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The IFRS for SMEs was developed to address the reporting needs of SMEs worldwide. SMEs however do
not necessarily have a global focus. Furthermore, SMEs from different parts of the world are exposed to
different conditions and environments.

Although the IFRS for SMEs was not intended for a specific user group, the majority of the respondents to
the Exposure Draft on IFRS for SMEs were from Europe and other developed countries while only limited
respondents from Africa and developing countries were involved.

This study considered the relevance of the contents of the IFRS for SMEs in the South African
environment based on user requirements. Since SMEs do not necessarily have functional accounting
departments and because they rely on external accountants to compile financial statements, we included

accounting practitioners and trainee accountants from the SME sector in our survey. As a result we
classified the contents of the IFRS for SMEs, from a South African perspective, into different levels of
importance or relevance.
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1
Introduction

Proper and relevant disclosure of financial
information has been called for by a number of
observers in recent times. According to
Wömpener and Köhrmann (2006:2) appro-
priate reporting of financial measures not only
facilitates company performance appraisal, but
also enhances transparency. In addition, the
adoption of International Financial Reporting
Standards (IFRS) is intended to facilitate
cross-border investments and access to global
capital markets (AICPA, 2008:2). Since many
public companies are required to apply IFRS
for stock-exchange listing purposes, the
adoption of IFRS became a necessity for
international business. As a result IFRS was
adopted by many listed companies in Europe
and elsewhere (ICAS, 2008:1).

A different scenario, however, prevails at
non-listed and/or small and medium entities
(SMEs). Dixon, Thompson and McAllister
(2002:27) argued that matters pertaining to

large firms are not necessarily applicable to
SMEs. In 1995 the American Institute of
Certified Public Accountants (AICPA) rated
certain generally accepted accounting
principles (GAAP) requirements, from the
perspective of SMEs, as low on decision,
relevance and usefulness (Zanzig & Flesher,
2006:4). In addition, the emphasis on global
financial reporting standards due to inter-
national harmonisation and business might not
be a priority for SMEs because only a small
percentage of the SME sector has a global
focus. Van Mourik (2007:193) concluded that
globalisation and inter-nationalisation are
products of multinational companies.
According to the Organisation for Economic
Co-operation and Development (OECD)
approximately one per cent of SMEs can be
considered global. SMEs’ involvement in
globalisation is often limited to those that
engage in some form of exporting to
economies that are geographically close to
each other and culturally similar (OECD,
1997:89). It is therefore suggested that the
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accounting and related disclosure functions of
SMEs are limited to transactions encountered
by SMEs in individual countries.

Nonetheless, the International Accounting
Standards Board (IASB) developed a global
accounting standard for use by the SME sector.
In developing the IFRS for SMEs, one of the
objectives was to develop, in the public
interest, a single set of high quality,
understandable and enforceable global
accounting set of standards for the SME sector.
The IASB (2007:11) was committed to take
into account the special needs of SMEs, and in
deciding the content of the proposed IFRS for
SMEs, the IASB focused on the types of
transactions and other events and conditions
typically encountered by SMEs with
approximately 50 employees (IASB, 2007:6).
SMEs worldwide do however not necessarily
engage in similar activities; UK SMEs are
mainly involved in the agricultural, business
and construction sectors; South African SMEs
are prominent in community, social and
personal services and the finance, real estate,
wholesale and agriculture sectors; and in
Kenya SMEs are mainly involved in
agricultural activities (ACCA, 2000:1-4). Due
to these differences it is suggested that the
different conditions and transactions
encountered by different countries are not
conducive to a global set of accounting
standards for the SME sector. Accordingly, in
order to assess the relevance of the IFRS for
SMEs, the contents of the proposed IFRS for
SMEs should be compared to transactions and
events disclosed by SMEs from different
countries.

2
Theoretical framework

2.1 Development of an accounting
reporting standard for SMEs

The debate around Big GAAP and Small
GAAP, or accounting practices pertaining to
large and small entities, has been an ongoing
issue since the 1800s. In 1886 the Senate
Select Committee in Interstate Commerce
based in the United States (US) considered the
question whether corporations should be
required to adopt a uniform system of accounts

(Ho & Shying, 2007:1). Since then a number
of commentators supported such a uniform set
of accounts for reasons of comparability, while
commentators opposing uniformity based their
arguments on the fact that the benefits derived
from information should exceed the cost of
providing it. In 1995 the Private Company
Financial Reporting Task Force of the AICPA
concluded that the benefits for SMEs in
complying with GAAP outweigh the costs
(Zanzig & Flesher, 2006:4). Elsewhere, many
national standard-setters have introduced
differential reporting for SMEs, resulting in
diverse practices by standard-setters, preparers
and users of SME financial statements
(Cordery & Baskerville, 2006:2).

The development of a global, uniform set of
financial reporting standards for SMEs
commenced in 2004 when the IASB published
a discussion paper on the preliminary views on
financial reporting standards for SMEs. In
2007 the IASB published a document for
public comment entitled “The Exposure Draft
(ED) of International Financial Reporting
Standard for Small and Medium-sized
Entities” (IFRS for SMEs) which incorporated
approximately 15 per cent of the reporting
standards applicable to large and listed entities
(SAICA, 2007a:2).

Approximately five years after the initial
discussion paper the IASB formally adopted
the ED on IFRS for SMEs as an International
Financial Reporting Standard (IASB, 2009a:1).
The IFRS for SMEs was therefore a result of a
five-year development process during which
the IASB considered 162 letters of comment
on the ED (IASB, 2009b:1).

In 2004 the Hong Kong Institute of
Certified Public Accountants expressed their
concern with the IASB’s preliminary views on
accounting standards for SMEs and suggested
that the IASB should conduct a survey to
ascertain to what extent the accounting
standards for SMEs would result in
compliance cost saving for SMEs (HKICPA,
2004:1).

The European Accounting Association
Financial Reporting Standards Committee
commented that the financial reporting
regulations of the IASB are influenced by the
user needs of a traditionally Anglo-American
corporate governance tradition, and, since the
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Continental model applies to most of Europe,
the IFRS for SMEs will not address the
reporting needs of SMEs in Europe
(EAAFRSC, 2004:20; Joos & Lang, 1994;
Zeghal & Mhedhbi, 2006).

The Association of Finnish Accounting
Firms (2007:1) commented to the IASB that
the ED on IFRS for SMEs had a very strong
focus on the needs of capital markets and
investors and that the needs of small unlisted
companies were ignored. They concluded that,
because the ED on IFRS for SMEs was mere a
scaled-down version of IFRS for listed
companies, its focus was still too much on the
IFRS for listed companies, and therefore still
too complex. The Institute of Chartered
Accountants in Australia (2007:1) also
commented to the IASB that the ED on IFRS
for SMEs is too complicated for SMEs in the
Australian context. In addition the Institute of
Chartered Accountants in Australia (2007:1)
concluded that the recognition, measurement
and disclosure needs of the key stakeholders of
SMEs were not taken into consideration by the
IASB. The following additional points were
revealed by RSM International (2008:22-30) in
connection with the comments received by the
IASB:

• The European Union (EU) commented that
the ED was not applicable for the bulk of
SMEs in the EU;

• The Institute for Chartered Financial
Analysts commented that the proposed
IFRS for SMEs would create non-
comparable information;

• The Italian Organismo Italiano di
Contabilita and The Hundred Group of
Finance Directors suggested that fair value
accounting is not applicable to SMEs;

• The Accounting Standard Board of the UK
commented that the ED is only applicable
to larger companies in the SME sector;

• More simplifications were called for by,
among others, the Mouvement des
Entreprises de France and ICAC (Spain);
and

• The Dutch Accounting Standards Board
commented that the ED did not address the
needs of the users of SME financial
statements.

On 7 August 2007, in the midst of the
aforementioned development process, South
Africa became the first country in the world to
formally adopt the IASB’s ED on IFRS for
SMEs, without any changes to the ED’s
original text, as the Statement of GAAP for
SMEs (Carte, 2007:1). However, two months
after the adoption of the ED on IFRS for SMEs
the South African Institute of Chartered
Accountants commented to the IASB that: i)
significant simplifications are needed, ii) the
scope should be more clearly defined and iii)
the requirements in the proposed IFRS for
SMEs are too onerous given the level of
accounting knowledge of preparers and the
needs of the users of the financial statements
(SAICA, 2007b). The comments by the South
African Institute of Chartered Accountants
could be indicative of the fact that the adoption
of the ED on IFRS for SMEs in the South
African context was premature. The possibility
that the ED on IFRS for SMEs was
implemented too early in the South African
context was further supported when the South
African Institute of Chartered Accountants
suggested, in addition to IFRS and IFRS for
SMEs, a third level of reporting for non-public
interest entities (SAICA, 2008:1) which
resulted in the commissioning of a South
African working group to draft a proposed
financial reporting framework for non public
entities and to address the concerns that were
raised against IFRS for SMEs (Lombard,
2008:20; SAIPA, 2009:1).

2.2 Users of SME financial statements

The main purpose of financial statements is to
address the needs of the users thereof (FERF,
2006:4). Although the IFRS for SMEs was not
developed for a specific group of users
(Lombard, 2008:19), the IASB acknowledged
a wide range of users of SME financial
statements as well as distinct information
needs compared to users of financial
statements prepared in accordance with full
IFRS (IASB, 2009c:18). The extent to which
the IFRS for SMEs will address the
information needs of all the user groups of
SME financial statements remains, however,
uncertain. Anacoreta and Silva (2005:17)
could not identify statistically significant
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patterns from the responses received in
connection with the IASB’s preliminary views
on international accounting standards for small
and medium-size entities. This led them to
conclude that the significant intrinsic issues of
the IASB questions are not distinctive enough
to shape a pattern of answers or group of
respondents. In response to the ED on IFRS for
SMEs the European Accounting Association’s
Financial Reporting Standards Committee
suggested that user groups of large public-
interest enterprises and SMEs are not the same,
and advocated that user groups may even differ
between larger SMEs and smaller SMEs
(EAAFRSC, 2008:29). Deaconu, Nistor and
Popa (2009:8) examined SME stakeholders’
needs and their inference upon SME financial
reports. Their research contained the following
main user groups of SME financial statements:

• Public or tax authorities;

• Financial creditors (banks);

• Shareholders; and

• Managers.

Although tax authorities are key recipients of
SME financial statements (Sian & Roberts,
2009:302), accounting standards are, due to
different tax jurisdictions worldwide, not
intended to meet the reporting needs of tax
authorities in different countries (IFAC,
2006:17; IASB, 2009c:20). Apart from tax
authorities, the most frequent users of small
company financial reports include owner-
managers and providers of finance (Saracina,
2005:2). Providers of finance include banking
institutions and investors while internal users
of financial statements are mainly concerned
with the management of businesses. According
to the European Commission (2010:8)
financial statements constitute only one of
many factors that are considered in the credit-
granting process by banking institutions. The
European Commission (2010:8) concluded that
the adoption of the IFRS for SMEs, if
compared to prevailing national accounting
practices, will not provide additional benefits
to banks. Moreover, banks usually do not
depend on published financial statements since
they have the right or power to demand the
information they require (EAAFRSC,
2008:37). While bankers require financial
statements for accuracy and comparability

purposes, and since investors consider trend
lines and year-over-year comparisons to be
important, relatively little is known about the
actual views and needs of owner-managers
(EAAFRSC, 2004:2). Schiebel (2008:1) con-
cluded that the ED on IFRS for SMEs is biased
towards the opinions of auditors and
accountants, implying that the views of
internal users of SME financial statements
were not considered by the IASB. Even though
Saracina (2005:2) listed owner-managers as
frequent users of SME financial statements,
Sian and Roberts (2009:289, 301) concluded
that many SME owners have limited or no
formal accounting training, they rely on
external accountants to prepare their financial
statements and accordingly they are often left
bewildered by the complexity of the
information provided. In addition, Sian and
Roberts (2009:301) concluded that SME
owners utilise computerised accounting
programs, and not the financial statements, to
interpret data for managerial purposes. The
omission of the views of owner-managers, as
internal users of financial statements, was also
confirmed by the IASB’s (2009c:20) statement
that it is not the purpose of the IFRS for SMEs
to provide information to owner-managers to
help them make management decisions. The
evidence therefore suggests that the views of
internal users of SME financial statements
were omitted due to no formal accounting
training, as well as limited interest by this
group of users due to no reliance on financial
statements for managerial purposes.

Furthermore, as far as external users are
concerned, Schiebel (2007:17) reported that
only eight percent of respondents to the ED on
IFRS for SMEs were external users of SME
financial statements. Accordingly, even though
the IFRS for SMEs is intended for non-
publicly accountable entities that publish
general purpose financial statements for
external users, the benefits of the IFRS for
SMEs for the different user groups remain to
be tested.

2.3 Worldwide empirical analysis

In respect of global research, Schiebel
(2007:17) concluded that the IASB did not
conduct serious worldwide empirical analyses
in deciding the contents of the ED on IFRS for
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SMEs. The summary of responses to the ED
on IFRS for SMEs in Annexure A suggests
that a substantial number of responses was
received from within the UK. Furthermore, if

the responses are grouped per continent it is
evident that 58 per cent of the responses were
from Europe alone (refer to figure 1 below).

Figure 1

Responses to ED on IFRS for SMEs per continent

Even though the majority of the responses to
the ED on IFRS for SMEs was from Europe,
the process of adopting IFRS in Europe alone
appears to be burdensome. According to
ACCA (2004:1) individual member states of
the European Union will move at different
speeds to take their national standards for
unlisted companies towards IFRS, resulting in
a too slow convergence process for some
member countries. A possible explanation for
the low level of response by the Americas
might be attributable to the fact that listed
companies in the US are required to compile
financial statements in accordance with US
GAAP and not IFRS. In addition, SMEs in the
US are not legally required to file statutory
financial statements in accordance with GAAP
or any other relevant reporting standard
(Epstein & Jermakowicz, 2007:1). The
continent with the lowest number of responses
was Africa with eight percent of the total
responses received. Compared to the continent
with the highest number of responses,
Europe (58 per cent), where the convergence
process to IFRS was reported to be too slow,
it is suggested that the process in Africa
will be even more burdensome due to
unique challenges such as lower levels

of development.

2.4 Different levels of development

The concept of applying global reporting
standards to SMEs in developing countries is
believed to be more difficult than elsewhere
(United Nations, 2008:2). Oberholster (1999:
232) suggested that the unique challenges and
the heterogeneous nature of developing
countries are not necessarily accommodated
when International Accounting Standards are
adopted by these countries. Simpson (2008:1)
also suggested that the IASB did not take into
account the uniqueness and challenges of
SMEs in developing countries and advocated
that the term SME in the ED on IFRS for
SMEs is aligned to the US definition of an
SME and therefore not necessarily relevant to
developing countries. Sacho and Oberholster
(2008:128-130) concluded that the implemen-
tation of IFRS is not necessarily a “one-size-
fits-all” solution for the accounting needs of
developing countries. They argued that
developing countries do not have historically
developed accounting standards and are often
required by global market players to apply
IFRS, which, according to them, might result
in distorted and incongruous results. Although
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there is no uniform definition available to
distinguish developing countries from
developed countries, the United Nations
developed the Human Development Index
(HDI) to measure the level of human
development for a specific country. Countries

with low to medium HDIs are classified by the
United Nations as developing countries. If the
responses to the ED on IFRS for SMEs is
analysed according to the HDI of each country
the number of respondents/commentators from
developing countries is only 12 per cent.

Figure 2

HDI classification of respondent countries

According to Correa-Cortes (2008:1), SMEs
from developing countries find it more
difficult to cope with typical SME challenges
such as limited financial and human resources.
Zeghal and Mhedhbi (2006:376) suggested that
the decision to adopt IFRS by developing
countries, in particular, is influenced by:
(i) economic growth; (ii) educational levels;
(iii) the degree of external economic openness;
(iv) cultural considerations; and (v) the
existence of capital markets. It is therefore
possible that the IASB did also not incorporate
the distinctive and unique SME attributes from
developing countries, as opposed to SMEs
from developed countries.

3
Development of hypothesis

As was mentioned earlier, South Africa was
the first country in the world to formally adopt
the ED on IFRS for SMEs, which was
developed to address the reporting needs of
SMEs worldwide. A limited number of
responses in connection with the ED on IFRS
for SMEs were however from developing

countries and the African continent. Moreover,
the responses were not necessarily from
institutions and other bodies with an exclusive
SME focus and no statistical evidence exists
that the views of SME accountants were
considered in developing the IFRS for SMEs.
Based hereupon the following hypothesis can
be formulated:

H1: The IFRS for SMEs will not adequately
address the reporting needs of South
African SMEs.

As a result we intend to evaluate the contents
of the IFRS of SMEs against the SME
reporting environment in South Africa. This
comparison might be an indication of the
extent to which the IFRS of SMEs is
applicable and acceptable to SMEs within the
South African context.

4
Data and methodology

The research encompassed both a literature
and an empirical study. The literature review
considered the unique nature of SMEs, the
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development of the IFRS for SMEs and the
various SME role-players. Our literature
review revealed that SME environments in
different parts of the world are diverse, and
that SMEs in different parts of the world do
not always engage in similar types of
activities, warranting differences in accounting
practices by SMEs worldwide.

Our empirical study was conducted to
evaluate the contents of the IFRS for SMEs
against the actual disclosure practices of SME
accountants in South Africa. Our decision to
include accounting practitioners was based on
the findings by Sian and Roberts (2009:289)
that SME owners rely on external accountants
to prepare financial statements as well as the
conclusion by Schiebel (2008:1) that the IASB
considered opinions of mainly auditors and
accountants in developing the IFRS for SMEs.
We therefore suggest that, in contrast to most
large and listed companies with effective in-
house accounting functions, SME accountants,
as preparers of the financial statements, should
be considered when evaluating accounting
transactions encountered by SMEs. The views
and perceptions of accounting practitioners
were also considered important by Van Wyk
and Rossouw (2009:102), who argued that
accounting practitioners, as preparers of SME
financial statements, are involved in the day-
to-day transactions of smaller entities and are
therefore a reliable source for their study. They
also argued that users of these financial
statements should not be involved due to a lack
of understanding of the technical nature of the
accounting principles contained in the
accounting regulation. The omission of other
users of SME financial statements for purposes
of our empirical study was further supported
by Day (1986:295), who suggested that users
of financial statements do not understand the
accounting processes, as well as the pro-
position by Schuetze (2001:2) that users of
financial statements and reports have almost
no grip on the rules governing financial
reporting.

Accordingly, in November 2008 responses
were obtained from trainee accountants at a
preparation course for the South African
Institute of Professional Accountants (SAIPA)

qualifying exam. In addition to a university
qualification these participants gained three
year practical experience at a SAIPA-
accredited training office. Approximately one
year later, in November 2009, SME
accountants participated in our study at a
SAIPA national accounting update seminar.
Respondents from large and public entities
were omitted and not considered for this study.
The participants responded to the contents
of the IFRS for SMEs using a five-point
Likert scale (refer to Annexure F). With regard
to the analysis stage, the use of Likert scales
requires the use of a ranking procedure with
1 minimum and 5 maximum score. According
to Annexure B and C the survey consisted of
31 trainee accountants and 126 practitioners.
With regard to the unequal split between the
number of trainee accountants and
practitioners included in the survey, it was not
our intention to compare and interpret
differences in results between the two groups
in detail. In addition to the fact that the survey
of the trainee accountants was conducted as a
pre-test for our survey of accounting
practitioners, and even though this group might
not have the same level of experience, we
included their responses as a control group in
our study. Our decision to include this group
was further supported by their practical
exposure to the SME accounting environment
as well as the fact that they, subject to passing
the qualifying exam, are entitled to practice as
SME accountants. Accordingly we calculated
the mean ranking by practitioners and trainee
accountants pertaining to the contents of the
IFRS for SMEs. In addition, for purposes of an
analysis of commonality amongst the
alternative sample groups, and to assess
whether the means of the two groups are
statistically different from each other, we
performed an independent group t-test at a 95
per cent confidence level.

Based on the above mean ranking by
practitioners and trainee accountants we
arranged the contents of the IFRS for SMEs in
a sequential hierarchy of importance. As a
result we considered the appropriateness of the
contents of the IFRS for SMEs pertaining to
the South African SME environment.
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5
Results

When the responses of the two groups were
considered we noted that the mean answers in
Annexure D were very similar ranging from
the lowest difference of 0.047 for provisions
and contingencies to an uppermost difference
of 1.186 for leases. Only two components,
leases and share-based payments, revealed a
mean difference in excess of one ranking. The

standard deviation between the mean scores
of the two groups of respondents amounted
to 0.554.

Furthermore, t-tests performed per IFRS for
SME component in Annexure E revealed no
significant difference, except for lease
transactions, between the mean answers of the
two groups.

As a result, we combined the results of the
two groups and calculated a combined mean in
Annexure D, expressed as:

1

(Practitioners Trainees )
n

i i
i


[1]

practitioners tra inees( )n n

where n represents the number of answers per
group and i represents the component of IFRS
for SMEs. Based hereupon we ranked the
contents of the IFRS for SME in sequence
of importance. Firstly, from our analysis in

Table 1, we noted that the general structure or
format in which the financial statements
should be compiled is considered necessary
and essential as the mean ranking was between
very important and of utmost importance.

Table 1

Components of IFRS for SMEs relating to general structure of financial statements

Component of statement of GAAP for SMEs Abbreviation
Combined

mean

Combined
standard
deviation

Balance sheet Balance sheet 4.860 0.587

Income statement Income statement 4.841 0.415

Financial statement presentation FS presentation 4.771 0.446

Notes to the financial statements Notes to the FS 4.389 0.984

Statement of changes in equity Changes in equity 4.382 1.130

Cash flow statement Cash flow statement 4.274 0.958
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We noted that the statement of changes in
equity (4.382) and the statement of cash flows
(4.274) as well as the notes to the financial
statements (4.389) were not rated as important
as the balance sheet/statement of financial
position (4.860) and income statement/
statement of comprehensive income (4.841).
The statement of cash flows, statement of
changes in equity and the notes to the financial
statements were ranked slightly less important
than the balance sheet and income statement.
These sections also revealed significantly

higher standard deviations suggesting
variances in opinions concerning the impor-
tance of components of SME financial
statements other than the balance sheet and the
income statement.

Secondly, from the perspective of business
combinations and related inter-group
transactions, the results in Table 2 revealed a
mean ranking of between limited and average
importance. It is therefore evident that SMEs
do not often engage in these types of
transactions.

Table 2

Components of IFRS for SMEs relating to business combinations and related transactions

Component of Statement of GAAP for SMEs Abbreviation
Combined

mean

Combined
standard
deviation

Consolidated and separate financial statements Consolidations 2.866 1.266

Business combinations and goodwill Business combinations 2.777 1.054

Related party disclosures Related party disclosures 2.745 1.182

Investments in joint ventures Joint ventures 2.675 1.145

Investments in associates Associates 2.669 1.088

Our results suggest that consolidated and
separate financial statements (2.866); business
combinations and goodwill (2.777); related
party disclosures (2.745); investments in joint
ventures (2.675); and investments in associates
(2.669) are not typical SME transactions as the
ranking for all the components was below the
centre option (3.000). Our results suggest that
the South African SMEs included in our
sample do not prepare consolidated financial
statements, albeit on a national or international
level. This provided support for the statement
by Van Mourik (2007:193) that SMEs do not

have a global focus. Moreover, our results
revealed that South African SMEs do not
invest directly in other businesses and that the
activities of SMEs are therefore not diverse,
but limited to a single product line or business
purpose.

In the third instance we analysed the IFRS
for SMEs pertaining to specific types of
transactions in Table 3. Our results revealed
that guidance in connections with specific
transactions were ranked from limited to very
important.
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Table 3

Components of IFRS for SMEs relating to specific types of transactions

Component of statement of GAAP for SMEs Abbreviation
Combined

mean

Combined
standard
deviation

Financial assets and liabilities Fin A&L 4.287 0.863

Property, plant and equipment PPE 4.121 1.076

Income taxes Inc tax 4.102 1.272

Revenue Revenue 4.064 1.090

Equity Equity 4.025 0.920

Inventories Inventories 3.866 1.098

Leases Leases 3.790 1.160

Employee benefits Empl cost 3.618 1.174

Investment property Inv prop 3.592 1.138

Accountings policies, estimates and errors Acc pol 3.573 1.081

Provisions and contingencies Prov 3.414 1.086

Agriculture Agric 3.102 1.481

Borrowing costs Borr cost 3.096 1.102

Intangible assets other than goodwill Intan ass 3.076 1.135

Impairment of non-financial assets Impairm 2.917 1.176

Events after the end of the reporting period Events after BS 2.707 1.156

Government grants Gov grants 2.701 1.124

Hyperinflationary economics Hyperinfl 2.350 1.339

Foreign currency translation Forex 2.299 1.258

Share-based payments SB pmts 2.268 1.168

Extracting activities Extracting act 2.210 1.115

Service concessions Service cons 2.210 1.132

We noted that financial assets/liabilities
(4.287) and property, plant and equipment
(4.121) were considered the most important.
These two items were considered even more

important than income taxes (4.102).
accounting policies, estimates and errors
(3.573) were ranked tenth while extracting
activities (2.210) and service concessions
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(2.210) were not considered important.
Due to different levels of perceived

importance of the components as presented in
Table 3, we attempted to classify these
components into three main categories. These

categories were determined based on the mean
answer of each component rounded off to the
nearest ranking, classified as highly important,
moderately important and of less importance in
Table 4.

Table 4

Classification of components of IFRS for SMEs relating to specific types of transactions in order of
importance

Highly important (4 ranking)
Moderately important

(3 ranking)
Less important (2 ranking)

Financial assets and liabilities

Property, plant and equipment

Income taxes

Revenue

Equity

Inventories

Leases

Employee benefits

Investment property

Accountings policies, estimates &
errors

Provisions and contingencies

Agriculture

Borrowing costs

Intangible assets other than
goodwill

Impairment of non-financial assets

Events after the end of the
reporting period

Government grants

Hyperinflationary economics

Foreign currency translation

Share-based payments

Extracting activities

Service concessions

6
Conclusions

Firstly, the results in Table 1 confirmed the
relative importance of the components of the
financial statements, as a typical set of
financial statements comprise a balance sheet
or statement of financial position; income
statement or statement of comprehensive
income; statement of changes in equity;
statement of cash flows; and notes to the
financial statements. However, the fact that all
the components of the financial statements
were not ranked equally might be indicative of
the fact that certain components are compiled
for purposes of formality only and not
necessarily for informational and decision-
making purposes. In support of the statement
by Sian and Roberts (2009:299) our results
also suggest that the balance sheet and income
statement is more often used than the statement
of cash flows, statement of changes in equity
and the notes to the financial statements.

Secondly, our analysis in Table 2 suggested
that South African SMEs do not engage in
investments in subsidiaries, associates or joint
ventures. The fact that SMEs in South Africa
do not engage in these types of transactions
implies that SMEs do not invest directly in

other businesses and product lines; and the fact
that South African SMEs do not engage in a
diverse range of activities might be indicative
of exaggerated dependence on a single range
of products or activities and vulnerability to
specific market risks. Our analysis in Table 2
also provided support for the OECD in
connection with SMEs’ involvement in
international business. South African SMEs’
involvement in investments in subsidiaries,
associates and joint ventures, albeit national or
international, is limited. The fact that SMEs’
shares are not publicly traded implies that
international investors are also not investing in
South African SMEs. Furthermore, the fact
that foreign exchange translation was ranked
low in terms of importance confirmed to us
that SMEs are mainly involved in economies
that are geographically and culturally close.

Thirdly, we observed from Table 3 and
Table 4 that seven of a total 33 components
were rated of moderate importance. Included
in this group were provisions as well as
impairment of non-financial assets. In the
wake of the global financial crisis we believe
that these two components should be more
important. The results might suggest that
accountants do not realise their obligation to
account for impairment in values and to
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account for provisions or that SMEs follow
alternative procedures to deal with financial
uncertainty.

In the fourth place, the components
pertaining to specialised activities were ranked
of moderate to limited importance. Apart from
agriculture, that was ranked moderately
important, the remaining two specialised
activities, extracting activities and service
concessions, were ranked as of limited
importance, perhaps indicative of the fact that
SMEs in South Africa are involved in different
or alternative specialised activities. The fact
that a limited importance ranking was obtained
for hyperinflation economies might be
attributable to the fact that South Africa did

not experience hyperinflationary conditions in
recent times.

In conclusion, due to the fact that most
of the components (70 per cent) were either
of high or moderate importance, while only
30 per cent were considered less important, it
appears as if the IFRS for SMEs is likely to
adequately address the reporting requirements
of SMEs in South Africa, therefore our
hypothesis is rejected. We suggest however
that, based on the results in Table 2, the
adoption of the IFRS for SMEs will be
complicated by the dissonance between a
global/international focus and limited
involvement in international business by South
African SMEs.
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Annexure A – Responses to ED on IFRS for
SMEs - per country in descending order

Country
Number of
responses

Country
Number of
responses

UK

International

Germany

Australia

Belgium

New Zealand

Italy

Japan

South Africa

Sweden

Argentina

Canada

Columbia

Finland

France

Malaysia

Mozambique

Netherlands

USA

Brazil

Bulgaria

20

16

11

8

4

4

3

3

3

3

2

2

2

2

2

2

2

2

2

1

1

Denmark

Greece

Hong Kong

India

Ireland

Israel

Korea

Malawi

Malta

Mexico

Norway

Pakistan

Portugal

Russia

Singapore

Spain

Sri Lanka

Swaziland

Switzerland

Vatican

Zambia

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

Annexure A (continued) – Other respondents to
the ED on IFRS for SMEs

• KPMG

• PricewaterhouseCoopers

• Federation of Accountants

• United Nations Conference on Trade and Development

• EUROCHAMBRES -Association of European Chambers of Commerce and Industry

• European Accounting Association

• European Commission

• European Federation of Accountants and Auditors for SMEs

• European Financial Reporting Advisory Group

• European Private Equity and Venture Capital Association

• Financial Executives

• III WG of the European Committee of Central Balance Sheet Data Offices

• Moore Rowland Europe

• Raggy, David Member, IASB Advisory Panel on Small and Medium-sized Entities

• European Association of Co-operative Banks (EACB)

• Federation des Experts Comtables Europeens
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Annexure B – Analysis of responses to contents of
IFRS for SMEs (practitioners)

Component of IFRS for SMEs Mean Mode Median Variance
Standard
deviation

Coefficient
of variation

Kurtosis
Skew-
ness

Min Max Count

Financial statement presentation 4.72 5 5 0.410 0.640 13.56% 9.833 -2.833 1 5 126

Balance sheet 4.83 5 5 0.204 0.452 9.34% 7.322 -2.794 3 5 126

Income statement 4.81 5 5 0.235 0.485 10.09% 5.976 -2.584 3 5 126

Statement of changes in equity 4.28 5 5 1.114 1.056 24.68% 1.548 -1.491 1 5 126

Cash flow statement 4.13 5 5 1.446 1.202 29.08% 0.862 -1.358 1 5 126

Notes to the financial statements 4.26 5 5 1.043 1.021 23.96% 0.930 -1.326 1 5 126

Consolidated and separate financial
statements 3.00 2 3 1.792 1.339 44.62% -1.171 0.041 1 5 126

Accountings policies, estimates and errors 3.61 4 4 1.328 1.152 31.91% -0.451 -0.563 1 5 126

Financial assets and liabilities 4.16 5 4 0.807 0.898 21.60% 0.653 -0.993 1 5 126

Inventories 3.71 4 4 1.297 1.139 30.73% -0.168 -0.721 1 5 126

Investments in associates 2.70 3 3 1.396 1.182 43.79% -0.789 0.135 1 5 126

Investments in joint ventures 2.77 3 3 1.539 1.240 44.78% -0.883 0.168 1 5 126

Investment property 3.46 4 4 1.402 1.184 34.22% -0.644 -0.403 1 5 126

Property, plant and equipment 3.98 5 4 1.287 1.135 28.54% 0.029 -0.921 1 5 126

Intangible assets other than goodwill 3.13 3 3 1.494 1.222 38.99% -0.858 -0.102 1 5 126

Business combinations and goodwill 2.84 3 3 1.255 1.120 39.42% -0.534 0.146 1 5 126

Leases 3.56 4 4 1.353 1.163 32.71% -0.608 -0.462 1 5 126

Provisions and contingencies 3.40 3 3 1.331 1.154 33.88% -0.467 -0.399 1 5 126

Equity 3.92 4 4 0.938 0.968 24.70% 0.295 -0.699 1 5 126

Revenue 3.94 5 4 1.333 1.155 29.27% 0.545 -1.095 1 5 126

Government grants 2.78 3 3 1.438 1.199 43.17% -0.734 0.128 1 5 126

Borrowing costs 3.04 3 3 1.334 1.155 38.00% -0.760 -0.047 1 5 126

Share-based payments 2.47 2 2 1.419 1.191 48.26% -0.465 0.524 1 5 126

Impairment of non-financial assets 3.02 3 3 1.552 1.246 41.30% -0.853 0.045 1 5 126

Employee benefits 3.54 5 4 1.594 1.263 35.67% -0.901 -0.406 1 5 126

Income taxes 3.92 5 5 1.818 1.348 34.39% -0.511 -0.908 1 5 126

Hyperinflationary economics 2.51 1 2 2.060 1.435 57.23% -1.050 0.487 1 5 126

Foreign currency translation 2.44 1 2 1.769 1.330 54.41% -0.861 0.526 1 5 126

Events after the end of the reporting period 2.73 3 3 1.559 1.248 45.73% -0.996 0.151 1 5 126

Related party disclosures 2.67 3 3 1.581 1.257 47.02% -1.022 0.148 1 5 126

Specialised activities: agriculture 3.05 5 3 2.350 1.533 50.30% -1.472 0.054 1 5 126

Specialised activities: extracting activities 2.24 1 2 1.335 1.155 51.62% -0.258 0.659 1 5 126

Specialised activities: service concessions 2.23 1 2 1.427 1.194 53.56% -0.269 0.746 1 5 126
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Annexure C – Analysis of responses to contents of
IFRS for SMEs (trainee accountants)

Component of IFRS for SMEs Mean Mode Median Variance
Standard
deviation

Coefficient
of variation

Kurtosis
Skew-
ness

Min Max Count

Financial statement presentation 4.97 5 5 0.032 0.180 3.62% 31.000 -5.568 4 5 31

Balance sheet 4.97 5 5 0.032 0.180 3.62% 31.000 -5.568 4 5 31

Income statement 4.97 5 5 0.032 0.180 3.62% 31.000 -5.568 4 5 31

Statement of changes in equity 4.81 5 5 0.161 0.402 8.36% 0.702 -1.631 4 5 31

Cash flow statement 4.84 5 5 0.206 0.454 9.39% 9.031 -2.991 3 5 31

Notes to the financial statements 4.90 5 5 0.090 0.301 6.13% 6.654 -2.868 4 5 31

Consolidated and separate financial
statements 2.32 3 2 0.492 0.702 30.21% -0.751 -0.550 1 3 31

Accountings policies, estimates and
errors 3.42 3 3 0.518 0.720 21.05% 0.063 0.301 2 5 31

Financial assets and liabilities 4.81 5 5 0.161 0.402 8.36% 0.702 -1.631 4 5 31

Inventories 4.52 5 5 0.325 0.570 12.62% -0.569 -0.644 3 5 31

Investments in associates 2.55 3 3 0.323 0.568 22.29% -0.358 -0.784 1 3 31

Investments in joint ventures 2.29 2 2 0.213 0.461 20.15% -1.134 0.972 2 3 31

Investment property 4.13 4 4 0.516 0.718 17.40% -0.954 -0.198 3 5 31

Property, plant and equipment 4.71 5 5 0.213 0.461 9.80% -1.134 -0.972 4 5 31

Intangible assets other than goodwill 2.84 3 3 0.406 0.638 22.46% -0.431 0.142 2 4 31

Business combinations and goodwill 2.52 3 3 0.458 0.677 26.90% 0.002 -0.407 1 4 31

Leases 4.74 5 5 0.198 0.445 9.38% -0.697 -1.163 4 5 31

Provisions and contingencies 3.45 3 3 0.589 0.768 22.24% -0.077 0.409 2 5 31

Equity 4.45 4 4 0.256 0.506 11.36% -2.098 0.204 4 5 31

Revenue 4.55 5 5 0.323 0.568 12.49% -0.358 -0.784 3 5 31

Government grants 2.39 2 2 0.445 0.667 27.95% 0.009 0.083 1 4 31

Borrowing costs 3.32 3 3 0.692 0.832 25.05% -0.473 0.053 2 5 31

Share-based payments 1.45 1 1 0.323 0.568 39.13% -0.358 0.784 1 3 31

Impairment of non-financial assets 2.52 3 3 0.525 0.724 28.79% -0.078 -0.060 1 4 31

Employee benefits 3.94 4 4 0.396 0.629 15.98% -0.261 0.044 3 5 31

Income taxes 4.84 5 5 0.140 0.374 7.73% 1.868 -1.937 4 5 31

Hyperinflationary economics 1.71 2 2 0.213 0.461 26.99% -1.134 -0.972 1 2 31

Foreign currency translation 1.71 2 2 0.413 0.643 37.58% -0.585 0.342 1 3 31

Events after the end of the reporting
period 2.61 3 3 0.445 0.667 25.53% 0.009 -0.083 1 4 31

Related party disclosures 3.03 3 3 0.566 0.752 24.80% -1.164 -0.054 2 4 31

Specialised activities: agriculture 3.32 2 3 1.559 1.249 37.58% -1.368 -0.006 1 5 31

Specialised activities: extracting activities 2.10 2 2 0.890 0.944 45.00% 1.799 1.070 1 5 31

Specialised activities: service
concessions 2.13 2 2 0.716 0.846 39.75% -0.156 0.448 1 4 31
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Annexure D – Rating of IFRS for SMEs contents
by practitioners and trainees

Component of
statement of GAAP

for SMEs

Financial
statement
presenta-

tion

Balance
sheet

Income
state-
ment

State-
ment of
changes
in equity

Cash
flow

state-
ment

Notes to
the

financial
statements

Consoli-
dated and
separate
financial

statements

Accoun-
tings

policies,
estimates
and errors

Financial
assets and
liabilities

Inven-
tories

Invest-
ments in

asso-
ciates

Mean-practitioners 4.72 4.83 4.81 4.28 4.13 4.26 3.00 3.61 4.16 3.71 2.70

Mean-trainees 4.97 4.97 4.97 4.81 4.84 4.90 2.32 3.42 4.81 4.52 2.55

Mean difference -0.25 -0.13 -0.16 -0.53 -0.70 -0.64 0.68 0.19 -0.65 -0.81 0.15

Combined mean 4.77 4.86 4.84 4.38 4.27 4.39 2.87 3.57 4.29 3.87 2.67
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Annexure D – Rating of IFRS for SMEs contents
by practitioners and trainees (continued)

Component of
statement of GAAP

for SMEs

Invest-
ments in

joint
ventures

Invest-
ment

property

Property,
plant and

equipment

Intangible
assets other
than goodwill

Business
combina-
tions and
goodwill

Leases

Provisions
and

contingen-
cies

Equity Revenue
Govern-

ment
grants

Borro-
wing
costs

Mean-practitioners 2.77 3.46 3.98 3.13 2.84 3.56 3.40 3.92 3.94 2.78 3.04

Mean-trainees 2.29 4.13 4.71 2.84 2.52 4.74 3.45 4.45 4.55 2.39 3.32

Mean difference 0.48 -0.67 -0.73 0.30 0.33 -1.19 -0.05 -0.53 -0.60 0.39 -0.28

Combined mean 2.68 3.59 4.12 3.08 2.78 3.79 3.41 4.03 4.06 2.70 3.10



SAJEMS NS 14 (2011) No 2 207

Annexure D – Rating of IFRS for SMEs contents
by practitioners and trainees (continued)

Component of
statement of GAAP

for SMEs

Share-
based
pay-

ments

Impair-
ment of

non-
financial
assets

Employee
benefits

Income
taxes

Hyperinfla-
tionary

economics

Foreign
currency

trans-
lation

Events
after the
end of

the
reporting

period

Related
party

disclo-
sures

Specialised
activities:
agriculture

Specialised
activities:
extracting
activities

Specialised
activities:

service
con-

sessions

Mean-practitioners 2.47 3.02 3.54 3.92 2.51 2.44 2.73 2.67 3.05 2.24 2.23

Mean-trainees 1.45 2.52 3.94 4.84 1.71 1.71 2.61 3.03 3.32 2.10 2.13

Mean difference 1.02 0.50 -0.40 -0.92 0.80 0.73 0.12 -0.36 -0.27 0.14 0.10

Combined mean 2.27 2.92 3.62 4.10 2.35 2.30 2.71 2.75 3.10 2.21 2.21
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Annexure E – Variances between practitioners
and trainees in connection with contents of IFRS

for SMEs

Component of IFRS for SMEs t-value p-value
F-ratio

variances
p-variances

Financial statement presentation -0.510 0.614 0.000 1.000

Balance sheet -0.322 0.749 0.000 1.000

Income statement -0.379 0.707 0.000 1.000

Statement of changes in equity -0.682 0.501 1.867 0.506

Cash flow statement -1.155 0.258 6.462 0.285

Notes to the financial statements -0.873 0.390 3.984 0.440

Consolidated and separate financial statements 1.215 0.236 1.058 0.928

Accountings policies, estimates and errors 0.012 0.990 1.285 0.701

Financial assets and liabilities 0.528 0.602 2.047 0.437

Inventories -0.580 0.570 0.000 1.000

Investments in associates -0.178 0.860 1.362 0.611

Investments in joint ventures 0.918 0.366 2.505 0.183

Investment property -0.354 0.726 1.082 0.934

Property, plant and equipment -0.953 0.349 1.590 0.511

Intangible assets other than goodwill -0.461 0.649 1.245 0.666

Business combinations and goodwill 1.135 0.279 2.348 0.945

Leases -2.219 0.034 2.613 0.080

Provisions and contingencies -1.927 0.080 2.593 0.258

Equity 0.311 0.758 1.276 0.636

Revenue -0.611 0.546 1.276 0.694

Government grants -0.665 0.512 1.128 0.857

Borrowing costs 1.820 0.092 0.000 1.000

Share-based payments 0.411 0.684 1.255 0.653

Impairment of non-financial assets -1.319 0.199 1.234 0.722

Employee benefits -1.162 0.257 1.515 0.635

Income taxes -0.374 0.711 1.486 0.473

Hyperinflationary economics -1.239 0.225 1.969 0.326

Foreign currency translation -1.115 0.275 1.908 0.283

Events after the end of the reporting period -1.369 0.191 0.000 1.000

Related party disclosures 0.177 0.861 4.527 0.039

Specialised activities: agriculture -0.332 0.745 1.280 0.694

Specialised activities: extracting activities -0.971 0.342 1.987 0.260

Specialised activities: service consessions -0.869 0.395 1.449 0.530
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Annexure F – Questionnaire regarding the
importance of the contents of IFRS for SMEs

Initials and surname: _____________________

Small/medium or large firm: _______________________(mandatory)

Please indicate the level of importance of the following sections pertaining to your own
practice/working environment:

Of utmost importance = 5
Very important = 4
Important = 3
Limited importance = 2
Not important = 1

Component of IFRS for SMEs

Financial statement presentation

Balance sheet/statement of financial position

Income statement/statement of comprehensive income

Statement of changes in equity

Cash flow statement

Notes to the financial statements

Consolidated and separate financial statements

Accountings policies, estimates and errors

Financial assets and liabilities

Inventories

Investments in associates

Investments in joint ventures

Investment property

Property, plant and equipment

Intangible assets other than goodwill

Business combinations and goodwill

Leases

Provisions and contingencies

Liabilities and equity

Revenue

Government grants

Borrowing costs

Share-based payments

Impairment of assets

Employee benefits

Income taxes

Hyperinflationary economics

Foreign currency translation

Events after the end of the reporting period

Related party disclosures

Specialised activities: agriculture

Specialised activities: extracting activities

Specialised activities: service concessions


