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Abstract

The UK’s exit from the EU is currently being studied not only as a major
change in geopolitics, but also as a precursor to economic factors that create
many accounting and taxation issues between Dublin, London and Brussels. The
paper aims to review, identify and predict new guidelines for the application of In-
ternational Financial Reporting Standards (IFRS) after the UK’s exit from the EU.
Three possible benchmarks for the development of British accounting and audit-
ing system after Brexit are identified. The article makes a significant contribution
to the research by analytically assessing the UK’s accounting regulations after its
exit from the EU, and comparing the functions of the new financial accounting
board in London with those of the previous board. The study helps to define the
guidelines for the further application of accounting standards in the UK and to
highlight the prospects for the development and application of IFRS, both in the
short and long term. For Ukraine, at a time of potential accession to the EU in
2024-2025, these issues are also relevant, as the UK, in addition to the EU, has
become a significant economic partner for Ukraine during the war.
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Problem Statement and Literature Review

The EU is the largest market for financial services for Britain, which are a
net export of the British economy. The UK’s exit from the EU (Brexit) is already
having a dramatic effect on the political, legal and economic landscape both in
the UK and on the European continent (Lehmann & Zetzsche, 2016). Indeed,
since Brexit in January 2020, the economic and political environment has
changed internationally, and thus the global business and IFRS landscape has
shifted.

It is not the first time that the EU financial services system has seen poli-
tics or economics override the law, i.e., formal legal guidelines or frameworks are
discarded when political or economic needs require it (Ringe, 2018). This can be
considered one of the economic consequences of the political impact of Brexit on
the national accounting systems, which are fully or partially linked to IFRS, de-
pending on the country’s chosen IFRS status.

There are at least three main reasons to focus on this impact. First, the UK
is the second largest economy in the EU and is also a member of the IASB, six
professional accounting organizations headquartered in London, the European
Economic Area (EEA), the G20 group, the European Commission (until May
2019), and the European Financial Reporting Advisory Group (EFRAG).

Brexit changes the status of international standards at both local (UK) and
regional (EU) levels. This article discusses the role of the IASB and UK stan-



268 Liudmyla Shkulipa
L New guidelines for the application of international accounting

and reEortin% standards after Brexit

dards, whether the UK will remain part of EFRAG or completely reformat its own
FRC after Brexit.

Second, there is growing interest in the consequences of Brexit for various
aspects of British politics (Inglehart & Norris, 2016; Trueblood, 2020; Meyenburg,
2022), and social and economic phenomena (Arnorsson & Zoega, 2016; Ringe,
2018; Heald & Wright, 2019; Howley & Waqas, 2020), including accounting (Bockli et
al., 2017; Heald & Wright, 2019; Boulhaga et al., 2022) and taxation (Strobel, 2017).
Further development of accounting and financial reporting, audit and taxation rules in
the UK depends on whether the UK remains in the EU single market. Although even
in the case of a «hard» exit, the United Kingdom will be able to take advantage of EU
concepts of equivalence of financial services for third countries (Armour, 2017). In
this case, British firms will be able to compete as effectively from New York as from
London. Accordingly, the article identifies three possible guidelines for the operation
of the British accounting and auditing system after Brexit.

Third, previous studies did not address changes in terms of the accounting
system (Table 1). For example, research began in 2016 after the first Brexit vote. In
particular, there was a study (Béckli et al., 2017) that discussed the inconsistencies
that would arise in cross-border accounting standards and auditors’ activities.

Table 1

Analysis of articles with the keyword "Brexit" in scientific publications
in 2016-2023*

Area 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023* | Total
Accounting 5 | 25 | 24 | 22 | 24 | 24 | 24 3 | 151
Agriculture 3 18 | 20 | 21 | 20 | 19 | 20 4 | 125
Business 29 | 74 | 80 | 85 | 89 | 76 | 85 18 | 536
management
Total 37 | 117 | 124 | 128 | 133 | 119 | 129 | 25 | 812

Note*: January, February and March.

Source: compiled by the author using the data of Wiley Online Library.

As shown in Table 1, the impact of Brexit on the development of IFRS and
local accounting standards in the UK remained an open question. Given the find-
ings of Heald and Wright (2019), the impact of Brexit on the further development
of regulatory accounting at the international and local levels has hardly been
studied at all (Table 2).
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Table 2
Literature review on Brexit in the «Accounting» category
of scientific publications
Sub-category 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023*
— accounting for the
. X X X 1 X X X X
public sector
— accounting modes X X X 1 X X X X
— reporting X X X X 1 X X X
— audit X 2 1 X X 1 3 X
— equity X X 1 X X 1 X X
— assets X X X 1 X X X X
- p_erformance effi- . X 1 X y 1 1 X
ciency
- accountlng con- X X X X 5 X y X
servatism
— credit risk X 1 X X X X X X
— tax risk X 1 X X 1 X 3 X
—disclosure X X X 1 X X 1 X
—information
X X X X X X 1 X
asymmetry
— transparency X X X X X X 1 X
— uncertainty X 1 1 1 X 2 X X
— climate change
. X X X X X X X 1
impact
— currency transac- X 1 X X 1 X 3 X
tions
— regulatory ac-
counting (stan- . X . . X X X X
dards, directives,
etc.)
Other (economic
impact, decision- 5 19 20 17 18 19 10 2
making, CSR, etc.)
Total 5 25 24 22 24 24 24 3

Note*: January, February and March.

Source: compiled by the author using the data of Wiley Online Library.
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Thus, as Table 2 shows, even among the accounting topics mentioned
above, the direct study of standards, their changes after Brexit, its impact on the
accounting, auditing, and reporting system both in the country and in the EU
member states was not taken into account by scientists. According to our fore-
casts, this is the area that will be subject to adjustments in the UK legislation.
And since the country participates in the development of IFRS and their applica-
tion, these standards will get new references to the British ones, or vice versa.
The third possible option is a mixed one — harmonization of both accounting sys-
tems and standards while maintaining national sovereignty in accounting and re-
porting.

The purpose of this article is to review, identify and predict — if and what —
new guidelines for the application of IFRS and GAAP exist in the UK in the post-
Brexit period. Therefore, the article considers three possible guidelines for the
development of regulatory accounting in the UK:

i) establishing a national mechanism for the approval of IFRS similar to the EU;
ii) continued application of IFRS (EU) by companies registered in the UK;
iii) adoption of IFRS without any interference from the British authorities.

A significant number of studies in macroeconomics, politics, international
relations, public law and jurisprudence have documented the impact of Brexit on
the EU and the UK from different perspectives (effective, negative and neutral).
Despite this, further development of accounting in science has gone unnoticed in
the context of the UK, which used IFRS (EU), and the world, where the UK has
been and continues to be a global market leader in the adoption of IFRS (IASB).
This research is much needed in terms of accounting perspectives for IFRS and
incorporating their development into future research, taking into account topics
related to GAAP in the UK after the Brexit transition period.

Brexit has been studied at all stages of its progress, but the transition pe-
riod for the UK in 2020 has not received sufficient coverage in various areas of
state-building and national economic development, including accounting. Thus,
this study is unique in that it covers not only the development of accounting, au-
diting and financial reporting during the Brexit transition period, but also reveals
forecasts and expectations for further changes in the international accounting
system after Brexit.

In previous studies, Brexit and post-Brexit issues have not often been cov-
ered in terms of accounting and financial reporting under IFRS or GAAP in the
UK. As shown in Table 1 above, no topics related to Brexit were covered that
were close enough to accounting. In particular, some British authors have ex-
pressed the opinion (Craig, 2016) that Brexit was as impossible as fair elections
of the British Prime Minister. That is, the British did not believe in Brexit, and they
saw the Brexit process as a way to prolong the political struggle, as Craig ex-
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plained, dividing the entire period before Britain’s exit from the EU into six acts of
a Shakespearean play.

However, following the referendum on June 23, 2016, in which the British
decided to leave the EU, and the natification to the European Council on March
29, 2017, of the UK’s intention to leave the Union, the consequences were
quickly felt across all legal systems, both in the UK and the EU (Béckli et al.,
2017), and in trade relations with Asia (Wu, 2020). This resulted in tension be-
tween the two systems of recognition of foreign companies. Most of those head-
quartered in the UK were expected to be disqualified, including most alternative
investment funds, mainly located in London as well (Bodellini, 2017).

Some scholars believed that industry regulations, rather than the Compa-
nies Act that regulates the accounting system, were responsible for the aggrava-
tion of this situation (Bockli et al., 2017); others explained it by institutional weak-
nesses in the use of referendums in the UK (Trueblood, 2020).

For example, in the UK, before Brexit, referendums were «unplanned» and
held when it was politically convenient. As Inglehart and Norris (2016) claimed,
the most common view of mass support for populism — the perspective of eco-
nomic insecurity — emphasizes the consequences of the profound changes trans-
forming labor and society in post-industrial economies. But to understand the
reasons, a much longer period in the social domain is indeed needed to uncover
the origins of many factors explaining the vote to leave.

Arnorsson & Zoega (2016) summarized that Brexit was favored in most
regions of the UK where GDP was low and most people had low levels of educa-
tion, were over 65 years old, and where immigration was high. In other words,
the majority of Britons believed that the approach to immigrants in the UK after
joining the EU had a negative impact on the British labor market (Alfano et al.,
2016; Cumming & Zahra, 2016; Howley & Wagas, 2020). However, this is not en-
tirely justified from the point of view of the analyzed literature. For example,
Colantona and Stanig (2016) did not believe in a link between the country’s ap-
proach to immigrants and the Brexit vote, but their analysis of British election
survey data showed a strong causal correlation between the two. Researchers
were more confident about the negative impact of imports from China on the Brit-
ish economy over the past three decades. They described the negative effects of
Brexit on international business and entrepreneurship in terms of barriers to trade
and immigration related to the uncertainty created by Brexit.

In addition, investors viewed Brexit as a negative event for the country’s
economy and their own business in the future (Aronorsson & Zoega, 2016). The
negative impact of Brexit on the UK economy was predicted in the context of
global currency adjustments on domestic investment flows to the UK (Nunez-
Ferrer & Rinaldi, 2016). Despite zero inflation in the pre-Brexit period, the amount
of debt for Brexit was expected to constrain the flow of pounds to the UK for a
long period of time. However, it was noted that the sense of competition liberali-
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zation will encourage the United Kingdom to seek trade opportunities with East
Asia (Wu, 2020).

Previous studies have also noted that the EU would also face significant
negative consequences after Brexit. For example, the EU will have to prove its
continued relevance in international economic relations, which the UK will not be
able to call active and flexible trade relations (Wu, 2020). Moreover, the EU will
face budget cuts, as the UK, as one of the largest EU economies, will stop fund-
ing it. However, another study noted that the potential contribution that the UK
would have to make as a condition for gaining access to the internal market
would smooth out the significant impact of Brexit on the EU budget (Nunez-
Ferrer & Rinaldi, 2016). Even if the United Kingdom stays out of the single mar-
ket, tariff revenues will account for a significant share of the «net loss». In other
words, the EU is not expected to lose either side of Brexit, while the UK will gain
limited financial benefits from it (Nunez-Ferrer & Rinaldi, 2016). Schaefer and
Kammerer (2020) also confirmed this, adding that the EU’s internal market is
growing at least as fast as those of other high-income economies like China and
India, which the UK would have had better prospects for expanding trade with as
a member of the EU, without Brexit.

According to an AICPA survey, analysts predict the consequences of
Brexit will be detrimental to both sides: for the EU — the loss of a major regulator
of the common market, the risk of a domino effect that could lead to the seces-
sion of other countries from the Union; and for the UK — a 1.5% reduction in
GDP, a 10% devaluation of the euro, a reduction in trade, a slowdown in eco-
nomic growth by at least 0.5% per year for 15 years, an internal split between
England, Wales, Scotland, and Northern Ireland (in fact, this is already happen-
ing as of March 2023 — some EU laws continue to apply to Northern Ireland).
This despite the British themselves believing that EU membership has hindered
the country’s development by providing billions of pounds to the European
budget, restricting business and giving freedom to labor immigrants (Association
of International Certified Professional Accountants (AICPA), 2019).

In his research, Ringe (2018) described Brexit as a scenario almost similar
to the apocalypse. In particular, the author foresaw a significant delay in financial
integration in Europe after Brexit and a threat to London’s authority (as a global
financial center), which will result in significant costs for all market participants.
However, the author’s opinion was controversial compared to other researchers
— he predicted that the impact of Brexit on financial services would be insignifi-
cant. He justified this optimism by the firm position of both sides (the UK and the
EU), which are likely to reach an agreement on the basis of regulatory equiva-
lence. If such agreement falls through, Ringe (2018) claims «private solutions by
market actors are likely».

However, Bartels (2016) believed that the UK’s position after leaving the
EU would not change at all within the WTO. The scholar recognized that the UK
did not enjoy such an advantage due to EU membership, since after Brexit, the
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UK would retain the WTO rights and obligations, same as before. The author
highlighted a more complicated situation with tariff quotas and agricultural subsi-
dies, for which the UK will have to develop a new schedule for changing or modi-
fying certification. As the author concluded, the future situation will depend on the
proper settlement of disputes after Brexit, and the author was assured of its suc-
cessful outcome in terms of the UK’s strong position in public procurement by EU
member states.

Lehmann and Zetzsche (2016) took a neutral stance on the impact of
Brexit on certain relationships and businesses and thoroughly examined the con-
sequences of Brexit in five areas: contract law, law of non-contractual obliga-
tions, corporate law, financial law, and international litigation. Despite the ab-
sence of accounting on this list, the issues of British law, the status of companies
in the EU, the fate of European public companies headquartered in the UK, ac-
cess of British banks to the EU market, and the conditions for insurance compa-
nies after Brexit were still considered. This may be useful for studying the impact of
Brexit on the country’s accounting system, national taxation system and the condi-
tions for applying IFRS or UK GAAP by European and UK Brexit companies.

In addition, the literature review of previous publications has only found a
small number of links between Brexit and accounting standards. For example,
prior to Brexit, some authors noted that there would be additional challenges in
the cross-border recognition of accounting standards and auditors (Béckli et al.,
2017). Others considered the environment and the implications for audit planning
(Oestricher & Beasley, 2018), and some changes in international taxation
(Strobel, 2017).

After Brexit, Heald and Wright in September 2019 presented their opinion
that the existing amount of Brexit debt to the EU will affect not only the UK’s fi-
nancial statements, statistics and budget, but also the forecasting of the country’s
fiscal stability. In general, the researchers noted that Brexit is a unique event,
unlike other state withdrawals or terminations of commercial contracts that have
occurred before (Heald & Wright, 2019). However, they revealed the weaknesses
and contradictions of the UK’s post-Brexit negotiating position with the EU and
the dominance of EU views in the budgetary calculations of the 2014-2020 mul-
tiannual financial framework that keeps the EU in existence. Thus, scholars ar-
gued that the amount that the UK would have to pay after leaving the EU would
largely depend on the country’s competitive prospects and contingent liabilities
associated with the EU’s increasingly difficult financial situation.

An AICPA survey of 844 U.S. financial and business executives on the im-
pact of Brexit on U.S. businesses, conducted in March 2019, reported a neutral
opinion of 71% of CEOs, while negative opinions increased from 4% to 16% over
the year (AICPA, 2019). Only 34% of respondents were optimistic about the fu-
ture of the global economy, which was half as much as in the previous year’s
survey (71%). In addition, the survey showed that confidence in the improvement
of the U.S. economy also decreased from 79% to 57%. Global trade tensions
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were cited as one of the main reasons for the 43% drop (compared to 36% of last
year). Perhaps that is why the United States offered the UK a free trade agree-
ment without the EU in July 2020. However, the AICPA noted that business
leaders often overshadow the U.S. economy (AICPA, 2019). Thus, it can create
a second benchmark for the development of the national accounting system in
the UK after Brexit — the convergence of the UK’s own GAAP with U.S. GAAP or
the departure from IFRS (IASB) in the development of its accounting system.

The study aims to investigate the economic impact of the UK’s exit from
the EU on the application of international and UK accounting and financial report-
ing standards. For Ukraine, at the stage of its accession to the EU in 2024-2025,
these issues are also essential for consideration and further research, as the UK,
in addition to the EU, became a significant economic partner for Ukraine during
the war.

Methodology

The chosen descriptive research strategy was in line with the research ob-
jective to describe the economic situation in the UK after Brexit, in particular, fo-
cusing on changes in accounting, auditing and financial reporting after Brexit, as
presented in the descriptive table. Primary data were used to compile the table,
as the implications of Brexit for UK accounting standards have not been previ-
ously published in journals, on the IASB website or in other relevant regulatory
sources.

To collect the primary data, a cross-sectional study was used between
previous research by scholars (Seidler, 1967; Kuznechikova, 2018; Kean, 2019;
Bouvier, 2018) and regulations related to accounting, auditing and financial re-
porting — UK Financial Reporting Council’s (or FRC) guidance notes in force after
December 31, 2020 (Department of Business, Energy & Industrial Strategy,
2020), and EU Directives, in particular No. 2019/685. The results are presented
in the descriptive table (Table 3).

The strategy for achieving the main goal of this study can be described as
follows. The first step was to examine previous studies that included the keyword
Brexit, using the Wiley Online Library database for 2016-2023". In order to sum-
marize them, the literature was divided into two categories using bibliometric
analysis: (i) studies related to the development of accounting; and (ii) studies re-
lated only to Brexit and other areas. The second step involved creating a com-
parative table to explore possible new guidelines for the application of IFRS and
GAAP in the UK after Brexit (Fig. 1). The comparative table shows the advan-
tages and disadvantages of these guidelines and justifies them in detail. In the

' 2023 includes only January, February and March.
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third stage, taking into account the different views of the UK government on the
continued application of IFRS and GAAP in the UK, as well as the FRC’s Febru-
ary 2020 Letters containing information on the transition period for auditors and
firms (Department of Business, Energy & Industrial Strategy, 2020), the article
classifies the new accounting regulations in tabular form into two periods: transi-
tion and post-transition.

That is, the transition period lasted from 31.01.2020 to 31.12.2020, while
the post-transition period began on 01.01.2021, since when GAAP UK refers to
the new standards adopted after the transition period and approved by the Sec-
retary of the Department for Business, Energy and Industrial Strategy and the
new UK Financial Reporting Advisory Board (FRAB) for the adoption of IFRS.

Research Results

Historically, there have been three geographical areas of influence on ac-
counting: the United Kingdom, the United States, and continental Europe. Ac-
cordingly, the three most influential organizations in the world responsible for the
development of IFRS are the IASB (104 countries), the American Financial Ac-
counting Standards Board (USA) and EFRAG (EU countries). Before leaving the
EU, the United Kingdom was part of two of the three boards: IASB and EFRAG.

Clearly, after Brexit, the country will remain a part of only one international
organization — the IASB. However, given the IASB’s three-tier governance struc-
ture, the UK will also withdraw from the IFRS Foundation Monitoring Board, cre-
ated in 2009 from the largest capital markets responsible for setting the format
and content of financial statements.

As the FRC is part of the Accounting Standards Advisory Forum (ASAF),
which aims to streamline the relationship between the IASB and the global com-
munity in Europe and the rest of the world, it simplifies the process of national
separation and the establishment of FRC cooperation with other key national
standard setters.

In addition, the Institute of Chartered Accountants in England and Wales
(ICAEW), which was instrumental in the creation of the IASB, may also be in-
volved in strengthening the UK’s macroeconomic role in shaping IFRS after
Brexit. ICAEW, as one of the established leaders in the creation of a single set of
high-quality global accounting standards and their application worldwide, regu-
larly meets with representatives of the US SEC, EFRAG, IASB and other interna-
tional organizations interested in IFRS reporting. It also has representative of-
fices in Belgium, China, Hong Kong, Indonesia, Malaysia, Singapore, Singapore
and the United Arab Emirates, as well as about 147,000 certified public account-
ants worldwide (ICAEW, n.d.-a). The need for strong national standard setters is
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greater than ever. The UK financial reporting community should strive for sus-
tainable global impact (ICAEW, n.d.-a).

The next question is whether the UK should continue to participate in
EFRAG and maintain its influence on IFRS development in the EU. Ultimately, to
maintain its importance in shaping IFRS internationally, it will have to adopt sev-
eral domestic changes to its accounting and financial reporting legislation (includ-
ing the Companies Act 2006), which prior to Brexit was governed by Regulation
(EC) No 1606/2002 and the Seventh Directive. Thus, the future status of IFRS in
the UK after Brexit depends on the guidelines chosen by the UK Government
and the Financial Reporting Council (FRC) regarding cooperation with the IASB,
EFRAG or the creation of its own IFRS endorsement mechanism (Fig. 1).

First guideline. EU decisions at the beginning of the change will continue
to directly or indirectly affect the UK’s economic interests. After all, in 2007, the
United Kingdom allowed all companies (except charities) to choose either EU-
regulated IFRS or IFRS regulated under the Companies Act 2006. In addition, in
2013, the new UK standards introduced significant changes to the European Ac-
counting Directives and the Companies Act 2006 — FRS 102 Financial Reporting
Standard (300 pages instead of 3000), making reporting requirements dependent
on the size of the organization, and changing disclosures, valuation and recogni-
tion. Thus, in 2015, the European financial reporting system became closer to the
British one.

However, if the UK uses its own IFRS endorsement mechanism (first
guideline, Figure 1), it is likely that over time, the reports of UK companies seek-
ing to be registered in the EU will not be considered sufficient to meet the objec-
tives of the EU directives. The United Kingdom should therefore engage as
closely as possible with other European stakeholders, as well as with EFRAG, in
the first years after Brexit, possibly as an observer on the Technical Expert
Group and/or the Advisory Group of IASB. The past practice of the EU and other
IFRS jurisdictions, which it can draw on as a member of the IASB and a former
EU member, may play an important role in this regard.

In addition, if the UK does not plan to stop actively participating in the EU
capital markets after Brexit, the current criteria of the EU Directives should re-
main a priority in the country’s legislation in the future (McGrath & Gourley,
2018). In addition, if this path is chosen (Fig. 1), the small difference in terminol-
ogy between FRS 102 and the Companies Act 2006 should be eliminated after
Brexit. To this end, in particular, the British government should engage the ad-
vice of ICAEW to minimize the risks of unintended consequences when balanc-
ing the relevant rules and laws with the FRS. This will help to avoid duplication
and significantly simplify regulations.
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Figure 1

Possible advantages and disadvantages of the post-Brexit guidelines
for the application of British accounting standards

s N\ N\ )
Guideline | Guideline 11 Guideline 11l
IFRS as adopted by the EU British Accounting Standards IASB IFRS
|\ J U J J
¢ . - N ( . . h Adoption of current and future
Continued application of IFRS by Creation of a mechanism for IASB standards without any in-
UK listed companies, participation approving national standards. terference from the British au-
in EFRAG discussions and exist- thorities
ing EU mechanism. . /L . J
(& / © Compliance with national © Easy in legislative terms;
- . standards in case of regression of © Avoids the costs associated
© Easy in legislative terms; IFRS or IASB errors; with maintaining some existing
© Avoids the costs associated © Fast and gradual process; mechanisms for approving stan-
with a separate national standard © Critical method of establishing dards;
approval mechanism the legitimacy of IFRS; © Enhancing the UK’s role as a
\_//—— © Freedom to define types of key global partner in the mission
organizations and reporting forms; to promote comparative and high-
— © Most private companies in the quality international reporting
® Vglnerablllty to loss of UK already use GAAP;
power in the EU; . © Ability to amend harmful fi-
® Slows down the decision- nancial reporting requirements;
making process in the UK; © Simplification of the taxation
© Forced to make decisions system ® Lack of a mechanism for
‘E’l"g"t:‘ee"_"h'Ch the UK does not rejecting a new standard re-
® Reduced influence on the gité?gs_gaekil%pact on IASB de
IASB;
® Lengthy procedure for the
EU approval of a new standard ® Significant tme and re- \_//_
and then its testing sources associated with the es-

tablishment and operation of a
separate mechanism for approv-
ing national standards;

® Duplication of costs and ef-
forts similar to EU processes;

® Critical differences with stan-
dards adopted by the EU (for UK
companies) and IASB standards
(for UK companies registered in
the USA)

Thus, close harmonization between UK and EU legislation will reduce po-
tential differences resulting from the adoption of IFRS, make the financial state-
ments of European and UK companies equally transparent and comparable, and
allow the EU and UK capital markets to function effectively after Brexit.
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Second guideline. An important point in choosing this option is that some
of the provisions of recent EU Directives, as reflected in the UK Companies Act
2006, were not supported by the public. Many small businesses have assessed
the new requirements as harmful to UK financial reporting in practice, in particu-
lar the restrictions on disclosures for small companies introduced by EU Directive
2006/43 in 2013. Before Brexit, it was impossible to remove them, which in-
creased costs for British companies.

Thus, the adoption of national standards in the UK will provide greater di-
versity in financial disclosures (information on directors’ remuneration, corporate
governance, environmental costs, labor remuneration, tax strategy and payments
to governments), ensuring better transparency and comparability, especially with
the parallel development of electronic (XBRL) and integrated reporting in line with
the users’ needs regarding public company reports.

Of course, business continuity and stability should take precedence over
changes in UK law in the first years after leaving the EU, but in the short term,
fixing these European standards will still bring UK companies the first benefit
from Brexit. The second advantage of Brexit concerns tax benefits for British
companies — Directive 2011/96/EU and Directive 2003/49/EU will lose their direct
effect. As a result, there will be no need to withhold tax from related companies
from different EU countries. The provisions of these Directives will no longer be
applicable to UK companies until the issue is resolved between the EU and the
UK, which may either reduce tax rates on transactions between European and
UK companies or be eliminate them altogether, for example, as under the na-
tional legislation of Cyprus and Hungary (on dividends), the Netherlands, Luxem-
bourg, Sweden (on interest and royalties) (Kuznechikova, 2018).

However, given that UK law does not require tax deduction for dividend
payments (except for mortgage investment funds), UK companies can only rely
on existing UK double tax treaties for interest and royalties. In addition, the intro-
duction of a parallel VAT system and new methods of obtaining VAT refunds
from European tax authorities require special attention in tax matters. Obviously,
having lost access to the European «single window» mechanisms
(Kuznechikova, 2018), the UK will be forced to introduce import VAT for imports
of goods from the EU, and for e-commerce, electronics, telecommunications and
radio services — to register VAT payers in every country with a wide consumer
base.

Therefore, after Brexit, if the first guideline for change is chosen (Fig. 1),
the UK government should publicize its position on (non)interference in the new
IFRS approval mechanism. As a rule, despite the need for resources and super-
visory bodies, experience shows that government intervention does not promote
high-quality financial reporting standards, and investor confidence in govern-
ment-dependent decisions (with inherent lobbying by certain groups) can be sig-
nificantly reduced.
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However, there are exceptions: in Australia, for example, the responsibility
for approving IFRS rests with the Australian Accounting Standards Board, a gov-
ernment agency that first issues a draft standard for comment and then approves
the standard that is deemed legitimate. The Australian Parliament has the right to
veto this law. However, in practice, there have been no changes to such standards,
which indicates that the consideration was balanced. In Canada, on the other
hand, the approval of IFRS is delegated to the Canadian Accounting Standards
Board, which is completely independent of the government. As in Australia, it is-
sues an exposure draft to discuss possible inconsistencies with Canadian organi-
zations and notes that the standard is developed by the IASB. As a result, all inter-
national IASB standards are fully adopted as Canadian GAAP.

As noted in the SEC’s working paper on the incorporation of IFRS for U.S.
issuers, virtually all developed economies that have adopted IFRS have imple-
mented some form of national standard-setting mechanism (ICAEW, n.d.-a).
However, regardless of the differing views on the form of the new IFRS en-
dorsement mechanism, it is clear that this change will have significant implica-
tions for future reporting in the UK and even for the application of IFRS interna-
tionally. Therefore, the choice of the guidelines shown in Figure 1 should be
carefully considered.

Third guideline. Given that the United Kingdom has had a long history of influ-
encing the development of IFRS, its accounting approaches have often made signifi-
cant inroads both in Europe and internationally, from accounting for small businesses
and the emergence of non-financial reporting to the importance of innovation and
corporate reporting. The continued support of IFRS by the UK, as a key EU member,
has significantly increased the international importance of the IASB.

Therefore, post-Brexit there will be a question of how to maintain a strong
British voice in the international debate on financial reporting. It is clear that the
UK, having the opportunity to expand its influence, will try to become one of the
world’s largest capital markets, apart from the EU. Thus, the IASB standards,
which are now increasingly viewed as a global reporting template for listed com-
panies, may present a good opportunity for such an attempt and make the UK a
more attractive market for investors from around the world.

ICAEW representatives also believe that the option of applying IFRS ap-
proved by the IASB should remain open under UK law to all companies, including
subsidiaries. Meanwhile, the British Financial Reporting Council (FRC) called for
a full transition to IFRS, claiming that there is a good reason to require all com-
panies that solicit money from the public to remain subject to strict IFRS reporting
(Financial Reporting Council, n.d.). This may indicate a preference for the adop-
tion of the Canadian version of IFRS, but to properly analyze the guideline cho-
sen by the United Kingdom for changes in the accounting and financial reporting
system, it is necessary to examine the steps that have already been taken during
the transition period.
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After all, during this period, the UK government has been introducing the
necessary statutory documents for the accounting and auditing sector, along with
clarification letters from the FRC (Department of Business, Energy & Industrial
Strategy, 2020), effective after December 31, 2020. The study allowed us to
group the main provisions of the new British system of accounting, financial re-
porting and auditing after Brexit in the following table (Table 3).

Table 3

Regulation of accounting, financial reporting and auditing
by the UK government after Brexit

Company type

Regulation period:

Transition
(31.01.2020-31.12.2020)*

Post-transition
(after 01.01.2021)**

— rules of accounting and financial reporting

British compa-
nies (Compa-
nies Act 2006)

IFRS adopted by the EU

IFRS adopted by the
United Kingdom (UK
GAAP)

IFRS adopted by the United
Kingdom (UK GAAP) for finan-
cial periods™

IFRS adopted by the EU
(including the Transparency

IFRS adopted by the EU

IFRS adopted by the United King-

Publicly listed | by o vtive 2004109/EC and | dom (UK GAAP) with the require-
companies in - the p ts Directi tto declare th f this op-
the UK the Prospects Directive ment to declare the use of this op
2013/50/EU), even new and | tion when making financial state-
amended EU standards ments for the reporting period*
Public EES IFRS adopted by the EU IFRS as adopted by the EU (in-

companies reg-
istered in the
UK

(including Transparency
Directive 2004/109/EU and
Directive 2013/50/EU)

cluding the Transparency Direc-
tive and the Prospects Directive)
= UK GAAP

Listed compa-
nies in the EU
(Regulation
1606/2002)

IFRS adopted by the EU

IFRS adopted by the EU or IASB
+ Additional requirements for
domestic purposes of a «third
country» or EES country (set by
the government)

British compa-
nies present in
EES

international standards
adopted by the EU = UK
GAAP

international standards adopted
by the EU # UK GAAP

EES companies
present in the
UK (subsidiar-
ies)

Exemption from prepara-
tion and presentation of
reports + Preparation of a
report on non-financial in-
formation and changes in
accounting dates

Preparation of annual reports and
submission to Companies House
for the financial period beginning
after December 31, 2020
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Regulation period:

Transition Post-transition
Company type | o o1 5020-31.12.2020)" (after 01.01.2021)**
— rules of audit
Banks, con- The Disclosure and 1. UK companies are required to

struction coop-
eratives, insur-
ers or issuers of
equity or debt
securities ad-
mitted to the UK
market

Transparency Rules is-
sued by the UK Financial
Conduct Authority (FCA)
and other rules issued by
the UK government for the
Audit Committee, and Au-
dit Directive 2006/43/EC

demand the appointment of a
UK registered audit firm.

2. Professional auditors with
SES qualifications must be reg-
istered in the UK.

3. Most EES auditors qualified in
Ireland do not need to be regis-
tered in the UK.

Companies that
are not EES
members (in-
cluding the UK)
but are part of
the EES market

Registration as a third
country auditor is not re-
quired

1. Registration as a third country
auditor with the competent EES
authority is quite necessary (ne-
gotiations are underway).

2. Audit reports of EES compa-
nies must be signed by EES
auditors.

EES enterprises
(including sub-
sidiaries) and
UK (including
parent compa-
nies)

No changes for EES audi-
tors in the UK

+

Registration of individual
EES auditors as state
auditors in the United
Kingdom

+

EES auditors for UK com-
panies (including parent
companies) are banned

1. Non-audit services (Article 5
of the EU Audit Regulation) are
prohibited for all foreign compa-
nies in the UK (including sub-
sidiaries), including banks, in-
surance companies, etc.

2. Auditors of British companies
(including parent companies) are
subject to a ban.

3. EES auditors for UK compa-
nies (including parent compa-
nies) are not subject to the ban.
4. The need to apply as a statu-
tory auditor in each EES country
in which the auditor intends to
work.

Note™: Fiscal years start before the transition period but may end before or after the transi-

tion.

Note*™: UK GAAP refers to new standards adopted after the transition period and ap-
proved by the Secretary of the Department of Business, Energy and Industrial Strategy of
the United Kingdom and the UK Accounting Standards Board.

Source: compiled by the author using the data of Department of Business, Energy & In-
dustrial Strategy (2020).
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In particular, the government plans to make international standards known
as «UK adopted» (similar to EU IFRS), and the UK will effectively become a
«third country» to the EU. In addition, EU Regulation No. 2019/685 delegated the
authority of the European Commission to approve and adopt IFRS to the UK
Secretary of State, with further delegation of these functions to a new independ-
ent standard-setting body — the UK Endorsement Board (UKEB) (IAS Plus,
2019).

According to the regulations, the new UKEB will be a subsidiary of the
FRC Board with a full-time chairman, part-time board members, and 12-15 em-
ployees. The FRC was subsequently replaced by a new body (ARGA), account-
able to parliament, with new leadership and stronger legal powers. The ARGA is
expected to provide more effective oversight of the Big Four audit firms and con-
tribute to the development of IFRS. Sir Jon Thompson, former chief executive at
HM Revenue and Customs (HMRC) and new head of ARGA noted: «...we'’re
about to forge new alliances across the world...» (ICAEW, n.d.-b).

One of the most important differences between the FRC and ARGA is that
the new regulator will have the power to investigate company CEOs, CFOs and
all audit committee chairs, regardless of their qualifications. Previously, the FRC
regulated only those with accounting qualifications.

John Boulton, technical strategy manager at ICAEW, said: «It is absolutely
right that ARGA has this remit if it improves governance. Directors have a series
of duties under the Companies Act and it is absolutely crucial that those are ef-
fectively carried out...» (ICAEW, n.d.-b). The history of the United States and
Australia shows that the more aggressive the regulatory regime, the greater the
likelihood of civil lawsuits against directors (Kean, 2019), and thus the higher
their responsibility when making management decisions. Therefore, each direc-
tor, when reviewing the financial statements, will need to study the information
disclosed in them in more detail.

Conclusions

In summary, even though business continuity and stability should take
precedence over changes in UK law in the first few years after leaving the EU,
the short term benefit of correcting these European standards will still bring UK
companies a small advantage in dealing with post-Brexit changes. Thus, the
mapping of the UK national standards will provide greater diversity in financial
disclosure and tax benefits for UK companies in the post-Brexit period. The pre-
vious experience of the EU and other IFRS jurisdictions, which it can draw on as
a member of the IASB and a former EU member, may play an important role in
this regard.
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The study confirms that the UK government is introducing the necessary
statutory documents for the accounting and auditing sector, together with ex-
planatory letters from the FRC, which came into force after December 31, 2020.
The study of these documents helped to group the main provisions of the new
British system of accounting, financial reporting and auditing after Brexit.

The findings show that the government will make international standards
known as «UK adopted» (similar to EU IFRS) and the country will effectively be-
come a «third country» to the EU. In addition, the replacement of the FRC with a
new body (ARGA) accountable to Parliament is expected to provide more effec-
tive oversight of the Big Four audit firms and to be relevant to the IASB’s devel-
opment of global accounting standards.

Therefore, it is concluded that Brexit will have some positive conse-
qguences — the British government will have a roadmap for the adoption of IFRS
in the UK after Brexit, similar to the Australian scenario. This means that the new
Audit, Reporting and Governance Authority (ARGA), controlled by the British
government, will strictly control the current and future development of IASB stan-
dards.

In the future, the status of IFRS in the UK after Brexit will depend on the
decisions of the new board (ARGA) regarding cooperation with the IASB and
EFRAG. The observed transition from EU IFRS is slow, as is the approval of a
national accounting standards mechanism. Moreover, the new focus on future
IFRS (IASB) shows that Brexit has had a significant impact on national (not just
UK) and regional accounting, auditing and financial reporting.

The main contribution of this study is the discovery that the British gov-
ernment’s post-Brexit task of harmonizing national accounting standards with
IFRS, taking into account EU requirements, was successfully achieved after
Brexit. However, the study of the accounting system in the UK after Brexit may
be the subject of future research in the context of the impact on IFRS at the in-
ternational level. In particular, the process of harmonizing them with American
standards, as we agree with Hantrais (2019) that a longer period of research is
needed to identify the origin of many social factors that explain the Brexit vote. In
addition, the topic of studying the application of IFRS in Ukraine as a candidate
for EU accession is gaining prominence.
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