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Abstract The Financial Reporting Review Panel (FRRP) was an innovation in the UK as it was
responsible for the previously little considered issue of ensuring compliance with financial reporting
regulations. This paper draws on institutional theory to compare the stated aims, objectives and
operating procedures of the FRRP with the practical experiences of those who have had discussions
with them, and evidence of the wider impact of their work. The aim is to provide a richer
understanding of the way in which this relatively new institution achieves its objectives, and to
determine whether it has engaged in `̀ myth making'' in order to establish and maintain its
legitimacy. The original objectives of the FRRP are explored in this paper, as well as subsequent
public pronouncements on its aims, procedures, and achievements. Discussions with key members of
the FRRP have enabled further clarification of some of the issues. The perceptions of those with
experience of dealing with the FRRP were gained by a series of semi-structured interviews. Interviews
were carried out with company directors and audit firm partners who had direct experience of the
FRRP. The analysis draws out themes related to the investigation process and final outcomes of this
process. The paper concludes that there is some evidence that the FRRP has engaged in `̀ myth
building''. For example, it was considered that cases the FRRP chose to pursue tended to involve
rather less serious issues than their public statements might suggest. Also they have considerable
operational discretion and this appears to be exercised in a rather unpredictable way without
explanation. Overall, however, the evidence suggests that the FRRP is an effective regulator.

It is better for people to keep away from Oz, unless they have business with him . . . but you

must pass through rough and dangerous places before you reach the end of your journey (The

Wonderful Wizard of Oz (Baum, 1900)).

Introduction
The Financial Reporting Review Panel (FRRP) was established in 1991 as a
subsidiary of the Financial Reporting Council (FRC), which had the overall
objective of strengthening the regulatory framework for financial reporting in
the UK[1]. Previously there had been no effective means of correcting non-
compliance with accounting standards or company law[2].

The FRRP is authorised to examine departures from the accounting
requirements of the Companies Act 1985 (including the requirement to provide
a true and fair view) and applicable accounting standards. Although details of
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the FRRP's terms of reference and procedures are in the public domain
(Financial Reporting Review Panel, 1993) very little is known about how those
with direct experience of dealing with the FRRP perceive its behaviour. The
only visible output is the press notice[3] issued by the FRRP when remedial
action is agreed in a case.

The FRRP is an organisation operating in an environment where
institutional theory provides insights. It is dependent upon external funding
from government, the accountancy profession and City institutions. The
continuation of funding from these sources is contingent upon maintaining
their confidence. There is no final measurable output that summarises its
organisational performance, although there may be some important
intermediate measures. Furthermore, the entity operates in secret and
maintains a level of discretion over actions taken in specific cases. Institutional
theory predicts that organisations may engage in `̀ myth making'', providing an
account (not necessarily a falsity) of their origin, function and efficacy (Ritti
and Silver, 1986). Both the FRC and the FRRP itself have made strong public
claims about its operations and their effect on the quality of UK financial
reporting (e.g. Financial Reporting Council, 1991, 1997). These claims are very
difficult to prove or refute given the lack of measurable outcomes, but may be
explained in the context of institutional theory as the FRRP attempting to
ensure its legitimacy and continuing survival.

The objective of this paper is to consider the claims made by the FRRP, in
order to investigate how it achieves its aims in relation to individual cases. This
objective is pursued by obtaining the views of company directors and audit
partners who have direct experience of an FRRP inquiry which resulted in the
issue of a press notice. Cases investigated by the FRRP but not requiring
remedial action do not culminate with a press notice and cannot be
systematically identified[4]. Interviews were carried out in order to explore and
evaluate perceptions of the functions, procedures and impact of the FRRP. A
comparison is made of these perceptions with the claims made by the FRRP, to
gain a fuller appreciation of how it actually achieves its aims, and to identify
the existence of any myth making.

It is accepted that the FRRP's myths are being offered to the community as a
whole rather than just those being investigated. There is survey evidence that
finance directors, audit partners and financial journalists generally believe that
the FRRP has enhanced the integrity of the financial reporting process (Brandt
et al., 1997) and auditor independence (Beattie et al., 1998; 1999). However, only
those investigated would have direct experience of the internal workings of the
FRRP and some claims relate directly to these processes.

The paper is divided into seven sections. Section one outlines the functions
and procedures of the Financial Reporting Review Panel and compares it with
enforcement agencies in other countries. In section two we review institutional
theory literature relevant to regulatory enforcement, and consider the tension
between law and accountancy. In section three these theories are then related to
the claims made for the FRRP's subsequent activities in its own public
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statements to identify potential myths for analysis. Section four sets out our
research methods. Findings are in section five, and in sections six and seven we
present our discussion and conclusions.

The Financial Reporting Review Panel
Functions and procedures of the Financial Reporting Review Panel
Until the establishment of the FRC, the regulatory framework for financial
reporting in the UK had developed over time through a mixture of legislation
and pronouncements from the professional accounting bodies. Stamp (1981)
had prophetically warned that standards which were not enforced would fall
into disrepute and the profession and public interest would suffer. A review of
the regulatory processes (Consultative Committee of Accountancy Bodies,
1988) recognised a problem of lack of enforcement. Its recommendations were
incorporated in the Companies Act 1989 and resulted in the establishment of
the FRC and its subsidiary bodies. Funding for this comes from three main
sources: the accountancy profession, government, and City institutions. One of
the subsidiaries, the FRRP, was given a mandate to pursue directors of
companies whose accounts do not comply with accounting standards and
company law. The FRRP's origins are discussed at greater length by Brandt et
al. (1997).

The FRRP is concerned with the accounts of public limited companies and
large private limited companies (Companies Act 1985 s.247). Its authority
extends only to company directors, not to auditors (although directors are
encouraged to involve their auditors when an inquiry is initiated). It can seek a
court order requiring the directors to revise the accounts at their personal
expense (Companies Act 1985 s.245b), (Companies (Revision of Defective
Accounts and Report) Regulations 1990). To date (October 1999) no court action
has been taken as companies whose accounts have been deemed defective have
voluntarily agreed to make amendments. The chairman (a lawyer) and deputy
chairman (an accountant) of the FRRP are part time and remunerated.
Approximately 16 other members (consisting of lawyers, accountants in
practice and representatives from industry and commerce) are unpaid. Their
work is supported by a secretary and other technical staff employed by the
FRC.

The FRRP is a reactive body. It only investigates cases of apparent non-
compliance which are drawn to its attention. These were from three main
sources: qualified audit reports passed on from the Stock Exchange, complaints
referred to it from individuals or bodies corporate and press comment. As from
1997 the Stock Exchange no longer passes on qualified audit reports. The
FRRP's role is to enforce existing accounting rules, not to modify them
(Treadgold, 1997)[5] or to provide advice on them, although when it encounters
an anomaly or uncertainty in an accounting standard it will refer the issue to
the Accounting Standards Board (ASB).

On receiving a complaint, a preliminary investigation is undertaken. The
case is then classified as one of apparent substance, a minor issue or one which
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should not be pursued further. In cases of apparent substance the FRRP
chairman writes to the chairman of the company concerned setting out the
issue of concern and the FRRP's powers and procedures, and invites the
directors to comment. If the FRRP is satisfied with the directors' response the
matter may be dropped at this stage. If it cannot be resolved by correspondence
then a meeting between the FRRP and directors may be arranged. The meeting
may be formal or informal. A formal meeting involves a specially constituted
group of five or more FRRP members which is formed when the chairman
considers firm action to be necessary. Further meetings may be held until the
matter is resolved to the FRRP's satisfaction (FRRP, 1993).

If remedial action is agreed with the directors of the company, a press notice
is issued which names the company, briefly explains the defect and specifies
the remedial action. This is distributed both to the financial press and the
financial markets (FRRP, 1993). No information is released by the FRRP about
cases which have been examined but not pursued, or minor matters which have
been explored through `̀ informal discussions'' with a company.

To December 1999 346 cases had been referred to the FRRP for
consideration, and investigations had been completed on 336 of these. Of these,
134 (40 per cent) had not been pursued beyond initial examination and 51 (15
per cent) had resulted in a press notice (FRC, 1991, 1992, 1993, 1994, 1995, 1996,
1997, 1998, 1999). The press notices covered 47 companies and 78 separate
issues (see Table I for a full listing). The remedial action required in these cases
has taken the form of the restatement of comparatives in subsequent years'
accounts or interim statement in 37 cases (73 per cent), re-issuing of accounts or
the publication of a corrective supplementary statement in 12 cases (24 per
cent), while in two cases no remedial action was required. It is not clear why
particular forms of remedial action have been selected to resolve individual
cases. The required remedial action resulted in a change in reported earnings
per share in only 18 cases (13 of these were a downward adjustment).
Disclosure and classification issues have been more numerous than cases
involving the more fundamental accounting issues of recognition and
measurement (Brandt et al., 1997).

Enforcement systems of other Anglo-Saxon countries
A fuller appreciation of the FRRP's distinguishing features can be gained by
comparing its modus operandi with systems for enforcing compliance with
financial reporting regulations in other countries where accounting is
primarily geared to the requirements of capital markets. In the USA the
Securities and Exchange Commission (SEC), a regulatory body with statutory
powers, has this responsibility. The SEC has a constituency of 11,000 listed
companies and the aim of ensuring that investors are furnished with the
information necessary for informed investment decisions. Whilst it has the
power to prescribe methods to be followed in the preparation of accounts, in
practice it acts in a supervisory role over the private sector Financial
Accounting Standards Board. The SEC has the authority to reject the filing of



Financial
Reporting

Review Panel

57

Table I.
Issues raised by FRRP

to 31 December 1999

Company Press notice date Item raised by FRRP

1 Williams Holdings 28.1.92 Exceptional items stated net of tax
Earnings per share (EPS) calculated before
exceptional items
Inadequate disclosure of acquisitions and
disposals

2 Ultramar 28.1.92 Unrelieved advance corporation tax (ACT)
included in cost of dividends

3 Shield Group 31.1.92 Revaluation treated as prior year item
4 Forte 4.2.92 Accounting policies for:

Capitalisation of interest
Expenses on information technology projects
Non-depreciation of freehold and long
leasehold properties
Date varies between signing balance sheet
and auditors' report

5 Williamson Tea
Holdings

10.8.92 Adequacy of disclosure re overseas assets

6 Associated Nursing
Services

10.8.92 Accounting treatment of start-up costs
Explanation of change in accounting policy

7 GPG 7.10.92 Non-compliance with Statements of Standard
Accounting Practice (SSAPs) 6 and 3 by
applying Financial Reporting Exposure Draft
(FRED) 1

8 Trafalgar House 15.10.92 Re-classification from current to fixed assets
Amount of ACT carried forward in balance
sheet
Disclosure re investment
Compliance with statutory format of profit
and loss account

9 British Gas 26.10.92 Reporting 12 months instead of 9 months
results following change of year end
Omission of 9 months EPS calculation

10 S.E.P. Industrial
Holdings

26.10.92 Stock provision treated as prior year item
Non-depreciation of freehold properties

11 Eurotherm 22.2.93 Excess extraordinary provision written back
as exceptional

12 Foreign & Colonial
Investment Trust

17.3.93 Disclosure of directors' remuneration
Non-consolidation of subsidiary undertaking

13 Warnford
Investments 1.4.93

Investment properties in parent not shown at
current valuation

14 Penrith Farmers' &
Kidd's

5.4.93 Reasons for restatements not provided

15 Breverleigh
Investments

27.7.93 Non-consolidation of subsidiary
Cash flow statement omitted
Statement of compliance with applicable
accounting standards omitted

16 Royal Bank of
Scotland Group

11.8.93 Effect of change of accounting policy treated
as exceptional current profit and not prior
year adjustment

(continued)
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Table I.

Company Press notice date Item raised by FRRP

17 Control Techniques 24.9.93 Mis-classification in cash flow statement
18 B M Group 19.10.93 Cash equivalents in cash flow statement

incorrect
Mis-description of placing of shares in
subsidiary

19 Ptarmigan Holdings
(Graystone)

25.10.93 Change in accounting policy not adequately
explained

20 Chrysalis Group 29.11.93 Accounting for associated company
21 Intercare Group 28.1.94 Cash flow statement:

Included non-cash items
Omitted negative balances of cash and cash
equivalents
Included interest not on cash basis

22 Pentos 11.2.94 Inadequate explanation of treatment of reverse
lease premiums

23 BET 24.4.94 Treatment of exceptional items
24 Butte Mining 2.11.94 Mis-classification of bank overdraft

Investment proceeds of sale and repayment of
loan omitted from cash flow statement

25 Clyde Blowers 23.11.94 Treatment and explanation of disposal to
directors

26 Alliance Trust 20.3.95 Non-consolidation of subsidiary
27 Courts 21.6.95 Accounting for instalment and hire purchase

transactions
28 Caradon 8.11.95 Analysis of shareholders' funds between

equity and non-equity interests
Disclosure of rights of each class of
shareholder incomplete

29 Ferguson 13.12.95 Goodwill and merger relief shown net
International
Holdings

30 Securicor Group 15.2.96 Analysis of shareholders' funds between
equity and non-equity interests

31 Newarthill 8.3.96 Non recognition of financial cost of preference
shares issued by subsidiary
No statement of material departure from
accounting standards

32 Brammer 28.3.96 Classification of assets held for rental as stock
rather than fixed assets

33 Foreign & Colonial
Investment Trust

9.4.96 Disclosure of reasons for departure from
SSAP1 re accounting for associate company

34 Alexon Group 1.3.96 Analysis of shareholders funds between
equity and non-equity interests
Disclosure of rights of share categories
incomplete

35 Ransomes 30.5.96 Analysis of shareholders' funds between
equity and non-equity interests
Disclosure of rights of share categories
incomplete

(continued)
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Table I.

Company Press notice date Item raised by FRRP

36 Sutton Harbour
Holdings

24.7.96 Disclosure of reasons for true and fair
override re depreciation of government grants
and investment properties

37 Butte Mining 2.10.96 Treatment of profit on a transaction in which
consideration given in the form of shares
subject to trading restrictions
Disclosure of position of non-equity
shareholders

38 Associated Nursing
Services

17.2.97 Quasi-subsidiary treated as an associated
company
Accounting treatment of sale and leaseback
transactions

39 Reckitt & Colman 15.4.97 Adequacy of disclosure of fair value
adjustment in year following an acquisition

40 M & W Mack 29.8.97 Accounts excluded income, expenses and
assets of employee share option scheme

41 Burn Stewart
Distillers

2.10.97 Insufficient disclosure of sale not reflected in
results

42 Stratagem Group 10.11.97 Disclosure of fair value adjustments
incomplete

43 Guardian Royal
Exchange

25.2.98 Equalisation reserves legally required for
some subsidiaries excluded from consolidation

44 Stratagem Group 27.4.98 Insufficient disclosure re exceptional costs
related to fundamental restructuring
Exceptional items shown after deduction of
interest

45 RMC Group 12.5.98 Non-disclosure of fines incurred by
subsidiaries

46 Reuter Holdings 22.7.98 Amortisation of goodwill excluded from
operating profit

47 H & C Furnishings 7.8.98 Valuation of consideration paid for acquisition
Non-compliance with disclosure requirements
of Financial Reporting Standards (FRS1, FRS
3, FRS 8), SSAP 15, and Companies Act 1985

48 Photo-Me
International

2.9.98 Intra-group sales/cost of sales not eliminated
on consolidation

49 Concentric 20.10.98 Inadequate disclosures on acquisition,
particularly with respect to fair value table
and cash flow statement

50 Aim Group 24.2.99 Reorganisation costs treated as a liability on
acquisition
Inadequate disclosures re acquisition and
accounting policy

51 Photobition Group 28.10.99 Inadequate disclosures on acquisition
particularly re profit and loss account and
cash flow statement
Geographical segmental reporting disclosures
inadequate
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accounts. This would prevent a company obtaining a stock exchange listing
or debar a company already listed. The SEC's Division of Corporate Finance
has operated positive surveillance over the form and content of financial
statements contained in corporate annual reports since the 1960s (Zeff,
1995)[6], and all registration statements by first time registrants are subject to
close scrutiny. If any issues arise from the reviews, a `̀ letter of comment'' is
sent to the company. Unless the matter can be resolved by amendment or
clarification, one or more meetings may be held between the SEC and the
company. Most cases are resolved by this means and entirely in confidence,
but if agreement is still not reached, the SEC may file for injunctive or
administrative action requiring restatement and future compliance, or, in
more serious cases the issuance of a stop order preventing further
transactions in company securities (Zeff, 1995).

Recent changes in the Australian regulatory structure have increased
government involvement to improve enforceability (Heazlewood, 1998). Some
accounting regulations are directly enshrined in law, while others are included
in accounting standards approved by the state appointed Australian Standards
Review Board (ASRB) which also have the force of law. While there is a
requirement for directors to present accounts showing a true and fair view, this
does not override other requirements. When financial statements are not drawn
up in accordance with an applicable accounting standard, the auditors are
required to send a copy of their report to the ASRB. This is then forwarded with
comments to the body with prime responsibility for enforcement, the
Australian Securities and Investment Commission (ASIC). This independent
statutory body has a role comparable to the SEC overseeing the
implementation of Corporations Law and monitoring compliance with laws
regulating companies and securities. Its Financial Statements Surveillance
programme aims to ensure compliance with law and accounting standards.
The ASIC may publish its interpretations of disclosure requirements from time
to time in class orders (which exceptionally may provide relief from following
an accounting standard for a particular company or class of transaction),
practice notes and policy statements (Craswell, 1995).

The situation in New Zealand is very similar to that in Australia.
Accounting standards are approved by the Accounting Standards Review
Board (members appointed by the Governor General on the advice of the
Minister of Justice), which are given legislative support by the Financial
Reporting Act 1993. Auditors are expected to issue qualified audit reports for
non compliance with standards and these would be forwarded by the Registrar
to the Securities Commission. This body has the power to suspend or cancel a
registrant's listing.

In Canada, standard setting is still the responsibility of the profession, the
Canadian Institute of Chartered Accountants (CICA). Although there are no
legislated accounting rules, both federal and provincial legislation require that
corporate accounting and disclosure requirements are to be in accordance with
recommendations contained in the CICA Handbook (no date), giving standards
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a quasi-legal status. Any departure from the CICA Handbook must be
specifically disclosed in the notes or auditors' report. Administration of
securities markets is a provincial responsibility in Canada. The largest and
most influential (being responsible for the Toronto Stock Exchange) is the
Ontario Securities Commission (OSC) with powers based on the SEC model.
The OSC and most of the other provincial securities administrators will not
accept financial statements that do not comply with the CICA Handbook. There
are also review mechanisms to monitor compliance. The ultimate available
sanction is the withdrawal of approval for stock exchange trading in a
particular province (Beechy, 1995).

There are some similarities in the regulatory structures of these countries, in
particular strong state backing for accounting standards to improve
compliance. The enforcement role of the FRRP differs from that in other
countries in key areas. It is a private sector regulator with state support. Its
constituency extends beyond listed companies, so stock exchange based
sanctions cannot be applied. Other enforcement agencies engage in proactive (if
selective) monitoring, while the FRRP only reacts to complaints. When the
FRRP agrees remedial action in a case, it issues a press notice. Other
institutions make no public announcement citing companies unless serious
enforcement action is undertaken, although they may issue general guidance
on interpretations of regulations (a practice the FRRP does not follow).

Literature review
Institutional theory
Institutional theorists (e.g. Fogarty, 1992) observe that organisations need to
respond to social expectations, and that they exist in a social environment
which includes sequences of events (Oliver, 1991) and prevalent norms,
values, ideas and expectations. Fogarty (1992) suggests that institutional
theory may be a useful way of explaining why organisations need to respond
to these social expectations, and even to achieve implicit social approval,
particularly where organisational performance cannot be assessed by
objective and quantifiable output measures. Organisations are formed and
operate in such a way as to appear to accommodate these social expectations
(Fogarty et al., 1997) and failure to do this may threaten their survival
(Fogarty, 1996). A public organisation, for example, needs to make efforts to
maintain and manage its legitimacy if it is to retain the support of external
groups. For a regulatory body, enforcement actions may serve to legitimate
(Bealing, 1994). Ritti and Silver (1986) suggest that in order to establish
legitimacy in their early stages of development, a new agency will engage in
myth making (in the institutional sense this does not necessarily mean a
falsity) which is an account of its origin, its function and purpose, and its
efficacy. The institutionalisation of an organisation depends upon its
perceived legitimacy, which Ritti and Silver (1986) argue in turn depends on
the ability of the organisation to project the myths about itself. Thus, the
myths are likely to dramatise the agency's role.
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Legitimacy needs to be not only established but also maintained. Fogarty et
al. (1997) note that organisations which do not appreciate that they need to meet
the expectations of the social environment's prevailing values or standards
may lose support and consequently endanger their existence. Even well
established state agencies such as the SEC need to maintain their legitimacy by
engaging in ritualistic enforcement to comply with institutional expectations
(Bealing, 1994; Bealing et al., 1996) and communicating the rational basis of
these enforcement processes (Rollins and Bremser, 1997). For example, in an
effort to demonstrate efficiency an enforcement agency may concentrate on
easily detectable violations (Rollins and Bremser, 1997). DiMaggio and Powell
(1983) suggest that entities imitate the attributes and practices of successful
organisations to project images of rationality and legitimacy. Mezias (1990)
points out the dangers to an agency's credibility if it does not retain the support
of key power groups. It is observed by Bealing et al. (1996) that political
exchanges are made to legitimate an organisation to external parties. They
examine these exchanges in terms of language, strategies and ritualistic
pattern of interaction.

According to institutional theory an organisation is designed and functions
to meet social expectations in so far as its operations are visible to the public.
Therefore organisational internal operations, which are often complex and
difficult to identify, may take second place to the issue of external legitimacy
(Meyer, 1986). It is suggested that the external image of the organisation may
be `̀ loosely coupled'' with its operating processes (Fogarty, 1992; Meyer and
Rowan, 1977). Fogarty et al. (1997) develop this, asserting that the contribution
of institutional theory is in the insight that the actual accomplishments of an
organisation and what its structure suggests it should accomplish are often
different. The organisation operates with internal processes that are not
normally visible to those external to it, while other structures maintained for
outsiders do not significantly add to output. Fogarty (1996) observes that
scrutiny by outsiders can be avoided if the right structures are adopted by
organisations. Loose coupling enables organisations to show success in
external problems whilst allowing flexibility in operational processes.

Tensions between law and accountancy
A problem for regulators in accounting is the tension between accountancy and
the law. Freedman and Power (1992) suggest that there exists a lack of
comprehension between the two professions, and basic differences in analytical
styles due to different historical, cultural and educational patterns of
development. They propose that `̀ This is a significant and largely invisible
obstacle to those who wish to solve the problems of business regulation within
existing disciplinary structures'' (p. 2). While a comprehensive regulatory
framework for financial reporting exists in the UK, it is generally recognised by
accountants that the preparation of accounts requires considerable judgement.
The legal profession tends to view the law as a means `̀ of injecting objectivity
and certainty into areas too important to be left to `subjective' judgement''
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(Freedman and Power, 1992, p. 3). The FRRP has to address the tensions in the
regulatory system between legal compliance and the judgemental approach to
financial reporting adopted by accountants, increasingly based on economic
substance (Napier and Noke, 1992). These tensions have been recognised by
appointing chairmen of the FRRP who are lawyers and deputy chairmen who
are accountants, but while such measures may promote understanding, they
are unlikely to resolve the problem.

The FRRP's myth making
The FRRP operates in an institutional environment. There is no clearly
measurable final output that can be used to judge its performance. The number
of press notices is no indicator of success or failure. A large number may mean
better detection and resolution but could also imply a decline in the overall
quality of financial reporting. The FRRP needs to establish and maintain
legitimacy to ensure that it is adequately resourced and that it survives. Its
failure would result in a loss of confidence in the UK regulatory framework and
increase the possibility of direct state intervention (Fisher, 1993). It would be
expected, therefore, that the FRRP would make robust claims (in terms of
institutional theory, myths) to constituent groups such as government, the
accountancy profession, the City and the general public.

The FRRP gives an account of its activities every year in the Annual Report
of the Financial Reporting Council. This document provides the opportunity for
the chairmen of both the FRC and the FRRP itself to put forward their
perspective on its potential and achievements and to clarify its aims and
procedures. Content analysis was applied to these annual reports. This is a
research method which analyses the content of data in order to consider the
inferences of the context of the data. Krippendorff (1980) defines content
analysis as `̀ a research technique for making replicable and valid inferences
from data to their context'' (p. 21), which as Robson (1993) observes, highlights
this relationship between content and context including the purpose of the
document. In some studies this involves developing a checklist and recording
items in different categories (see for example Hackston and Milne, 1996).
However, qualitative approaches to content analysis aim to comprehend the
context and to understand the communication of meaning, as well as to
document and to verify theoretical relationships (see Altheide, 1987; Holstein
and Gubrium, 1994; Hammersley and Atkinson, 1995). We carried out
systematic text analysis of these reports, looking for evidence of statements
about the FRRP. From this qualitative content analysis of annual reports we
have identified the following potential myths:

(1) The choice of cases to investigate is based on technical considerations.
In its published operating procedures the FRRP stresses that the
significance of regulatory departures determines the cases pursued
(FRRP, 1993). Suggestions that other factors are considered have been
denied, for example, that it is preoccupied with small companies (FRC,
1993). Initially, the FRRP stated that its main task was to look into



AAAJ
14,1

64

material departures from accounting standards by large companies
(FRC, 1991) although later, full compliance with accounting standards
and the Companies Act 1985 was emphasised:

the Panel must be seen to respect the status of the provisions both of the Act and
reporting standards it has been empowered to maintain (FRC, 1998).

(2) FRRP processes are open, fair and informal.
Most annual reports have provided a brief reÂsumeÂ of the FRRP's terms
of reference and procedures (e.g. FRC, 1991, p. 50). Emphasis is placed on
the existence of measures to ensure conflicts of interest are avoided and
its desire for referrals to be considered in an informal and co-operative
way:

. . . the Panel strives hard to operate as informally as possible and seeks to give
directors of companies full scope to put their points to the Board in whatever way
they choose . . . less formal meetings can be particularly useful in ensuring that both
sides have a common understanding of the detailed figures at issue (FRC, 1996, p. 53).

(3) The FRRP is a strong regulator willing to use all the powers at its disposal.
The annual reports state that all cases to date have been resolved
voluntarily but remind readers of the existence of the legal costs fund
and the potential of a future court case:

. . . the only route that the Panel has any express statutory power to follow is for it to
apply to the court . . . We have come very close on more than one occasion, and the
fact that no case has yet reached the court has not been due to any lack of
determination on the Panel's side ± rather the opposite. We never threaten what we
are not prepared to carry out (FRC, 1995, p. 31).

If the FRRP come close to court action this point is reported (e.g. FRC,
1996, p. 54).

(4) The outcome of a case is decided on rational grounds in the public
interest.
The FRRP explains that:

In cases where, having heard the company's explanations, the Panel concludes that
the accounts in question do not comply with the Companies Act or applicable
accounting standards, public interest demands a form of remedial action. (FRC, 1998,
p. 59).

Criticisms that the FRRP is slow to resolve cases are acknowledged but
explained as a necessary consequence of due process (FRC, 1996 p. 53).

(5) The FRRP is a respected body which has made a great impact on the
quality of financial reporting in the UK.
The message has been consistently positive throughout its existence:

There is a growing appreciation of the significance of the creation of the Financial
Reporting Review Panel as an instrument for securing good reporting, if necessary
through the court. (FRC, 1991, p. 4).

And later:
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. . . the Panel has, I believe, become firmly established as an influence of great
importance and a body whose views are widely respected. (FRC, 1997, p. 13).

Detailed information on the FRRP's activities is supplied in each report, and the
trend has been for this to become more explicit. Companies and issues are
named from 1995 onwards. The very first annual report signalled that the
FRRP was intending to be an active force by disclosing that the chairmen of
170 quoted companies had been contacted. This was because they had failed to
comply with the Companies Act requirement to state whether their accounts
had been prepared in accordance with applicable accounting standards and
give details of any departures. The press (e.g. Jack, 1992) reacted to this by
suggesting that although this action may have helped raise the profile of the
panel, it had probably done little to raise the standard of financial reporting.

The chairman claims that the FRRP's activities have had an impact on
financial reporting beyond ensuring compliance in a specific case and that this
is a necessary part of their function (FRC 1997, p. 70):

Last year I referred to the Panel's concern about practices in financial reporting it encountered
from time to time which, although not caught by legislation and accounting standards as they
at present exist, nevertheless run clearly counter to truth and fairness in the wider sense . . .
while I would not seek to have the Panel's jurisdiction enlarged . . . I welcome the freedom of
our present legislative framework, I am very firmly of the view that the continuation of this
freedom rests unequivocally in the hands of directors and auditors (FRC, 1996, p. 60).

In an earlier report (FRC, 1992) possible changes to the existing arrangements
were considered including the creation of:

. . . a body with powers analogous to those of the United States's Securities and Exchange
Commission (p. 37).

However the FRC continued explaining:

But the Council urges chairmen and chief executives, finance directors, and the auditing
profession to give their support to the present system, which keeps Government at arm's
length, and which through the avoidance of a highly detailed set of rules, is the better course
(p. 37).

Research methods
In order to relate the FRRP's myths to the experiences of those who have been
involved in a referral, a series of interviews was carried out with company
directors and audit firm partners. All had direct experience of the FRRP. Dexter
(1970) describes interviews as conversations with a purpose. The purpose of
these interviews was to obtain detailed insights into the interaction of directors
and auditors with the FRRP. Rich descriptive data of this type cannot be
obtained by the use of questionnaires, and conversations with those involved
enabled insights to be gleaned on the FRRP's procedures as experienced by the
participants. Lincoln and Guba (1985) justify the use of interviews, observing
that they allow the researcher and researchee to move back and forth in time; to
reconstruct the past, interpret the present and to predict the future. Thus the
company directors and audit partners interviewed were able to comment on
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their experiences of the FRRP's pursuit of particular issues, the investigation
process and on any subsequent outcomes.

Directors of companies whose accounts had appeared in FRRP press
notices were contacted. The selection was made first by establishing that the
company still existed, and then by confirming from the latest available
company accounts that qualified accountants on the company's board had
not changed since the FRRP press notice. In one case a former director was
contacted through the ICAEW list of members. Letters were sent to the
named individuals in each of the companies, which were followed up by
telephone calls. Five of the companies contacted did not wish to be
interviewed and two later withdrew. Three technical partners from larger
firms were also interviewed, and permission was given by one company
director to interview the company's auditor. Altogether 12 representatives of
companies and four partners from audit firms were interviewed. All
interviewees were assured that neither they nor their organisation would be
identified in any published results.

A series of open ended questions was drafted from an analysis of publicly
available evidence of the FRRP's activities (Brandt et al., 1997) and from
exploratory meetings with representatives of the FRRP and senior audit
partners. This semi-structured interview schedule was used for company
interviews and adapted as appropriate for the audit firm partners. During the
interviews, questions were used flexibly to enable the interview to flow and
other related issues were explored as they arose. Three interviewers were
involved and in most cases two interviewers were present to ensure
consistency of approach. Twelve interviews were recorded in full at the time,
but four company interviewees did not give permission to record. For these
interviews extensive notes were taken, which were recorded immediately
afterwards. One interview was carried out by telephone. All the recorded data
were transcribed in full for analysis (Jones, 1985). Data were analysed with the
assistance of an unstructured data analysis computer package (QSR
NUD*IST). A coding scheme was developed and themes or categories
identified from the data (Strauss and Corbin, 1990, 1994). It has been suggested
that a grounded theory (Glaser and Strauss, 1967) approach provides a means
of handling complex unstructured qualitative data (Henwood and Pigeon, 1995)
and this method of taking the ideas of grounded theory as a structuring device
was employed. Tabulated summaries were produced using the identified
themes and used to assist in identifying patterns across cases (Strauss and
Corbin, 1990; Miles and Huberman, 1994). The next section summarises the
results of this analysis of the experiences of companies with the FRRP.

Findings
Research findings analyse the responses of director and auditor interviewees
about the FRRP. We have identified four major themes from our initial coding
of interviewee responses, which provide the structure for this section:
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(1) The reaction to the FRRP's letter indicating that an accounting issue had
been drawn to its attention and was to be investigated.

(2) The nature and style of the FRRP's investigation process.

(3) How the selected cases came to be resolved.

(4) The wider impact of the FRRP.

Table II summarises the responses of our company interviewees (cases 1-12) to
questions under these broad classifications. Confidentiality considerations
preclude us from providing data about the companies themselves. Our

Table II.
Summary of company
interviewee comments

on involvement with
FRRP

Case no. 1 2 3 4 5 6 7 8 9 10 11 12

Reaction to issues
Immediate reaction to
letter from FRRP:

Surprise ✓ ✓ ✓ ✓
Not surprised ✓
Annoyance ✓
Anger ✓ ✓
Embarrassment ✓ ✓
Only `̀ technical'' point ✓ ✓
Concern ✓ ✓ ✓

Aware issue
potentially
controversial ✓ ✓ ✓ ✓ ✓ ✓

Discussed issue with
auditors ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓

Investigation process
Wrote letter to FRRP ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓
Attended meetings

with FRRP ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓
Involved:

Auditors ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓
Lawyers ✓ ✓ ✓ ✓ ✓ ✓
Stockbrokers ✓

Outcome and impact
Positive effect on

company's attitude to
compliance? ✓ ✓ ✓ ✓ ✓ ✓

Harm to:
Company ✓ ✓ ✓ ✓
Board ✓ ✓ ✓

Publicity for case was
unnecessarily
harmful? ✓ ✓ ✓ ✓ ✓

Is FRRP a good thing? ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓ ✓

Note: ✓ = interviewee replied yes to this issue
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interview analysis for the four audit partners was slightly different since the
interviews were less structured and the three technical partners (TP 1-3) had
experience of a number of FRRP cases whereas the other was an engagement
partner (EP).

Analysis of interviews
(a) Reaction to FRRP's investigation
The first indication of an FRRP inquiry is when a company chairman receives
the letter from the FRRP chairman which refers to the accounting problem. The
reaction of our company interviewees was influenced by whether they were
aware of the controversial nature of their chosen accounting treatment before
the FRRP wrote to them. In six cases they were aware that their accounting
treatment was controversial and in two of these the audit report had been
qualified. The remaining six were unaware of anything contentious in their
annual reports, although three of these had previously discussed the problem
issue with their auditors.

Of the two companies with qualified audit reports, the first board almost
expected the FRRP to communicate with them, as they had previously been
asked to justify their accounting treatment to the Accounting Standards
Committee. They were not overly concerned as the ASC had taken no action.
The other board disagreed with an accounting standard but felt that their
disclosure was clear and reflected commercial reality:

We didn't comply with the law completely, therefore we should have had a rap on the back of
the hand . . . It's not racy . . . It's completely transparent. There's no sort of hidden agenda or
anything, no hidden amounts (case 4).

The theme of openness was taken up by other interviewees who clearly felt that
it should weigh in their favour, regardless of whether they had complied with
the rules:

We made no secret of the situation, and on the press release and the preliminary figures . . . it
was number one item and we'd also announced it in the previous interim figures (case 3).

The other interviewees who were aware that their accounting treatment was
controversial had either applied it in earlier years without any adverse
comment, or taken advice from their auditors (three cases) and thus believed
they were safe.

Not surprisingly, the board's reaction to the letter received from the FRRP
varied. Interviewees who had previously considered the issue were more angry
about the communication, particularly where they believed they had taken
steps to ensure that their treatment was appropriate. Those that were unaware
a problem existed expressed surprise or assumed that there had been a
misunderstanding. Some described the issue raised as `̀ technical'' or `̀ trivial'',
thus implying that it was of limited significance:

I think the point they were raising was a fair one . . . when you go back and look at the small
print . . . you could see it is a very technically based definition . . . it was a reasonable point to
make. OK it's a very arcane point and it isn't actually the business reality (case 10).
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I mean they were dealing with, you know, trivial breaches (case 5).

The three audit firm technical partners we interviewed all raised the issue of
the FRRP's interpretation of materiality in the cases it initially pursued:

there have been a couple where the Panel has written to the company about something and
the company's reaction, and ours was that it was immaterial, and we convinced the Panel that
was the case. In one case we immediately convinced them that that was the case and one
wonders why they wrote in the first place (TP 3).

Some of our company interviewees were convinced that the FRRP's motivation
to pursue particular cases was based on a desire to enhance external
perceptions of its work:

The Panel was in its infancy. It wanted to show it had teeth. What better example than a
major firm of accountants and a major high profile plc. If you want to establish an
organisation and give it shall I say presence and a profile, what better way to do it (case 11).

We felt they needed a number of scalps and we were a soft target (case 5).

Another interviewee was disgruntled because he believed equivalent or worse
practices were perpetrated elsewhere:

I mean . . . our accounts are . . . a model compared to some of our competitors. And it just
seemed to be such an unbelievable waste, not only of our time, but of their time as well
(case 5).

In one case the company believed that they were the subject of a `̀ fishing
expedition'' in that the FRRP originally approached them with a long list of
issues for discussion, most of which they were able to eliminate. However, they
remained frustrated at the lack of clarity concerning their alleged breaches:

. . . there was never a comment along the lines of, `̀ We believe you have breached the
following sections of the Companies Act, and we think your approach here was incorrect in
terms of standards, or whatever,'' we never, never got that; even at the end of it we never got
that (case 3).

A number of interviewees took the referral very personally, with
embarrassment being the most common reaction:

. . . internally there was a bit of kicking ourselves and saying, well perhaps we should have
realised this and been a bit sharper (case 10),

but sometimes indignation:

. . . we thought this queries our integrity . . . it's telling the market, if you like, these two
people aren't to be trusted . . . They're trying to fiddle with figures (case 4).

(b) The investigation process
(1) Correspondence. The FRRP's investigation process follows various stages.
The first letter states the problem and offers further clarification of the FRRP's
processes should the directors require it (Treadgold, 1997). One technical
partner thought that there was insufficient information available about the
FRRP's processes.



AAAJ
14,1

70

I don't think enough comes out about the process and people understanding it. Yes they
publish process but its not quite the same as having an understanding what it is that they
have achieved ± and not through any intention to create the secrecy but I think it's secrecy
that's been created (TP 1).

The next stage of the process is the directors' reply to this initial letter. If the
letter satisfies the FRRP the matter is closed. As Treadgold (1997, p. 6)
observes `̀ If so, well and good ± and a number of cases are resolved quickly and
quietly, with no ensuing publicity''. For others the process may continue with
further correspondence. While the FRRP wants to allow directors sufficient
time to present their case, it is concerned that companies should not employ
delaying tactics (FRC, 1995):

I think they wanted to resolve it fairly quickly. I also felt they were somewhat gung ho on the
thing (case 11).

Often the pace at which the issue is resolved is forced by the FRRP:

three exchanges of letters, which was getting extremely, increasingly irritated (case 8).

Of the 12 cases discussed by our company interviewees, four were resolved
solely through correspondence. As we only talked to companies which had
been the subject of a press notice, the resolution would have involved accepting
remedial action for at least some of the FRRP's queries. Some of our
interviewees continued to acknowledge the validity of the FRRP's view:

it was a fair point, and although technically based it was a point we should accept, and so we
accepted it. There wasn't a great argy bargy. There weren't great meetings . . . there was a
fairly sort of standard exchange of letters with us (case 10).

If agreement is not reached by correspondence the process moves onto the next
stage, with the directors being invited to attend a meeting with the FRRP.

(2) Meetings. Eight of the company interviewees had at least one meeting
with the FRRP (Table II) and one had four meetings. However, the importance
the interviewees placed on them varied. One company on being invited to an
`̀ informal'' meeting observed `̀ I mean we nearly didn't go with our auditor''
(case 4). Treadgold (1997) clarifies the FRRP's process:

Some meetings are `̀ informal'', in the sense that they do not contain the quorum necessary for
a meeting of a formal Panel Group. A meeting with one or two Panel members on this basis
can sometimes be helpful to both sides in the early stages of an enquiry (p. 6).

And

Even where a meeting is procedurally a formal one, in the sense that it is a meeting of a Panel
Group, we strive very hard to make the conduct of the business itself informal. The Panel is
not a court and does not act as one (pp. 6-7).

In contrast to this, interviewees expressed surprise at the formality of the
meetings with the FRRP, particularly when they had been told it would be
`̀ informal''.
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We then went to a meeting, which was a, was supposed to be an informal meeting and I must
admit I was . . . I was absolutely shocked by the formality of it, I mean, basically we were
wheeled in and it was like we were convicts (case 4).

Some interviewees felt they had been misled about the style of the meeting:

. . . the letter said `̀ we would like an informal discussion because at this stage we will not
actually ask you to do anything to change your accounts but we feel as though something has
been done that we need to have a look at.'' So we went expecting to sit down and have a cosy
fireside chat and decide where we went from there . . . I think what was wrong, what was very
wrong is saying that it was an informal chat . . . We should have been informed that it wasn't
an informal chat . . . I think we'd have preferred quite honestly to have gone in there with a
lawyer and knowing that it was a very formal procedure and knowing that they were going
to, sort of, thump the desk a bit (case 4).

Others were surprised at the number of FRRP members attending an informal
meeting:

. . . we had a meeting with what they called an informal panel, I think I'm right in saying, um,
which wasn't a full panel, it um ± they emphasised that it was an informal meeting ± but it
was with X, it was with one, two, three, four, five, six, seven people (EP),

Oh God, everybody and his dog. Everybody, yeah six or seven (case 4).

Often the representatives of the company were outnumbered by the FRRP
members attending the informal meeting, and only in retrospect did the
directors realise that the FRRP definition of an informal meeting was one where
the Panel were not quorate. Sometimes this upset them:

. . . so there was about a dozen of them and it was actually quite intimidating (case 7).

The interviewees made comments about the dictatorial style of the meeting and
the attitude of the FRRP:

The style of the meeting was very much wait outside in the room outside and we will call you
in when we want to talk to you (case 11).

. . . basically he sat down folded hands and just said basically `̀ right we're here to look
through some improprieties'' and we thought that it was going to be an informal discussion
where we were just going to chat it through (case 4).

One of the technical partners thought that the style of the meeting varied
according to the attitude of the directors:

The style of it is reasonably formal and not in general antagonistic. It is in general quite polite
and business like . . . Odd times they are antagonistic, to different degrees, and that depends;
the variable is the attitude of the client, because on the other side it's pretty constant. Because
the attitude on the other side doesn't vary according to who the Panel members are, they tend
to act in a similar way, like a house style, and the Chairman guides them how to act in a sense
(TP 3).

Many of them felt, however, that the FRRP demonstrated its power even in the
context of an informal meeting:

. . . you felt like the naughty boy outside the office waiting to be called in. So you wondered
whether some positioning was taking place (case 11).
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We weren't allowed to put a guard up, and it was just like, `̀ Right we're big powerful people
we can make you reprint your accounts'' (case 4).

Speechless to discover that, you know, trifling mistake in these would warrant the time and
money we had to spend in trailing down to London, appearing before this Panel of the great
and good and going through all the hoops (case 5).

It was suggested by some companies that particular personalities, especially
one (designated `̀ X'') dominated proceedings and enjoyed the power the FRRP's
position gave them:

I am very certain that [X] drives the whole thing, and enjoys the position as well, I'm
absolutely certain of that (case 11).

The problem being that the other members of the Panel, who were quite decent, were really
not allowed to ask their questions. They were in fact bullied by [X] as well. It was kind of
hurried along. He's quite charming, he comes in and starts off by seeming very informal, nice,
and then the iron fist appears under the velvet glove very quickly (case 9).

Others talked of feeling threatened, or of being bullied:

. . . they said, well we don't think we are going to agree on this with you and they kept
reiterating, `̀ well you know of course we can take you to court if we don't agree with you'' and
it was very threatening behaviour and [X] is a bully (case 9).

One technical partner observed that even if both parties have a reasonable
point of view on an issue, the FRRP will probably be able to force the company
to back down, either through time pressure or because it does not want to go to
court:

I would say they are consistent in the way they deal with different companies. Are they fair? I
think they have . . . structurally it's a bit unfair, rather than saying they are unfair, in the
sense that at the end of the day they can get their own way if that's what they want (TP 3).

The stated purpose of a FRRP meeting is to understand the company's
accounting and `̀ once having understood it, to hear the directors' justification
for its adoption. When the Panel does not accept the views of the directors, it
will try to reconsider their position'' (Treadgold 1997, p. 7). The interviewees
generally felt that they were either unable to give, or prevented from giving,
their explanations, or that their explanations were ignored:

. . . but it was pretty clear from the conduct of the meeting that the Panel were in, what I
would describe, in non-listening mode (case 11),

. . . what was interesting about it is we were never asked to explain anything. It was always a
question of, `̀ we are slightly unsure why you might have done what you did; could you
perhaps just give us information about why'' and it was a total one way street of us providing
much data, over time it became an incredible amount of data (case 3).

The interviewees complained of being unable to have a discussion about their
position:

There was no, what I would call dialogue. It was merely them presenting their position, us
presenting our position, and them saying, `̀ OK we've heard what you've said, would you now
retreat?'' (case 11).
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If we weren't going to change he'd see us in court. We were pretty taken aback by that, I must
confess ± in that we felt that we hadn't even started to present the technical arguments and
certainly heard no technical arguments from them or a proper response to our quite detailed
letter that we'd submitted. We'd just been sort of dismissed out of hand, so we were pretty
flabbergasted by that (EP).

There were complaints that the FRRP itself did not present its argument in a
technical manner

They never produced a technical argument of any sort to us, and its difficult to judge them. I
would have no view on the people we spoke to, to be honest with you, because none of them
came up with a comment that would enable you to judge whether they were um, good, bad or
indifferent, not to put too fine a point on it! You know there was no dialogue. Its hard to
explain to you, but it was a one way street. Always it was us talking and them listening, and
that's what's so strange (case 3).

(c) Outcome of cases
The company interviewees who expressed the least dissatisfaction with the
outcome of their case appeared to be those who had invested less in presenting
their point of view. They had communicated only by correspondence and
accepted that the FRRP's point was reasonable, or at least not worth arguing
over, and merely wished to dispose of the problem as quickly as possible:

. . . the approach we wanted to take . . . was to do whatever was necessary to get the Panel off
our backs . . . we wanted to comply . . . get them away from us, if they wanted something
within reason, then we would do it . . . we've got these wretched accounting people telling us
to do something, let's just do it (case 8).

Interviewees who were less satisfied with the conclusion of their case gave a
range of reasons relating to a continuing belief in the justice of their arguments,
for example, one interviewee believed that their original treatment made the
accounts more understandable. Others nursed grievances about the
investigation process itself.

A keen insight into the way in which the FRRP resolves many cases was
provided by one of the technical partners:

. . . if there's a case where they have a particular point of view, which is, you know a
reasonable point of view but on the other hand the company's point of view is reasonable as
well, if they don't want to withdraw their case and don't want to be convinced that the
company's complying, then they can dig their heels and say `̀ well we hear what you are
saying but despite that our criticism is this, this, this and this and this and therefore it's
wrong''. If they keep saying that long enough then eventually you either run out of time,
because it's your next year end coming up . . . or they say well there is all this court thing . . .
and no one wants to trouble the courts (TP 3).

No FRRP inquiry has ever resulted in a court case, although four of our
company interviewees considered it. Two company interviewees assumed that
the FRRP had such wide powers that the directors would lose any court case.
Even those convinced of the merits of their case were ultimately persuaded by
the more practical concerns of cost and further delay and uncertainty, and/or
that the remedial action would not have a material impact on the accounts:



AAAJ
14,1

74

. . . the mistakes were de minimis and it [the remedial action required] was out of all
proportion to the offence. At the end of the day we have a business to run and you have to say,
`̀ now look, we're here to look after the shareholders' interests, is it in the shareholders'
interests that we spend 15 or 20 thousand fighting this nonsense?'' . . . you know you
generally fight things in court when emotion gets the better of clear judgement and it was the
correct decision (case 5).

[Name of barrister] actually said you cannot lose this; you cannot . . . it's only circumstances
that stopped us going to court (case 3).

. . . we were faced with the consequence that if we wanted to pursue this . . . we would be
running up fairly lengthy legal expenses, we could have a court appearance, by which time
another year end would have elapsed, and by the time we'd won or lost the position
everybody would have forgotten about it anyhow, and it would have cost us a lot of money.
And if we did lose it we would have had to reproduce all these accounts (case 11).

As the FRRP's investigation process progressed some of our company
interviewees began to focus on managing the outcome as best they could, such
as seeking a particular form of remedial action. An amendment to
comparatives in the following year's accounts was preferred to publishing a
supplementary note. For at least one of our cases (case 5) this became a major
negotiating point:

They could have said, `̀ well hang on, you're only a little company, all you've done is de
minimis, and therefore there is a remedy in our rules that say we can do it in next year's
accounts''.

Some interviewees considered the wording of the FRRP's press notice
important. One believed that their proactive approach was an important factor
in minimising external damage to the company. In another case there was
annoyance that an issue that had been cleared was still included in the press
notice, although this confirmed no breach had occurred.

Four interviewees thought that their company had been harmed by the
FRRP's intervention, mostly because of a perceived adverse share price
reaction which, they believed, left the company vulnerable to takeover. In one
case directors had to undertake additional personal borrowing to buy shares to
support the company share price following the decision of a major institutional
investor to pull out on news of the referral. In fact there is no evidence of a
systematic share price reaction in response to FRRP press notices (Hines et al.,
2000). In another case the concerns centred on the impact on reputation in the
local community:

We handle vast amounts of money every day of the week and we're in a position where
people's trust in your reputation and your probity is vital. To have these sort of headlines in
the local papers . . . wasn't helpful (case 3).

At a more personal level, one individual claimed to have lost his job and had
been unable to secure comparable employment because of an FRRP case.
Damage to personal reputation was more widely perceived as a deterrent:

. . . it's the fact that we'll never work again . . . in a plc if we do some of these more racy things
(case 4).
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Even those interviewees who did not believe that the episode had harmed the
company acknowledged that some additional costs, mainly management time
and legal fees, had been incurred in defending their position. Estimates of these
costs ranged from 10 or 15 hours to a much higher figure in cases where
negotiations were more protracted:

. . . you're probably talking about half a dozen, seven or eight people probably full time on
something for between five or eight weeks if you add it all together and none of these people
come cheap, they're all expensive bodies (case 11).

(d) Wider impact of the FRRP
All our interviewees were aware of the existence of the FRRP before their
personal involvement, and most believed the board as a whole understood its
role. Only two director interviewees did not feel that the establishment of the
FRRP was a positive development. Both believed that it was unnecessary and
reflected a weakness in the professional accountancy bodies. Others, despite
their experiences, were more positive about its role, believing that it imposed
discipline and protected investors:

I think that in general terms it is working reasonably well. We all might have particular
criticisms but in general terms it's working well. And I think the framework is right and I'm
quite happy that they've got statute behind them as well (case 11).

Its positive impact could be seen in the number of our company interviewees
whose attitudes towards compliance with company law and accounting
standards had been changed as a consequence of their referral. In some cases
additional use was made of professional advisors, for example, by ensuring
that the auditors undertook additional checks, or seeking counsel's opinion on
an accounting treatment in advance of its adoption. In other cases, it was
suggested that internal company review procedures needed to be tightened up
and that finance departments needed to take greater responsibility for keeping
up to date on new developments in financial reporting:

It's our name which is at risk if we depart from high standards and don't fully comply . . .
therefore our own people have . . . got to be aware of new standards, pinpoint the ones that
apply to us and really, sort of, focus on them ourselves (case 10).

Both directors and audit partners shared a perception that the FRRP could be a
tough and not necessarily receptive regulator:

We had been warning people about don't get anywhere near it (TP 1).

Reservations were expressed, particularly about their own cases. For example,
two directors thought it strange that the same procedures were adopted
regardless of the severity of the case, and that press notices were issued for all
cases, even those involving purely technical issues. Some others were much
more relaxed about publicity, a view confirmed by the experiences of a
technical partner:
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. . . they [directors] mind that the Panel criticises them, and gets them to change, more than
they mind the publicity actually. The publicity now is not that great (TP 3).

Another concern shared by both audit partners and some company
interviewees was that its remit was too wide:

I think right from the start they should have said . . . we're actually here for the big ones,
we're here to make them comply (TP 1).

This, combined with the questionable materiality of some of the issues dealt
with, was seen as a major factor in reducing the FRRP's impact:

I think they diluted their effectiveness. And you've only got to look at the level of press
coverage in the early days and the press coverage now . . . even with a significant case it
would be seen as . . . one of those things that happens to companies . . . they had their hand
slapped . . . Whereas I think the Review Panel should have been sitting there threatening,
looming over them, making the system work and really sinking its teeth in when it really
mattered (TP 1).

At least one of our company interviewees felt that it would be more
reasonable if major issues of principle could be raised with a regulator in
advance for clearance. Two interviewees implied that this level of uncertainty
has probably affected the level of disclosure adopted by companies, because if
it is unclear which of two alternative treatments is acceptable, and therefore
either could result in a referral to the FRRP, they will prefer to suppress
information.

If you're saying to him [the client] `̀ I do not know which of these the Review Panel will object
to'', although the last thing the client wants to do is to hide it, knowing whichever he's picked
with the best will in the world he may be challenged, he's going to want us to play that down
as much as we can. So . . . because we don't understand the Review Panel's thinking, we're
actually getting the accounts and suppressing information (TP 1).

Discussion
The FRRP promoted itself as the solution to the problem of non-compliance
with accounting regulation which had prompted its creation. It set out to
persuade interested groups that it is worthy of support, both financial and
political. In order to gain the necessary social legitimacy, the FRRP (and the
other bodies which operate under the FRC) needed to elaborate myths
concerning its origins, functions, efficacy and beliefs about the environmental
conditions in which it is operating. The early statements from the FRRP (and
others with a vested interest in its success) have helped to create and illuminate
these myths. The interview evidence can be considered in the context of the
myths identified from the literature review.

(a) The choice of cases to investigate is based on technical considerations
While the FRRP says very little about how it decides to deal with a case, there
is no indication that the decision is made on anything but rational grounds.
Public statements do suggest that it is mainly concerned with material
departures from accounting standards (FRC, 1991; FRRP, 1993). Certainly it
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portrays itself as a crusading agency seeking out injustice and dealing with it
resolutely.

The perception of our interviewees was that the FRRP is unpredictable in
the choice of cases it takes up. There was particular concern about the
materiality of some issues. This suggests that the FRRP may have
interpreted its role in a legalistic way with an emphasis on regulatory
compliance, while accountants believe that judgement needs to be exercised
to ensure that accounts provide a true and fair view, illustrating the tension
between the two professional perspectives (Napier and Noke, 1992; Freedman
and Power, 1992). Other interviewees felt they had been singled out because
they satisfied the FRRP's criteria for claiming success. The number and
nature of press notices issued could be an important intermediate measure of
success, since it demonstrates a level of activity, although nobody can judge
whether this is excessive or deficient. The occasional case involving a large
company, which materially changed reported earnings, might also promote
acceptability.

Differences in perception may indicate the `̀ loose coupling'' predicted in
institutional theory. The organisation may be functioning differently from how
its structures suggest it should and its accomplishments may be different from
those suggested by its structure (Fogarty, 1992; Fogarty et al., 1997). The
possibility of an organisation concentrating on easier cases to demonstrate
efficiency has been noted in the literature (Rollins and Bremser, 1997). Thus an
agency reacting to complaints, rather than engaging in pro-active monitoring,
would achieve a much higher detection rate at lower cost, but would run the
risk of only reaching part of the constituency. The possibility of dealing with
trivia and missing more important issues has been recognised in relation to the
FRRP (Brandt et al., 1997; Jack, 1993).

(b) FRRP processes are open, fair and user friendly
The FRRP portrays its investigation processes as fair and reasonable.
Interviewees' perceptions were more varied according to whether the
directors met the FRRP, and the extent to which they resisted its view. Some
interviewees thought the processes were fair and efficient, others had
misgivings, particularly about the conduct of meetings. They had not
appreciated that the term `̀ informal'' referred not to the style of the meeting,
but simply whether it was quorate. Had they known this, they might have
approached the day with fuller preparations. Some were taken aback by the
formality and the bullying style of the meeting, the numbers of people
present, the lack of discussion or exchange of views, and the rapid recourse
to the threat of court action. It would appear that the FRRP regards a
meeting as an opportunity to remind companies and auditors of its power,
and those most ready to comply suffer least. In institutional theory terms,
meetings have a ceremonial role consisting of a set of standardised
procedures and behaviours which serve to enact myths (Fogarty, 1992).
Clearly, however, the FRRP is not a large bureaucratic organisation and so
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individual key personalities can make a difference to the style of its
activities.

(c) The FRRP is a strong regulator willing to use all the powers at its
disposal
The FRRP cultivates the image of a tough regulator with regular reminders of
its power to take errant companies to court, and less frequent reminders that, in
the event of it becoming necessary, an alternative harsher regime could be set
up to improve compliance with the legal and regulatory framework. This
posturing could be identified as a legitimising tactic in the context of
institutional theory. Company interviewees seemed to take these threats
seriously. They all reached the conclusion that a voluntary agreement was the
best way of settling their case, although some reached that view faster than
others and were less exercised about the merits of their arguments. Various
combinations of cost, delay and the relative insignificance of the issues has
persuaded all companies to date to reach a voluntary agreement with the FRRP
in preference to fighting a court case.

It might have been expected that resistance by the directors would have
been stronger in cases where there was a change in earnings per share,
particularly if management compensation agreements included bonus plans
based on accounting earnings. In four of our cases the remedial action resulted
in an adverse change in earnings per share (two others showed favourable
changes), yet there was no discernable difference in resistance. The basis for
any bonus plans is not known; however, from the accounts it was ascertained
that directors in these companies all owned shares and/or options and that the
possible impact on share price of pursuing a court case may have been a
stronger consideration.

At least one of our company interviewees remains convinced that they
would have won a court case. The cost of engaging with the FRRP was
acknowledged by most of our interviewees. Directors' desire to minimise
this assists it in achieving its aims. The FRRP has reasons to avoid a court
case, as its credibility would suffer if it lost, but it appears that companies
are even more anxious to avoid legal action because they have so little
to gain.

(d) The outcome of a case is decided on rational grounds in the public interest
Rationality is an important attribute which confers legitimacy on an
organisation using it as a basis for operations (Rollins and Bremser, 1997). It
was suggested by some of those negotiating with the FRRP that its view
prevails, not by winning the argument, but simply by virtue of its persistence.
Interviewees were frustrated at adverse rulings when they felt they had made
an effort to find an appropriate accounting treatment for a transaction. Some
interviewees thought that the FRRP took a legalistic interpretation of
financial reporting regulations at the expense of commercial reality and user
needs.
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(e) The FRRP is a respected body which has made a great impact on the quality
of financial reporting in the UK
In its public statements the FRRP adopts a consistently optimistic tone when
discussing its impact on the quality of financial reporting in the UK. While
cases that have resulted in press notices (the only measurable output) are
discussed in some detail, it is suggested that it is having a much broader
impact, although no evidence is offered by the FRRP to support this assertion.
As Ritti and Silver (1986) observe, it is not unusual for agencies to use the
press to enhance their own status. Perhaps surprisingly, given their
criticisms of the way their own cases proceeded, the dominant (although not
unanimous) view of the interviewees was that the FRRP had been a necessary
and positive force in UK financial reporting, and that its presence had
encouraged companies to be more diligent in complying with accounting
standards. Concerns were expressed that in its desire not to become a
standard setter the FRRP provides insufficient explanation for its decisions,
and therefore insufficient guidance for the future. One consequence of this is
the risk that companies disclose less, to minimise the likelihood of
involvement with the FRRP. It may be that the FRRP does not want to
impinge on the role of the UITF. However, only in two cases have UITF
pronouncements followed FRRP press notices to provide further guidance.
There is a distinction to be made between setting a new rule and providing
guidance on how an existing one should be interpreted. An agency dependent
on external acceptability may also minimise disclosure, thus offering less
opportunity for criticism.

Interviewees felt that the FRRP's effectiveness was being undermined by the
number of cases based on immaterial issues or involving relatively small
companies. Having dramatised its role as an enforcer of rules in its early days
and created high expectations, there is a risk that as time elapses and a
detached review of its performance is undertaken, a discrepancy between the
two is identified and used as a source of criticism of the agency.

Conclusion
In this paper we considered the views of company directors and audit
partners with direct experience of dealing with the FRRP. Interviews were
carried out in order to explore and evaluate their perceptions of the functions,
procedures and impact of the regulator to gain a fuller appreciation of how it
actually achieves its aims. It is worth noting that, as is usually the case with
interview based research, it may be inappropriate to make broad
generalisations. The views expressed were related to the public statements
that the FRRP has made about itself, using a framework provided by
institutional theory, focusing on the existence of any myth making. Compared
with enforcement agencies in other countries, the FRRP has less chance of
finding a violation because it is reactive and has fewer powers at its disposal
to deal with such cases. This increases the importance of myths in
maintaining credibility.
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There is evidence that the FRRP indulged in myth building (not necessarily
consciously) when it was established. These myths built up the FRRP (in
concert with the other FRC institutions) as providing a solution to the problem
of overly flexible financial reporting. The impression initially given was of
large companies being brought into line over serious issues, if necessary with
the help of the courts, because that myth would ensure legitimacy. As the
FRRP began to function, a steady stream of more routine cases fulfilled the
same purpose.

Some interviewees thought that there were larger cases that ought to have
been tackled, but may have misunderstood the FRRP's powers. Action can
only be taken when a complaint is received about a breach of an accounting
standard or section of company law which is evident from the annual report.
The FRRP is likely to be more reluctant to act on a complaint based solely on
a breach of the overriding true and fair view, because it could be accused of
acting as a standard setter and because any court action would be riskier.
However, the early myths implied that a radical assault on dubious financial
reporting practices was about to take place, and may have raised
expectations of action beyond that deliverable by the FRRP's existing
powers. It seems probable that the tighter regulatory framework provided by
the ASB's accounting standards reduced the opportunity for such an assault
without recourse to more marginal cases. The relatively small number of
cases dealt with by the FRRP, and the nature of what it has addressed, may be
fundamental evidence that things are broadly working in UK financial
reporting.

Interviewees suggested that the FRRP exercises discretion (in terms of cases
pursued, explanations accepted, and remedies selected) in a random,
unpredictable way, providing little explanation or guidance for the future.
While this criticism has been partly addressed by providing more information
in the annual report and published press notices, the FRRP has taken the view
that further explanation or disclosure will not enhance its position in later
negotiations. It wins arguments because of its inherent position in the
regulatory structure, not through technical debate.

Overall the perceptions of interviewees were consistent with those of the
wider constituency of preparers and auditors (Brandt et al., 1997). They
believe that it is an effective organisation, not particularly because of the
power vested in it, but because it is persistent in pressing its case. As a
result, the resolve of referred companies to argue about financial reporting
issues is weakened over time. Those who chose to press their case found the
FRRP tough and unyielding and criticised it for pursuing inappropriate
issues, but even they accepted the myth that it is contributing to the general
good.

`̀ Oz was not such a bad Wizard, after all'', said the Tin Woodman, as he felt his heart rattling
around in his breast.

`̀ He knew how to give me brains, and very good brains too'', said the Scarecrow.
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`̀ If Oz had taken a dose of the same courage he gave me'', added the Lion, `̀ he would have been
a brave man''. Dorothy said nothing. Oz had not kept the promise he made her but he had
done his best, so she forgave him. As he said, he was a good man, even if he was a bad
Wizard.

The Wonderful Wizard of Oz (Baum, 1900)

Notes

1. Control of the process for setting accounting standards was transferred from the
professional accountancy bodies to a legally mandated body, the FRC, and its subsidiaries.
The FRC itself has the objectives of generally promoting good quality financial reporting,
providing guidance to the Accounting Standards Board (ASB) and ensuring that the
arrangements are conducted efficiently and are adequately funded (FRC,1991). The ASB
have `̀ the responsibility for making, amending and withdrawing standards'' (FRC, 1991,
p.46). The main role of the Urgent Issues Task Force (UITF) is to assist the ASB in areas
where an accounting standard or Companies Act provision exists, but where
unsatisfactory or conflicting interpretations have developed or seem likely to develop
(FRC, 1991).

2. There was no requirement in company law for accounts to comply with accounting
standards, nor for auditors to qualify their audit reports if they concurred with a departure
and the accounts contained adequate disclosure. The Department of Trade brought just
one significant case to court on the question of whether a set of accounts in breach of
accounting standards gave a true and fair view (for a full discussion of the Argyll case see
Ashton (1986). The professional bodies and Stock Exchange also failed to act effectively.

3. All FRRP press notices can be viewed on its Web site (http:\www.frrp.org.uk).

4. One of the company interviewees and all the technical partners experienced investigations
which did not result in a press notice.

5. Until July 1998 Treadgold was Secretary to the Financial Reporting Review Panel.

6. During 1998, 2,828 company reviews were carried out (SEC,1998).
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