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Small and medium-sized entities (SMEs) dominate the business world.  In virtually every jurisdiction, 

from the largest economies down to the smallest, over 99% of companies have fewer than 50 employees.  

There are 21 million SMEs in the European Union, and 20 million in the United States alone.

In most jurisdictions, the law requires all or many of these companies to prepare financial statements and, 

often, to have them audited.  Normally, the financial statements are filed with the government and available to 

the public, or are posted on a website, or are available on request.  

Who uses them? Present and potential lenders (banks and others), vendors, customers, credit rating agencies, 

family shareholders, venture capital companies, and other capital providers. 

Which accounting standards do SMEs follow in preparing their financial statements? The global trend, in 

the past decade, has been for jurisdictions to adopt International Financial Reporting Standards (IFRSs) directly 

or to converge their local generally accepted accounting practice (GAAP) to IFRSs.  Securities regulators actively 

encouraged this trend, because IFRSs are designed to meet the needs of companies whose securities trade 

in public capital markets. This has increased the scope and complexity of issues covered in IFRSs, the amount 

of implementation guidance, and the volume of disclosures. The 2009 Bound Volume of IFRSs has grown to 

2,855 pages. 

In many countries, this complexity has been pushed down to SMEs. SMEs have become increasingly vocal 

about the burden of complex standards on them as financial statement preparers and about the relevancy of 

the resulting information to those who use small company financial statements.  

A reality in some jurisdictions is that the quality of implementation of full IFRSs (or converged local equivalents) 

is less than stellar. Some jurisdictions have developed their own SME standards, but often these have serious 

limitations from the user’s perspective, are not readily understood by lenders and other capital providers, 

particularly across borders, have limited support (e.g. textbooks and software), and are sometimes weakly 

enforced.

If capital providers do not understand or have confidence in the financial information they receive, an SME’s 

access to, and cost of capital will suffer.

The IFRS for SMEs, issued by the IASB in July 2009, responds to these concerns. It is a 230-page self-contained 

standard tailored for the needs and capabilities of smaller businesses. Many of the principles in full IFRSs for 

recognising and measuring assets, liabilities, income, and expenses have been simplified; topics not relevant 

to SMEs have been omitted; and the number of required disclosures has been significantly reduced.  To further 

lessen the reporting burden for SMEs, revisions to the IFRS will be limited to once every three years.

The IFRS for SMEs is separate from full IFRSs and is therefore available for any jurisdiction to adopt, whether 

or not it has adopted the full IFRSs. It is also the responsibilty of each jurisdiction to determine which entities 

should use the standard. IFRS for SMEs was effective immediately on issue.

To support the implementation of the IFRS for SMEs, the International Accounting Standards Committee 

Foundation is developing comprehensive training material that will be available for free.

The South African Institute of Chartered Accountants was the first country in the world to adopt the IFRS 

for SMEs as its national SME standard. We expect many others to follow South Africa’s example. The IASB 

is extremely grateful to SAICA for taking the lead and for promoting the IFRS for SMEs by publishing this 

informative booklet.

Paul Pacter 

Director of Standards for SMEs 

International Accounting Standards Board 

August 2009
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Preface

The IFRS for Small and 

Medium-sized Entities (IFRS for 

SMEs) is organised by topic, 

with each topic presented in 

a separate section. All of the 

paragraphs in the standard 

have equal authority. The 

standard is a stand-alone 

document with only one 

optional cross-reference to full 

IFRS for financial instruments, 

which relates to financial 

instruments (see section 11 and 12).

The standard is appropriate 

for general purpose financial 

statements. General purpose 

financial statements are 

directed towards the common 

information needs of a wide 

range of users, for example, 

shareholders, creditors, 

employees and the public at 

large.

The International Accounting 

Standards Board (IASB) intends 

to issue a comprehensively 

reviewed IFRS for SMEs after 

this version has been in use 

for  two years, to address 

any issues that may arise. 

Thereafter, a compilation of 

amendments will be issued 

every three years.

Objectives

To develop a set of high 

quality, understandable and 

enforceable global standards 

for SMEs.

The IFRS for SMEs will provide 

a framework that allows 

financial statements to be 

prepared for use by lenders, 

vendors and other creditors, 

outside investors, credit rating 

agencies, and other external 

parties.  The goal is to improve 

the SMEs’ access to capital.

The resulting financial 

statements are likely to be 

useful for preparing tax returns 

or determining distributable 

income only after adjustments 

to reflect local laws.
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Section 1: Small and Medium-sized Entities

accountability, and publish general purpose financial statements for external users. 

o its debt or equity instruments are traded in a public market or it is in the process of issuing such 

instruments for trading in a public market; or

o the entity holds assets in a fiduciary capacity for a broad group of outsiders as one of its primary 

businesses. 

business activities, this does not make them publicly accountable. Entities that fall into this category may 

include travel agents, schools or charities.

Section 2: Concepts and Pervasive Principles

position, performance and cash flows of the entity.

substance over form, prudence, completeness, comparability, timeliness and a balance between benefit and 

cost.

benefits and the reliability of measurement.

income, and expense.

value. 

Section 3: Financial Statement Presentation

standard must be complied with. 

prior-year information, and include all material items.

o A statement of financial position;

o Either:

o A statement of changes in equity;

o A statement of cash flows; and 

o Notes to the financial statements.

and statement of changes in equity if the only movements in equity for the period relate to profit and loss, 

dividends, errors and changes in accounting policy. 
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Section 4: Statement of Financial Position

reliable and relevant.

Section 5: Statement of Comprehensive Income  

and Income Statement

income statement and a separate statement of comprehensive income.

income.

currency translation reserves.

Section 6: Statement of Changes in Equity and 

Statement of Income and Retained Earnings
 An entity is required to prepare a statement of changes in equity. If the only changes to its equity during 

the period arise from profit or loss, payment of dividends, corrections of prior period errors, and changes in 

accounting policy, it may elect to show a statement of income and retained earnings, i.e. a combined income 

statement and statement of changes in equity.

attributable to owners of the parent and non-controlling interests (previously called minority interests). 

Section 7: Statement of cash flows

Section 8: Notes to the Financial Statements

uncertainty.
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Section 9: Consolidated and Separate  

Financial Statements

parent is able to govern the financial and operating policies of an entity. It also requires the consolidation of 

special purpose entities. 

where the ultimate parent produces consolidated financial statements under full IFRSs or IFRS for SMEs.

are not held for sale using either cost or fair value through profit and loss. 

Section 10: Accounting Policies, Estimates and Errors

when determining an appropriate accounting policy:

o Requirements and guidance in the IFRS for SMEs dealing with similar or related issues. 

o The definitions, recognition criteria and measurement concepts in the IFRS for SMEs.

accounting policy. However, management is not required to do so. 

outcome or is required by the standard. Voluntary changes in accounting policies are applied retrospectively 

unless impracticable. 

Section 11: Basic Financial Instruments

instrument for another.

instruments. Each entity needs to assess whether its financial instruments falls under the scope of basic 

financial instruments only, or include other financial instruments.

Financial Instruments: Recognition and Measurement. If IAS 39 is adopted by an SME, it does not have 

to comply with the disclosure requirements of IFRS 7, Financial Instruments: Disclosure, but the disclosure 

required by sections 11 and 12 of this standard must be followed.

SMEs regarding changes in accounting policies.
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entity’s own equity leases; and most contracts involving non-financial items are all excluded from this section 

because they are covered in other sections of the standard. 

of the instrument. 

o the contractual rights to the cash flows from the financial asset expire or are settled;

o the entity transfers to another party all of the significant risks and rewards relating to the financial 

asset; or

o the entity, despite having retained some significant risks and rewards relating to the financial asset, 

has transferred the ability to sell the asset in its entirety to an unrelated third party which is able to 

exercise that ability unilaterally and without needing to impose additional restrictions on the transfer.

Summary of section 11:

therefore this section applies to all entities. Examples of basic financial instruments are - long-term loans, 

cash, demand and fixed term deposits, trade debtors and trade creditors. Other more complex financial 

instruments and transactions are dealt with in the next section.

transaction costs except in the initial measurement of financial assets and liabilities that are measured at fair 

value through profit or loss) unless the arrangement constitutes, in effect, a financing transaction. A financing 

transaction may be indicated in relation to the sale of goods or services, for example, if payment is deferred 

beyond normal business terms or is financed at a rate of interest that is not a market rate. If the arrangement 

constitutes a financing transaction, the entity shall measure the financial asset or financial liability at the 

present value of the future payments discounted at a market rate of interest for a similar debt instrument.

o Debt instruments at amortised cost using the effective interest method. 

o 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 (i.e. net of 

impairment) unless the arrangement constitutes, in effect, a financing transaction. 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. 

o Investments in non-convertible preference shares and non-puttable ordinary or preference shares:

- 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; 

and

- all other such investments shall be measured at cost less impairment.

not recognised at fair value. If an impairment indicator exists, an impairment test must be done. Reversals of 

impairments are required if they arise as a result of an event after the impairment was recognised. 
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Section 12: Other Financial Instruments Issues

basic financial instruments, for example, derivatives, shares and instruments with highly variable or uncertain 

cash flows.

price. This is exclusive of transaction costs. 

o Other financial instruments are measured at fair value at the end of each reporting period, and changes 

in fair value are recognised in profit or loss. There is an exception for equity instruments that are not 

publicly traded and whose fair value cannot otherwise be measured reliably, and contracts linked to 

such instruments that, if exercised, will result in delivery of such instruments. These instruments shall 

be measured at cost less impairment. 

o If a reliable measure of fair value is no longer available for an equity instrument that is not publicly 

traded, but is measured at fair value through profit or loss, its fair value at the last date the instrument 

was reliably measurable is treated as the cost of the instrument. Going forward, the entity shall 

measure the instrument at this cost amount less impairment until a reliable measure of fair value 

becomes available.

market. When a quoted price is not available the most recent transaction price provides evidence of fair value. 

If there is no active market or recent market transactions, a valuation technique should be used. 

for specific types of risks (e.g. interest rate risk, foreign exchange risk and foreign exchange risk on a foreign 

operation) and only if certain specified hedging instruments are used. Comprehensive hedge documentation 

and a simplified measuring of hedge effectiveness is still required.

Section 13: Inventories

in production.

its present location and condition.

and rational basis.

or reversals and any amounts pledged as security.

Section 14: Investments in Associates

to participate in the financial and operating policy decisions of the associate, but where there is neither 
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control nor joint control over those policies.

o at cost less impairment, provided there is no published price for the investment.  

(Where there is a published price, the fair value method shall be used);

o using the equity method; or

o at fair value with changes in fair value being recognised in profit and loss (fair value method).

for SMEs requires an acquirer to fair value the underlying assets and liabilities of an acquired associate, and 

account for the resulting goodwill separately. 

Section 15: Investments in Joint Ventures

-

trolled entities.

as well as its share of income earned and expenses that are incurred.

well as income it earns and expenses that are incurred.

o at cost less impairment, provided there is no published price for the investment. (Where there is a 

published price, the fair value method shall be used);

o using the equity method as for associates (see section 14 above); or

o at fair value with changes in fair value being recognised in profit and loss (fair value method).

Section 16: Investment Property
 Investment property is property (land or a building, or part of a building, or both) held by the owner or by the 

lessee under a finance lease to earn rentals or for capital appreciation or both, rather than for: 

o use in the production or supply of goods or services or for administrative purposes; or 

o sale in the ordinary course of business.

the property would otherwise have met the definition of an investment property and the entity can measure 

the fair value of its property interest without undue cost or effort.

obtained without undue cost or effort. Note that this differs from full IFRSs which permits an accounting 

policy choice between fair value and the cost model.

(refer to next page).
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Section 17: Property, Plant and Equipment
At recognition, property, plant and equipment (PPE) is measured at cost, which includes the purchase price 

and other costs to bring the asset to the location and condition necessary, as well as any future dismantling 

costs and site restoration costs, less any discounts or rebates. If payment is to occur over a period of time, 

cost is the present value of all future payments.

product or service launches, and administration and overhead expenditure.

during more than one period. 

incremental economic benefit. If not, then the repairs should be expensed.

impairment losses.

at the end of the asset’s life. The method of depreciation shall be the method that best demonstrates the life 

of the asset. Clearly identified significant components should be depreciated separately. 

that the residual value or useful life of an asset has changed since the most recent annual reporting period. 

If such indicators are present, an entity shall review its previous estimates and amend the residual values, 

depreciation methods and useful lives as required. Such changes shall be accounted for as changes in an 

accounting estimate. Impairment must be assessed at each reporting date and recognised as a current 

period expense.

should be determined. Any impairment is recognised in profit or loss.

impairment test shall be performed to determine the extent, if any, of impairment.

this may result in gains or losses to be recognised in profit and loss for that period.

depreciation, reconciliation showing additions, disposals, acquisitions, impairments, depreciation, any foreign 

exchange differences, and other changes, shall all be disclosed.

Section 18: Intangible Assets other than Goodwill
n-monetary asset, without physical substance is recognised as an asset when it is probable 

that future economic benefits will result and the cost can be measured reliably.

o Generally measured at cost, which may include its actual cost, costs to bring it to use, less any 

discounts. 

o Measured at fair value in the event of an exchange of assets, as part of a business combination, or as 

a result, in certain instances of a government grant. 
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forms part of the cost of another asset that meets the recognition criteria in terms of IFRS for SMEs. 

start-up costs, training costs, advertising, and relocating a division or entity.

and any accumulated impairment losses.

legal rights the useful life shall not exceed the period of the contractual or legal rights, but may be shorter 

depending on the period over which the entity expects to use the assets. If an entity cannot reliably estimate 

the expected useful life of an intangible asset, the life shall be presumed to be 10 years. 

market prices may indicate that the residual value or useful life of an intangible asset has changed since the 

most recent annual reporting date. If such indicators are present an entity shall review its previous estimates 

and amend the residual value, amortisation method or useful life where appropriate. The entity shall account 

for any such changes as changes in accounting estimates.

amortisation, reconciliation showing additions, disposals, acquisitions, impairments, amortisation, and other 

changes shall all be disclosed.

Section 19: Business Combinations and Goodwill

combination at acquisition date if it is probable and can be reliably measured. However, if the potential 

adjustment is not recognised at acquisition date, but subsequently becomes probable and reliably measurable, 

the additional consideration shall be treated as an adjustment to the cost of the combination (i.e. an adjustment 

to goodwill).

acquired including a provision for contingent liabilities of the acquiree that can be reliably measured at fair 

parent’s share of the subsidiary. 

combination occurs, provisional amounts can be used for the items for which the accounting is incomplete. 

The entity has 12 months from the acquisition date to finalise the provisional accounting and shall make any 

adjustments required as if they were made at the acquisition date. After the 12 months, the only changes to 

be made shall be to correct an error in accordance with section 10. 

losses. If an entity cannot determine the period over which the economic benefits are expected, goodwill 

shall be amortised over a period not exceeding 10 years.

reporting period, showing changes arising from business combinations, impairment losses and disposals of 

previously acquired businesses. 
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Section 20: Leases

incidental to ownership being transferred to the lessee, whilst operating leases do not. 

is for the major part of the economic life of the asset; leased assets are of a specialised nature; the present 

value of the minimum lease payments amounts to substantially all of the fair value of the asset; the lessee 

bears the lessor losses if cancelled; a secondary rental period at below market rates; and the residual value 

risk borne by the lessee. 

value of the minimum lease payments. Any direct costs of the lessee are added to the asset amount 

recognised. Subsequently, payments are to be split between a finance charge and reduction of the liability. 

The asset should be depreciated either over the useful life or the lease term. 

increase in line with expected general inflation or another systematic basis which is a better representative 

of the time pattern of the user’s benefit.

the lease. The net investment in a lease is the lessor’s gross investment in the lease (including unguaranteed 

residual value) discounted at the interest rate implicit in the lease. 

in the initial measurement of the finance lease receivable and reduce the amount of income recognised over 

the lease term.

investment in the lease has changed significantly, the income allocation over the lease term is revised, and 

any reduction in respect of amounts accrued is recognised immediately in profit or loss.

o profit or loss equivalent to the profit or loss resulting from an outright sale of the asset being leased, 

at normal selling prices, reflecting any applicable volume or trade discounts; and 

o finance income over the lease term.

is the fair value of the asset or, if lower, the present value of the minimum lease payments accruing to the 

lessor, computed at a market rate of interest.

different, of the leased property less the present value of the unguaranteed residual value. The difference 

between the sales revenue and the cost of sale is the selling profit, which is recognised in accordance with 

the entity’s policy for outright sales.

market rate of interest were charged. Costs incurred by manufacturer or dealer lessors in connection with 

negotiating and arranging a lease shall be recognised as an expense when the selling profit is recognised.
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the straight line basis, unless payments are structured to increase in line with expected general inflation or 

another systematic basis which is a better representative of the time pattern of the user’s benefit.

Sale and leaseback:

recognise the excess over the lease term.

recognise immediately any profits or losses. 

Section 21: Provisions and Contingencies
Provisions:

entity will be required to transfer economic benefits; and the amount can be estimated reliably.

expectations having been created from past events. However, these do not include any future actions. Nor 

can expected future losses be recognised as provisions.

account, if material, the time value of money. When the provision has a reimbursive condition from a third 

party, the reimbursement asset is to be recognised separately only when it is virtually certain payment will 

be received. 

estimate. Any adjustments are recognised in profit and loss, while any unwinding of discounting shall be 

treated as a finance cost.

Contingent liabilities:

or amount and the possibility of reimbursement.

Contingent assets:

Prejudicial disclosure:

contingent assets can be expected to seriously prejudice the position of the entity in a dispute with other 

parties, the standard allows an exception. In such cases, an entity need not disclose the information, but shall 

disclose the general nature of the dispute, together with the fact that, and reason why, the information has 

not been disclosed.

Section 22: Liabilities and Equity

exchange for the instruments. The instruments are measured at the fair value of cash or resources received, net 

of direct costs of issuing the equity instruments, unless the time value of money is significant, in which case 

initial measurement is at the present value of the amount.

r 

equity instruments. 
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has an unconditional right to refuse redemption of the members’ shares or the redemption is unconditionally 

prohibited by local law, regulation or the entity’s governing charter. If the entity cannot refuse redemption, the 

members’ shares are classified as liabilities. 

o The holder is entitled to a pro rata share of the entity’s net assets in the event of liquidation;

o The instrument is the most subordinate class of instrument;

o All financial instruments in the most subordinate class have identical features; 

o Apart from the puttable features, the instrument includes no other financial instrument features; and

o The total expected cash flows attributable to the instrument over the life of the instrument are 

based substantially on the change in the value of the entity.

truments are deemed to be equity if they impose on the entity an obligation to deliver to another party a 

pro rata share of the net assets of the entity only on liquidation. 

reclassify amounts within equity as required.

as an offset to equity in the statement of financial position and not as an asset. 

the cash or other resources received, the cash or resources are recognised as an increase in equity. 

issued.

by the entity at issuance. The liability is measured at fair value, with the difference being the equity component. 

The liability is subsequently measured using the effective interest rate method. 

received shall be deducted from equity. No gain or loss shall be recognised in profit and loss on the subsequent 

resale of treasury shares.

recognised in profit and loss. These are equity transactions between the entity and its owners.

obligation to distribute the non-cash assets. The dividend liability is measured at the fair value of the assets 

to be distributed.

Section 23: Revenue

and the use by others of your assets, yielding interest, royalties or dividends.

equity accounted entities (section 14 and 15) changes in fair value of financial instruments (section 11 and 12), 

initial recognition and subsequent re-measurement of biological assets (section 34) and initial recognition of 

agricultural produce (section 34).

trade discounts or rebates, including volume rebates and prompt settlement discounts. 
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present value of all future receipts. The difference is recognised as interest revenue.

remains; the amount of revenue and costs can be measured reliably; it is probable that benefits will flow to 

the entity; and costs can be measured reliably. 

estimated reliably; there is a probable inflow of benefits; the stage of completion can be measured; and costs 

incurred and that will be incurred can be reliably estimated. If the outcome is unreliable, then revenue should 

be recognised to the extent of the expenses incurred. 

reduce the amount of revenue that is recognised upfront. The revenue related to the award credits is deferred 

and recognised when the awards are redeemed.

occur and it can be reliably measured. Interest is recognised using the effective interest method, royalties on 

an accrual basis per the agreement and dividends when the right to receive the dividend is established.

is probable. Revenue is then recognised based on the stage of completion. An estimation of the stage of 

completion requires estimates of future costs, billings and time frames to completion.

to apply it to each separately identifiable component of a contract, or group of contracts collectively. 

Section 24: Government Grants

if there are conditions, they should only be recognised when the conditions are met.

Section 25: Borrowing Costs

obligations. 

period of time to construct. Therefore, there is no option to capitalise borrowing costs.

Section 26: Share-based Payment

 Equity settled: 

o These transactions shall be recorded at the fair value of the goods and services received, if this can 

be estimated reliably.

o For transactions with employees or where the fair value of goods and services received cannot be 

reliably measured, these should be measured with reference to the fair value of the equity instruments 

granted.
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o A liability is to be measured at fair value on grant date and subsequently at each reporting date as well 

as settlement date, with each adjustment being recognised in profit and loss for the period.

o Account for all such transactions as cash settled, unless the entity has a past practice of settling by 

issuing equity instruments or the option has no commercial substance because the cash settlement 

amount bears no relationship to, and is likely to be lower in value than, the fair value of the equity 

instrument.

as the service is rendered.

without providing goods or services that can be specifically identified (or by providing goods or services that 

are clearly less than the fair value of the equity instruments granted). These are equity-settled share-based 

payment transactions within the scope of this section.

Section 27: Impairment of Assets

o At each reporting date, the carrying amount of the inventory should be compared to the selling price 

less costs to complete and sell. If the item is impaired, the amount shall be recognised immediately 

in profit and loss for the period. 

o When the circumstances that led to the impairment no longer exist, the impairment may be reversed. 

o An entity shall assess, at each reporting date, whether there is an indicator of impairment. If there is, 

the carrying amount of the assets should be compared to the recoverable amount, and any resulting 

impairment recognised. 

o The recoverable amount is the higher of the fair value less costs to sell and the value-in-use.

o If an impairment indicator exists, the entity should review the useful life and the depreciation methods 

even though an impairment loss may not be recognised. 

o When the circumstances that led to the impairment no longer exist, the impairment may be reversed.

o If it is not possible to estimate the recoverable amount of an individual asset, the cash-generating unit 

to which the asset belongs needs to be identified and tested for impairment.

o An entity shall assess at each reporting date whether there is an indicator of impairment of goodwill. 

o If there is an indicator of impairment, the entity should: allocate the goodwill to components of the 

entity that benefit from the goodwill; measure the fair value of the components; compare the fair 

value to the carrying amount of the component; recognise any resulting impairment first against the 

goodwill and then against the non-current assets of the component. 

o No reversal of goodwill impairments is permitted.
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Section 28: Employee Benefits

o Measured at an undiscounted rate and recognised as services are rendered. Other costs, such as 

annual leave, are recognised as the related services are rendered if the costs accumulate, otherwise 

the cost is expensed when the leave is taken or used. Bonus payments are only recognised when an 

obligation exists and the amount can be reliably estimated.

o Contributions are recognised as a liability and expensed when the contributions are due. Any 

prepayments of contributions made shall be recognised as assets.

o Recognise a liability based on the net of, present value of defined benefit obligations less the fair 

value of any plan assets, at the balance sheet date.

o The projected unit credit method is required, provided it does not involve undue cost or effort. 

Simplifications are incorporated to overcome the requirement to use the projected unit credit method.

o An alternative accounting policy option is allowed for actuarial gains and losses. The alternative allows 

the recognition in other comprehensive income.

o The entity shall recognise a liability at the present value of the benefit obligation, less any fair value of 

plan assets.

o These are recognised immediately in profit and loss when certain requirements are met, as there are 

no future economic benefits to the entity.

Section 29: Income Tax

o An entity recognises a current tax liability should the current tax payable exceed the current tax paid 

at that point in time. A current tax asset is recognised when current tax paid exceeds current tax 

payable or the entity has carried a loss forward from the prior year and this can be used to recover 

current tax in the current or future years.

o Current tax assets and liabilities for current and prior periods shall be measured at the actual amount 

that is owed or owing using the applicable tax rates enacted or substantively enacted at the reporting 

date. The measurement shall include the effect of the possible outcomes of a review by the tax 

authorities.

o A temporary difference is a difference between the carrying amount of an asset, liability or other 

items and its tax basis that will result in a taxable or deductible amount in the future. The term “other 

items” includes items that are not recognised as assets or liabilities in the statement of financial 

position.

o The tax basis is the measurement of an asset, liability or equity instrument under applicable 

substantively enacted tax law at the reporting date. A notion of a tax balance sheet is created.

o Deferred tax is based on the recovery or settlement of assets and liabilities at their current  

carrying amounts. 
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o A deferred tax liability is recognised for income tax payable in the future reporting periods in respect 

of temporary differences. 

o Deferred tax assets shall be recognised in full for income tax recoverable in future periods in respect 

of temporary differences, unused tax losses and unused tax credits. However a valuation allowance 

is required where future taxable profit is not probable. 

o Two exemptions are available. Deferred tax is not recognised for the initial recognition of goodwill. 

Deferred tax is also not recognised for temporary differences associated with unremitted earnings 

from foreign subsidiaries, branches, associates and joint ventures in certain instances. 

o Recognition of changes in current or deferred tax must be allocated to the related components of 

profit or loss, other comprehensive income and equity. 

o No discounting of deferred tax balances is allowed.

Section 30: Foreign Currency Translation

in which it operates. A change in functional currency is applied prospectively from the date of the change.

o On initial recognition, an entity shall record the transaction by applying the spot rate at the date of the 

transaction. An average rate may be used, unless there are significant fluctuations in the rate.

o At reporting date, the entity shall translate foreign currency monetary items using the closing rate. 

Translation of non-monetary items depends on whether they are recognised at historical cost or fair 

value. For non-monetary items measured using historical cost, the exchange rate at the date of the 

transaction shall be used, whilst for non-monetary items measured using fair value, the exchange rate 

at the date when the fair value was determined shall be used.

items that form part of the investment in foreign operations and the translation into a different presentation 

currency.

operation, is recognised in profit or loss in the financial statements of the individual entities. However, in 

the consolidated financial statements such exchange differences are recognised in other comprehensive 

income.

income. This will include the translation of foreign subsidiaries. 

and translated at the closing rate at year end.

calculation of the profit and loss on disposal. 

Section 31: Hyperinflation

including where a county’s cumulative inflation rate approaches or exceeds 100% over a 3 year period, wealth 

is maintained in non-monetary assets or foreign currencies and where interest rates, wages and prices are 

linked to a price index.
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reporting period. The presentation currency is the hyperinflation currency in which the financial statements 

are presented. Comparative information and any information presented in respect of earlier periods must also 

be restated in the presentation currency using the most recent index.

general purchasing power. If available, a general price index, which may be produced by the government, is 

used.

restated by applying the general price index. Different restatement procedures are provided for monetary and 

other items. Special restatement procedures apply to equity and retained earnings. 

at the presentation currency at the end of the reporting period. These amounts are restated by applying the 

general price index from the dates when they were recorded.

those assets and liabilities linked by agreement to changes in prices.

Section 32: Events after the end of the Reporting Period

o An entity should adjust amounts recognised in the financial statements to reflect events that provide 

evidence of conditions that existed at the reporting date. 

o No adjustment is made for events that are indicative of events that arose after the reporting date. The 

entity shall disclose the nature of the event and an estimate of its financial effect. 

o Dividends approved after the balance sheet date shall not be recognised as a liability at year end. 

Section 33: Related Party Disclosures

controlling party.

long-term benefits, termination benefits and share-based payments. Key management personnel are persons 

responsible for planning, directing and controlling the activities of an entity, and include executive and non-

executive directors. 

o Nature of the relationship.

o Information about the transactions and outstanding balances necessary to understand the potential 

impact on the financial statements.

o Amount of the transaction.

o Provisions for uncollectible receivables.

o Any expense recognised during the period in respect of an amount owed by a related party.
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Section 34: Specialised Industries
Agriculture:

o Where the fair value of each biological asset is readily determinable without undue cost or effort, an 

entity engaged in agricultural activity shall apply the fair value through profit or loss model. 

o Where the fair value is not readily determinable, or is determinable only with undue cost or effort, the 

entity shall measure its biological assets at cost less accumulated depreciation and impairment. 

o At harvest, agricultural produce shall be measured at fair value less estimated costs to sell.

o Expenditure on tangible or intangible assets to be used in extractive activities shall be accounted for 

under section 17 (property, plant and equipment) and section 18 (Intangible assets other than goodwill) 

of this standard.

o Requirements to dismantle or remove items, or restore sites, shall be accounted for using section 17 

(property, plant and equipment) and section 21 (provisions and contingencies) of this standard.

o Guidance is provided on how the operator accounts for a service concession arrangement. The operator 

either recognises a financial asset or an intangible asset depending on whether the grantor has provided 

an unconditional guarantee of payment or not.

o A financial asset is recognised to the extent that the operator has an unconditional contractual right 

to receive cash or another financial asset from, or at the direction of, the grantor for the construction 

services.

o An intangible asset is recognised to the extent that the operator receives a right or license to charge 

users for the public service.

Section 35: Transition to the IFRS for SMEs

reporting was under full IFRS or another GAAP, including the Exposure Draft of IFRS for SMEs which was 

adopted as a Statement of Generally Accepted Accounting Practice for Small and Medium-sized Entities in 

South Africa. 

o Recognition of assets and liabilities required under IFRS for SMEs.

o Derecognition of assets and liabilities not permitted under IFRS for SMEs.

o Reclassification of assets, liabilities or equity under the IFRS for SMEs.

o Any adjustments to the measurement of any assets and liabilities arising from application of the 

IFRS for SMEs. 

o derecognition of financial assets and liabilities;

o hedge accounting;

o accounting estimates; 

o discontinued operations; and

o measuring non-controlling interests.



22

presents full comparative information in accordance with this standard in its first financial statements that 

conform with IFRS for SMEs.

or revaluation as deemed cost, separate financial statements, service concession arrangements, extractive 

industries, arrangements containing a lease, cumulative translation differences, decommissioning liabilities 

included in PPE, compound financial instruments, share-based payment transactions and deferred income 

taxes. 

required. In addition, reconciliations of equity and profit and loss as previously reported, must be given. Any 

errors in the application of the previous reporting framework must be separately disclosed.
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Disclaimer

The information contained in this publication is for general purposes only. While every effort has been made 
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Chartered Accountants and W. Consulting accept no responsibilty for any loss which may arise from information 

contained in this publication.
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