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Dear Ms. Sansom,

Accounting Standards Board – The Future of Financial Reporting
INTRODUCTION

The Quoted Companies Alliance (QCA) is a not-for-profit membership organisation working for small and mid-cap quoted companies.  Their individual market capitalisations tend to be below £500m.   

The QCA is a founder member of EuropeanIssuers, which represents over 9,000 quoted companies in fourteen European countries.

The QCA Financial Reporting Committee has examined your proposals and advised on this response.  A list of committee members is at Appendix A.

RESPONSE

We welcome the opportunity to respond to this consultation.  
The tier system

Q1 Do you agree that a differential financial reporting framework, based on public accountability, provides a targeted approach to relevant and understandable financial information that contributes to discharging stewardship obligations? 

Q2 Do you have any further comments on the proposed application of the tier system?
Q3 Appendix 1 ‘Note on the Legal Requirements in the United Kingdom and Republic of Ireland’ to this FRED sets out a note on legal matters that are applicable to the tier system. Do you have any comments or queries on the scope or content of this Appendix?
Entities with public accountability (Tier 1)
Q4 Should entities that have public accountability, satisfy all three of the size conditions of a small company or small group, and are prudentially regulated, be permitted to apply the FRSME?
Q5 Are the definition of public accountability and the accompanying application guidance sufficiently clear to enable an entity to determine if it has public accountability? If not, why not? Entities without public accountability (Tier 2)
Q6 The ASB is proposing to amend the IFRS for SMEs to comply with Company law. Do you agree with the amendments? If not, please explain your reason for disagreement and, if appropriate, suggest an alternative.
Q7 The ASB decided to evaluate possible amendments to the IFRS for SMEs using three guidelines:
(a) changes should be minimal;

(b) changes should be consistent with EU-adopted

IFRS; and

(c) use should be made, where possible, of existing exemptions in Company law to avoid gold-plating. 

Do you agree with these guidelines? If not, please explain why.
Q8 The ASB has amended the IFRS for SMEs to:

(a) replace section 29 Income Tax with IAS 12

‘Income Taxes’;

(b) provide transitional relief for dormant entities with intra-group balances;

(c) exempt an entity preparing consolidated financial statements from including a parent company cash flow statement; and
(d) revise the scope of section 9 such that an entity is required to prepare consolidated financial statements only when required to do so by Company law. 

Do you agree with the amendments? If not, please explain your reason for disagreement and, if appropriate, your proposed alternative.

Small entities (Tier 3)
Q9 Do you agree with the proposed consequential amendments to the FRSSE? If not, why not? Please state your reason for disagreement and, if appropriate, suggest an alternative. 

Reduced disclosures for subsidiaries
Q10 The ASB is proposing that subsidiary undertakings which apply the reduced disclosure framework should: 

(a) disclose the disclosure exemptions taken;

(b) state in the notes the name of the parent undertaking in whose consolidated financial statements the subsidiary’s results and relevant disclosures are included; and

(c) only be permitted to take the disclosure exemptions where the consolidated financial statements of the parent are publicly available. 

Are these requirements necessary and sufficient to protect users of subsidiary financial statements?
Q11 The ASB proposes that disclosure exemptions should be permitted for all subsidiary undertakings: do you agree, or do you consider that there should be a minimum percentage ownership requirement?
Q12 Do you consider that a disclosure exemption should or should not be provided for transactions between wholly-owned group undertakings? Please explain your reasoning.
Q13 The reduced disclosure framework was developed in response to the feedback on the ASB’s policy proposal issued in August 2009. Qualifying subsidiaries applying the reduced disclosure framework look to EU-adopted IFRS and the Appendix to the draft Application FRS to prepare their financial statements. Does this proposal adequately address preparers’ needs?
Q14 Do you have any further suggestions for disclosure exemptions for qualifying subsidiaries? If so, please explain why you consider the disclosure is not required in the subsidiary financial statements.

Draft impact assessment
Q16 Do you agree with the benefits that have been identified as arising after adoption of the proposed Financial Reporting Framework? If not, why not? Please provide examples, including quantification where possible, of any benefits you believe have not been taken into account.
As outlined in our Corporate Reporting Charter we are committed to working with standard-setters to promote high quality financial reporting by quoted companies and in order to conclude on whether the proposed Financial Reporting Framework provides this benefit in our view the ASB need to have a clearer view of who are the users of the accounts. 
In relation to the other proposed benefits, although we would agree that implementation of these proposals will result in all accounting being based on an IFRS-based framework we believe that there is still scope for confusion arising from the various reporting tiers. In addition, for UK subsidiary companies we would not expect comparison with competitors to be of any benefit. 
Q17 In relation to the case study scenarios identifying the likely costs of transition for certain entities, do you agree with the nature and range of costs identified? If not, please provide details of any alternatives you would propose, including any comments on the assumptions underlying the calculation of the costs. 

The case study scenarios which are relevant for the majority of our members are company E in relation to parent company financial statements and scenario D2 for subsidiaries. 
We anticipate that the proposals could also result in an increased amount of the finance team’s time being taken up for tax accounting and reporting and implementation of changes to business processes and controls as well as training or, where a company’s resources may be limited, increased cost of using external advisers. In our opinion the cost estimates outlined in the case study scenarios would appear to be understated for our members.
We do not agree that time and cost will be saved in the audit function in relation to subsidiaries due to the additional fees for audit of the transition process and comparative financial information.
Q18 The [draft] Impact Assessment also gives an indication of the impact on the ‘main affected groups’. Do you agree with this analysis? If not, why not?
We suggest there should be appropriate segmentation in the cost/benefit impact assessment, in that the assessment of smaller listed and AIM companies should be dealt with separately from that of FTSE 350 companies where benefits to the capital markets from the use of IFRS are likely to be much greater. 

Q19 The benefits are hard to quantify; do you agree that they outweigh the costs of transition and any ongoing incremental costs? Do you have any comments on the estimates used?
As outlined in our response to the initial consultation we believe that smaller quoted companies listed on a regulated market in the EU should have the option to use EU adopted IFRS rather than it being mandatory.

With so many potentially new IFRSs in the course of drafting at present, we are increasingly not persuaded that the benefits outweigh the costs of transition and ongoing incremental costs.. A number of the IASB proposals in IFRS literature in the course of preparation are controversial and potentially would add significant costs for preparers.

Q20 The ASB is proposing an effective date of July 2013, with early adoption permitted, which assumes an 18 month transition period. The ASB’s rationale for this date is set out in paragraphs 11.121 to 11.126. Early adoption will permit entities to secure benefits as soon as possible, however other entities may wish to defer the effective date to permit businesses more time to prepare for transition. Do you agree with the proposed effective date and early adoption? If not, what would be your preferred date, and why? 

We consider particular care should be taken at present, while growth of the economy remains fragile, not to detract finance directors and their teams from focusing their efforts on growing their businesses in a sustainable fashion. In our opinion significant accounting changes, unless they will bring very demonstrable net benefits to preparers and/or users of financial statements, should not be introduced without sufficient evidence to support the argument that UK GAAP is outdated. 
Q21 Please provide any other comments you may have on the [draft] Impact Assessment.

We believe the ASB should have detailed discussions with the major users of the financial statements of smaller listed and AIM companies to ascertain what information they need and actually use. This will ensure proposals for this group of companies are properly evidence based.
Alternative view

Boundary between Tier 1 and Tier 2

Q22 Do you agree that all the entities that the ASB has identified as falling within Tier 1 should be in Tier 1, or do you agree with the Alternative View that some could move to other tiers? If you do think some entities could be moved– which entities and to which tier?
Q23 Are you aware of any information that users of financial statements of publicly accountable entities require which would not be disclosed in financial statements prepared using the FRSME (the IFRS for SMEs adapted for use in the UK)? If so, please identify such information and explain why it is required.
Accounting requirement for entities falling into Tier 2 (FRSME)

Q24 Do you believe that the ASB’s proposals for the FRSME should be changed to reduce complexity? If so, what changes would you suggest? Please explain how such changes would improve the balance between costs and benefits.
Q25 If the FRSME was changed in accordance with your response to Q24, would it still be suitable for use by some publicly accountable entities? If not, why not? 
Boundary between Tier 2 and Tier 3

Q26 The current cut-off point for the FRSSE is the small company threshold (Turnover £5.6m, Balance Sheet £2.8m, Employees 50). Do you think the cut-off could be raised to permit all companies defined as medium-sized (Turnover £22.8m, Balance Sheet £11.4m, Employees 250) under the Companies Act to use the FRSSE without any additions to the FRSSE? If not, can you identify an intermediate level for the cut-off, and what would it be?

Q27 If you consider that the upper limit of the FRSSE could not be raised without amendment, what additional topics would the FRSSE need to cover if it was extended to include medium-sized entities, and why?
Yours sincerely,
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