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SPANISH ACCOUNTING AND AUDITING INSTITUTE (ICAC)

COMMENTS ON MANAGEMENT COMENTARY- DISCUSSION PAPER

ICAC welcomes the publication of  Management Commentary- Discussion paper prepared for the IASB by the staff of its partner standard-setters an others. The Management Commentary (MC) is a report that it is already included in the Fourth and Seven Company Law EU Directives (annual report) and consequently it is regulated in the Member States legislation. Thus the Management Commentary- Discussion paper increases the international debate on a document that accompanies the annual accounts and exists in EU Member States and other jurisdictions.

Requirements for MC

The project team concluded that an entity’s financial report should be viewed as a package comprising the primary financial statements, accompanying notes and MC (section 1).  They also concluded that the quality of MC was likely to be enhanced if the IASB issued requirements relating to MC (section 6).

Question 1: 
Do you agree that MC should be considered as an integral part of financial reports?  If not, why not?

We believe that the financial statements should be the ones included now in IAS 1 Presentation of financial statements, and the MC should accompany the financial statements and include a fair review of the development and performance of the company’s business and the its position. As the MC is conceived as a report related to the development, performance and position of an company it should include financial and when appropriate, non financial information, thus the MC is part to the financial reporting of a company.

Question 2: 
Should the development of requirements for MC be a priority for the IASB?  If not, why not?  If yes, what form should any requirements take?

The IFRSs seem to be conceived as Standards that apply to Financial Reporting, consequently the MC containing financial information would in principle be in the scope of IFRSs. Notwithstanding, as we have said before, the figure of the MC has been already regulated in the Forth and Seven EU Directives, in the EU Member States and we believe in other jurisdictions, so any additional regulation of the MC should take in account the existing ones in order to have a harmonised regulation.

Question 3: 
Should entities be required to include MC in their financial report in order to assert compliance with IFRSs?  Please explain why or why not.  

As we have said, entities in many jurisdictions and in the European Union are already required to include MC as part of their financial reporting, consequently we believe that if IFRSs require entities to include MC in their financial report, such inclusion should take into account the terms in which nowadays entities are required to include such information. Moreover we believe that a possible future standard on MC should take in account the  SME and respect the benefits and costs (paragraphs 198 on).

Purpose of MC

The project team concluded that, rather than having one dominant objective, MC has three principal objectives (section 2).  The project team also concluded that the primary focus of MC is to meet the information requirements of investors.

Question 4:
Do you agree with the objectives suggested by the project team or, if not, how should they be changed? Is the focus on investors appropriate?  

We agree with the objectives suggested as to provide information to help investors. Notwithstanding although investors may be the main users, the Framework still includes other users, if the MC is going to accompany financial statements that are addressed to investors and the rest of users, the focus of MC should be to meet requirements of all of them.

Principles, qualitative characteristics and content of MC

The project team concluded that it is not appropriate to specify the precise information that must be disclosed within MC, or how it is presented.  Rather, they believe that any requirements for MC should set out the principles and qualitative characteristics, as well as the essential areas of MC, necessary to make the information useful to investors.  It is up to management to determine what information is required to meet these requirements, and to determine how the information is presented.  The project team has also suggested that it is appropriate consider ways to limit the amount of information management is allowed to disclose, as a way of ensuring that it is the most important information which is presented to investors. (See sections 3 and 4)

Question 5: Do you agree with the principles and qualitative characteristics that the project team believes are essential in the preparation of MC?  If not, what additional principles or characteristics are required, or which ones suggested by the project team would you change?

We agree with the view that is better to have a set of qualitative characteristics and principles, that may be taken into account in order to elaborate the MC, rather tan have a list of precise an detailed information that should be included. Notwithstanding as we express in our response to the next question, we believe that the MC should include a list of minimum requirements or contents. The set of principles and qualitative characteristics should bear in mind that the MC has to include a fair review of the development and performance of the company’s business and the its position together with a description of the principal risks and uncertainties that it faces.

Question 6: 
The DP outlines the essential content areas that MC should cover.  Do you agree with these?  If not, what additional areas would you recommend or which ones suggested by the project team would you change?

We believe that in order to improve comparability (paragraph 82) the essential lines of the content of MC should be designed through out principles or suggestions but never by including a detailed or quantitative information that is needed. Only minimum contents should be included  because among other reasons, each sector and each company has its own and unique specificities .

We also must bear in mind that the information about the management and prospective information, sometimes may show entities strategies or market policies that maybe companies may not be interested in disclosing. In the DC the IASB even recognises that qualitative information has more value than quantitative information.

Question 7:
Do you think it is appropriate to provide guidance or requirements to limit the amount of information disclosed within MC, or at least ensure that the most important information is highlighted?  If not, why not?  If yes, how would you suggest this is best achieved?

See question number 6.

Question 8:
Does your jurisdiction already have requirements for some entities to provide MC?  If yes, are your local requirements consistent with the model the project team has set out?  If they are not consistent, what would the major areas of conflict or difference be?

Spanish legislation requires entities to elaborate and publish the annual report together with their annual accounts in the terms establishes in the Forth Directive. In this sense companies that are allowed to draw up abridged balance sheets are not required to prepare the annual report. 

The annual report includes a fair review of the development and performance of the company’s business and of  its position, together with a description of the principal risks that in faces. It includes information relating to environmental and employee matters and also gives indication of any important events that have occurred, the company’s likely future development, activities of research and development, information concerning acquisitions of own shares, existence of branches and certain information regarding financial instruments.

Placement principles

The project team concluded that it would be helpful to establish principles to guide the IASB in determining whether information it requires entities to disclose within financial reports should be placed in MC, on the face of the primary financial statements or in the notes to the financial statements.  The project team has suggested some principles (section 5).

Question 9:
Are the placement principles suggested by the project team helpful and, if applied, are they likely to lead to more consistent and appropriate placement of information within financial reports?  If not, what is a more appropriate model? 

We agree with the placement principles suggested. The notes complement, comment and increase the information contained in the balance sheet and the profit and loss account to give a true and fair view of the company’s assets, liabilities, financial position and profit or loss. 

Any other useful or additional information of the company may be included in the MC. 
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