole.

2.6 Materiality The Council Directives state that some It could be argued that only when the
Information is materiald and therefore has specific requirements can be omitted if the Council Directives specifically state that
relevanced if its omission or misstatement could amounts are immaterial. However, there is specific requirements can be omitted if
influence the economic decisions of users made on no general materiality principle. the amounts are immaterial, that
the basis of the financial statements. Materiality information can be omitted if the amounts
depends on the size of the item or error judged in the are immaterial. However, it could also be
particular circumstances of its omission or arguedthatd Mat er i a beisaidtd
misstatement. However, it is inappropriate to make, or be included in the
leave uncorrected, immaterial departures from the Accordingly, although the Council
IFRS for SMEs to achieve a particular presentation of Directives do not specifically exempt from
an entityés financi al pos requirements if the amounts are
cash flows. immaterial, the Council Directives could

be interpreted as if an entity is not
required to 1 but allowed to i omit
information that is not material.
Accordingly, it has been assessed that
par. 2.6 cannot be said to be incompatible
with the Council Directives.

2.7 Reliability 4, art. 2.3 Al t hough o6true and
The information provided in financial statements must include more than o
be reliable. Information is reliable when it is free from | The annual accounts shall give a true and seems to be a valid interpretation of part
material error and bias and represents faithfully fair view of the company's assets, liabilities, of 6t r ueAceordidglyfitdasbeen
that which it either purports to represent or could financial position and profit or loss. assessed that par. 2.7 is not incompatible
reasonably be expected to represent. Financial with the Council Directives.
statements are not free from bias (ie not neutral) if, by | 7. art. 16.3
the selection or presentation of information, they are
intended to influence the making of a decision or Consolidated accounts shall give a true and
judgement in order to achieve a predetermined result | fair view of the assets, liabilities, financial
or outcome. position and profit or loss of the undertakings

included therein taken as a whole.
2.8 Substance over form 4. art. 4.6 The requirement of substance over form

Transactions and other events and conditions should
be accounted for and presented in accordance with
their substance and not merely their legal form.

This enhances the reliability of financial statements.

Member States may permit or require the
presentation of amounts within items in the
profit and loss account and balance sheet to
have regard to the substance of the reported
transaction or arrangement. Such
permission or requirement may be restricted
to certain classes of company and/or to
consolidated accounts as defined in the
Seventh Council Directive 83/349/EEC of 13

is assessed to be compatible with the
Fourth Council Directive art. 4.6.
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June 1983 on consolidated accounts.
4. art. 2.3

The annual accounts shall give a true and
fair view of the company's assets, liabilities,
financial position and profit or loss.

7. art. 16.3

Consolidated accounts shall give a true and
fair view of the assets, liabilities, financial
position and profit or loss of the undertakings
included therein taken as a whole.

2.9 Prudence 4. art. 31.1(c) It is noted that the Commission in 2003

The uncertainties that inevitably surround many valuation must be made on a prudent basis, | amended the Council Directives in

events and circumstances are acknowledged by the and in particular: relation to provisions. Art. 20.2 that was

disclosure of their nature and extent and by the (aa) only profits made at the balance sheet previously required became a Member

exercise of prudence in the preparation of the date may be included, State option in order to a line the Council

financial statements. Prudence is the inclusion of a (bb) account must be taken of all liabilities Directives and IAS.

degree of caution in the exercise of the judgements arising in the course of the financial year

needed in making the estimates required under concerned or of a previous one, evenifsuch |1t i s assessed that

conditions of uncertainty, such that assets or income liabilities become apparent only between the | Council Directives can be interpreted

are not overstated and liabilities or expenses are not date of the balance sheet and the date on differently. Some would interpret

understated. However, the exercise of prudence does | which it is drawn up, 6prudence in the Co

not allow the deliberate understatement of assets or (cc) account must be taken of all more conservative than in IFRS for

income, or the deliberate overstatement of liabilities or | depreciation, whether the result of the SMEs. Others would interpret it

expenses. In short, prudence does not permit bias. financial year is a loss or a profit; differently.
Accordingly, it has been assessed that
OPrudenced in the C
be interpreted differently. However, the
definition of IFRS for SMEs cannot be
said to be incompatible with the Council
Directives.

2.10 | Completeness 4. art. 2.3 Completeness is not explicitly required by

To be reliable, the information in financial statements
must be complete within the bounds of materiality and
cost. An omission can cause information to be false or
misleading and thus unreliable and deficient in terms
of its relevance.

The annual accounts shall give a true and
fair view of the company's assets, liabilities,
financial position and profit or loss.

the Council Directives, however, it could
be interpreted as being included in the
6true and fair view

It has been assessed whether it would be




7. art. 16.3

Consolidated accounts shall give a true and
fair view of the assets, liabilities, financial
position and profit or loss of the undertakings
included therein taken as a whole.

incompatible with the Council Directives
to consider completeness within the
bounds of cost. It was noted that the
requirements of section 2 of IFRS for
SMEs should be taken into consideration
when IFRS for SMEs does not specifically
address a transaction, other event or
condition and to assess when the
requirements of IFRS for SMEs would not
result in a fair presentation. Accordingly,
it was assessed that an entity could not
generally avoid presenting information by
reference to cost it would incur in doing
so. Therefore, it was assessed that the
requirements of par. 2.10 7 when
assessed in the context i would not be
incompatible with the Council Directives.

2.11

Comparability

Users must be able to compare the financial
statements of an entity through time to identify trends
in its financial position and performance. Users must
also be able to compare the financial statements of
different entities to evaluate their relative financial
position, performance and cash flows. Hence, the
measurement and display of the financial effects of
like transactions and other events and conditions
must be carried out in a consistent way throughout an
entity and over time for that entity, and in a consistent
way across entities. In addition, users must be
informed of the accounting policies employed in the
preparation of the financial statements, and of any
changes in those policies and the effects of such
changes.

4. art. 3

The layout of the balance sheet and of the
profit and loss account, particularly as
regards the form adopted for their
presentation, may not be changed from one
financial year to the next.

4. art 31.1(b)

the methods of valuation must be applied
consistently from one financial year to
another;

Art. 43

In addition to the information required under

other provisions of this Directive, the notes

on the accounts must set out information in
respect of the following matters at least:

(1) the valuation methods applied to the
various items in the annual accounts, and
the methods employed in calculating the
value adjustments. For items included in
the annual accounts which are or were
originally expressed in foreign currency,
the bases of conversion used to express

Both IFRS for SMEs and the Council
Directives require that the financial
statements are comparable over time. In
addition par. 2.11 requires financial
statements to be comparable between
entities. This is the purpose of the
Council Directives, and is accordingly not
assessed to be incompatible with the
Council Directives.
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them in local currency must be disclosed;

2.12 | Timeliness No explicit requirements regarding Timeliness is not explicit mentioned in the
To be relevant, financial information must be able to timeliness and reliable information in Council Directives. The Member States
influence the economic decisions of users. Timeliness | Directives. determine the deadlines for preparing
involves providing the information within the decision financial statements. Accordingly, the
time frame. If there is undue delay in the reporting of requirement is assessed not to be
information it may lose its relevance. Management incompatible with the Council Directives.
may need to balance the relative merits of timely
reporting and the provision of reliable information. In
achieving a balance between relevance and reliability,
the overriding consideration is how best to satisfy the
needs of users in making economic decisions.

2.13 | Balance between benefit and cost Not addressed in the Council Directives The issue whether it would be
The benefits derived from information should exceed incompatible with the Council Directives
the cost of providing it. The evaluation of benefits and to take cost into consideration is
costs is substantially a judgemental process. discussed in relation to par. 2.10. For the
Furthermore, the costs are not necessarily borne by same reasons as stated in relation to
those users who enjoy the benefits, and often the par. 2.10, it is assessed that par. 2.13 is
benefits of the information are enjoyed by a broad not incompatible with the Council
range of external users. Directives.

2.14 | Financial reporting information helps capital providers | Not addressed in the Council Directives Par. 2.14 just explains types of benefits.
make better decisions, which results in more efficient It is assessed that this explanation cannot
functioning of capital markets and a lower cost of be incompatible with the Council
capital for the economy as a whole. Individual entities Directives.
also enjoy benefits, including improved access to
capital markets, favourable effect on public relations,
and perhaps lower costs of capital. The benefits may
also include better management decisions because
financial information used internally is often based at
least partly on information prepared for general
purpose financial reporting purposes.

2.15 | The financial position of an entity is the relationship of | No definitions in the Directives See par. 2.45

its assets, liabilities and equity as of a specific date as

presented in the statement of financial position.

These are defined as follows:

(a) An asset is a resource controlled by the entity as a
result of past events and from which future
economic benefits are expected to flow to the
entity.

(b) A liability is a present obligation of the entity
arising from past events, the settlement of which is
expected to result in an outflow from the entity of




resources embodying economic benefits.
(c) Equity is the residual interest in the assets of the
entity after deducting all its liabilities.

2.16 | Some items that meet the definition of an asset or a No such requirement in the Directives In relation to liabilities see par. 2.39
liability may not be recognised as assets or liabilities
in the statement of financial position because they do
not satisfy the criteria for recognition in paragraphs
2.271 2.32. In particular, the expectation that future
economic benefits will flow to or from an entity must
be sufficiently certain to meet the probability criterion
before an asset or liability is recognised.

2.17 | The future economic benefit of an asset is its potential | The Council Directives do not explain what The explanation in par. 2.17 seems
to contribute, directly or indirectly, to the flow of cash assets are. compatible with the Council Directives
and cash equivalents to the entity. Those cash flows
may come from using the asset or from disposing of
it.

2.18 | Many assets, for example property, plant and The Council Directives do not explain what The Council Directives do not explain
equipment, have a physical form. However, physical assets are. what assets are. However, it appears
form is not essential to the existence of an asset. from the Council Directives that some
Some assets are intangible. assets are also according to the Council

Directives regarded as intangible (see for
example the Fourth Council Directive art.
9). ltis therefore assessed that par. 2.18
is not incompatible with the Council
Directives.

2.19 | In determining the existence of an asset, the right of The Council Directives do not include The Council Directives do not explain
ownership is not essential. Thus, for example, requirements that assets should be owned what assets are. It is therefore assessed
property held on a lease is an asset if the entity by an entity that par. 2.19 is not incompatible with the
controls the benefits that are expected to flow from Council Directives.
the property.

2.20 | An essential characteristic of a liability is that the The Council Directives do not include an The Council Directives do not explain

entity has a present obligation to act or perform in a
particular way. The obligation may be either a legal
obligation or a constructive obligation. A legal
obligation is legally enforceable as a consequence of
a binding contract or statutory requirement. A
constructive obligation is an obligation that derives
f rom a rsactiong wheny 6

(a) by an established pattern of past practice,
published policies or a sufficiently specific current
statement, the entity has indicated to other parties
that it will accept particular responsibilities, and

explanation of essential characteristics of a
liability

essential characteristics of a liability. It is
therefore assessed that par. 2.19 is not
incompatible with the Council Directives.




(b) as a result, the entity has created a valid
expectation on the part of those other parties that it
will discharge those responsibilities.

2.21 | The settlement of a present obligation usually The Council Directives do not include an It is assess that par. 2.21 is not
involves the payment of cash, transfer of other assets, | explanation about settlement of an obligation | incompatible with the Council Directives.
provision of services, the replacement of that
obligation with another obligation, or conversion of the
obligation to equity. An obligation may also be
extinguished by other means, such as a creditor
waiving or forfeiting its rights.

2.22 | Equity is the residual of recognised assets minus The Council Directives do not include an The Council Directives do not state how
recognised liabilities. It may be subclassified in the explanation about how to calculate equity. to calculate equity. On this issue par.
statement of financial position. For example, in a 2.22 is assessed not to be incompatible
corporate entity, subclassifications may include funds | The Council Directives includes with the Council Directives.
contributed by shareholders, retained earnings and requirements regarding subclassifications of
gains or losses recognised directly in equity. equity. The subclassification example listed in

par. 2.22 is1 as stated - only an example
and it is therefore assessed that this part
of par. 2.22 is also not incompatible with
the Council Directives.

2.23 | Performance is the relationship of the income and 4. art. 22 The Fourth Council Directive requires that
expenses of an entity during a reporting period. This entities present a profit and loss account
IFRS permits entities to present performance in a For the presentation of the profit and loss or a statement of their performance
single financial statement (a statement of account, the Member States shall prescribe | (statement of comprehensive income).
comprehensive income) or in two financial one or more of the layouts provided for in
statements (an income statement and a statement of | Articles 23 to 26. If a Member State The Council Directives do not include
comprehensive income). Total comprehensive income | prescribes more than one layout, it may definitions of income and expenses. The
and profit or loss are frequently used as measures of | allow companies to choose from among explanations included in par. 2.23 are not
performance or as the basis for other measures, such | them. by themselves assessed to be
as return on investment or earnings per share. incompatible with the Council Directives.
Income and expenses are defined as follows: By way of derogation from Article 2(1),
(a) Income is increases in economic benefits during Member States may permit or require all
the reporting period in the form of inflows or companies, or any classes of company, to
enhancements of assets or decreases of liabilities present a statement of their performance
that result in increases in equity, other than those instead of the presentation of profit and loss
relating to contributions from equity investors. items in accordance with Articles 23 to 26,
(b) Expenses are decreases in economic benefits provided that the information given is at least
during the reporting period in the form of outflows or equivalent to that otherwise required by
depletions of assets or incurrences of liabilities that those Articles.
result in decreases in equity, other than those relating
to distributions to equity investors.

2.24 | The recognition of income and expenses results The Council Directives do not include any It is assessed that the explanation in par.
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directly from the recognition and measurement of
assets and liabilities. Criteria for the recognition of
income and expenses are discussed in paragraphs
2.271 2.32.

requirements related to whether income and
expenses results from the recognition and
measurement of assets and liabilities or vice
versa.

2.24 by itself would not be incompatible
with the Council Directives

2.25

The definition of income encompasses both revenue
and gains.

(a) Revenue is income that arises in the course of the
ordinary activities of an entity and is referred to by a
variety of names including sales, fees, interest,
dividends, royalties and rent.

(b) Gains are other items that meet the definition of
income but are not revenue. When gains are
recognised in the statement of comprehensive
income, they are usually displayed separately
because knowledge of them is useful for making
economic decisions.

4. art. 28

The net turnover shall comprise the amounts
derived from the sale of products and the
provision of services falling within the
company's ordinary activities, after deduction
of sales rebates and of value added tax and
other taxes directly linked to the turnover.

The Council Directives do not define
revenue and gains. Turnover is defined,
however, this term is considered to be
more narrowly defined than revenue. The
definitions of revenue and gains are not
by themselves incompatible with the
Council Directives.

2.26

The definition of expenses encompasses losses as
well as those expenses that arise in the course of the
ordinary activities of the entity.

(a) Expenses that arise in the course of the ordinary
activities of the entity include, for example, cost of
sales, wages and depreciation. They usually take the
form of an outflow or depletion of assets such as cash
and cash equivalents, inventory, or property, plant
and equipment.

(b) Losses are other items that meet the definition of
expenses and may arise in the course of the ordinary
activities of the entity. When losses are recognised in
the statement of comprehensive income, they are
usually presented separately because knowledge of
them is useful for making economic decisions.

The Council Directives do not include
definitions of expenses and losses

The definitions of expenses and losses
are not by themselves incompatible with
the Council Directives.

2.27

Recognition is the process of incorporating in the
financial statements an item that meets the definition
of an asset, liability, income or expense and satisfies
the following criteria:

(a) it is probable that any future economic benefit
associated with the item will flow to or from the entity,
and

(b) the item has a cost or value that can be measured
reliably.

The Council Directives do not include any
recognition criteria

Criterion (a) is discusses in relation to
par. 21.4.
Criterion (b) is discussed in relation to
par. 2.39.

2.28

The failure to recognise an item that satisfies those
criteria is not rectified by disclosure of the accounting

The Council Directives do not include a
specific statement like the one in par. 2.28.

It is assessed not to be incompatible with
the Council Directives to require that
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policies used or by notes or explanatory material.

items that are required to be recognised
cannot just be disclosed.

2.29 | The concept of probability is used in the first The Council Directives do not include an It is assessed that par. 2.29, explaining
recognition criterion to refer to the degree of explanation about how to assess uncertainty | 6 pr o b a b 22 is hohincengatible
uncertainty that the future economic benefits related to different items. with the Council Directives.
associated with the item will flow to or from the entity.

Assessments of the degree of uncertainty attaching
to the flow of future economic benefits are made on
the basis of the evidence relating to conditions at the
end of the reporting period available when the
financial statements are prepared. Those
assessments are made individually for individually
significant items, and for a group for a large
population of individually insignificant items.

2.30 | The second criterion for the recognition of an item is The Council Directives do not include any The i ssue r el esdlisussed
that it possesses a cost or value that can be explanation about reliability in relation to par. 2.39
measured with reliability. In many cases, the cost or
value of an item is known. In other cases it must be
estimated. The use of reasonable estimates is an
essential part of the preparation of financial
statements and does not undermine their reliability.

When a reasonable estimate cannot be made, the
item is not recognised in the financial statements.

2.31 | Anitem that fails to meet the recognition criteria may | The Council Directives do not include any As the Council Directives do not include
qualify for recognition at a later date as a result of recognition criteria any general recognition criteria, par. 2.31
subsequent circumstances or events. is assessed not to be incompatible with

the Council Directives

2.32 | An item that fails to meet the criteria for recognition It is generally assed that disclosure
may nonetheless warrant disclosure in the notes or requirements included in IFRS for SMEs
explanatory material or in supplementary schedules. cannot be incompatible with the Council
This is appropriate when knowledge of the item is Directives as the Council Directives do
relevant to the evaluation of the financial position, not prohibit additional information to be
performance and changes in financial position of an disclosed in the notes.
entity by the users of financial statements

2.33 | Measurement is the process of determining the The Council Directives do not explain The explanation in par. 2.33 of
monetary amounts at which an entity measures Omeasur ementd measurement is not incompatible with the
assets, liabilities, income and expenses in its financial Council Directives. The Council Directives
statements. Measurement involves the selection of a do neither explain this term nor use it.
basis of measurement. This IFRS specifies which
measurement basis an entity shall use for many types
of assets, liabilities, income and expenses.

2.34 | Two common measurement bases are historical cost | 4. art. 35 The Council Directives to not include an
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and fair value:

(a) For assets, historical cost is the amount of cash or
cash equivalents paid or the fair value of the
consideration given to acquire the asset at the time of
its acquisition. For liabilities, historical cost is the
amount of proceeds of cash or cash equivalents
received or the fair value of non-cash assets

received in exchange for the obligation at the time the
obligation is incurred, or in some circumstances (for
example, income tax) the amounts of cash or cash
equivalents expected to be paid to settle the liability in
the normal course of business. Amortised historical
cost is the historical cost of an asset or liability plus or
minus that portion of its historical cost previously
recognised as expense or income.

(b) Fair value is the amount for which an asset could
be exchanged, or a liability settled, between
knowl edgeabl e, willi
transaction.

ng pa

2. The purchase price shall be calculated by
adding to the price paid the expenses
incidental thereto.

3. (a) The production cost shall be calculated
by adding to the purchasing price of the raw
materials and consumables the costs directly
attributable to the product in question.

(b) A reasonable proportion of the costs
which are only indirectly attributable to the
product in question may be added into the
production costs to the extent that they
relate to the period of production.

4. Interest on capital borrowed to finance the
production of fixed assets may be included
in the production costs to the extent that it
relates to the period of production. In that
event, the inclusion of such interest under
O0Assetsd must be di
the accounts.

S C

4, art. 42b

1. The fair value referred to in Article 42a
shall be determined by reference to:

(a) a market value, for those financial
instruments for which a reliable market can
readily be identified. Where a market value
is not readily identifiable for an instrument
but can be identified for its components or
for a similar instrument, the market value
may be derived from that of its components
or of the similar instrument; or

(b) a value resulting from generally accepted
valuation models and techniques, for those
instruments for which a reliable market
cannot be readily identified. Such valuation
models and techniques shall ensure a
reasonable approximation of the market
value.

2. Those financial instruments that cannot be

overall definition of historical cost and fair
value. In relation to some assets and
liabilities it is stated how the cost or fair
value shall be calculated. It is assessed
whether or not IFRS for SMEs is
compatible with the Council Directives in
these cases. The general explanation of
historical cost and fair value in par. 2.34
is not by itself regarded as incompatible
with the Council Directives.
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measured reliably by any of the methods
described in paragraph 1, shall be measured
in accordance with Articles 34 to 42.

2.35 | The requirements for recognising and measuring 4. art. 2.3 The Council Directives do not include
assets, liabilities, income and expenses in this IFRS specific guidance on what to do in
are based on pervasive principles that are derived The annual accounts shall give a true and absence of a requirement that applies
from the IASB Framework for the Preparation and fair view of the company's assets, liabilities, specifically to a transaction or other event
Presentation of Financial Statements and from financial position and profit or loss. or condition. The compatibility of
full IFRSs. In the absence of a requirement in this paragraph 10.4 and 10.5 are assessed
IFRS that applies specifically to a transaction or other | 7. art. 16.3 below.
event or condition, paragraph 10.4 provides guidance
for making a judgement and paragraph 10.5 Consolidated accounts shall give a true and | As mentioned above it is generally
establishes a hierarchy for an entity to follow in fair view of the assets, liabilities, financial assessed that the pervasive principles set
deciding on the appropriate accounting policy in the position and profit or loss of the undertakings | out in IFRS for SMESs represent valid
circumstances. The second level of that hierarchy included therein taken as a whole. interpretations of
requires an entity to look to the definitions, recognition concepts of assets and liabilities, income
criteria and measurement concepts for assets, and expenses were assessed not to be
liabilities, income and expenses and the pervasive incompatible with the Council Directives.
principles set out in this section. Accordingly, it is assessed that the

method described in the second level of
the hierarchy mentioned in paragraph
2.35 would not be incompatible with the
Council Directives.

2.36 | An entity shall prepare its financial statements, except | 4. art. 31.1 (d) The Council Directives do not include
for cash flow information, using the accrual basis of requirements regarding cash flow
accounting. On the accrual basis, items are account must be taken of income and statements. Use of the accrual basis in
recognised as assets, liabilities, equity, income or charges relating to the financial year, the remaining part of the financial
expenses when they satisfy the definitions and irrespective of the date of receipt or payment | statements is in accordance with the
recognition criteria for those items. of such income or charges; Council Directives.

2.37 | An entity shall recognise an asset in the statement of | The Council Directives do not include The Council Directives do not include
financial position when it is probable that the future recognition requirements. general recognition criteria. It has
economic benefits will flow to the entity and the asset therefore been assessed that par 2.37 is
has a cost or value that can be measured reliably. An not incompatible with the Directives.
asset is not recognised in the statement of financial
position when expenditure has been incurred for
which it is considered not probable that economic
benefits will flow to the entity beyond the current
reporting period. Instead such a transaction results in
the recognition of an expense in the statement of
comprehensive income (or in the income statement, if
presented).

2.38 | An entity shall not recognise a contingent asset as an | The Council Directives do not include As the Council Directives do not include
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asset. However, when the flow of future economic
benefits to the entity is virtually certain, then the
related asset is not a contingent asset, and its
recognition is appropriate.

requirements regarding contingent assets

requirements regarding contingent
assets, it is assessed that par. 2.38 is not
incompatible with the Council Directives.

2.39 | An entity shall recognise a liability in the statement of | The Council Directives do not include It is assessed that the Council Directives
financial position when recognition requirements. do not include recognition criteria. Article
(a) the entity has an obligation at the end of the 20 of the Fourth Council Directive only
reporting period as a result of a past event, 4, art. 20 explains what provisions are, but not
(b) it is probable that the entity will be required to when they should be recognised.
transfer resources embodying economic benefits in 1. Provisions are intended to cover liabilities
settlement, and the nature of which is clearly defined and It is therefore assessed that :

(c) the settlement amount can be measured reliably. which at the date of the balance sheet are

either likely to be incurred, or certain to be Criteria (a) is not incompatible with the

incurred but uncertain as to amount or as to | Council Directives. Article 20.2 of the

the date on which they will arise. Fourth Council Directive (to recognise
liabilities that may not be obligations as of

2. The Member States may also authorize the balance sheet date)is only an option.

the creation of provisions intended to cover

charges which have their origin in the Criteria (b) is not incompatible with the

financial year under review or in a previous Counci l Directives,

financial year, the nature of which is art. 20.1 of the Fourth Council Directive is

clearly defined and which at the date of the interpreted as a lower probability than

balance sheet are either likely to be incurred, | 6 pr obabl ed i n par.

or certain to be incurred but uncertain as to only defines provisions and not state

amount or as to the date on which they will when they should be recognised.

arise.
In relation to criteria (c ) it is assessed

3. Provisions may not be used to adjust the that in order for the financial statements

values of assets. to be able to present a true and fair view
it would also be required by the Council
Directives that the settlement amount can
be measured reliably in order to be able
to recognise a liability.

2.40 | A contingent liability is either a possible but uncertain | The Council Directives do not include a It is assessed that the Council Directives

obligation or a present obligation that is not
recognised because it fails to meet one or both of the
conditions (b) and (c) in paragraph 2.39. An entity
shall not recognise a contingent liability as a liability,
except for contingent liabilities of an acquiree in a
business combination (see Section 19 Business
Combinations and Goodwill).

definition of contingent liabilities.

do not include recognition criteria and
par. 2.40 accordingly assessed not to be
incompatible with the Council Directives.

See par. 19.4 in relation to contingent
liabilities of an acquirer in a business
combination.
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2.41 | The recognition of income results directly from the Article 31.1 ( c) (aa) See par 2.9
recognition and measurement of assets and liabilities.
An entity shall recognise income in the statement of only profits made at the balance sheet date
comprehensive income (or in the income statement, if | may be included,
presented) when an increase in future economic
benefits related to an increase in an asset or a
decrease of a liability has arisen that can be
measured reliably.

2.42 | The recognition of expenses results directly from the No requirements included in the Council It is assessed that the Council Directives
recognition and measurement of assets and liabilities. | Directives do not specify whether income and
An entity shall recognise expenses in the statement of expenses results from recognition and
comprehensive income (or in the income statement, if measurement of assets and liabilities or
presented) when a decrease in future economic vice versa. Accordingly, it is assessed
benefits related to a decrease in an asset or an that par. 2.42 is not incompatible with the
increase of a liability has arisen that can be measured Council Directives.
reliably.

2.43 | Total comprehensive income is the arithmetical The Council Directives do not include As the Council Directives do not include
difference between income and expenses. It is not a recognition principles for total recognition principles for total
separate element of financial statements, and a comprehensive income. comprehensive income, it is assessed
separate recognition principle is not needed for it. that par. 2.43 is not incompatible with the

Council Directives.

2.44 | Profit or loss is the arithmetical difference between The Council Directives do not include It is assessed that profit or loss also
income and expenses other than those items of recognition principles for profit or loss. under the Council Directives are
income and expense that this IFRS classifies as items calculated as stated in par. 2.44.
of other comprehensive income. It is not a separate Accordingly, it is assessed that par. 2.44
element of financial statements, and a separate is compatible with the Council Directives.
recognition principle is not needed for it.

2.45 | This IFRS does not allow the recognition of items in The Council Directives do not include As the Council Directives do not include

the statement of financial position that do not meet
the definition of assets or of liabilities regardless of
whether they result from applying the notion
commonly referred to
measuring profit or loss.

as

t

definitions of assets and liabilities.

definitions of assets and liabilities. It has
therefore been assessed whether the
definitions would prohibit assets and
liabilities, required to be recognised under
the Council Directives, from being
recognised and vice verse.

It has been assessed that the Council
Directives allows some items that do not
meet the definitions in par. 2.45 to be
recognised. However, they do not
prohibit that only those items that meet
the definition are recognised.
Accordingly, it has been assessed that
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par. 2.45 is not incompatible with the
Council Directives.

2.46

At initial recognition, an entity shall measure assets
and liabilities at historical cost unless this IFRS
requires initial measurement on another basis such as
fair value.

4, art. 32

The items shown in the annual accounts
shall be valued in accordance with Articles
34 to 42, which are based on the principle of
purchase price or production cost.

The basic principle of measuring assets
and liabilities at historical cost at initial
recognition is in accordance with the
Council Directives. Departures from this
basic principle are assessed in relation to
the relevant paragraphs.

2.47

An entity measures basic financial assets and basic
financial liabilities, as defined in Section 11 Basic
Financial Instruments, at amortised cost less
impairment except for investments in non-convertible
and non-puttable preference shares and non-puttable
ordinary shares that are publicly traded or whose fair
value can otherwise be measured reliably, which are
measured at fair value with changes in fair value
recognised in profit or loss.

See section 11

See section 11

2.48

An entity generally measures all other financial assets
and financial liabilities at fair value, with changes in
fair value recognised in profit or loss, unless this IFRS
requires or permits measurement on another basis
such as cost or amortised cost.

See section 12

See section 12

2.49

Most non-financial assets that an entity initially
recognised at historical cost are subsequently
measured on other measurement bases. For
example:

(a) An entity measures property, plant and equipment
at the lower of depreciated cost and recoverable
amount.

(b) An entity measures inventories at the lower of cost
and selling price less costs to complete and sell.

(c) An entity recognises an impairment loss relating to
non-financial assets that are in use or held for sale.
Measurement of assets at those lower amounts is
intended to ensure that an asset is not measured at
an amount greater than the entity expects to recover
from the sale or use of that asset.

In relation to property, plant and equipment
see section 17
In relation to inventories see section 13

In relation to impairment losses see section
27

In relation to property, plant and
equipment see section 17
In relation to inventories see section 13

In relation to impairment losses see
section 27

2.50

For the following types of non-financial assets, this
IFRS permits or requires measurement at fair value:
(a) investments in associates and joint ventures that
an entity measures at fair value (see paragraphs
14.10 and 15.15 respectively).

See par. 14.10 and 15.15

As follows, measuring investments in
associates and joint ventures (when
these would otherwise be associates)at
fair value is in conflict with the Council
Directives.
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(b) investment property that an entity measures at fair
value (see paragraph 16.7).

(c) agricultural assets (biological assets and
agricultural produce at the point of harvest) that an
entity measures at fair value less estimated costs to
sell (see paragraph 34.2).

2.51 | Most liabilities other than financial liabilities are 4, art. 42 The Council Directives do not specify
measured at the best estimate of the amount that whet her a dédmost |1k
would be required to settle the obligation at the Provisions may not exceed in amount the 6expected v a1 someethinga
reporting date. sums which are necessary. else should be used for measuring

recognised non-financial liabilities.
Accordingly, the requirement of par. 2.51
is assessed not to be incompatible with
the Council Directives.

2.52 | An entity shall not offset assets and liabilities, or 4. art. 7 Par. 2.52 is not in itself incompatible with

income and expenses, unless required or permitted
by this IFRS.

(a) Measuring assets net of valuation allowancesd for
example, allowances for inventory obsolescence and
allowances for uncollectible receivablesd is not
offsetting.

(b) I'f an entityds nor mal
include buying and selling non-current assets,
including investments and operating assets, then the
entity reports gains and losses on disposal of such
assets by deducting from the proceeds on disposal
the carrying amount of the asset and related

selling expenses.

Any set-off between asset and liability items,
or between income and expenditure items,
shall be prohibited.

the Council Directives. However, if IFRS
for SMEs would require something to be
offset that would not be allowed under the
Council Directives and vice versa, this
would be incompatible with the Council
Directives. This is, however, not
assessed in relation to par. 2.52.

Financial Statement Presentation

3.1 This section explains fair presentation of financial Par. 3.1 only explains the scope of
statements, what compliance with the IFRS for SMEs section 3 and is accordingly not
requires, and what is a complete set of financial incompatible with the Council Directives.
statements.

3.2 Financial statements shall present fairly the financial 7. art. 16 (similar to 4. art. 2) The Council Directives do not require

position, financial performance and cash flows of an
entity. Fair presentation requires the faithful
representation of the effects of transactions, other
events and conditions in accordance with the
definitions and recognition criteria for assets,
liabilities, income and expenses set out in Section 2

1. Consolidated accounts shall comprise the
consolidated balance sheet, the
consolidated profit-and-loss account and the
notes on the accounts. These documents
shall constitute a composite whole. Member

presentation of cash flows. However,
they do not prohibit this either (see art.
16.1 of the Seventh Council Directive).
The concepts and pervasive principles of
section 2 were assessed not to be
incompatible with the Council Directives.
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Concepts and Pervasive Principles.

(a) The application of the IFRS for SMEs, with
additional disclosure when necessary, is presumed to
result in financial statements that achieve a fair
presentation of the financial position, financial
performance and cash flows of SMEs.

(b) As explained in paragraph 1.5, the application of
this IFRS by an entity with public accountability does
not result in a fair presentation in accordance with this
IFRS.

The additional disclosures referred to in (a) are
necessary when compliance with the specific
requirements in this IFRS is insufficient to enable
users to understand the effect of particular
transactions, other events and conditions on the
entityds financi al posi ti

States may permit or require the inclusion of
other statements in the consolidated
accounts in addition to the documents
referred to in the first subparagraph

2. Consolidated accounts shall be drawn up
clearly and in accordance with this Directive.

3. Consolidated accounts shall give a true
and fair view of the assets, liabilities,
financial position and profit or loss of the
undertakings included therein taken as a
whole.

4. Where the application of the provisions of
this Directive would not be sufficient to give
a true and fair view within the meaning of
paragraph 3 above, additional information
must be given.

5. Where, in exceptional cases, the
application of a provision of Articles 17 to 35
and 39 is incompatible with the obligation
imposed in paragraph 3 above, that
provision must be departed from in order to
give a true and fair view within the meaning
of paragraph 3. Any such departure must be
disclosed in the notes on the accounts
together with an explanation of the reasons
for it and a statement of its effect on the
assets, liabilities, financial position and profit
or loss. The Member States may define the
exceptional cases in question and lay down
the relevant special rules.

6. A Member State may require or permit the
disclosure in the consolidated accounts of
other information as well as that which must
be disclosed in accordance with this
Directive.

Accordingly, the fair presentation required
by the par. 3.2 would also be assessed
not to be incompatible with the Council
Directives.

3.3

An entity whose financial statements comply with the
IFRS for SMEs shall make an explicit and unreserved

The Council Directives do not include
requirements regarding statements about

The Council Directives do not prohibit an
entity from stating that its financial
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statement of such compliance in the notes. Financial
statements shall not be described as complying with
the IFRS for SMEs unless they comply with all the
requirements of this IFRS.

compliance with IFRS for SMEs

statements comply with the IFRS for
SMEs, when the requirements are met.
Accordingly, par. 3.3 is not incompatible
with the Council Directives.

3.4 In the extremely rare circumstances when 7.art. 16.5 The concepts and pervasive principles of
management concludes that compliance with this section 2 were generally assessed not to
IFRS would be so misleading that it would conflict Where, in exceptional cases, the application | be incompatible with the Council
with the objective of financial statements of SMEs set | of a provision of Articles 17 to 35 and 39 is Directives. Accordingly, the fair
out in Section 2, the entity shall depart from that incompatible with the obligation imposed in presentation required by par. 3.4 would
requirement in the manner set out in paragraph 3.5 paragraph 3 above, that provision must be also be assessed not to be incompatible
unless the relevant regulatory framework prohibits departed from in order to give a true and fair | with the Council Directives.
such a departure. view within the meaning of paragraph 3. Any
such departure must be disclosed in the
notes on the accounts together with an
explanation of the reasons for it and a
statement of its effect on the assets,
liabilities, financial position and profit or loss.
The Member States may define the
exceptional cases in question and lay down
the relevant special rules.
3.5 When an entity departs from a requirement of this See above If a departure from IFRS for SME would
IFRS in accordance with paragraph 3.4, it shall also be a departure from the Council
disclose the following: Directives, an entity should also disclose
the effect of the departure on the assets,

(a) that management has concluded that the financial liabilities, financial position and profit or

statements pr es e nnancialasition,y loss. However, this additional

financial performance and cash flows. requirement is only considered to be a
difference and does not result in par. 3.5

(b) that it has complied with the IFRS for SMEs, being incompatible with Council

except that it has departed from a particular Directives.

requirement to achieve a fair presentation.

(c) the nature of the departure, including the treatment

that the IFRS for SMEs would require, the reason why

that treatment would be so misleading in the

circumstances that it would conflict with the objective

of financial statements set out in Section 2, and the

treatment adopted.

3.6 When an entity has departed from a requirement of See above It is generally assessed that requirements

this IFRS in a prior period, and that departure affects
the amounts recognised in the financial statements for
the current period, it shall make the disclosures set

included in IFRS for SMEs about note
disclosures cannot create any
incompatibility issues with the Council
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out in paragraph 3.5(c).

Directives.

3.7

In the extremely rare circumstances when
management concludes that compliance with a
requirement in this IFRS would be so misleading that
it would conflict with the objective of financial
statements of SMEs set out in Section 2, but the
relevant regulatory framework prohibits departure
from the requirement, the entity shall, to the maximum
extent possible, reduce the perceived misleading
aspects of compliance by disclosing the following:

(a) the nature of the requirement in this IFRS, and the
reason why management has concluded that
complying with that requirement is so misleading in
the circumstances that it conflicts with the objective of
financial statements set out in Section 2.

(b) for each period presented, the adjustments to
each item in the financial statements that
management has concluded would be necessary to
achieve a fair presentation.

The Council Directives would not prohibit

departures from the requirements included in

IFRS for SMEs when compliance with the
standard would be misleading (see above)

For the reasons stated in the previous
column, par. 3.7 is assessed not to be
incompatible with the Council Directives.

3.8

When preparing financial statements, the
management of an entity using this IFRS shall make
an assessment lilifytotdntewueana
going concern. An entity is a going concern unless
management either intends to liquidate the entity or to
cease operations, or has no realistic alternative but to
do so. In assessing whether the going concern
assumption is appropriate, management takes into
account all available information about the future,
which is at least, but is not limited to, twelve months
from the reporting date.

4. art. 31.1

The Member States shall ensure that the
items shown in the annual accounts are
valued in accordance with the following
general principles:

(a) the company must be presumed to be
carrying on its business as a going concern;
X

It is assessed to be compatible with the
Council Directives to require the
management to assibs
to continue as a going concern.

3.9

When management is aware, in making its
assessment, of material uncertainties related to
events or conditions that cast significant doubt upon
the entitybés ability to
entity shall disclose those uncertainties. When an
entity does not prepare financial statements on a
going concern basis, it shall disclose that fact,
together with the basis on which it prepared the
financial statements and the reason why the entity is
not regarded as a going concern.

c

4. art. 31.2

Departures from these general principles
shall be permitted in exceptional cases. Any
such departures must be disclosed in the
notes on the accounts and the reasons for
them given together with an assessment of
their effect on the assets, liabilities, financial
position and profit or loss.

The Council Directives would also require
an entity to disclose the effect of the
departure on the assets, liabilities,
financial position and profit or loss, if the
financial statements are not prepared
under the going concern assumption.
However, this additional requirement is
only considered to be a difference and
does not result in par. 3.9 being assessed
to be incompatible with the Council
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Directives.

It is generally assessed that requirements
included in IFRS for SMEs about note
disclosures (including disclosures about
material uncertainties related to events or
conditions that cast significant doubt upon
the entityds abilit
concern) cannot be incompatible with the
Council Directives.

3.10 | An entity shall present a complete set of financial No requirements included in the Fourth and It is generally assessed that requirements
statements (including comparative informationi see Seventh Council Directives included in IFRS for SMEs about note
paragraph 3.14) at least annually. When the end of disclosures cannot be incompatible with
a n e nreporting pesiod changes and the annual the Council Directives.
financial statements are presented for a period longer
or shorter than one year, the entity shall disclose the
following:

(a) that fact.

(b) the reason for using a longer or shorter period.

(c) the fact that comparative amounts presented in the
financial statements (including the related notes) are
not entirely comparable.

3.11 | An entity shall retain the presentation and 4. art. 3 The cases mentioned in par. 3.11 could
classification of items in the financial statements from be regarded as Oa&sxc
one period to the next unless: The layout of the balance sheet and of the mentioned in article 3 of the Fourth

profit and loss account, particularly as Council Directive. Accordingly, the
(a) it is apparent, following a significant change in the | regards the form adopted for their paragraph is assessed not to be
nature of the ent it yobits o p presentation, may notbe changed from one | incompatible with the Council Directives
financial statements, that another presentation or financial year to the next. Departures from as IFRS for SMEs do not require more
classification would be more appropriate having this principle shall be permitted in changes than what would be allowed by
regard to the criteria for the selection and application exceptional cases. Any such departure must | the Council Directives.
of accounting policies in Section 10 Accounting be disclosed in the notes on the accounts
Policies, Estimates and Errors, or together with an explanation of the reasons

therefore.
(b) this IFRS requires a change in presentation.

3.12 | When the presentation or classification of items in the | 4. art. 4.4 Reclassifying comparative amounts is

financial statements is changed, an entity shall

reclassify comparative amounts unless the

In respect of each balance sheet and profit

compatible with option of the Council
Directives to do so. Also it is generally
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reclassification is impracticable. When comparative
amounts are reclassified, an entity shall disclose the
following:

(a) the nature of the reclassification.

(b) the amount of each item or class of items that is
reclassified.

(c) the reason for the reclassification.

and loss account item the figure relating to
the corresponding item for the preceding
financial year must be shown. The Member
States may provide that, where these figures
are not comparable, the figure for the
preceding financial year must be adjusted. In
any case, hon-comparability and any
adjustment of the figures must be disclosed
in the notes on the accounts, with relevant
comments.

assessed that requirements included in
IFRS for SMEs about note disclosures
cannot be incompatible with the Council
Directives.

3.13 | If it is impracticable to reclassify comparative See above Reclassification of comparative amounts
amounts, an entity shall disclose why reclassification is not required by the Council Directives,
was not practicable. and it is generally assessed that

requirements included in IFRS for SMEs
about note disclosures cannot be
incompatible with the Council Directives.

3.14 | Except when this IFRS permits or requires otherwise, | See above The Council Directives require
an entity shall disclose comparative information in comparative figures in relation to the
respect of the previous comparable period for all balance sheet and the profit and loss
amounts presented in the account but does not prohibit it in relation
statements. An entity shall include comparative to other information as well. Accordingly
information for narrative and descriptive information it is assessed that par. 3.14 is compatible
when it is relevant to an understanding of the current with the Council Directives.
periodbds financial staten

Exceptions to the requirement are
assessed in relation to the relevant
paragraphs.

3.15 | An entity shall present separately each material class | 4. art. 4.3 The Council Directives allow some

of similar items. An entity shall present separately
items of a dissimilar nature or function unless they are
immaterial.

The balance sheet and profit and loss
account items that are preceded by Arabic
numerals may be, combined where:

(a) they are immaterial in amount for the
purposes of Article 2 (3); or

(b) such combination makes for greater
clarity, provided that the items so combined
are dealt with separately in the notes on the
accounts. Such combination may be
required by the Member States.

combination of items in the balance sheet
and profit and loss account (the Council
Directives do not include any
requirements for the cash flow statements
and the requirements of par. 3.15 can
therefore be applied in relation to the
cash flow statements without creating any
conflicts). The Council Directives may
limit the options to combine immaterial
classes. However, this is regarded as a
difference that could be overcome by
following the requirements of the Council
Directives in these circumstances.
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7. art. 16.2 (similar to 4. art. 2.2)

2. Consolidated accounts shall be drawn up
clearly and in accordance with this Directive.

3.16 | Omissions or misstatements of items are material if The Council Directives do not include an The explanation of
they could, individually or collectively, influence the explanation of O6mat er|isinitself notin conflict with the Council
economic decisions of users made on the basis of the Directives as material is not defined in the
financial statements. Materiality depends on the size Council Directives.
and nature of the omission or misstatement judged in
the surrounding circumstances. The size or nature of
the item, or a combination of both, could be the
determining factor.

3.17 | A complete set of financial statements of an entity 4. art. 2 A statement of financial position is

shall include all of the following:

(a) a statement of financial position as at the reporting
date.

(b) either:

(i) a single statement of comprehensive income for
the reporting period displaying all items of income and
expense recognised during the period including those
items recognised in determining profit or loss (which
is a subtotal in the statement of comprehensive
income) and items of other comprehensive income, or
(ii) a separate income statement and a separate
statement of comprehensive income. If an entity
chooses to present both an income statement and a
statement of comprehensive income, the statement of
comprehensive income begins with profit or loss and
then displays the items of other comprehensive
income.

(c) a statement of changes in equity for the reporting
period.

(d) a statement of cash flows for the reporting period.

(e) notes, comprising a summary of significant
accounting policies and other explanatory information.

1. The annual accounts shall comprise the
balance sheet, the profit and loss account
and the notes on the accounts. These
documents shall constitute a composite
whole.

Member States may permit or require the
inclusion of other statements in the annual
accounts in addition to the documents
referred to in the first subparagraph.

4. art. 22

By way of derogation from Article 2(1),
Member States may permit or require all
companies, or any classes of company, to
present a statement of their performance
instead of the presentation of profit and loss
items in accordance with Articles 23 to 26,
provided that the information given is at least
equivalent to that otherwise required by
those Articles

7. art. 16

1. Consolidated accounts shall comprise the

another word for b
6i ncome statement
loss account. A single statement of
comprehensive income is considered to
be a statement of performance.
Accordingly, IFRS for SMEs requires all
the elements also required by the Council
Directives and some more, which is not
incompatible with the Council Directives.

0
0

1
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consolidated balance sheet, the
consolidated profit-and-loss account and the
notes on the accounts. These documents
shall constitute a composite whole.

Member States may permit or require the
inclusion of other statements in the
consolidated accounts in addition to the
documents referred to in the first
subparagraph.

3.18

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 (see paragraph 6.4).

4. art. 33.2

(a) Where paragraph 1 is applied, the
amount of the difference between valuation
by the method used and valuation in
accordance with the general rule laid down
in Article 32 must be entered in the
revaluation reserve
The treatment of this item for taxation
purposes must be explained either in the
balance sheet or in the notes on the
accounts. For purposes of the application of
the last subparagraph of paragraph 1,
companies shall, whenever the amount of
the reserve has been changed in the course
of the financial year, publish in the notes on
the accounts inter alia a table showing:

0 the amount of the revaluation reserve at
the beginning of the financial year,

0 the revaluation differences transferred to
the revaluation reserve during the financial
year,

0 the amounts capitalized or otherwise
transferred from the revaluation reserve
during the financial year, the nature of

any such transfer being diclosed,

0 the amount of the revaluation reserve at
the end of the financial year.

4. art. 42d (d) / 7. art. 34.14 (d)

Where valuation at fair value of financial

u

The Council Directives do not require a
statement of changes in equity.
However, the Council Directives include
some requirements about disclosures
about changes in certain reserves.
These disclosures should be provided in
order to comply with the requirements of
the Council Directives. However, par.
3.18 does not result in a conflict with the
Council Directives.

In relation to statement of retained
earnings see section 6.
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instruments has been applied, the notes on
the accounts shall disclose:

(d) a table showing movements in the fair
value reserve during the financial year.

3.19 | If an entity has no items of other comprehensive The Council Directives do not require
income in any of the periods for which financial entities to present a statement of
statements are presented, it may present only an comprehensive income. It would be in
income statement, or it may present a statement of accordance with the Council Directives
comprehensive incomei hadw always to only present an income
| abell ed 6profit or | oss§ statement.

3.20 | Because paragraph 3.14 requires comparative 4. art. 4.4 Par. 3.20 is assessed to be in accordance
amounts in respect of the previous period for all with the Council Directives.
amounts presented in the financial statements, a In respect of each balance sheet and profit
complete set of financial statements means that an and loss account item the figure relating to
entity shall present, as a minimum, two of each of the | the corresponding item for the preceding
required financial statements and related notes. financial year must be shown. The Member

States may provide that, where these figures
are not comparable, the figure for the
preceding financial year must be adjusted. In
any case, hon-comparability and any
adjustment of the figures must be disclosed
in the notes on the accounts, with relevant
comments.

3.21 | In a complete set of financial statements, an entity No specific requirements included in the Par. 3.21 is assessed not to be
shall present each financial statement with equal Council Directives incompatible with the Council Directives.
prominence.

3.22 | An entity may use titles for the financial statements No specific requirements in the Council If an entity applies the terms of the
other than those used in this IFRS as long as they are | Directives. The Council Directives use the Council Directives this would be in
not misleading. ter manklkealsheet 6 and accordance with the Council Directives.

account 8.
3.23 | An entity shall clearly identify each of the financial 7. art. 16.2 (similar to 4. art. 2.2) Par. 3.23 is assessed to be in line with

statements and the notes and distinguish them from
other information in the same document. In addition,
an entity shall display the following information
prominently, and repeat it when necessary for an
understanding of the information presented:

(a) the name of the reporting entity and any change in

2. Consolidated accounts shall be drawn up
clearly and in accordance with this Directive.

the Council Directives. The additional
information required by par. 3.23 is
assessed not to be incompatible with the
Council Directives.
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its name since the end of the preceding reporting
period.

(b) whether the financial statements cover the
individual entity or a group of entities.

(c) the date of the end of the reporting period and the
period covered by the financial statements.

(d) the presentation currency, as defined in Section
30 Foreign Currency Translation.

(e) the level of rounding, if any, used in presenting
amounts in the financial statements.

3.24 | An entity shall disclose the following in the notes: It is generally assessed that requirements
included in IFRS for SMEs about note
(a) the domicile and legal form of the entity, its disclosures cannot create any conflicts
country of incorporation and the address of its with the Council Directives.
registered office (or principal place of business, if
different from the registered office).
(b) adescriptionoft he nature of th
operations and its principal activities.
3.25 | This IFRS does not address presentation of segment | 4. art. 43.1 (8) The Council Directives do not include

information, earnings per share, or interim financial

reports by a small or medium-sized entity. An entity
making such disclosures shall describe the basis for
preparing and presenting the information.

In addition to the information required under
other provisions of this Directive, the notes

on the accounts must set out information in
respect of the following matters at least:

the net turnover within the meaning of Article
28, broken down by categories of activity
and into geographical markets in so far as,
taking account of the manner in which the
sale of products and the provision of
services falling within the company's
ordinary activities are organized, these
categories and markets differ substantially
from one another;

requirements regarding earnings per
share and interim financial report.
However, it is generally assessed that
requirements included in IFRS for SMEs
about note disclosures cannot create any
conflicts with the Council Directives.

The Council Directives requires segment
information about turnover. However, this
difference can be overcome by providing
this information in financial statements
prepared in accordance with IFRS for
SMEs as IFRS for SMEs does not
prohibit this information to be disclosed.

Statement of Financial Position

4.1

This section sets out the information that is to be
presented in a statement of financial position and how

Par. 4.1 only explains the scope of
section 4 and is accordingly not in conflict
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to present it. The statement of financial position
(sometimes called the balance sheet) presents an
e nt iassgtd lkbilities and equity as of a specific
dated the end of the reporting period.

with the Council Directives.

4.2

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

(a) cash and cash equivalents.

(b) trade and other receivables.

(c) financial assets (excluding amounts shown under

(@), (b), () and (k)).
(d) inventories.
(e) property, plant and equipment.

(f) investment property carried at fair value through
profit or loss.

(g) intangible assets.

(h) biological assets carried at cost less accumulated
depreciation and impairment.

(i) biological assets carried at fair value through profit
or loss.

(j) investments in associates.
(k) investments in jointly controlled entities.
() trade and other payables.

(m) financial liabilities (excluding amounts shown
under (I) and (p)).

(n) liabilities and assets for current tax.

(o) deferred tax liabilities and deferred tax assets

4. art. 4

1. In the balance sheet and in the profit and
loss account the items prescribed in Articles
9, 10 and 23 to 26 must be shown
separately in the order indicated. A more
detailed subdivision of the items shall be
authorized provided that the layouts are
complied with. New items may be added
provided that their contents are not covered
by any of the items prescribed by the
layouts. Such subdivision or new items may
be required by the Member States.

2. The layout, nomenclature and terminology
of items in the balance sheet and profit and
loss account that are preceded by Arabic
numerals must be adapted where the special
nature of an undertaking so requires.

Such adaptations may be required by the
Member States of undertakings forming part
of a particular economic sector.

3. The balance sheet and profit and loss
account items that are preceded by Arabic
numerals may be, combined where:

(a) they are immaterial in amount for the
purposes of Article 2 (3); or

(b) such combination makes for greater
clarity, provided that the items so combined
are dealt with separately in the notes on the
accounts. Such combination may be
required by the Member States.

7.art. 21

It has been assessed that entities
applying IFRS for SMEs could use the
layout schemes presented in the Council
Directives in order to be able to comply
with the Council Directives.

In addition it has been assessed how an
entity could comply with the requirements
of the Council Directives art. 9 and the
requirements of par. 5.5.

It is assessed that:

(a) cash and cash equivalents could
correspond to IV Cash at bank and in
hand. As écashdé is not
Council Directives, it is assessed that the
definition of cash and cash equivalents of
IFRS for SMEs can be applied.

(b) trade and other receivables could
correspond to Il Debtors (except that
subscribed capital called but not paid
cannot be included see par 22.7 and
prepayments and accrued income should
be shown separately in accordance with
the option included in the Council
Directives)

(c) financial assets are further specified
in the Council Directives than in IFRS for
SMEs, however, the amounts that would
correspond to (c ) financial assets can be
found in a balance sheet prepared in
accordance with the requirements of the
Council Directives

(d) inventories corresponds to (1) Stocks
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(these shall always be classified as non-current).
(p) provisions.

(q) non-controlling interest, presented within equity
separately from the equity attributable to the owners

of the parent.

(r) equity attributable to the owners of the parent.

The amount attributable to shares in
subsidiary undertakings included in the
consolidation held by persons other than the
undertakings included in the consolidation
shall be shown in the consolidated balance

sheet as a separate item with an appropriate

heading.
7. art. 33

1. Where an undertaking included in a
consolidation exercises a significant
influence over the operating and financial
policy of an undertaking not included in the
consolidation (an associated undertaking) in
which it holds a participating interest, as
defined in Article 17 of Directive
78/660/EEC, that participating interest shall
be shown in the consolidated balance sheet
as a separate item with an appropriate
heading. An undertaking shall be presumed
to exercise a significant influence over
another undertaking where it has 20 % or
more of the shareholders' or members'
voting rights in that undertaking. Article 2
shall apply.

in the Council Directives

(e) property plant and equipment
corresponds to (Il) Tangible assets in the
Council Directives

(f) investment property carried at fair
value through profit or loss. Investment
properties are not included in the layout
schemes included in the Council
Directives and the line item may thus be
included.

(g) intangible assets corresponds to (I)
Intangible assets in the Council
Directives.

(h) biological assets carried at cost less
accumulated depreciation and impairment
are not included in the layout schemes
included in the Council Directives and the
line item may thus be included.

Further specification of the item in the
Council Directives: (3) Participating
interests would be necessary to meet the
requirement to present separate

amounts for (j) investments in associates
and (k) investments in jointly controlled
entities. It is assessed that such a
specification would be in line with article
4.1 (AA more detail ¢
items shall be authorized provided that

the layoutsarec omp | i ed wi t H

() trade and other payables are specified
in the Council Directives in (4) Trade
creditors and other accounts if necessary.

(m) financial liabilities (excluding amounts
shown under (l) and (p) are further
specified in the council directives.
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In order to present (n) liabilities and
assets for currenttax, o6t axd i n
creditors including tax and social security
must be specified separately in
accordance with the Council Directives.
Likewise (4) Other debtors (or other
relevant line item) must be further
specified.

(o) deferred tax liabilities and deferred tax
assets (these shall always be classified
as non-current). Deferred tax liabilities
are included in a separate section of the
balance sheet named provisions. A
separate line item must be included under
assets if a deferred tax asset exists.

(Pp)provi sions corresp
pr ovi sintberCsudcil Directives.

In addition to the requirements of article
21 of the Seventh Council Directives, a
subtotal should be included showing
equity attributable to the owners of the
parent.

4.3 An entity shall present additional line items, headings | 4. art. 4 Par 4.3 is assessed not to be
and subtotals in the statement of financial position incompatible with the Council Directives
when such presentation is relevant to an 1. In the balance sheet and in the profit and as long as the requirements of the
under st andi n gfinantial positien. e n t i| loss account the items prescribed in Articles | Council Directives are met when adding
9, 10 and 23 to 26 must be shown line items, headings and subtotals.
separately in the order indicated. A more
detailed subdivision of the items shall be
authorized provided that the layouts are
complied with. New items may be added
provided that their contents are not covered
by any of the items prescribed by the
layouts. Such subdivision or new items may
be required by the Member States.
4.4 An entity shall present current and non-current 4. art. 20.1 The option/requirement to present the

assets, and current and non-current liabilities, as
separate classifications in its statement of financial

Provisions are intended to cover liabilities

items of the balance sheet based on
liquidity when this provides information
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position in accordance with paragraphs 4.5i 4.8,
except when a presentation based on liquidity
provides information that is reliable and more
relevant. When that exception applies, all assets and
liabilities shall be presented in order of approximate
liquidity (ascending or descending).

the nature of which is clearly defined and
which at the date of the balance sheet are
either likely to be incurred, or certain to be
incurred but uncertain as to amount or as to
the date on which they will arise.

that is reliable and more relevant cannot
be used when an entity is preparing
financial statements under the Council
Directives the option can be used by
entities within the scope of fCouncil
Directive on the annual accounts and
consolidated accounts of banks and other
financial institutionsa However, these
directives are not considered in this
analysis. It has been assessed that a
difference exists, as a presentation based
on liquidity could be said not to provide
information that is more reliable for
entities within the scope of the Fourth and
Seventh Council Directives. Accordingly,
entities within the scope of the Council
Directives cannot present a balance
sheet based on liquidity.

4.5

An entity shall classify an asset as current when:
(a) it expects to realise the asset, or intends to sell or

consume it, in the entity
(b) it holds the asset primarily for the purpose of
trading;

(c) it expects to realise the asset within twelve months
after the reporting date; or

(d) the asset is cash or a cash equivalent, unless it is
restricted from being exchanged or used to settle a
liability for at least twelve months after the reporting
date.

See above.

The Council Directives do not include a
definition of current assets and liabilities.
The Council Directives include a definition
of fixed assets.

It is noted that the Council Directives
define fixed assets, whereas IFRS for
SMEs defines current assets on a general
level. It has been considered whether
some items should be accounted for as
property plant and equipment under IFRS
for SMEs i but as something else (for
example inventory) under the Council
Directives. However, as the Council
Directives would allow a presentation
based on the current non-current
distinction (instead of the fixed/current
distinction), itis assessedt hat - 6 no
currentdé is not the
accordingly current is not what is not

6f i xed?©d,.itis ascessed theata d
distinction between current and non-
current can be based on IFRS for SMEs.
Accordingly it is assessed that par. 4.5 do
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not result in conflicts with the Council
Directives.

4.6

An entity shall classify all other assets as non-current.
When the entitydéds nor mal
identifiable, its duration is assumed to be twelve
months.

See above.

See above.

4.7

An entity shall classify a liability as current when:
(a) it expects to settle
operating cycle;

(b) it holds the liability primarily for the purpose of
trading;

(c) the liability is due to be settled within twelve
months after the reporting date; or

(d) the entity does not have an unconditional right to
defer settlement of the liability for at least twelve
months after reporting date.

See above.

See above.

4.8

An entity shall classify all other liabilities as non-
current.

See above.

See above.

4.9

This IFRS does not prescribe the sequence or format
in which items are to be presented. Paragraph 4.2
simply provides a list of items that are sufficiently
different in nature or function to warrant separate
presentation in the statement of financial position. In
addition:

(a) line items are included when the size, nature or
function of an item or aggregation of similar items is
such that separate presentation is relevant to an
understanding of the edt

(b) the descriptions used and the sequencing of items
or aggregation of similar items may be amended
according to the nature of the entity and its
transactions, to provide information that is relevant to
an understanding of tohe

€

As mentioned in relation to par. 4.2,
entities will have to follow the sequence
and other layout rules prescribed in the
Council Directives. However, par. 4.9 is
not assessed to create a conflict with the
Council Directives.

4.10

The judgement on whether additional items are
presented separately is based on an assessment of
all of the following:

(a) the amounts, nature and liquidity of assets.

(b) the function of assets within the entity.

As mentioned in relation to par. 4.2,
entities will have to follow the sequence
and other layout rules prescribed in the
Council Directives. The Council
Directives would allow further
specifications of items. Accordingly, par.
4.10 could be applied in this relation and
the paragraph would accordingly not
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(c) the amounts, nature and timing of liabilities.

create a conflict with the Council
Directives.

411

An entity shall disclose, either in the statement of
financial position or in the notes, the following
subclassifications of the line items presented:

(a) property, plant and equipment in classifications
appropriate to the entity.

(b) trade and other receivables showing separately
amounts due from related parties, amounts due from
other parties, and receivables arising from accrued
income not yet billed.

(c) inventories, showing separately amounts of
inventories:

(i) held for sale in the ordinary course of business.
(i) in the process of production for such sale.

(i) in the form of materials or supplies to be
consumed in the production process or in the
rendering of services.

(d) trade and other payables, showing separately
amounts payable to trade suppliers, payable to
related parties, deferred income and accruals.

(e) provisions for employee benefits and other
provisions.

(f) classes of equity, such as paid-in capital, share
premium, retained earnings and items of income and
expense that, as required by this IFRS, are
recognised in other comprehensive income and
presented separately in equity.

If the requirements of par. 4.11 cannot be
met by following the provisions of the
Council Directives in relation to the lay-
out of the balance sheets, the disclosures
could be provided in the notes.

It is generally assessed that requirements
included in IFRS for SMEs about note
disclosures cannot create any conflicts
with the Council Directives.

412

An entity with share capital shall disclose the
following, either in the statement of financial position
or in the notes:

(a) for each class of share capital:

(i) the number of shares authorised.

(i) the number of shares issued and fully paid, and
issued but not fully paid.

If the requirements of par. 4.12 cannot be
met by following the provisions of the
Council Directives in relation to the lay-
out of the balance sheets, the disclosures
could be provided in the notes.

It is generally assessed that requirements
included in IFRS for SMEs about note
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(i) 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
period.

(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 entity held by the entity or by its
subsidiaries or associates.

(vii) shares reserved for issue under options and
contracts for the sale of shares, including the terms
and amounts.

(b) a description of each reserve within equity.

disclosures cannot create any conflicts
with the Council Directives.

4.13 | An entity without share capital, such as a partnership The Council Directives may not apply to
or trust, shall disclose information equivalent to that such an entity. However, when this is the
required by paragraph 4.12(a), showing changes case and the requirements of par. 4.13
during the period in each category of equity, and the cannot be met by following the provisions
rights, preferences and restrictions attaching to each of the Council Directives in relation to the
category of equity. lay-out of the balance sheets, the

disclosures could be provided in the
notes.

It is generally assessed that requirements
included in IFRS for SMEs about note
disclosures cannot create any conflicts
with the Council Directives.

4.14 | If, at the reporting date, an entity has a binding sale It is generally assessed that requirements

agreement for a major disposal of assets, or a group
of assets and liabilities, the entity shall disclose the
following information:

(a) a description of the asset(s) or the group of assets
and liabilities.

(b) a description of the facts and circumstances of the
sale or plan.

(c) the carrying amount of the assets or, if the
disposal involves a group of assets and liabilities, the
carrying amounts of those assets and liabilities.

included in IFRS for SMEs about note
disclosures cannot create any conflicts
with the Council Directives.
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Statement of Comprehensive Income and Income
Statement

51

This section requires an entity to present its total
comprehensive income for a periodd ie its financial
performance for the periodd in one or two financial
statements. It sets out the information that is to be
presented in those statements and how to present it.

Par. 5.1 only explains the scope of
section 5 and is accordingly not
incompatible with the Council Directives

5.2 An entity shall present its total comprehensive income | 4. art. 22 It is compatible with the Council
for a period either: Directives to present either a single
For the presentation of the profit and loss statement of comprehensive income or
(a) in a single statement of comprehensive income, in | account, the Member States shall prescribe | an income statement and a statement of
which case the statement of comprehensive income one or more of the layouts provided for in comprehensive income.
presents all items of income and expense recognised | Articles 23 to 26. If a Member State
in the period, or prescribes more than one layout, it may
allow companies to choose from among
(b) in two statementsd an income statement and a them.
statement of comprehensive incomed in which case
the income statement presents all items of income By way of derogation from Article 2(1),
and expense recognised in the period except those Member States may permit or require all
that are recognised in total comprehensive income companies, or any classes of company, to
outside of profit or loss as permitted or required by present a statement of their performance
this IFRS. instead of the presentation of profit and loss
items in accordance with Articles 23 to 26,
provided that the information given is at least
equivalent to that otherwise required by
those Articles.
7. art. 16 (similar to 4. art. 2)
1. Consolidated accounts shall comprise the
consolidated balance sheet, the
consolidated profit-and-loss account and the
notes on the accounts. These documents
shall constitute a composite whole. Member
States may permit or require the inclusion of
other statements in the consolidated
accounts in addition to the documents
referred to in the first subparagraph
5.3 A change from the single-statement approach to the 4. art. 3 Section 10 of IFRS for SMEs includes

two-statement approach, or vice versa, is a change in
accounting policy to which Section 10 Accounting
Policies, Estimates and Errors applies.

The layout of the balance sheet and of the
profit and loss account, particularly as

some circumstances when an entity could
change accounting policies. These
circumstances can be considered
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regards the form adopted for their
presentation, may not be changed from one
financial year to the next. Departures from
this principle shall be permitted in
exceptional cases. Any such departure must
be disclosed in the notes on the accounts
together with an explanation of the reasons
therefore.

Oexceptional cases?d
includes disclosure requirements that
would meet the requirements of article 3
of the Fourth Council Directive.

5.4

Under the single-statement approach, the statement
of comprehensive income shall include all items of
income and expense recognised in a period unless
this IFRS requires otherwise. This IFRS provides
different treatment for the following circumstances:

(a) The effects of corrections of errors and changes in
accounting policies are presented as retrospective
adjustments of prior periods rather than as part of
profit or loss in the period in which they arise (see
Section 10).

(b) Three types of other comprehensive income are
recognised as part of total comprehensive income,
outside of profit or loss, when they arise:

(i) some gains and losses arising on translating the
financial statements of a foreign operation (see
Section 30 Foreign Currency Translation).

(i) some actuarial gains and losses (see Section 28
Employee Benefits).

(iif) some changes in fair values of hedging
instruments (see Section 12 Other Financial
Instruments Issues).

4. art. 4

In respect of each balance sheet and profit
and loss account item the figure relating to
the corresponding item for the preceding
financial year must be shown. The Member
States may provide that, where these
figures are not comparable, the figure for the
preceding financial year must be adjusted. In
any case, hon-comparability and any
adjustment of the figures must be disclosed
in the notes on the accounts, with relevant
comments.

4. art. 36

By way of derogation from Article 35 (1) (c)
(cc), the Member States may allow
investment companies within the meaning of
Article 5 (2) to set off value adjustments to
investments directly
reservesod. The amount
shown separately thende€
balance sheet.

4. art. 42¢

1. Notwithstanding Article 31(1)(c), where a
financial instrument is valued in accordance
with Article 42b, a change in the value shall
be included in the profit and loss account.

However, such a change shall be included

The Council Directives do not include
specific requirements in relation to the
effects of corrections of errors and
changes in accounting policies. It is
assessed that the requirements of par.
5.4 in this regard are not incompatible
with art. 4 of the Fourth Council Directive.

IFRS for SMEs requires that exchange
differences arising on monetary items that
forms part of a rep
investment in a foreign operation in the
financial statements that include the
foreign operation shall be recognised in
other comprehensive income and
reported as a component of equity. They
shall not again be recognsed in profit or
loss on disposal of the net investment.
(see par. 30.12)

It is noted that art. 42c of the Fourth
Council Directive requires that such
exchange differences shall be included in
a fair value reserve (even) when the
related financial instruments are
measured at fair value. The Council
Directives do not specify whether the fair
value reserve shall be recycled through
profit and loss when amounts shown
therein are no longer necessary.
Accordingly, it is assessed that it could
not be concluded to be incompatible with
the Council Directives not to recycle
these amounts.
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directly in equity, in a fair value reserve,
where:

(a) the instrument accounted for is a hedging
instrument under a system of hedge
accounting that allows some or all of the
change in value not to be shown in the profit
and loss account; or

(b) the change in value relates to an
exchange difference arising on a monetary
item that forms part of a company's net
investment in a foreign entity.

2. Member States may permit or require a
change in the value on an available for sale
financial asset, other than a derivative
financial instrument, to be included directly in
equity, in the fair value reserve.

4. art. 43

1. In addition to the information required
under other provisions of this Directive, the
notes on the accounts must set out
information in respect of the following
matters at least:

(1) the valuation methods applied to the
various items in the annual accounts, and
the methods employed in calculating the
value adjustments. For items included in the
annual accounts which are or were originally
expressed in foreign currency, the bases

of conversion used to express them in local
currency must be disclosed,;

IFRS for SMEs allows entities to
recognise some actuarial gains and
losses in other comprehensive income
(see par. 28.24). It could be questioned
whether this option could be in conflict
with the Council Directives. However the
option does in any case not result in an
incompatibility issue, as it is only an
option and it is assessed that the
alternative (to recognise actuarial gains
and losses in profit and loss is not in
conflict with the Council Directives).
Therefore it has not been assessed
whether the option is in conflict with the
Council Directives or not. Such an
analysis would require a thorough
analysis of how the concept of other
comprehensive income should be
understood in relation to the Council
Directives and such an analysis is not
within the scope of this comparison.

In relation to hedging see par. 12.19. As
the Council Directives require some
changes in fair value of hedges to be
included directly in equity, these
requirements are assessed not to be
incompatible with the Council Directives.

5.5

As a minimum, an entity shall include, in the

statement of comprehensive income, line items that

present the following amounts for the period:

(a) revenue.

4, art. 4

1. In the balance sheet and in the profit and
loss account the items prescribed in Articles
9, 10 and 23 to 26 must be shown
separately in the order indicated. A more

It has been assessed that entities
applying IFRS for SMEs should use the
layout schemes presented in the Council
Directives in order to be able to comply
with the Council Directives
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(b) finance costs.

(c) share of the profit or loss of investments in
associates (see Section 14 Investments in
Associates) and jointly controlled entities (see Section
15 Investments in Joint Ventures) accounted for using
the equity method.

(d) tax expense excluding tax allocated to items (e),
(g) and (h) below (see paragraph 29.27).

(e) a single amount comprising the total of (i) the post-
tax profit or loss of a discontinued operation, and

(ii) the post-tax gain or loss recognised on the
measurement to fair value less costs to sell or on the
disposal of the net assets constituting the
discontinued operation.

(f) profit or loss (if an entity has no items of other
comprehensive income, this line need not be
presented).

(g) each item of other comprehensive income (see
paragraph 5.4(b)) classified by nature (excluding
amounts in (h)).

(h) share of the other comprehensive income of
associates and jointly controlled entities accounted for
by the equity method.

(i) total comprehensive income (if an entity has no
items of other comprehensive income, it may use
another term for this line such as profit or loss).

detailed subdivision of the items shall be
authorized provided that the layouts are
complied with. New items may be added
provided that their contents are not covered
by any of the items prescribed by the
layouts. Such subdivision or new items may
be required by the Member States.

2. The layout, nomenclature and terminology
of items in the balance sheet and profit and
loss account that are preceded by Arabic
numerals must be adapted where the special
nature of an undertaking so requires.

Such adaptations may be required by the
Member States of undertakings forming part
of a particular economic sector.

3. The balance sheet and profit and loss
account items that are preceded by Arabic
numerals may be, combined where:

(a) they are immaterial in amount for the
purposes of Article 2 (3); or

(b) such combination makes for greater
clarity, provided that the items so combined
are dealt with separately in the notes on the
accounts. Such combination may be
required by the Member States.

4. art. 22

For the presentation of the profit and loss
account, the Member States shall prescribe
one or more of the layouts provided for in
Articles 23 to 26. If a Member State
prescribes more than one layout, it may
allow companies to choose from among
them.

By way of derogation from Article 2(1),
Member States may permit or require all
companies, or any classes of company, to
present a statement of their performance

In addition it has been assessed how to
comply with the requirements of the
Council Directives art. 23 (income
statement i expenses classified by
nature) and the requirements of par. 5.5.
It is assessed that:

(a) Revenue would correspond to 1.
Turnover

(b) finance cost would correspond to 13
Interest payable and similar charges, with
a separate indication of those concerning
affiliated undertakings.

(c)shareoft he profité. w
correspond to (9) Income from
participating interests, with a separate
indication of that derived from affiliated
undertakings.

(d) tax expense excluding tax allocated to
items (e), (g) and (h) below would
correspond to the figure allowed in art. 30
of the Fourth Council Directive. In
relation to discontinued operations see
below:

In relation to (e) it has been assessed
whether it would be incompatible with the
Council Directives to present
discontinued operations as required by
IFRS for SMEs. It was noted that

The Fourth Council Directive art. 4.2
states that accounts that are preceded by
Arabic numerals must be adapted where
the special nature of an undertaking so
requires. If an entity has discontinued
operations this is special nature of the
undertaking that would require
amendments to the terminology. Also art.
4.1 allows new items to be added
provided that their contents are not
covered by any of the items prescribed by
the layouts. The result from discontinued
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instead of the presentation of profit and loss
items in accordance with Articles 23 to 26,
provided that the information given is at least
equivalent to that otherwise required by
those Atrticles.

4. art. 30

The Member States may permit taxes on the
profit or loss on ordinary activities and taxes
on the extraordinary profit or loss to be
shown in total as one item in the profit and

lossaccou n't before 60t he
under the above items
or | oss on ordinary a

shall be omitted from the layouts prescribed
in Articles 23 to 26. Where this derogation is
applied, companies must disclose in the
notes on the accounts the extent to which
the taxes on the profit or loss affect the profit
or loss on ordinary activities and the

operations and the related tax are not
covered by any other items and may
therefore be added.

OExtraordinary profit
5.6 An entity shall disclose separately the following items | 7. art. 23 The requirement in par. 5.6 (a) is in line
in the statement of comprehensive income as with art. 23 of the Seventh Council
allocations for the period: The amount of any profit or loss attributable | Directive. The Council Directives do not
to shares in subsidiary undertakings include any requirements related to par.
(a) profit or loss for the period attributable to included in the consolidation held by persons | 5.6. (b) i however, the Council Directives
(i) non-controlling interest. other than the undertakings included in the do not prohibit should a disclosure.
(i) owners of the parent. consolidation shall be shown in the
consolidated profit-and-loss account as a
(b) total comprehensive income for the period separate item with an appropriate heading.
attributable to
(i) non-controlling interest.
(i) owners of the parent.
5.7 Under the two-statement approach, the income See par. 5.5 See par. 5.5

statement shall display, as a minimum, line items that
present the amounts in paragraph 5.5(a)i 5.5(f) for the
period, with profit or loss as the last line. The
statement of comprehensive income shall begin with
profit or loss as its first line and shall display, as a
minimum, line items that present the amounts in
paragraph 5.5(g)i 5.5(i) and paragraph 5.6 for the

38




period.

5.8 Under this IFRS, the effects of corrections of errors 4. art. 4 The Council Directives do not include
and changes in accounting policies are presented as specific requirements in relation to the
retrospective adjustments of prior periods rather than | In respect of each balance sheet and profit effects of corrections of errors and
as part of profit or loss in the period in which they and loss account item the figure relating to changes in accounting policies. It is
arise (see Section 10). the corresponding item for the preceding assessed that the requirements of par.

financial year must be shown. The Member 5.8 are not incompatible with art. 4 of the
States may provide that, where these Fourth Council Directive.

figures are not comparable, the figure for the

preceding financial year must be adjusted. In

any case, non-comparability and any

adjustment of the figures must be disclosed

in the notes on the accounts, with relevant

comments.

5.9 An entity shall present additional line items, headings | 4. art. 4.1 Par 5.9 is assessed to be compatible with
and subtotals in the statement of comprehensive the Council Directives as long as the
income (and in the income statement, if presented), In the balance sheet and in the profit and requirements of the Council Directives
when such presentation is relevant to an loss account the items prescribed in Articles | are met when adding line items, headings
understanding of the enti|9 10and23to26 mustbe shown and subtotals.

separately in the order indicated. A more
detailed subdivision of the items shall be
authorized provided that the layouts are
complied with. New items may be added
provided that their contents are not covered
by any of the items prescribed by the
layouts. Such subdivision or new items may
be required by the Member States.

5.10 | An entity shall not present or describe any items of 4. art. 29.1 Par. 5.10 is not compatible with the
income and expense as 06ex Council Directives as art. 29 of the Fourth
statement of comprehensive income (or in the 1. Income and charges that arise otherwise Council Directive requires certain items of
income statement, if presented) or in the notes. than in the course of the company's ordinary | income and expenses to be presented as

activities must be shown under Extraordinary | extraordinary items.
i ncome and extraordin
5.11 | An entity shall present an analysis of expenses using | The layout provided for in the Fourth Council | It is assessed that par. 5.11 is not in

a classification based on either the nature of
expenses or the function of expenses within the
entity, whichever provides information that is reliable
and more relevant.

Analysis by nature of expense

Directive art. 23 present an analysis of
expenses using a classification based on
nature. The layout provided for in the Fourth
Council Directive art. 25 present an analysis
of expenses using a classification based on
function of expenses. The layout includes

the separate item 6cagd

conflict with the Council Directives.
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(a) Under this method of classification, expenses are
aggregated in the statement of comprehensive
income according to their nature (eg depreciation,
purchases of materials, transport costs, employee
benefits and advertising costs), and are not
reallocated among various functions within the entity.

Analysis by function of expense

(b) Under this method of classification, expenses are
aggregated according to their function as part of cost
of sales or, for example, the costs of distribution or
administrative activities. At a minimum, an entity
discloses its cost of sales under this method
separately from other expenses.

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

6

This section sets out requirements for presenting the
changes i neqaityforeapeariod; eith@ran a
statement of changes in equity or, if specified
conditions are met and an entity chooses, in a
statement of income and retained earnings.

The statement of income and retained earnings
presents an entityds prof
retained earnings for a reporting period. Paragraph
3.18 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.

In addition to the information required by Section 5,
the statement of income and retained earnings
includes:

(a) retained earnings at the beginning of the reporting
period.
(b) dividends declared and paid or payable during the

4. art. 6

The Member States may authorize or require
adaptation of the layout of the balance sheet
and profit and loss account in order to
include the appropriation of profit or the
treatment of loss.

7. art. 16 (similar to 4. art. 2)

1. Consolidated accounts shall comprise the
consolidated balance sheet, the
consolidated profit-and-loss account and the
notes on the accounts. These documents
shall constitute a composite whole. Member
States may permit or require the inclusion of
other statements in the consolidated
accounts in addition to the documents
referred to in the first subparagraph

4. art. 22
For the presentation of the profit and loss

account, the Member States shall prescribe
one or more of the layouts provided for in

The Council Directives do not require an
entity to present a statement of Changes
in Equity. However, it is not prohibited
either.

The Council Directives allows entities to
present a statement of performance
instead of a profit a loss account. Itis
assessed that this could be interpreted as
a statement of comprehensive income.

In relation to what to include in the
statement of comprehensive income see
par. 5.4

See also par. 3.18.
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period.

(c) restatements of retained earnings for corrections
of prior period errors.

(d) restatements of retained earnings for changes in
accounting policy.

(e) retained earnings at the end of the reporting
period.

Articles 23 to 26. If a Member State
prescribes more than one layout, it may
allow companies to choose from among
them.

By way of derogation from Article 2(1),
Member States may permit or require all
companies, or any classes of company, to
present a statement of their performance
instead of the presentation of profit and loss
items in accordance with Articles 23 to 26,
provided that the information given is at least
equivalent to that otherwise required by
those Articles.

Statement of Cash Flows

7 Section 7 of IFRS for SMEs requires an entity to The Council Directives do not require entities | The Council Directives do not prohibit
present a statement of Cash Flows and describes the | to present a statement of cash flows entities from presenting a statement of
requirements to this statement and the related cash flows in accordance with IFRS for
disclosures SMEs

Notes to the Financial Statements

8 Section 8 of IFRS for SMEs sets out the principles 4. art. 2.2 It is generally assessed that requirements
underlying information that is to be presented in the included in IFRS for SMEs about note
notes to the financial statements and how to present They shall be drawn up clearly and in disclosures cannot create any conflicts
it. It requires disclosure of significant accounting accordance with the provisions of this with the Council Directives. Also, the
policies, information about judgements and Directive. requirements to include cross-references
estimations, together with other supporting and present the notes in a systematic
information for items shown in the primary financial manner seems to be in accordance with
statements. It also requires the notes to be presented the Council Directives
in a systematic manner and that each item in the
financial statements are cross-referenced to any
related in information in the notes.

Consolidated and Separate Financial Statements

9.1 This section defines the circumstances in which an Par. 9.1 only explains the scope of
entity presents consolidated financial statements and section 9 and is accordingly not
the procedures for preparing those statements. It also incompatible with the Council Directives
includes guidance on separate financial statements
and combined financial statements.

9.2 Except as permitted or required by paragraph 9.3, a 7.art. 4.1 It is assessed that par. 9.2 is not in

parent entity shall present consolidated financial
statements in which it consolidates its investments in
subsidiaries in accordance with this IFRS.
Consolidated financial statements shall include all

For the purposes of this Directive, a parent
undertaking and all of its subsidiary
undertakings shall be undertakings to be

conflict with the Council Directives.
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subsidiaries of the parent.

consolidated where either the parent
undertaking or one or more subsidiary
undertakings is established as one of the
following types of company:

(j) in the United Kingdom:

public companies limited by shares or by
guarantee, private companies limited by
shares or by guarantee;

The first subparagraph shall also apply
where either the parent undertaking

or one or more subsidiary undertakings is
constituted as one of the types of company
mentioned in Article 1 (1), second or third
subparagraph of Directive 78/660/EEC.

4. art. 1 (2) second subparagraph:

The coordination measures prescribed by
this Directive shall also apply to the Member
States' laws, regulations and administrative
provisions relating to the following types of
company:

() in the United Kingdom:
partnerships, limited partnerships, unlimited
companies;

4. art. 1 (2) third subparagraph:

where all members having unlimited liability
are companies of the types set out in the first
subparagraph or companies which are not
governed by the laws of a Member State but
which have a legal form comparable to those
referred to in Directive 68/151/EEC.

This Directive shall also apply to the types of
companies or firms referred to in the second
subparagraph where all members having

unlimited liability are themselves companies
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of the types set out in that or the first
subparagraph.

9.3

A parent need not present consolidated financial
statements if:

(a) both of the following conditions are met:

(i) the parent is itself a subsidiary, and

(ii) its ultimate parent (or any intermediate parent)
produces consolidated general purpose financial
statements that comply with full IFRSs or with this
IFRS; or

(b) it has no subsidiaries other than one that was
acquired with the intention of selling or disposing of it
within one year. A parent shall account for such

a subsidiary:

(i) at fair value with changes in fair value recognised
in profit or loss, if the fair value of the shares can be
measured reliably, or

(i) otherwise at cost less impairment (see paragraph
11.14(c)).

7.art. 7

1. Notwithstanding Articles 4 (2), 5 and 6, a
Member State shall exempt from the
obligation imposed in Article 1 (1) any parent
undertaking governed by its national law
which is also a subsidiary undertaking

if its own parent undertaking is governed by
the law of a Member State in the following
two cases:

(a) where that parent undertaking holds all of
the shares in the exempted undertaking. The
shares in that undertaking held by members
of its administrative, management or
supervisory bodies. pursuant to an obligation
in law or in the memorandum or articles

of association shall be ignored for this
purpose; or

(b) where that parent undertaking holds 90
% or more of the shares in the exempted
undertaking and the remaining shareholders
in or members of that undertaking have
approved the exemption.

2. Exemption shall be conditional upon
compliance with all of the following
conditions:

(a) the exempted undertaking and, without
prejudice to Articles 13 and 15, all of its
subsidiary undertakings must be
consolidated in the accounts of a larger body
of undertakings, the parent undertaking of
which is governed by the law of a Member
State;

(b) (aa) the consolidated accounts referred

Firstly, an entity can choose whether to
use the exemption of par. 9.3 or not.
Accordingly, any potential conflicts can be
overcome by not allowing entities
preparing financial statements in
accordance with IFRS for SMEs to use
the exemption. It is therefore assessed
that par. 9.3 is not incompatible with the
Council Directives.

However, in assessing any differences
between par. 9.3 and the Council
Directives it is assumed that all other
paragraphs of IFRS for SMEs are
compatible with the Council Directives.

The first exemption listed in par. 9.3
relates to a parent that is a subsidiary
itself. The Council Directives includes
more requirements than par. 9.3. (a).
These requirements depend on the actual
facts and circumstances. These
additional requirements must be fulfilled
before an entity (a parent that is also a
subsidiary) can be exempted from
preparing consolidated financial
statements.

In relation to par. 9.3 (b), article 13.3 (¢c)
of the Seventh Council Directive allows
an entity not to include subsidiaries in the
consolidation when the shares of that
subsidiary are held exclusively with a
view to their subsequent resale.
However, the Fourth Council Directive
does not allow entities to measure such a
subsidiary at fair value 7 as full IFRS
would require such subsidiaries to be
consolidated. In some cases, full IFRS
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to in (a) above and the consolidated annual
report of the larger body of undertakings
must be drawn up by the parent undertaking
of that body and audited, according to the
law of the Member State by which the parent
undertaking of that larger body of
undertakings is governed, in accordance
with this Directive;

(bb) the consolidated accounts referred to in
(a) above and the consolidated annual report
referred to in (aa) above, the report by the
person responsible for auditing those
accounts and, where appropriate, the
appendix referred to in Article 9 must be
published for the exempted undertaking in
the manner prescribed by the law of the
Member State governing that undertaking in
accordance with Article 38. That Member
State may require that those documents be
published in its official language and that the
translation be certified,;

(c) the notes on the annual accounts of the
exempted undertaking must

disclose:

(aa) the name and registered office of the
parent undertaking that draws up the
consolidated accounts referred to in (a)
above; and

(bb) the exemption from the obligation to
draw up consolidated accounts and a
consolidated annual report.

3. This Article shall not apply to companies
whose securities are admitted to trading on a
regulated market of any Member State

within the meaning of Article 1(13) of
Directive 93/22/EEC.

7.art. 8

1. In cases not covered by Article 7 (1), a

would require such subsidiaries to be
accounted for in accordance with IFRS 5.
However, IFRS 5 requires measurement
at the lowest of fair value and the carrying
amount 1 which is assessed not to be the
same as fair value.
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Member State may, without prejudice to
Articles 4 (2), 5 and 6, exempt from the
obligation imposed in Article 1 (1) any parent
undertaking governed by its national

law which is also a subsidiary undertaking,
the parent undertaking of which is governed
by the law of a Member State, provided that
all the conditions set out in Article 7 (2) are
fulfilled and that the shareholders in or
members of the exempted undertaking who
own a minimum proportion of the subscribed
capital of that undertaking have not
requested the preparation of consolidated
accounts at least six months before the end
of the financial year. The Member States
may fix that proportion at not more than 10
% for public limited liability companies

and for limited partnerships with share
capital, and at not more than 20 % for
undertakings of other types.

2. A Member State may not make it a
condition for this exemption that the parent
undertaking which prepared the consolidated
accounts described in Article 7 (2) (a) must
also be governed by its national law.

3. A Member State may not make exemption
subject to conditions concerning the
preparation and auditing of the consolidated
accounts referred to in Article 7 (2) (a).

7.art. 11

1. Without prejudice to Articles 4 (2), 5 and
6, a Member State may exempt from the
obligation imposed in Article 1 (1) any parent
undertaking governed by its national law
which is also a subsidiary undertaking

of a parent undertaking not governed by the
law of a Member State, if all of the following
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conditions are fulfilled:

(a) the exempted undertaking and, without
prejudice to Articles 13 and 15, all of its
subsidiary undertakings must be
consolidated in the accounts of a larger body
of undertakings;

(b) the consolidated accounts referred to in
(a) above and, where appropriate, the
consolidated annual report must be drawn
up in accordance with this Directive or in a
manner equivalent to consolidated accounts
and consolidated annual reports drawn up in
accordance with this Directive;

(c) the consolidated accounts referred to in
(a) above must have been audited by one or
more persons authorized to audit accounts
under the national law governing the
undertaking which drew them up.

2. Articles 7 (2) (b) (bb) and (c) an 8 to 10
shall apply.

3. A Member State may provide for
exemptions under this Article only if it
provides for the same exemptions under
Articles 7 to 10.

7.art13.3(c)

In addition, an undertaking need not be
included in consolidated accounts where:
the shares of that undertaking are held
exclusively with a view to their subsequent
resale.

4. art. 32

The items shown in the annual accounts
shall be valued in accordance with Articles
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34 to 42, which are based on the principle of
purchase price or production cost.

4. art. 42a.1

By way of derogation from Article 32 and
subject to the conditions set out in
paragraphs 2 to 4 of this Article, Member
States shall permit or require in respect of all
companies or any classes of companies
valuation at fair value of financial
instruments, including derivatives.

Such permission or requirement may be
restricted to consolidated accounts as
defined in Directive 83/349/EEC.

4. art. 42a.4

Valuation according to paragraph 1 shall not
apply to:

é

(c) to interests in subsidiaries, associated
undertakings and joint ventures, equity
instruments issued by the company,
contracts for contingent consideration in a
business combination as well as other
financial instruments with such special
characteristics that the instruments,
according to what is generally accepted,
should be accounted for differently from
other financial instruments.

5a. By way of derogation from the provisions
of paragraphs 3 and 4, Member States may,
in accordance with international accounting
standards as adopted by Commission
Regulation (EC) No 1725/2003 of 29
September 2003 adopting certain
international accounting standards in
accordance with Regulation (EC) No
1606/2002 of the European Parliament and
of the Council, as amended until 5
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September 2006, permit or require valuation
of financial instruments, together with the
associated disclosure requirements which
are provided for in international accounting
standards adopted in accordance with
Regulation (EC) No 1606/2002 of the
European Parliament and of the Council of
19 July 2002 on the application of
international accounting standards.

9.4 A subsidiary is an entity that is controlled by the In relation to consolidation requirements see | In relation to consolidation requirements
parent. Control is the power to govern the financial par. 9.5 see par. 9.5
and operating policies of an entity so as to obtain In relation to SPEs see par. 9.1071 9.12 In relation to SPEs see par. 9.10 1 9.12
benefits from its activities. If an entity has created a
special purpose entity (SPE) to accomplish a narrow It is assessed that the explanation of par.
and well-defined objective, the entity shall consolidate 9.4 is not in incompatible with the Council
the SPE when the substance of the relationship Directives
indicates that the SPE is controlled by that entity (see
paragraphs 9.107 9.12).

9.5 Control is presumed to exist when the parent owns, 7.art. 1 It is noted that it could be assessed

directly or indirectly through subsidiaries, more than
half of the voting power of an entity. That presumption
may be overcome in exceptional circumstances if it
can be clearly demonstrated that such ownership
does not constitute control. Control also exists when
the parent owns half or less of the voting power of an
entity but it has:

(a) power over more than half of the voting rights by
virtue of an agreement with other investors;

(b) power to govern the financial and operating
policies of the entity under a statute or an agreement;

(c) power to appoint or remove the majority of the
members of the board of directors or equivalent
governing body and control of the entity is by that
board or body; or

(d) power to cast the majority of votes at meetings of
the board of directors or equivalent governing body
and control of the entity is by that board or body.

A Member State shall require any
undertaking governed by its national law to
draw up consolidated accounts and a
consolidated annual report if that
undertaking (a parent undertaking):

(a) has a majority of the shareholders' or
members' voting rights in another
undertaking (a subsidiary undertaking); or

(b) has the right to appoint or remove a
majority of the members of the
administrative, management or supervisory
body of another undertaking (a subsidiary
undertaking) and is at the same time a
shareholder in or member of that
undertaking; or

(c) has the right to exercise a dominant
influence over an undertaking (a subsidiary
undertaking) of which it is a shareholder or
member, pursuant to a contract entered into

whether the Council Directives contrary to
IFRS for SMEs, would always require an
entity that holds the majority of the
sharehol dersé or me
another undertaking to consolidate that
undertaking.

However, IAS 27 of 2002 states (similarly
to par. 9.5 of IFRS for SMEs): Caintrol is
presumed to exist when the parent owns,
directly or indirectly through subsidiaries,
more than one half of the voting power of
an enterprise unless, in exceptional
circumstances, it can be clearly
demonstrated that such ownership does
not constitute control.o

As Directive 2003/51/EC in its preamble
states: fAthe amendm
inconsistencies bet
on the one hand and IAS in existence at 1
May 2002, on the ot
assessed that par. 9.5 cannot be said to
be incompatible with the Council
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with that undertaking or to a provision in its
memorandum or articles of association,
where the law governing that subsidiary
undertaking permits its being subject to such
contracts or provisions. A Member State
need not prescribe that a parent undertaking
must be a shareholder in or member of its
subsidiary undertaking. Those Member
States the laws of which do not provide for
each contracts or clauses shall not be
required to apply this provision; or

(d) is a shareholder in or member of an
undertaking, and:

(aa) a majority of the members of the
administrative, management or supervisory
bodies of that undertaking (a subsidiary
undertaking) who have held office during the
financial year, during the preceding financial
year and up to the time when the
consolidated accounts are drawn up, have
been appointed solely as a result of the
exercise of its voting rights; or

(bb) controls alone, pursuant to an
agreement with other shareholders in or
members of that undertaking (a subsidiary
under- taking), a majority of shareholders' or
members' voting rights in that undertaking.
The Member States may introduce more
detailed provisions concerning the form and
contents of such agreements.

The Member States shall prescribe at least
the arrangements referred to in (bb) above.

They may make the application of (aa)
above dependent upon the holding's
representing 20 % or more of the
shareholders' or members' voting rights.

However, (aa) above shall not apply where
another undertaking has the rights referred

Directives.
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to in subparagraphs (a), (b) or (c) above with
regard to that subsidiary undertaking.

2. Apart from the cases mentioned in
paragraph 1 the Member States may require
any undertaking governed by their national
law to draw up consolidated accounts and a
consolidated annual report if:

(a) that undertaking (a parent undertaking)
has the power to exercise, or actually
exercises, dominant influence or control over
another undertaking (the subsidiary
undertaking); or

(b) that undertaking (a parent undertaking)
and another undertaking (the subsidiary
undertaking) are managed on a unified basis
by the parent undertaking.

7. art. 13.3
In addition, an undertaking need not be
included in consolidated accounts where:

(a) severe long-term restrictions substantially
hinder:

(aa) the parent undertaking in the exercise of
its rights over the assets or management of
that undertaking; or

(bb) the exercise of unified management of
that undertaking where it is in one of the
relationships defined in Article 12 (1); or

(b) the information necessary for the
preparation of consolidated accounts in
accordance with this Directive cannot be
obtained without disproportionate expense
or undue delay; or

(c) the shares of that undertaking are held
exclusively with a view to
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their subsequent resale.

9.6 Control can also be achieved by having options or 7.art. 1.2 It has been discussed whether it would be
convertible instruments that are currently exercisable in conflict with the Council Directives to
or by having an agent with the ability to direct the Apart from the cases mentioned in take options and convertible instruments
activities for the benefit of the controlling entity. paragraph 1 the Member States may require | into consideration when determining

any undertaking governed by their national whether or not an entity would be
law to draw up consolidated accounts and a | controlled. It is noted that the Council
consolidated annual report if; Directives are silent on the issue and also
uses the word o6right
(a) that undertaking (a parent undertaking) places where control is discussed. This
has the power to exercise, or actually seems to imply that also options and
exercises, dominant influence or control over | convertible instruments could be taken
another undertaking (the subsidiary into consideration when assessing
undertaking); or whether or not control exists.

9.7 A subsidiary is not excluded from consolidation simply | The Council Directives includes options to The Council Directives list some cases
because the investor is a venture capital organisation | exempt financial holding companies (7. Art. where subsidiaries may be excluded from
or similar entity. 5) or in cases mentioned in 7. Art. 13 or 15). | consolidation i however, it is not required

that they are excluded from consolidation.
Accordingly, it is assessed that par. 9.7 is
not incompatible with the Council
Directives.

9.8 A subsidiary is not excluded from consolidation The Council Directives includes options to The Council Directives lists some cases
because its business activities are dissimilar to those | exempt financial holding companies (7. Art. where subsidiaries may be excluded i
of the other entities within the consolidation. Relevant | 5) or in cases mentioned in 7. Art. 13 or 15). | however, it is not required that they are
information is provided by consolidating such excluded from consolidation. Accordingly,
subsidiaries and disclosing additional information in it is assessed that par. 9.8 is not
the consolidated financial statements about the incompatible with the Council Directives.
different business activities of subsidiaries.

9.9 A subsidiary is not excluded from consolidation The Council Directives includes options to The Council Directives lists some cases
because it operates in a jurisdiction that imposes exempt financial holding companies (7. Art. where subsidiaries may be excluded i
restrictions on transferring cash or other assets out of | 5) or in cases mentioned in 7. Art. 13 or 15). | however, it is not required that they are
the jurisdiction. excluded from consolidation.

Accordingly, it is assessed that par. 9.9 is
not incompatible with the Council
Directives.

9.10 | An entity may be created to accomplish a narrow Par. 9.10 includes an explanation and no

objective (eg to effect a lease, undertake research
and development activities or securitise financial
assets). Such an SPE may take the form of a
corporation, trust, partnership or unincorporated
entity. Often, SPEs are created with legal
arrangements that impose strict requirements over

accounting requirements. Accordingly, it
is assessed that the paragraph cannot be
incompatible with the Council Directives.
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the operations of the SPE.

9.11 | An entity shall prepare consolidated financial 7.art. 1.2 As article 1.2 of the Seventh Council
statements that include the entity and any SPEs that Directive states that when a parent
are controlled by that entity. In addition to the Apart from the cases mentioned in undertaking has control over another
circumstances described in paragraph 9.5, the paragraph 1 the Member States may require | undertaking Member States may require
following circumstances may indicate that an entity any undertaking governed by their national this undertaking to be included in the
controls an SPE (this is not an exhaustive list): law to draw up consolidated accounts and a | consolidation. The list included in par.
(a) the activities of the SPE are being conducted on consolidated annual report if; 9.11 states when an entity controls an
behalf of the entity according to its specific business SPE and is assessed not to be
needs. (a) that undertaking (a parent undertaking) incompatible with the Council Directives.
(b) the entity has the ultimate decision-making powers | has the power to exercise, or actually
over the activities of the SPE even if the day-to-day exercises, dominant influence or control over
decisions have been delegated. another undertaking (the subsidiary
(c) the entity has rights to obtain the majority of the undertaking); or
benefits of the SPE and therefore may be exposed to
risks incidental to the activities of the SPE. (b) that undertaking (a parent undertaking)
(d) the entity retains the majority of the residual or and another undertaking (the subsidiary
ownership risks related to the SPE or its assets. undertaking) are managed on a unified basis

by the parent undertaking.

9.12 | Paragraphs 9.10 and 9.11 do not apply to post- The requirements of section 28 are
employment benefit plans or other long-term assessed in section 28.
employee benefit plans to which Section 28 Employee
Benefits applies.

9.13 | The consolidated financial statements present 7. art. 19 The requirements of paragraph 9.13 are

financial information about the group as a single
economic entity. In preparing consolidated financial
statements, an entity shall:

(a) combine the financial statements of the parent and
its subsidiaries line by line by adding together like
items of assets, liabilities, equity, income and
expenses;

(b) eliminate the carrying amount o f
investmentineachs ubsi di ary
of equity of each subsidiary;

the par
and t

(c) measure and present non-controlling interest in
the profit or loss of consolidated subsidiaries for the
reporting period separately from the interest of the
owners of the parent; and

1. The book values of shares in the capital of
undertakings included in a consolidation
shall be set off against the proportion which
they represent of the capital and reserves of
those undertakings:

€

(b) A Member State may require or permit
set-offs on the basis of the values of
identifiable assets and liabilities as at the
date of acquisition of the shares or, in the
event of acquisition in two or more stages,
as at the date on which the undertaking
became a subsidiary.

7.art. 21

assessed not to be incompatible with the
Council Directives
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(d) measure and present non-controlling interest in

the net assets of consolidated subsidiaries separately
from the parent shareheoel d
controlling interest in the net assets consists of:

(i) the amount of the non-controlling interest at the

date of the original combination calculated in
accordance with Section 19 Business Combinations
and Goodwill, and

(iythenon-cont rol I ing i
equity since the date of the combination.

nterest

The amount attributable to shares in
subsidiary undertakings included in the
consolidation held by persons other than the
undertakings included in the consolidation
shall be shown in the consolidated balance
sheet as a separate item with an appropriate
heading.

7. art. 22

The income and expenditure of undertakings
included in a consolidation shall be
incorporated in full in the consolidated profit-
and-loss account.

7. art. 23

The amount of any profit or loss attributable
to shares in subsidiary undertakings

included in the consolidation held by persons
other than the undertakings included in the
consolidation shall be shown in the
consolidated profit-and-loss account as a
separate item with an appropriate heading.

7. art. 26

1. Consolidated accounts shall show the
assets, liabilities, financial positions and
profits or losses of the undertakings included
in a consolidation as if the latter were a
single undertaking.

9.14 | The proportions of profit or loss and changes in equity | No explicit requirements in the Council The requirements of paragraph 9.13 are
allocated to the owners of the parent and to the non- Directives assessed not to be incompatible with the
controlling interest are determined on the basis of Council Directives
existing ownership interests and do not reflect the
possible exercise or conversion of options or
convertible instruments.

9.15 | The financial statements of the parent and its 7. art. 27 The council directives do not include an

subsidiaries used in the preparation of the

O0i mpracticabl ed inglx e
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consolidated financial statements shall be prepared
as of the same reporting date unless it is
impracticable to do so.

1. Consolidated accounts must be drawn up
as at the same date as the annual accounts
of the parent undertaking.

2. A Member State may, however, require or
permit consolidated accounts to be drawn up
as at another date in order to take account
of the balance sheet dates of the largest
number or the most important of the
undertakings included in the consolidation.
Where use is made of this derogation that
fact shall be disclosed in the note on the
consolidated accounts together with the
reasons therefore. In addition, account

must be taken or disclosure made of
important events concerning the assets and
liabilities, the financial position or the profit or
loss of an undertaking included in a
consolidation which have occurred between
that undertaking's balance sheet date and
the consolidated balance sheet date.

é

that option is not available under the
Council Directives. However, it is difficult
to imagine how an entity could meet the
requirements of the Council Directives if it
is impracticable to do so. Accordingly,
the potential conflict is not considered to
be a conflict.

9.16 | The financial statements of the parent and its 3. Where an undertaking's balance sheet The requirements of paragraph 9.16 are
subsidiaries used in the preparation of the date precedes the consolidated balance assessed not to be incompatible with the
consolidated financial statements shall be prepared sheet date by more than three months, that Council Directives.
as of the same reporting date unless it is undertaking shall be consolidated on the
impracticable to do so. basis of interim accounts drawn up as at the

consolidated balance sheet date.
9.17 | Consolidated financial statements shall be prepared 7. art. 29 The requirements of paragraph 9.17 are

using uniform accounting policies for like transactions
and other events and conditions in similar
circumstances. If a member of the group uses
accounting policies other than those adopted in the
consolidated financial statements for like transactions
and events in similar circumstances, appropriate
adjustments are made to its financial statements in
preparing the consolidated financial statements.

1. Assets and liabilities to be included in
consolidated accounts shall be valued
according to uniform methods and in
accordance with Sections 7 and 7a and
Article 60 of Directive 78/660/EEC.

2. (a) An undertaking which draws up
consolidated accounts must apply the same
methods of valuation as in its annual
accounts. However, a Member State may
require or permit the use in consolidated
accounts of other methods of valuation in

assessed not to be incompatible with the
Council Directives.
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accordance with the abovementioned
Articles of Directive 78/660/EEC.

(b) Where use is made of this derogation
that fact shall be disclosed in the notes on
the consolidated accounts and the reasons
therefor given.

3. Where assets and liabilities to be included
in consolidated accounts have been valued
by undertakings included in the consolidation
by methods differing from those used for the
consolidation, they must be revalued in
accordance with the methods used for the
consolidation, unless the results of such
revaluation are not material for the purposes
of Article 16 (3). Departures from this
principle shall be permitted in exceptional
cases. Any such departures shall be
disclosed in the notes on the consolidated
accounts and the reasons for them given.

9.18

The income and expenses of a subsidiary are
included in the consolidated financial statements from
the acquisition date. The income and expenses of a
subsidiary are included in the consolidated financial
statements until the date on which the parent ceases
to control the subsidiary. The difference between the
proceeds from the disposal of the subsidiary and its
carrying amount as of the date of disposal, excluding
the cumulative amount of any exchange differences
that relate to a foreign subsidiary recognised in equity
in accordance with Section 30 Foreign Currency
Translation, is recognised in the consolidated
statement of comprehensive income (or the income
statement, if presented) as the gain or loss on the
disposal of the subsidiary.

No specific requirements included in the
Council Directives

The requirements of paragraph 9.18 are
assessed not to be incompatible with the
Council Directives.

9.19

If an entity ceases to be a subsidiary but the investor
(former parent) continues to hold an investment in the
former subsidiary, that investment shall be accounted
for as a financial asset in accordance with Section 11
Basic Financial Instruments or Section 12 Other
Financial Instruments Issues from the date the entity

It also seems to follow from the Council
Directives that an investment should be
accounted for as what it is.

The Council Directives do not include
specific requirements regarding the

The requirements of paragraph 9.19 are
assessed not to be incompatible with the
Council Directives.
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ceases to be a subsidiary, provided that it does not
become an associate (in which case Section

14 Investments in Associates applies) or a jointly
controlled entity (in which case Section 15
Investments in Joint Ventures applies). The carrying
amount of the investment at the date that the entity
ceases to be a subsidiary shall be regarded as the
cost on initial measurement of the financial asset.

calculation of cost of financial assets when
an entity ceases to be a subsidiary but
becomes another investment.

9.20 | An entity shall present non-controlling interest in the 7. art. 21 The requirement of paragraph 9.20 is
consolidated statement of financial position within assessed not to be incompatible with the
equity, separately from the equity of the owners of the | The amount attributable to shares in Council Directives
parent, as required by paragraph 4.2(q). subsidiary undertakings included in the

consolidation held by persons other than the
undertakings included in the consolidation
shall be shown in the consolidated balance
sheet as a separate item with an appropriate
heading.

9.21 | An entity shall disclose non-controlling interest in the 7. art. 23 The requirement of paragraph 9.21 is
profit or loss of the group separately in the statement assessed not to be incompatible with the
of comprehensive income, as required by paragraph The amount of any profit or loss attributable | Council Directives
5.6 (or in the income statement, if presented, as to shares in subsidiary undertakings
required by paragraph 5.7). included in the consolidation held by persons

other than the undertakings included in the
consolidation shall be shown in the
consolidated profit-and-loss account as a
separate item with an appropriate heading

9.22 | Profit or loss and each component of other No specific requirements included in the Par. 9.22 is assessed not to be
comprehensive income shall be attributed to the Council Directives incompatible with the Council Directives
owners of the parent and to the non-controlling
interest. Total comprehensive income shall be
attributed to the owners of the parent and to the
non-controlling interest even if this results in the non-
controlling interest having a deficit balance.

9.23 | The following disclosures shall be made in It is generally assessed that requirements

consolidated financial statements:

(a) the fact that the statements are consolidated
financial statements.

(b) the basis for concluding that control exists when
the parent does not own, directly or indirectly through
subsidiaries, more than half of the voting power.

included in IFRS for SMEs about note
disclosures cannot be incompatible with
the Council Directives.
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(c) any difference in the reporting date of the financial
statements of the parent and its subsidiaries used in
the preparation of the consolidated financial
statements.

(d) the nature and extent of any significant restrictions
(eg resulting from borrowing arrangements or
regulatory requirements) on the ability of subsidiaries
to transfer funds to the parent in the form of cash
dividends or to repay loans.

9.24 | Paragraph 9.2 requires a parent to present This issue relates to what entities should
consolidated financial statements. prepare separate financial statements.
This IFRS does not require presentation of separate Separate financial statements could be
financial statements for the parent entity or for the required without creating a conflict
individual subsidiaries. between IFRS for SMEs and the Council

Directives.

9.25 | The financial statements of an entity that does not The explanation of what is considered to
have a subsidiary are not separate financial be a separate financial statement is not
statements. Therefore, an entity that is not a parent by itself incompatible with the Council
but is an investor in an associate or has a venturerd s Directives.
interest in a joint venture presents its financial
statements in compliance with Section 14 or Section
15, as appropriate. It may also elect to present
separate financial statements.

9.26 | When a parent, an investor in an associate, or a 4. art. 32 Measurement of investments in

venturer with an interest in a jointly controlled entity
prepares separate financial statements and describes
them as conforming to the IFRS for SMEs, those
statements shall comply with all of the requirements
of this IFRS. The entity shall adopt a policy of
accounting for its investments in subsidiaries,
associates and jointly controlled entities either:

(a) at cost less impairment, or

(b) at fair value with changes in fair value recognised
in profit or loss.

The entity shall apply the same accounting policy for
all investments in a single class (subsidiaries,
associates or jointly controlled entities), but it can
elect different policies for different classes.

The items shown in the annual accounts
shall be valued in accordance with Articles
34 to 42, which are based on the principle of
purchase price or production cost.

4. art. 35, (c) (aa)

Value adjustments may be made in respect
of financial fixed assets, so that they are
valued at the lower figure to be attributed to
them at the balance sheet date.

4. art. 42a

By way of derogation from the provisions of
paragraphs 3 and 4, Member States may, in

associates and jointly controlled entities
at cost less impairment seems in
accordance with Fourth Council Directive
art. 32 and 35.

Measurement of investments in
associates and jointly controlled entities
at fair value with changes in fair value
with changes in fair value recognised in
profit or loss seems in accordance with
Fourth Council Directive art. 42a provided
the related disclosures of (full) IFRS are
provided.
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accordance with international accounting
standards as adopted by Commission
Regulation (EC) No 1725/2003 of 29
September 2003 adopting certain
international accounting standards in
accordance with Regulation (EC) No
1606/2002 of the European Parliament and
of the Council, as amended until 5
September 2006, permit or require valuation
of financial instruments, together with the
associated disclosure requirements which
are provided for in international accounting
standards adopted in accordance with
Regulation (EC) No 1606/2002 of the
European Parliament and of the Council of
19 July 2002 on the application of
international accounting standards.

9.27 | When a parent, an investor in an associate, or a It is generally assessed that requirements
venturer with an interest in a jointly controlled entity included in IFRS for SMEs about note
prepares separate financial statements, those disclosures cannot be incompatible with
separate financial statements shall disclose: the Council Directives.

(a) that the statements are separate financial
statements, and

(b) a description of the methods used to account for
the investments in subsidiaries, jointly controlled
entities and associates, and shall identify the
consolidated financial statements or other primary
financial statements to which they relate.

9.28 | Combined financial statements are a single set of Combined financial statements could be
financial statements of two or more entities controlled required without creating a conflict
by a single investor. This IFRS does not require between IFRS for SMEs and the Council
combined financial statements to be prepared. Directives.

9.29 | If the investor prepares combined financial statements | No requirements included in the Council It is assessed that the requirements of

and describes them as conforming to the IFRS for
SMEs, those statements shall comply with all of the
requirements of this IFRS. Intercompany transactions
and balances shall be eliminated; profits or losses
resulting from intercompany transactions that are
recognised in assets such as inventory and property,
plant and equipment shall be eliminated; the financial
statements of the entities included in the combined
financial statements shall be prepared as of the same

Directives as to what requirements should
be fulfilled in order to be in line with IFRS for
SMEs.

7. art. 26
1. Consolidated accounts shall show the

assets, liabilities, financial positions and
profits or losses of the undertakings included

par. 9.29 are in accordance with those of
art. 26 of the Seventh Council Directive.
Also, it is noted that par. 27.3 of the
Seventh Council Directive does not
prohibit entities to prepare the financial
statements of the entities as of the same
reporting date.
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reporting date unless it is impracticable to do so; and
uniform accounting policies shall be followed for like
transactions and other events in similar
circumstances.

in a consolidation as if the latter were a
single undertaking. In particular:

(a) debts and claims between the
undertakings included in a consolidation
shall be eliminated from the consolidated
accounts;

(b) income and expenditure relating to
transactions between the undertakings
included in a consolidation shall be
eliminated from the consolidated accounts;
(c) where profits and losses resulting from
transactions between the undertakings
included in a consolidation are included in
the book values of assets, they shall be
eliminated from the consolidated accounts.
Pending subsequent coordination, however,
a Member State may allow the eliminations
mentioned above to be effected in proportion
to the percentage of the capital held by the
parent undertaking in each of the subsidiary
undertakings included in the consolidation.

2. A Member State may permit derogations
from the provisions of paragraph 1 (c) above
where a transaction has been concluded
according to normal market conditions and
where the elimination of the profit or

loss would entail undue expense. Any such
derogations must be disclosed and where
the effect on the assets, liabilities, financial
position and profit or loss of the
undertakings, included in the consolidation,
taken as a whole, is material, that fact must
be disclosed in the notes on the
consolidated accounts.

3. Derogations from the provisions of
paragraph 1 (a), (b) or (c) above shall be
permitted where the amounts concerned are
not material for the purposes of Article 16

3).
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7. art. 27.3

Where an undertaking's balance sheet date
precedes the consolidated balance sheet
date by more than three months, that
undertaking shall be consolidated on the
basis of interim accounts drawn up as at the
consolidated balance sheet date.

9.30 | The combined financial statements shall disclose the It is generally assessed that requirements
following: included in IFRS for SMEs about note
(a) the fact that the financial statements are combined disclosures cannot be incompatible with
financial statements. the Council Directives.

(b) the reason why combined financial statements are
prepared.

(c) the basis for determining which entities are
included in the combined financial statements.

(d) the basis of preparation of the combined financial
statements.

(e) the related party disclosures required by Section
33 Related Party Disclosures.

Accounting Policies, Estimates and Errors

10.1 | This section provides guidance for selecting and Par. 10.1 only explains the scope of
applying the accounting policies used in preparing section 10 and is accordingly not
financial statements. It also covers changes in incompatible with the Council Directives
accounting estimates and corrections of errors in prior
period financial statements.

10.2 | Accounting policies are the specific principles, bases, | The Council Directives do not explain what The explanation by itself is not
conventions, rules and practices applied by an entity accounting policies are incompatible with the Council Directives.
in preparing and presenting financial statements.

10.3 | If this IFRS specifically addresses a transaction, other | The Council Directives do not include a It has generally been assessed that the
event or condition, an entity shall apply this IFRS. general exemption for immaterial Council Directives could be interpreted as
However, the entity need not follow a requirement in transactions and other events. including a materiality threshold. In any
this IFRS if the effect of doing so would not be case, the exemption to apply IFRS for
material. SMEs if the effect of doing so would not

be material is only an option. It would
neither be a violation of IFRS for SMEs
nor the Council Directives not to apply the
option.

10.4 | If this IFRS does not specifically address a 4. art. 2 (7 art. 16) It is assessed that the requirements in (a)

transaction, other event or condition, an entityd s
management shall use its judgement in developing
and applying an accounting policy that results in

é
2. They shall be drawn up clearly and in

- (b) of par. 10.4 are valid interpretations
of a true and fair view.
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information that is:

(a) relevant to the economic decision-making needs
of users, and

(b) reliable, in that the financial statements:

(i) represent faithfully the financial position, financial
performance and cash flows of the entity;

(i) reflect the economic substance of transactions,
other events and conditions, and not merely the legal
form;

(iii) are neutral, ie free from bias;

(iv) are prudent; and

(v) are complete in all material respects.

accordance with the provisions of this
Directive.

3. The annual accounts shall give a true and
fair view of the company's assets, liabilities,
financial position and profit or loss.

In cases when IFRS for SMEs does not
specifically address a transaction, other
event or condition, an entity should first
consult the Council Directives. Only
when the Council Directives do not
specifically address the issue, (a) 1 (b)
should be applied. However, itis
assessed that the Council Directives most
likely would not address a transaction,
other event or condition that is not
covered by IFRS for SMEs.

10.5 | In making the judgement described in paragraph 10.4, | See above See above.
management shall refer to, and consider the
applicability of, the following sources in descending
order:

(a) the requirements and guidance in this IFRS
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 Concepts and Pervasive Principles.

10.6 | In making the judgement described in paragraph 10.4, | See above The guidance of par. 10.6 can only be
management may also consider the requirements and applied if the requirements of full IFRS
guidance in full IFRSs dealing with similar and related are not in conflict with the Council
issues. Directives. However, as par. 10.6 is not a

requirement, it is not incompatible with
the Council Directives.

10.7 | An entity shall select and apply its accounting policies | 4. art. 31.1 (b) The Council Directives do not specifically

consistently for similar transactions, other events and
conditions, unless this IFRS specifically requires or
permits categorisation of items for which different
policies may be appropriate.

If this IFRS requires or permits such categorisation,
an appropriate accounting policy shall be selected
and applied consistently to each category.

the methods of valuation must be applied
consistently from one financial year to
another;

4. art. 33

The application of any such method, the
balance sheet and profit and loss account

include the requirement of par. 10.7. In
relation to revaluation and measurement
of inventory, the Council Directives
requires a consistent application.
However, the requirement of par. 10.7 is
assessed not to be incompatible with the
Council Directives.
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items concerned and the method by which
the values shown are calculated shall be
disclosed in the notes on the accounts.

4. art. 40

The Member States may permit the
purchase price or production cost of stocks
of goods of the same category and all
fungible items including investments to be
calculated either on the basis of weighted

average prices or by
(FI FO) method, the &I
method, or some similar method.
10.8 | An entity shall change an accounting policy only if the | 4. art. 31 The circumstances listed in par. 10.8
change: could be considered
(a) is required by changes to this IFRS, or 2. Departures from these general principles casesb6 whereby piar.
(b) results in the financial statements providing shall be permitted in exceptional cases. Any | accordance with the Council Directives.
reliable and more relevant information about the such departures must be disclosed in the
effects of transactions, other events or conditions on notes on the accounts and the reasons for
the entityés financi al p o them given together with an assessment of
cash flows. their effect on the assets, liabilities, financial
position and profit or loss.
10.9 | The following are not changes in accounting policies: | The Council Directives do not specify a Par. 10.9 is assessed not to be
change in accounting policy. incompatible with the Council Directives.
(a) the application of an accounting policy for
transactions, other events or conditions that differ in
substance from those previously occurring.
(b) the application of a new accounting policy for
transactions, other events or conditions that did not
occur previously or were not material.
(c) a change to the cost model when a reliable
measure of fair value is no longer available (or vice
versa) for an asset that this IFRS would otherwise
require or permit to be measured at fair value.
10.10 | If this IFRS allows a choice of accounting treatment The Council Directives do not specify a Par. 10.10 is assessed not to be

(including the measurement basis) for a specified
transaction or other event or condition and an entity
changes its previous choice, that is a change in
accounting policy.

change in accounting policy.

incompatible with the Council Directives.
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10.11 | An entity shall account for changes in accounting 4. art. 31 The Council Directives would require that

policy as follows: a change in valuation method should be
2. Departures from these general principles accompanied by:

(a) an entity shall account for a change in accounting | shall be permitted in exceptional cases. Any - adisclosure in the notes of this

policy resulting from a change in the requirements of | such departures must be disclosed in the fact and the reasons for the

this IFRS in accordance with the transitional notes on the accounts and the reasons for change

provisions, if any, specified in that amendment; them given together with an assessment of - an assessment of the effect on
their effect on the assets, liabilities, financial the assets, liabilities, financial

(b) when an entity has elected to follow IAS 39 position and profit or loss. position and profit or loss.

Financial Instruments: Recognition and Measurement

instead of following Section 11 Basic Financial If the specific requirements related to the

Instruments and Section 12 Other Financial changes in IFRS for SMEs do not require

Instruments Issues as permitted by paragraph 11.2, these information, a difference exist. This

and the requirements of IAS 39 change, the entity difference can be overcome by requiring

shall account for that change in accounting policy in the disclosures of the Council Directives.

accordance with the transitional provisions, if any, Accordingly, par. 10.11 is not

specified in the revised IAS 39; and incompatible with the Council Directives.

(c) an entity shall account for all other changes in See also par. 10.13 and 10.14 below.

accounting policy retrospectively (see paragraph

10.12).

10.12 | When a change in accounting policy is applied 4. art. 4.4 The Council Directives allow both
retrospectively in accordance with paragraph 10.11, prospective and retrospective application.
the entity shall apply the new accounting policy to In respect of each balance sheet and profit Accordingly, it is assessed that par. 10.12
comparative information for prior periods to the and loss account item the figure relating to is not incompatible with the Council
earliest date for which it is practicable, as if the new the corresponding item for the preceding Directives.
accounting policy had always been applied. When it is | financial year must be shown. The Member
impracticable to determine the individual-period States may provide that, where these figures
effects of a change in accounting policy on are not comparable, the figure for the
comparative information for one or more prior periods | preceding financial year must be adjusted. In
presented, the entity shall apply the new accounting any case, hon-comparability and any
policy to the carrying amounts of assets and liabilities | adjustment of the figures must be disclosed
as at the beginning of the earliest period for which in the notes on the accounts, with relevant
retrospective application is practicable, which may be | comments.
the current period, and shall make a corresponding
adjustment to the opening balance of each affected
component of equity for that period.

10.13 | When an amendment to this IFRS has an effect on 4. art. 31 It is assessed that par. 10.13 is in

the current period or any prior period, or might have
an effect on future periods, an entity shall disclose the
following:

2. Departures from these general principles
shall be permitted in exceptional cases. Any
such departures must be disclosed in the

accordance with the Council Directives.
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(a) the nature of the change in accounting policy.

(b) for the current period and each prior period
presented, to the extent practicable, the amount of the
adjustment for each financial statement line item
affected.

(c) the amount of the adjustment relating to periods
before those presented, to the extent practicable.

(d) an explanation if it is impracticable to determine
the amounts to be disclosed in (b) or (c) above.

Financial statements of subsequent periods need not
repeat these disclosures.

notes on the accounts and the reasons for
them given together with an assessment of
their effect on the assets, liabilities, financial
position and profit or loss.

10.14 | 10.14 When a voluntary change in accounting policy 4. art. 31 It is assessed that par. 10.14 is in
has an effect on the current period or any prior period, accordance with the Council Directives.
an entity shall disclose the following: 2. Departures from these general principles
shall be permitted in exceptional cases. Any

(a) the nature of the change in accounting policy. such departures must be disclosed in the
notes on the accounts and the reasons for

(b) the reasons why applying the new accounting them given together with an assessment of

policy provides reliable and more relevant information. | their effect on the assets, liabilities, financial
position and profit or loss.

(c) to the extent practicable, the amount of the

adjustment for each financial statement line item

affected, shown separately:

(i) for the current period;

(ii) for each prior period presented; and

(i) in the aggregate for periods before those

presented.

(d) an explanation if it is impracticable to determine

the amounts to be disclosed in (c) above.

Financial statements of subsequent periods need not

repeat these disclosures.

10.15 | A change in accounting estimate is an adjustment of The Council Directives do not include It is assessed that par. 10.15 is not

the carrying amount of an asset or a liability, or the
amount of the periodic consumption of an asset, that
results from the assessment of the present status of,
and expected future benefits and obligations

requirements regarding accounting
estimates.

incompatible with the Council Directives.
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associated with, assets and liabilities. Changes in
accounting estimates result from new information or
new developments and, accordingly, are not
corrections of errors. When it is difficult to distinguish
a change in an accounting policy from a change in an
accounting estimate, the change is treated as a
change in an accounting estimate.

10.16

An entity shall recognise the effect of a change in an
accounting estimate, other than a change to which
paragraph 10.17 applies, prospectively by including it
in profit or loss in:

(a) the period of the change, if the change affects that
period only, or

(b) the period of the change and future periods, if the
change affects both.

The Council Directives do not include
requirements regarding accounting
estimates.

It is assessed that par. 10.15 is not
incompatible with the Council Directives.

10.17

To the extent that a change in an accounting estimate
gives rise to changes in assets and liabilities, or
relates to an item of equity, the entity shall recognise
it by adjusting the carrying amount of the related
asset, liability or equity item in the period of the
change.

The Council Directives do not include
requirements regarding accounting
estimates.

It is assessed that par. 10.15 is not
incompatible with the Council Directives.

10.18

An entity shall disclose the nature of any change in an
accounting estimate and the effect of the change on
assets, liabilities, income and expense for the current
period. If it is practicable for the entity to estimate the
effect of the change in one or more future periods, the
entity shall disclose those estimates.

The Council Directives do not include
requirements regarding accounting
estimates.

It is generally assessed that requirements
included in IFRS for SMEs about note
disclosures cannot create any conflicts
with the Council Directives.

10.19

Prior period errors are omissions from, and

mi sstatements in, the ent
one or more prior periods arising from a failure to use,
or misuse of, reliable information that:

(a) was available when financial statements for those
periods were authorized for issue, and

(b) could reasonably be expected to have been
obtained and taken into account in the preparation

and presentation of those financial statements.

The Council Directives do not include
requirements regarding prior period errors.

It is assessed that par. 10.19 is not
incompatible with the Council Directives.

10.20

Such errors include the effects of mathematical
mistakes, mistakes in applying accounting policies,
oversights or misinterpretations of facts, and fraud.

The Council Directives do not explain prior
period errors.

The explanation included in par. 10.20 is
not in itself incompatible with the Council
Directives.

10.21

To the extent practicable, an entity shall correct a
material prior period error retrospectively in the first
financial statements authorised for issue after its

The Council Directives do not include
requirements regarding prior period errors.

It is assessed that par. 10.21 is not
incompatible with the Council Directives.
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discovery by:

(a) restating the comparative amounts for the prior
period(s) presented in which the error occurred, or

(b) if the error occurred before the earliest prior period
presented, restating the opening balances of assets,
liabilities and equity for the earliest prior period
presented.

10.22

When it is impracticable to determine the period-
specific effects of an error on comparative information
for one or more prior periods presented, the entity
shall restate the opening balances of assets, liabilities
and equity for the earliest period for which
retrospective restatement is practicable (which may
be the current period).

The Council Directives do not include
requirements regarding prior period errors.

It is assessed that par. 10.22 is not
incompatible with the Council Directives.

10.23

An entity shall disclose the following about prior
period errors:

(a) the nature of the prior period error.

(b) for each prior period presented, to the extent
practicable, the amount of the correction for each
financial statement line item affected.

(c) to the extent practicable, the amount of the
correction at the beginning of the earliest prior period
presented.

(d) an explanation if it is not practicable to determine
the amounts to be disclosed in (b) or (c) above.
Financial statements of subsequent periods need not
repeat these disclosures.

The Council Directives do not include
requirements regarding prior period errors.

It is generally assessed that requirements
included in IFRS for SMEs about note
disclosures cannot create any conflicts
with the Council Directives.

Basic

Financial Instruments

111

Section 11 Basic Financial Instruments and Section
12 Other Financial Instruments Issues together deal
with recognising, derecognising, measuring and
disclosing financial instruments (financial assets and
financial liabilities). Section 11 applies to basic
financial instruments and is relevant to all entities.
Section 12 applies to other, more complex financial
instruments and transactions. If an entity enters into
only basic financial instrument transactions then
Section 12 is not applicable. However, even entities
with only basic financial instruments shall consider the
scope of Section 12 to ensure they are exempt.

Par 11.1 only explains the scope of
section 11 and is accordingly not
incompatible with the Council Directives.

66




11.2 | An entity shall choose to apply either: This document only assesses whether

the accounting requirements stated in

(a) the provisions of both Section 11 and Section 12 IFRS for SMEs are in accordance with

in full, or the Council Directives. Accordingly, it is
not assessed whether the recognition and

(b) the recognition and measurement provisions of measurement provisions of IAS 39 are

IAS 39 Financial Instruments: Recognition and compatible with the Council Directives.

Measurement and the disclosure requirements of

Sections 11 and 12

to account for all of its financial instruments. An

entitydéds choice of (a) or

choice. Paragraphs 10.8i 10.14 contain requirements

for determining when a change in accounting policy is

appropriate, how such a change should be accounted

for, and what information should be disclosed about

the change.

11.3 | Afinancial instrument is a contract that gives rise to a | No definition/explanation of a financial The definition/explanation of a financial
financial asset of one entity and a financial liability or instrument is included in the Council instrument is not in itself incompatible
equity instrument of another entity. Directives. with the Council Directives.

11.4 | Section 11 requires an amortised cost model for all 4. art. 32 According to the Council Directives all

basic financial instruments except for investments in
non-convertible and non-puttable preference shares
and non-puttable ordinary shares that are publicly
traded or whose fair value can otherwise be
measured reliably.

The items shown in the annual accounts
shall be valued in accordance with Articles
34 to 42, which are based on the principle of
purchase price or production cost.

4. art. 42a

1. By way of derogation from Article 32 and
subject to the conditions set out in
paragraphs 2 to 4 of this Article, Member
States shall permit or require in respect of all
companies or any classes of companies
valuation at fair value of financial
instruments, including derivatives.

Such permission or requirement may be
restricted to consolidated accounts as
defined in Directive 83/349/EEC.

3. Paragraph 1 shall apply only to liabilities
that are:

financial instruments can be measured at
cost. Also all financial instruments can be
measured at fair value i expect for those
listed in art. 42a.3 and 42a.4. These
financial instruments can only be
measured at fair value if they can be
measured at fair value according to
international accounting standards as
adopted by Commission Regulation (EC)
No 1725/2003 of 29 September 2003
adopting certain international accounting
standards in accordance with Regulation
(EC) No 1606/2002 of the European
Parliament and of the Council, as
amended until 5 September 2006.

Investments in non-convertible and non-
puttable preference shares

and non-puttable ordinary shares that are
publicly traded or whose fair value can
otherwise be measured reliably can be
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(a) held as part of a trading portfolio; or
(b) derivative financial instruments.

4. Valuation according to paragraph 1 shall
not apply to:

(a) to non-derivative financial instruments
held to maturity;

(b) to loans and receivables originated by
the company and not held for trading
purposes; and

(c) to interests in subsidiaries, associated
undertakings and joint ventures, equity
instruments issued by the company,
contracts for contingent consideration in a
business combination as well as other
financial instruments with such special
characteristics that the instruments,
according to what is generally accepted,
should be accounted for differently from
other financial instruments.

5a. By way of derogation from the provisions
of paragraphs 3 and 4, Member States may,
in accordance with international accounting
standards as adopted by Commission
Regulation (EC) No 1725/2003 of 29
September 2003 adopting certain
international accounting standards in
accordance with Regulation (EC) No
1606/2002 of the European Parliament and
of the Council, as amended until 5
September 2006, permit or require valuation
of financial instruments, together with the
associated disclosure requirements which
are provided for in international accounting
standards adopted in accordance with
Regulation (EC) No 1606/2002 of the
European Parliament and of the Council of
19 July 2002 on the application of
international accounting standards.

measured at fair value according to the
Council Directives unless they are
interests in subsidiaries, associated
undertakings or joint ventures. In these
cases measurement at fair value is
assessed in relation to par. 14.7, 15.9
and 9.3. According to par. 11.7 these
investment are also out of the scope of
section 11.

In other cases par. 11.4 is not
incompatible with the Council Directives.

115

[par. 11.5 includes a list of examples of financial

instruments that normally satisfy the conditions to be

within the scope of section 11. The list is hot

Examples of instruments within the scope
of section 11 cannot itself be incompatible
with the Council Directives
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reproduced in this document]

11.6

[par. 11.6 includes a list of examples of financial
instruments that do not normally satisfy the conditions
to be within the scope of section 11. The list is not
reproduced in this document]

Examples of instruments within the scope
of section 11 cannot itself be incompatible
with the Council Directives

11.7

Section 11 applies to all financial instruments meeting
the conditions of paragraph 11.8 except for the
following:

(a) investments in subsidiaries, associates and joint
ventures that are accounted for in accordance with
Section 9 Consolidated and Separate Financial
Statements, Section 14 Investments in Associates or
Section 15 Investments in Joint Ventures.

(b) financial instruments that meet the definition of an
enti tyds (seeIectienq liiabilities and
Equity and Section 26 Share-based Payment).

(c) leases, to which Section 20 Leases applies.
However, the derecognition requirements in
paragraphs 11.33i 11.38 apply to derecognition of
lease receivables recognised by a lessor and lease
payables recognised by a lessee. Also, Section 12
may apply to leases with characteristics specified in
paragraph 12.3(f).

(d) employersd rights and
benefit plans, to which Section 28 Employee Benefits
applies.

Par 11.7 only explains the scope of
section 11 and is accordingly not
incompatible with the Council Directives.

11.8

An entity shall account for the following financial
instruments as basic financial instruments in
accordance with Section 11:

(a) cash.
(b) a debt instrument (such as an account, note, or
loan receivable or payable) that meets the conditions

in paragraph 11.9.

(c) a commitment to receive a loan that:
(i) cannot be settled net in cash, and

Par 11.8 only explains the scope of
section 11 and is accordingly not
incompatible with the Council Directives.
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(i) when the commitment is executed, is expected to
meet the conditions in paragraph 11.9.

(d) an investment in non-convertible preference
shares and non-puttable ordinary shares or
preference shares.

11.9

A debt instrument that satisfies all of the conditions in
(a)i (d) below shall be accounted for in accordance
with Section 11:

(a) Returns to the holder are

(i) a fixed amount;

(i) a fixed rate of return over the life of the instrument;
(iii) a variable return that, throughout the life of the
instrument, is equal to a single referenced quoted or
observable interest rate (such as LIBOR); or

(iv) some combination of such fixed rate and variable
rates (such as LIBOR plus 200 basis points), provided
that both the fixed and variable rates are positive (eg
an interest rate swap with a positive fixed rate and
negative variable rate would not meet this criterion).
For fixed and variable rate interest returns, interest is
calculated by multiplying the rate for the applicable
period by the principal amount outstanding during the
period.

(b) There is no contractual provision that could, by its
terms, result in the holder losing the principal amount
or any interest attributable to the current period or
prior periods. The fact that a debt instrument is
subordinated to other debt instruments is not an
example of such a contractual provision.

(c) Contractual provisions that permit the issuer (the
debtor) to prepay a debt instrument or permit the
holder (the creditor) to put it back to the issuer
before maturity are not contingent on future events.

(d) There are no conditional returns or repayment
provisions except for the variable rate return
described in (a) and prepayment provisions described
in (c).

Par 11.9 only explains the scope of
section 11 and is accordingly not in
conflict with the Council Directives.
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11.10 | [par. 11.10 includes a list of examples of financial Examples of instruments that would
instruments that would normally satisfy the conditions satisfy the conditions in par. 11.9 cannot
in par. 11.9. The list is not reproduced in this itself be in conflict with the Council
document] Directives

11.11 | [par. 11.11 includes a list of examples of financial Examples of instruments that would not
instruments that do not satisfy the conditions in par. satisfy the conditions in par. 11.9 cannot
11.9. The list is not reproduced in this document] itself be in conflict with the Council

Directives
11.12 | An entity shall recognise a financial asset or a No specific recognition criteria included in Par. 11.12 is assessed not to be in
financial liability only when the entity becomes a party | the Council Directives. conflict with the Council Directives.
to the contractual provisions of the instrument.
11.13 | When a financial asset or financial liability is 4. art. 32 The Council Directives do not specify
recognised initially, an entity shall measure it at the whether or not transaction cost should be
transaction price (including transaction costs except in | The items shown in the annual accounts included in the transaction price when the
the initial measurement of financial assets and shall be valued in accordance with Articles financial instrument is not a fixed asset.
liabilities that are measured at fair value through profit | 34 to 42, which are based on the principle of | Also, the Council Directives do not
or loss) unless the arrangement constitutes, in effect, | purchase price or production cost. specify how to account for deferred
a financing transaction. A financing transaction may payment.
take place in connection with the sale of goods or 4. art. 35 (for fixed assets)
services, for example, if payment is deferred beyond Par. 11.13 is assess not to result in a
normal business terms or is financed at a rate of 2. The purchase price shall be calculated by | conflict with the Council Directives.
interest that is not a market rate. If the arrangement adding to the price paid the expenses
constitutes a financing transaction, the entity shall incidental thereto.
measure the financial asset or financial liability at the
present value of the future payments discounted ata | 3. (a) The production cost shall be calculated
market rate of interest for a similar debt instrument. by adding to the purchasing price of the raw
materials and consumables the costs directly

[an example is included in the paragraph. This attributable to the product in question.

example is not reproduced in this document.]
(b) A reasonable proportion of the costs
which are only indirectly attributable to the
product in question may be added into the
production costs to the extent that they
relate to the period of production.

11.14 | At the end of each reporting period, an entity shall 4. art. 32 The Council Directives do not explicitly

measure financial instruments as follows, without any
deduction for transaction costs the entity may incur on
sale or other disposal:

(a) Debt instruments that meet the conditions in
paragraph 11.8(b) shall be measured at amortised
cost using the effective interest method. Paragraphs

The items shown in the annual accounts
shall be valued in accordance with Articles
34 to 42, which are based on the principle of
purchase price or production cost.

4. art. 41

allow measurement at amortised cost
using the effective interest method.
However, they do not seem to prohibit
this either. The text of art. 41 of the
Fourth Council Directive allows
presenting the difference between the
amount repayable and the amount
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11.15i 11.20 provide guidance on determining
amortised cost using the effective interest method.
Debt instruments that are classified as current assets
or current liabilities shall be measured at the
undiscounted amount of the cash or other
consideration expected to be paid or received (ie net
of impairmentd see paragraphs 11.211 11.26) unless
the arrangement constitutes, in effect, a financing
transaction (see paragraph 11.13). If the arrangement
constitutes a financing transaction, the entity shall
measure the debt instrument at the present value of
the future payments discounted at a market rate of
interest for a similar debt instrument.

(b) Commitments to receive a loan that meet the
conditions in paragraph 11.8(c) shall be measured at
cost (which sometimes is nil) less impairment.

(c) Investments in non-convertible preference shares
and non-puttable ordinary or preference shares that
meet the conditions in paragraph 11.8(d) shall be
measured as follows (paragraphs 11.271 11.33
provide guidance on fair value):

(i) if the shares are publicly traded or their fair value
can otherwise be measured reliably, the investment
shall be measured at fair value with changes in fair
value recognised in profit or loss.

(ii) all other such investments shall be measured at
cost less impairment.

Impairment or uncollectibility must be assessed for
financial instruments in (a), (b) and (c)(ii) above.
Paragraphs 11.217 11.26 provide guidance.

1. Where the amount repayable on account
of any debt is greater than the amount
received, the difference may be shown as an
asset. It must be shown separately in the ba-
lance sheet or in the notes on the accounts.

2. The amount of this difference must be
written off by a reasonable amount each
year and completely written off no later than
the time of repayment of the debt.

4. art. 42a

1. By way of derogation from Article 32 and
subject to the conditions set out in
paragraphs 2 to 4 of this Article, Member
States shall permit or require in respect of all
companies or any classes of companies
valuation at fair value of financial
instruments, including derivatives.

Such permission or requirement may be
restricted to consolidated accounts as
defined in Directive 83/349/EEC.

3. Paragraph 1 shall apply only to liabilities
that are:

(a) held as part of a trading portfolio; or

(b) derivative financial instruments.

4. Valuation according to paragraph 1 shall
not apply to:

(a) to non-derivative financial instruments
held to maturity;

(b) to loans and receivables originated by
the company and not held for trading
purposes; and

(c) to interests in subsidiaries, associated
undertakings and joint ventures, equity
instruments issued by the company,
contracts for contingent consideration in a

received as an asset. Accordingly, this
treatment is not required but only an
option (Admayd be s

The Council Directives do not include
specific requirements regarding deferred
payment. The requirements in relation to
deferred payments of par. 11.14 do not
seem to conflict with the Council
Directives.

A commitment to receive a loan (that
cannot be settled net in cash) may be
regarded as an intangible asset (if it is
has a positive value) according to the
Council Directives. Measurement at cost
less impairment would in that case be in
accordance with the Council Directives.

It is assumed that 11.14 (c) does not deal
with cases where the commitment has a
negative value (see section 21)

The investments mentioned in 11.14 can
be measured at either cost less
impairment or at fair value according to
the Council Directives. Accordingly, par.
11.14 (c ) would not result in a conflict
with the Council Directives.
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business combination as well as other
financial instruments with such special
characteristics that the instruments,
according to what is generally accepted,
should be accounted for differently from
other financial instruments.

5a. By way of derogation from the provisions
of paragraphs 3 and 4, Member States may,
in accordance with international accounting
standards as adopted by Commission
Regulation (EC) No 1725/2003 of 29
September 2003 adopting certain
international accounting standards in
accordance with Regulation (EC) No
1606/2002 of the European Parliament and
of the Council, as amended until 5
September 2006, permit or require valuation
of financial instruments, together with the
associated disclosure requirements which
are provided for in international accounting
standards adopted in accordance with
Regulation (EC) No 1606/2002 of the
European Parliament and of the Council of
19 July 2002 on the application of
international accounting standards.

11.15 | [par. 11.15 to 11.19 contain a description of how The Council Directives do not prescribe a Par. 11.157 11.19 are not considered to
- measurement at amortised cost using the effective method to calculated amortised cost using be in conflict with the Council Directives
11.19 | interest method is carried out. The paragraphs are not | the effective interest method. (as it is assessed not to be incompatible
reproduced in this document with the Council Directives to measure at
amortised cost.
11.20 | If an entity revises its estimates of payments or The Council Directives do not prescribe a Par. 11.20 is not considered to be

receipts, the entity shall adjust the carrying amount of
the financial asset or financial liability (or group of
financial instruments) to reflect actual and revised
estimated cash flows. The entity shall recalculate the
carrying amount by computing the present value of
estimated future cash flows at the financial
instrumentds original eff
The entity shall recognise the adjustment as income
or expense in profit or loss at the date of the revision.
[The paragraph includes an example of determining
amortised cost for a five-year loan using the effective

method how to revise estimates of cash
flows when using the effective interest
method.

incompatible with the Council Directives.
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interest method. The example is not reproduced in
this document].

11.21 | At the end of each reporting period, an entity shall 4, art. 35.1 The Council Directives do not require
assess whether there is objective evidence of 6objective evidence
impairment of any financial assets that are measured | 1. (a) Fixed assets must be valued at however, it is assessed that it does not
at cost or amortised cost. If there is objective purchase price or production cost, without result in a conflict with the Council
evidence of impairment, the entity shall recognise an prejudice to (b) and (c) below. Directives to requi
impairment loss in profit or loss immediately.

(b) The purchase price or production cost of | In relation to current financial assets the

fixed assets with limited useful economic Council Directives do not directly mention

lives must be reduced by value adjustments | that impairment losses shall be

calculated to write off the value of such recognised in profit or loss. However, the

assets systematically over their useful layout-schemes for the profit and loss

economic lives. accountincludea | i ne item
adjustments in respect of financial assets

(c) (aa) Value adjustments may be made in and of investments held as current

respect of financial fixed assets, so that they | assets. Accordingly, the requirements of

are valued at the lower figure to be attributed | par. 11.21 are assessed not to be

to them at the balance sheet date. incompatible with the Council Directives.

€

(cc) The value adjustments referred to in

(aa) and (bb) must be charget to the profit

and loss account and disclosed separately

in the notes on the accounts if they have not

been shown separately in the profit and loss

account.

€

4. art. 39.1

1. (a) Current assets must be valued at

purchase price or production cost, without

prejudice to (b) and (c) below.

(b) Value adjustments shall be made in

respect of current assets with a view to

showing them at the lower market value or,

in particular circumstances, another lower

value to be attributed to them at the balance

sheet date.

11.22 | Objective evidence that a financial asset or group of The Council Directives do not include an It is assessed that par. 11.22 is not

assets is impaired includes observable data that

explanation of when there is objective

incompatible with the Council Directives.
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come to the attention of the holder of the asset about
the following loss events:

(a) significant financial difficulty of the issuer or
obligor.

(b) a breach of contract, such as a default or
delinquency in interest or principal payments.

(c) the creditor, for economic or legal reasons relating
to the debtorbés financi al
debtor a concession that the creditor would not
otherwise consider.

(d) it has become probable that the debtor will enter
bankruptcy or other financial reorganisation.

(e) observable data indicating that there has been a
measurable decrease in the estimated future cash
flows from a group of financial assets since the

initial recognition of those assets, even though the
decrease cannot yet be identified with the individual
financial assets in the group, such as adverse
national or local economic conditions or adverse
changes in industry conditions.

evidence that a financial asset or group of
assets is impaired.

11.23 | Other factors may also be evidence of impairment, The Council Directives do not include an It is assessed that par. 11.22 is not
including significant changes with an adverse effect explanation of when there is objective incompatible with the Council Directives.
that have taken place in the technological, market, evidence that a financial asset or group of
economic or legal environment in which the issuer assets is impaired.
operates.

11.24 | An entity shall assess the following financial assets The Council Directives do not include an It seems in accordance with the
individually for impairment: explanation of how impairment should be Directives to assess each financial assets

assessed. individually. Assessment could be carried
(a) all equity instruments regardless of significance, out on a group level as long as the
and requirements of the Council Directives
are met.
(b) other financial assets that are individually
significant.
An entity shall assess other financial assets for
impairment either individually or grouped on the basis
of similar credit risk characteristics.
11.25 | An entity shall measure an impairment loss on the 4. art. 35.1 (fixed assets) It is not specified in the Council Directives

following instruments measured at cost or amortised
cost as follows:

(a) for an instrument measured at amortised cost in

(c) (aa) Value adjustments may be made in
respect of financial fixed assets, so that they
are valued at the lower figure to be attributed

what 6l ower figure
and o6particul aare. cir
Accordingly, it is assessed that par. 11.25
is not incompatible with the Council

1
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accordance with paragraph 11.14(a), the impairment

|l oss is the difference be
amount and the present value of estimated cash flows
di scounted at the assetds
rate. If such a financial instrument has a variable
interest rate, the discount rate for measuring any
impairment loss is the current effective interest rate
determined under the contract.

(b) for an instrument measured at cost less

impairment in accordance with paragraph 11.14(b)

and (c)(ii) the impairment loss is the difference

bet ween the assetods carry
estimate (which will necessarily be an approximation)
of the amount (which might be zero) that the entity
would receive for the asset if it were to be sold at the
reporting date.

to them at the balance sheet date.
4. art. 39.1 (current assets)

(b) Value adjustments shall be made in
respect of current assets with a view to
showing them at the lower market value or,
in particular circumstances, another lower
value to be attributed to them at the balance
sheet date.

Directives.

11.26 | If, in a subsequent period, the amount of an 4. art. 35.1 Par 11.26 is assessed not to be
impairment loss decreases and the decrease can be incompatible with the Council Directives.
related objectively to an event occurring after the (dd)Vvaluation at the lower of the values
impairment was recognised (such as an improvement | provided for in (aa) and (bb) may not be
in the debtords credit r a continued if the reasons for which the
the previously recognised impairment loss either value adjustments were made have ceased
directly or by adjusting an allowance account. The to apply.
reversal shall not result in a carrying amount of the
financial asset (net of any allowance account) that 4. art. 39.1 (current assets)
exceeds what the carrying amount would have been
had the impairment not previously been recognised. (d) Valuation at the lower value provided for
The entity shall recognise the amount of the reversal in (b) and (c) may not be continued if the
in profit or loss immediately. reasons for which the value adjustments

were made have ceased to apply.
11.27 | Paragraph 11.14(c)(i) requires an investment in 4. art. 42b It is noted that the Fourth Council

ordinary shares or preference shares to be measured
at fair value if the fair value of the shares can be
measured reliably. An entity shall use the following
hierarchy to estimate the fair value of the shares:

(a) The best evidence of fair value is a quoted price
for an identical asset in an active market. This is
usually the current bid price.

(b) When quoted prices are unavailable, the price of a

1. The fair value referred to in Article 42a
shall be determined by reference to:

(a) a market value, for those financial
instruments for which a reliable

market can readily be identified. Where a
market value is not readily identifiable for an
instrument but can be identified for its
components or for a similar instrument, the

Directive explicitly requires the use of
market values for an
component or a similar instrument before
the use of a valuation model i whereas
this is not required by par. 11.27.
However, use of market values for an

i nstrumentds compon
instrument can be regarded as a
valuation technique (see 11.28 and 11.29
below). Accordingly, entities should apply
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recent transaction for an identical asset provides
evidence of fair value as long as there has not been

a significant change in economic circumstances or a
significant lapse of time since the transaction took
place. If the entity can demonstrate that the last
transaction price is not a good estimate of fair value
(eg because it reflects the amount that an entity would
receive or pay in a forced transaction, involuntary
liquidation or distress sale), that price is adjusted.

(c) If the market for the asset is not active and recent
transactions of an identical asset on their own are not
a good estimate of fair value, an entity estimates the
fair value by using a valuation technique. The
objective of using a valuation technique is to estimate
what the transaction price would have been on the
measurement date in an
motivated by normal business considerations.

ar

Other sections of this IFRS make reference to the fair
value guidance in paragraphs 11.27i 11.32, including
Section 12, Section 14, Section 15 and

Section 16 Investment Property. In applying that
guidance to assets covered by those sections, the
reference to ordinary shares or preference shares in
this paragraph should be read to include the types of
assets covered by those sections.

market value may be derived from that of its
components or of the similar instrument; or

(b) a value resulting from generally accepted
valuation models and techniques, for those
instruments for which a reliable market
cannot be readily identified. Such valuation
models and techniques shall ensure a
reasonable approximation of the market
value.

2. Those financial instruments that cannot be
measured reliably by any of the methods
described in paragraph 1, shall be measured
in accordance with Articles 34 to 42.

this valuation technique under IFRS for
SMEs if the relevant information is
available. Accordingly, it is assessed that
there is no incompatibility T only a
difference.

11.28

Valuation techniques incl
length market transactions for an identical asset
between knowledgeable, willing parties, if available,
reference to the current fair value of another asset
that is substantially the same as the asset being
measured, discounted cash flow analysis and option
pricing models. If there is a valuation technique
commonly used by market participants to price

the asset and that technique has been demonstrated
to provide reliable estimates of prices obtained in
actual market transactions, the entity uses that
technique.

See above

Par. 11.28 is assessed not to be
incompatible with the Council Directives.

11.29

The objective of using a valuation technique is to
establish what the transaction price would have been
on the measurement date i

See above

Par. 11.29 is assessed not to be
incompatible with the Council Directives.
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exchange motivated by normal business
considerations. Fair value is estimated on the basis
of the results of a valuation technique that makes
maximum use of market inputs, and relies as little as
possible on entity-determined inputs. A valuation
technique would be expected to arrive at a reliable
estimate of the fair value if

(a) it reasonably reflects how the market could be
expected to price the asset, and

(b) the inputs to the valuation technique reasonably
represent market expectations and measures of the
risk return factors inherent in the asset.

11.30

The fair value of investments in assets that do not
have a quoted market price in an active market is
reliably measurable if

(a) the variability in the range of reasonable fair value
estimates is not significant for that asset, or

(b) the probabilities of the various estimates within the
range can be reasonably assessed and used in
estimating fair value.

The Council Directives do not include an
explanation of when something can be
measured reliably at fair value.

Par. 11.30 is assessed not to be
incompatible with the Council Directives.

11.31

There are many situations in which the variability in
the range of reasonable fair value estimates of assets
that do not have a quoted market price is likely not to
be significant. Normally it is possible to estimate the
fair value of an asset that an entity has acquired from
an outside party. However, if the range of reasonable
fair value estimates is significant and the probabilities
of the various estimates cannot be reasonably
assessed, an entity is precluded from measuring the
asset at fair value.

The Council Directives do not include an
explanation of when something can be
measured reliably at fair value.

Par. 11.31 is assessed not to be
incompatible with the Council Directives.

11.32

If a reliable measure of fair value is no longer
available for an asset measured at fair value (eg an
equity instrument measured at fair value through profit
or loss), its carrying amount at the last date the asset
was reliably measurable becomes its new cost. The
entity shall measure the asset at this cost amount less
impairment until a reliable measure of fair value
becomes available.

The Council Directives do not include
requirements on how to measure cost of

financial assets previously measured at fair

value.

Par. 11.32 is assessed not to be
incompatible with the Council Directives.
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11.33

An entity shall derecognise a financial asset only
when:

(a) 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, despite having retained some significant
risks and rewards of ownership, has transferred
control of the asset to another party and the other
party has the practical ability to sell the asset in its
entirety to an unrelated third party and is able to
exercise that ability unilaterally and without needing to
impose additional restrictions on the transfer. In this
case, the entity shall:

(i) derecognise the asset, and

(ii) recognise separately any rights and obligations
retained or created in the transfer.

The carrying amount of the transferred asset shall be
allocated between the rights or obligations retained
and those transferred on the basis of their relative fair
values at the transfer date. Newly created rights and
obligations shall be measured at their fair values at
that date. Any difference between the consideration
received and the amounts recognised and
derecognised in accordance with this paragraph shall
be recognised in profit or loss in the period of the
transfer.

The Council Directives do not include
derecognition criteria.

Par. 11.33 is assessed not to be
incompatible with the Council Directives.

11.34

If a transfer does not result in derecognition because
the entity has retained significant risks and rewards of
ownership of the transferred asset, the entity shall
continue to recognise the transferred asset in its
entirety and shall recognise a financial liability for the
consideration received. The asset and liability shall
not be offset. In subsequent periods, the entity shall
recognise any income on the transferred asset and
any expense incurred on the financial liability.

The Council Directives do not include any
requirements related to transferred but non-
derecognised assets.

Par. 11.34 is assessed not to be in
conflict with the Council Directives

11.35

If a transferor provides non-cash collateral (such as

The Council Directives do not include any

In the situation described in par. 11.35 (a)
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debt or equity instruments) to the transferee, the
accounting for the collateral by the transferor and the
transferee depends on whether the transferee has the
right to sell or repledge the collateral and on whether
the transferor has defaulted. The transferor and
transferee shall account for the collateral as follows:

(a) If the transferee has the right by contract or
custom to sell or repledge the collateral, the transferor
shall reclassify that asset in its statement of financial
position (eg as a loaned asset, pledged equity
instruments or repurchase receivable) separately from
other assets.

(b) If the transferee sells collateral pledged to it, it
shall recognise the proceeds from the sale and a
liability measured at fair value for its obligation to
return the collateral.

(c) If the transferor defaults under the terms of the
contract and is no longer entitled to redeem the
collateral, it shall derecognise the collateral, and the
transferee shall recognise the collateral as its asset
initially measured at fair value or, if it has already sold
the collateral, derecognise its obligation to return the
collateral.

(d) Except as provided in (c), the transferor shall
continue to carry the collateral as its asset, and the
transferee shall not recognise the collateral as an
asset.

[an example of transfer that qualifies for derecognition
is included in the paragraph. The example is not
reproduced in this document].

requirements related to non-cash collateral
provided to a transferee.

4. art 20.1

Provisions are intended to cover liabilities
the nature of which is clearly defined and
which at the date of the balance sheet are
either likely to be incurred, or certain to be
incurred but uncertain as to amount or as to
the date on which they will arise.

4. art. 42

Provisions may not exceed in amount the
sums which are necessary. The provisions
shown in the balance sheetu nd e r
provisionsd® must
the accounts if they are material.

be
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d

the entity would have to meet the
requirements related to the presentation
of the balance sheet included in the
Council Directives. However, it is
assessed that this would not result in a
conflict between IFRS for SMEs and the
Council Directives as it would be possible
to meet the requirements of both.

It has been assessed that it would not be
incompatible with the Council Directives
to measure the liability to replace the non-
cash collateral at fair value. It has been
assessed that the liability to replace the
collateral (par. 11.35 (b)) seems to meet
the definition of a provision included in
the Fourth Council Directive. ltis also
assessed that measurement at fair value
would meet the criteria of art. 42 of the
Fourth Council Directive.

The Council Directives do not prescribe
how account for defaults of the transferor.
Par. 35 (c) is considered not to be
incompatible with the Council Directives.
Also, par. 35 (d) is assessed not to be
incompatible with the Council Directives.

11.36 | An entity shall derecognise a financial liability (or a The Council Directives do not include Par. 11.36 is assessed not to be
part of a financial liability) only when it is derecognition criteria. incompatible with the Council Directives.
extinguishedd ie when the obligation specified in the
contract is discharged, is cancelled or expires.

11.37 | If an existing borrower and lender exchange financial | The Council Directives do not include Par. 11.37 is assessed not to be

instruments with substantially different terms, the
entities shall account for the transaction as an

derecognition criteria.

incompatible with the Council Directives.
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extinguishment of the original financial liability and the
recognition of a new financial liability. Similarly, an
entity shall account for a substantial modification of
the terms of an existing financial liability or a part of it
(whether or not attributable to the financial difficulty of
the debtor) as an extinguishment of the original
financial liability and the recognition of a new financial
liability.

11.38 | The entity shall recognise in profit or loss any Par. 11.38 is assessed not to be
difference between the carrying amount of the incompatible with the Council Directives.
financial liability (or part of a financial liability)
extinguished or transferred to another party and the
consideration paid, including any non-cash assets
transferred or liabilities assumed.

11.39 | [par. 11.397 11.48 includes disclosure requirements. It is generally assessed that requirements

- All the requirements can be met by note disclosures.] included in IFRS for SMEs regarding note

11.48 disclosures cannot be incompatible with

the Council Directives.

Other Financial Instruments Issues

12.1 | Section 11 Basic Financial Instruments and Section Par 12.1 only explains the scope of
12 Other Financial Instruments Issues together deal section 12 and is accordingly not in itself
with recognising, derecognising, measuring, and incompatible with the Council Directives.
disclosing financial instruments (financial assets and
financial liabilities). Section 11 applies to basic
financial instruments and is relevant to all entities.

Section 12 applies to other, more complex financial
instruments and transactions. If an entity enters into
only basic financial instrument transactions then
Section 12 is not applicable. However, even entities
with only basic financial instruments shall consider the
scope of Section 12 to ensure they are exempt.
12.2 | An entity shall choose to apply either: This document only assesses whether

(a) 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

the accounting requirements stated in
IFRS for SMEs are in accordance with
the Council Directives. Accordingly, it is
not assessed whether the recognition and
measurement provisions of IAS 39 are in
conflict with the Council Directives.
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entityés choice of (a) or
choice. Paragraphs 10.8i 10.14 contain requirements
for determining when a change in accounting policy is
appropriate, how such a change should be accounted
for, and what information should be disclosed about
the change in accounting policy.

12.3

Section 12 applies to all financial instruments except
the following:

(a) those covered by Section 11.

(b) interests in subsidiaries (see Section 9
Consolidated and Separate Financial Statements),
associates (see Section 14 Investments in
Associates) and joint ventures (see Section 15
Investments in Joint Ventures).

(c) employersd rights and
benefit plans (see Section 28 Employee Benefits).

(d) rights under insurance contracts unless the
insurance contract could result in a loss to either party
as a result of contractual terms that are unrelated to:
(i) changes in the insured risk;

(i) changes in foreign exchange rates; or

(i) a default by one of the counterparties.

(e) financial instruments that meet the definition of an
entityds own equkqtityand s e e
Section 26 Share-based Payment).

(f) leases (see Section 20 Leases) unless the lease
could result in a loss to the lessor or the lessee as a
result of contractual terms that are unrelated to:

(i) changes in the price of the leased asset;

(ii) changes in foreign exchange rates; or

(iii) a default by one of the counterparties.

(g) contracts for contingent consideration in a
business combination (see Section 19 Business
Combinations and Goodwill). This exemption applies
only to the acquirer.

Par 12.3 only explains the scope of
section 12 and is accordingly not in itself
incompatible with the Council Directives.
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12.4 | Most contracts to buy or sell a non-financial item such | The Council Directives do (except in relation | Par 12.4 only explains the scope of
as a commodity, inventory, or property, plant and to commodity-based contracts i see par. section 12 and is accordingly not in itself
equipment are excluded from this section because 12.5) not define what a financial instrument incompatible with the Council Directives.
they are not financial instruments. However, this is. Also the definition/explanation of financial
section applies to all contracts that impose risks on instruments is considered to be
the buyer or seller that are not typical of contracts to applicable to 6fina
buy or sell tangible assets. For example, this section Council Directives.
applies to contracts that could result in a loss to the
buyer or seller as a result of contractual terms that are
unrelated to changes in the price of the non-financial
item, changes in foreign exchange rates, or a default
by one of the counterpatrties.
12.5 | In addition to the contracts described in paragraph 4. art 42a Par 12.5 only explains the scope of
12.4, this section applies to contracts to buy or sell section 12 and is accordingly not in itself
non-financial items if the contract can be settled netin | 2. For the purpose of this Directive incompatible with the Council Directives.
cash or another financial instrument, or by commodity-based contracts that give either Also the definition/explanation of financial
exchanging financial instruments as if the contracts contracting party the right to settle in cash or | instruments is considered to be
were financial instruments, with the following some other financial instrument shall be applicable to o6fina
exception: contracts that were entered into and considered to be derivative financial Council Directives.
continue to be held for the purpose of the receipt or instruments, except when:
delivery of a non-financial item in accordance with the
entityds expected pur chas|(a)theywere enteredinto and continue to
requirements are not financial instruments for the meet the company's expected purchase,
purposes of this section. sale or usage requirements;
(b) they were designated for such purpose at
their inception; and
(c) they are expected to be settled by
delivery of the commodity.
12.6 | An entity shall recognise a financial asset or a The Council Directives do not include Par. 12.6 is assessed not to be
financial liability only when the entity becomes a party | recognition criteria. incompatible with the Council Directives.
to the contractual provisions of the instrument
12.7 | When a financial asset or financial liability is See par. 12.8 See par 12.8.
recognised initially, an entity shall measure it at its fair
value, which is normally the transaction price.
12.8 | Atthe end of each reporting period, an entity shall 4. art. 32 According to the Council Directives all

measure all financial instruments within the scope of
Section 12 at fair value and recognise changes in fair
value in profit or loss, except as follows: equity
instruments that are not publicly traded and whose
fair value cannot otherwise be measured reliably, and

The items shown in the annual accounts
shall be valued in accordance with Articles
34 to 42, which are based on the principle of
purchase price or production cost.

financial instruments can be measured at
cost. Also, all financial instruments can be
measured at fair value i expect for those
listed in art. 42a.3 and 42a.4. These
financial instruments can only be
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contracts linked to such instruments that, if exercised,
will result in delivery of such instruments, shall be
measured at cost less impairment.

4. art. 42a

1. By way of derogation from Article 32 and
subject to the conditions set out in
paragraphs 2 to 4 of this Article, Member
States shall permit or require in respect of all
companies or any classes of companies
valuation at fair value of financial
instruments, including derivatives.

Such permission or requirement may be
restricted to consolidated accounts as
defined in Directive 83/349/EEC.

3. Paragraph 1 shall apply only to liabilities
that are:

(a) held as part of a trading portfolio; or

(b) derivative financial instruments.

4. Valuation according to paragraph 1 shall
not apply to:

(a) to non-derivative financial instruments
held to maturity;

(b) to loans and receivables originated by
the company and not held for trading
purposes; and

(c) to interests in subsidiaries, associated
undertakings and joint ventures, equity
instruments issued by the company,
contracts for contingent consideration in a
business combination as well as other
financial instruments with such special
characteristics that the instruments,
according to what is generally accepted,
should be accounted for differently from
other financial instruments.

5a. By way of derogation from the provisions
of paragraphs 3 and 4, Member States may,
in accordance with international accounting

measured at fair value if they can be
measured at fair value according to
international accounting standards as
adopted by Commission Regulation (EC)
No 1725/2003 of 29 September 2003
adopting certain international accounting
standards in accordance with Regulation
(EC) No 1606/2002 of the European
Parliament and of the Council, as
amended until 5 September 2006.

IFRS for SMEs would require other
liabilities than those listed in art 42a.3 of
the Fourth Council Directives to be
measured at fair value. However, the
criteria to measure financial instruments
at fair value included in IFRS for SMEs
are different those of (full) IFRS.

According to full IFRS, when disregarding
financial liabilities arising on the transfer
of a financial asset and hedged items,
financial liabilities can only be measured
at fair value if it meets either of the
following conditions (IAS 39.9):

(a) It is classified as held for trading. A
financial liability is classified as held for
trading if:

(i) it is acquired or incurred principally for
the purpose of selling or repurchasing it in
the near term;

(i) on initial recognition it is part of a
portfolio of identified financial instruments
that are managed together and for which
there is evidence of a recent actual
pattern of short-term profit-taking; or

(iii) it is a derivative (except for a
derivative that is a financial guarantee
contract or a designated and effective
hedging instrument).
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standards as adopted by Commission
Regulation (EC) No 1725/2003 of 29
September 2003 adopting certain
international accounting standards in
accordance with Regulation (EC) No
1606/2002 of the European Parliament and
of the Council, as amended until 5
September 2006, permit or require valuation
of financial instruments, together with the
associated disclosure requirements which
are provided for in international accounting
standards adopted in accordance with
Regulation (EC) No 1606/2002 of the
European Parliament and of the Council of
19 July 2002 on the application of
international accounting standards.

(b) Upon initial recognition it is designated
by the entity as at fair value through profit
or loss. An entity may use this
designation only when permitted by
paragraph 11A, or when doing so results
in more relevant information, because
either

(i) it eliminates or significantly reduces a
measurement or recognition
inconsistency (sometimes referred to as
6an accounting mism
otherwise arise from measuring assets or
liabilities or recognising the gains and
losses on them on different bases; or

(ii) a group of financial assets, financial
liabilities or both is managed and its
performance is evaluated on a fair value
basis, in accordance with a documented
risk management or investment strategy,
and information about the group is
provided internally on that basis to the

e n t ikeyynarmgement personnel (as
defined in IAS 24 Related Party
Disclosures (as revised in 2003)), for
example the entityd
and chief executive officer.

IAS 39.11A

Notwithstanding paragraph 11, if a
contract contains one or more embedded
derivatives, an entity may designate the
entire hybrid (combined) contract as a
financial asset or financial liability at fair
value through profit or loss unless:

(a) the embedded derivative(s) does not
significantly modify the cash flows that
otherwise would be required by the
contract; or

(b) it is clear with little or no analysis
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when a similar hybrid (combined)
instrument is first considered that
separation of the embedded derivative(s)
is prohibited, such as a prepayment
option embedded in a loan that permits
the holder to prepay the loan for
approximately its amortised cost.

In cases where a financial liability is not
held for trading, measurement at fair
value does not eliminate an accounting
mismatch and it is not managed on a fair
value basis, the liability can only be
measured at fair value if the requirements
of IAS 39.11a are met.

A financial liability could included an
embedded derivate i for example a
leverage feature i that does not
significantly modify the cash flows that
otherwise would be required by the
contract. According to IFRS for SMEs
par. 11.9 this instrument cannot be
considered as a basic financial instrument
and should therefore be measured at fair
value.

As this instrument cannot be measured at
fair value according to (full) IFRS or other
criteria included in the Council Directives,
the requirement is incompatible with the
Council Directives.

12.9 | If areliable measure of fair value is no longer 4. art. 42a Par. 12.9 is assessed not to be
available for an equity instrument that is not publicly incompatible with the Council Directives.
traded but is measured at fair value through profit or 2. Those financial instruments that cannot be
loss, its fair value at the last date the instrument was measured reliably by any of the methods
reliably measurable is treated as the cost of the described in paragraph 1, shall be measured
instrument. The entity shall measure the instrument at | in accordance with Articles 34 to 42.
this cost amount less impairment until a reliable
measure of fair value becomes available.

12.10 | An entity shall apply the guidance on fair value in See par. 11.27 See par. 11.27

paragraphs 11.277 11.32 to fair value measurements
in accordance with this section as well as for fair
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value measurements in accordance with Section 11.

12.11 | The fair value of a financial liability that is due on See par. 11.27 It could be argued that if a market value
demand is not less than the amount payable on of a financial liability that is due on
demand, discounted from the first date that the demand is less than the amount payable,
amount could be required to be paid. discounted from the first date that the

amount could be required to be paid, then
either the market value is not reliable or
the entities credit rating is taking into
consideration.

The Council Directives do not require an
entities credit rating to be taken into
account when determining the fair value.
Accordingly, it is assessed that par. 12.11
is not incompatible with the Council
Directives.

12.12 | An entity shall not include transaction costs in the 4. art. 42a The Council Directives do not require that
initial measurement of financial assets and liabilities 1. By way of derogation from Article 32 and an entity should initially be measured at
that will be measured subsequently at fair value subject to the conditions set out in cost if it subsequently is measured at fair
through profit or loss. If payment for an asset is paragraphs 2 to 4 of this Article, Member value. However, at the balance sheet
deferred or is financed at a rate of interest that is not States shall permit or require in respect of all | date both Council Directives and IFRS for
a market rate, the entity shall initially measure the companies or any classes of companies SMESs require measurement at fair value.
asset at the present value of the future payments valuation at fair value of financial Accordingly, par. 12.12 is not considered
discounted at a market rate of interest. instruments, including derivatives. to be incompatible with the Council

Directives.
Such permission or requirement may be
restricted to consolidated accounts as
defined in Directive 83/349/EEC.

12.13 | An entity shall apply the guidance on impairment of a | See par. 11.21 See par. 11.21.
financial instrument measured at cost in paragraphs
11.217 11.26 to financial instruments measured at
cost less impairment in accordance with this section.

12.14 | An entity shall apply the derecognition requirements See par. 11.337 11.38 See par. 11.337 11.38.
in paragraphs 11.33i 11.38 to financial assets and
financial liabilities to which this section applies.

12.15 | If specified criteria are met, an entity may designate a | The Council Directives do neither prohibit It is assessed that par. 12.15 is not

hedging relationship between a hedging instrument
and a hedged item in such a way as to qualify for
hedge accounting. Hedge accounting permits the gain
or loss on the hedging instrument and on the hedged
item to be recognised in profit or loss at the same

nor require hedge accounting for certain
items

incompatible with the Council Directives.
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time.

12.16

To qualify for hedge accounting, an entity shall
comply with all of the following conditions:

(a) the entity designates and documents the hedging
relationship so that the risk being hedged, the hedged
item and the hedging instrument are clearly identified
and the risk in the hedged item is the risk being
hedged with the hedging instrument.

(b) the hedged risk is one of the risks specified in
paragraph 12.17.

(c) the hedging instrument is as specified in
paragraph 12.18.

(d) the entity expects the hedging instrument to be
highly effective in offsetting the designated hedged
risk. The effectiveness of a hedge is the degree to
which changes in the fair value or cash flows of the
hedged item that are attributable to the hedged risk
are offset by changes in the fair value or cash flows of
the hedging instrument.

The Council Directives do neither prohibit
nor require hedge accounting for certain
items.

It is assessed that par. 12.16 is not
incompatible with the Council Directives.

12.17

This IFRS permits hedge accounting only for the
following risks:

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

(b) foreign exchange or interest rate risk in a firm
commitment or a highly probable forecast transaction.

(c) price risk of a commodity that it holds or in a firm
commitment or highly probable forecast transaction to
purchase or sell a commodity.

(d) foreign exchange risk in a net investment in a
foreign operation.

Foreign exchange risk of a debt instrument measured
at amortised cost is not in the list above because
hedge accounting would not have any significant

The Council Directives do neither prohibit
nor require hedge accounting for certain
items.

It is assessed that par 12.17 is not
incompatible with the Council Directives.
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effect on the financial statements. Basic accounts,
notes and loans receivable and payable are normally
measured at amortised cost (see paragraph 11.5(d)).
This would include payables denominated in a foreign
currency. Paragraph 30.10 requires any change in the
carrying amount of the payable because of a change
in the exchange rate to be recognised in profit or loss.
Therefore, both the change in fair value of the
hedging instrument (the cross-currency swap) and the
change in the carrying amount of the payable relating
to the change in the exchange rate would be
recognised in profit or loss and should offset each
other except to the extent of the difference between
the spot rate (at which the liability is measured) and
the forward rate (at which the swap is measured).

12.18

This IFRS permits hedge accounting only if the
hedging instrument has all of following terms and
conditions:

(a) itis an interest rate swap, a foreign currency
swap, a foreign currency forward exchange contract
or a commodity forward exchange contract that is
expected to be highly effective in offsetting a risk
identified in paragraph 12.17 that is designated as the
hedged risk.

(b) it involves a party external to the reporting entity
(ie external to the group, segment or individual entity
being reported on).

(c) its notional amount is equal to the designated
amount of the principal or notional amount of the
hedged item.

(d) it has a specified maturity date not later than
(i) the maturity of the financial instrument being
hedged,

(ii) the expected settlement of the commodity
purchase or sale commitment, or

(iiif) the occurrence of the highly probable forecast
foreign currency or commodity transaction being
hedged.

The Council Directives do not include any
requirements to hedging instruments.

It is assessed that par 12.17 is not
incompatible with the Council Directives.
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(e) it has no prepayment, early termination or
extension features.

12.19

If the conditions in paragraph 12.16 are met and the
hedged risk is the exposure to a fixed interest rate risk
of a debt instrument measured at amortised cost or
the commaodity price risk of a commodity that it holds,
the entity shall:

(a) recognise the hedging instrument as an asset or
liability and the change in the fair value of the hedging
instrument in profit or loss, and

(b) recognise the change in the fair value of the
hedged item related to the hedged risk in profit or loss
and as an adjustment to the carrying amount of the
hedged item.

4. art. 42a

1. By way of derogation from Article 32 and
subject to the conditions set out in
paragraphs 2 to 4 of this Article, Member
States shall permit or require in respect of all
companies or any classes of companies
valuation at fair value of financial
instruments, including derivatives.

Such permission or requirement may be
restricted to consolidated accounts as
defined in Directive 83/349/EEC.

3. Paragraph 1 shall apply only to liabilities
that are:

(a) held as part of a trading portfolio; or

(b) derivative financial instruments.

4 art. 42a.5

By way of derogation from Article 32,
Member States may in respect of any assets
and liabilities which qualify as hedged items
under a fair value hedge accounting system,
or identified portions of such assets or
liabilities, permit valuation at the specific
amount required under that system.

4. art. 42¢

1. Notwithstanding Article 31(1)(c), where a
financial instrument is valued in accordance
with Article 42b, a change in the value shall
be included in the profit and loss account.
However, such a change shall be included
directly in equity, in a fair value reserve,
where:

(a) the instrument accounted for is a hedging

According to par. 12.18 only derivatives
can be used as hedging instruments.
These instruments can be measured at
fair value through profit and loss
according to art 42a and 42c of the
Council Directives.

Hedged items can be measured at any
amount under the hedge system
according to art. 42a.5.

It is assess that the changes in fair value
related to this risk of a financial
instrument can also be recognised in
profit and loss according to art. 42c.

Accordingly, it is assessed that par. 12.19
is not incompatible with the Council
Directives.
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instrument under a system of hedge
accounting that allows some or all of the
change in value not to be shown in the profit
and loss account; or

(b) the change in value relates to an
exchange difference arising on a monetary
item that forms part of a company's net
investment in a foreign entity.

12.20 | If the hedged risk is the fixed interest rate risk of a 4. art. 31.1 (d) It is assessed that par. 12.20 is not
debt instrument measured at amortised cost, the incompatible with the Council Directives.
entity shall recognise the periodic net cash account must be taken of income and
settlements on the interest rate swap that is the charges relating to the financial year,
hedging instrument in profit or loss in the period in irrespective of the date of receipt or payment
which the net settlements accrue. of such income or charges;
12.21 | The entity shall discontinue the hedge accounting The Council Directives do not include criteria | It is assessed that par. 12.21 is not
specified in paragraph 12.19 if: regarding the discontinuation of hedge incompatible with the Council Directives.
accounting.
(a) the hedging instrument expires or is sold or
terminated;
(b) the hedge no longer meets the conditions for
hedge accounting specified in paragraph 12.16; or
(c) the entity revokes the designation.
12.22 | If hedge accounting is discontinued and the hedged The Council Directives do not specify how to | It is assessed that par. 12.22 is not
item is an asset or liability carried at amortised cost account for items related to discontinued incompatible with the Council Directives.
that has not been derecognised, any gains or losses hedge accounting
recognised as adjustments to the carrying amount of
the hedged item are amortised into profit or loss using
the effective interest method over the remaining life of
the hedged instrument.
12.23 | If the conditions in paragraph 12.16 are met and the 4. art. 42c The Council Directives do not specify

hedged risk is

(a) the variable interest rate risk in a debt instrument
measured at amortised cost,

(b) the foreign exchange risk in a firm commitment or
a highly probable forecast transaction,

(c) the commaodity price risk in a firm commitment or

1. Notwithstanding Article 31(1)(c), where a
financial instrument is valued in accordance
with Article 42b, a change in the value shall
be included in the profit and loss account.
However, such a change shall be included
directly in equity, in a fair value reserve,
where:

whether or not it is possible to re-cycle
the amount included in the fair value
reserve. However, as the Council
Directives do not prohibit this it is
assessed that par. 12.23 is not
incompatible with the Council Directives.
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highly probable forecast transaction, or

(d) the foreign exchange risk in a net investment in a
foreign operation,

the entity shall recognise in other comprehensive
income the portion of the change in the fair value of
the hedging instrument that was effective in offsetting
the change in the fair value or expected cash flows of
the hedged item. The entity shall recognise in profit or
loss any excess of the fair value of the hedging
instrument over the change in the fair value of the
expected cash flows (sometimes called hedge
ineffectiveness). The hedging gain or loss recognised
in other comprehensive income shall be reclassified
to profit or loss when the hedged item is recognised in
profit or loss or when the hedging relationship ends.

(a) the instrument accounted for is a hedging
instrument under a system of hedge
accounting that allows some or all of the
change in value not to be shown in the profit
and loss account; or

(b) the change in value relates to an
exchange difference arising on a monetary
item that forms part of a company's net
investment in a foreign entity.

12.24 | If the hedged risk is the variable interest rate risk ina | 4. art. 31.1 (d) It is assessed that par. 12.24 is not
debt instrument measured at amortised cost, the incompatible with the Council Directives.
entity shall subsequently recognise in profit or loss the | account must be taken of income and
periodic net cash settlements from the interest rate charges relating to the financial year,
swap that is the hedging instrument in the period in irrespective of the date of receipt or payment
which the net settlements accrue. of such income or charges;
12.25 | The entity shall discontinue the hedge accounting The Council Directives do not include any The Council Directives do not specify

specified in paragraph 12.23 if:

(a) the hedging instrument expires or is sold or
terminated;

(b) the hedge no longer meets the criteria for hedge
accounting in paragraph 12.16;

(c) in a hedge of a forecast transaction, the forecast
transaction is no longer highly probable; or

(d) the entity revokes the designation.

If the forecast transaction is no longer expected to
take place or if the hedged debt instrument measured
at amortised cost is derecognised, any gain or loss on
the hedging instrument that was recognised in other
comprehensive income shall be reclassified from

requirements relating to when an entity
should discontinue hedge accounting.

whether or not it is possible to re-cycle
the amount included in the fair value
reserve. However, as the Council
Directives do not prohibit this, it is
assessed that par. 12.25 is not
incompatible with the Council Directives.
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other comprehensive income to profit or loss.
12.26 | [par. 12.26 7 12.29 includes disclosure requirements. It is generally assessed that requirements
- All the requirements can be met by note disclosures.] included in IFRS for SMEs regarding note
12.29 disclosures cannot be incompatible with
the Council Directives.
Inventories
13.1 | This section sets out the principles for recognising The Directives does not include a specific
and measuring inventories. Inventories are assets: Stocks list of what inventories are. However, in
(a) held for sale in the ordinary course of business; 1. Raw materials and consumabiles. art. 9.D.1 and 10.D.1 it is specified what
(b) in the process of production for such sale; or 2. Work in progress. should be presented under the heading
(c) in the form of materials or supplies to be 3. Finished goods and goods for resale. 06stocksd in the bal
consumed in the production process or in the 4. Payments on account.
rendering of services. It is assessed that par. 13.1 is not
incompatible with the Council Directives
in itself as it only specifies the scope of
section 13.
13.2 | This section applies to all inventories, except: Par. 13.2 only specifies the scope of
(a) work in progress arising under construction section 13 and cannot be incompatible
contracts, including directly related service contracts with the Council Directives.
(see Section 23 Revenue).
(b) financial instruments (see Section 11 Basic
Financial Instruments and Section 12 Other Financial
Instruments Issues).
(c) biological assets related to agricultural activity and
agricultural produce at the point of harvest (see
Section 34 Specialised Activities).
13.3 | This section does not apply to the measurement of 4. art. 42a The Council Directives seems to allow
inventories held by: forest products and commodity brokersé
(a) producers of agricultural and forest products, inventory to be measured at fair value
agricultural produce after harvest, and minerals and 1. By way of derogation from Article 32 and lesscost t o sell as fnAby
mineral products, to the extent that they are subject to the conditions set out in valueo in art. 42e i
measured at fair value less costs to sell through profit | paragraphs 2 to 4 of this Article, Member include fair value less cost to sell.
or loss, or States shall permit or require in respect of all
(b) commodity brokers and dealers that measure their | companies or any classes of companies It may be that commodity-based contract
inventories at fair value less costs to sell through valuation at fair value of financial in some cases should be accounted for
profit or loss. instruments, including derivatives. as a financial instrument under the
Such permission or requirement may be Council Directives. However, the same
restricted to consolidated accounts as rules apply under IFRS for SMEs (see
defined in Directive 83/349/EEC. par. 12.15).
2. For the purpose of this Directive Accordingly it is assessed that par. 13.3
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commaodity-based contracts that give either
contracting party the right to settle in cash or
some other financial instrument shall be
considered to be derivative financial
instruments, except when:

(a) they were entered into and continue to
meet the company's expected purchase,
sale or usage requirements;

(b) they were designated for such purpose at
their inception; and

(c) they are expected to be settled by
delivery of the commodity.

4. art. 42e:

By way of derogation from Article 32,
Member States may permit or require in
respect of all companies or any classes of
company the valuation of specified
categories of assets other than financial
instruments at amounts determined by
reference to fair value.

Such permission or requirement may be
restricted to consolidated accounts as
defined in Directive 83/349/EEC.

4. art 42f:

Notwithstanding Article 31(1)(c), Member
States may permit or require in respect of all
companies or any classes of company that,
where an asset is valued in accordance with
Article 42e, a change in the value is included
in the profit and loss account.

is not incompatible with the Council
Directives.

134

An entity shall measure inventories at the lower of
cost and estimated selling price less costs to
complete and sell.

4. Art 39:

(a) Current assets must be valued at
purchase price or production cost, without
prejudice to (b) and (c) below.

(b) Value adjustments shall be made in
respect of current assets with a view to
showing them at the lower market value or,

I't is unclear whet hj
valuedo of the direct
as estimated selling price less costs to
complete and sell. It would be reasonable
to assume that it could be close to
estimated selling price less costs to
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in particular circumstances, another lower
value to be attributed to them at the balance
sheet date.

(c) The Member States may permit
exceptional value adjustments where, on the
basis of a reasonable commercial
assessment, these are necessary if the
valuation of these items is not to be modified
in the near future because of fluctuations in
value.

The amount of these value adjustments
must be disclosed separately in the profit
and loss account or in the notes on the
accounts.

(d) Valuation at the lower value provided for
in (b) and (c) may not be continued if the
reasons for which the value adjustments
were made have ceased to apply.

Interpretative communication:

2.5.8. Valuation of inventories (Article 39 (1)
(b))

44. Article 39 (1) (b) states that current
assets should be shown at the lower market
value or, in particular circumstances, another
lower value to be attributed to them at the
balance sheet date.

45, Although the Directive does not make
any specific reference to the concept of net
realizable value, it appears difficult to
imagine any practical case where the lower
value to be attributed to inventories at the
balance sheet date is materially different
from the net realizable value. The concept of
net realizable value is therefore compatible
with the Directive.

complete. On the other hand, it seems
more doubtful that also costs to sell could
be subtracted. However, as the Council
Directives also allows measurement in
particular circumstances at another lower
value to be attributed to the asset, it is
assessed that par. 13.4 is not
incompatible with the Council Directives.

135

An entity shall include in the cost of inventories all
costs of purchase, costs of conversion and other
costs incurred in bringing the inventories to their
present location and condition.

4. art. 39.1:

(a) Current assets must be valued at
purchase price or production cost, without
prejudice to (b) and (c) below.

It is assessed that 13.5 of IFRS for SMEs
is in accordance with the Council
Directives. The Council Directives
prohibits distribution costs to be included
in cost of inventories. However,
distribution cost is regarded as cost
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4. art. 39.2:

The definitions of purchase price and of
production cost given in Article 35 (2) and (3)
shall apply. The Member States may also
apply Article 35 (4). Distribution costs may
not be included in production costs.

4. art. 35.2:

The purchase price shall be calculated by
adding to the price paid the expenses
incidental thereto.

4. art. 35.3:

(a) The production cost shall be calculated
by adding to the purchasing price of the raw
materials and consumables the costs directly
attributable to the product in question.

(b) A reasonable proportion of the costs
which are only indirectly attributable to the
product in question may be added into the
production costs to the extent that they
relate to the period of production.

4. art. 35.4:

Interest on capital borrowed to finance the
production of fixed assets may be included

in the production costs to the extent that it
relates to the period of production. In that
event, the inclusion of such interest under
0Assetsd must be disc
the accounts.

incurred after a product has been sold.
IFRS for SMEs requires cost related to
moving the inventory (before it is sold)
which does not seem to be prohibited by
the Council Directives.

13.6

The costs of purchase of inventories comprise the
purchase price, import duties and other taxes (other
than those subsequently recoverable by the entity
from the taxing authorities), and transport, handling
and other costs directly attributable to the acquisition
of finished goods, materials and services. Trade
discounts, rebates and other similar items are

See above

The paragraph seems to be in
accordance with the Council Directives.
The Council Directives do not specify how
to account for trade discounts etc.
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deducted in determining the costs of purchase.

13.7 | An entity may purchase inventories on deferred See above The paragraph seems compatible with
settlement terms. In some cases, the arrangement the Council Directives. The Council
effectively contains an unstated financing element, for Directives do not specify how purchase
example, a difference between the purchase price for on deferred settlement terms should be
normal credit terms and the deferred settlement accounted for.
amount. In these cases, the difference is recognised
as interest expense over the period of the financing
and is not added to the cost of the inventories.

13.8 | The costs of conversion of inventories include costs See above The paragraph requires all direct cost to
directly related to the units of production, such as be included in the production cost this is
direct labour. They also include a systematic in line with the Council Directives.
allocation of fixed and variable production overheads
that are incurred in converting materials into finished The inclusion of production overheads is
goods. Fixed production overheads are those indirect in accordance with art. 35.3 as long as
costs of production that remain relatively constant the production costs relate to the period
regardless of the volume of production, such as of production.
depreciation and maintenance of factory buildings
and equipment, and the cost of factory management The fact that par. 13.8 states that the cost
and administration. Variable production overheads should be incurred in converting materials
are those indirect costs of production that vary into finished goods and the prohibition of
directly, or nearly directly, with the volume of par. 13.9 to increase overhead allocation
production, such as indirect materials and indirect to each unit of production as a
labour. consequence of low production or idle

plant is regarded as a mean to meet the
requirement of art. 35.3.
13.9 | An entity shall allocate fixed production overheads to | See above See above

the costs of conversion on the basis of the normal
capacity of the production facilities. Normal capacity is
the production expected to be achieved on average
over a number of periods or seasons under normal
circumstances, taking into account the loss of
capacity resulting from planned maintenance. The
actual level of production may be used if it
approximates normal capacity. The amount of fixed
overhead allocated to each unit of production is not
increased as a consequence of low production or idle
plant. Unallocated overheads are recognised as an
expense in the period in which they are incurred. In
periods of abnormally high production, the amount of
fixed overhead allocated to each unit of production is
decreased so that inventories are not measured

97




above cost. Variable production overheads are
allocated to each unit of production on the basis of
the actual use of the production facilities.

13.10 | A production process may result in more than one See above The paragraph is assessed not to be
product being produced simultaneously. This is the incompatible with the Council Directives.
case, for example, when joint products are produced The Council Directives do not specify how
or when there is a main product and a by-product. to allocate cost between a main product
When the costs of raw materials or conversion of and a by-product.
each product are not separately identifiable, an entity
shall allocate them between the products on a rational
and consistent basis. The allocation may be based,
for example, on the relative sales value of each
product either at the stage in the production process
when the products become separately identifiable, or
at the completion of production. Most by-products, by
their nature, are immaterial. When this is the case, the
entity shall measure them at selling price less costs to
complete and sell and deduct this amount from the
cost of the main product. As a result, the carrying
amount of the main product is not materially different
from its cost.

13.11 | An entity shall include other costs in the cost of See above The paragraph is assessed to be in
inventories only to the extent that they are incurred in accordance with the Council Directives.
bringing the inventories to their present location and The paragraph seems to sate what is
condition. stated in art. 35.3 (a) of the Fourth

Council Directive

13.12 | Paragraph 12.19(b) provides that, in some 4. art. 42a.5 Art. 42a.5 seems to allow any valuation
circumstances, the change in the fair value of the for hedged items if this valuation is in
hedging instrument in a hedge of fixed interest rate By way of derogation from Article 32, accordance with the hedging system.
risk or commaodity price risk of a commodity held Member States may in respect of any assets | Par. 13.12 is thus assess to be in
adjusts the carrying amount of the commodity. and liabilities which qualify as hedged items | accordance with the Council Directives.

under a fair value hedge accounting system,
or identified portions of such assets or
liabilities, permit valuation at the specific
amount required under that system.
13.13 | Examples of costs excluded from the cost of 4. art. 35.3: The paragraph seems to be in

inventories and recognised as expenses in the period
in which they are incurred are:

(a) abnormal amounts of wasted materials, labour or
other production costs.

(b) storage costs, unless those costs are necessary
during the production process before a further

(a) The production cost shall be calculated
by adding to the purchasing price of the raw
materials and consumables the costs directly
attributable to the product in question.

accordance with the Fourth Council
Directive art. 35.3.
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production stage.

(c) administrative overheads that do not contribute to
bringing inventories to their present location and
condition.

(d) selling costs.

(b) A reasonable proportion of the costs
which are only indirectly attributable to the
product in question may be added into the
production costs to the extent that they
relate to the period of production.

13.14 | To the extent that service providers have inventories, | 4. art. 35.3: The paragraph seems to be in
they measure them at the costs of their production. accordance with the Fourth Council
These costs consist primarily of the labour and other (a) The production cost shall be calculated Directive art. 35.3.
costs of personnel directly engaged in providing the by adding to the purchasing price of the raw
service, including supervisory personnel, and materials and consumables the costs directly
attributable overheads. Labour and other costs attributable to the product in question.
relating to sales and general administrative personnel
are not included but are recognised as expenses in (b) A reasonable proportion of the costs
the period in which they are incurred. The cost of which are only indirectly attributable to the
inventories of a service provider does not include product in question may be added into the
profit margins or non-attributable overheads that are production costs to the extent that they
often factored into prices charged by service relate to the period of production.
providers.

13.15 | Section 34 requires that inventories comprising Art. 42e: Art. 42e allows Member States to specify
agricultural produce that an entity has harvested from that non-financial assets should or could
its biological assets should be measured on initial By way of derogation from Article 32, be measured by reference to fair value.
recognition at their fair value less estimated costs to member States may permit or require in
sell at the point of harvest. This becomes the cost of respect of all companies or any classes of It is assessed not to be incompatible with
the inventories at that date for application of this company the valuation of specified art. 35.3 to assume that this value is the
section. categories of assets other than financial costs directly attributable to the

instruments at amounts determined by O6productiond of the
reference to fair value.
4. art. 35.3:
(a) The production cost shall be calculated
by adding to the purchasing price of the raw
materials and consumables the costs directly
attributable to the product in question.
13.16 | An entity may use techniques such as the standard 4. art. 35.3: Firstly, it is noted that par. 13.16 is only

cost method, the retail method or most recent
purchase price for measuring the cost of inventories if
the result approximates cost. Standard costs take into
account normal levels of materials and supplies,
labour, efficiency and capacity utilisation. They are
regularly reviewed and, if necessary, revised in the

(a) The production cost shall be calculated
by adding to the purchasing price of the raw
materials and consumables the costs directly
attributable to the product in question.

an option. Accordingly, the paragraph
does not result in IFRS for SMEs being
incompatible with the Council Directives,
as it would be possible to measure
inventories at cost under both IFRS for
SMEs and the Council Directives.
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light of current conditions. The retail method
measures cost by reducing the sales value of the
inventory by the appropriate percentage gross
margin.

(b) A reasonable proportion of the costs
which are only indirectly attributable to the
product in question may be added into the
production costs to the extent that they
relate to the period of production.

4. art. 33.1

The Member States may declare to the
Commission that they reserve the power, by
way of derogation from Article 32 and
pending subsequent coordination, to permit
or require in respect of all companies

or any classes of companies:

(a) valuation by the replacement value
method for tangible fixed assets

with limited useful economic lives and for
stocks;

The use of e.g. the retail method or most
recent purchase price will result in a
different result than what would result
from applying a cost method in
accordance with the Fourth Council
Directive. However, par. 13.16 states
that the method can only be used if it
approximates cost (as calculated by
IFRS). As appears above, the way cost
is calculated according to IFRS for SMEs
in relation to inventory is in accordance
with the Council Directives. Therefore,
use of e.g. retail method or most recent
purchase price according to IFRS for
SMEs can only be used if it would
approximates cost as calculated by the
Council Directives. As it has also been
assessed that the Council Directives
could be interpreted as including a
materiality threshold, it could be argued i
for materiality reasons 1 that measuring
inventories using the retail method or
most recent purchase price if the result
approximates cost would not be
incompatible with the Council Directives.

It is also noted that the retail method was
also included in IAS 2 as of 1 May 2002,
which previously has been assessed to
be compatible with the Council Directives.

13.17 | An entity shall measure the cost of inventories of 4. art. 40.1 The requirements of IFRS for SMEs
items that are not ordinarily interchangeable and seem to be the basic rule also in the
goods or services produced and segregated for The Member States may permit the Council Directives. Accordingly, par.
specific projects by using specific identification of their | purchase price or production cost of stocks 13.17 is assessed to be in accordance
individual costs. of goods of the same category and all with the Council Directives.

fungible items including investments to be
calculated either on the basis of weighted
averageprices or by the of
(FI FO) method, the oI
method, or some similar method.
13.18 | An entity shall measure the cost of inventories, other 4. art. 40.1 IFRS for SMEs seems to within the

100




than those dealt with in paragraph 13.17, by using the
first-in, first-out (FIFO) or weighted average cost
formula. An entity shall use the same cost formula for
all inventories having a similar nature and use to the
entity. For inventories with a different nature or use,
different cost formulas may be justified. The last-in,

The Member States may permit the
purchase price or production cost of stocks
of goods of the same category and all
fungible items including investments to be
calculated either on the basis of weighted

permission given by the Council
Directives

first-out method (LIFO) is not permitted by this IFRS. average prices or by
(FI' FO) methed, inhefor
method, or some similar method.
13.19 | Paragraphs 27.21 27.4 require an entity to assess at 4. art. 39.1 It is in accordance with art. 39. 1 of the

the end of each reporting period whether any
inventories are impaired, ie the carrying amount is not
fully recoverable (eg because of damage,
obsolescence or declining selling prices). If an

item (or group of items) of inventory is impaired, those
paragraphs require the entity to measure the
inventory at its selling price less costs to complete
and sell, and to recognise an impairment loss. Those
paragraphs also require a reversal of a prior
impairment in some circumstances.

(a) Current assets must be valued at
purchase price or production cost, without
prejudice to (b) and (c) below.

(b) Value adjustments shall be made in
respect of current assets with a view to
showing them at the lower market value or,
in particular circumstances, another lower
value to be attributed to them at the balance
sheet date.

(c) The Member States may permit
exceptional value adjustments where, on the
basis of a reasonable commercial
assessment, these are necessary if the
valuation of these items is not to be modified
in the near future because of fluctuations in
value. The amount of these value
adjustments must be disclosed separately

in the profit and loss account or in the notes
on the accounts.

(d) Valuation at the lower value provided for
in (b) and (c) may not be continued if the
reasons for which the value adjustments
were made have ceased to apply.

(e) If current assets are the subject of
exceptional value adjustments for taxation
purposes alone, the amount of the
adjustments and the reasons for making

Fourth Council Directive to impair
inventories and reverse the impairment.
The requirements of paragraphs 27.2 1
27.4 are assessed below.
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them must be disclosed in the notes on the
accounts.

13.20 | When inventories are sold, the entity shall recognise According to art. 237 art .26 of the Fourth The requirements of paragraph 13.20
the carrying amount of those inventories as an Council Directive it follows that cost of sales | seem to be in accordance with the Fourth
expense in the period in which the related revenue is | (or reduction in stocks of finished goods) Council Directive
recognised. should be included on the face of the profit

or loss account

13.21 | Some inventories may be allocated to other asset 4, art. 35.2-3(a) Itis in accordance with the Council
accounts, for example, inventory used as a Directives to include inventory as a
component of self-constructed property, plant or The purchase price shall be calculated by component of self-constructed property,
equipment. Inventories allocated to another asset in adding to the price paid the expenses plant or equipment.
this way are accounted for subsequently in incidental thereto.
accordance with the section of this IFRS relevant to
that type of asset. (a) The production cost shall be calculated

by adding to the purchasing price of the raw
materials and consumables the costs directly
attributable to the product in question.
13.22 | This paragraph includes disclosure requirements. If This paragraph includes disclosure

the disclosures are provided in the notes it will not
result in any conflicts.

requirements. If the disclosures are
provided in the notes it will not result in
any conflicts.

Investments in Associates

14.1 | This section applies to accounting for associates in This paragraph only states when section
consolidated financial statements and in the financial 14 of IFRS for SMEs should be used. No
statements of an investor that is not a parent but resulting compatibility issues.
that has an investment in one or more associates.

Paragraph 9.26 establishes the requirements for
accounting for associates in separate financial
statements.
14.2 | An associate is an entity, including an unincorporated | 4. art. 17 The definition is not in itself incompatible

entity such as a partnership, over which the investor
has significant influence and that is neither a
subsidiary nor an interest in a joint venture.

For the purposes of this Directive,
participating interest shall mean rights in the
capital of other undertakings, whether or not
represented by certificates, which, by
creating a durable link with those
undertakings, are intended to contribute to
the company's activities.

7. art. 33

1. Where an undertaking included in a

with the Council Directives. However, the
fact that the definition for example affects
what entities can measure using the
equity method, could result in the different
definitions leading to conflicts.
Accordingly, it could be questioned
whether the fact that art. 17 of the Council
Directives focus on
linké whereas | FRS
include this requirement could result in a
conflict if
linké criteri

on ar e

entiti e}

1
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