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Dear Madam/Sir,

In the present letter ICAC gives its view on some specific issues raised on EFRAG's

Draft Comment Letter on the "fASE 's Request for information: Comprehensive review

ofthe fFRSfor SMEs".

First of all, we would like to highlight that we are of the view that any change to the

Standards should be argued and justified enough.

Nevertheless, we will support the IASB on changes that will solve any possible

deficiencies detected in the current standards in order to improve accounting practice.

Question to EFRAG's constituents

EFRAG TEG members agree that the IFRS for SMEs should be based on the same

conceptual framework as full IFRS taking into account the different user needs. They

also agree that factors such as stability, changes in users' needs, and alignment with full

IFRS should be considered when reviewing the standard. However, they do not agree on

the weight to be attached to each of these factors.

What factors do you think should be considered when reviewing the IFRS for SMEs,

what should be the weight of each of these factors, and to what extend should

amendments to fulllFRS be considered when reviewing the IFRS for SMEs?,
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ICAC's response:

The most important factor is the stability. Notwithstanding the above, the starting point

ofthe IFRS for SME's should be, as far as possible, full IFRS. Ifthe latter change then

it is best not to change the IFRS for SME's until it has reached a leve1 of consistent

application by all countries that choose to implement these standards.

Question SI: Use by publicly traded entities (Section 1)

The IFRS for SMEs current1y prohibits an entity whose debt or equity instruments are

traded in a public market from using the IFRS for SMEs (paragraph 1.3(a»). The IASB

conc1uded that all entities that choose to enter a public securitiesmarket become

public1y accountable and, therefore, should use full IFRSs.

Some interested parties believe that governments and regulatory authorities in each

individual jurisdiction should decide whether some public1y traded entities should be

eligible to use the IFRS for SMEs on the basis of their assessment of the public interest,

the needs of investors in their jurisdiction and the capabilities of those public1y traded

companies to implement full IFRSs.

Are the scope requirementsof the IFRS for SMEs currently too restrictive for

publicly traded entities?

(a) No-do not change the current requirements. Continue to prohibit an entity

whose debt or equity instruments trade in a public market from using the IFRS

forSMEs.

(b) Yes-revise the scope o( the IFRS for SMEs to permit each jurisdiction to

decide whether entities whose debt or equity instruments are traded in a public

market should be permitted or required to use the IFRS for SMEs.

(c) Other-. please explain.

Please provide reasoning to support your choice (a), (b) or (c).

• EFRAG is split on this issue and asks its constituents for input.
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ICAC's response:

The IFRS for SME's are developed for the individual financial statements of small and

medium sized enterprises, theses statements willlikely be the only ones they prepare,

because these entities do not often have investments in subsidiaries or they may benefit

it from the exemptions regulated because of size in the 7th Directive.

Whereas in accordance with Regulation 1606/2002, of July 19, Member States are

competent to determine the scope of IFRS in the individual financial statements, then

the question is irrelevant.

It will ultimately be each Member State the one that will conduct an analysis on whether

or not to apply IFRS for SMEs in the event that any application arose. Neither the IASB

and EFRAG should analyse this issue as competence, to date, is ofMember States.

Questíon S2: Use by fínancíal institutions (Section 1)

The IFRS for SMEs currently prohibits financial institutions and other entities that hold

assets for a broad group of outsiders as one of their primary businesses from using the
..•

IFRS for SMEs (paragraph 1.3(bl). The IASB conc1uded that standing ready to take and

hold funds from a broad group of outsiders makes those entities public1y accountable

and, therefore, they should use full IFRSs. In every jurisdiction financial institutions are

subject to regulation.

In some jurisdictions, financial institutions such as credit unions and micro banks are

very small. Some believe that governments and regulatory authorities in each individual

jurisdiction should decide whether some financial institutions should be eligible to use

the IFRS lar SMEs on the basis of their assessment of the public interest, the needs of

investors in their jurisdiction and the capabilities of those financial institutions to

implement full IFRSs.
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Are the scope requirements of the IFRS for SMEs currently too restrictive for

fmancial institutions and similar entities?

(a) No-do not change the current requirements. Continue to prohibit all financial

institutions and other entities that hold assets for a broad group of outsiders as

one of their primary business es from using the IFRS for SMEs.

(b) Yes-revise the scope of the IFRS lar SMEs to permit each jurisdiction to

decide whether any financial institutions and other entities that hold assets for a

broad group of outsiders as one of their primary businesses should be permitted

or required to use the IFRS for SMEs.

(c) Other-please explain.

Please provide reasoning to support your choice of(a), (b) or (e).

• EFRAG is split on this issue and asks its constituents for input.

ICAC's response:

Please see the answer to the preceding questión.

Question S3: Clarification of use by not-for-profit entities (Section 1)

The IFRS lar SMEs is silent on whether not-for-profit (NFP) entities (eg charities) are

eligible to use the IFRS lar SMEs. Some interested parties have asked whether soliciting

and accepting contributions would automatically make an NFP entity public1y

accountable. The IFRS lar SMEs specifically identifies only two types ofentities that

have public accountability and, therefore, are not eligible to use the IFRS lar SMEs:

• those that have issued debt or equity securities in public capital markets; and

• those that hold assets for a broad group of outsiders as one of their primary

businesses.
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\

Should the IFRS for SMEs be revised to clarify whether an NFP entity is eligible to

use it?

(a) Yes-clarify that soliciting and accepting contributions does not automatically

make an NFP entity publicly accountable. An ,NFP entity can use the IFRS lar

SMEs if it otherwise qualifies under Section 1.

(b) Yes-clarify that soliciting and accepting contributions will automatically make

an NFP entity publicly accountable. As a consequence, an NFP entity cannot

use the IFRS lar SMEs.

No-do not revise the IFRS lar SMEs for this issue.(c)

(d) Other-please explain.
/

Please provide reasoning to support your choice of (a), (b), (e) or (d).

• EFRAG agrees with altemative e),

ICAC's response:

Please see the answer to the preceding question.

Question S4: Consideration of recent changes to the consolidation guidance in full

IFRSs (Section 9)

The IFRS lar SMEs establishes control as the basis for determining which entities are

consolidated in the consolidated financial statements. This is consistent with the current

approach in full IFRSs.

Recent1y, full IFRSs on this topic have been updated by IFRS 10 Consolidated

Financial Statements, which replaced lAS 27 Consolidated and Separate Financial

Statements (2008). IFRS 10 includes additional guidance on applying the control

principle ina number of situations, with the intentionof avoiding divergence in

practice. The guidance will generally affect borderline cases where it is difficult to

establish if an entity has control (ie, most straightforward parent-subsidiary

relationships will not be affected). Additionalguidance is provided in IFRS 10 for:
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• agency relationships, where one entity legally appoints another to act on its

behalf. This guidance is particularly relevant to investment managers that make

decisions on behalf of investors. Fund managers and entities that hold assets for

a broad group of outsiders as a primary business are generally outside the scope

of the IFRS for SMEs.

• control with less than a majority ofthe voting rights, sometimes called 'de facto

control' (this principle is already addressed in paragraph9.5 of the IFRS for

SMEs but in less detail than in IFRS 10).

• assessing control where potential voting rights exist, such as options, rights or

conversion features that, if exercised, give the holder additional voting rights

(this principle is already addressed in paragraph 9.6 of the IFRS for SMEs but in

les s detail than in IFRS 10).

The changes above will generally mean that more judgement needs to be applied in

borderline cases and where more complex relationships exist.

Should the changes outlined above be considered, but modified as appropriate to

reflect the needs oí users of SME fmancial statements and _ cost-benefit

considerations?

(a) No-do not change the current requirements. Continue to use the current

definition of control and the guidance on its application in Section 9. They are

appropriate for SMEs, and SMEs have been able to implement the definition

and guidance without problems.

(b) Yes-revise the IFRS for SMEs to reflect the main changes from IFRS 10

outlined above (modified as appropriate for SMEs).

(e) Other-please explain.

Please provide reasoning to support your choice of (a), (b) or (e).

• EFRAG is not able to provide a view on the issue, altemative e).
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ICAC's response:

The reform package on consolidation standards (except in regard to the elimination of

the optional nature of the proportionate method) is an example of what the future should

not be intemational standardization. IFRS 10 does not change essentially the factual that

triggers consolidation, which is still "control". IFRS10 is a simple interpretation or

guidance to identify when control exists basically focused on the accounts of financial

institutions, in view of the examples inc1uded in the application guidance.

If the aim is to approve a new standard because the one in force is not applied, the

efforts will be fruitless. The new standard will neither beapplied. To avoid this

behavior it is more useful to highlight the failure to comply with the existing standards

in the audit reporto

In summary, in our opinion, if someone applies IFRS for SME's somewhere in the

world, it is best not to change the current requirements. Otherwise, the starting point, as

mentioned above, should be the closest to full IFRS.

Question S5: Use of recognition and measurement provisions in full IFRSs for

financial instruments (Section 11)

The IFRS for SMEs currently permits entities to choose to apply either (paragraph 11.2):

• the provisions ofboth Sections 11 and 12 in full; or

• the recognition and measurementprovisions of lAS 39 Financiallnstruments:

Recognition and Measurement and the disclosure requirements of Sections 11

and 12.

In paragraph BC106 ofthe Basis for Conc1usions issued with the IFRS for SMEs, the

IASB lists its reasons for providing SMEs with the option to use lAS 39. This is the

only time that the IFRS for SMEs specifically permits the use of full IFRSs. One of the

main reasons for this option is that the IASB conc1uded that SMEs should be permitted

to have the same accounting policy options as in lAS 39, pending completion of its

comprehensive financial instruments project to replace lAS 39. That decision IS

explained in more detail in paragraph BC106.
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lAS 39 will be replaced by lFRS 9 Financial Instruments. Any amendments to the IFRS

for SMEs from this comprehensive review would most probably be effective at a similar

time to the effective date of lFRS 9. The IFRS for SMEs refers specifically to lAS 39.

SMEs are not permitted toapply lFRS 9.

How should the current option to use lAS 39 in the IFRS for SMEs be updated .

once IFRS 9 has become effective?

(a) There should be no option to use the recognition and measurement provisions in

either lAS 39 or lFRS 9. All SMEs must follow the financial instrument

requirements in Sections 11 and 12 in full.

(b) Allow entities the option of following the recognition and measurement

provisions of lFRS 9 (with the disclosure requirements of Sections 11 and 12).

(e) Other-please explain.

Please provide reasoning to support your choice of (a), (b) or (e).

Note: the purpose ofthis question is to assess your overall view on whether the fallback

to full IFRSs in Sections 11 and 12 should be removed completely, should continue to

refer to an IFRS that has been superseded, or should be updated to refer to a current

lFRS. It does not ask respondents to consider whether any of the recognition and

measurement principles of IFRS 9 should result in amendments of the IFRS for SMEs at

this stage, because the lASB has several current agenda projects that are expected to

result in changes to IFRS 9 (see paragraph l3 of the Introduction to this Request for

Information).

• EFRAG agrees with altemative b). It thinks that entities should be given the

option of following the recognition and measurement provisions of lFRS9.

However, post-implementation reviews should consider whether the options

could be removed.
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ICAC's response:

The main differences between the accounting standard s that were applied in Europe and

IFRS as approved by the IASB, were regarding business combinations (IFRS3) and

financial instruments (IAS39). In recent years these pronouncements have introduced

radical changes. So, before changing the current requirements it would be prudent to

check if the new criteria will be amended again.

If someone applies IFRS for SME's somewhere in the world, it is best not to change. the

current requirements. Otherwise, the starting point, as mentioned above, should be the

closest to full IFRS. Currently, IFRS 9.,

Question S6: Guidance on fair value measurement for financial and non-fmancial

items (Section 11 and other sections)

Paragraphs 11.27-11.32 of the IFRS for SMEs contain guidance on fair value

measurement. Those paragraphs are written within the context of financial instruments.

However, several other sections of the IFRS for SMEs make reference to them, for

example, fair value model for associates and jointly controlled entities (Sections 14 and

15), investment property (Section 16) and fair value ofpension plan assets (Section 28).

In addition, several other sections refer to fair value although they do not specifically

refer to the guidance in Section 11. There is some other guidance about fair value

elsewhere in the IFRS for SMEs, for example, guidance on fair value less costs to sell in

paragraph 27.14.

Recently the guidance on fair value in full IFRSs has been consolidated and

comprehensively updated by IFRS 13 Fair Value Measurement. Some of the main

changes are:

• an emphasis that fair value is a market-based measurement (not an entity-

specific measurement);

• an amendment to the definition offair value to focus on an exit price (fair value

is defined in IFRS 13 as "the price that would be received to sell an asset or
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paid to transfer a liability in an orderIy transaction between market participants

at the measurement date"); and

• more specific guidance on determining fair value, inc1uding assessmg the

highest and best use of non- financial assets and identifying the principal market.

The guidance on fair value in Section 11 is based on the guidance on fair value in lAS

39. The lAS 39 guidance on fair value has been replaced by lFRS 13.

In straightforward cases, applying the lFRS 13 guidance on fair value would have no

impact on the way fair value measurements are made under the IFRS lar SMEs ..

However, if the new guidance was to beincorporated into the IFRSfar SMEs, SMEs

would need to re-evaluate their methods for determining fair value amounts to confmn

that this is the case (particularly for non-financial assets) and use greater judgement in

assessing what data market participants would use when pricing an asset or liability.

ShouId the fair vaIue guidance in Section 11 be expanded to reflect the principIes

in IFRS 13, modified as appropriate to reflect the needs of users of SME financiaI

statements and the specific circumstances of SMEs (for exampIe, it wouId take into

account their often more limited access to markets, vaIuation expertise, and other

cost-benefít considerations)?

(a) No-do not change the current requirements. The guidance for fair value

measurement in: paragraphs 11.27-11.32 is sufficient for financial and non-

financial items.

(b) Yes=-the guidance for fair value measurement in Section 11 is not sufficient.

Revise. the IFRS for SMEs to incorporate those aspects of the fair value

guidance in IFRS 13 that are important for SMEs, modified as appropriate for

SMEs (inc1uding the appropriate disc1osures).

(e) Other-please explain.

Please provide reasoning to support your choice of (a), (b) or (e).

Note: an altemative is to create a separate section in the IFRSfar SMEs to deal with

guidance on fair value that would be applicable to the entire IFRS for SMEs, rather than
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leaving such guidance in Section 11. This is covered in the following question (question

S7) ..

• EFRAG is not aware of probIems arising from the fair value guidance included

in IFRS for SME's, and is seeking for input from its constituents.

Are you aware of any problems resuIting from the guidance on fair value

measurement currently included in the IFRS for SMEs that couId be soIved by

expanding the guidance to reflect the principles in IFRS 13, modified as

appropriate to reflect the needs of users of SME financial statements and the

specific circumstarices of SMEs?

ICAC's response:

SMEs will never appIy section 11 or IFRS 13 because they do not have the

infrastructure/resources to do so. This is what reality shows; consider any other

possibility is a mere intellectualentertainment.

An example of the above is what it is stated in paragraph 11.30, which sets the criteria

to identify the fair value of the equity instruments that do not have a quoted market

price. If this section had been drafted by someone who was truly thinking of

harmonizing accounting for these entities and provide them with feasibIe ruIes, criteria

to vaIue these assets, in any case, should have been the "cost method". At this point, the

same can be said for IFRS 9.

Question S7: Posítioníng of fair value guidance in the Standard (Section 11)

As noted in question S6, severaI sections of the IFRS lar SMEs (covering both financial

and non-financia! items) make reference to the fair vaIue guidance in Section 11.

Should the guidance be moved into a separate section? The benefit would be to

make clear that the guidance is applicableto all references to fair value in the

IFRS for SMEs, not just to fmancial instruments.

(a) No-do not move the guidance. It is sufficient to have the fair vaIue

measurement guidance in Section 11.
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(b) Yes-move the guidance from Section 11 into a separate section on fair value

measurement.

(c) Other-please explain.

Please provide reasoning to support your choice of (a), (b) or (c).

Note: please answer this question regardless ofyour answer to question S6.

• EFRAG agrees with altemative b).

ICAC's response:

When a transaction between unrelated parties does not exist, the application of fair

value in SMEs should be limited to financial instruments admitted to trading. Therefore,

it seems unnecessary to go beyond what Section 11 says.

However, the relevant issue which should be clarified is who will be the recipients of

these IFRS for SME's. Listed companies, large, mediurn or small and medium-sized

and large unlisted. companies (on its individual and consolidated accounts), should

apply IFRS, or at least similar standards. That's what happens in Spain where local

Gaap (applicable in the individual accounts of all kind of companies, and optionally in

the unlisted consolidated annual accounts) have been modified to align with full IFRS.

For all these companies, fair value requirements and standards applicable should be

similar.

That is, in the above situation, IFRS for SME's would never apply. In the particular

. case of the European Union,each Member State shall, within the frarnework of

Regulation 1606/2002, of 19 July, require, perrnit or adapt their legislation harmonized

with IFRS.

In conc1usion, the first thing that shouldbe c1arified is w~o will be the recipients of this

standard. Henceforth it will be assumed to be small businesses.
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Question S8: Consideration of recent changes to accounting for joint ventu res in

fuIl IFRSs. (Section 15)

Recent1y, the requirernents for joint ventures in full IFRSs have been updated by the

issue of IFRS 11 Joint Arrangements, which replaced lAS 31 Interests in Joint

Ventures. A key change resulting frorn IFRS 11 is to classify and account for a joint

arrangernent on the basis of the parties' rights and obligations under the arrangernent.

Previously under lAS 31, the structure of the arrangernent was the rnain deterrninant of

the accounting (ie establishment of a corporation, partnership or other entity was

required to account for the arrangernent as a jointly-controlled entity). In line with this,

IFRS 11 changes the definitions and terrninology and classifies arrangernents as either

joint operations or joint ventures.

Section 15 is based on lAS 31 except that Section 15 (like IFRS 11) does not perrnit

proportionate consolidation for joint ventures, which had been perrnitted by lAS 31.

Like lAS 31, Section 15 classifies arrangernents as jointly controlled operations, jointly

controlled assets or joint1y controlled entities. lf the changes under IFRS 11 described

above were adopted in Section 15, in rnost cases, joint1y controlled assets and joint1y

controlled operations would becorne joint operations, and jointly controlled entities

would becorne joint ventures. Consequently, there would be no change tó the way they

are accounted for under Section 15.

However, it is possible that, as a result of the changes, an investrnent that previously

rnet the definition of a jointly controlled entity would becorne a joint operation. This is

because the existence of a separate legal vehicle is no longer the rnain factor in

classification.
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Should the ehanges above to joint venture aeeounting in full IFRSs be refleeted in

the IFRS for SMEs, modífied as appropriate to refleet the needs of users of SME

fmaneial statements and eost-benefit eonsiderations?

(a) No-do not ehange the eurrent requirements. Continue to classify arrangements

as joint1y eontrolled assets, joint1y eontrolled operations and joint1y eontrolled

entities (this terminology and classifieation is based on lAS 31 Interests in Joint

Ventures). The existing Seetion 15 is appropriate for SMEs, and SMEs have

been able to imp1ement it without prob1ems.

(b) Yes-revise the IFRS for SMEs so that arrangements are c1assified as joint

ventures or joint operations on the basis of the parties' rights and obligations

under the arrangement (terminology and c1assifieation based on IFRS 11 Joint

Arrangements, modified as appropriate for SMEs).

(e) Other-p1ease exp1ain.

P1ease provide reasoningto support your choice of (a), (b) or (e).

Note: this wou1d not ehange the aecounting options avai1ab1e for joint1y-eontrolled

entities meeting the eriteria to be joint ventures (ie eost mode1, equity method and fair .

va1ue mode1).

.• Current1y EFRAG is not ab1e to provide a view on this issue, altemative e).

ICAC's response:

No ehanges shou1d be introdueed with respeet to the separate finaneia1 statements.

App1ying the teehnique of eonsolidation when the joint venture is struetured through a

legal form (usually a eorporation) will introduce a 10t of eomp1exity. IFRS 11 has gone

beyond what it shou1d; and shou1d not repeat the mistake in the IFRS for SME's.

Question S9: Revaluation of property, plant and equipment (Seetion 17)

The IFRS for SMEs current1y prohibits the reva1uation of property, p1ant and equipment

(PPE). Instead, all items of PPE must be measured at eost 1ess any aeeumu1ated

depreeiation and any aeeumu1ated impairment losses (eost-depreeiation-impairment

mode1-paragraph 17.15). Reva1uation of PPE was one of the eomp1ex aeeounting
14
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policy options in full IFRSs that the IASB eliminated in the interest of comparability

and simplification ofthe IFRSfor SMEs.

In full IFRSs, IAS 16 Property, Plant and Equipment allows entities to choose a

revaluation model, rather than the cost-depreciation-impairment model, for entire

classesofPPE. In accordance with the revaluation rnodel in lAS 16, after recognition as

an asset, an item of PPE whose fair value can be measured reliably is carried at a

revalued amount-its fair value at the date of the revaluation less any subsequent

accumulated depreciation and subsequent accumulated impairment losses. Revaluation

increases are recognised in other comprehensive income and are accumulated in equity

under the heading of 'revaluation surplus' (un1ess an increase reverses a previous

reva1uation decrease recognised in profit or loss for the same asset). Reva1uation

decreases that are in excess of prior increases are recognised in profit or loss,

Reva1uations must be made with sufficient regu1arity to ensure that the carrying amount

does not differ materially from that which wou1d be determined using fair va1ueat the

end of the reporting periodo

Should an option to use the revaluatioil model for PPE be added to the IFRS for

SMEs?

(a) No-e-do not change the current requirements. Continue to require the cost-

depreciation-impairment mode1 with no option to reva1ue items ofPPE.

(b) Yes-revise the IFRS for SMEs to permit an entity to choose, for each major

class of PPE, whether to app1y the cost-depreciation-impairment mode1 or the

reva1uation mode1 (the approach in lAS 16).

(e) Other-p1ease exp1ain.

P1ease provide reasoning to support your choice of (a), (b) or (c).

• EFRAG is split on this issue and asks its constituents for input.

ICAC's response:

In many countries 1aws on reva1uation of balances are periodically approved. For

examp1e, in Spain a reva1uation 1aw was approved in 1996 and another reva1uation 1aw
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may be approved in 2012 or 2013. The IFRS for SME's should consider this possibility

(in the terms provided in the 4th Directive), revaluations as regulated in IAS16 are very

expensive and difficult to implement for SMEs.

Question S10: Capitalisation of development costs (Section 18)

The IFRS for SMEs currently requires that a11 research and development costs be

charged to expense when incurred unless they form part of the cost of another asset that

meets the recognition criteria in the IFRS lar SMEs (paragraph 18.14). The IASB

reached that decision because many preparers and auditors of SME financial statements

said that SMEs do not have the resources to assess whether a project is commercia11y

viable on an ongoing basis. Bank lending officers told the IASB that information about

capitalised development costs is of little benefit to them, and that they disregard those

costs in making lending decisions.

In fu11IFRSs, lAS 38 Intangible Assets requires that a11research and some development

costs must be charged to expense, butdevelopment costs incurred after the entity is able

to demonstrate that the development has produced an asset with future ecoriomic

benefits should be capitalised. IAS 38.57 lists certain criteria that must be met for this to

be the case.

lAS 38.57 states "An intangible asset ansmg from development (or from the

development phase of an internal project) shall be recognised if, and only if, an entity

can demonstrate a11of the fo11owing:

• the technical feasibility of completing the intangible asset so that it will be

available for use or sale.

• its intention to complete the intangible asset and use or se11it.

• its ability to use or sell the intangible asset.

• how the intangible asset wi11 generate probable future economic benefits.

Among other things, the entity can demonstrate the existence of a market for the

output of the intangible asset or the intangible asset itself or, if it is to be used

internally, the usefulness ofthe intangible asset.
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