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Headlines

Since 2005 listed groups in the UK have been 
required to prepare their consolidated financial 
statements in accordance with International 
Financial Reporting Standards (IFRSs) as adopted 
by the EU. Subsidiaries and parents within groups 
– as well as listed individual entities and unlisted 
groups – have had a choice whether to follow 
IFRSs or UK GAAP.

For periods beginning on or after 1 January 2015, 
three new Financial Reporting Standards (FRS 100, 
101 and 102) come into force, replacing current 
UK GAAP, bringing with them a number of new 
options for all UK entities and groups.

The change in accounting framework could have 
wide‑ranging effects on businesses, with the 
potential to affect future dividend plans, internal 
controls systems and processes and oversight of 
the finance function. Successful planning for and 
implementation of the change will benefit from 
oversight and strategic review at board level to 
ensure a smooth transition.

More information on FRS 102 can be found at 
www.ukaccounting plus.co.uk

Background
The three new UK financial reporting standards were developed by the Financial 
Reporting Council to:

• replace current UK GAAP with a single comprehensive financial reporting standard 
more closely aligned to IFRSs (FRS 102); and

• introduce a reduced disclosure framework enabling most subsidiaries and parents 
to use the recognition and measurement bases of IFRSs in their individual financial 
statements, while being exempt from having to make  a number of disclosures 
required by full IFRSs (FRS 101).

IFRS
FRS 101 (IFRSs with 
reduced disclosure)

FRS 102 (Replaces 
current UK GAAP) FRSSE

Listed/AIM group 
consolidated financial 
statements

Listed/AIM company 
individual financial 
statements

* *

Unlisted group 
consolidated financial 
statements (of all sizes)

*

Unlisted company 
individual financial 
statements of large and 
medium‑sized companies

* *

Unlisted company 
individual financial 
statements –  
small companies

* *

*  FRS 101, and certain disclosure exemptions in FRS 102, are available in individual financial 
statements only where the entity is included in publicly available consolidated accounts that 
give a true and fair view and shareholders have been notified of the decision to apply FRS 101 
or the disclosure exemptions in FRS 102, and have not objected.
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Choosing which new GAAP to adopt
Any company or group currently applying UK GAAP has a choice to make now – to adopt FRS 101, FRS 102 or full 
IFRSs. The challenges will vary from business to business depending on industry, structure and size.

Listed groups should take the opportunity to re‑evaluate the choice of accounting framework used to prepare their 
individual parent and subsidiary financial statements. Those individual companies already applying full IFRSs will 
want to consider whether to take advantage of the reduced disclosure framework in FRS 101; those applying UK 
GAAP whether to move to IFRSs, FRS 101 or FRS 102.

Unlisted groups and entities will need to decide whether to move up to full IFRSs or transition to the replacement 
for current UK GAAP, FRS 102, although some types of entity, such as charities, may be restricted in their choice.

Although the financial reporting implications of a change in GAAP are significant, wider business consequences 
such as the effect on cash tax, incentive schemes, earn‑out agreements, loan covenants, distributable profits and 
systems need to be understood.

Whichever standard is adopted, it is likely that the financial reporting of the affected entities and groups will 
change under the new GAAP. Accounting considerations include:

Area Full IFRSs and FRS 101 FRS 102 Previous UK GAAP

Major 
transactions

Any transaction (e.g. a business combination or debt restructuring) 
effected in the year following the date of transition will need to be 
accounted for both under the previous GAAP in that year and under the 
new GAAP to arrive at the comparative figures for the following year.

Accounting 
policies

Transition from old UK GAAP 
means three balance sheets will 
need to be presented in year of 
transition.

Briefer requirements may offer 
more flexibility in formulating 
accounting policies.
Two balance sheets (current and 
comparative) to be presented on 
transition.

Goodwill No amortisation of goodwill is 
permitted.
Annual impairment review is 
required.

Amortisation is required.
Assumed maximum 5 years useful 
life if there is no more reliable 
estimate.

Goodwill may be amortised 
over up to 20 years.
It may also have had an 
indefinite useful life with 
annual impairment review.

Defined benefit 
schemes

For group schemes, at least one entity (the legally responsible employer) 
must account for the defined benefit deficit in its individual accounts. 
The entire amount may be included in one entity, or it may be spread 
round the group on a ‘reasonable basis’.

Multi‑employer exemption 
was available for certain 
group schemes, which allowed 
entities to account for defined 
benefit schemes as defined 
contribution schemes.

Financial 
instruments

Complex mixed cost/fair value 
model involving four asset 
categories, recycling of gains from 
equity, separation of embedded 
derivatives and restrictive hedging 
rules. Will need to decide when 
to transition to IFRS 9 (2018 at 
the latest), subject to EU 
endorsement.

In general, ‘basic’ financial 
instruments at amortised cost, 
and ‘non‑basic’ instruments, e.g. 
derivatives, at FVTPL.
Hedge accounting permitted if 
criteria are met.
Option to use full IFRSs (IAS 39 or 
IFRS 9) for financial instrument 
accounting.

Comparatively few rules on 
financial instruments.
Some are required or choose 
to use full IFRS accounting 
(FRS 26).

Intercompany 
loans

Measured at the present value of future cash flows (plus directly 
attributable transaction costs). At the date of initial recognition, the 
future cash flows should be discounted at a market rate of interest 
for a similar debt instrument. Impact could be greatest for significant 
interest‑free or off market loans not repayable on demand.

Initial recognition at the fair 
value of consideration received 
after the deduction of issue 
costs.

Disclosure Full IFRSs have most disclosure.

FRS 101 requires fewer disclosures 
compared to full IFRSs, but more 
than both previous UK GAAP and 
FRS 102.

Fewer disclosure requirements 
than FRS 101 – but more disclosure 
requirements in general than 
previous UK GAAP.

Contains the fewest disclosure 
requirements in the majority 
of cases.

Listed groups should take the opportunity to evaluate the 
accounting framework used to prepare their individual parent  
or subsidiary accounts …
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Key questions to ask directors

Has a decision been made as to which GAAP will be adopted in the financial statements of individual 

entities within the group?

What has been the process involved in making that decision?

• Has an impact assessment been performed?

• Which personnel/departments have been involved?

• Have external advisers been consulted

Has management considered the wider business implications of changing GAAP?

• What are the likely impacts on the company’s tax costs and compliance activities?

• Will the use of a different GAAP impact on the ability of group companies to pay dividends up through 

the group structure?

• Has management planned ahead to ensure continuing sufficiency of distributable reserves and cash in 

the parent company and throughout the group structure?

• How will a change in GAAP affect key metrics used for other purposes, e.g. loan covenants, earn‑outs 

and remuneration schemes?

• Have hedging arrangements been identified?

Is there a plan in place for managing the transition process to minimise business disruption?

• Do staff have sufficient skills?

• Can the current accounting system support a revised chart of accounts?

Those individual companies already applying 
full IFRSs will want to consider whether to take 
advantage of the reduced disclosure framework  
in FRS 101; those applying UK GAAP whether to 
move to IFRSs, FRS 101 or FRS 102.
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Transition timeline
The new regime is mandatory for periods beginning on or after 1 January 2015, although companies can adopt the 
new standards early. Companies with a year end of 31 December will be among the first to transition to the new 
regime, with the first set of ‘new GAAP’ accounts being prepared to 31 December 2015.

Comparatives will be required, which means ‘new GAAP’ information will be required from 1 January 2014.

Adopt for year ending 31 December 2015

 

New GAAP 
comparatives

New GAAP

Transition
date

First accounts 
prepared Accounts filed

31 Dec 
2013

31 Dec 
2014

31 Dec 
2015

31 Dec 
2016

31 Dec 
2017
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Further information
More information on the new UK financial reporting regime, as well as other UK accounting, reporting and 
corporate governance news and publications, can be found at www.ukaccountingplus.co.uk.
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