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In this special edition of our Accounting Roundup series we set out the issues that should be front of 
mind for those preparing annual reports for years ending on or after 31 December 2015, be they listed 
company consolidated reports, private company or subsidiaries.

Primarily, we address areas of regulatory focus, including those identified in the Financial Reporting 
Council’s (FRC’s) Corporate Reporting Review Annual Report 2015 (‘the CRR report’) and as enforcement 
priorities by European Securities and Markets Authority (ESMA) and those arising from the current 
economic environment or changes in accounting standards. 

The CRR report, based on reviews of the reports and financial statements of a sample of all listed, AIM 
quoted and large private companies, provides an overview of the CRR activities of the FRC for the year 
ended 31 March 2015. It includes an assessment of the quality of the corporate reporting in the UK based 
on the findings of the review, identifies current and future focus areas of the FRC’s Conduct Committee 
(‘the Committee’) and highlights areas where the Committee challenged companies during the year, 
illustrating its approach through case studies. The CRR report is accompanied by a slide deck on the 
technical findings from the review which goes into further detail on the areas challenged by the Committee. 

In addition to this, we cover other issues relevant to December 2015 reporting, notably the increased 
focus on dividend policy disclosure and the new requirement to include a complete list of subsidiaries and 
other associated undertakings in the annual report.

From a private company and subsidiary accounting point of view, we also highlight key developments in 
the new UK GAAP regime, which December 2015 reporters will be grappling with for real for the first time.

Introduction
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On an annual basis the FRC’s Conduct Committee reviews the reports and financial statements of a sample of all listed, AIM quoted and large private companies to ensure 
compliance with legal and regulatory reporting requirements.

It focuses its resources primarily on the largest companies, where material errors can have implications for market confidence. If potential areas of significant non-compliance are 
identified, the Committee writes to companies to request further information or explanation and then determines the action to be taken to address any areas of non-compliance.

As in the prior year, the key message is that the overall quality of corporate reporting is generally good, particularly amongst the largest public companies. This is reflected in 
the number of companies written to, as a proportion of companies whose reports were reviewed, which has reduced from 37% in 2013/14 to 30% in 2014/15.

The CRR report notes that, with UK Boards generally familiar with the requirements of IFRS in this relatively mature corporate reporting environment, the FRC focused a greater 
proportion of its time evaluating the significant judgements that Boards made.

An overview of the most frequently raised issues is included in the CRR report and its accompanying slide deck.

As a competent authority of an EU member state, the FRC is also tasked with monitoring and supervising compliance with the common enforcement priorities issued by the 
ESMA. As a result, UK companies should consider those priorities carefully in preparing their 2015 annual reports. 

Smaller listed and AIM companies, however, continued to be the population from which a higher proportion of poorer quality annual reports were identified, with 
straightforward errors in the application of IFRSs and a failure to “explain their story” appropriately in the strategic report. 

In fact, all of the three press notices issued by the FRC and five of the six references in annual reports to changes resulting from the Committee’s intervention were in 
respect of AIM or FTSE Small Cap companies.

Letter to audit committee chairs of larger listed companies. In a new approach for 2015 reports, the FRC wrote to the audit committee chairs of larger listed 
companies highlighting areas in which companies could continue to improve their reporting.

Many of the areas highlighted are consistent with those discussed in the CRR report (and elsewhere in this document), but the letter also includes additional material on:

• risk reporting – noting that investors have expressed surprise that risks relating to IT systems and climate change are not reported more often as principal risks; 

•  viability statement – it is expected that the period assessed will be significantly longer than 12 months and, the directors should explain their reasoning for the period 
chosen, taking into account the circumstances of the company, in order to avoid making ‘boiler plate’ statements; and

•  digital communication – citing a report from its Financial Reporting Lab which notes that, given investors identify a PDF as their preferred mechanism for viewing 
annual reports on-screen, ‘thinking screen first’ in producing that document could be beneficial.

A similar letter to the finance directors of smaller listed and AIM companies also highlighted issues from the CRR report, specifically around strategic reports, disclosure 
of accounting policies, significant judgements and estimates and cash flow statements.

The UK regulatory environment
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December 2015 reporting issues
Topical accounting issues – IFRS reporting

The impact of market volatility
Disclosures about significant judgements and uncertainties should include judgements made in relation to the potential impact of risks derived from current market volatility 
on the entity’s financial performance. 

Financial markets 
The current interest rate environment shows high volatility with low and even negative interest rates in certain jurisdictions. Accordingly, it is expected that this situation will 
play a significant role in several accounting estimates including:

•  the appropriate discount rate to apply to cash flow projections used to assess the recoverable amount of non-financial assets as required by IAS 36 Impairment of Assets;

•  the forecast cash flows and discount rates used in calculating the value of assets and liabilities in accordance with IFRS 13 Fair Value Measurement;

•  risk disclosures and sensitivity analysis required by IFRS 7 Financial Instruments – Disclosures;

•  judgements made in relation to the estimate of the present value of long term provisions as required by IAS 37 Provisions, Contingent Liabilities and Contingent Assets; and

•  judgements made in relation to the discount rate applied to discount benefit plan obligations as required by IAS 19 Employee Benefits.  

Similarly, volatility in the currency markets can have a significant effect on, amongst other things:

• the reported results of foreign operations;

• the carrying values of assets and liabilities; and

• the functional currency value of forecast cash flows included in impairment reviews under IAS 36.

Another issue which can become significant when foreign exchange rates are volatile is the ability to capitalise exchange differences on foreign currency borrowings as 
part of the cost of a qualifying asset (for example, a property under development) under IAS 23 Borrowing Costs. 

IAS 23 allows this only “to the extent that [the exchange differences] are regarded as an adjustment to interest costs” and, as such, a careful assessment of whether, 
and to what extent, an exchange difference can be regarded as such must be performed before capitalisation can occur.

 

ESMA ENFORCEMENT PRIORITY

FRC FOCUS AREA
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Commodity prices
Volatile commodity prices have a direct impact on industries such as mining and oil and gas but are also significant to a wider range of entities that are dependent on those 
commodities (for example when oil is a key input in their cost structure). Key assumptions on commodity prices should be revised when relevant to issues such as: 

• impairment and net realisable value testing under IAS 36 and IAS 2 Inventories respectively;

• the measurement of assets acquired in a business combination under IFRS 3 Business Combinations; and

• estimates of the useful life of property plant and equipment and intangible assets.

Disclosures about significant estimates should include not only the prices considered in those assumptions but also the ranges considered in their sensitivity analyses.

Restriction on cash
Entities operating in some jurisdictions are also exposed to significant restrictions on cash repatriation. Those issues, along with country risk and exposures to high inflation 
should be considered in the disclosure of accounting policies as well as when applicable to comply with the requirements of: 

•  IAS 7 Statement of Cash Flows to disclose components of cash and cash equivalents held by the entity that are not available to the group (for example, cash held by  
a subsidiary operating in a country subject to exchange controls); 

• IFRS 12 Disclosure of Interests in Other Entities to disclose significant restrictions on the use of assets of the group; and 

• IFRS 7 Financial Instruments: Disclosures to disclose liquidity and market risks. 

Referendum on the United Kingdom’s membership of the European Union
An ‘in out’ referendum on the UK’s membership of the European Union is scheduled to take place before the end of 2017, the result of this referendum could have a 
significant effect on business and is already attracting attention from analysts. Companies should assess whether a potential ‘Brexit’ would have significant effects on 
their business that would require disclosure as part of their principal risks and uncertainties, together with any actions to be taken to mitigate these risks.

Quality of disclosures on accounting policies, judgements and uncertainties
Disclosure of significant accounting policies
To provide users with an understanding of the company’s financial performance, the description of its accounting policies should include information specific to that company 
that explains how accounting policies are applied to specific material, unusual and non-recurring transactions such as discontinued operations, capitalisation of assets under 
development and software development costs, minimum funding requirements for pensions, supplier rebates and discounts, debt modifications and bid costs. The disclosure 
should be informative rather than a simple repetition of the requirements of accounting standards and should explain how the requirements have been applied to the 
company’s particular circumstances. 

FRC FOCUS AREA
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The FRC continued to challenge companies about ‘boilerplate’ accounting policies relating to revenue recognition which failed to discuss all material revenue streams or to 
provide relevant information on those revenue streams (for instance, the specific events that trigger recognition of revenue and the treatment of sales returns, warranties and 
discounts). The most common challenge related to inadequate explanations of how companies estimated the stage of completion for long term contracts, particularly with 
respect to use of a “cost to cost” methodology where the revenue recognition profile appeared inconsistent with the pattern of service delivery. 

Similar concerns were expressed by ESMA in a public statement – Improving the quality of disclosures in the financial statements which recommended that entities think about 
materiality when preparing entity-specific disclosures that provide information to investors that is relevant to an understanding of the entity’s business. The statement also 
indicates an expectation that auditors should focus on similar objectives.

Materiality

The CRR report returns to the theme of materiality a number of times, noting that:

• both qualitative and quantitative aspects of materiality should be considered in making judgements;

•  an error can be less than a calculated, quantitative materiality value but still be material because the issue is relevant to investors;

•  as such, assessments of materiality need to be made by looking through ‘the right lens’ at what investors expect to see; and

•  in the context of prior year errors, the question of materiality should not be approached from the point of view of whether non-restatement can be justified, instead 
the wider relevance of the error to investors and other users should be considered with a view to providing them with the most reliable and transparent information.

The report also notes the FRC’s intention to continue to monitor practice in this area, including through liaison with audit regulators, and that it may:

•  challenge materiality assessments particularly when the use of a quantitative material argument to achieve a particular accounting treatment is suspected; and

• if widespread concerns over the application of materiality were identified, consider additional action.

The FRC’s approach to materiality is illustrated through a case study, describing a circumstance in which, late in the process of preparing its 2014 accounts,  
a company identified that a pension prepayment had been erroneously double-counted as a pension asset in its prior year financial statements.
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Despite the error being approximately five times the materiality value disclosed in the company’s 2013 audit report, it was deemed not material because the erroneous 
gain in 2013 and its reversal in 2014 were presented in other comprehensive income (OCI) rather than profit or loss and because the overstatement of pension assets 
was not quantitatively material when compared to the company’s net asset position. As a result, the error was not corrected by means of a prior year adjustment and 
no disclosure of its effect was provided.

The FRC disagreed with the approach of focusing only on the profit or loss effect of an error because:

• a company and its directors would be in breach of their responsibilities when preparing accounts if they fail to correct a known, material error;

•  investors are not the only users of the financial statements whose interest should be factored in with respect to materiality considerations (in this case, a levy payable 
to the Pension Protection Fund could be affected); and

• a failure to correct an error of this size and nature could impact an investor’s assessment of the culture and integrity of the company. 

As a result of the FRC’s challenge, the company reconsidered its approach, agreeing that the wider qualitative effects of the error on all of its primary statements 
(rather than only its quantitative effect on profit or loss and net assets) should have been considered.

Disclosures about significant judgements and uncertainties 
Paragraphs 122 and 125 of IAS 1 Presentation of Financial Statements require disclosure of the judgements made in applying an entity’s accounting policies that have the 
most significant effect on the amounts recognised in the financial statements, and disclosure of the major sources of estimation uncertainty. 

Entities should ensure that those judgements and assumptions are consistent across significant estimates (for example, the inflation, salary and benefits assumptions used in 
measuring a defined benefit obligation should be consistent with each other). They should also ensure that when significant changes are made from prior year assumptions 
those changes (including the events that triggered those changes) are appropriately explained in the financial statements. 

The CRR report also highlighted that meaningful disclosure of critical judgements was often included in Audit Committee reports with ‘boilerplate’ discussions being included 
in the actual accounts. In these scenarios, the Committee encouraged the narrative in the accounts to be updated to reflect the higher quality discussion in the Audit 
Committee report. 

The first paper in Deloitte’s new 
‘Thinking Allowed’ series focuses 
on materiality and can assist Boards 
in making such judgements. This 
publication is available on UK 
Accounting Plus.
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The accounting for complex supplier arrangements has been the subject of particular focus for the FRC and requires in most cases the application of significant 
judgement, particularly related to estimates of year end receivable or payable accruals (i.e. volume rebates and discount reserves), and changes in estimates. 
Disclosures should provide sufficient information to enable users to assess the potential impact of those arrangements on the entity’s performance. 

The FRC reported that most FTSE 350 companies they reviewed had responded positively to its Press Notice on this issue and had included relevant information on 
accounting judgements and associated amounts. Despite this improvement, the Committee would like to see further discussion on how such arrangements relate to 
companies’ business models and greater transparency in respect of significant changes in estimates between interim and annual reports – a requirement of IAS 34 
unless a separate second half or fourth quarter report is published.

Disclosure about accounting standards issued but not yet effective
Disclosure of the effect of changes in accounting standards that have not yet been adopted is an area of increasing regulatory focus in several jurisdictions, particularly as 
major new accounting standards on Financial Instruments (IFRS 9) and Revenue from Contracts with Customers (IFRS 15) are currently in issue but are not effective until 2018. 
There is an expectation that meaningful, entity specific discussion of the likely effect of these new standards on the entity’s financial statements will be provided, including the 
entity’s progress in implementing those new standards. 

It should also be noted that the requirement to disclose the effect of standards issued and not yet effective is applicable irrespective of whether a new standard has been 
endorsed for use in the European Union. 

Companies should ensure that any statement implying that no significant impact is expected from an accounting standard issued but not yet effective will only be given when 
a detailed assessment including, a review of relevant contracts for IFRS 15, has been performed by the company to support this assertion. 

Cash Flow Statements
The statement of cash flows is one of ESMA’s key enforcement priorities and was highlighted by the FRC as one of the issues raised most frequently in its reviews of financial 
statements.

Classification and netting of cash flows 
Operating activities are defined as the principal revenue-producing activities of the company and other activities that are not investing or financing activities. The definition 
implies that operating cash flows are determined after identifying items that specifically meet the definition of investing and financing activities. 

Errors in the classification of cash flows (particularly the incorrect classification of operating cash flows as investing or financing) and inappropriate netting of cash inflows and 
outflows (for example drawdowns of loans from one bank against repayments to a different bank) are common areas of regulatory challenge and highlight the need to apply care 
in the preparation of cash flow statements. Companies should ensure that cash flow classification is consistent with the treatment of transactions in other primary statements, 
with cross references provided to the relevant related notes, and should consider whether additional disclosure is necessary to explain significant or unusual cash flows. 

ESMA ENFORCEMENT PRIORITY

FRC FOCUS AREA
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Supplier chain financing and reverse factoring
The ESMA enforcement priorities specifically highlight the need for companies to assess the impact in their cash flow statements of their financing arrangements when 
the substance of those arrangements may trigger different classifications either as financing or operating. One example is the practice of ‘reverse factoring’ under 
which a bank commits to pay an entity’s suppliers at an accelerated rate in exchange for a discount. Companies using such a service will need to consider whether the 
trade payables to suppliers should be derecognised and replaced by financing liabilities to the bank and whether cash payments made should be classified as operating 
or financing in the statement of cash flows. 

Companies should disclose the accounting policies applied to the statement of financial position and cash flow statement classification balances and transactions 
affected.

Separate disclosure of non-cash transactions
IAS 7 requires disclosure of relevant information about investing and financing transactions that do not result in cash flows. 

Some examples of non-cash transaction are the acquisition of assets through a finance lease, acquisition of property, plant and equipment in exchange for other non-
financial assets and issuance of shares as consideration in a business combination. 

Definition of cash equivalents
IAS 7 defines cash equivalents as short-term, highly liquid investments which are readily convertible to cash and subject to insignificant risk of change in value. 

There is an inherent sensitivity in the concept of classifying an investment as being ‘as good as cash’, particularly in an environment of market volatility and care should be 
exercised in determining whether an investment meets these criteria as, for example, a fixed rate of interest could, depending on the interest rate environment, give rise to a 
significant risk of change in value.

Companies should disclose relevant, specific accounting policies on the classification of items (for example bank overdrafts – which should only be classified as cash 
equivalents when they form an integral part of the company’s cash management) as cash and cash equivalents.
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Fair Value Measurement 
A fair value measurement of a non-financial asset is based on its ‘highest and best use’ which in general involves the use of significant judgement and accordingly, is a 
recurrent area of focus by regulators. 

When applying a valuation technique (for example, a discounted cash flow analysis) to measure the fair value of a non-financial asset a company is required by IFRS 13 
Fair Value Measurement to maximise the use of observable inputs. The standard defines observable inputs as inputs that are developed using market data, such as publicly 
available information about actual events or transactions, and that reflects the assumptions that market participants would use when pricing the asset or liability. Another 
important requirement is that entities should use quoted market prices (without adjustment) when available unless quoted prices do not represent a fair value at the 
measurement date or are not readily accessible. 

‘Level 3’ fair value disclosures
The objective of the disclosures in IFRS 13 is to provide users information about the valuation techniques and inputs used in fair value measurements, in particular 
when those inputs are unobservable (i.e. not based on available market data). Focus on the effect of unobservable inputs is provided by additional disclosure 
requirements for assets and liabilities measured at fair value on a recurring basis and classified as ‘Level 3’ in IFRS 13’s fair value hierarchy (i.e. assets and liabilities with 
a significant unobservable input into their valuation). 

For such items, companies are required to disclose:

• quantitative information about the significant unobservable inputs used;

• a reconciliation of opening and closing balances, including the effect of any transfers into or out of ‘Level 3’;

• the amount of unrealised gains and losses recognised in profit or loss and the line item(s) in which they are presented;

•  a description of the valuation processes used by the entity (including, for example, how the entity decides its valuation policies and procedures and how it analyses 
changes in fair value measurements from period to period);

•  a narrative description of the sensitivity of the fair value measurement to changes in unobservable inputs that might result in a significantly different fair value 
measurement, including how interrelationships between unobservable inputs might magnify or mitigate those effects; and

•  for financial assets and liabilities, the effect (if significant) of changing one or more unobservable input to reflect reasonably possible alternative assumptions plus 
how that effect was calculated. 

The insight these disclosures provide into potentially subjective judgements applied to the valuation of an entity’s assets and liabilities makes them a likely area of 
regulatory focus and one in which entities should ensure that comprehensive, meaningful information is provided. It is notable that the disclosure requirements focus 
not just on the output of a valuation exercise but also on how it was performed (has the entity, for example, used fair values provided by a third party?). 

ESMA ENFORCEMENT PRIORITY
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Classification of Joint Arrangements 
The classification of joint arrangements as either joint operations (when the parties have rights to the assets and obligations for the liabilities, relating to the arrangement) or 
as joint ventures (when the parties have rights to the net assets of the arrangement) has been a challenging requirement since the standard IFRS 11 Joint Arrangements was 
published in 2011.

In March 2015, the IFRS Interpretations Committee provided additional clarity through the finalisation of a number of agenda decisions confirming that the consideration of 
‘other facts and circumstances’ required by IFRS 11 is not a test of whether each party to the joint arrangement is closely or fully involved with the operation of the separate 
vehicle, rather it is a test of whether those facts and circumstances create enforceable rights to the assets and obligations for the liabilities, and that two joint arrangements 
with otherwise similar features can be classified differently if one is structured through a separate vehicle and the other is not because:

•  the legal form of a joint arrangement structured through a separate vehicle must be overridden by other contractual arrangements or specific other facts and circumstances 
for the joint arrangement to be classified as a joint operation; but

• a joint arrangement that is not structured through a separate vehicle is always classified as a joint operation.

The Committee also confirmed that all facts and circumstances need to be considered to determine whether enforceable rights over the arrangements’ assets and enforceable 
obligations for its liabilities exist, including:

•  when output from a joint arrangement is sold to its owners at market price, whether the cash flows provided to the joint arrangement through the parties’ purchase 
of the output from the joint arrangement at market price, along with any other funding that the parties are obliged to provide, would be sufficient to enable the joint 
arrangement to settle its liabilities on a continuous basis; and

•  when a joint arrangement obtains financing from a third party, whether cash flows to the joint arrangement from the sale of output to the parties, along with any other 
funding that the parties are obliged to provide, satisfy the joint arrangement’s liabilities (including those to the third-party finance provider).

Companies with significant joint arrangements, particularly those that have classified those arrangements as joint operations based on an assessment of other facts and 
circumstances, may wish to revisit those assessments to ensure that they are consistent with the Interpretations Committee’s analysis.

Income Tax
The FRC highlighted challenges by global and European institutions and national governments to companies’ tax strategies as an area of future focus, particularly in respect of 
increasing importance of disclosure of tax risks and judgements.

Uncertain tax positions
Another important topic of regulatory focus is the recognition, measurement and disclosure of uncertain tax positions. Following a conclusion by the IFRS Interpretations 
Committee in November 2014 that IAS 12 Income Taxes should be considered in analysing the recognition and measurement of uncertain tax positions instead of IAS 37 
Provisions, Contingent Liabilities and Contingent Assets, the IASB issued a draft Interpretation of IAS 12 in October 2015 related to this issue. 

FRC FOCUS AREA
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Although the Interpretation is currently in draft form, with no mandatory effective date yet set, it may provide a useful framework for addressing a 
significant area on which current IFRSs provide limited guidance. The draft Interpretation proposes the following:

•  uncertainties in income tax liabilities or assets should be reflected in the tax liability or asset only when it is probable that the entity will pay or recover 
the amount under consideration; 

• an entity should make a judgement about the unit of account that provides relevant information for each uncertain tax position; and 

•  measurement of an uncertain tax position would be based on an assumption that the tax authorities would examine the amounts reported to them and 
have full knowledge of all relevant information (i.e., assuming full ‘detection risk’).

The draft Interpretation does not include any new disclosure requirements, but emphasises that an entity will need to determine whether it needs to 
disclose information about the judgements and uncertainties inherent in the tax accounting, in accordance with IAS 1 Presentation of Financial Statements. 

Meaningful disclosure in this area is also an area of increasing focus. Entities are encouraged to consider including the provision of useful information in 
the reconciliation between an entity’s statutory and effective tax rate and unrecognised tax benefits and judgements related to the recognition and release 
of valuation allowances on deferred tax assets. Amongst other things, disaggregation of reconciling items and the use of clear descriptions for those items 
can provide more meaningful information than categorising all items under generic headings such as ‘non-taxable income’ and ‘adjustments in relation to 
prior years’. Consistency with any discussion of tax risks in an entity’s management commentary should also be considered. 

Deferred tax assets 
IAS 12 Income Taxes requires entities to recognise a deferred tax asset derived from deductible tax differences and unused tax losses (even if the entity is currently loss 
making) provided that it is probable that the entity will generate future taxable income to utilise benefit from them. In many cases, the assessment as to whether the entity 
will generate future taxable income involves the use of significant judgement, for example the time period considered, tax planning strategies, impact of future contracts etc. 
Entities are required to disclose the judgements made and evidence that support the recognition of those deferred tax assets. For example, where a company is loss making, 
disclosure of the evidence over the availability of future profits to support a deferred tax asset is required.
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Base Erosion and Profit Shifting
The OECD and the G20 have initiated the ‘Base Erosion and Profit Shifting’ (‘BEPS’) project to address perceived inequalities and inconsistencies in the global tax 
landscape. This has resulted in a 15-point action plan to modernise the principles underlying today’s international tax landscape and to develop a consistent framework 
for countries to base their tax legislation upon.

Core principles of the project are the elimination of tax mismatches such that all income is taxed; the alignment of profits with value creation; the increase of 
transparency with tax authorities and the implementation of change in a coordinated fashion. While some of the proposals will be seen as increasing tax risk and 
bringing greater complexity, ultimately having a consistent tax platform is important to global businesses.

Similarly, the European Commission is launching initiatives to address tax evasion and tax fraud with the focus on improving tax transparency and create a fairer tax 
environment within the European Union.

These initiatives highlight the importance that companies should give to consideration of risks relating to tax as these can have significant effects on the recognition 
and measurement of tax balances.

New UK tax transparency rules
The UK Government has also published draft legislation setting out the requirement for large businesses to make their board-approved UK tax strategies 
publicly available on their corporate website. This new requirement will add to the reporting obligations of many companies.

The reconciliation of notional and effective income tax rates (performed on a total not current tax basis) should be prepared with care to ensure that:

• reconciling items are not aggregated at a level that does not provide sufficient information for investors to understand the sustainable tax rate; and

• the descriptions of reconciling items are not unclear or inconsistent. 
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FRC Thematic Tax Review
To encourage more transparent disclosure relating to the relationship between tax charges and accounting profit, the FRC announced in December that it will be 
conducting a thematic review of companies’ tax reporting. The target of the review is a number of FTSE 350 companies, who, in a departure from previous FRC 
practice, will be notified prior to their year-end that their tax disclosures provided in their next published reports will be reviewed. 

The FRC’s review will cover all of a company’s reporting including relevant disclosures in the strategic and other narrative reports, such as disclosure of principal risks 
and uncertainties, in addition to the accounting disclosures.

In particular, the review will focus on:

• tax reconciliation disclosures – how well the sustainability of the effective tax rate is conveyed; and

• tax liabilities (and assets) – uncertainties where the value at risk in the short term is not identified.

The FRC also challenged the accounting for tax on share-based payments when the methodology for allocation between equity and profit or loss was unclear and, following 
the identification of errors in externally prepared information in tax disclosures, reminded Boards that, whether or not external service providers are used, they remain 
responsible for information in the financial statements and that robust review procedures should be in place. 

Impairment
Impairment continues to be a significant issue for many companies operating in many markets and care should continue to be taken in applying the requirements of IAS 36 
Impairment of Assets and in properly disclosing the results of that exercise. 

In measuring the value in use of an asset, cash-generating unit or group of cash-generating units, companies should focus on ensuring that, as required by IAS 36, cash flow 
projections are reasonable and supportable and that they represent management’s best estimate of the range of economic conditions that will exist over the remaining useful 
life of the asset, cash-generating unit or group of cash-generating units. The period over which such projections are made is also important, with use of budgets or forecasts 
extending beyond five years permitted only when an entity’s ability to forecast cash flows over that longer period can be demonstrated based on past experience.

The slide deck of detailed technical findings accompanying the CRR report also highlighted that the Committee has challenged companies on 

• the application of a single discount rate to CGUs with apparently different risk profiles;

• the level at which goodwill is tested for impairment, particularly if that appears to be higher than an operating segment level; and

• the provision of goodwill sensitivity disclosures when it seemed that there was little ‘headroom’ in the impairment review.
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The forecast cash flows must be discounted using a pre-tax rate, reflecting current market assessments of the time value of money and risks specific to the asset, cash-generating 
unit or group of cash-generating units. As noted above, in a volatile economic environment the appropriate discount rate may have changed compared to previous periods.

Likewise, any impairment calculation based on fair values should be rigorously performed based on the requirements of IFRS 13 Fair Value Measurement, including those 
discussed above.

The disclosure requirements of IAS 36 should then be applied carefully, including:

•  if an impairment loss has been recognised or reversed, whether the recoverable amount of the asset, cash-generating unit or group of cash-generating units has been 
determined based on its value in use or on its fair value less costs of disposal;

• if the latter, the level within IFRS 13’s hierarchy in which that fair value measurement is categorised; and

•  if that is Level 2 or Level 3, the valuation technique and key assumptions (not limited to discount and terminal growth rates) should be described. If the recoverable amount 
is value in use, the discount rate(s) used and previous estimate (if any) of value in use should be disclosed.

Impairment is also an area in which the requirements of IAS 1 Presentation of Financial Statements to disclose significant judgements and sources of estimation uncertainty 
can often apply.

For assets other than goodwill that have previously been subject to impairment, it is important to remember that IAS 36 requires an assessment at the end of each reporting 
period of whether a reversal of that impairment has occurred.

The current low levels of commodity prices mean that, although by no means the only entities affected, companies operating in extractive industries are likely to have 
significant judgements to make in terms of impairment.

As well as the general requirements of IAS 36, entities with exploration and evaluation assets should bear in mind the specific requirements of IFRS 6 Exploration for 
and Evaluation of Mineral Resources to assess such assets for impairment when:

• the entity’s right to explore has expired, or will expire in the near future and is not expected to be renewed;

• substantive expenditure on further exploration and evaluation activities is neither budgeted nor planned;

•  commercially viable quantities of mineral resources have not been discovered and the entity has decided to discontinue exploration and evaluation of the specific 
area in question; or

•  sufficient data exists to indicate that, even though development in the specific area is likely to proceed, the resulting income is unlikely to be sufficient to recover the 
carrying amount of the exploration and evaluation asset.
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Use of ‘Non-GAAP’ Measures
The use of ‘Non-GAAP’ or ‘alternative performance measures (APMs)’ continues to be an area of heightened regulatory scrutiny with ESMA publishing its finalised  
Guidelines on Alternative Performance Measures. 

These guidelines apply to financial APMs (other than those included in the financial statements themselves) such as EBITDA or ‘profit before exceptional items’ disclosed 
in ‘regulated information’ that is made available to the market in accordance with the requirements of the Transparency Directive and the Market Abuse Regulation and 
prospectuses published on or after 3 July 2016 and will require:

• that APMs not be displayed with more prominence, emphasis or authority than, or distract from, measures directly stemming from financial statements;

• that each APM has a meaningful, well defined label;

• that each APM be reconciled to the most directly reconcilable item in the financial statements;

• that an explanation be provided as to why an APM is considered to provide useful information; and

• that APMs be presented consistently from period to period with comparative information provided.

It is possible to provide this information via cross-reference to another easily accessible document.

The inclusion of documents other than annual reports in the scope of ESMA’s guidance should not be overlooked as it will require care to be applied in the preparation of 
a variety of documents (for example, analyst presentations) including the addition of reconciliations (possibly via cross-reference to another document) between APMs and 
financial statement items.

Entities may wish to consult with their brokers or legal advisers to ensure clarity on which of their publications are covered by the Market Abuse Regulation.

These guidelines are consistent with previous publications by, amongst others, the International Organisation of Securities Commissions (IOSCO) and the International 
Federation of Accountants (IFAC). 

The IASB’s disclosure initiative project also includes this topic. The IASB’s tentative view is that non-IFRS information should not be prohibited as long as it is fairly 
presented, this principle is consistent with the views of the regulators detailed above; however, the IASB considers that it would be difficult to formulate prescriptive 
rules to define what constitutes ‘fair presentation’, instead the Board believes that the focus should be on providing general guidance on how those performance 
measures should be used in the financial statements. 

ESMA ENFORCEMENT PRIORITY

FRC FOCUS AREA
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The FRC also identified issues relating to the use of ‘exceptional’ items in the income statement, these include:

• inconsistent presentation of non-recurring entries (particularly the exclusion of non-recurring credits from exceptional items when similar or related debits are included);

• missing accounting policies for exceptional items, or lack of explanation as to what made an item exceptional; and

• ‘non-recurring’ items that had also occurred in the previous year. 

Business combinations
The FRC challenged companies when fewer intangible assets were identified than expected following a business combination. IFRS 3 Business Combinations requires intangible assets 
to be recognised separately from goodwill and measured at fair value (in accordance with IFRS 13 Fair Value Measurement) when they arise from contractual or legal rights or they 
can be sold or otherwise disposed of separately from the business. The FRC looked for consistency between intangible assets identified and external announcements and front-half 
disclosures in respect of acquisitions. For example, if customer lists were referred to as a key driver in the decision to make an acquisition, recognition of customer-related intangibles 
would be expected. The FRC also stressed that Boards need to have the appropriate resources, including potentially external advisers, to identify and measure intangible assets. 

In addition:
•  two of the three company specific press releases issued by the FRC’s Conduct Committee included a business combination that should have been, but was not, treated as  

a reverse acquisition. Identification of the acquirer in a business combination is an important step which should not be overlooked; and

•  the Committee continues to challenge whether amounts classified as contingent consideration should have been characterised as post-combination remuneration of employees.

Pension schemes
Following the first full year of reports prepared under the revised version of IAS 19 Employee Benefits, the FRC noted its disappointment that some companies had not 
updated their accounting policy disclosures to reflect this change. The revised standard requires companies to disclose the applicable regulatory framework for their pension 
schemes and to describe the level of minimum funding requirements, particularly when onerous contract provisions are required in respect of an unrecoverable pension 
surplus. The Conduct Committee wrote to companies when appropriate disclosure had not been provided. Companies were also reminded of the requirement to provide 
sensitivity analyses for significant actuarial assumptions and information on the maturity of defined benefit obligations.

To provide users with a full understanding of pension arrangements, comprehensive and quantitative information on minimum funding requirements should be provided.

The IFRS Interpretations Committee is currently considering the assessment of the rights of trustees in the context of a company’s rights to a pension surplus and has 
issued an exposure draft proposing amendments to IAS 19 and IFRIC 14 IAS 19 – The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their 
Interaction. One of the proposals in the exposure draft is to clarify that a surplus that the trustee can use, without the company’s consent, to enhance benefits payable 
to members cannot be recognised as an asset on the basis of a future refund. 

The CRR Report highlights an expectation that until any amendments are finalised and effective, companies will disclose significant accounting judgements on trustees’ 
rights, along with the extent to which a company’s policies are consistent with the exposure draft.

FRC FOCUS AREA

FRC FOCUS AREA
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Other topics
Regulators, including the FRC in the slide deck of detailed finding accompanying the CRR report, continued to raise concerns and challenges relating to other areas of 
accounting.

• IFRIC 21 Levies: the application of this interpretation continues to be challenging, due in part to development of new forms of levy. For example:

 –  The EU Banking Deposit Guarantee Scheme was introduced to protect depositors whose banks have failed and is funded by contributions made by banks. Contributions 
are due on January of each year and should be recognised on that date. 

 –  Banks will be required to contribute, from 2016, to the EU single resolution fund. If an entity is required to make non-refundable cash contribution that payment falls 
into the scope of IFRIC 21. 

 –  Under both schemes Banks will also need to consider the timing of recognition for irrecoverable payments commitments to contribute to the fund in the future that are 
contingent on the fund calling for payment if there is a resolution event. Such commitments may be contingent liabilities prior to the resolution event occurring. 

•  Segment reporting: significant judgements are required in the identification of reportable segments and of the chief operating decision maker. In some cases, there 
are complex organisational and reporting structures which add complexity to these judgements. Entities are required to disclose the judgements made in this area and, 
following an amendment to IFRS 8 Operating Segments effective from 1 January 2015, judgements made in determining whether segments with similar economic 
characteristics should be aggregated for disclosure purposes. 

•  Intangible assets: disclosure should be provided of research and development expense, amortisation methods, useful lives, additions (disaggregated between internal 
development, separate acquisition and acquisition via a business combination) and of any individually significant intangible asset along with its remaining amortisation 
period. Classes of intangible asset (and, indeed, of property, plant and equipment) should not group together assets of dissimilar nature or use.

•  Capital management: the description of capital in the front half of the annual report should be consistent with the capital management note and boilerplate capital 
management policies should be avoided. 

•  Provisions, contingent liabilities and contingent assets: care should be exercised in the preparation of disclosures of movements in provisions to avoid disclosure 
inconsistencies between contingent liability note and strategic report, the aggregation of provisions into a significant class of ‘other’ provisions, aggregation of provisions 
into other payables and a lack of relevant disclosures for each class of provisions, contingent liability and contingent asset. Failure to disclose a contingent liability on the 
basis that this would be ‘seriously prejudicial’ is also likely to attract regulatory scrutiny.

• Financial instruments: credit risk disclosures should be provided for all financial assets, not just trade receivables.

• Presentation of financial statements: 

 –  accruals and deferred income and prepayments and accrued income should not be aggregated as these items are different in nature and liquidity; and

 –  items of other comprehensive income that could be recycled to profit or loss in the future should be clearly differentiated from those that will not.

•  Leases: a general description of material leasing arrangements should be provided when material and relevant, for example if a company has engaged in a complex sale 
and purchase arrangement.

Industry issues were also noted by the FRC in respect of resource companies, specifically over their explanation of industry specific terms, the level of detail included in 
accounting policies for exploration and evaluation assets (particularly with respect to the nature of costs capitalised) and the use of straight line depreciation for mine assets. 
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December 2015 reporting issues
Topical accounting issues – New UK GAAP reporting

For periods beginning on or after 1 January 2015, the new UK GAAP regime replaces existing UK GAAP standards. These changes will affect all entities that previously 
reported under UK GAAP, including:

• listed companies that prepared consolidated financial statements under IFRSs, but used UK GAAP for their separate financial statements;

• subsidiaries of listed companies; and

• private companies that prepared either consolidated or individual company financial statements under UK GAAP.

Many companies will already be well advanced in planning for the new regime, whilst others may have further work to do. 

Choice of reporting framework
Companies moving from ‘old UK GAAP’ have the choice of applying either IFRS reporting or the new FRS 102 The Financial Reporting Standard applicable in the UK and 
Republic of Ireland. Individual financial statements (of either a parent or subsidiary) can also be prepared using the measurement and recognition requirements of either 
regime (with, in the case of IFRSs, some minor amendments to comply with Company Law) but with significantly reduced disclosure requirements.

Simplified regimes are also available to small and ‘micro’ entities.

Qualifying for reduced disclosures
The basic definition of a ‘qualifying entity’ for these purposes is straightforward, being, “a member of a group where the parent of that group prepares publicly available 
consolidated financial statements which are intended to give a true and fair view (of the assets, liabilities, financial position and profit or loss) and that member is included 
in the consolidation.” This captures the parent and subsidiaries of all groups with consolidated financial statements prepared in the UK and most with overseas parents. 

However, there are subtleties to be considered before those disclosure exemptions are applied:

•  ‘included in the consolidation’ follows a legal definition meaning by means of full consolidation. Inclusion by means of equity accounting or proportionate 
consolidation (for example, of a joint venture) is not sufficient to qualify;

•  many of the more extensive disclosure exemptions (for example, those on share-based payments and fair value measurement) are only available if ‘equivalent’ 
disclosures are included in the consolidated financial statements. If those statements are prepared under IFRSs, this will be the case, but a more careful consideration 
may be needed if they are prepared under a different GAAP; and

•  the reduced disclosure regimes are only available once the company’s shareholders have been notified in writing about (and have not objected to) use of disclosure 
exemptions. For a subsidiary or privately owned company, this is likely to be a relatively minor administrative exercise but a public company seeking to apply reduced 
disclosures in its separate financial statements will need to notify the market before issuing December 2015 financial statements prepared on that basis.

Also, ‘financial institutions’ cannot take advantage of the exemptions in FRS 101 Reduced Disclosure Framework - Disclosure exemptions from EU-adopted IFRS for 
qualifying entities from the disclosure requirements of IFRS 7 Financial Instruments: Disclosures and (insofar as they relate to financial instruments) IFRS 13 Fair Value 
Measurement. The definition of ‘financial institution’ covers any entity whose principal activity is to generate wealth or manage risk through financial instruments, 
it is clear that, for example, a bank or building society meets that definition but careful consideration should be given as to whether, for example, a group treasury 
company should be considered to be acting in that capacity.
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Applying FRS 102
The headline differences between ‘old UK GAAP’, IFRSs and FRS 102 are laid out in Changing your GAAP. However, as companies have progressed their work on applying the 
new standard and the FRC refined the standard with amendments issued in July 2015 more subtle issues have come to light. 

Intercompany loans Balances with other group companies are subject to the same ‘basic or non-basic’ test as balances with third parties to determine whether 
they should be measured at amortised cost or at fair value. The terms of intercompany loans will, therefore, need to be assessed carefully.

Measurement at amortised cost means that intercompany loans that are not due on demand and do not accrue a market rate of interest 
will not be initially recognised at their nominal amount. Instead, a distribution or capital contribution will be accounted for.

Derivatives and hedge 
accounting

Although all derivatives will have to be measured at fair value, the requirements for applying hedge accounting are less onerous than under 
IFRSs. In particular, the transitional provisions are generous with hedge designation and documentation only required to be completed by 
the time the first set of FRS 102 financial statements are authorised for issue.

Fair value as  
‘deemed cost’

Companies can elect, on an asset-by-asset basis, to use the fair value of an item of property, plant and equipment or investment property 
as at the date of transition to FRS 102 as its deemed cost.

Group pension schemes The multi-employer exemption commonly applied under ‘old UK GAAP’ is no longer available for defined benefit plans sharing risks between 
entities under common control. As a result, groups will either need to allocate the scheme surplus or deficit to individual companies on the 
basis of a contractual agreement or stated policy or recognise the balance in full in the company that is legally responsible for the scheme.

Given the potential size of those balances, this decision could significantly affect the distributable profits position of companies within a group.

Operating lease 
incentives

These are to be spread over the full lease term rather than, as under ‘old UK GAAP’ to the first rent review.

Fixed asset investments Investments in ordinary and preference shares must be measured at fair value through profit or loss if that value is reliably measurable.  
If it is not, they are measured at cost less impairment.

The only exception to this rule is for investment in subsidiaries, associates and jointly controlled entities for which there is an accounting 
policy choice, by class of investment, between the two approaches.

Business combinations FRS 102 retains a cost allocation approach, rather than the fair value exchange approach of IFRSs, but unlike ‘old UK GAAP’, FRS 102:

• does not require intangible assets to be separable in order to be accounted for separately from goodwill; and

• requires the recognition of deferred tax on differences between the fair value of assets and liabilities recognised and their tax values.
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The FRC acknowledged that Boards responded well to the strategic report requirements – taking time to restructure their reports and including succinct descriptions of their 
business model. However, the Committee challenged companies who gave undue prominence to alternative performance measures whilst ignoring GAAP measures and those 
who included extraneous material yet failed to provide a comprehensive explanation of relevant areas such as financial position, cash flow, financial trends, non-recurring 
items or mitigation of principal risks and uncertainties. They also challenged where KPIs could not be reconciled to IFRS information. 

For companies looking for guidance in this area, UK Accounting Plus provides a number of resources on the strategic report and narrative reporting more generally. 

The FRC highlighted, however, that poorer quality reporting in this area was observed in the annual reports of small listed and AIM companies. In a letter to the finance 
directors of such companies, it has clarified that to be clear, concise, balanced and understandable the report should:

•  provide a clear description of the company’s business model and strategy;

•  link information in the report to the rest of the annual report;

•   include principal risks and uncertainties that are material to the development, performance, position or future prospects of the company – generic risks should not be 
included;

•  explain why these risks are material and the plans to mitigate these risks; and

•  make sure any financial or non-financial KPIs are consistent with other information presented in the report.

FRC FOCUS AREA

December 2015 reporting issues
The strategic report
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The FRC continues to drive its Clear and Concise (Cutting Clutter) initiative, with letters to companies highlighting areas that could be improved, such as the removal of 
extraneous material, giving prominence to important issues, tailoring narrative and ensuring the whole report is internally consistent. Boards should make an objective and 
wide ranging assessment of materiality that considers the size and nature of items when considering the materiality of disclosures, and should be able to justify the omission 
of disclosures if they have been deemed to be immaterial. 

Case study demonstrating the FRC’s approach to companies that have undertaken a “Clear and Concise” review. 

A company undertook a “Clear and Concise” project and, as a result, removed from its 2013 financial statements the detailed share-based payments disclosures required 
by IFRS 2 on the basis that the charge was not considered to be material, disclosing only the charge for the year and the dilutive effect of the share-based payments on 
earnings per share. 

The FRC considered the information provided by the company together with the disclosure principles in IFRS 2. The FRC welcomed the work the company was doing 
in trying to remove immaterial items. In this case it believed the company had considered two of the three disclosure principles of IFRS 2 (the nature and extent of 
share-based payment transactions and their effect on profit or loss and financial position) but had not included any detail on the approach to valuing the share based 
payments. The FRC questioned whether some high level disclosure on the approach to valuation would benefit users, stressing that previous disclosures did not need to 
be reinstated. 

On reflection the company concluded that a brief disclosure on the methodology for estimating the fair value of the share based payments would be proportionate and 
beneficial to users. 

FRC FOCUS AREA

December 2015 reporting issues
Clear and concise reporting
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The Companies, Partnerships and Groups (Accounts and Reports) Regulations 2015 (SI 2015/980) which implement the EU Accounting Directive in the UK remove the 
concession under s410 Companies Act 2006 (“the Act”) which allowed companies to list only their ‘principal’ subsidiaries and other significant holdings in their annual 
financial statements and file a complete list with their annual return.

As a result, all annual financial statements approved after 1 July 2015 must include a full list of related undertakings. This change will affect not only the ultimate parent 
company of a group, but also any intermediate parents within the group structure.

December 2015 reporting issues
Related undertakings disclosure

A Deloitte ‘Closer look’ 
publication answers questions 
that are frequently being 
asked in relation to this 
requirement.
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The FRC’s Financial Reporting Lab has published its findings from its project Disclosure of dividend policy and practice. The project was prompted by an interest from a group 
of long-term institutional investors in the capital maintenance regime and subsequently broadened to cover best practice disclosure of dividend policy and practices.

Investors consider dividend disclosures to be helpful in certain circumstances and some believe that such disclosure is always required. The FRC understands (and, according 
to a letter to audit committee chairs of larger listed companies, has had the understanding confirmed by the Department for Business, Innovation and Skills) that under the 
Companies Act 2006 there is no requirement for companies to identify distributable profits on their balance sheet, although it recognises that such disclosure may be useful 
in particular circumstances (for example, disclosure on actions being taken by a company with insufficient resources to deliver a dividend in line with its policy and disclosures 
giving context to those group entities that are significant to providing the parent with distributable profits) and highlighted a general expectation that the level of disclosures 
will increase as company dividend resources become more limited.

The Reporting Lab’s report covers issues relevant to all sizes of listed company and focuses primarily on disclosures in the annual report, although a range of company 
communications is considered. 

Important considerations relating to distributable profits:
•  Distributable reserves are based on the separate financial statements of a parent company. Amounts disclosed in the consolidated financial statements have no 

relevance to the amount which may lawfully be distributed to shareholders as dividends. However, in all but the simplest situations, investors are likely to be 
interested in more than just the amount of distributable reserves in the parent company.

•  For complex international groups, the parent’s own reserves will be only part of the story. Investors will be interested in the amount of reserves elsewhere in the 
group that are available to pay up to the parent. However, the ability to make use of these reserves may be subject to a variety of risks and uncertainties. These 
could include local regulatory requirements in the jurisdictions concerned and adverse taxation consequences.

•  Explaining these issues clearly and concisely may prove a challenge for some groups. However, it is important to remember the objective of the disclosures and to 
avoid excessive detail. As the FRC Lab Report explains, the extent of disclosure should be linked to the margin between available reserves and the expected level of 
dividends. As the report also mentions, the availability of cash will often be a greater restraint than the level of distributable reserves.

Need to know – FRC’s Financial 
Reporting Lab issues report on 
disclosure of dividend policy 
and practice provides more 
detail on the FRC Lab Report 
and associated issues around 
distributions.

December 2015 reporting issues
Disclosure of dividend policy
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Corporate governance
There are many Governance-related areas which should be focused on by audit committees as we head into reporting season.

These include:

• how audit committees should engage with the changes in risk management and internal control required by the 2014 updates to the UK Corporate Governance Code;

• the key decision points in arriving at the first longer term viability statement;

• significant upcoming changes in international tax and expectations of transparency around tax policies and risks; and

• the latest position on implementation of the EU Regulation and Directive on audit.

For more information and guidance relating to corporate governance issues relevant to 2015 year-ends, including tips on effective audit committee reporting, refer to the 
publication Governance in focus: Audit committees and the 2015 reporting season – year end briefing.

Integrated Reporting <IR>
In 2015, <IR> has continued to be a hot topic in the UK, particularly among the larger quoted companies. Deloitte’s 2015 annual reporting insights noted that 7% of 
companies surveyed made an explicit reference to <IR> with a further, 51% making clear reference to relationships or resources used as inputs or outputs (what <IR> would 
terminology would call ‘capitals’ within the description of their business model.

Deloitte’s publication, <IR>: How does it fit into the UK corporate reporting landscape?, examines how current UK annual reporting requirements correspond to the 
International <IR> Framework and what value could be added by further application of integrated thinking. 

Other issues
Corporate governance and Integrated Reporting <IR>
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New accounting standards, amendments and interpretations mandatorily effective for years ending 
31 December 2015

Further detail on the new and revised standards discussed below is available at:

http://www.ukaccountingplus.co.uk/tag-types/global/newsletters/need-to-know

IFRS IASB Effective Date  
– periods commencing on or after:

EU-endorsed effective Date  
– periods commencing on or after:

Amended Standards:

Amendments to IAS 19 Employee Benefits – Contributions from 
employees or third parties that are linked to services. 

1 July 2014 1 February 2015*

Amendments to IFRS 2, IFRS 3, IFRS 8, IFRS 13, IAS 16, IAS 24 and 
IAS 38 issued in the Annual Improvement Cycle 2010-2012 

1 July 2014 1 February 2015*

Amendments to IFRS 1, IFRS 3, IFRS 13 and IAS 40  issued in the  
Annual Improvement Cycle 2011-2013. 

1 July 2014 1 January 2015

*  Although not mandatory for companies with a 31 December 2015 year end reporting under IFRSs as endorsed for use in the European Union, these amendments are (due to their IASB effective 
date) mandatory for companies reporting under IFRSs as issued by the IASB (either by choice or due to a requirement of an exchange upon which they are listed).

Amendments to IAS 19 Employee Benefits – Contributions from employees or third parties that are linked to services
The amendments to IAS 19 permit contributions that are independent of the number of years of service to be recognised as a reduction in the service costs in the period in 
which the service is rendered, instead of allocating the contributions to periods of service. 

Amendments to IFRS 2, IFRS 3, IFRS 8, IFRS 13, IAS 16, IAS 24 and IAS 38 issued in the Annual Improvement Cycle 2010-2012
The amendments introduced in the 2010-2012 annual improvement cycle were:

•  IFRS 2 Share-based Payment – Definition of ‘vesting condition’: Amends the definitions of ‘vesting condition’ and ‘market condition’ and adds definitions for ‘performance 
condition’ and ‘service condition’ (which were previously part of the definition of ‘vesting condition’).

•  IFRS 3 Business Combinations – Accounting for contingent consideration in a business combination: Clarifies that contingent consideration that is classified as an asset or a 
liability shall be measured at fair value at each reporting date.

Appendices
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•  IFRS 8 Operating Segments: (i) Aggregation of operating segments: Requires an entity to disclose the judgements made by management in applying the aggregation 
criteria to operating segments. (ii) Reconciliation of the total of the reportable segments’ assets to the entity’s assets:

 Clarifies that an entity shall only provide reconciliations of the total of the reportable segments’ assets to the entity’s assets if the segment assets are reported regularly.

•  IFRS 13 Fair Value Measurement – Short-term receivables and payables: Clarifies that issuing IFRS 13 and amending IFRS 9 Financial Instruments and IAS 39 Financial 
Instruments: Recognition and Measurement did not remove the ability to measure short-term receivables and payables with no stated interest rate at their invoice amounts 
without discounting if the effect of not discounting is immaterial.

•  IAS 16 Property, Plant and Equipment – Revaluation method - proportionate restatement of accumulated depreciation: Clarifies that when an item of property, plant and 
equipment is revalued the gross carrying amount is adjusted in a manner that is consistent with the revaluation of the carrying amount.

•  IAS 24 Related Party Disclosures – Key management personnel: Clarifies that an entity providing key management personnel services to the reporting entity or to the 
parent of the reporting entity is a related party of the reporting entity.

•  IAS 38 Intangible Assets – Revaluation method - proportionate restatement of accumulated amortisation: Clarifies that when an intangible asset is revalued the gross 
carrying amount is adjusted in a manner that is consistent with the revaluation of the carrying amount.

Amendments to IFRS 1, IFRS 3, IFRS 13 and IAS 40  issued in the Annual Improvement Cycle 2011-2013.
The amendments introduced in the 2011-2013 annual improvement cycle were:

•  IFRS 1 First-time Adoption of International Financial Reporting Standards – Meaning of effective IFRSs: Clarifies that an entity, in its first IFRS financial statements, has the 
choice between applying an existing and currently effective IFRS or applying early a new or revised IFRS that is not yet mandatorily effective, provided that the new or 
revised IFRS permits early application. An entity is required to apply the same version of the IFRS throughout the periods covered by those first IFRS financial statements.

•  IFRS 3 Business Combinations – Scope of exception for joint ventures: Clarifies that IFRS 3 excludes from its scope the accounting for the formation of a joint arrangement 
in the financial statements of the joint arrangement itself.

•  IFRS 13 Fair Value Measurement – Scope of paragraph 52 (portfolio exception): Clarifies that the scope of the portfolio exception defined in paragraph 52 of IFRS 13 
includes all contracts accounted for within the scope of IAS 39 or IFRS 9, regardless of whether they meet the definition of financial assets or financial liabilities as defined 
in IAS 32 Financial Instruments: Presentation.

•  IAS 40 Investment Property – Clarifying the interrelationship of IFRS 3 Business Combinations and IAS 40 when classifying property as investment property or owner-
occupied property: Clarifies that determining whether a specific transaction meets the definition of both a business combination as defined in IFRS 3 and investment 
property as defined in IAS 40 requires the separate application of both standards independently of each other.
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New and revised IFRSs available for early application in years ending 31 December 2015

Paragraph 30 of IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors requires entities to consider and disclose the potential impact of new and 
revised IFRSs that have been issued but are not yet effective.

The list below reflects a cut-off date of 30 November 2015. The potential impact of the application of any new and revised IFRSs issued by the IASB after that date but 
before the financial statements are issued, which may include the IASB’s new standard on leases due for publication in January 2016, should also be considered and 
disclosed.

For those reporting under EU-endorsed IFRSs, to the extent that the below conflict with current standards, such items cannot be early adopted until they have been 
endorsed for use in the EU.

IFRS IASB Effective Date – periods commencing 
on or after:

EU-endorsed effective Date – periods 
commencing on or after:

New Standards

IFRS 9 –  Financial Instruments 1 January 2018 * TBC – Endorsement outstanding

IFRS 14 – Regulatory Deferral Accounts First time adopters whose first annual 
IFRS financial statements are for a period 
beginning on or after 1 January 2016

EU has decided not to endorse as very few 
European companies would fall within its 
scope.

IFRS 15 – Revenue from Contracts with Customers 1 January 2018 ** TBC – Endorsement outstanding

Amended Standards

Amendments to IFRS 10 and IAS 28 – Sale or Contribution of Assets between  
an Investor and its Associate or Joint Venture

1 January 2016 TBC – Endorsement outstanding

Amendments to IFRS 11 – Accounting for Acquisitions of Interests in Joint Operations 1 January 2016 1 January 2016

Amendments to IAS 16 and IAS 38 – Clarification of Acceptable Methods of  
Depreciation and Amortisation

1 January 2016 1 January 2016

Amendments to IAS 16 and IAS 41 – Agriculture: Bearer Plants 1 January 2016 1 January 2016

Amendments to IAS 27 – Equity Method in Separate Financial Statements 1 January 2016 TBC – Endorsement outstanding

Annual Improvements – 2012-2014 cycle 1 January 2016 TBC – Endorsement outstanding

Amendments  to IFRS 10, IFRS 12 and IAS 28 – Applying the consolidation exception 1 January 2016 TBC – Endorsement outstanding

Amendments to IAS 1 – Disclosure initiative 1 January 2016 TBC – Endorsement outstanding

* For periods beginning before 1 January 2018, previous versions of IFRS 9 may be adopted provided the relevant date of initial application is before 1 February 2015.
** The standard was originally issued with an effective date 1 January 2017, the IASB decided in September 2015 to defer its effective date to 1 January 2018. 
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Deloitte resources
There are a number of resources prepared by Deloitte to assist during the upcoming reporting season. Many have been highlighted throughout this publication and further 
key resources are listed below. 

The Closing Out 2015 page on UK Accounting Plus
A dedicated page on UK Accounting Plus which provides links to further resources relating to topics discussed in this publication.

Annual report insights 2015 – Building a better report
Building a better report summarises the findings from a review of 100 listed UK companies and identifies new and existing regulations for companies to focus on when 
preparing their next annual report. It also gives other ideas for improved reporting including thoughts for those looking to embrace integrated reporting and to begin living 
their story rather than just reporting it.

For those wanting to dive deeper, the reporting landscape includes more in depth analysis.

GAAP 2016 Model annual report and financial statements for UK listed groups
This publication provides comprehensive guidance on the presentation and disclosure requirements for company reporting that will apply to listed groups for 2015.  
This publication includes guidance on the strategic report and directors’ remuneration and illustrative financial statements.

Please request a copy from your Deloitte contact, as this publication will not be available on UK Accounting Plus.
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