ICAEW roundtable – “The ASB’s plans for the future of UK financial reporting” – Monday 24 January 2010
1 PANEL
Andy Simmonds (Deloitte, ASB member, chairman) (AS)

Roger Marshall (ASB interim chairman) (RM)

Edward Beale (City Group, ASB member responsible for the Alternative View) (EB)

Brian Shearer (Grant Thornton) (BS)

Danielle Stewart (Baker Tilly) (DS)

2 PRESENTATIONS
The first half of the session was made up of presentations by panel members; this was followed by a floor discussion with some electronic voting.

2.1 AS and initial polls
AS opened the session. He explained that, before the issue of the IFRS for SMEs, the ASB had been keen on retaining the FRSSE but, after the IFRS for SME had been issued, the ASB thought that it could form the basis of the future of UK GAAP.  In developing the FRSME, AS suggested that the ASB had tried to respond to constituents’ views, and that the aim of this session was to say “this is what you asked for, but is it what you want?”

Initial polls of audience, 100 of whom had the means to vote:

46% preparers

20% users

34% auditors

Primary area of interest:

29% tier 1 (inc 1S) (publicly accountable entities)

14% tier 2 (non publicly accountable)

10% tier 3 (small)

48% all tiers

2.2 RM
RM presented on the standard setting process and the ASB’s consultations to date.

· Personally he had, when becoming interim chair, felt agnostic at the outset but was now “fairly committed” to the proposals although he had reservations about deferred tax and the prohibition of revaluation (particularly the discontinuity whereby it is permitted for small entities and PA entities but not those in between).
· Justified need to move as the existing UK GAAP framework was incoherent, had omissions (eg derivative accounting) and frozen in time.  Full scale IFRS convergence was found to be very difficult (several consequential amendments) and was abandoned after 2 years

· Different frameworks present their own challenges, eg ICAEW training

· Aim to have high quality financial reporting

· A tiered approach was chosen to meet the needs of users and preparers
· Principles behind preparing the FRSME were to minimise changes to IFRS for SMEs, be consistent with EU endorsed IFRS where possible and to use company law exemptions

· FRSSE – remain for now.  Not committed either way but will consult at a later date

· Consultation – there is not an option to do nothing

· Also suggested “there are some advantages in delay” for reasons such as the imminent IASB redeliberation re IFRS for SMEs (2011/12); the development of IFRS 9; the recession.

2.3 EB
EB explained his alternative view.

2 fundamental questions are why and what, he disagrees with the why of what the ASB are doing and therefore naturally comes out with a different idea of what.

Areas he agrees with:

· 3 tier system (though would also consider 2)
· Reduced disclosure framework (though thinks it could be introduced sooner)

· IFRS for SMEs as basis for tier 2 (though it needs to be changed, eg want to use one language)

Key rejection is of the “minimal changes” principle: the ASB needs to keep its reputation as an independent high quality standard setter by trailblazing in adapting the IFRS for SMEs, thus influencing the IASB etc. This would help its international influence. It would also enable the ASB to improve standards as it sees fit to maintain quality.
ASB doesn’t understand user needs well enough – who uses UK GAAP accounts and what for? ASB needs to do more work on this but also to aim to make life easier for preparers and auditors.  Accounts should be providing users with useful and usable information.  The contents should be driven by users and not theory.  “Without a clear vision, the ASB cannot assess the impact” of the changes.
Assuming a need for 3 tiers, why are there cut-off points?  This assumes that there are 3 different information requirements but it is not clear that there are 3 needs.  Tier 2 could be an option for tiers 2 and 3.  Should the decision actually be one of the regulators, management or shareholders rather than the ASB knowing best?

ASB didn’t question/can’t defend IASB’s assertion that the IFRS for SMEs is unsuitable for publicly accountable entities. Work is needed on whether AIM, plus companies etc could drop into tier 2.

Comparability is overrated – no need to seek comparability between companies below EBITDA and beyond the related balance sheet items. 

Reliability should also be redefined to include “meets user needs” which would push the focus away from recognition in the primary statements and allow, instead, note disclosure.
Raised 11 questions, eg should the ASB remain a world class standard setter, what is the best way to influence the IASB, who uses UK GAAP accounts, can the ASB justify its proposals when it does not know its users, do we need tier 3, can reduced disclosures be implemented early, base tier 2 on built up FRSSE or FRSME, should ASB decide the cut-off points between tiers.  Also referred to the “louder than words” challenge – need to reduce complexity.

2.4 BS
BS  - emphasis that for many companies, applying the FRSME will be straightforward.  There are many similarities to existing UK GAAP, eg working capital, revaluations, layout of financial statements.
Some areas of big change, eg complex financial instruments, deferred tax, development and borrowing costs

There are more than 50 “practicality relaxations” in the FRSME.

Four other ways the ASB could approach/ have approached this:

1. Keep UK GAAP as it is (but it would take quite a lot of work to update)

2. Allow  the FRSSE up to the medium size threshold

3. Use the FRSME but change more of the detail

4. Use the FRSME but take out the parts  that are costly for preparers

2.5 DS

Reasons not to raise the FRSSE threshold:

· FRSSE is based on a “broken GAAP”

· Doesn’t reflect international language

· Doesn’t include key areas such as consolidation, fair values (though these would be easy to add as extra lumps)

Reasons to raise the FRSSE threshold:

· Includes options missing from the FRSME (revaluation, capitalising development costs)

· It’s a one-stop shop

· It provides a raison d’etre for the ASB!!

Reminder that the FRSSE was very controversial on its initial introduction but now used by the vast majority of small companies. 

DS request that the FRSME is changed a bit more, to make it “designed to fit”. 
3 FLOOR AND PANEL DISCUSSION
James Roberts (BDO) -Aversion to complexity, concern about cost. May be better to defer implementation. 

Colin Martin (KPMG) - Questioned the roots of the £80m figure in the cost-benefit analysis, and asked whether there was any breakdown of the types of companies affected.
Paul Dare [??]  - Users of accounts “have given up” because accounting standards change too often, so there’s no point learning anything new because you know it will rapidly be superseded.



RM – 

EB –
Richard Martin (ACCA)  - concerned about high number of subsidiaries caught in tier 1.  Also, concerned that pension funds in tier 1 would have to follow what he thought to be unsatisfactory accounting standards, ie IAS 26.


Shona Harvey (Crowe Clarke Whitehill) -  doesn’t believe much value would be added by requiring pension funds to use IFRS 7.

Geoff Ransom (practitioner)  - expressed some discontent that the ASB hasn’t sufficiently researched user needs. 

Ken Rigelsford (Deloitte)  - agrees with public accountability as a principle for scoping into tier 1, but questions some of the detail of the outcome. Observes that there is an issue with understanding who users are, but also points out that EB seems to be making a lot of assumptions too. Finally, perhaps the reason we do not understand user needs is that for mid-size companies there aren’t really any users.



David Tyrell (BIS) – initial BIS analysis suggests there are two groups of users who download CoHo information – credit rating agencies, several individuals and others. Looking at the others, they download free information (annual returns, registers etc) and paid for information (accounts) – around 2m hits per week. 

Stuart Hastie (Disclosure Solutions) – current accounting standards are developed cooperatively between users and preparers [not the ASB??] and the ASB don’t listen to anyone. Tier 2 companies would be in a straight jacket unable to choose to revalue, for instance, whereas those around them could.



Colin Martin (KPMG) – do the UITF still have a role, or will they be scared off issuing any comments in case these are later contradicted by the IFRIC?

Jenny Reed (SWAT) – it would be better if there were more accounting policy options in the FRSME, and the ASB could then consider getting rid of the FRSSE (otherwise practitioners with small clients will still have the problem of needing to be familiar with two frameworks)





James Roberts (BDO) – multiple GAAPs are not desirable – best aim is one global set of accounting standards, but current IFRS is too complex. Aim is to “re-establish a leadership position for the UK”. 
Robert Cowell [?] (economic regulator ie user)  -fears change. Dislikes step changes eg revaluation between tier 3/2/1. Users care about all aspects of accounts, not just measures down to EBITDA. 

Alan [?] (PBE preparer) -  - any progress on devt of PBE standard?


Paul [Bashan?] (PBE) – he holds a large listed asset base which is reinvested but is in a seven year cycle – at present doesn’t have to account for value fluctuations, so the requirement to use fair value would cause fluctuations in income and his clients would “kick off”. [is he saying “at present we can disguise our losses by showing everything at cost, and we don’t want our investors to understand how we’re performing until we cash out at the end and they don’t even get their deposits back”?]. Only banks should have to do difficult accounting.

BS  -.

KR  - there are some [undisclosed] drafting errors in the FRED. ASB should consider replacing tax chapter with flow-through accounting



4 CLOSING QUESTIONS TO AUDIENCE
(again note only 100 of the audience had the means to vote)

How many tiers should there be?

3 – 





30%

2 with the lower based on the IFRS for SMEs – 
45%

2 with the lower based on the FRSSE

25%
Attitude to the reduced disclosure framework

Do it now



57%

Do it with the rest of the proposals
37%

Don’t do it



6%

Changes to the IFRS for SMEs should be
Minimal
(legal)



15%

Limited (“eg deferred tax”)

20%

More extensive (“eg revaluations”)
66%

[really a biased question. The audience were encouraged to choose option 3 if they wanted an option to revalue, so the question wasn’t really getting answers about the desirable extent of changes but only about one desired change]

Timescale

Go with ASB proposals – Jul 2013 with early adoption permitted

61%

Sooner








10%

Later








29%
AS - ASB does an impact assessment because it’s required to by BIS, and by its nature it will be a little “finger in the air”





RM – change is essential and all changes have cost, in fact everything has a cost, but there shouldn’t be too much of an effect on mid-size preparers. There’s no point in looking at costly models unless it’s necessary, eg if no FV market.





EB - disagrees with the claim that business has got more complex.


Also, much talk of the IFRS for SMEs being good because it’s only going to be updated once every 3 years, but in fact the ASB could choose to apply this triennial approach to whatever framework was applied, if they wished.





RM - yes, might be a fair point about pension funds





EB - Companies House has some statistics on downloads from their database. Didn’t explain the source or what they said, but suggested that maybe the main users were customers and suppliers [unsupported].





BS - agrees with [KR or EB?] about subs of listed companies. We can only ever reach an approximate idea of user needs.





DS - observation on how the IFRS for SMEs was written – like the FRSSE, it aimed to choose the “simple option” wherever available. She questioned Paul Pacter about this in a public meeting some time ago, and he said that they just drafted it like that without thinking too hard about it, and no one questioned it. It was just “an idea” that was not voted against by the IASB.


Suggestion – if the ASB receives a clear mandate from “the people” it will be able to make more substantial changes to the FRSME, ie make “cheeky” UK changes





EB - [commented, but I don’t know what he said]





EB – there should be a UK standard setter – international comparability is not vital. May lose credibility if we did not deviate at all.





EB - yes, getting rid of the FRSSE should be considered, but only after a few years.  Would like tier 2 to be as simple as tier 3





DS - yes, but the bottom tier will always need a sort of “FRSME lite” which would chop out areas such as consolidation and fair values.





EB - there is also iXBRL to consider, and perhaps for this reason everyone should move back to historic cost accounting.





DS - the EU work on micros might eventually reach a conclusion (so the smallest entities might be out of preparing accounts, so would not be adversely affected by removal of the FRSSE).





AS - should be out as an ED by the end of February, allowing long enough for commentators to process it before they need to get their comments on the general proposals in by 30 April 2011.





BS - this emphasises the need for accounts to “tell a story” – you are never forced to report numbers without explaining them. Same for revaluations – not being able to do them in your balance sheet doesn’t mean you can’t disclose what your properties are worth and how you believe they support your business’s value.





RM - yes, perhaps it should.





AS - areas for change include deferred tax, equity settled share based payments, and cash-settled share based payments where the requirements aren’t consistent with the employee benefits chapter.
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