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Dear Jean-Paul and Saskia,

EFAA RESPONSE EFRAG’S JOINT CONSULTATION ON THE IASB’S THIRD AGENDA CONSULTATION AND ON EFRAG’S
PROACTIVE RESEARCH AGENDA

EFAA appreciates the opportunity to provide our comments on your consultation IASB's Third Agenda Consultation

and EFRAG's Proactive Research Agenda.

The European Federation of Accountants and Auditors for SMEs (“EFAA”) represents accountants and auditors
providing professional services primarily to SMEs both within the European Union and Europe as a whole.
Constituents are mainly small practitioners (“SMPs”), including a significant number of sole practitioners. EFAA's
members, therefore, are SMEs themselves, and provide a range of professional services (e.g., audit, accounting,
bookkeeping, tax, and business advice) to SMEs. EFAArepresents 13 national accounting, auditing, and tax advisor

organisations with more than 350,000 individual members.

Small- and medium-sized entities (SMEs) collectivelyaccount for a significant, if not majority, share of economic,
environmental, and social impacts by private sector business. Consequently SMEs, and the small- and medium-
sized accountancy practices (SMPs) that provide professional services to them, stand to play a vital role in making
the EU economy stronger and sustainable. This role extends to helping SMEs prepare financial and sustainability
reports. SMPs have traditionally prepared the financial information and reports, both for management and
external reporting purposes, of clients that lack the inhouse expertise or capacity to do so themselves. Going
forward SMPs canexpectincreasing numbers of clients to ask them to also prepare sustainability information and

reports.
QUESTION TO CONSTITUENTS
PART A: IASB THIRD AGENDA CONSULTATION

In addition to your comments on EFRAG’s tentative responses to the four questions contained in the IASB’s RF],

we invite you to express your view on the tentative priority assignment presented by EFRAG in Attachment A.

* Which are the 6 priority projects that the IASB should undertake as new projects for the period 2022-2026 (you
may select from the two lists in Attachment A or suggest other projects)? If you suggest other projects, please

specify the scope.
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* Regarding the suggested project on ‘Connecting financial and sustainability reporting’ (paragraphs 41 and
following), do you consider that the consideration of climate-related financial implications should be part of that

project or be addressed as a separate project?

In ANNEX A you will find ourresponse to the IASB. on its Third Agenda Consultation. Since EFAAis a member of
EFRAG thisresponse has been heavily informed and influenced by EFRAG’s draft response.

P ART B: EFRAG’S PROACTIVE RESEARCH AGENDA
In ANNEX Byou willfind ourresponse to the EFRAG’s proposed proactive research agenda.

We greatly appreciate this opportunity to share ourviews and look forward to helping youelicit input from SMEs

and SMPs going forward.

Yours sincerely,

7 .

X,SV;‘W\//ador‘l\/Iarl'n Paul Thompson
EFAA President EFAA Director
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ANNEX A: EFAA RESPONSE IASB REQUEST FOR INFORMATION THIRD AGENDA CONSULTATION

EFAA appreciates the opportunity to provide our comments on your Request for Information Third Agenda

Consultation.

The European Federation of Accountants and Auditors for SMEs (“EFAA”) represents accountants and auditors
providing professional services primarily to SMEs both within the European Union and Europe as a whole.
Constituents are mainly small practitioners (“SMPs”), including a significant number of sole practitioners. EFAAs
members, therefore, are SMEs themselves, and provide arange of professional services (e.g., audit, accounting,
bookkeeping, tax, and business advice) to SMEs. EFAA represents 13 national accounting, auditing, and tax advisor

organisations with more than 350,000 individual members.

Small- and medium-sized entities (SMEs) collectivelyaccount for a significant, if not majority, share of economic,
environmental, and social impacts by private sector business. Consequently SMEs, and the small- and medium-
sized accountancy practices (SMPs) that provide professional services to them, stand to play a vital role in making
the EU economy stronger and sustainable. This role extends to helping SMEs prepare financial and sustainability
reports. SMPs have traditionally prepared the financial information and reports, both for management and
external reporting purposes, of clients that lack the inhouse expertise or capacity to do so themselves. Going
forward SMPs canexpectincreasing numbers of clients to ask them to also prepare sustainability informationand

reports.

Since EFAA s a member of the European Financial Reporting Advisory Group (EFRAG) and based in the European

Union our response has been heavilyinformedand influenced by EFRAG’s draft response.
Question 1—Strategic direction and balance of the Board’s activities

The Board’s main activities include:

 developing new IFRS Standardsand majoramendments to IFRS Standards;

* maintaining IFRS Standardsand supporting their consistent application;

e developing and maintaining the IFRS for SMEs Standard;

e supportingdigital financial reporting by developing and maintainingthe IFRS Taxonomy;
e improving the understandability and accessibility of the Standards; and

e engaging with stakeholders.

Paragraphs 14-18and Table 1 provide an overview of the Board’s main activities and the current level of focus for

each activity. We would like yourfeedback on the overall balance of our main activities.
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(a) Should the Board increase, leave unchanged or decreaseiits current level of focus for each main activity? Why
or why not? You can also specify the types of work within each main activity that the Board should increase or

decrease, including yourreasons for such changes.
(b) Should the Board undertake any other activities withinthe current scope of its work?
EFAA RESPONSE

EFAA considers that the overallbalance of themain activities ofthe IASB, as indicated in the RFl, is appropriate and
should not be substantially modified over the 2022-2026 period. The activities in relation to ‘improving the
understandability and accessibility of the Standards’ could be increased though possibly as an integral and
systematic part of ‘maintaining IFRS Standards and supporting their consistent application’. SMEs prefer a stable
platform as far as possible one might decrease ‘developing new IFRS Standards and major amendments to IFRS

Standards.’

IFRS for SMEs is not widely used in the European Union. Efforts to increase its use might be explored. Similarly, in
thelight of EFAA research evidencing its existence we encourage the IASBto be cognizant of the trickle-down effect
whereby national standard setters ‘borrow’ accounting treatment from full IFRS for use in nationalstandards that

are primarily directed at non-publicly accountable entities or SMEs.

EFAA is keen to see timely and robust Post-implementation Reviews (‘PIR’) of all new standards and these might
extend to assessing any trickle down. EFAA is also keen to see greater effort and innovation in the way the IASB
garners input from SME and SMP constituents as well as users. Traditionally these groups do not respond to
conventional consultations forvarious reasons including lack oftime and technical capacity. Short surveys and the

use of standard response templates, as used as part of the IFRS for SMEs Comprehensive Review, are welcome.

EFAA, in concurrence with EFRAG, suggests that the connectivity between financial reporting and sustainability
reporting should be identified as an additional and separate area of activity of the IASB. Sustainability reporting
and financial reporting are currently not formally connected. Possible developments in financial reporting

standards mayfacilitate the creation of connectivity between financial and sustainability information.

Question 2—Criteria for assessing the priority of financial reporting issues that could be added to the Board’s work

plan

Paragraph 21discusses the criteria the Board proposes to continue using when assessing the priority of financial

reportingissues that could be addedto its work plan.
(a) Do you think the Board has identified theright criteria to use? Why or why not?
(b) Should the Board consider any other criteria? If so, what additional criteria should be consideredand why?

EFAA RESPONSE
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EFAA considers the criteria are appropriate when deciding whether to add a potential project to its work plan. That
said, as we speak from an SME perspective, we are keen forother financial stakeholders, in addition to investors,
to be considered. For example, IFRS for SMEs states that external users include owners who are not involved in

managing the business, existing and potentialcreditors, and credit rating agencies.
Question 3—Financial reporting issues that could be added to the Board’s work plan
Paragraphs 24-28 provide an overview of financial reportingissues that could be added to the Board’swork plan.

(a) What priority would you give each of the potential projects described in Appendix B—high, medium or low—
considering the Board's capacity to addfinancial reporting issues to its work planfor 2022 to 2026 (see paragraphs
27-28)? If you have no opinion, please say so. Please provide information that explains your prioritisation and
whether your prioritisation refers to all or only some aspects of the potential projects. The Board is particularly

interested in explanations for potential projects that you rate a high or low priority.

(b) Should the Board add any financial reporting issues not described in Appendix B to its work plan for 2022 to
20267 You cansuggest as many issues as you consider necessary taking into consideration the Board’s capacity to
add financial reporting issues to its work planfor 2022 to 2026 (see paragraphs 27-28). To help the Board analyse

the feedback, when possible, please explain:
(i) the nature of theissue; and

(ii) why you think theissueis important.
EFAA RESPONSE

EFAA broadly concurs with the priorities identified by EFRAG in its draft response. However, EFAA believes five of
these projects deserve the highest priority. These five projects, with their scope modified broadly in line with
EFRAG’s draft response, are set out below (together with size and rationale forour prioritizing). In all projects we

urge the IASB to ensure understandability and accessibility of the Standards.
1) Connecting financial and sustainability reporting, starting fromclimate-related financial implications (Large)

As EFRAG notes developments in the sustainability reporting area are occurring at both the European and global
level including the proposed Corporate Sustainability Reporting Directive (CSRD). We support EFRAG’s view that
theissue of connecting financial reporting and sustainability reporting will require greater attention in providing a
full picture of companies’ reporting. Synergies between financial and sustainability reporting could be explored and
may pave the way towards a more holisticand integrated reporting system. We therefore support EFRAG’s call for
a more ambitious project on climate-related financial implications than the proposals in the RFI. This project would
address more holistically the connectivity between IFRS Standards and sustainability reporting. The project could

be combined with the IASB’s envisaged project on Pollutant Pricing Mechanisms.
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2) Crypto-assets and related transactions (Medium)

We suggest this project considers accounting for crypto-assets (and liabilities), not just cryptocurrencies, and
consider accounting alternatives explored in EFRAG’s 2020 Discussion Paper, Accounting for Crypto-assets

(Liabilities) Holder and issuer perspectives.
3) Intangible assets (Large)

EFRAG is already conducting a research project on Better Information on Intangibles. EFAA is concerned at the lack
of recognition and measurement of some intangible assets. EFAA research sheds some light onthe deficienciesin

the reporting on intangibles by SMEs.
4) Going concern (Medium)

EFAA supports the RFI’s proposed project but urges thisalso extend to a reviewof the duration ofthe look forward
period as we believe this to be too short. The period might be extended to 12 months from the date the finandal

statements are published.
5)Supply chain financing (including reverse factoring) (Small)

We share EFRAG’s concern that IFRS Standards do not provide specific guidance to address reverse factoring and
other forms of supply chain financing. Applying these standards requires significant judgement, particularly, as
reverse factoring arrangements can differ significantly. We therefore support further guidance and a project scope

thatgoes beyond the one proposed by the RFI that would be limited to cash flow presentation.
Question 4—0ther comments

Do you have any other comments on the Board’sactivities and work plan? Appendix A provides a summary of the

Board’s current work plan.
EFAA RESPONSE
EFAA has no other comments onthe IASB’s activities and work plan.

We greatly appreciate this opportunity to share ourviews.
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ANNEX B: EFAA RESPONSE EFRAG’S PROACTIVE RESEARCH AGENDA

Do you agree that the most important projects for which EFRAG should perform proactive activities, would

be those:

a) European constituents consider most important to address in relation to the IASB’s agenda consultation

thatis the projects listed in Attachment A (on page 18) and in Attachment B (on page 21); and/or

b) Those projects that are considered important by European constituents and for which European input is

particularly important.
If you do not agree, how should EFRAG select the projects for its proactive agenda?
We agree.

Do you agree with the list of projects in paragraph 4(b) that are particularly important to provide European
input on? Do you agree with the list of projects in paragraph 4(b) that are particularly important to provide

European input on? If not, what four projects would you include on the list?
We agree.

We assign special importance to projects on ‘Connecting financial and sustainability reporting, starting from

climate-related financial implications”and ‘Supply chain financing(includingreverse factoring).

Do you agree that EFRAG should follow the procedure described in paragraphs 4—7 when selecting projects

to beincluded on its proactive agenda? If not, why

We agree.

In the light of EFAA research evidencing its existence we encourage the IASB and EFRAG to be cognizant of
the trickle-down effect whereby national standard setters ‘borrow’ accounting treatment from full IFRS for
usein national standards thatare primarily directed at non-publicly accountable entities or SMEs. The risk of

trickle down might be added as an additional consideration when selecting projects.

On average, what do you think the ratio between resources EFRAG spend on proactive work and reactive

work should be?

We believe that EFRAG’s resources need to beincreasingly directed towards proactive workand in so doing

it can then more effectively influence the IASB’s agenda.
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