











Strategic Outcome Six: FRC Effectiveness

The FRC iz an effective, accountable and independent regulator, actively helping to shape UK, and te influence EU and global, approaches to corporate

reporting and govermnance.

Supporting Outcomes which contribute to the Strategic Outcome:

a) The FRC meets the principles of good b) The FRC is recognised in the UK and ¢}  The FRC has adequate resources and
regulation, and is transparent and globally as independent, credible, management processes and operates
accountable. autheritative and influential. efficiently

Components which contribute to the achievement of the Supporting Outcomes:

The FRC has in place and consistently
implements policies on good regulation,
including effective use of regulatory
impact assessments and having particular
regard to the impact of regulation on small
enterprises.

i)  The FRC has a statutory framework in
place to provide the appropriate powers
and statutory immunity, and a clearly
documented basis for the non-statutory
elements of its responsibilities.

The FRC attracts, retains and motivates
the people required to meet its objectives.

i)

The FRC publishes an Annual Report which
assesses progress towards the achievement
of the outcomes included in the Strategic
Framework and the FRC's own performance
in implementing its anmual Plan and
meeting the principles of good regulation.

The FRC demonstrates an appropriate

degree of independence from government
and the regulated communities.

The FR.C manages information effectively
and shares information as appropriate
within the organisation.

Stakeholders are provided with regular
reports and other information, such as
assessment of the impact of activities
designed to achieve the Strategic Outcomes
in this framework.

Effective working relationships with UK
Government (including BERE, HMT and
DWTP), and other UK regulators (including
F5A and the Pensions Regulator) are
maintained.

The FR.C secures the necessary funding
and manages its costs effectively

An annual Plan & Budget is published
which reflects timely and thorough
consultation with stakeholders.

iv) The FRC effectively engages with, and
influences, relevant EUJ and global
organisations, and regulatory authorities

in other major jurisdictions.

Activities and projects in the Plan

& Budget are completed in a timely

and effective way and the risks to the
achievement of the Strategic Cutcomes in
this framework are actively managed.

There is a clear statement of the relevance
of the FRC's work to the public sector and
other public benefit entities.

The FRC is resilient to disruptions to its
activities.
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Annex B - Financial Management and Reporting Framework

Our Financial Management and Reporting Framework provides the framework within which we

manage and report on the costs of our activities and how they are funded.

Accounting, auditing and corporate governance

The Framework identifies four categories of cost in relation to our responsibilities for accounting,

auditing and corporate governance:

Core operating activities - Accounting, auditing and corporate governance

Core operating activities (accounting, auditing and corporate governance) cover all our
activities in relation to accounting, auditing and corporate governance other than audit
inspection, disciplinary case and Review Panel case costs.

The costs of the core operating activities are measured in accordance with applicable
accounting standards but the amount of funds raised is adjusted for significant non-cash
items, principally depreciation and capital expenditure.

The funds are provided by the FRC’s three sponsors: the accountancy profession (the six
major professional bodies); the business community (primarily companies listed in the UK);
and the Government.

Our intention is to raise in each financial year the funds expected to be required for that

year.

Audit inspection costs

Audit inspection costs include only the specific and variable costs of the AIU. The AIU’s
fixed overheads (principally office accommodation and shared IT systems) are included in
core operating costs.

Audit inspection costs are met by the individual Recognised Supervisory Boards with
which the firms that are subject to inspection are registered.

Our intention is to raise in each financial year the costs incurred in that year.

Accountancy disciplinary case costs

Accountancy disciplinary case costs include only the specific and variable costs of cases
taken by the AADB. The other costs of the AADB (principally staff, accommodation, shared
IT systems and other overheads) are included in core operating costs.

Case costs are potentially volatile from year to year, depending on the number and
complexity of cases and, therefore, cannot be subject to firm budgetary limits.

Case costs are met by the individual participating bodies to which the members or firms
that are the subject of each case belong. In the event of disciplinary complaints being
brought, the disciplinary tribunals have powers to award costs against those found guilty of
misconduct.

Our intention is to raise in each financial year the costs incurred in that year.
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Review Panel case costs

Review Panel case costs include only the specific and variable costs of cases which the FRRP
decides to take to Court or prepares to take to Court. The other costs of the FRRP
(principally the staff, office accommodation and shared IT systems) are included in core
operating costs.

Case costs are potentially volatile from year to year, depending on the number and
complexity of cases and, therefore, cannot be subject to firm budgetary limits. These costs
are met in the first instance from the Review Panel case costs fund, which is then
replenished in the following financial year on the same basis as the costs of the core

operating activities (accounting, auditing and corporate governance).

Actuarial standards and regulation

The Framework identifies two categories of cost in relation to our responsibilities for actuarial

standards and regulation.

With the agreement of HM Treasury, these costs are met from an annual contribution from the actuarial

profession (10% of total costs) and a levy on insurance companies (45%) and pension funds (45%) - the

actuarial funding arrangements.

Core operating costs - Actuarial standards and regulation

Core operating activities (Actuarial standards and regulation) cover all of our activities in
relation to actuarial standards and regulation other than disciplinary case costs. They
include a proportion of our overheads.

The costs of the core operating activities are measured in accordance with applicable
accounting standards but the amount of funds raised is adjusted for significant non-cash
items, principally depreciation and capital expenditure.

Our intention is to raise in each financial year the funds expected to be required for that

year.

Actuarial disciplinary case costs

Actuarial disciplinary case costs include only the specific and variable costs of actuarial
cases taken by the AADB. The other costs of the AADB (principally staff, accommodation,
shared IT systems and other overheads) are included in the two categories of core operating
costs in proportion to the relative costs of accountancy and actuarial cases.

Case costs are potentially volatile from year to year, depending on the number and
complexity of cases and, therefore, cannot be subject to firm budgetary limits. We have
decided to establish a fund to cover these costs.

The level of the fund will be kept under review in the light of experience of the number and

size of cases.
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e The contribution that will be required to maintain the fund at an appropriate level will be
reviewed each year.

e Any fine income received or legal costs awarded to the FRC in relation to disciplinary cases
will be used to replenish the fund. Should the fund exceed the target level, the excess will
be used to meet the FRC’s actuarial operating costs, thereby reducing the costs to the

funding groups.

Measuring our effectiveness in managing costs

While we endeavour to ensure that we secure value for money in all our expenditure, the Directors
believe that the cost of our core operating activities is the best indicator of our effectiveness in

managing our costs.
Reserves

The Directors believe that it is prudent for the FRC to maintain reserves to meet unforeseen
expenditure and in recognition of the fact that the FRC has entered into a number of long-term financial

commitments.

In relation to our responsibilities for accounting, auditing and corporate governance, the level of
reserves in recent years has been approximately £1.0m but is kept under review by the Directors. The
Directors have undertaken to consult on any proposal to vary the level of reserves in the context of the
annual Plan & Budget.

A separate reserve will be held in relation to our responsibilities for actuarial standards and regulation,
built up from the actuarial funding arrangements. A proportion of the surplus may be allocated to the
actuarial case cost fund. The Directors will keep the level of actuarial reserves under review and will

consult on them each year in the context of the annual Plan & Budget.
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Annex C — Abbreviations

AADB Accountancy & Actuarial Discipline Board

AIU Audit Inspection Unit

APB Auditing Practices Board

ASB Accounting Standards Board

BAS Board for Actuarial Standards

BERR Department for Business, Enterprise and Regulatory Reform (formerly DTI)
CCAB Consultative Committee of Accountancy Bodies
CGU Corporate Governance Unit

EFRAG European Financial Reporting Advisory Group
FRC Financial Reporting Council

FRRP Financial Reporting Review Panel

FSA Financial Services Authority

HMT Her Majesty's Treasury

IASB International Accounting Standards Board

IFRS International Financial Reporting Standard

ISA International Standard on Auditing

NIAO Northern Ireland Audit Office

SORP Statement of Recommended Practice

POB Professional Oversight Board

UK GAAP UK Generally Accepted Accounting Practices
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Annex D - Contact Details

Responses to this consultation paper should be sent to:

Policy and Planning Manager
Financial Reporting Council
5th Floor, Aldwych House
71-91 Aldwych

London

WC2B 4HN

e-mail: planning@frc.org.uk

Unless respondents indicate that they would prefer us not to do so, we will publish responses on our

website.

For general information about the work of the FRC, please see our website at: www.frc.org.uk

For any further enquiries, please contact: enquiries@frc.org.uk or write to us at:

Enquiries

Financial Reporting Council
5th Floor, Aldwych House
71-91 Aldwych

London

WC2B 4HN

Telephone: 020 7492 2300
Fax: 020 7492 2301
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