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Developments in Q1 2014
 
IFRS

Projects:
IASB confirms leases coming on balance sheet 
Revenue standard nears publication 
Insurance project redeliberated at March IASB meeting
Tentative decision to make IFRS 9 effective in 2018, with impairment amendments 
due in Q2

Click here for the latest IASB work plan.

New Standards, Interpretation or Amendments:
IFRS 14 Regulatory Deferral Accounts published

Exposure drafts published:
Clarifications to IAS 1 Presentation of Financial Statements

Meeting minutes and further information:
January, February and March IASB meetings 
January and March IFRSIC meetings

UK GAAP

Projects:
New SORPs for FRS 102 continue to progress

New Standards or Amendments:
FRS 103 Insurance Contracts captures more than just insurance companies

Exposure drafts published:
Draft amendments to FRS 102 reduce fair valuing required for debt instruments 

Other
BIS consults on country-by-country reporting for large extractive companies
FRC Lab publishes reminders and new project on dividend policy
ESMA and IFAC consult on non-GAAP measures 

For more information please see the 
following websites:

www.ukaccountingplus.co.uk

www.deloitte.co.uk
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Tools and resources

Deloitte publications, interviews and recordings

Need to know
Designed for financial controllers, chief accountants and accounting technicians,  
issues from the last quarter include:

Decisions reached on leases project at March 2014 joint IASB and FASB meeting
FRC issues FRS 103 Insurance Contracts
FRC proposes amendments to classification of financial instruments under FRS 102

IFRS in focus
Issues from the last quarter include:

IASB proposes amendments to IAS 1 ‘Presentation of Financial Statements’ under the Disclosures Initiative
IASB publishes IFRS 14 ‘Regulatory Deferral Accounts’

Governance in brief
A summary of the latest corporate governance developments, issues from the last quarter include:

Enhanced reporting of principal risks
EU position on auditor rotation goes further than UK rules

Other publications
The enhanced auditor’s report – bulletin 2 – A review of the new style audit reports for the first companies that 
it was mandatory for.
It has begun … Early examples of reporting practice – A review of 30 September reporters implementing 
the new narrative reporting requirements, such as the strategic report.

Robert Bruce Interviews 
Integrated Reporting – The Next Steps – Robert Bruce interviews Paul Druckmun,  
Chief Executive Officer of the IIRC

 
 
Stay Tuned Online 
Our March 2014 webcast provided an update on:

• FRS 102 financial instruments
• It has begun – findings from 30 September reporters
• Exceptional items
• ‘New’ UK GAAP – Act now!
• Latest IFRS developments

You can access this and previous recordings here.

Deloitte comment letters

IFRS
IASB Exposure Draft – Annual Improvements to IFRSs 2012-14 Cycle
IASB Exposure Draft – Equity method in separate financial statements
IASB Discussion Paper – A review of the conceptual framework for financial reporting

UK GAAP
New draft SORPs for:

• investment trust companies and venture capital trusts
• registered social housing providers
• limited liability partnerships

FRED 51 Draft amendments to FRS 102 – Hedge Accounting
FRED 52 Draft amendments to the FRSSE – Micro-entities
FRED 53 Draft amendments to FRS 101
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http://www.iasplus.com/en-gb/publications/global/robert-bruce-interviews/iirc2
https://www.iasplus.com/deloitte/en-gb/tag-types/analysis-opinion/stay-tuned-online
https://www.iasplus.com/deloitte/en-gb/publications/global/comment-letters/2014/aip-2012-2014
https://www.iasplus.com/deloitte/en-gb/publications/global/comment-letters/2014/ed-equity-method
https://www.iasplus.com/deloitte/en-gb/publications/global/comment-letters/2014/dp-conceptual-framework
https://www.iasplus.com/deloitte/en-gb/publications/uk/comment-letters/deloitte-comment-letter-on-aic-sorp
https://www.iasplus.com/deloitte/en-gb/publications/uk/comment-letters/deloitte-cl-sorp-registered-social-housing
https://www.iasplus.com/deloitte/en-gb/publications/uk/comment-letters/deloitte-comment-letter-on-limited-liability-partnership-sorp
https://www.iasplus.com/deloitte/en-gb/publications/uk/comment-letters/deloitte-cl-fred-51
https://www.iasplus.com/deloitte/en-gb/publications/uk/comment-letters/deloitte-cl-fred-52-frsse
https://www.iasplus.com/deloitte/en-gb/publications/uk/comment-letters/deloitte-comment-letter-on-fred-53-and-aic-sorp
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Deloitte comment letters (continued)
Corporate governance
FRC consultation on risk management, internal control and the going concern basis of accounting
FRC consultation on executive remuneration

Others
Other comment letters, including responses to IFRSIC tentative agenda decisions, can be found by clicking here.
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New and revised pronouncements for 31 March 2014 year-ends
The table below provides a summary of pronouncements that will be newly effective for those 
with 31 March 2014 year-ends.

Although not mentioned below, since their mandatory effective date is periods commencing on 
or after 1 January 2014, amendments to IAS 36 may be attractive for voluntarily adopting early, 
since they remove the requirement to disclose the recoverable amount of all CGUs with significant 
goodwill, which was inadvertently added when IFRS 13 was issued.

Pronouncement
 

Newly effective for those 
reporting under IFRSs as 
issued by the IASB

Newly effective for those 
reporting under IFRSs as 
endorsed by the EU

New or revised standards

IFRS 10 Consolidated Financial Statements Yes Not yet effective

IFRS 11 Joint Arrangements Yes Not yet effective

IFRS 12 Disclosures of Interests in Other Entities Yes Not yet effective

IFRS 13 Fair Value Measurement Yes Yes

IAS 19 Employee Benefits Yes Yes

IAS 27 (2011) Separate Financial Statements Yes Not yet effective

IAS 28 (2011) Investments in Associates and Joint Ventures Yes Not yet effective

Amendments

Presentation of Items of Other Comprehensive Income 
(Amendments to IAS 1)

Yes Yes

Deferred Tax: Recovery of Underlying Assets (Amendments 
to IAS 12)

Effective in previous periods Yes

Severe Hyperinflation and Removal of Fixed Dates for 
First‑time Adopters (Amendments to IFRS 1)

Effective in previous periods Yes

Disclosures – Offsetting Financial Assets and Financial 
Liabilities (Amendments to IFRS 7)

Yes Yes

Government Loans (Amendments to IFRS 1) Yes Yes

Annual Improvements 2009‑2011 Cycle Yes Yes

Consolidated Financial Statements, Joint Arrangements and 
Disclosure of Interests in Other Entities: Transition Guidance

Yes Not yet effective

Interpretations

IFRIC 20 Stripping Costs in the Production Phase of 
a Surface Mine

Yes Yes

Regulatory requirements

Strategic report (for UK companies other than 
small companies)

Yes Yes

New directors’ remuneration report (for UK quoted 
companies)

Yes Yes

2012 UK Corporate Governance Code (for listed companies) Yes Yes

For those standards issued but not yet effective, the latest EU endorsement status can be found here.
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Feature article 

Non-GAAP measures – Are the regulators moving the goalposts?

Background
The use of financial measures other than those required by accounting standards, non-GAAP measures, is common 
in UK listed companies’ annual reports. Non-GAAP measures have become an area of focus for regulators in recent 
months, with the FRC publishing a press notice on the reporting of exceptional items and the European Securities 
and Markets Authority (ESMA) publishing a consultation paper on guidelines on alternative performance measures.

In this article we look at the key messages coming from the regulators and compare this with the use of non-GAAP 
measures by the FTSE 350 in their income statements.

What are non-GAAP measures and why do companies use them?
Non-GAAP measures are any measures of an entity’s performance or position other than those specifically defined 
in accounting standards. Common examples range from those that are readily understood and consistently applied, 
such as earnings before interest, tax, depreciation and amortisation (EBITDA), to those where more subjectivity 
is introduced, such as “adjusted earnings”, where a variety of items may be stripped out. For IFRS reporters even 
“operating profit” is technically a non-GAAP measure, since the term is not defined under IFRSs.

Such measures may be presented in the financial statements, making use of IAS 1’s flexibility, or as part of the 
narrative reporting, although consistency between the two is important. The reasons for presenting such measures 
will ultimately stem from preparers believing that they provide useful information to a reader. This may be 
particularly true in a year where “exceptional” items distort the picture provided by the normal, GAAP measures 
and stripping out the effect of the exceptionals, thus providing an “underlying” profit measure is believed to be 
more representative of a company’s ongoing profitability and trends.

Looking at accounts published in 2012 or 2013 and excluding “operating profit”, 62% of the FTSE 350 were 
seen to be presenting non-GAAP measures on the face of their income statement. Despite their popularity the 
FRC noted in their December press notice that in a number of instances supporting disclosure has fallen short 
in terms of consistency and clarity.

What messages should we take from the FRC’s press notice?

Consistency, clarity and capturing credits
The Financial Reporting Review Panel (FRRP) believes that the approach taken in identifying additional items that 
qualify for separate presentation should be clearly disclosed and consistently applied from one year to the next. 

62% of 
the FTSE 
350 were 
seen to be 
presenting 
non-GAAP 
measures on 
the face of 
their income 
statement.

Practical insight
Whilst 94% of those FTSE 350 companies presenting non-GAAP measures clearly defined the measures 
presented and identified the items they had stripped out, in a number of cases the underlying reason as to 
why items had been stripped out was missing. A good example of disclosure in this area was provided by 
National Grid plc in their Annual Report and Accounts 2012/13, an extract of which is reproduced below:

3. Exceptional items, remeasurements and stranded cost recoveries

To monitor our financial performance, we use a profit measure that excludes certain income and expenses. We call that measure 
‘business performance’. We exclude items from business performance because we think these items are individually important to 
understanding our financial performance and, if included, could distort understanding of the performance for the year and the 
comparability between periods. This note analyses these items, which are included in our result for the year but are excluded from 
business performance.

Our financial performance is analysed into two components: business performance, which excludes exceptional items, remeasurements 
and stranded cost recoveries; and exceptional items, remeasurements and stranded cost recoveries. Business performance is used 
by management to monitor financial performance as it is considered that it improves the comparability of our reported financial 
performance from year to year. Business performance subtotals are presented on the face of the income statement or in the notes 
to the financial statements.

Items of income or expense that are considered by management for designation as exceptional items include such items as significant 
restructurings, write-downs or impairments of non-current assets, significant changes in environmental or decommissioning provisions, 
integration of acquired businesses, gains or losses on disposals of businesses or investments and debt redemption costs as a 
consequence of transactions such as significant disposals or issues of equity.

Costs arising from restructuring programmes include redundancy costs. Redundancy costs are charged to the income statement in 
the year in which a commitment is made to incur the costs and the main features of the restructuring plan have been announced to 
affected employees.

Remeasurements comprise gains or losses recorded in the income statement arising from changes in the fair value of commodity 
contracts and of derivative financial instruments to the extent that hedge accounting is not achieved or is not effective. These fair 
values increase or decrease because of changes in commodity and financial indices and prices over which we have no control.

Stranded cost recoveries represent the recovery, through charges to electricity customers in upstate New York and New England, 
of historical generation-related costs, related to generation assets that are no longer owned by National Grid. Such costs have been 
recovered from customers as permitted by regulatory agreements, with substantially all having been recovered by 31 March 2012.

www.nationalgrid.com Annual Report and Accounts 2012/13 National Grid plc 111
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The FRRP also believes that the identification of additional items qualifying for separate presentation should 
be even handed between gains and losses. Such an approach resonates with the UK Corporate Governance 
Code’s requirement for directors to state that the annual report and accounts taken as a whole is “fair, balanced 
and understandable”.

Practical insight
Items such as restructuring costs, impairments and amortisation may spring to mind as items commonly 
stripped out of adjusted earnings measures. However, it is possible that credits in profit or loss may also merit 
stripping out from such adjusted measures, for example where they are exceptional in nature. Items identified 
as such by the FTSE 350 on the face of their income statements included:

• curtailment gains on pensions;
• gains from bargain purchases/acquisitions;
• gains on remeasurement or settlement of contingent consideration; and
• profits on disposal of non-current assets.

Practical insight
Stripping out a one-off restructuring cost from a non-GAAP measure such as “underlying profit” may make 
sense where an entity does not frequently undertake restructuring activities, providing a reader with a better 
insight into the entity’s ongoing profitability and future prospects. Of those FTSE 350 companies presenting 
non-GAAP measures in their income statement, 41% stripped out restructuring costs, suggesting that many 
do view these as worthy of separate presentation and exclusion from adjusted profit measures.

Meanwhile, 49% of non-GAAP measures presented by the FTSE 350 excluded amortisation of intangibles. 
Stripping out amortisation of intangibles year on year from an adjusted measure described as “underlying 
profit” could however be open to challenge, given that it is not obvious how such an expense falls outside an 
entity’s ongoing, underlying operations. As this shows, the language preparers elect to use in presenting non-
GAAP measures can be key.

The most popular item stripped out of non-GAAP measures of profitability by the FTSE 350 was impairment 
charges, with 50% of these measures excluding such charges. If impairment charges recur each year and in 
similar amounts companies should consider carefully whether these in fact reflect their underlying profitability.

Recurring “exceptionals”
By definition, individual “exceptional” items would not be expected to recur year on year. Where the same category 
of material items recurs each year and in similar amounts the FRRP reminds companies to consider whether such 
amounts should be included as part of underlying profit.

Looking beyond the financial statements
Management commentary on results should be clear on which measures of profit are being commented on and 
should discuss all significant items which make up the profit according to IFRS. Where underlying profit is used in 
determining executive remuneration or in the definition of loan covenants, companies should take care to disclose 
clearly the measures used. This applies equally to alternative measures of individual components of profit or loss, 
such as “like-for-like sales”, and to alternative measures of financial position.
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Practical insight
In an age where FTSE 350 annual reports frequently break the 100 page barrier, linkage between the different 
parts of an annual report is more important than ever before. Deloitte’s 2013 survey of annual reporting by 
UK listed companies, “A new beginning”, found that only 28% of reports were clearly linking together the 
different components. When it comes to non-GAAP measures, these may be found in a variety of locations 
throughout the annual report, including:

• summary pages at the outset of an annual report;

• narrative reviews of the business;

• the key performance indicators disclosed;

• directors’ remuneration reports;

• the face of the financial statements; and

• the segmental disclosures required by IFRS 8, which are based on the information reported to the company’s 
chief operating decision maker.

Cohesion between these elements is important and could reasonably be expected by a reader. Whilst the use 
of non-GAAP measures may be merited, companies should also make sure that they discuss those elements 
being stripped out of the IFRS measures. In fact, any exceptional items could arguably be of even greater 
interest to a reader given their nature.

Deloitte thinks …
We consider that, when applied properly, APMs can add value to an entity’s communication with investors by 
providing insight into the metrics that management uses to run the business. 

The use and presentation of APMs, whether included inside financial statements or outside, are widespread 
and we recognise that there is diversity in how these are used and described in Europe, as well as around the 
world. In that respect, we would support the existence of commonly shared guidelines on the presentation of, 
and information about, APMs.

Our most significant concerns with ESMA’s proposed guidelines relate to the scope of documents to which 
they would apply and the type of APMs that would be captured. Our understanding is that the guidelines 
may apply to a larger scope of documents than those that regulators would usually review (e.g. analyst 
presentations, brochures including financial measures, etc.), making it difficult to verify their application. 
We also believe the guidelines should only apply to financial measures derived from data used in preparing the 
financial statements, whereas it appears that the guidelines’ scope is broader.

Given the global nature of the topic, the varied placement of APMs in different documents released to 
investors and the lack of a clear and common understanding of what is a GAAP measure, we would 
recommend that ESMA ensures, if they have not done so already, that their proposals are shared with 
and supported by the IASB and other regulators within IOSCO before any final guidelines are published.

ESMA proposals
The European Securities and Markets Authority (ESMA), the European body that fosters supervisory convergence 
amongst European regulators, including the FRC, has launched a consultation on ‘Guidelines on Alternative 
Performance Measures’ (APMs). Many of the proposals will come as no surprise – the guidance suggests that alternative 
performance measures and their components be defined and the basis of calculation and comparatives be provided. 
Where the definition or basis of calculation changes this would need to be explained, as would the removal of any 
alternative performance measure. The inclusion of any replacement measures would also need to be justified. 

Reconciliations to the most relevant amount in the financial statements would be included under the guidance. 
Interestingly, the proposals would require “alternative performance measures that are presented outside the 
financial statements to be presented with less prominence, emphasis or authority than measures directly stemming 
from financial statements prepared in accordance with the applicable financial reporting framework”. This is 
different from the UK regulator’s position to date, which has instead just required such measures not be given 
greater prominence than measures defined by accounting standards. Preparers may feel that this proposed change 
would hamper their ability to tell their story.

The consultation has a comment deadline of 14 May 2014 with final guidelines proposed for the fourth quarter of 2014.
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IFAC proposals
The Professional Accountants in Business Committee of the International Federation of Accountants (IFAC) has also 
released a draft guide on the use of supplementary financial measures (SFMs), such as earnings before interest, 
tax, depreciation and amortisation (EBITDA), underlying profit and free cash flow. The guide proposes to use 
concepts in the IASB’s conceptual framework as the basis for a set of principles that should be used to determine 
whether a supplementary financial measure should be reported. The principles propose that such measures should 
be relevant, complete, neutral, transparent, understandable and verifiable, comparable and timely.

The guide also proposes that certain disclosures should accompany supplementary financial measures that are 
reported externally, including a definition of the measure and its purpose and a reconciliation to any directly 
comparable GAAP measure. The draft guide states that such measures should complement but not overshadow 
GAAP measures and may be best presented outside of financial statements. The comment deadline is 26 May 2014.

Deloitte thinks …
As with the ESMA guidelines, we support the existence of commonly and globally shared principles on the 
presentation of, and information about, SFMs. While we broadly agree with IFAC’s proposed principles for 
the development. reporting and disclosure of SFMs, due to the global nature of the subject and the varied 
placement of SFMs (i.e. inside/outside financial statements), care should be taken that guidance targeted 
at a global audience is not redundant or conflicting with global initiatives undertaken by accounting 
standard-setters and regulators. In this regard we note various recent or expected actions from regulators 
on the subject as well as the IASB’s ongoing disclosure initiative project.

Should IFAC decide to finalise guidance on SFMs, we consider it appropriate that this is done after having 
shared the proposals with, and got support from, the IASB and IOSCO.

Deloitte thinks …
The use of additional columns in the statement of profit or loss and other comprehensive income is common, 
accepted practice in certain jurisdictions. We believe this is not currently precluded by IAS 1 and might 
reasonably be considered consistent with the practice required by IAS 1 of including additional line items, 
headings and subtotals when such a presentation is relevant to an understanding of financial performance and 
the requirement to present separately material items of income and expense. If the committee believes that 
such a presentation should not be permitted, we recommend that an amendment to IAS 1 to this effect be 
proposed as part of the IASB’s Disclosure Initiative project.

The UK is a prime example of a jurisdiction where the use of extra columns to present non-GAAP measures is 
common. See our comment letter for further insight.

IFRSIC tentative agenda decision
The IFRS Interpretations Committee (IFRSIC) published a tentative decision in its January Update not to add a 
request to clarify certain of IAS 1’s presentation requirements to its agenda. The IFRSIC noted that the addition 
of pro forma columns to the primary statements would be unlikely to meet IAS 1’s requirement for additional 
information that is relevant to an understanding to be presented in the notes to the financial statements.

Conclusion
What seems certain is that the use of non-GAAP measures will continue for the foreseeable future. Regulators 
accept the merits of such metrics and that, despite their lack of instant comparability, which measures from 
accounting standards provide, they can be genuinely useful for a reader. Nevertheless, companies would do well 
to ensure that their use is clear, consistent and that they have taken on board the regulators’ reminders.
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