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IFRS for SMEs 

The IFRS for Small and Medium- sized Entities 

The International Financial Reporting Standard for Small and Medium-Sized Entities (“IFRS 
for SMEs”) is a simplified version of full IFRS aimed at the needs of private companies. 

Published by the International Accounting Standards Board (IASB) on 9 July 2009, the IFRS for SMEs has the potential to revolutionise and harmonise financial reporting by private companies across the world. 

Why has the IASB issued this Standard? 

In short, the answer is to respond to a demand. Full IFRS is developed primarily for publicly-traded entities. Right now over 100 countries require or permit the use of IFRS-based standards for such companies. 
However, there are far more privately held companies than publicly-traded ones. Many private companies prepare financial statements but, in much of the world, these statements 
are based on local requirements.

Now, for the first time, there is an internationally recognised reporting framework for private companies intended to assist those involved in their financing, to assess performance and make decisions 
on a like-for-like basis. 
Furthermore a cost-benefit approach 
has been taken in developing the IFRS 
for SMEs, with the emphasis being
on easing the financial reporting burden 
on private companies. 


Who can use the IFRS for SMEs?

The term ‘Small and Medium-sized Entities’ 
is slightly misleading. The applicability of IFRS for SMEs is not in fact based on any explicit ‘size’ criteria. 

It is up to individual jurisdictions to decide which entities will be required or permitted 
to use the IFRS for SMEs

Small and Medium-sized Entities are instead defined as entities that publish general purpose financial statements for external users and 
do not have public accountability. 

An entity is publicly accountable if it:

•
files, or is in the process of filing, its financial statements with a securities commission or other regulatory organisation for the purpose of issuing any class of instruments in a public market; 
or

•
it holds assets in a fiduciary capacity for a broad group of outsiders as one of its primary businesses (eg banks, insurance companies, and mutual funds).

The IFRS for SMEs is effective immediately on issue. It is however up to individual jurisdictions to decide which entities will be required or permitted to use the IFRS for SMEs – the Standard does not itself deal with this question.

The IFRS for SMEs is separate from full IFRS and is therefore available for any jurisdiction to adopt whether or not it has adopted full IFRS. 

Some 99% of private entities around the world are expected to fall within the scope of the IFRS for SMEs

What does the IFRS for SMEs look like?

The IFRS for SMEs is a self-contained standard of less than 230 pages built 
on the foundation of full IFRS. 

Many of the principles for recognising and measuring assets, liabilities, income and expenses have however been simplified. Furthermore, topics not relevant to SMEs 
have been omitted, and the number of required disclosures has been significantly reduced.  Future revisions to the IFRS for SMEs will be limited to once every three years, providing 
a stable platform to both preparers and users 
of financial statements prepared under it.

IFRS for SMEs compared to full IFRS

Full IFRS


Numbered by Standard




Around 3.000 potential disclosures
 

Around 2.800 pages in length 

Updated several times a year



IFRS for SMEs

Organised by topic (eg inventories)

Around 300 potential disclosures

Less than 230 pages

Anticipated to be updated on a 3-yearly basis

What are the simplifications compared 
to full IFRS?

Compared to full IFRS, the IFRS for SMEs contains a number of simplifications. 
Principal amongst these are the use of simplified drafting in writing the Standard, making the final document easier to understand and follow, and a reduced number of disclosures to be made when preparing financial statements.

The IFRS for SMEs also omits a number 
of topics found in full IFRS that are not considered to be relevant to the needs 
of small and medium-sized entities.  

Topics omitted from the IFRS for SMEs:

•
Segment reporting

•
Interim reporting

•
Earnings per share

•
Insurance

•
Assets held for sale

The IFRS for SMEs is further simplified 
by including only the simpler option 
(or a modified version of the simpler option) 
in many of the areas where full IFRS has a choice of alternative accounting treatments.

Unlike full IFRS, the IFRS for SMEs contains illustrative financial statements and a disclosure checklist. 

With around only 300 potential disclosure requirements, compared to 3,000 under full IFRS, the advantages of the IFRS for SMEs 
in terms of the amount of time to be spent preparing the financial statements are already clear. 

The IFRS for SMEs also contains important simplifications to the recognition and measurement principles 
in full IFRS. The following table sets out some of the main simplifications:

Recognition and measurement simplifications – examples:

	Subject
	Full IFRS
	IFRS for SMEs

	Goodwill
	•
Goodwill not amortised but annual impairment testing required
	•
Goodwill amortised (presumed life of 10 years where a reliable estimate of useful life cannot be made)

•
Impairment testing only needed where indicator of impairment exists

	Research and

development
	•
Development costs capitalised where 6 specific criteria are met

	•
All research and development costs expensed

	Financial instruments
	•
4 categories of financial instruments

•
Hedge accounting only possible where strict documentation and effectiveness requirements are met



•
Over 100 pages of detailed implementation guidance
	•
2 categories (amortised cost or fair value through profit or loss)

•
Much simplified (albeit restricted) rules on the use of hedge accounting

	Borrowing costs
	•
Borrowing costs directly attributable  to acquisition, construction or production of a qualifying asset are capitalised

•
Distinction drawn between general borrowing costs and specific borrowing costs

•
For general borrowings, a capitalisation rate, based on the weighted average of borrowing rates applicable to the general outstanding borrowings during the period, is applied to determine the amount to 

be capitalised
	•
All borrowing costs are expensed


Why should jurisdictions consider adopting 
the IFRS for SMEs?

It is expected that the IFRS for SMEs will be particularly welcome in those countries that currently require full IFRS to be used for all entities, listed 
and unlisted, due to the reduced complexity of the Standard compared to full IFRS.

In addition, many countries permit full IFRS 
to be used by some of their unlisted companies. These countries may also benefit from the adoption of the simplified framework of the IFRS for SMEs. 

For those countries not currently using full IFRS 
for private entities, the IFRS for SMEs may also offer advantages in terms of being easier to apply than local GAAP, or enabling companies to attract funding from overseas sources. 

It is not just private businesses that may benefit. Most listed companies have subsidiaries and many 
of those subsidiaries are required to produce individual financial statements. Those listed companies may apply full IFRS at group level but 
be faced with several different national requirements at subsidiary level. IFRS for SMEs offers an opportunity to harmonise reporting by subsidiaries based on a framework that is founded on full IFRS but is significantly simpler.

When and how will the IFRS for SMEs 
affect my business?

It depends where you are based, which in turn usually determines the accounting rules that currently apply to you. Over the coming months, regulators in individual countries will consider the new standard, consult locally and decide whether and when the IFRS for SMEs should be used in their jurisdiction. 

If the IFRS for SMEs is adopted in your country, there will be new terminology to learn and changes to make to your information systems. In addition, changing from local GAAP to the IFRS for SMEs may have an effect on the actual operations of the company. Potential areas of impact include:

Distributable profits

•
where the calculation of profits available 
for distribution in a country is interlinked with the calculation of accounting profits, consideration will need to be given to the impact of any changes resulting from adopting the IFRS for SMEs 

•
for example, the recognition of deficits 
on defined benefit pension plans or 
the effect of items that are accounted 
for at fair value through profit or loss

Tax

•
in some countries, a move away from 
local GAAP will have implications for tax. Where this is the case, consideration will need to be given to the effect on cash payments and future tax planning 

Impact on loan covenants

•
Consideration will need to be given to 
the effect of adopting the IFRS for SMEs (changes in gearing, etc) on loan covenants and other agreements with borrowers

Where the IFRS for SMEs is to be adopted, more detailed consideration will need to be given to the transition to the new Standard. For example, advance planning may be required to gather the information needed for the comparatives in the financial statements and the opening balance sheet at the start of that earliest comparative period.

What happens next? What can I do now?

Make sure your voice is heard in any local consultation on whether the IFRS for SMEs 
should be adopted. 

The IFRS for SMEs could transform the way privately held businesses prepare their financial statements, offering a unique opportunity to create 
a standardised accounting framework for such businesses throughout the world.

Of course there are always costs to be incurred when changing from one financial reporting framework to another. The benefits of the IFRS for SMEs are clear however and for many companies will outweigh any short term conversion disruption. Therefore private companies around the world should get engaged in the consultation on its use in their jurisdiction
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