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The DTI drives our ambition of

‘prosperity for all’ by working to create

the best environment for business

success in the UK. We help people

and companies become more 

productive by promoting enterprise,

innovation and creativity.

We champion UK business at home

and abroad. We invest heavily in 

world-class science and technology.

We protect the rights of working

people and consumers. And we

stand up for fair and open markets

in the UK, Europe and the world.
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1

The Consultation

1.1
On 17 March 2005 the DTI issued a consultation document1 on proposals for regulations made under the Companies Act 1985 (the 1985 Act) concerning summary financial statements (SFS). It also covered three other minor amendments that are consequential on the introduction of International Accounting Standards (IAS), the Operating and Financial Review (OFR), and the directors’ remuneration report.

1.2 The proposed amendments concerning SFS will:

· permit all companies that have had their full accounts

audited to send out an SFS;

· ensure that listed companies using IAS can still prepare

and send out an SFS: and

· make consequential amendments to secondary legislation, 

reflecting a recent change to the 1985 Act removing the

requirements to include a summarised directors’ report in an

SFS.

1.3 The three other proposed changes:

· establish procedures for the voluntary revision of directors’

remuneration reports and the OFR;

· remove the requirement to adjust non-comparable prior

year amounts in accounts; and

· amend and clarify one aspect of the distribution provisions

as they apply to investment companies to preserve the

existing treatment of preference shares.

2.
The DTI invited comments on the following:

1.   (a)   Do you agree with the policy that we extend to


    all classes of the company the option to send SFS?

(b) Do you agree that this option should only be available

for accounts that have been audited?


2.
    Do you agree with the proposed approach for the

                      presentation of SFS based on IAS accounts?

3. Do you agree with the proposed procedures for

voluntary revision of the directors’ remuneration

reports, the OFR and SFS?


4.   (a)    Do you agree with the policy that we amend the

                       requirements for adjustment of corresponding 

                       accounts in the 1985 Act?

(b) Do you think the parallel requirement for disclosure

in the notes should be retained, or should it be removed

so that any future requirements would be a matter for 

the Accounting Standards Board?


5.   
     Do you agree that the existing treatment of preference



     shares relating to capital maintenance provisions for

                       investment companies should be preserved?

6. Can you:

       (a)   identify any costs or benefits for your organisation

             or more generally resulting from these proposals?      

(b) quantify these costs or benefits?      

(c) identify any unintended consequences or suggest

any alternative approaches to regulations?

7. Do you have any comments on the drafting of the

regulations at Annexes A1, A2 and A3?

3.
The DTI consulted widely on this matter, notifying some 1200 organisations, businesses, and individuals of the consultation. The consultation was announced by way of a press notice announcing wider reform of company law. The consultation document was made available on the DTI website. The closing date for the consultation was 10 June 2005.

4.
A total of 25 organisations, business, and individuals responded to the consultation. We are grateful to them for their comments. The chart below shows a breakdown of the responses by business sector.

5.
Two respondents asked their responses to remain confidential. A list of the other respondents can be found at Annex A. Copies of the responses, except where confidentiality was requested, are available for viewing at Corporate Law & Governance, 1 Victoria Street, London SW1H 0ET. Please call 020 7215 0212 to arrange a viewing.

6.
Copies of this summary document and consultation document can be downloaded from http://www.dti.gov.uk/cld. Copies of the consultation document can also be obtained from the DTI Publications Orderline on 0870 150 2500.

7.
Three sets of regulations have now been made to implement the consultation proposals.  They come into force on 1 October 2005.  They are:

· the Companies Act 1985 (Investment Companies and Accounting and Audit Amendments) Regulations 2005 (SI 2005/2280);     

· the Companies (Summary Financial Statement) (Amendment) Regulations 2005 (SI 2005/2281); and 

· the Companies (Revision of Defective Accounts and Report) (Amendment) Regulations 2005 (SI 2005/2282).

They can be downloaded from www.opsi.gov.uk/stat.htm.
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Results of the Consultation

In total, there were twenty-five responses to the consultation on extending use of SFS and other minor amendments. A summary of the key comments is given below, with the Government response to these points in italics at the end of each question. 

QUESTION 1

(a)
Do you agree with the policy that we extend to all classes of the company the option to send SFS?

(b)
Do you agree that this option should only be available for accounts that have been audited? 

Twenty-two of the twenty-three respondents who commented on this question agreed with the proposal to extend the option to send SFS to all classes of company.  

Twelve respondents agreed that SFS should only be extended to audited accounts. Six respondents thought that companies with unaudited accounts should be allowed to send SFS. They considered that the proposed restriction of SFS to audited accounts increased the complexity of the legislation for no real benefit (a small company could equally well send defective full accounts to shareholders), and that shareholders should be allowed to choose for themselves whether to receive SFS prepared from unaudited accounts. However, most recognised that this was largely a theoretical issue, as it was unlikely that a company below the audit exemption threshold would have enough shareholders to benefit from the option to use SFS.

As stated in the consultation document, only making the option to use SFS available to companies whose full accounts have been audited is intended to minimise the risk that any private companies who take advantage of the audit exemption could abuse the provisions in order to give shareholders a defective SFS. The SFS is limited, giving only headline information, and the shareholder has to take more on trust. A shareholder could of course be sent defective unaudited full accounts, but at least the full accounts would give the shareholder more information on which to make a judgement and challenge if necessary. One respondent also made the point that it would be impractical to require an auditor to provide a “properly prepared” opinion regarding the SFS based on unaudited accounts.  
QUESTION 2

Do you agree with the proposed approach for the presentation of SFS based on IAS accounts? 

All twenty-one respondents who commented agreed with the proposed approach. Several respondents also made suggestions for various enhancements to the proposals. These included:  

· To be consistent with the IAS framework, SFS based on IAS should more logically include a summarised cash flow statement and statement of changes in equity. 

· There should also be a highlight of significant items on the first page and a model table as an outline guide. 

· Voluntary preparation of group accounts should trigger full compliance with all the requirements (paragraph 11 of the SFS Regulations does not cover a situation where a company is not required to prepare group accounts because it qualifies for an exemption, but prepares them anyway). 

The intention when drafting the SFS provisions for IAS companies was to make the IAS and non-IAS SFS regimes as similar as possible, so that neither group was subject to more onerous requirements than the other. Requiring IAS companies to include this additional information would increase the burden for IAS companies. Regarding voluntary preparation of group accounts, it was considered that, on balance, this should not trigger an obligation to include the consolidated figures in SFS. It is appropriate to derive the contents of the SFS from the minimum required content of the full accounts and reports.

QUESTION 3

Do you agree with the proposed procedures for voluntary revision of the directors’ remuneration reports, the OFR and SFS?

All nineteen respondents who commented agreed with the proposed approach. Several respondents also made suggestions for various enhancements to the proposals. These included:  

· There should be a statement of reason for revision, preferably with an attribution of responsibility for the original erroneous statement.

· It should be possible to revise the SFS by way of a supplementary note, as is the case for full accounts, rather than having to send out another set of SFS. 

The first suggestion has not been taken up, as it was felt that encouraging a blame culture would only serve to discourage companies from making voluntary revisions. However, the second suggestion was considered to be a useful addition, and has been taken on board in preparing the final regulations.

QUESTION 4

(a)
Do you agree with the policy that we amend the requirement for adjustment of corresponding amounts in the 1985 Act?

(b)
Do you think that the parallel requirement for disclosure in the notes should be retained, or should it be removed so that any future requirements would be a matter for the Accounting Standards Board?

Seventeen of the nineteen respondents who commented agreed with the principle of the proposed amendment to the requirement for adjustment of corresponding amounts. Fourteen of these considered that the requirement for disclosure in the notes should be removed and left for the Accounting Standards Board (ASB).

The Government noted the response and concluded that the requirement for note disclosures should indeed be removed from the law, and left for the ASB. The Government has therefore asked the ASB to consider this matter in finalising its proposed standard on corresponding amounts.  The final requirements of the standard will be determined by the ASB, which is independent of Government.
QUESTION 5

Do you agree that the existing treatment of preference shares relating to capital maintenance provisions for investment companies should be preserved?

All of the 15 respondents who commented agreed with the principle of the proposal, although several had reservations or proposed some amendment.  

Several respondents made various points about what should or should not be counted as a liability for these purposes, or how the term liability should be defined (suggesting a fuller description that “liabilities to creditors”), and about the issue of distributions and the capital maintenance regime more generally. There were suggestions that a similar amendment should be made to section 264 of the Companies Act to clarify the meaning of “liabilities” there.  

The proposed amendment is a narrow one, designed to maintain the status quo and clarify a particular point of interpretation. It is not the intention to amend these provisions in any material way. In addition, we are constrained by the provisions of the European 2nd Directive on company law.  
QUESTION 6

Can you:

(a)  identify any costs or benefits for your organisation or more generally resulting from these proposals?

(b) quantify these costs or benefits?

(c) identify any unintended consequences or suggest any alternative approaches to regulation?

Eleven respondents made comments in response to this question.  Comments included:

· A company using IAS that was unable to produce SFS would incur additional costs for extra design, printing, and postage of between £100,000 and £1m.

· For the banking industry, not being able to use SFS for IFRS accounts would cost £10m. 

· Companies using IAS should be able to continue issuing SFS, as shareholders should be able to continue receiving information in the form that they have requested it. 

QUESTION 7

Do you have any comments on the drafting of the regulations at Annexes A1, A2, and A3?

A number of helpful comments on the drafting of the regulations were made.

Proposed amendments were incorporated where these corrected inaccuracies or improved the clarity of the regulations.  In some cases, particular points will instead be clarified in the guidance published by the DTI to accompany the regulations
OTHER POINTS

Two respondents raised an unrelated issue about new disclosures in the directors’ report. For financial years beginning on or after 1 January 2005, companies must disclose information about their use of financial instruments. While small companies are generally exempt from this disclosure, those that are subsidiaries of a ineligible group are not exempt.  However, the OFR Regulations, which apply to financial years beginning on or after 1 April 2005, extend the directors’ report exemptions for small companies to those that are part of an ineligible group, regardless of the size of the group. Therefore, some small companies within groups (those with years commencing between 1 January and 31 March 2005) will have to make disclosures regarding their use of financial instruments for one year only before benefiting from the exemption. 

The Government agrees that it is an unnecessary burden for certain small companies to have to make these new disclosures for one year only.  A provision has therefore been included in these regulations to apply the exemption to accounting years beginning between 1 January and 31 March 2005, in addition to years beginning on or after 1 April 2005. 

Annex A

Table of Respondents

(2 respondents requested that their responses remain confidential)

Association of Accounting Technicians

Association of Chartered Certified Accountants

Association of Investment Trust Companies

Auditing Practices Board

Barclays plc

Bestinvest Brokers

Bonnier Business Information Ltd

British Bankers Association

Centrica

Chartered Institute of Management Accountants 

Deloitte & Touche LLP

Equitable Life Insurance Society

Hermes Pensions Management Ltd

Institute of Chartered Accountants of England & Wales

Institute of Chartered Accountants of Scotland

Institute of Credit Management

Investors Capital Trust plc

John A Franks 

Kingston Smith Chartered Accountants

KPMG LLP

London Investment Banking Association

PricewaterhouseCoopers LLP

Smith & Nephew plc

Annex B

The Consultation Code of Practice Criteria:

1.
Consult widely throughout the process, allowing a minimum of 12 weeks for written consultation at least once during the development of the policy.
2.
Be clear about what your proposals are, who may be affected, what questions are being asked and the timescale for responses.
3.
Ensure that your consultation is clear, concise and widely accessible.
4.
Give feedback regarding the responses received and how the consultation process influenced the policy.
5.
Monitor your department’s effectiveness at consultation, including through the use of a designated consultation 

co-ordinator.
6.
Ensure your consultation follows better regulation best practice, including carrying out a Regulatory Impact Assessment if appropriate.
The complete code is available on the Cabinet Office’s web site,

http://www.cabinetoffice.gov.uk/servicefirst/index/consultation.htm.

Comments or complaints

If you wish to comment on the conduct of this consultation or make a complaint about the way this consultation has been conducted, please write to Nick Van Benschoten, DTI Consultation Co-ordinator, Room 723, 1 Victoria Street, London SW1H 0ET or telephone him on 020 7215 6206 or email to: nick.vanbenschoten@dti.gsi.gov.uk.
Department of Trade and Industry

© Crown Copyright

http://www.dti.gov.uk
URN 05/1373

1 “A Consultation on extending use of summary financial statements and other minor changes,” 17 March 2005, URN 05/900. Available at http://www.dti.gov.uk/cld
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