Bulletin of Toyohashi Sozo Junior College goog o

1998, No. 15, 19-33

Jouobogbooogoogn
— 00000000000 —

gboobooon

Financial Reporting in the U.K.

Kazumoto IDO
Toyohashi SOZO College

Keywords
Financial Reporting, International Accounting Standards, True and Fair View

Abstract
Standard Setting.

The Financial Council Limited provides support to its operational bodies:
the Accounting Standards Board (ASB) and the Financial Reporting Review
Panel. The ASB promulgates and issues accounting standards. These standards
are to be followed unless there are good reasons for departing from them.
Generally accepted accounting principles stem from the following:

0 Valuation requirements, accounting for consolidations, disclosure
requirements, and format of financial statements are covered by the
Companies Act of 1985, as amended in 1989.

Financial Reporting Standard§RSs) issued by the ASB.

0 Statements of Standard Accounting Praci8SAPs). SSAPs were
issued by the Accounting Standards Committee (ASC) before the
ASB was formed. The Accounting Standards Committee was
replaced by the ASB.

0 Statements of Recommended Prac{BORPSs) issued by the ASC.
These are used when no specific guidelines exist for a specialized area.

0 Approved SORPs issued by specialized industries and approved by
the ASB.

0 The U.K.'s International Stock Exchange's Continuing Obligations
cover disclosure requirements for companies listed on the Stock
Exchange.

0 Technical releases such as those issued by ASB.

O

Unlike the U.S., where the SEC has the authority to set detailed rules for
financial statements, no such legal power exists in the United Kingdom. There
are certain laws and established practices that must be followed, but by and
large corporate directors in the U.K. have considerable discretion.
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Financial Statements.

Required financial statements include a income statement, a balance sheet,
a cash flow statement (for large companies), a statement of total recognized
gains and losses, a statement of accounting policies, and accompanying notes.
Financial statements are generally based on historical cost except in specific
situations where the Companies Act allows use of either current cost or market

value.

Consolidation.

Consolidation is required for all subsidiaries, partnerships, and limited
companies. Control is the key criterion rather than legal ownership. Exceptions

to consolidated statements are:

0 The investment in the subsidiary is not material. However, if two
subsidiaries exist, the total investment should be considered in applying

the materiality criterion.

The subsidiary is for resale.

O oOooo

Restrictions are such that the parent company cannot exercise control.
Subsidiary information cannot be obtained.

The operations of the subsidiary(ies) are so dissimilar that including

them would not convey a true and fair view.

Segment Information.

Segment reporting is required. The directors determine the segments
according to appropriate categories of lines of business and geographical areas.
The required disclosures include sales and profit or loss of each segment.
Disclosure requirements for public companies and large private companies are
more extensive and also include disclosure of net assets, income before tax,
extraordinary items, interest, etc. Public companies are defined by the
Companies Act as those with a minimum initial authorized share capital of
£ 50,000 and at least 25 percent of the shares must have been paid up. Large
private companies are those that meet certain specifications for income, total
assets, and average number of employees. The criteria for income and assets are

adjusted periodically for inflation.
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