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Dear Sirs

PAAinE Discussion Paper:  The Conceptual Framework - Starting from the Right Place? (“PAAinE Paper”)
We are responding to the invitation to comment on the above referenced Discussion Paper on behalf of PricewaterhouseCoopers. ‘PricewaterhouseCoopers’ refers to the network of member firms of PricewaterhouseCoopers International Limited, each of which is a separate and independent legal entity.

Many of the issues covered in the PAAinE Paper are similar to those covered by the IASB/FASB (“the Boards”) Discussion Paper on Preliminary views on an improved Conceptual Framework for Financial Reporting (“IASB/FASB DP”). In our comment letter to the Boards dated 3 November 2006 (a copy of which is annexed to this letter), we expressed our views on the Boards’ immediate project and drew attention to more fundamental questions around the future of the corporate reporting model. We highlighted the need for a fundamental review of the financial and corporate reporting model and the need to clarify how the framework will be used by preparers and standard setters. 

We comment in this letter below on the questions contained in the Invitation to Comment in the PAAinE Paper.  Our comments draw on our response to the previous IASB/FASB DP, and that response should be referred to for more detail. 

Response to questions in the PAAinE paper

What is the purpose of the framework? 
· Should the framework be mandatory and, if so, for whom?

We agree with the tentative views expressed in paragraph 2.2.11 of the PAAinE Paper. Our view is that observance of the conceptual framework should be mandatory for the standard setters in writing new standards, and the framework should be followed by preparers and other users where the specific standards do not provide guidance. 

The framework, once agreed, should be used and respected. However, this does not mean that the framework will never change. If the Boards consider that a new standard that would deviate from the framework provides the best answer, then they should also make proposals to change the framework. However, as indicated in paragraph 2.2.13 of the PAAinE Paper, this would not be expected to occur on a frequent basis.

A key objective of the conceptual framework project is to help preparers and other users understand better the financial reporting implications of transactions and other events, particularly those not covered specifically by the existing standards. Therefore, it is important for preparers and other users to understand that the framework may have a direct consequence on financial reporting – and should, as suggested in paragraph 2.3.8 of the PAAinE Paper, be followed where the specific standards do not provide guidance.

Who are the users of financial reporting and what are their information needs?

· Are general purpose financial statements for all stakeholders a valid concept?

· Do investors and creditors represent a homogeneous enough group to be chosen as primary users?

As capital markets are the predominant economic model across the world, we believe that the critical objective of the framework for standards to be produced by the Boards should be to support the efficient and effective operation of those capital markets in the public interest. 

We agree that the Conceptual Framework should acknowledge that the primary focus of financial reporting should be to meet the needs of current and potential capital market investors and lenders as noted under the section of ‘General purpose external financial reporting’ of the IASB/FASB DP.  However, we believe that the needs of other potential users may well be substantially or fully met by the same ‘general purpose’ data-set that is provided for investors and lenders.
Even with this focus on investors and lenders, there is still the potential for significant differences in the information needs of different users. For example, based on research we have recently carried out with equity and fixed-income investor groups in Europe, the US and Canada, it is apparent that the data-set that meets the needs of one investor group, will not wholly meet the needs of  another group. We therefore support the tentative view in paragraph 3.4.1 of the PAAinE Paper that there seem to be some common information needs of investors and creditors, but that for certain sub-categories of those user groups the specific areas of focus may be different.  In our response letter on the IASB/FASB DP, we encouraged the Boards to continue the dialogue they have commenced with different classes of investors and lenders to understand better their information needs. 

To which entities should the framework apply?

· Do the users of financial reporting of different types of entity have similar needs?

While we support the Boards’ focus on capital providers as the primary users as set out in the IASB/FASB DP, we recognise that there are other constituencies that use financial reporting information. 

As noted in this PAAinE Paper, those who make contributions to not-for-profit organisations may have different needs from capital providers. The two Boards are well placed to serve the public interest in establishing high-quality global standards for not-for-profit and other types of organisations, but we agree with the view in paragraph 4.2.10 of the PAAinE Paper that the needs of the capital markets sector should be addressed first. The framework’s applicability to not-for-profit entities could be reserved until Phase H of the Boards’ project as currently planned.

With regard to whether the framework should apply to entities of all sizes and whether it should apply equally to listed entities and non-listed entities, we suggest that the same framework should be followed by all entities that have responsibilities to report to users who do not have a direct insight to the entity’s financial position. 

To which types of financial reporting should the framework apply?

· Do financial statements and other types of financial reporting have (a) similar objectives and (b) similar qualitative characteristics?

· Can all kinds of financial reporting be dealt with by the same framework?

As noted above, we believe there is a need for a fundamental review of the corporate and financial reporting models.  Companies today face a multiplicity of corporate reporting requirements. At the same time, on a voluntary basis, companies increasingly use and site financial information in those parts of their communications where they consider investors will find it most useful and accessible. 

Further, our country and industry-specific research has shown that the measures that both management and investors regard as important are not just financial measures but also non-financial measures. This type of contextual information is becoming as important to the market as the more traditional financial data. 

For these and other reasons, we suggested the Boards should consider:

1. The need for a framework for the whole corporate reporting model, rather than simply financial reporting

2. The need to develop a view of the future corporate reporting model by understanding investors’ expectations

3. The need to address the purpose of the primary statements

4. The need for a consistent set of global corporate reporting standards that are founded on broad principles.    

We do not therefore support the tentative conclusion in paragraph 5.6.6 of the PAAinE Paper that the differences between financial statements and some other forms of financial reporting might have to be treated separately. We believe that a single framework could underpin the preparation of the standards and guidance to support principles necessary to cover all communications needed to ensure the efficiency and effectiveness of the markets. 

We agree with the sentiment in paragraph 5.6.1 that the issues to be covered in later stages of the Boards’ Framework project – for example, the definition of the elements of financial statements – could cause the views reached and decisions made about earlier phases of the project to be revisited. 

Timeframe for debate of Conceptual Framework issues 

While we welcome the opportunity to comment on EFRAG projects, we suggest that EFRAG considers how best to align its timeframe for consultation on aspects of the Conceptual Framework with that of the IASB and FASB.  The Boards’ Conceptual Framework project will take a significant number of years to complete and it will be most efficient for us and other commentators if EFRAG’s requests for comment could be timed to be concurrent with the IASB/FASB comment period. This would allow all the issues to be fully considered by interested parties at the same time. 

oooOOOOooo

If you would like to discuss any of these points in more detail please contact John Brendon, Global Chief Accountant (+44 20 7804 4816) or Ian Wright (+44 20 7804 3300). 

Yours faithfully

PricewaterhouseCoopers LLP
Annex - PwC’s comment letter on IASB/FASB DP dated 3 November 2006
Ms. Li Li Lian

Assistant Project Manager

International Accounting Standards Board

30 Cannon Street

London

EC4M 6XH

United Kingdom

Ms. Suzanne Bielstein

Director, Major Projects and Technical Activities

Financial Accounting Standards Board

401 Merritt 7

PO Box 5116

Norwalk, CT 06856-5116

United States of America
3 November 2006

Dear Madams

Discussion Paper: Preliminary views on an improved Conceptual Framework for Financial Reporting

We are responding to your invitation to comment on the above referenced Discussion Paper on behalf of PricewaterhouseCoopers. ‘PricewaterhouseCoopers’ refers to the network of member firms of PricewaterhouseCoopers International Limited, each of which is a separate and independent legal entity. 

We support convergence between US GAAP and IFRS to a single set of high-quality accounting standards, which we believe will improve the financial information that is provided by preparers to investors and other users of financial statements.  Accordingly, we support the Boards' projects to examine the conceptual frameworks that underpin the creation of coherent financial reporting standards. We agree that a single framework shared by both Boards is more likely to lead to convergence to a set of high-quality solutions.  

The impression created by this paper, covering the first two chapters of the Framework, is that of an exposure draft rather than a discussion paper.  We hope that in subsequent discussion papers the Boards make greater use of the opportunity to draw out different perspectives and to present alternatives as we believe this approach will lead to a better conceptual framework. 

Need for a fundamental review of the financial and corporate reporting model 

This discussion paper has triggered some fundamental questions about the future direction of financial and corporate reporting.  We recognise that these issues are not explored in the Discussion Paper.  However, we believe there is an immediate need to commence a more wide-ranging exercise involving constituents, standard setters and regulators.  As more fully discussed in Part 2, the issues to be addressed include:

· The scope of corporate reporting, with particular reference to the need to provide critical non-financial and contextual information

· The need for reporting that addresses user needs for market-relevant information used in decision-making not currently part of formal reporting 

· An analysis of the primary purpose each primary financial statement serves

· How to make standards more principle-based.
The analysis and discussion of the above issues should also consider whether a single framework is needed across the range of corporate reporting communications, and the appropriate means by which that framework should be developed and then considered in the standard setting process.   

Both Boards, together with their respective Trustees, have begun to debate some of these wider issues in various forums.  For example, we understand that work is now going on to look at what is meant by principle-based standards, and the implications of such standards for the corporate reporting environment.  We encourage these matters to be given a high priority. 

Given the importance of continuing to make progress on the Conceptual Framework project, and the equal importance to address the broader corporate reporting matters, we have structured our response to the invitation to comment in two parts:

· In Part 1 we comment on the current discussion paper, and our views as to what the Boards should concentrate on as part of the immediate project.  To some extent, the discussion paper represents an evolution of the ‘status quo’ of financial reporting.  We support this focus as there are some important areas that should be addressed in the current frameworks.  This Framework project should be driven in the short term by the need to reconsider areas where the current standards are not entirely consistent either with each other or with the original framework(s), or which are necessary to guide the new standards that will be developed under the 'roadmap' and Memorandum of Understanding over the next few years.
· As noted above, in Part 2 we discuss more fundamental questions around the future of the corporate reporting model.  We hope our views will be of interest to the Trustees and other parties, as well as the two Boards and will stimulate a wider debate about how all elements of the reporting model can be better focussed and simplified. We ask the Boards to call for an international initiative to consider these challenges and make proposals for a way forward.  This international effort should work in concert with similar initiatives that may be contemplated or already underway in local territories.
Development, overview and authority of the Conceptual Framework

The Boards’ current discussion paper is the first of a series of perhaps as many as eight Conceptual Framework publications for consideration.  Our comments in this letter are therefore subject to revision in the light of the content of subsequent discussion papers, exposure drafts and standards issued by the Boards.   

We believe that the Boards should not underestimate the importance of the ‘look back’ contemplated in Phase H to consider whether issues addressed in earlier phases of this project require revision in the light of subsequent work and discussion, and from the perspective of viewing the framework as a whole.

Further, we believe the Boards need to ensure it is clear how the framework will be used by preparers and standard setters.  We believe that some preparers may be of the view that the framework is principally written for standard setters.  While the GAAP hierarchy will be addressed in a later Phase of the project, it is important that preparers understand that the Framework may have a direct consequence on their financial reporting.  We also expect that the Framework would be written differently if written purely for use by the Boards.  To that end it would also be helpful to discuss whether the Boards would be able to issue future standards that do not comply with the Framework.
oooOOOOooo

We invite the Boards to address questions in relation to this letter to any of the following individuals.  We suggest, however, in order that we may respond in the most timely manner, that the IASB initially contact either John Brendon (+44 20 7804 4816) or Ian Wright (+44 20 7804 3300), while the FASB initially contact either David Kaplan (+1 973 236 7219) or Raymond Beier (+1 973 236 7440).
Yours faithfully

PricewaterhouseCoopers LLP

PART 1

Comments on the Discussion Paper Chapters 

CHAPTER 1: THE OBJECTIVE OF FINANCIAL REPORTING

The proposed strategy

We support the strategy proposed in Paragraph 7 of the discussion paper of embarking on 'an approach that focuses mainly on improving the framework'.  However, we see this as a necessary first step of a wider exercise that we have outlined in Part 2 of this comment letter.  An ‘improvements’ project, by itself, will not address the more fundamental concerns expressed by many investors, preparers and others with the current corporate reporting model.

We agree there is a need to improve the Conceptual Framework in order to help address problems with current standards and shape those new or amended standards that will be issued over the next few years.  The aim of this work should be to produce a Framework that supports a set of standards that are internally consistent in terms of both underlying principles and the language used to express them, and thus easier to understand and apply in practice.

A key objective of the current project should be to help preparers and other stakeholders understand better the financial reporting implications of transactions and other events, particularly those not covered specifically by the existing standards.  As discussed in Part 2 of this letter, the movement towards more principle-based and less rule-based standards will increasingly require a sound conceptual framework that can provide a common foundation to guide the application of reasoned judgment in determining accounting treatments.

Some areas that can benefit from an improved Conceptual Framework and that we believe should be addressed in the later phases of the current short-term project include:

· The recognition and derecognition thresholds for assets.  For example, currently, different tests are used in connection with specific types of assets, such as ‘virtually certain’ in connection with contingent assets.  Lease assets are recognised when ‘substantially all the risks and rewards’ are transferred through a lease contract.  By comparison, financial assets are recognised when the entity becomes party to the contractual provisions of the instrument without regard to the probability of outcome.  An improved conceptual framework could establish criteria for when or if different thresholds should be used.   

· The recognition and derecognition thresholds for liabilities.  Different tests are used in connection with similar types of liabilities.  For example, under IFRS, contingent liabilities are not recognised because they are not probable, except those arising from a business combination where contingent liabilities of acquired entities are recognised as liabilities.  An improved conceptual framework could establish criteria for when or if different thresholds should be used.

· Measurement.  Under current standards, some non-financial assets and liabilities are measured at historical cost or a variation of it, while others such as agricultural assets are measured at fair value.  For other categories, such as investment properties and certain financial instruments, a choice of measurement bases is currently or will be available in the near term under proposed guidance. An improved conceptual framework could establish criteria for when or if different measurement bases should be used.

· Disclosures.  There is currently no disclosure framework to guide the Boards when mandating disclosures, to reduce the risk that financial reports contain superfluous information that obscures what is most important to readers.  An improved conceptual framework could establish criteria that new disclosures must meet in order to be mandated. 

We believe that the result of addressing these areas through the conceptual framework project would significantly help preparers in applying the Boards' current standards and help other stakeholders in understanding the information produced by those standards.

Information for capital providers

The discussion paper identifies the different users that rely upon information produced by companies and others to help them make decisions.  Aside from providers of long-term capital there are other users, such as those who make decisions to buy or sell on shorter-term market movements, groups that trade with a particular entity ranging from employees to large corporate suppliers and customers, and regulators of certain types of entities. 

Capital markets are the predominant model across the world that supports the wealth of individuals, companies and nations. Thus, we believe that the critical objective of the framework for standards to be produced by the IASB and FASB should be to support the efficient and effective operation of those capital markets in the public interest. 

We therefore believe it is appropriate for the Boards to acknowledge that the primary focus of financial reporting should be to meet the needs of current and potential capital market investors and lenders.  The needs of other potential users may well be substantially or fully met by the same data set.

Even with this focus, there is still the potential for significant differences in the information needs of different users. For example, based on research we have recently carried out with equity and fixed-income investor groups in the UK, US and Canada, it is apparent that there is no uniform data-set that will meet the needs of both user groups. 

The research also revealed that equity investors tend to consider whether the returns being delivered by management on the capital invested is commensurate with the related risks and whether the market value of the stock reflects the intrinsic value of the business.  In contrast, fixed-income investors consider the degree of leverage, the interest coverage, and scheduled debt maturity in order to assess the risk of default.  We therefore believe the Boards should continue the dialogue they have commenced with different classes of investors and lenders, to understand better their information needs. This dialogue will need to be extended during subsequent project phases as the Boards address issues at a more detailed level. 

While supporting the focus on capital providers, we recognise that there are other constituencies that use financial reporting information.  We believe that the needs of those who seek a return on or of their investment may differ from those, for example, who make contributions to not-for-profit organisations. The two Boards are well placed to serve the public interest in establishing high-quality global standards for not-for-profit and other types of organisations, but we agree that the needs of the capital markets sector should be addressed first, and the framework's applicability to not-for-profit entities reserved until Phase H as currently planned.

Predicting net cash flows

We support the view in paragraph OB3 of the discussion paper, that financial reporting should assist providers of capital to understand the amounts, timing and uncertainty of future cash flows.  However, as the Boards have recognised, this does not mean that elements of financial statements should themselves be predictive of future cash flows – rather financial statements need to provide sufficient information to allow investors and others to make their own estimates of future cash flows.  Our engagement with the investment community indicates that they do perform their own discounted cash flow analyses or ‘earnings’ projections, but use financial reports to provide the data to feed those analyses. 

It is disappointing that having established the overall objective, the discussion paper does not go on to examine in broad terms the potential data-sets that could be provided that might best meet the stated objective.  For example, investors may look at certain elements of historical data as part of their assessment of the entity’s ability to deliver future cash flows.  We recommend that further work, involving research and dialogue with analysts, be undertaken by the Boards in developing the exposure draft to examine potential data-sets that would meet the stated objective

Conclusions about the most useful data-set for investors are likely to be highly relevant to further consideration of how summaries of resources and claims and changes in them may be assembled and presented, as well as how summaries of historical cash flows should be presented.

Information about resources and claims

We agree that investors need detailed information in order to understand the resources available to the investee and the claims that must be satisfied from those resources. 

However, the discussion paper highlights the need to consider further the purpose of the balance sheet and income statement.  We recommend that the Boards ensure that the purpose of the primary financial statements is addressed within the later project phase covering presentation and disclosure (Phase E). Decisions reached on the purpose of the primary financial statements may mean that conclusions reached in the earlier phases concerning principles for recognition and measurement (Phase B and Phase C) will need to be reconsidered.  

To the extent that this review of the purpose of the primary statements involves ‘clean sheet’ thinking about presentations of financial information that users would find most helpful, it might better be accommodated within the wider review of the corporate and financial reporting model that we discuss in Part 2 of our response.  

Changes in resources and claims

We agree that one measure of performance arises from the difference between recognised resources and claims at the start and end of a period. However, as with the balance sheet, fundamental issues need to be considered in relation to performance statements.  Currently the financial statements present a number of different views on performance. Cash flow, income and comprehensive income statements each provide a different perspective and we believe the Boards should similarly take the opportunity, in conjunction with the later phases of this project, to develop further the detailed work on performance statements that has already been started.

The entity perspective

We note the comments in paragraph BC1.12 that ‘the boards adopted the entity perspective as the basic perspective underlying financial reports’.  We believe this issue should not be prejudged but should be debated fully in the later phase of the project on the definition and boundaries of the reporting entity.  Our view is that information regarding investment performance from the perspective of the parent company’s stakeholders is of primary importance, and hence the conceptual framework should be re-examined to assess whether the focus on the single economic entity model of consolidation is appropriate.   

Stewardship

The issue of ‘stewardship’ is an aspect of the Conceptual Framework that has attracted considerable comment among a variety of constituents, including a number of investors and other users of financial statements.  The issue has also attracted attention because of the dissenting opinions of two IASB board members.  Despite its high profile, we believe the concept of stewardship is not commonly or uniformly understood and that this lack of understanding may have added to the attention it has received. 

Some commentators have suggested that stewardship might better be described as accountability for past events and past performance, and that information on this aspect of performance is an important element of decision-useful information to help investors assess the entity’s future cash flows.  These commentators generally point to a resulting need for additional disclosure in areas such as related parties or executive compensation.  Others have suggested that the focus on stewardship is contrary to the trend to increase the use of fair value.  Overall, it is difficult to find examples of how recognition and measurement of financial statement items will be impacted when viewed with or without a stewardship focus.    

Recognising the importance that some users ascribe to stewardship, we believe it should be explicitly acknowledged that the objective of financial statements encompasses providing information useful in assessing management’s accountability for past events and performance.  We believe the Boards should continue their dialogue with investors and other users to understand what data those constituents view as necessary for this purpose.  Further, we would be concerned if any future development of the Framework or of new standards resulted in insufficient presentation and disclosure to enable this assessment.  

CHAPTER 2: QUALITATIVE CHARACTERISTICS OF DECISION-USEFUL FINANCIAL REPORTING INFORMATION

Relevance 

We note in paragraph QC 9 the Boards’ observation that ‘standard setters cannot rely entirely on users to request or identify all of the information that is capable of making a difference in a decision.’

Although it is not possible for the Boards to be aware of all possible user needs, the Boards should seek every opportunity to engage with investors to identify the data they need in order to make economic decisions.  In field-testing new proposals, the Boards should ensure that they engage investor groups as well as preparers in order to assess whether standards are practical to implement and whether they deliver data that investors find useful.  Only when this process has been completed and the Boards have obtained evidence supporting a particular conclusion should they proceed. 

Faithful Representation and Reliability

The Discussion Paper comments that reliability has come to have multiple, conflicting definitions.  It is for this reason that the Boards propose eliminating the term in favour of an expanded definition of ‘faithful representation’.  

While we understand the Boards' intent, we believe that the proposed solution creates more confusion than it resolves.  It has been our experience that the term ‘reliability’ is generally well understood in practice.  We suggest that those who have differing views would benefit from clarification and not elimination of the term.  The definition of faithful representation is not intuitive and perhaps more likely to be misapplied resulting in additional confusion.  

We believe that the Boards should reinstate the use of the term ‘reliability’ and provide additional discussion to correct the misunderstandings that the Boards believe to exist.  Faithful representation is better understood as a component of reliability and should be retained only in this capacity. 

Substance over form

In stating in paragraph QC17 that ‘information cannot be a faithful representation of an economic phenomenon unless it depicts the economic substance of the underlying transaction or event’, we believe the Boards have taken the right approach.  ‘Substance over form’ need not be a separate characteristic in the Framework.  But the Framework should continue to give explicit acknowledgement that capturing the economic substance of transactions is an important component of ‘faithful representation’.

Verifiability 

We agree that verifiability is an important component of reliability. However, we believe that some might mistakenly assume that this concept has more to do with the nature of the audit evidence that may be obtainable.  For this reason, a greater overall emphasis on ‘reliability’ may be preferable as it better expresses the wider concept of this characteristic.

While the characteristic of verifiability as included in the discussion paper is prominent in the FASB concept statements, the term is not used explicitly in the IASB's Framework.  The IASB’s Framework instead uses the phrase ‘can be depended upon by others’.  Neither framework addressed the concept of direct versus indirect methods of verification, although we find the distinction helpful and we believe it may eliminate some of the misunderstanding previously attributed to the definition of reliability.  To avoid misunderstanding, the Boards should provide more discussion or examples related to the statement in paragraph QC23 regarding verifiability not necessarily meaning a single point estimate. 

We also note that the framework lacks a discussion as to whether qualitative characteristics should be assessed on a binary or relative scale.  FASB Concept Statement 2, paragraph 88 states that even measures with a low degree of faithful representation can be verifiable, which implies the existence of a graduated scale.  It is not clear to us if this concept was intended to survive in the revised framework.  While some characteristics lend themselves to a scaled approach, for example relevance, we could see assessing characteristics such as completeness on a binary scale – that is, something is either complete or it is not.

Materiality
We support the discussion paper's description of materiality.  The concept of materiality is appropriately linked to whether the presence or absence of an item would have the capability of affecting decision-making by investors and creditors.  This assessment requires the application of judgment with regard to the context, nature and the amount of an item, and consideration of both quantitative and qualitative characteristics, with neither receiving higher priority in that assessment.  It would be helpful to clarify that the assessment of materiality should be made relative to matters considered individually and in the aggregate.  

While we believe this to be a sufficient description for the purpose of the conceptual framework, we remain concerned with the continued lack of clarity around this concept as perceived by regulators and users of financial statements. Consequently there is a need for all parties in the financial reporting process to engage in further dialogue with the aim of achieving a consistent understanding of this concept. This could take place as part of the wider initiative we recommend in Part 2 of this letter.
PART 2
The future of the Corporate Reporting model 

Preparers of financial information that raise capital from markets currently face a multitude of requirements, standards and guidance.  To give an illustration, a company with dual listing in the United States and Europe currently has to cope with: several sets of accounting standards and related interpretations and guidance; European legislation governing the publication of annual and interim financial information; SEC filing rules; and stock exchange requirements.  This environment of multiple standards and regulation gives rise to different accounting requirements, different guidance and requirements for management commentary, and to different approaches to the publication of non-GAAP measures and preliminary announcements amongst other challenges.  

This multiplicity of requirements is just one example of the problems with the current corporate reporting model. We have summarized in this part of the letter our views on several steps that could be taken to address this and other shortcomings, including:

1. The need for a framework for the whole corporate reporting model, rather than simply financial reporting

2. The need to develop a view of the future corporate reporting model by understanding investors’ expectations

3. The need to address the purpose of the primary statements

4. The need for a consistent set of global corporate reporting standards, that are founded on broad principles.

1. A framework for corporate reporting, rather than simply financial reporting
There is a need for a framework or hierarchy for the whole corporate reporting model.  Hence we support the assertion in paragraph OB16 of the discussion paper that the objectives of financial reporting should extend beyond simply the preparation of financial statements.  Further, our ideal model would be that a single framework should underpin the preparation of the standards and guidance to support principles necessary to cover all communications needed to ensure the efficiency and effectiveness of the markets.  In essence there is a need for a framework for corporate reporting, rather than financial reporting or just financial statements. 
In today’s environment, financial information is no longer ‘ring-fenced’ in a separate section of the annual report called the financial statements.  The traditional model of amounts reported in the financial statements and commentary elsewhere is already being replaced by a more integrated approach.  For example, companies in some jurisdictions now include disclosures required by IFRS2 on share-based payments in the governance and remuneration sections of their reports.  The IASB has itself encouraged this trend – IFRS 7 B6 explicitly permits companies to provide disclosures on the nature and extent of risks arising from financial instruments in other statements, such as a management commentary or risk report.  Companies increasingly site information in those parts of their communications where they consider investors will find it most useful and accessible.

Historically, standards set by both IASB and FASB have addressed information to be included in financial statements, while other bodies have governed the contextual information and analysis disclosed outside the financial statements as part of broader financial reporting.  Against a backdrop of greater integration of narrative and financial reporting by companies, it is time to consider whether the traditional focus continues to be appropriate and what model involving which standard setters should provide the comprehensive foundations needed for the future.

Our country and industry-specific research has shown that the measures that both management and investors regard as important are not just financial measures but also non-financial measures, such as market share, new product development, customer retention and environmental reporting. PricewaterhouseCoopers recently surveyed more than 1,800 CFOs, analysts and investors across 16 industries. 84% of respondents viewed contextual and non-financial measures as the most important information (as opposed to 16% for financial measures).  It is no accident that recent press reports have highlighted the rapid growth of tools that search ‘blogs’ and more informal sources of market intelligence.  This type of contextual information is becoming as important to analysts assessing a company’s prospects as the more traditional financial data.     

We recognise that seeking a single framework to underpin standards and guidance for all communications will only be achievable provided that it is first possible to address the significant practical problems with the regulatory structure of markets around the world.  Regulatory models have developed over time and within markets with structural and cultural differences.  The result is that some national markets have different standard setters for financial statements, management discussion and analysis and the content of interim and other market updates.  However, constraining the development of any conceptual framework to a particular sub-section would be purely arbitrary and historically this approach has led to inconsistencies and overlap between standard setting bodies. 

Therefore we would hope to join with the IASB and FASB and other market participants, standard setters and regulators to work towards the creation of a single conceptual framework for corporate reporting.  This initiative will need to address how all parties might share a common framework and work together so that standards are set in a seamless way.  If they do not, the result would be increased complexity caused by the continuation of inconsistencies and exception-sourced rules which in turn generates barriers to efficient and effective capital markets.

2. Investors' expectations

A more fundamental review of corporate reporting will also need to address the sustainability of today's reporting model.  Our sense is that investors and other groups believe that the current corporate reporting model does not serve their needs as well as it should.  

Some of the comments we hear from investors are that the current financial reporting model is overly complex, and provides too much detail in some areas while providing insufficient or inconsistent information in others.  Other examples of areas of adverse comment include: the assertion that there are too many rules; that accounts are inaccessible to those without specialist knowledge; and that the failure or restatement rate is at an unacceptable level.  Of course even within the population of investors, different types of investors and other users will have different perspectives, making it virtually impossible to obtain a single point of view.  Regardless, it continues to be important that a strategy be developed to obtain a clearer sense of what data will be most helpful to most users, while perhaps providing for additional data useful for individual needs.  It seems clear to us that there exists today a higher level of dissatisfaction with the existing model than at any time in recent history.

3. The purpose of the primary statements

As noted in Part 1 of our response, we believe there is a need for a discussion about the purpose of each of the primary statements, particularly in view of the rise of disaggregated reporting using internet languages such as XBRL.  Although the primary statements may be addressed within the later project phase covering presentation and disclosure, a more fundamental look at the corporate reporting model should involve discussion of a greater range of alternatives than is likely to be envisaged in the Boards’ current project. 
For example, there does not currently seem to be consensus on the purpose of the balance sheet or performance statements.  Some might expect a strong correlation between the strength of the business and the strength of the balance sheet, and between business performance and the underlying change in the economics.

An issue for consideration is whether the current model of a single perspective on an entity’s financial position best meets the objectives of financial reporting. Our research also suggests that many investors are interested in a multi-dimensional view of an entity, perhaps through both historical cost and fair value data-sets, and not one model to the exclusion of others.

4. Principle-based standards
Although there is much debate about ‘rules versus principles’, and there appears to be a growing consensus in the market that principles are preferred, there is not a generally recognised definition of what is meant by principles or what a principle-based standard would look like. 

For example, some define principle-based standards as higher-level rules with no exceptions for special cases.  But more detail is needed.  A principle-based standard might exhibit the following characteristics:
· Cover a broad area of accounting

· Be easy to communicate and understand (that is, be written in plain language)
· Identify a clear recognition threshold

· Identify a clear derecognition threshold

· Provide a clear measurement basis

· Reflect the underlying economics as far as possible, yet be reasonably simple
· Be consistent with standards that apply to similar transactions
· Articulate the Board’s basis for conclusion, the consistency of the standard with the Conceptual Framework, and the Board’s understanding and conclusion on the underlying economics of transactions.
It would be useful to test this model by preparing for an area of accounting a standard that follows the above characteristics, and comparing it with current standards.  The market could then assess whether principle-based standards are preferred, and if so, what needs to change in the corporate reporting environment in order to achieve them. Once the approach has been established, it should be embedded in the reporting framework.

Conclusion
We believe the above factors all point to the need for a fundamental review of the whole corporate reporting model.  The opportunity to have such a fundamental rethink comes rarely, perhaps once in the working lifetime of a professional accountant.  Such a review would take a significant amount of time before all areas are addressed - longer than the timeframe considered by the Boards for the present Conceptual Framework project.  It would not be completed in time to inform the Board's 'roadmap' for the new standards that will be effective in 2009, but that does not make it any less necessary.

We hope that the Boards would be willing to lead an international initiative involving interested parties to consider issues related to the future of the corporate reporting and financial reporting models. 
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