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Abstract 

Nowadays, it is often favoured to use a fair value model as more appropriate model than a 

historical cost model when measuring elements of enterprises financial statements. The basic 

research question that arises in this paper is whether the benefits of applying the fair value 

model exceed the costs of its determination for a specific group of businesses that are small and 

medium-sized enterprises. It is a well-known fact that there are separate accounting standards 

that are intended to be applied for smaller companies, taking into account the specifics of their 

business. This research has investigated the similarities and differences between accounting 

standards applied by enterprises depending on their size, on national and international level. 

The goal of the research is to compare whether the smaller enterprises are in the same position 

as large ones. In that context, the current IASB projects regarding the fair value measurement 

and IFRS for SMEs Standard have been investigated. Based on the comparison between the 

standards and by the analysis of the IASB projects, it is determined whether the smaller 

enterprises are overburdened regarding the application of fair value model.  Research outcomes 

could be useful for standard setters in terms of simplification of the requirements prescribed by 

the accounting standards for smaller enterprises. 
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1. Introduction 

 

It is often said that a balance sheet shows an image of the business of an enterprise. The balance 

sheet shows company’s assets on the one side and sources of these assets on the other side. The 

value of company’s assets is a bookkeeping value of a company and can differ from a market 

value of a company. That difference should be remained at a minimum in order of fair 

presentation of a company’s value to the stakeholders. Company’s assets and sources of these 

assets have to be measured reliably to meet the fair presentation. When it comes to a 

measurement of assets and sources of these assets, there are two possible ways of measurement. 

On the one hand, companies can use a historical cost model, which is considered easier to apply, 

and on the other hand, companies can use a fair value model. Applying the fair value model 

often requires assessment by independent and certified appraisers what increases costs for a 

company. Micro, small and medium-sized enterprises, so-called small and medium-sized 

enterprises (SMEs) usually do not have staff and financial resources for these kinds of 

additional expenses. Applying the fair value model is a huge administrative and financial 

burden for SMEs. In order to simplify financial reporting of SMEs, accounting standards for 

these types of enterprises have been developed. On an international level, the International 

Accounting Standards Board (IASB) has developed the International Financial Reporting 

Standards for Small and Medium-sized Entities (IFRS for SMEs Standard) in 2009. The 

purpose of these standards is to simplify accounting treatment and financial reporting of SMEs.  

“The IFRS for SMEs Standard provides simplified accounting requirements that are 

appropriate for SMEs. In so doing, the Standard addresses the needs of users of SMEs’ 

financial statements and reduces the cost of preparing financial statements for SMEs 

(that generally have limited resources). In assessing whether the IFRS for SMEs 

Standard can be aligned with an IFRS Standard, the staff believes it is important to 

identify how to simplify the requirements of the IFRS Standard. This includes 

simplifying, where appropriate, recognition, measurement and/or disclosure 

requirements as well as the language in the IFRS Standard” (IASB, 2019a, p. 8). 

Furthermore, some countries have developed their national accounting standards intended for 

SMEs. One of these countries is Croatia. Croatia has developed Croatian Financial Reporting 

Standards (CFRS) intended for SMEs in 2008.  

 

SMEs are often overloaded with administrative work which influences their focus on core 

business. This research has investigated similarities and differences between national and 

international accounting standards applied by enterprises depending on their size. The goal of 

this research was to compare whether the SMEs are in the same position as large companies 

when it comes to the application of fair value model. In that context, the current IASB projects 

regarding the fair value measurement and IFRS for SMEs Standard have been investigated. 

Based on the comparison between the standards and by the analysis of the IASB projects, it was 

determined whether the smaller enterprises are overloaded regarding the application of fair 

value model.  Research outcomes could be useful for standard setters in terms of simplification 

of the requirements prescribed by the accounting standards for smaller enterprises. 

 

2. Background 

 

SMEs dominate in the structure of economies all over the world. Their business is much simpler 

compared to large companies. Despite this, their administrative burden regarding the 

accounting treatment and financial reporting is almost equal compared to large companies. 

When it comes to the micro entities, that problem is even more pronounced. In that context, 

Deaconu, Nistor and Popa (2009) emphasize that IFRS for SMEs “does not really take into 



477 

account the stakeholders specific to SMEs and their needs” (p. 39). Nevertheless, “the existing 

financial reporting system is not suitable for micro entities, which is confirmed by the fact that 

the European Commission recognises the problems that micro entities are facing with, so it 

proposes the modernisation and simplification of accounting directives” (Mamić Sačer, 

Dečman, & Sever, 2015, p. 593). According to Deaconu et al. (2009), there are three areas of 

accounting standards specific to SMEs that require interventions: “accounting concepts and 

principles, recognition and measurement criteria, and information to be disclosed in the 

financial statements” (p. 47). These three areas are still actual nowadays.  

The Directive 2013/34/EU of the European Parliament and of the Council has derived several 

simplifications for SMEs, in the first line for micro entities. The European Parliament and the 

Council are aware that micro entities “have limited resources to comply with demanding 

regulatory requirements” and encourage “Member States to exempt micro entities from certain 

obligations applying to small undertakings that would impose excessive administrative burdens 

on them” (Directive 2013/34/EU, par. 13). Even though the Directive enables certain 

simplifications regarding financial reporting of micro entities, they are still subject to the 

national laws which prescribe accounting standards that certain entities have to apply in the 

field of financial reporting and accounting matters.  

One of the frequent questions arising from the simplification is whether the SMEs are 

able to apply the fair value model or they should rely only on the historical cost model. It is for 

sure that the cost model is simpler and cheaper for application compared with the fair value 

model, but, e.g., “the book value of equity, as well as that of long-term debt, does not reflect 

their fair value since assets and liabilities are not adjusted to reflect changes in their market 

value” (Barlev & Haddad, 2003, p. 401). “Fair value changes over time and thus, if changes in 

the fair value of property, plant, and equipment are recognized in financial reporting, this 

information has the potential to provide valuable feedback to users” (Herrmann, Saudagaran, 

& Thomas, 2006, p. 50). Moreover, applying the fair value model increases company’s costs.  

Neither the accounting standards support nor facilitate SMEs when it comes to the fair value 

application. “Accounting standards deal with fair value only tangentially, they mostly focus on 

market value without providing detailed solutions regarding its implementation” (Deaconu & 

Nistor, 2009, p. 38). “The IASB’s approach to fair value places emphasis first on quoted prices 

in active markets and then on other market information. Therefore for assets, liabilities and 

equity instruments traded in an active market, market value is used as fair value” (Cairns, 2006, 

p. 9). 

“Nevertheless, in view of the fact that such fair value models are proposed from the 

perspective of the developed countries the implementation of the fair value model faces 

numerous challenges in developing countries” (Agyemang, Acheampong, & Akenten, 2018, p. 

64). “In developed countries, where the active markets are available, scholars and decision-

makers have made exceptional efforts to limit the deficiencies in fair value measurement 

process. In developing countries, where the active markets are not easily available, the debate 

has been continued” (Al Sawalqa, 2016, p. 89).  

Survey results undertaken by the United Nations (2016) on the sample of professional 

accountancy organizations from 42 countries showed that “the vast majority of the respondents 

prefer the historical cost model of accounting to the fair value model or a combination of the 

two” (p. 89). These results do not surprise, but the question is whether the bookkeeping value 

of company’s assets is realistic or is it underestimated. If a company has a car and applies a 

depreciation rate of 20 %, after five years that car will not be presented on the balance sheet of 

the company if its residual value was not estimated. Most SMEs do not estimate a residual value 

of their long-term assets, especially those who do not have their own accountants employed in 

the company, but use outsourced services of bookkeepers. “Therefore, cost less depreciation, 

cost less amortisation and amortised cost as well as amounts determined using the equity 
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method or proportionate consolidation and the net book value of an entity are not fair values 

and are often significantly different from fair values” (Cairns, 2006, p. 9). Besides, SMEs 

usually do not present additional information like the assets without bookkeeping value in the 

notes to financial statements. Accordingly, applying the cost model without making 

professional assumptions and further disclosures brings stakeholders to an unrealistic 

presentation of company’s assets.  

The purpose of accounting standards for SMEs should be to simplify accounting 

treatment of assets and sources of these assets. It does not mean that the accounting standards 

for SMEs should except SMEs from realistic and objective presentation of financial statements. 

Accounting standards for SMEs should simplify the application of fair value model, but 

sometimes it seems that there is no significant difference between the full IFRS and the IFRS 

for SMEs Standard. In that context, the next chapter compares the similarities and differences 

between the full IFRS, IFRS for SMEs Standard, and CFRS intended for SMEs registered in 

the Republic of Croatia. 

 

3. Comparison of the fair value model prescribed by national and international 

accounting standards 

 

Fair value measurement is a concept that has been introduced in financial reporting practice 

over 20 years ago. Its definition has slightly changed over time. “Under Full Fair Value 

Accounting, assets and liabilities are carried on the balance sheet at their market value, if 

known, or at fair value, which is defined as the amount for which an asset could be exchanged, 

or a liability settled, between knowledgeable, willing parties in an arm’s-length transaction” 

(Enria, A. et al., 2004, p. 4). Financial Accounting Standards Board (FASB) defines fair value 

as "the price at which an asset or liability could be exchanged in a current transaction between 

knowledgeable, unrelated willing parties” (International Valuation Standards Committee, 2004, 

p. 6). Today IFRS 13 – Fair value measurement defines fair value as “the price that would be 

received to sell an asset or paid to transfer a liability in an orderly transaction between market 

participants at the measurement date” (IFRS 13, p. A671). It can be observed that, over the 

time, the definition of fair value has approached users with the aim of clarifying how fair value 

is determined. In order to increase consistency and comparability in fair value measurements, 

IFRS 13 establishes “a fair value hierarchy that categorises into three levels the inputs to 

valuation techniques used to measure fair value. The fair value hierarchy gives the highest 

priority to quoted prices (unadjusted) in active markets for identical assets or liabilities (Level 

1 inputs) and the lowest priority to unobservable inputs (Level 3 inputs)” (IFRS 13, p. A683).   

Information that is useful in estimating future cash flows is desirable among stakeholders 

because they are interested not only in current position of a company, but also in its future. 

From that point of view, presentation of company’s assets at their fair value is preferable if the 

fair value model is used in accordance with regulations and not with an intension of 

manipulation. “The implementation of International Financial Reporting Standards (IFRS), 

particularly in the European Union, has led to frequent comments that IFRS are ‘fair value 

based standards’ and that the International Accounting Standards Board (IASB) is moving 

inexorably towards full fair value accounting” (Cairns, 2006, p. 5). Even though it is often 

thought that the full IFRS mainly insists on the application of the fair value model, Cairns 

(2006) concludes that “the use of fair values is not as extensive as many imply” and that “the 

reality is that the use of fair values in IFRS for the subsequent measurement of assets and 

liabilities is very limited – both in theory and in practice” (p. 19). “The pertinent question is 

whether an international standard, such as the IFRS for SMEs, aimed at protecting the user, is 

the most appropriate for a large number of SMEs without an international presence and, 

especially, in certain countries with less developed capital markets” (Bautista-Mesa, Muñoz-
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Tomás, & Paz Horno-Buenoc, 2019, p. 211). “As do some national standard setters, IFRS use 

the term fair value as a generic term that can be applied to all assets, liabilities and equity 

instruments irrespective of whether they are quoted or traded on active markets” (Cairns, 2006, 

p. 9). 

 

3.1. Review of standards that permit or require fair value model 

 

Both, IFRS for SMEs Standard and CFRS have been derived from the full IFRS. Whether there 

is a difference in the fair value approach between these standards will be determined by their 

comparison. Table 1 shows the list of standards that rely on the concept of fair value model. It 

can be seen that most full IFRSs use fair value in their provisions. To be more precise, 35 out 

of 41 standards permit or require fair value measurement. On the other hand, the IFRS for 

SMEs Standard and CFRS are accounting standards that are simplified versions of full IFRS 

and are intended for small and medium-sized enterprises.  

 

Table 1: Review of the full IFRS, IFRS for SMEs Standard, and CFRS that permit or 

require fair value measurement 
Full IFRS IFRS for SMEs CFRS 

IFRS 1 First‑time Adoption of 

International Financial Reporting 

Standards 

Section 11 Basic Financial 

Instruments 

CFRS 1 Financial statements 

IFRS 2 Share-based Payment Section 12 Other Financial 

Instruments 

CFRS 2 Consolidated Financial 

Statements 

IFRS 3 Business Combinations Section 13 Inventories CFRS 3 Accounting Policies, 

Changes in Accounting Estimates 

and Errors 

IFRS 5 Non‑current Assets Held 

for Sale and Discontinued 

Operations 

Section 14 Investment in 

Associates 

CFRS 5 Long-term Intangible 

Assets 

IFRS 7 Financial Instruments: 

Disclosures  
Section 15 Investment in Joint 

Ventures 

CFRS 6 Long-term Tangible 

Assets 

IFRS 9 Financial Instruments Section 16 Investment Property CFRS 7 Investment Property 

IFRS 10 Consolidated Financial 

Statements 

Section 17 Property, Plant and 

Equipment 
CFRS 8 Non‑current Assets Held 

for Sale and Discontinued 

Operations 

IFRS 11 Joint Arrangements Section 18 Intangible Assets other 

than Goodwill 

CFRS 9 Financial Assets 

IFRS 12 Disclosure of Interests in 

Other Entities 

Section 19 Business Combinations 

and Goodwill 

CFRS 10 Inventories 

IFRS 13 Fair Value Measurement Section 20 Leases CFRS 11 Receivables 
IFRS 15 Revenue from Contracts 

with Customers 

Section 22 Liabilities and Equity CFRS 12 Equity 

IFRS 16 Leases Section 23 Revenue CFRS 13 Liabilities 
IFRS 17 Insurance Contracts Section 24 Government Grants CFRS 14 Accruals and deferrals 
IAS 1 Presentation of Financial 

Statements 

Section 26 Share-based Payment CFRS 15 Revenues 

IAS 2 Inventories Section 27 Impairment of Assets CFRS 17 Agriculture 
IAS 7 Cash Flow Statements Section 28 Employee Benefits / 

 

IAS 8 Accounting Policies, 

Changes in Accounting Estimates 

and Errors 

Section 29 Income Tax / 

IAS 10 Events after the Reporting 

Period 

Section 30 Foreign Currency 

Translation 

/ 

IAS 12 Income Taxes Section 31 Hyperinflation / 
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Full IFRS IFRS for SMEs CFRS 

IAS 16 Property, Plant and 

Equipment 

Section 34 Specialised Activities / 

IAS 19 Employee Benefits / / 
IAS 20 Accounting for 

Government Grants and 

Disclosure of Government 

Assistance 

/ / 

IAS 21 The Effects of Changes in 

Foreign Exchange Rates 

/ / 

IAS 24 Related Party Disclosures / / 
IAS 26 Accounting and Reporting 

by Retirement Benefit Plans 

/ / 

IAS 27 Separate Financial 

Statements 

/ / 

IAS 28 Investments in Associates 

and Joint Ventures 

/ / 

IAS 29 Financial Reporting in 

Hyperinflationary Economies 

/ / 

IAS 32 Financial Instruments: 

Presentation 

/ / 

IAS 33 Earnings per Share / / 
IAS 36 Impairment of Assets / / 
IAS 38 Intangible Assets / / 
IAS 39 Financial Instruments: 

Recognition and Measurement 

/ / 

IAS 40 Investment Property / / 
IAS 41 Agriculture / / 
TOTAL 35 out of 41 = 85,37% TOTAL 20 out of 35 = 57,14% TOTAL 15 out of 17 = 88,24% 

Source: IFRS (2019), IFRS for SMEs (2015), and CFRS (2015) 

 

Although the results presented in Table 1 show that Croatian national accounting 

standards favour the use of fair value over the IFRS for SMEs (fair value representation over 

88%), it should be emphasized that these standards are organized differently. Specifically, IFRS 

for SMEs Standard is structured according to the full IFRSs, while Croatian accounting 

standards for SMEs are structured according to the balance sheet positions. Although Croatian 

accounting standards appear to have fewer standards than IFRS for SMEs Standard, it should 

be emphasized that a single Croatian standard covers multiple areas covered by more than one 

international accounting standard. Even though CFRSs seemingly favour the fair value model, 

the practice is completely opposite. According to the research on the sample of 20 Croatian 

computer programming companies undertaken by Rep (2019), “all companies taken into 

research sample use the procurement cost when recognizing the intangible assets, cost model 

for the measurement after initial recognition, and the linear method of amortization” (p. 69). 

Companies taken into research sample used both IFRS (four of them) and CFRS (the rest 16). 

Furthermore, analysis of 50 small Croatian manufacturing companies showed similar results: 

“15 out of 50 enterprises disclosed that they do the measurement after initial recognition of 

long-term tangible assets using the revaluation model. Only one of these 15 enterprises 

mentioned that it uses only the revaluation model and it stated that the last revaluation was 

made in 2015, while the rest use both, the cost model and the revaluation model” (Tušek, 

Dečman, & Rep, 2018, p. 1468). It can be concluded that even though both, national and 

international accounting standards, permit the usage of fair value model, SMEs are reluctant to 

use it because it is more complicated to measure the assets at the revaluation model, they do not 

have neither financial nor administrative resources for such presentation, and it causes more 

time spent. 



481 

3.2. The models for initial and subsequent measurement of assets 

 

Nowadays, it is often favoured to use the fair value model as more appropriate model than the 

historical cost model when measuring elements of companies’ financial statements. In order to 

find out whether there are differences in the initial and subsequent valuation of the most 

significant items of financial statements for small and medium-sized enterprises, Table 2 

summarizes the requirements and possibilities in the application of measurement models when 

it comes to the initial and subsequent measurement of tangible and intangible assets, investment 

property, and biological assets. 

 

Table 2: Comparison of the initial and subsequent valuation of the most significant items 

of financial statements in full IFRSs, IFRS for SMEs, and CFRS Standard  
Assets Measurement Full IFRS IFRS for SMEs CFRS 

Property, 

plant and 

equipment 

initial 

measurement 

at its cost, except when 

replacing one non-

monetary asset for 

another non-monetary 

asset then measure at 

fair value (IAS 16, 

16.15, 16.24) 

at its cost  

(IFRS for SMEs 17, 

17.9) 

usually at its cost, 

except when replacing 

one non-monetary 

asset for another non-

monetary asset then 

measure at fair value 

(CFRS, 6.20, 6.22) 

subsequent 

measurement 

cost model  or 

revaluation model 

(IAS 16, 16.29) 

cost model  or 

revaluation model 

(IFRS for SMEs 17, 

17.15) 

cost model  or 

revaluation model 

(CFRS 6, 6.30) 

Investment 

Property 

initial 

measurement 

at its cost with 

transaction costs 

included (IAS 40, 

40.20) 

at its cost with 

transaction costs 

included (IFRS for 

SMEs 16, 16.5) 

at its cost with 

transaction costs 

included (CFRS 7, 

7.13) 

subsequent 

measurement 

fair value model or 

cost model (IAS 40, 

40.30) 

at fair value at each 

reporting date if fair 

value can be measured 

reliably without undue 

cost or effort, 

otherwise at its cost 

(IFRS for SMEs 16, 

16.7) 

fair value model or 

cost model (CFRS 7, 

7.17) 

Intangible 

Assets 

initial 

measurement 

usually at its cost, 

except in the case of 

acquisition through 

state support, business 

combination or in 

exchange for a non-

monetary asset or 

assets, or a 

combination of 

monetary and non-

monetary assets then at 

fair value 

(IAS 38, 38.24, 38.33, 

38.35, 38.44, 38.45) 

usually at its cost, 

except in the case of 

acquisition through 

state support, business 

combination or in 

exchange for a non-

monetary asset or 

assets, or a 

combination of 

monetary and non-

monetary assets then at 

fair value 

 (IFRS for SMEs 18, 

18.9, 18.11-18.13) 

usually at its cost, 

except in the case of 

acquisition through 

state support then at 

fair value (CFRS 5, 

5.21, 5.23) 

subsequent 

measurement 

cost model or 

revaluation model 

(IAS 38, 38.72) 

at cost less any 

accumulated 

amortisation and any 

accumulated 

impairment losses 

(IFRS for SMEs 18, 

18.18) 

cost model  or 

revaluation model 

(CFRS 5, 5.31) 
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Assets Measurement Full IFRS IFRS for SMEs CFRS 

Biological 

Assets 

initial 

measurement 

at its fair value less 

costs to sell except 

when fair value cannot 

be measured reliably 

then at cost less 

accumulated 

depreciation and 

accumulated 

impairment losses 

(IAS 41, 41.12, 41.30) 

at its fair value less 

costs to sell except 

when fair value cannot 

be measured reliably 

then at cost less 

accumulated 

depreciation and 

accumulated 

impairment losses 

(IFRS for SMEs 34, 

34.4, 34.8) 

at its fair value less 

costs to sell, except 

when fair value cannot 

be measured reliably 

then at cost less 

accumulated 

depreciation and 

accumulated 

impairment losses 

(CFRS 17, 17. 8, 17.9) 

subsequent 

measurement 

at its fair value less 

costs to sell except 

when fair value cannot 

be measured reliably 

then at cost less 

accumulated 

depreciation and 

accumulated 

impairment losses 

(IAS 41, 41.12, 41.30) 

at its fair value less 

costs to sell, except 

when fair value cannot 

be measured reliably 

then at cost less 

accumulated 

depreciation and 

accumulated 

impairment losses 

(IFRS for SMEs 34, 

34.4, 34.8) 

at its fair value less 

costs to sell, except 

when fair value cannot 

be measured reliably 

then at cost less 

accumulated 

depreciation and 

accumulated 

impairment losses 

(CFRS 17, 17. 8, 17.9) 

Source: IFRS (2019) and IFRS for SMEs (2015) and CFRS (2015) 

 

“The IFRS for SMEs Standard contains simplified requirements and language based on 

the requirements in full IFRS Standards” (IASB, 2019a, p. 6). According to that statement, it 

was expected that the IFRS for SMEs Standard would prefer the application of cost model 

instead of fair value model. Despite that, the comparison presented in Table 2 shows minor 

differences. The only difference in allowed measurement models, when it comes to the 

measurement of tangible and intangible assets, investment property, and biological assets, lays 

in the subsequent measurement of intangible assets. Both, full IFRS and CFRS give a choice 

between the cost model and revaluation model, while IFRS for SMEs Standard prescribes the 

subsequent measurement of intangible assets at cost less any accumulated amortisation and any 

accumulated impairment losses. Accordingly, international and national standards for SMEs 

and international standards for large companies gives almost the same opportunities for initial 

and subsequent measurement of tangible and intangible assets, investment property, and 

biological assets. 

 

4. Challenges in aligning the fair value model in IFRS for SMEs from the perspective of 

IASB 

 

4.1. The IASB’s project regarding the IFRS for SMEs 

 

After initial publication of the IFRS for SMEs in July 2009, the IASB started its first project 

regarding a comprehensive review of these standards in June 2012. That review was in 

accordance with the preface of the IFRS for SMEs which states that “the IASB expects to 

undertake a thorough review of SMEs’ experience in applying the IFRS for SMEs when two 

years of financial statements using the IFRS have been published by a broad range of entities” 

(IASB, 2009, p. 8, par. 16). After its completion in May 2015, the project was named “2015 

Comprehensive review of the IFRS for SMEs”. According to the IASB (2015), “the most 

significant amendments that relate to transactions commonly encountered by SMEs are:  

 permitting SMEs to use a revaluation model for property, plant and equipment; and 
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 aligning the main recognition and measurement requirements for deferred income tax 

with International Financial Reporting Standards (IFRS, sometimes referred to as ‘full 

IFRS’ when compared to the IFRS for SMEs)” (p. 3).  

 

The IASB is aware that IFRS for SMEs Standard should not become the full IFRS. 

However, improvements of the full IFRS were, still are, and will be welcome in IFRS for SMEs 

Standard as long as they are aligned with users’ needs and while the cost-benefit ratio goes in 

favour of the benefits. Figure 1 shows the IASB’s illustration of the cost-benefit considerations. 

Figure 1: IASB's cost-benefit considerations 

Source: IFRS Foundation (2019b) 

 

When it is about adoption and implementation of the IFRS for SMEs Standard, IASB has 

a significant support from SME Implementation Group (SMEIG). “The SMEIG has two main 

responsibilities: 

 Consider implementation questions raised by users of the IFRS for SMEs Standard, 

decide which ones merit published implementation guidance, reach a consensus on what 

that guidance should be, and develop proposed guidance in the form of questions and 

answers (Q&As) that would be made publicly available to interested parties on a timely 

basis. The Q&As are intended to be non-mandatory guidance that will help those who 

use the IFRS for SMEs Standard to think about specific accounting questions. 

 Consider, and make recommendations to the Board on the need to amend the SMEs 

Standard: 

o for implementation issues that cannot be addressed by Q&As, and 

o for new and amended IFRS Standards that have been adopted since the IFRS for 

SMEs Standard was issued or last amended” (IFRS Foundation, 2019c). 

 

After the first comprehensive review of the IFRS for SMEs Standard, IASB proposed that 

the next comprehensive review should be initiated in 2019. In accordance with the proposal, 

IASB has initiated the second comprehensive review of the IFRS for SMEs Standard which 

commenced in February 2019. The project has been called “2019 Comprehensive Review of 

the IFRS for SMEs Standard” (2019 Review). “As part of the first phase of the 2019 Review 

the Board is developing a Request for Information requesting views on whether and, if so, how 

the IFRS for SMEs Standard should be updated to take account of full IFRS Standards and 

amendments not currently incorporated into the IFRS for SMEs Standard” (IFRS Foundation, 

2019a). Table 3 sets out a proposed timetable for the 2019 Review. According to the proposed 

timetable, a completion of the 2019 Review is expected in May 2022.  

 

Alignment with 
IFRS Standards

Need for stable 
platform + 

suitability for 
SMEs
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Table 3: Proposed timetable for the 2019 Review 

 
Source: IASB (2019c, p. 3) 

 

4.2. Aligning the fair value model in IFRS for SMEs with IFRS 13 – Fair Value 

Measurement 

 

As a part of the 2019 Review, in June 2019 a question regarding alignment of the IFRS for 

SMEs Standard with IFRS 13 – Fair Value Measurement raised. The core of the staff 

recommendations was addressed as follows: 

 “aligning the definition of fair value in the IFRS for SMEs Standard with IFRS 13; 

 aligning the guidance on fair value measurement in the IFRS for SMEs Standard with 

IFRS 13 so the fair value hierarchy in the IFRS of SMEs incorporates the principles of 

the IFRS 13 fair value hierarchy, and also includes examples that illustrate application 

of the hierarchy; 

 moving the general disclosure requirements to a single location, alongside the guidance 

for fair value measurement; 

 requiring the level in the hierarchy at which fair value measurements are made to be 

disclosed; and 

 moving the guidance for fair value measurement in the IFRS for SMEs Standard to 

Section 2 Concepts and Pervasive Principles” (IASB, 2019b, p. 1-2).  

Based on recommended alignments, it seems that the IFRS for SMEs Standard is moving 

even closer to the full IFRS. The question arising is whether there is a need for specialised 

standards intended for the smallest entities, so-called micro enterprises, because the IFRS for 

Year Month Activity

February - May
Board discussions 

• developing Request for Information.

July Request for Information issued

November Request for Information comment deadline

January - December

Board discussions 

• feedback on the Request for Information; 

• decision to proceed; 

• developing Exposure Draft; and 

• balloting.

January
Board discussions 

• balloting

February Exposure Draft issued

June Exposure Draft comment deadline

July - December

Board discussions 

• feedback on the Exposure Draft; 

• decision to proceed; and 

• developing amendments to IFRS for SMEs Standard

January - February
Board discussions 

• balloting

May IFRS for SMEs Standard - 2022 version issued

2022

Phase 1

Phase 2

2019

2020

Phase 32021
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SMEs Standard may become too complicated for that group of entities. “The IFRS for SMEs 

Standard is intended for non-publicly accountable entities that publish general purpose financial 

statements for external users. Main users of the financial statements are: – banks – shareholders 

that are not managers – customers of SMEs – vendors that sell to SMEs in making pricing and 

credit decisions – credit-rating agencies that use financial statements to rate SMEs” (IFRS 

Foundation, 2019b, p. 11). Micro enterprises do not deal with enormous amounts which could 

have a significant influence on their financial position and usually are not publically traded so 

it would be easier for them to not even think about the application of fair value model which 

has a great part in IFRS for SMEs Standard. Sections of IFRS for SMEs Standard that permit 

or require fair value measurement are as follows: 

 “Section 11 Basic Financial Instruments; 

 Section 12 Other Financial Instruments; 

 Section 14 Investment in Associates; 

 Section 15 Investment in Joint Ventures; 

 Section 16 Investment Property; 

 Section 17 Property, Plant and Equipment; 

 Section 26 Share-based Payment; 

 Section 27 Impairment of Assets; 

 Section 28 Employee Benefits; and 

 Section 34 Specialised Activities (including agriculture)” (IASB, 2019b, p. 18). 

 

In its agenda paper, the IASB gave a comparison of fair value requirements from IFRS 

13 and IFRS for SMEs. Table 4 sets out the comparison between IFRS 13 and section 11 – 

Basic Financial Instruments of IFRS for SMEs Standard.  

 

Table 4: Comparison of fair value requirements of IFRS 13 and IFRS for SMEs 

  IFRS 13 Fair Value Measurement Section 11 Basic Financial Instruments 

Fair Value 

Hierarchy 

IFRS establishes a fair value 

hierarchy that categorises into three 

levels (see paragraphs 76–90) the 

inputs to valuation techniques used to 

measure fair value. The fair value 

hierarchy gives the highest priority to 

quoted prices (unadjusted) in active 

markets for identical assets or 

liabilities (Level 1 inputs) and the 

lowest priority to unobservable inputs 

(Level 3 inputs). 

An entity shall use the following hierarchy to 

estimate the fair value of an asset: 

Level 1 

Level 1 inputs are quoted prices 

(unadjusted) in active markets for 

identical assets or liabilities that the 

entity can access at the measurement 

date. 

The best evidence of fair value is a quoted 

price for an identical asset (or similar asset) 

in an active market. This is usually the 

current bid price. 
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  IFRS 13 Fair Value Measurement Section 11 Basic Financial Instruments 

Level 2 

Level 2 inputs are inputs other than 

quoted prices included within Level 1 

that are observable for the asset or 

liability, either directly or indirectly. 

When quoted prices are unavailable, the 

price in a binding sale agreement or a recent 

transaction for an identical asset (or similar 

asset) in an arm’s length transaction between 

knowledgeable, willing parties provides 

evidence of fair value. However this price 

may not be a good estimate of fair value if 

there has been a significant change in 

economic circumstances or a significant 

period of time between the date of the 

binding sale agreement, or the transaction, 

and the measurement date. If the entity can 

demonstrate that the last transaction price is 

not a good estimate of fair value (for 

example, because it reflects the amount that 

an entity would receive or pay in a forced 

transaction, involuntary liquidation or 

distress sale), then that price is adjusted. 

Level 3 
Level 3 inputs are unobservable 

inputs for the asset or liability. 

If the market for the asset is not active and 

any binding sale agreements or recent 

transactions of an identical asset (or similar 

asset) on their own are not a good estimate 

of fair value, an entity estimates the fair 

value by using another valuation technique. 

The objective of using a valuation technique 

is to estimate what the transaction price 

would have been on the measurement date in 

an arm’s length exchange motivated by 

normal business considerations. 

Valuation 

Technique 

An entity shall use valuation 

techniques that are appropriate in the 

circumstances and for which 

sufficient data are available to 

measure fair value, maximising the 

use of relevant observable inputs and 

minimising the use of unobservable 

inputs. 

If there is a valuation technique commonly 

used by market participants to price the asset 

and that technique has been demonstrated to 

provide reliable estimates of prices obtained 

in actual market transactions, the entity uses 

that technique. Fair value is estimated on the 

basis of the results of a valuation technique 

that makes maximum use of market inputs, 

and relies as little as possible on entity-

determined inputs. 

Source: IASB (2019b, p. 19-20) 

 

The underlined parts of sentences are written in almost the same way in both standards. 

There are three types or levels of the fair value hierarchy in both standards. The fair value 

hierarchy in IFRS for SMEs Standard is generally written in a more extensive way compared 

with full IFRSs, but with no difference in its meaning. Based on that comparison, it can be 

concluded that there is no significant or even any difference between the fair value hierarchy in 

IFRS 13 and section 11 of IFRS for SMEs Standard. 
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5. Conclusion 

 

The purpose of accounting standards for SMEs should be and is to simplify accounting 

treatment of assets and sources of these assets as well as financial reporting for SMEs. It does 

not mean that the accounting standards for SMEs should except SMEs from realistic and 

objective presentation of financial statements. Accounting standards for SMEs should simplify 

the application of fair value model, but usually it seems that there is no significant difference 

between the full IFRS and the IFRS for SMEs Standard. However, improvements of the full 

IFRS were, still are, and will be welcome in IFRS for SMEs as long as they are aligned with 

users’ needs and while the cost-benefit ratio goes in favour of the benefits. Outcomes of this 

research could be useful for standard setters in terms of simplification of the requirements 

prescribed by the accounting standards for smaller entities, especially the micro enterprises. 

European Commission has already noticed the burden of financial reporting for micro 

enterprises and proposed the simplifications. Now it is up to national legislators and standard 

setters to incorporate these simplifications into national legislative.  
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