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Quoted Companies Alliance Proposals for the International Accounting Standards Board’s Agenda 2011-2012

Summary of Proposals for the IASB’s Agenda 2011 – 2012
1. IFRS and its impact on small and mid-cap quoted companies

· Allow small and mid-cap quoted companies to use a proportionate form of IFRS
· Undertake a project of how to simplify IFRS for small and mid-cap quoted companies 
· Provide a detailed explanation as to why IFRS for SMEs not suitable for publicly accountable entities
· Examine IFRS 7 and IFRS 2 with the goal of simplification
2. The role of materiality in reducing complexity

· Consider materiality in the drafting of standards and include a statement in the disclosure section of any standard on materiality
· Highlight the importance of materiality in the new Leases and Revenue Recognition standards

3. Importance of impact assessments and post-implementation reviews

· Undertake cost-benefit impact assessments for all new standards and proposed changes to standards across a wide-range of preparers, including small and mid-cap quoted companies
· Undertake post-implementation reviews to consider how the standards are working in practice for a variety of preparers and users
4. Representation of small and mid-cap quoted companies on the IASB
· Ensure that board members of the IASB have recent practical market experience, which could be achieved through restructuring the requirement for full-time board members.
· Ensure a greater representation of users, preparers and investors in the small cap sector on the IASB
Introduction

The Quoted Companies Alliance, through its Financial Reporting Committee is committed to improving corporate reporting and to reducing the complexity of financial statements, which has greatly increased in recent years. It has developed a Corporate Reporting Charter, and a European Corporate Reporting Charter (both available in Appendix A), setting out the principles which it considers should underpin good quality reporting. Below we have detailed our specific proposals 

1. IFRS and its impact on small and mid-cap quoted companies

The Quoted Companies Alliance believes that IFRS in its current form is too complex for small and mid-cap quoted companies, which is feedback we often receive from our corporate membership.
· Proportionate form of IFRS for small and mid-cap quoted companies

We believe that it would be more appropriate for smaller quoted companies (both on regulated and exchange regulated markets) to be able to use a more proportionate form of IFRS, which could lead to more meaningful accounts for investors/users and less administrative burden for these preparers.
This could be achieved, for example, through proportionate requirements in individual standards, especially those related to disclosure, greater consideration of the application of the materiality (discussed more in point 2 on the following page), or by their being able to use the IFRS for SMEs standard. 
Another approach would be to set out the nature of information that is generally helpful on a given issue, leaving the preparers to decide on relevant disclosures that best take account of their specific circumstances - ie a principles rather than a rules based approach to disclosure. A specific project is needed on the application of IFRS by smaller quoted companies and the Quoted Companies Alliance would be pleased to work with the IASB on such an initiative.  It should be recognised for smaller quoted companies, by any definition, represent the vast majority by number of quoted companies.
More fundamentally, we do not consider that a comprehensive case has been made as to why the IFRS for SMEs standard is not appropriate for use by publicly accountable entities or companies with a listing on a public market. It is not clear in what way the information provided does not meet the needs of users and investors of listed companies and, in particular, those of users of smaller listed companies. 

· Specific standards that present complexity – IFRS 7 and IFRS 2
In January 2011, we undertook a survey of our corporate membership to understand more about which IFRS standards are overly complex for directors of small and mid-cap quoted companies. 
Out of 21 respondents:

· 72.2% noted that IFRS 7 – Financial Instruments Disclosures (for non-financial companies) were ‘complex’ or ‘very complex’; 50% also explained that they did not think that this standard added any value to their accounts.
· 57.1% noted that IFRS 2 – Share-based Payments (accounting) were ‘complex’ or ‘very complex’; 33.3% explained that this standard added no-value to their accounts.
· 42.8% noted that IFRS 2 – Share-based Payments (disclosures) were ‘complex’ or ‘very complex’ – with a further 42.9% classing it as ‘somewhat complex’; 30% explained that these disclosures did not add any value to their accounts.
In rating the standards directors’ found most complex, open-ended comments noted that often it is not just purely about ‘complexity’, but also about the volume of information that must be produced in relation to a standard – and the lack of perceived benefit.  

For IFRS 7 –Financial Instruments Disclosures (for non-financial companies), directors noted some of the following reasons for complexity:

· “...calculation of the fair values of simple forward exchange contracts (because derivatives)”
· “Detailed disclosures about even the most simple instruments.”

· “Currency risk sensitivity...”

· “Classification of financial instruments and hedging accounting...”

By far, the main comments explained that the sheer volume of information disclosed presented the most problems with the standard for non-financial companies.

For IFRS 2 – Share-based Payments (accounting) and IFRS 2 – Share-based Payments (disclosures), directors noted some of the following reasons for complexity:
· “Amounts charged do not necessarily relate simply to amounts paid. Non finance staff find it difficult to understand the application of a notional non-cash charge.”
· “Achieving a meaningful measure of volatility which is consistent in its relative impact from one year to the next.

· “Decision on which financial model to use. The assessment of the assumptions underlying the model. The calculation of the charge using the model.”

· “Measuring the value of the option.”
· “Volume of disclosure required about relatively simple grants makes the note incomprehensible to most.”

Most comments on the accounting aspect of this standard focused on calculating models and assumptions used. Most comments on the disclosure aspect of this standard noted that there were a vast amount of disclosures, which are difficult for most to understand, thus questioning the benefit of them.

We therefore believe that these two standards – IFRS 7 and IFRS 2 – could be reviewed in order to simplify them and also provide more meaningful information to users.
2. The role of materiality in reducing complexity
We believe that materiality could be used more to reduce complexity in reports and accounts and provide more meaningful reports to users. 

On 17 February 2011, the Quoted Companies Alliance held a Materiality Roundtable to bring key stakeholders together and to discuss this and how the concept could be used to improve corporate reporting. Please see Appendix B for a summary of points discussed at the roundtable.
We would propose that the IASB should include a statement about materiality in the disclosure section of each standard, emphasising the need for material disclosures which will vary for each business. The goal would be to ensure that preparers understand that the disclosures proposed in various IFRS standards are not ‘requirements’.
We believe that this is particularly important in the context of the ongoing Leases and Revenue Recognition projects and believe that materiality should be highlighted in the new drafts of these standards.
3. Importance of impact assessments and post-implementation reviews

We very much support the Trustees Review and commitment to preparing impact assessments and post-implementation reviews of standards.
However, we would stress that impact assessments and post-implementation reviews for changes to standards and new standards must be carried out across a wide range of users, and in particular the effect of standards on small and mid-cap quoted companies should be considered and pass a cost/benefit test, as these companies make up the vast majority of all quoted companies.
4. Representation of small and mid-cap quoted companies on the IASB

We believe the requirement that the vast majority of board members be full time has, for example, had the effect that a number of the members of the IASB have not been directly involved in the business and financial communities for many years. We believe it is essential that most of the IASB members have current or, at least, very recent experience of relevant business or financial markets and that this would best be achieved by having far more part-time board members.

We also consider that greater representation is needed from those with experience as preparers or investors in smaller quoted companies. There is a vast difference in the size, nature of businesses of and resources available to smaller quoted companies compared to their global counterparts and better account needs to be taken of this in the setting of accounting standards. IFRS currently appear to be drafted solely from the perspective of global listed companies. Greater consideration needs to be given to making the requirements for smaller quoted companies proportionate to the size of the business.
APPENDIX A

[Insert Quoted Companies Alliance Corporate Reporting Charter]

[Insert European Corporate Reporting Charter]
APPENDIX B
[Summary of Points Discussed at Materiality Roundtable
Draft 1 – 5 July 2011
Draft 1 – 5 July 2011
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