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In Closing Out 2016, we discuss the principal issues  
arising in respect of 31 December 2016 annual reports, 
being primarily:

 • areas of regulatory focus identified in the Financial 
Reporting Council’s (FRC’s) Annual Review of Corporate 
Reporting 2015/2016 (‘the FRC annual review’) and its 
accompanying slide deck on the technical findings of the 
Financial Reporting Review Panel and as the European 
Securities and Markets Authority’s (ESMA’s) common 
enforcement priorities; and 

 • issues arising from the current economic environment 
and developments in reporting standards.

As in previous years, the FRC annual review provides an 
assessment of UK corporate reporting based on reviews 
of listed, AIM quoted and large private companies by the 
FRC’s Corporate Reporting Review team. 

As well as financial reporting issues, we also cover other 
aspects of reporting, including the increasing focus on 
disclosure of risk and of dividend policy. 
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The UK regulatory environment
The FRC annual review	draws	primarily	from	the	FRC	Conduct	Committee’s	reviews	of	the	annual	and	interim	reports	of	listed,	AIM	quoted	and	
large	private	companies,	which	are	designed	to	ensure	compliance	with	legal	and	regulatory	reporting	requirements.	The	accompanying slide deck 
provides	additional	detail	on	specific	issues	raised	in	reviews	of	companies’	annual	reports.

The	Committee	directs	its	resources	primarily	towards	the	reports	of	the	UK’s	largest	listed	companies	as	the	quality	of	those	reports	is	of	the	
greatest	importance	to	investor	confidence.	If	its	reviews	identify	potential	areas	of	non-compliance,	a	dialogue	with	the	company	is	instigated	to	
resolve	the	issues	and	agree	any	action	needed	to	improve	the	company’s	reporting.	In	a	change	from	previous	years,	the	FRC	now	also	writes	to	
companies	to	inform	them	that	their	annual	report	has	been	reviewed	but	no	material	issues	requiring	further	explanation	have	been	identified.

The	FRC	annual	review	acknowledges	that	levels	of	compliance,	particularly	amongst	larger	public	companies,	is	generally	good	but	notes	the	
potential	for	further	improvement,	particularly	in	maintaining	balance	in	corporate	reporting.	It	was	specifically	noted	that	a	failure	to	acknowledge	
negative	results	as	well	as	positive	and	the	excessive	or	inappropriate	use	of	adjusted	profit	figures	or	alternative	performance	measures	
undermines	the	quality	of	corporate	reporting.

Letter to Audit Committee Chairs and Finance Directors 

Continuing an approach adopted in 2015, the FRC wrote in October to the audit committee chairs and finance directors of listed 
companies to highlight aspects of annual reports that they should aim to improve and to highlight changes to UK reporting 
requirements.

These areas were largely consistent with the FRC annual review and are addressed elsewhere in this document, with the letter 
focusing on:
 • Strategic Report – The quality of business model reporting, use of alternative performance measures and the reporting of risk 
(particularly in the context of ‘Brexit’).

 • Financial Statement Disclosures – Covering a number of areas including tax, dividends and upcoming changes in IFRSs.
 • Remuneration and Audit Committee Reporting – Highlighting a desire for clarity and brevity in remuneration reports and for 
specific issues (including interactions with the FRC) to be addressed in audit committee reports.
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The effect of ‘Brexit’ on UK regulation 

The FRC annual review highlights the fact that, whilst the UK remains in the EU, UK reporting remains subject to the EU legislative 
framework. This means that:
 • application of IFRSs ‘as endorsed for use in the European Union’ remains a legal requirement, meaning that new or revised standards 
cannot be adopted before EU-endorsement; and

 • the FRC remains a competent authority of an EU member state, tasked with monitoring and supervising compliance with ESMA’s 
common enforcement priorities, which therefore remain relevant for UK company reporting.

In the longer term, the possible effect of Brexit on financial reporting requirements is less clear. The FRC annual review raises the 
possibility of the UK assessing international standards for adoption itself and states that a review will be conducted over the coming 
months to identify risks and opportunities for improvement in corporate reporting arising from exiting the EU, stating also that:
 • the FRC continues to support the application of a single set of high quality global financial reporting standards by listed companies, 
but that support is contingent on the standards being of sufficient quality and capable of implementation at appropriate cost; and 
that

 • the UK should continue to be influential in the development of IFRSs following exit from the European Union.
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Topical issues – reporting on the year to 
31 December 2016
The impact of market volatility
The	current	range	of	political	uncertainty	has	translated	to	volatility	in	international	markets	and	to	uncertainty	in	the	prospects	for	the	‘real’	
economy.	Following	the	result	of	the	referendum	in	June,	this	is	most	obviously	the	case	in	terms	of	the	timing	and	nature	of	the	United	Kingdom’s	
exit	from	the	European	Union,	but	significant	uncertainty	has	also	arisen	in	respect	of,	for	example,	the	result	of	the	U.S.	presidential	election	and	
the	continuing	conflict	in	the	Middle	East.	

This	volatility	can	have	a	number	of	direct	and	indirect	effects	on	financial	statements.	

Currency exchange rates
The	most	striking	effect	of	the	Brexit	vote	on	the	markets	has	been	a	significant	fall	in	the	value	of	Sterling	against	other	major	currencies.	This	
will	have	significant	direct	effects	in	terms	of	the	level	of	gains	and	losses	on	the	translation	of	foreign	currency	balances	and	the	retranslation	of	
foreign	operations	into	Sterling.	For	those	purposes,	it	will	be	important	to	consider	whether	the	use	of	an	average	rate	for	retranslation	of	either	
foreign	currency	transactions	or	the	income	and	expenses	of	a	foreign	operation	remains	appropriate	given	the	level	of	volatility	in	exchange	rates	
or	whether	such	an	average	needs	to	be	adjusted	to	reflect	the	timing	of	transactions	within	the	reporting	period.

Given	the	potential	significant	increase	in	the	size	of	foreign	currency	movements,	it	should	also	be	considered	whether	that	effect	should	be	given	
additional	prominence	in	reporting	the	results	for	the	year.	In	addition,	items	which	may	previously	have	been	small	(such	as	the	effect	of	exchange	
rate	changes	in	cash	and	cash	equivalents	reported	at	the	bottom	of	a	statement	of	cash	flows)	could	now	be	much	larger	and	thus	subject	to	
additional	focus.

Less	directly,	foreign	currency	movements	could	have	an	effect	on,	for	example:
 • the	functional	currency	value	of	forecast	cash	flows	included	in	impairment	reviews	under	IAS	36	Impairment of Assets;
 • the	recoverability	of	inventory	values,	either	due	to	higher	Sterling	costs	of	imported	goods	or	lower	Sterling	net	realisable	values	when	goods	are	
expected	to	be	sold	for	foreign	currency;	

 • the	effectiveness	of	some	hedging	relationships	and	hedge	accounting	disclosures	(as	investors	in	entities	subject	to	significant	foreign	currency	
risk	may	take	a	greater	interest	in	the	extent	and	term	of	their	hedging	arrangements);	and

 • financial	instrument	risk	disclosures.	In	particular,	it	may	be	necessary	to	reassess	the	level	of	exchange	rate	movement	that	is	considered	
‘reasonably	possible’	for	the	purposes	of	the	sensitivity	analysis	required	by	IFRS	7	Financial Instruments: Disclosures.

Foreign	currency	movements	will,	of	course,	also	have	direct	business	impacts	(for	example,	on	the	cost	of	imports	or	the	prices	that	can	be	
charged	for	overseas	sales).	These	effects	should	be	considered	in	preparing,	for	example,	cash	flow	forecasts	for	impairment	or	going	concern	
review	purposes.
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Venezuela 

A specific challenge in recent years has been the identification of a suitable rate for retranslating balances denominated in Venezuelan 
Bolivar and in reporting the results of Venezuelan operations, as Venezuela has imposed strict currency restrictions with different 
rates used for different purposes.

In the current year, it is expected that the ‘Dicom’ rate (introduced in March 2016 and, at the time of writing, standing at approximately 
660 Bs.F./US$) will generally be used for retranslating both individual Bolivar balances and the results of Venezuelan operations as this 
will be the rate applicable to all but the most essential food and medicine transactions.

Interest rates
Prevailing	interest	rates	in	many	jurisdictions	are	low,	or	even	in	some	cases	negative.	As	well	as	affecting	the	income	or	expense	generated	by	
lending	or	borrowing	activities,	market	interest	rates	underpin	the	discounting	applied	across	a	variety	of	balances	including:
 • defined	benefit	obligations	under	IAS	19	Employee Benefits;
 • valuation	of	a	share	option	or	other	grant	under	IFRS	2	Share-based Payments;
 • long-term	provisions	under	IAS	37	Provisions, Contingent Liabilities and Contingent Assets; and
 • a value in use calculation under IAS 36 Impairment of Assets.

As	always,	care	should	be	taken	in	applying	the	right	discount	rate	to	the	right	item	as	IFRSs	do	not	apply	the	same	approach	across	all	balances.	
For	example,	a	high	quality	corporate	bond	yield	used	for	IAS	19	Employee Benefits	purposes	may	differ	from	a	cost	of	borrowing	used	in	
determining	a	weighted	average	cost	of	capital	for	use	in	an	impairment	calculation.

In	terms	of	presentation,	it	should	be	noted	that	in	January	2015	the	IFRS	Interpretations	Committee	published	an	agenda	decision	stating	that	
negative	interest	on	a	financial	asset	should	be	presented	in	a	suitable	expense	category	rather	than	interest	income	as	it	does	not	meet	the	
definition	of	revenue.

Commodity prices
Commodity	prices	have	remained	low	throughout	2016,	this	has	a	direct	impact	in	the	extractives	industry,	particular	in	respect	of	impairment	
of	assets	including	exploration	and	evaluation	costs	capitalised	under	IFRS	6	Exploration for and Evaluation of Mineral Resources,	which	requires	
assessment	for	impairment	in	specific	circumstances	such	as	a	decision	to	discontinue	exploration.

Again	though,	the	impact	can	be	felt	more	widely	including,	for	example,	by	entities	such	as	airlines	with	oil	being	a	key	part	of	their	costs.	For	all	
entities	affected,	commodity	prices	may	be	a	factor	in,	for	example:
 • impairment	reviews;
 • the	valuation	of	assets	acquired	in	a	business	combination;	and
 • the	fair	value	of	derivatives	(either	stand	alone	or	embedded	in	other	contracts)	linked	to	commodity	prices.
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Disclosing the effect of judgement, risk and uncertainty
When	reporting	in	uncertain	times,	it	becomes	particularly	important	to	provide	users	of	an	annual	report	with	appropriate	insight	into	the	risks	
and	uncertainties	facing	an	entity	and	the	judgements	that	have	been	made	in	preparing	financial	information.

A	primary	source	of	information	on	which	judgements	are	to	be	made	is	the	disclosure	of	accounting	policies,	this	should	be	sufficiently	specific	and	
granular	to	enable	users	to	understand	the	choices	and	judgements	made	by	the	entity	and	the	financial	information	provided	in	an	annual	report	
overall.	For	example,	it	should	be	made	clear	how	the	sources	of	income	described	elsewhere	in	the	annual	report	(such	as	in	the	description	of	the	
entity’s	business	model)	are	addressed	by	revenue	recognition	policies.	This	is	particularly	important	in	explaining	when	revenue	is	recognised	in	
complex	circumstances	such	as	long-term	contracts	and	sales	of	‘bundled’	goods	or	services.

The	completeness	of	accounting	policy	disclosures	should	also	be	considered,	as	particularly	when	dealing	with	a	significant	‘one	off’	transaction	
such	as	the	transfer	of	a	business	to	an	associate	or	an	issue	that	has	arisen	for	the	first	time	(for	example,	a	pension	surplus	in	a	scheme	
previously	always	in	deficit).	It	is	easy,	while	focusing	on	developing	a	proper	accounting	treatment,	to	overlook	the	need	to	properly	disclose	that	
new	accounting	policy.	

This	information	is	supplemented	by	the	disclosures	required	by	IAS	1	Presentation of Financial Statements	on	critical	judgements	and	sources	
of	estimation	uncertainty.	Again,	these	should	be	clear	and	entity	specific.	In	particular,	the	quantitative	elements	of	disclosures	on	estimation	
uncertainty	should	not	be	overlooked,	with	paragraph	125	of	IAS	1	requiring	disclosure	of	the	nature	and	carrying	amount	of	assets	and	liabilities	
for	which	estimation	uncertainty	gives	rise	to	a	significant	risk	of	material	adjustment	in	the	next	financial	year.	The	Standard	provides	a	number	of	
examples	of	disclosures	that	might,	alone	or	in	combination,	fulfil	these	requirements:

 • the	nature	of	the	assumption	or	other	estimation	uncertainty;
 • the	sensitivity	of	the	carrying	amounts	of	assets	and	liabilities	to	the	methods,	assumptions	and	estimates	used	in	calculating	those	amounts;
 • if	resolution	of	an	uncertainty	is	expected	in	the	next	financial	year,	that	fact	and	the	range	of	reasonably	possible	outcomes;	and
 • if	an	uncertainty	remains	unresolved,	an	explanation	of	any	changes	made	to	past	assumptions.

FRC Focus Area
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The FRC’s approach to disclosure of significant accounting judgements and estimates is illustrated by means of a case study in the 
Annual Review of Corporate Reporting, describing a company that provides outsourcing services to its customers on a long-term 
contracting basis. The company’s significant judgement disclosures referred to risks around revenue recognition, but detail was only 
provided on the company’s onerous contract provisions. In addition, the value of provisions for onerous customer contracts was not 
presented separately from other onerous contract provisions.

Given the potential complexity of outsourcing contracts, including around the total amount of revenue expected, including claims and 
variations, and the point at which various contracted services are provided, the FRC did not consider these disclosures to be sufficient 
to provide an understanding of the significant judgements and estimates made.

Following the FRC’s challenge, the company enhanced its disclosures by including:
 • an explanation of the specific judgements made when recognising and measuring revenue on long-term contracts, including 
that such contracts may be complex and contain unique terms, resulting in judgements around interpreting contract terms, the 
likelihood of claims, variations and penalties and estimating future profit margins;

 • separate disclosure of the provision for onerous customer contracts; and
 • specific details of an onerous contract with a significant risk of material adjustment in the next year, including quantification of the 
sensitivity of that provision to a change in the key assumption.

The FRC goes on to explain that it does not see specific, quantified information on sources of estimation uncertainty as often as it 
would expect and will challenge companies when relevant as it believes that this information is important in reducing the potential for 
surprises for investors as estimates change or uncertainties are resolved in the following year.

IFRSs	also	include	specific	requirements	for	disclosure	on	assumptions	used	and	uncertainties	arising	in	specific	areas,	including:
 • assumptions	and	sensitivities	applying	to	unobservable	‘Level	3’	inputs	to	fair	value	measurement;	
 • key	assumptions	used	in	estimating	the	recoverable	amounts	of	cash-generating	units	(or,	for	goodwill	testing,	groups	of	cash-generating	units)	
subject	to	impairment	testing.	When	relevant,	these	should	include	assumptions	underpinning	detailed	cash	flow	forecasts	(for	example,	revenue	
or	margin	growth,	foreign	exchange	rates	and	commodity	prices)	as	well	as	factors	such	as	terminal	growth	and	discount	rates	that	are	used	to	
convert	those	forecasts	to	a	value	in	use	or	fair	value;	and

 • sensitivities	to	reasonably	possible	changes	in	key	assumptions	that	would	give	rise	to	impairment.
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Reporting risk outside the financial statements 

The reporting of risk is not, of course, restricted to the financial statements, with UK listed companies required by Companies’ Act 
2006 to provide in its Strategic Report:
 • a description of the principal risks and uncertainties facing the company or group;
 • the main trends and factors likely to affect the future development, performance and position of the company or group’s business; 
and

 • a description of the company or group’s strategy and its business model.

The slide deck on the technical findings of the Financial Reporting Review Panel noted the panel’s challenges to companies on whether 
the risks disclosed were all ‘principal’ and when there was no discussion (as is required by the Act) of how those risks were managed or 
mitigated.

In addition the UK Corporate Governance Code now requires, a longer term viability statement covering: 
 • how the directors have assessed the prospects of the company;
 • over what period they have done so; and
 • why they consider that period to be appropriate.

The viability statement should also state whether the directors have a reasonable expectation that the company will be able to 
meet its obligations as they fall due over the period of their assessment, drawing attention to any qualifications or assumptions as 
necessary.

It is expected that the effects of ‘Brexit’ will be a principal risk for most UK companies reporting on December 2016 year ends and 
could, depending on their circumstances, be a factor to highlight in viability statements. There remains a high degree of uncertainty 
over the terms of that exit and of any potential transitional arrangements, but as and when more clarity emerges it is expected that 
disclosures of the risks and uncertainties will become increasingly company specific and quantitative.

More broadly, as discussed below the reporting of income tax is currently an area of significant focus, companies should consider 
whether specific aspects of income tax are a principal risk that should be reported in the Strategic Report. In addition, wider business 
issues such as the effects of climate change and the risks associated with cyber security should not be overlooked.
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Reporting financial performance and the use of ‘non-GAAP’ measures
IFRSs	currently	require	the	presentation	of	line	items	for	revenue,	total	profit	or	loss	and	certain	specific	line	items	in	between	(for	example,	finance	
costs).	Inclusion	of	other	subtotals	is	permitted	by	IAS	1	Presentation of Financial Statements,	but	figures	often	presented	as	the	primary	measure	of	
an	entity’s	performance	(for	example,	operating	profit)	are	not	defined.	In	the	absence	of	such	requirements	in	IFRSs,	regulators	have	focused	their	
attention	on	the	appropriate	reporting	of	financial	performance.

The	amendments	made	to	IAS	1	as	part	of	the	IASB’s	Disclosure	Initiative	(mandatorily	effective	for	periods	beginning	1	January	2016)	do	introduce	
rigour	to	the	presentation	of	subtotals	in	the	statement	of	profit	or	loss,	requiring	that	they:
 • be	comprised	of	line	items	made	up	of	amounts	recognised	and	measured	in	accordance	with	IFRSs;
 • be	presented	and	labelled	in	a	clear	and	understandable	manner;
 • be	consistent	from	period	to	period;	and
 • not	be	displayed	with	more	prominence	than	the	line	items	required	by	IAS	1.

Expanding	on	these	basic	requirements,	it	should	be	noted	that:
 • a	measure	labelled	as	‘operating	profit’	should	not	exclude	items	such	as	inventory	write-downs	that	would	be	generally	understood	as	forming	
part	of	the	entity’s	operations;

 • care	should	be	taken	in	labelling	items	as	‘exceptional’	or	‘non-recurring’	and,	when	excluding	them	from	a	subtotal	presented	in	the	financial	
statements,	in	particular:
 – items	that	affected	past	periods	or	are	expected	to	affect	future	periods	can	rarely	be	labelled	as	‘non-recurring’;	
 – gains	and	losses	should	not	be	offset	unless	permitted	by	IFRSs;	
 – the	approach	to	identifying	‘exceptional’	or	‘non-recurring’	items	should	be	even	handed	(with	gains	excluded	as	readily	as	losses),	consistent	
from	year	to	year	and	clearly	disclosed	(including	an	explanation	of	why	it	is	believed	necessary	to	adjust	for	certain	items);	and

 – a	clear	accounting	policy	for	the	identification	of	such	items	should	be	provided.

The	tax	and	cash	flow	effects	of	any	‘exceptional’	items	should	also	be	clearly	presented.

The	presentation	of	an	‘adjusted’	earnings	per	share	(EPS)	figure	is	also	common.	The	same	considerations	as	above	apply	to	the	earnings	figure	
used	in	such	a	calculation.	Preparers	should	also	be	aware	of	the	view	stated	in	ESMA’s	common	enforcement	priorities	that	an	adjusted	EPS	figure	
should	be	presented	only	in	the	notes	to	the	financial	statements	rather	than	on	the	face	of	the	statement	of	comprehensive	income.

ESMA Enforcement 
Priority

FRC Focus Area
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Regulatory guidance on ‘non-GAAP’ measures and ESMA guidelines on 
‘Alternative Performance Measures
The concerns discussed above were amongst those driving various regulators to issue guidance on the use of performance measures 
other than those required by IAS 1. Notably, the International Organisation of Securities Commissions (IOSCO) published in June 2016 its 
Final Statement on Non-GAAP Financial Measures, establishing a frame of reference for the use of non-GAAP financial measures, and 
the European Securities and Markets Authority (ESMA) issued Guidelines on Alternative Performance Measures (APMs) that apply to 
financial APMs disclosed in regulated information (defined in EU-law as information made available to the market in accordance with the 
requirements of the Transparency Directive and the Market Abuse Regulation) and to prospectuses published on or after 3 July 2016.

As can be seen below, the IOSCO and ESMA guidance is very similar in most respects.

The Deloitte publication ‘Alternative 
performance measures: A practical guide’ 
provides additional guidance on the use of 
APMs, setting out what is considered best 
practice and providing real-life examples of 
how entities present such measures.

IOSCO Statement on Non-GAAP Financial Measures ESMA Guidelines on Alternative Performance Measures

Scope – Applies to ‘non-GAAP financial measures’ being numerical measures of 
an issuer’s current, historical or future financial performance, financial position or 
cash flow that is not a GAAP measure (defined as a measure determined pursuant 
to the issuer’s financial reporting framework included in, for example, a press 
release or narrative section of an annual report). 

Disclosures contained within the financial statements are not within the scope

An operating or statistical measure that is not a financial measure is not within 
scope.

Scope – Applies to ‘Alternative Performance Measures’ being financial measures 
of historical or future financial performance, financial position or cash flows other 
than a financial measure defined or specified in the applicable financial reporting 
framework.

APMs disclosed in financial statements are not within the scope of guidelines.

The guidelines are also not applicable to :
 • physical or non-financial measures;
 • information on major shareholdings, acquisitions or disposals of own shares and 

total number of voting rights; or
 • information to explain compliance with the terms of an agreement (such as a 

lending covenant) or legislative requirement (such as the basis of calculating 
directors’ remuneration).

Defining the non-GAAP Financial measure – The measure should be defined, 
explained (including a statement that it is not a standardised measure), clearly 
labelled and the reason for its use (including an explanation of why the information 
is useful to investors) explained.

Presentation and Explanation on the use of APMs – A clear and readable 
definition of APMs should be provided. APMs should also be given meaningful 
labels reflecting their content and basis of calculation.

The use of APMs should be explained to allow users to understand their relevance 
and reliability.

Unbiased purpose – Non-GAAP measures should not be used to avoid the 
presentation of adverse information.

Presentation – Overly optimistic or positive labels for APMs should not be used.

In addition, ESMA’s common	enforcement	priorities state that “when including in the 
financial statements measures of performance not defined in IFRS Standards, issuers 
should ensure that those measures are calculated and presented in an unbiased fashion 
(e.g. issuers should not eliminate, remove or omit only negative aspects or items of their 
performance).”

Prominence of presentation of GAAP measures – Non-GAAP measures should 
not be presented with more prominence than the most directly equivalent GAAP 
measure.

Prominence and presentation of APMs – APMs should not be displayed with 
more prominence, emphasis or authority than, or distract from, measures directly 
stemming from financial statements.
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IOSCO Statement on Non-GAAP Financial Measures ESMA Guidelines on Alternative Performance Measures

Reconciliation to comparable GAAP measures – A clear and quantitative 
reconciliation to the most directly equivalent GAAP measure should be provided.

Reconciliations – Each APM should be reconciled to its most directly reconcilable 
item in the financial statements.

Presentation consistently over time – Comparative values should be presented 
and non-GAAP measures generally presented consistently from year to year.
Any changes to a non-GAAP measure (or cessation of use of a non-GAAP measure) 
should be explained with comparative figure adjusted accordingly.

Comparatives and Consistency – APMs should be presented consistently from 
period to period with comparative information provided.
Any changes to the definition or calculation of an APM (or cessation of use of an 
APM) should be explained, with restated comparative figures provided.

Recurring items – In IOSCO’s experience, there are rarely circumstances in which 
restructuring costs or impairment losses can be justified as being ‘non-recurring’, 
‘infrequent’ or ‘unusual’.

Presentation – Items should not be mislabelled as non-recurring, infrequent 
or unusual. For example, items that affected past periods and will affect future 
periods (such as restructuring costs or impairment losses) will rarely be considered 
as non-recurring, infrequent or unusual.

Access to associated information – Information supporting the use and 
calculation of non-GAAP measures should be readily available to users either 
by directly accompanying the measure or by a cross-reference to where the 
information is available.

Compliance by reference – Disclosure principles in the guidelines may be replaced 
by a direct reference to other documents previously published which contain 
disclosures on APMs and are readily and easily accessible to users.

Subsequent to publication of ESMA’s guidelines, the FRC has produced its own Frequently Asked Questions on the topic and has 
identified some concerns on the current use of APMs:

 • Strategic Reports that discuss results almost entirely in the context of APMs, with minimal mention of IFRS amounts.
 • A lack of proper definitions or reconciliations of APMs, with a lack of proper cross-references to where those definitions or 
reconciliations can be found.

 • A lack of detail on adjusting items, with possible bias in excluding losses but not gains from ‘underlying’ profit figures.
 • A lack of clarity in identifying that a measure is, in fact, adjusted (for example, referring to ‘profit before tax’ without specifying that 
the profit in question is calculated on a non-GAAP basis).

The FRC’s thematic review on APMs raised similar concerns and re-iterated that they will challenge potentially inappropriate use of 
APMs in December 2016 reports.

Given the volatility in foreign exchange rates noted above, reporting of results on a ‘constant currency basis’ might provide useful 
information to investors. Care should, however, be taken both in the calculation of such measures and their use in line with the 
ESMA guidelines.
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In	respect	of	the	reporting	of	performance	in	annual	financial	statements	more	generally,	it	should	be	noted	that:
 • The	requirement	of	IFRS	8	Operating Segments	that	segmental	information	be	presented	‘through	the	eyes	of	management’	means	that	this	
information	(in	terms	of	the	segments	presented	and	measures	disclosed)	should	be	consistent	with	the	presentation	used	in,	for	example,	 
a	management	report	or	press	release.	Care	should	also	be	taken	in	presenting	the	reconciliations	of	total	segmental	figures	to	corresponding	
entity	amounts	and	disclosing	judgements	made	in	aggregating	operating	segments.

 • In	presenting	items	of	other	comprehensive	income,	IAS	1	Presentation of Financial Statements	now	requires	a	distinction	to	be	drawn	between	
items	that	may	subsequently	be	reclassified	to	profit	or	loss	and	those	that	will	not,	including	for	an	entity’s	share	of	OCI	of	an	associate	or	joint	
venture.	An	indirect	effect	of	this	guidance	is	clarity	on	the	calculation	of	the	gain	or	loss	on	disposal	of	a	subsidiary,	associate	or	joint	venture	as	
‘recyclable’	items	will	be	included	in	that	calculation	whilst	‘non-recyclable’	items	will	not.	Additionally,	the	level	of	disaggregation	of	items	of	OCI	
required	to	provide	material	information	to	users	should	be	considered.

 • The	calculation	of	EPS	is	often	complex,	particularly	when	it	is	affected	by	items	such	as	share	options	and	convertible	bonds.	Care	should	be	
taken	in	both	performing	these	calculations	and	in	providing	the	associated	disclosures	required	by	IAS	33	Earnings Per Share	–	for	example,	
reconciling	the	weighted	average	number	of	shares	used	to	calculate	basic	and	diluted	EPS.

The strategic report
The	strategic	report	regulations,	supplemented	by	the	requirements	of	the	UK	Corporate	Governance	Code	that	the	annual	report	as	a	whole	
be	‘fair,	balanced	and	understandable’	has	been	in	effect	since	2013	and	have,	according	to	the	FRC annual review,	proven	an	effective	tool	
for	improving	the	quality	of	corporate	reporting	by	providing	a	clearer	focus	on	links	between	an	entity’s	business	model,	strategies,	risks	and	
performance.	However,	it	did	identify	areas	for	improvement,	being:
 • Provision	of	a	fair	and	balanced	assessment	covering	both	positive	and	negative	performance	and	developments,	with	companies	challenged	
when	narrative	reporting	focused	only	on	positive	trends	when	there	had	been,	for	example,	material	impairment	charges.

 • Clear	linkage	between	narrative	reporting	discussions	of	financial	performance,	position	and	cash	flows	and	the	financial	statements.
 • Inclusion	of	company-specific	information,	rather	than	‘boiler-plate’	information	on	the	business	environment	and	risks	faced.
 • Exclusion	of	immaterial	items,	with	the	focus	on	materiality	made	clear	by	another	statement	that	companies	were	challenged	when	material	
parts	of	the	business	were	not	discussed.

 • Explanation	of	the	relationships	between	different	information	in	the	annual	report,	such	as	the	company’s	objectives,	key	performance	
indicators	and	risks.

The slide	deck	on	the	technical	findings	of	the	Financial	Reporting	Review	Panel	included	more	detailed	concerns	on:
 • Excessive	focus	on	non-IFRS	financial	results,	giving	the	example	of	focus	on	proportionately	consolidated	information	for	joint	ventures	
accounted	for	under	IFRS	using	the	equity	method.

 • A	lack	of	discussion	of	non-financial	KPIs	such	as	the	order	book.
 • Gaps	in	the	discussion	of	financial	position	(such	as	on	working	capital	movements,	valuation	of	assets	acquired	in	a	business	combination	or	the	
effects	of	changing	discount	rates).	

The	need	for	linkage	between	different	parts	of	the	annual	report	and	for	company-specific	information	is	illustrated	by	the	issues	discussed	
elsewhere	in	this	document,	notably	on	reporting	the	effects	of	income	tax	and	the	risks	arising	from	‘Brexit’,	and	by	the	need	for	consistency	
between	the	income	streams	discussed	as	part	of	the	description	of	a	company’s	business	model	and	those	covered	by	its	accounting	policy	on	
revenue	recognition.

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.

FRC Focus Area

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.
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FRC Lab report on business model disclosure

The FRC’s Financial Reporting Lab published a report in October 2016, underlining the importance of a clear explanation of a 
company’s business model to its investors.

The report’s findings included:
 • Business model information is fundamental to investors’ analysis and understanding of a company and a lack of good disclosure on 
business model raises concerns over the quality of management.

 • As business model information provides context to the other information in the annual report most investors want it positioned 
towards the front of the Strategic Report.

 • Where a company operates a number of business models, disclosures of each significant business model is desired.
 • Investors are looking for better natural linkage of business model information to other sections of the Strategic Report, and 
consistency with disclosure in the annual report.

 • Investors are looking for more detail than is currently provided by most companies. In particular investors find disclosures are often 
lacking information that answers questions such as:
 – What are the key revenue and profit drivers and how do profits convert to cash?
 – Are there any key asset and liability items that support the business model?
 – What is the company’s competitive advantage?
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The impact of new accounting standards
A	number	of	significant	new	Standards	have	recently	been	issued	by	the	IASB,	but	are	not	yet	mandatorily	effective.	The	requirements	of	 
IAS	8	Accounting Policies, Changes in Accounting Estimates and Errors	to	provide	disclosures	on	the	likely	effects	of	those	Standards	on	an	entity’s	
future	financial	statements	are	of	particular	interest	to	investors	and	are	an	area	of	heightened	regulatory	focus.

IFRS 15 Revenue from Contracts with Customers 
IFRS	15	will	have	a	significant	effect	across	a	wide	variety	of	entities,	particularly	those	providing	bundles	of	multiple	goods	and	services	and	those	
engaged	in	long-term	contracts.	

Entities	expecting	little	impact	on	their	revenue	recognition	policies	in	adopting	IFRS	15	should	still	be	aware	that	collecting	the	data	required	to	
make	a	full	assessment	of	their	contracts	and	to	prepare	the	additional	disclosures	required	by	IFRS	15	could	present	a	significant	challenge.

IFRS 9 Financial Instruments
The	impact	of	IFRS	9	will	be	felt	most	keenly	in	the	financial	services	sector,	in	particular	due	to	the	need	to	develop	systems	to	transition	from	
the	incurred	loss	model	applied	under	IAS	39	Financial	Instruments:	Recognition	and	Measurement	to	financial	assets	to	the	expected	loss	model	
required	by	IFRS	9.	Entities	in	other	sectors	should	not,	however,	overlook	the	effect	that	this	might	have	on,	for	example,	the	measurement	of	
impairment	of	trade	receivables.

ESMA	has	published	a	public statement	detailing	its	expectations	of	disclosure	of	the	likely	effect	of	IFRS	15	and	a	similar statement	on	IFRS	9.	
These statements	illustrate	an	expectation	of	increasing	levels	and	detail	of	disclosure	as	the	effective	date	of	these	standards	approaches.	For	
2016	annual	financial	statements,	the	statements	encourage:

 • a	detailed	description	and	explanation	of	how	the	key	concepts	included	in	the	new	standards	(for	example,	the	identification	of	performance	
obligations	for	each	revenue	stream	under	IFRS	15	and	the	modelling	techniques	used	to	estimate	expected	credit	losses	under	IFRS	9)	will	be	
implemented	and,	where	relevant,	how	this	differs	from	the	entity’s	current	accounting	policies;

 • an	explanation	of	the	timeline	for	implementing	IFRS	15	and,	where	available,	IFRS	9,	including	which	transitional	provisions	the	entity	expects	to	
use;	and

 • if	known	or	reasonably	estimable,	a	quantification	of	the	possible	impact	of	the	application	of	IFRS	15	and	IFRS	9.	If	the	quantitative	effect	is	not	
reasonably	estimable,	additional	qualitative	information	to	provide	an	understanding	of	the	magnitude	of	the	expected	impact	on	the	financial	
statements	and,	in	respect	of	IFRS	9,	on	capital	planning.

ESMA Enforcement 
Priority

FRC Focus Area
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IFRS 16 Leases
The	effective	date	of	IFRS	16	is	a	year	later	than	that	for	IFRS	15	and	IFRS	9,	so	disclosure	of	its	likely	effect	might	be	expected	to	be	less	detailed	at	
this	stage	(although	it	should	be	noted	that	entities,	most	likely	lessors,	intending	to	early	adopt	IFRS	16	to	coincide	with	the	effective	date	of	IFRS	15	
might	need	to	be	further	progressed	in	their	considerations).	However,	one	item	that	may	require	further	attention	in	2016	is	the	disclosure	of	lease	
commitments	already	required	under	IAS	17	Leases.	Not	only	is	this	likely	to	be	a	user’s	starting	point	for	assessing	an	entity’s	likely	level	of	exposure	
to	IFRS	16,	it	is	also	(depending	on	the	transition	method	selected)	required	to	be	reconciled	to	the	lease	liability	recognised	when	IFRS	16	is	first	
applied.	As	such,	the	accuracy	of	this	disclosure	is	likely	to	be	subject	to	additional	scrutiny.

The	need	for	governance	and	control	over	preparation	of	these	disclosures	should	also	not	be	overlooked,	although	not	yet	reflected	in	the	primary	
statements,	this	information	is	part	of	the	financial	statements	and	should	be	robust	enough	to	be	used	for	that	purpose.	

Distinguishing equity and financial liabilities
The	distinction	between	debt	and	equity	has	long	been	one	of	the	more	complex	aspects	of	financial	reporting,	as	evidenced	by	the	volume	
of	queries	on	the	matter	submitted	to	the	IFRS	Interpretations	Committee	and	the	long	gestation	period	of	the	IASB’s	project	on	Financial	
Instruments	with	Characteristics	of	Equity	(FICE).	

In	approaching	a	debt/equity	assessment,	it	is	important	to	bear	in	mind	the	overriding	principles	underpinning	the	distinction	drawn	in	 
IAS 32 Financial Instruments: Presentation.	

Unconditional right to avoid delivering cash or another financial asset
The	primary	distinguishing	feature	of	an	equity	instrument	is	that	it	gives	the	issuer	the	unconditional	right	to	avoid	having	to	deliver	cash	or	
another	financial	asset	in	settlement.	If	the	contractual	terms	of	the	instrument	contain	provisions	that	can	compel	the	issuer	to	deliver	cash	or	
another	financial	asset	then	the	instrument	is	(at	least	in	part)	a	financial	liability.	

Depending	on	the	terms	of	an	instrument,	assessing	against	this	criterion	may	not	be	straightforward.	It	is	important	to	note	that:
 • An	ability	to	refuse	to	make	a	payment	(for	example	of	a	dividend	or	upon	redemption	of	the	instrument)	must	be	a	feature	of	the	instrument	
itself.	External	factors	that	may	affect	the	entity’s	ability	to	fulfil	a	contractual	obligation,	such	as	the	availability	of	distributable	reserves,	are	not	
part	of	the	debt/equity	analysis.

 • Contingent	settlement	provisions	(conditions	that	require	payments	to	be	made	in	the	event	of	the	occurrence,	or	non-occurrence,	of	an	event	
outside	the	control	of	both	the	issuer	and	holder	of	the	instrument)	give	rise	to	a	liability	unless	the	requirement	is	not	genuine	or	occurs	only	
upon	liquidation	of	the	issuer.

 • Economic	compulsion	which	might	lead	an	entity	to	make	a	payment	when	it	is	not	contractually	obliged	to	do	so	(for	example,	a	‘dividend	blocker’	
that	means	a	dividend	cannot	be	paid	on	ordinary	shares	without	payment	of	a	dividend	on	a	preference	share)	does	not	itself	create	a	financial	
liability.	However,	disclosure	of	such	terms	may	be	appropriate	in	explaining	the	judgements	made	in	classifying	an	instrument	as	equity.

ESMA Enforcement 
Priority
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Settlement in an issuer’s own equity instruments and the ‘fixed for fixed’ criterion
A	contract	is	not	an	equity	instrument	solely	because	it	may,	or	will,	result	in	the	delivery	of	the	issuer’s	own	equity	instruments.	For	the	instrument	
to	be	equity,	the	delivery	must	be	of	a	fixed	number	of	equity	instruments	in	exchange	for	a	fixed	amount	of	cash	or	another	financial	asset.	This	
is	often	referred	to	as	the	‘fixed	for	fixed’	criterion,	designed	to	ensure	that	instruments	in	which	an	entity’s	own	shares	are	used	as	‘currency’	to	
settle	an	obligation	are	classified	as	liabilities.

Assessment	of	this	criterion	can	often	be	complex,	it	is	important	to	note	for	example	that	‘fixed	amount	of	cash’	refers	to	also	being	fixed	in	the	
issuer’s	functional	currency.	A	contract	allowing,	for	example,	an	issuer	with	Sterling	functional	currency	to	deliver	a	fixed	number	of	its	shares	to	
settle	a	Euro	denominated	liability	would	not	qualify	for	equity	classification.

The	‘fixed	for	fixed’	criterion	is	particularly	important	in	assessing	the	classification	of	compound	instruments	such	as	convertible	bonds	and	of	
derivatives	over	the	issuer’s	own	equity	instruments	(for	example,	a	call	option	to	purchase	ordinary	shares).

Exceptions to the rules
Each	of	the	principles	above	is,	however,	subject	to	tightly	defined	exceptions	within	IAS	32.	
 • An	obligation	to	redeem	an	instrument	for	a	pro	rata	share	of	the	entity’s	net	assets	does	not	result	in	classification	as	a	liability	if	strict	criteria	
are	met,	amongst	them	that	the	instrument	in	question	is	subordinate	to	all	other	classes	of	instrument	issued	by	the	entity.

 • The	‘fixed	for	fixed’	criterion	is	set	aside	in	the	specific	circumstance	of	a	rights	issue	in	which	equity	instruments	will	be	issued	for	a	fixed	amount	
of	foreign	currency	cash.

As	can	be	seen	from	the	above,	this	determination	can	be	both	highly	complex	and	sensitive	to	sometimes	subtle	distinctions	in	the	terms	of	an	
instrument.	As	such,	this	is	an	area	in	which	proper	disclosure	is	important,	specifically:
 • the	accounting	policy	applied	when	assessing	whether	an	instrument	qualifies	as	debt	or	equity	should	be	properly	disclosed	and	applied	
consistently;

 • the	requirements	of	paragraph	122	of	IAS	1	Presentation of Financial Statements	to	disclose	the	judgements	made	in	applying	accounting	policies	
may	be	relevant,	these	should	include	the	main	characteristics	(e.g.	par	value,	interest	and	step-up	clauses,	coupon	payment	terms,	triggering	
events	for	any	payments,	key	contract	dates,	conversion	or	call	and	put	options)	of	the	instrument(s)	in	question;	and

 • paragraph	17	of	IFRS	7	Financial Instruments: Disclosures	has	a	specific	requirement	to	disclose	the	existence	of	derivatives	with	interdependent	
values	which	are	embedded	in	a	compound	instrument.

Material	balances	or	amounts	in	the	statement	of	comprehensive	income	relating	to	a	significant	class	of	capital	instrument	(for	example,	the	profit	
or	loss	effect	of	an	instrument	requiring	mandatory	payments	based	on	an	entity’s	profits)	might	also	be	a	candidate	for	separate	presentation	in	
the	primary	financial	statements	(as	described	in	the	amendments	to	IAS	1	Presentation of Financial Statements	made	as	part	of	the	IASB’s	Disclosure	
Initiative).	Similarly,	disaggregation	in	the	statement	of	cash	flows	and	disclosure	in	the	notes	to	the	financial	statements	of	distributions	to	holders	
of	instruments	other	than	ordinary	shares	that	are	classified	as	equity	could	provide	clarity	on	the	effect	of	such	instruments.	

17© 2016 Deloitte LLP. All rights reserved

Closing Out 2016



Reporting the effects of income tax
Tax	may	be	a	complex	area,	especially	for	larger,	multi-national	and	more	complex	groups,	and	reporting	of	income	tax	often	involves	the	exercise	
of	significant	judgement	and	estimation.	These	factors,	combined	with	increased	regulatory	and	media	scrutiny	of	companies’	tax	affairs,	mean	that	
the	demand	for	transparency	in	annual	reports	about	a	company’s	approach	to	tax,	its	tax	strategy	and	policies,	significant	risks	arising	from	tax	
and	the	accounting	for,	and	disclosure	of,	tax	is	ever	growing.

In	a	number	of	ways,	the	accounting	for	and	disclosure	of	income	tax	is	a	prime	example	of	the	wider	issues	highlighted	in	this	publication.	For	example:
 • Accounting policies	related	to	tax	should	be	clear,	specific	to	the	group’s	circumstances	and	should	address	all	key	issues	including	the	
recognition	and	measurement	of	uncertain	tax	positions,	if	relevant.	To	be	meaningful	to	users	of	the	annual	report,	generic	descriptions	and	
boilerplate	should	be	avoided.

 • Income	tax	is	a	common	source	of	estimation uncertainty,	particularly	in	respect	of	uncertain	tax	positions.	The	disclosure	requirements	of	
IAS 1 Presentation of Financial Statements	in	this	respect,	particularly	if	there	is	a	significant	risk	of	material	adjustment	in	the	next	financial	year,	
should	be	applied	carefully	and	should	include	quantitative	information,	such	as	sensitivities	or	ranges	of	possible	outcomes.

 • When	the	risk	of	material	adjustment	in	the	next	year	is	not	significant,	income	tax	should	not	be	described	as	a	key	source	of	estimation	
uncertainty.	However,	companies	should	make	disclosures	where	material	adjustments	are	expected	beyond	the	next	financial	year	to	ensure	
transparent	and	meaningful	information	is	provided	to	users	of	the	annual	report.	This	disclosure	could,	for	example,	be	included	in	the	tax	note.

 • Appropriate	discussion	of	income	tax	should	be	included	in	the	strategic report,	this	is	likely	to	include	a	discussion	of	effective	tax	rate,	
covering	year-on-year	variances,	expectations	of	future	rates	and	the	key	factors	affecting	that	rate.	Income	tax	should	also	be	considered	as	
a possible	principal	risk	for	discussion	in	the	strategic	report.

 • The	effects	of	income	tax	should	be	appropriately	reflected	in	reporting financial performance.	For	example,	a	policy	on	presentation	of	
‘exceptional’	or	‘non-recurring’	items	should	cover	the	reporting	of	tax	gains	and	losses	in	respect	of	reporting	the	tax	effect	of	other	‘exceptional’	
or	‘non-recurring’	items.

A Deloitte ‘Need to Know’ publication provides 
more detail on issues surrounding the 
reporting of income tax.

FRC Focus Area

FRC thematic review of income tax reporting

As well as its comprehensive reviews of company reports, the 
FRC has in 2016 begun a programme of ‘thematic reviews’ on 
particular aspects of company reporting. Due to the concerns and 
public scrutiny noted above, the first major review was of income 
tax reporting.

A summary	of	the	findings	of	this	review highlighted that:
 • Improvements were noted in the transparency of tax 
disclosures in strategic reports, with good practice identified by 
companies who provided clear discussions of their effective tax 
rate and on emerging issues such as the OECD’s Base Erosion 
and Profit Shifting (BEPS) initiative.

 • Enhancements were also observed in companies’ effective 
tax rate reconciliation disclosures, with good reports 
disaggregating appropriately and providing detailed 

descriptions of reconciling items and the reasons for year-on-
year changes.

 • There remains, however, scope for improvements in the 
reporting of uncertain tax positions, for whilst an increased 
number of companies included an accounting policy for tax 
uncertainties the majority still did not quantify the uncertain 
tax position or the potential for material adjustment in the next 
financial year.

 • As clarity about significant risk of short-term adjustments to 
uncertain tax positions is both valuable to users of the accounts 
and, as discussed below, within the scope of the requirements 
of IAS 1 Presentation of Financial Statements on sources of 
estimation uncertainty, the FRC have stated that justification 
of non-quantification will continue to be a regulatory focus in 
future.
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Tax payments on financial instruments classified as equity

The presentation (in profit or loss or directly in equity) of the tax effects of dividend payments has been a topic of recent discussion by 
the IFRS Interpretations Committee, specifically on the question of whether the income tax consequences of such a payment should 
be characterised as relating to the past generation of profit (and, as a result, presented in profit or loss) or to distributions to owners 
(and, as a result, presented in equity). 

The June 2016 IASB Update notes a tentative decision by the Board to amend IAS 12 Income Taxes to clarify that the presentation 
requirements of paragraph 52B apply to all income tax consequences of dividends. Subject to certain specific exceptions, this would 
mean presentation in profit or loss.

Whilst these proposals are still some way from completion (an exposure draft is expected to be issued in January 2017), it may be 
appropriate to disclose separately any material income tax effects of dividends to allow users to gauge the possible impact of any 
future change in classification.

Uncertain tax positions
The	accounting	for	and	disclosure	of	uncertain	tax	positions	is	a	recurring	theme	in	the	issues	noted	above,	particular	in	relation	to	reporting	on	
risks	and	estimates.	

The draft	Interpretation	issued	by	the	IFRC	Interpretations	Committee	in	October	2015	is	expected	to	be	finalised	in	2017.	However,	the	key	
conclusions	included	in	that	draft	can	already	be	used	as	a	basis	for	addressing	this	issue:
 • Uncertainties	in	income	tax	liabilities	or	assets	should	be	reflected	in	recognising	a	tax	liability	or	asset	only	when	payment	or	recovery	
becomes probable.

 • Judgement	is	required	in	identifying	the	unit	of	account	to	be	applied	in	making	this	judgement	(i.e.	whether	there	is	a	single	tax	uncertainty	or	
group	of	related	uncertainties).

 • Full	‘detection	risk’	(i.e.	all	relevant	information	being	available	to	the	tax	authorities)	is	assumed	in	making	these	judgements.

In	terms	of	disclosure,	the	draft	Interpretation	proposes	no	specific	additional	requirements	but	the	disclosure	considerations	above	(e.g.	
disclosure	of	estimation	uncertainties	under	IAS	1	Presentation of Financial Statements	and	provision	of	appropriately	granular	information	in	the	
tax	charge	reconciliation)	will	frequently	be	relevant	to	uncertain	tax	positions.	Paragraph	88	of	IAS	12	also	specifies	that	disclosure	of	tax-related	
contingent	assets	and	liabilities	is	required	under	IAS	37	Provisions, Contingent Liabilities and Contingent Assets.

More	specific	to	tax	is	the	requirement	of	IAS	12	Income Taxes	to	disclose	an	effective	tax	rate	reconciliation	to	explain	the	relationship	between	the	
total	tax	expense	and	profit	before	tax	for	the	year.	This	reconciliation	should	provide	clear	information	about	the	key	factors	affecting	the	effective	
tax	rate	and	its	sustainability	in	the	future,	including	the	nature	of	reconciling	items	and	why	they	have	arisen,	distinguishing	clearly	between	
significant	one-off	or	unusual	items	and	those	that	are	expected	to	recur.	This	enhances	the	predictive	value	of	disclosures	and	helps	in	assessing	
the	sustainability	of	the	effective	tax	rate.
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Base Erosion and Profit Shifting

The OECD and the G20 project on ‘Base Erosion and Profit Shifting’ (‘BEPS’) was initiated in 2015 to address perceived inequalities and 
inconsistencies in the global tax landscape. This had 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 more fair tax environment within the European Union.

During 2016, individual territories have started to frame their responses to the BEPS initiative, including announced and enacted 
legislative changes in the UK and Australia.

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. 

Recognition of deferred tax assets
IAS	12	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)	over	and	above	the	level	of	deferred	tax	liabilities	relating	to	the	same	taxation	authority	and	taxable	entity	provided	that	it	is	
probable	that	the	entity	will	generate	future	taxable	profits	to	utilise	the	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	(which	should	be	based	on	
the	facts	and	circumstances	of	the	entity	rather	than	an	arbitrary	limit),	tax	planning	strategies,	impact	of	future	contracts	etc.	

Entities	are	required	to	disclose	the	judgements	made	and	evidence	that	supports	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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Other topics
Offset of assets and liabilities and cash pooling arrangements
The	March	2016	IFRIC	Update	included	the	output	from	the	IFRS	Interpretations	Committee’s	discussions	on	a	question	of	whether	regular	 
(but	not	at	the	reporting	date)	physical	transfers	of	cash	into	a	netting	account	would	be	sufficient	to	fulfil	the	‘intention	to	settle	net’	criterion	in	 
IAS 32 Financial Instruments: Presentation	for	offsetting	assets	and	liabilities	(in	this	case,	cash	in	some	bank	accounts	and	overdrafts	in	others),	with	
the	Committee	concluding	that	would	not.

The	question	was	asked	in	the	context	of	an	arrangement	whereby	subsidiaries	of	a	group	each	had	legally	separate	bank	accounts	with	regular	
physical	transfers	made	into	a	central	‘netting’	account.	However,	such	a	transfer	was	not	made	at	the	reporting	date	and	at	that	date	the	group	
expected	that	individual	subsidiaries	will	use	their	bank	accounts	before	the	next	net	settlement	date,	by	placing	further	cash	on	deposit	or	by	
withdrawing	cash	to	settle	other	obligations.

In	these	circumstances,	there	is	not	an	intention	to	settle	the	specific	balances	(i.e.	the	cash	or	overdraft	as	at	the	reporting	date)	net	and	therefore	
the	criteria	for	offset	are	not	met.

Entities	seeking	to	achieve	offset	of	cash	and	overdraft	balances	should	consider	whether	their	current	practices	in	terms	of	the	timing	of	‘sweeps’	
into	a	central	account	are	consistent	with	the	Committee’s	conclusion.

Pension schemes
The	FRC	re-iterated	its	position	as	reported	in	last	year’s	CRR	Report	that,	pending	finalisation	of	proposed	changes	to	IAS	19	Employee Benefits and 
IFRIC	14	IAS	19	–	The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction	included	in	an	exposure	draft	from	June	
2015,	it	expects	to	see	disclosure	of	significant	judgements	made	in	assessing	the	rights	of	trustees	over	any	surplus	assets	in	a	defined	benefit	
scheme	–	including	the	extent	to	which	a	company’s	policies	are	consistent	with	the	proposals.

The	exposure	draft	referred	to	proposes,	inter	alia,	that	when	assessing	whether	a	surplus	(or	liability	for	a	minimum	funding	requirement)	should	
be	recognised,	amounts	assessed	as	available	to	the	entity	through	future	refunds	should	not	include	amounts	that	other	parties	(typically	a	
trustee)	can	use	to	enhance	members’	benefits	without	the	entity’s	consent.	At	its	September	2016	meeting,	the	IFRS	Interpretations	Committee	
recommended	that	the	IASB	finalise	the	proposed	amendments.

In	addition,	as	the	funding	of	pension	obligations	becomes	more	sophisticated,	for	example	by	use	of	longevity	swaps,	proper	disclosure	of	an	
entity’s	funding	strategy	including	how	fair	values	for	such	assets	have	been	determined	has	become	increasingly	important.
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Impairment reviews
The slide	deck	on	the	technical	findings	of	the	Financial	Reporting	Review	Panel	made	reference	to	a	number	of	challenges	posed	to	companies	
in	respect	of	impairment	reviews.	These	covered	both	the	impairment	review	itself	(the	level	at	which	cash-generating	units	are	identified	and	the	
level	at	which	goodwill	is	tested,	particularly	when	that	appeared	to	be	above	the	operating	segment	level,	and	the	use	of	appropriate,	current	
discount	rates)	and	the	associated	disclosures	with	reminders	that:
 • A	pre-tax	discount	rate	should	be	disclosed.
 • Key	assumptions	behind	value	in	use	calculations	(not,	as	noted	above,	restricted	to	discount	and	terminal	growth	rates),	the	approach	to	
determining	those	assumptions	should	be	disclosed.

 • A	sensitivity	analysis	is	required	when	a	reasonably	possible	change	in	assumptions	would	result	in	impairment	of	goodwill.	The	slide	deck	also	
notes	that	sensitivity	of	an	impairment	review	over	property,	plant	and	equipment	or	investments	in	associates	could	be	a	source	of	estimation	
uncertainty meriting disclosure under IAS 1 Presentation of Financial Statements.

Net debt reconciliations
The	FRC	noted	the	amendments	to	IAS	7	Statement of Cash Flows	(effective	for	periods	beginning	1	January	2017),	which	will	require	disclosure	of	
changes	in	liabilities	from	financing	activities	(sometimes	termed	a	‘gross	debt	reconciliation’)	and	the	ongoing	investor	demand	for	high	quality	
reconciliations	that	clearly	identify	different	components	of	cash	and	non-cash	changes.

Many	UK	companies	already	provide	a	‘net	debt	reconciliation’	including	movements	in	cash	and	cash	equivalents,	a	practice	that	will	still	be	
permitted	once	the	amendments	to	IAS	7	are	effective,	albeit	with	potentially	additional	rigour	to	comply	with	the	detailed	requirements	of	the	
amendment.

The	FRC	also	noted	concerns	over:
 • Consolidation	–	Specifically,	the	requirements	of	IFRS	10	Consolidated Financial Statements	to	assess	the	possibility	of	‘de	facto’	control	existing	
through	a	holding	of	less	than	the	majority	of	voting	rights.

 • Financial instrument disclosures	–	Including	the	risks	arising	from,	for	example,	loan	covenants	and	the	requirement	to	provide	disclosure	of	
the	fair	values	of	assets	and	liabilities	measured	at	amortised	cost.

 • Business Combinations	–	The	FRC	again	noted	its	challenge	to	companies	that	recognise	significant	goodwill	in	a	business	combination	but	little	
or	no	intangible	assets	and	added	that	it	has	also	challenged	whether	balances	such	as	deferred	income	liabilities	have	been	properly	measured	
at	fair	value	at	the	date	of	acquisition.	In	addition,	challenges	were	raised	on	whether	an	acquiree	met	the	definition	of	a	business	and	whether	
appropriate	disclosures	were	provided	(including	in	respect	of	business	combinations	after	the	reporting	date).

 • Complex supplier arrangements	–	Following	the	publication	in	2014	of	its	press release	on	this	issue,	the	FRC	has	continued	to	encourage	the	
separate	disclosure	of	accrued	income	from	suppliers.

 • Accruals and deferred income	–	The	FRC	noted	that	these	liabilities	are	different	in	nature	and	liquidity	and	challenged	their	presentation	on	
an	aggregated	basis,	as	they	did	for	prepayments and accrued income.

The	FRC	did	note	improvements	in	the	presentation	of	cash flow statements and in disclosures on capital management,	but	did	note	some	
issues	around	misclassification	(for	example,	acquisitions	of	financial	assets	being	classified	as	financing	rather	than	investing)	and	boilerplate	
policy	descriptions	respectively.
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Wider reporting and legal issues
UK GAAP and company law developments
As	the	new	UK	GAAP	regime	was	in	place	for	periods	beginning	1	January	2015,	companies	reporting	on	a	December	2016	year-end	will	be	in	the	
second	year	under	the	new	requirements	and	should,	therefore,	experience	much	more	limited	changes	than	was	the	case	in	2015.

There	are,	however,	limited	changes	that	could	have	an	effect	on	the	choices	made	by	listed	companies	in	preparing	either	the	separate,	company	
only	financial	statements	accompanying	their	IFRS	consolidated	financial	statements	or	their	subsidiaries’	financial	statements:

 • Amendments to FRS 101 Reduced Disclosure Framework – Disclosure exemptions from EU-adopted IFRS for qualifying entities,	effective	for	periods	
beginning	1	January	2016	give	additional	flexibility	in	the	presentation	of	an	entity’s	primary	statements,	allowing	for	greater	consistency	with	
formats	used	under	IFRSs.

 • One	factor	that	has	to	date	dissuaded	some	listed	companies	from	applying	FRS	101	has	been	the	practicalities	of	notifying	shareholders	of	an	
intention	to	apply	this	framework.	An	exposure	draft	proposing	removal	of	this	requirement	has	been	issued	by	the	FRC	which,	according	to	the	
letter	sent	to	Audit	Committee	Chairs	and	Finance	Directors	in	October,	is	expected	to	be	finalised	in	December	and	to	be	effective	for	December	
2016	reporting.

From	a	company	law	perspective,	it	should	be	noted	that	for	periods	beginning	1	January	2016	the	requirement	for	a	full	list	of	related	undertakings	
(introduced	in	2015)	has	been	extended	to	require	inclusion	of	the	registered	office	of	every	subsidiary	and	significant	holding	(be	that	in	the	UK	or	
elsewhere).

Clear and concise reporting
The	FRC’s	Clear & Concise Initiative	continues	to	promote	good	communication	by:
 • ensuring	that	information	in	the	annual	report	is	relevant	to	investors;
 • encouraging	greater	emphasis	on	the	application	of	materiality;	and
 • considering	other	digital	channels	for	reporting	information.

The	FRC	annual	review	makes	the	points	that	the	exclusion	of	immaterial	disclosures	should	be	given	the	same	level	of	attention	as	the	inclusion	of	
material	information	and	that	its	letters	to	companies	should	not	be	taken	to	suggest	that	immaterial	or	irrelevant	information	should	be	added	to	
annual	reports	–	if	a	decision	has	been	taken	to	exclude	immaterial	information,	directors	should	be	willing	to	justify	that	decision.

This approach is consistent with the amendments to IAS 1 Presentation of Financial Statements,	effective	for	December	2016	year	ends,	which	
clarifies	that	immaterial	information	need	not	be	included	in	the	notes	to	financial	statements,	even	if	an	IFRS	includes	that	information	in	a	list	of	
minimum	disclosure	requirements.

A Deloitte ‘Closer Look’ publication provides 
more guidance on the application of these 
requirements.
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Reporting on dividend policy
The	FRC	annual	review	includes	an	update	following	the	publication	in	2015	of	its	Financial	Reporting	Lab	project	report:	Disclosure	of	dividends	–	
policy and practice,	which	suggested	a	scaled	approach	to	describing	available	cash	and	distributable	profits.	

Following	this	publication,	the	FRC	has	noted	examples	of	improved	disclosure	but	also	states	an	expectation	that	more	will	follow	as	companies	
reporting	on	December	2016	year	ends	have	had	more	time	to	digest	the	Lab’s	suggestions.	Opportunity	for	further	improvement	is	particularly	
noted	in	more	detailed	disclosure	of	how	dividend	policies	operate	in	practice	and	may	be	impacted	by	the	risks	and	capital	management	decisions	
that	companies	encounter.

The	annual	review	also	re-iterated	the	FRC’s	position	that,	whilst	it	encourages	good	disclosure	and	companies	paying	close	attention	to	their	
investors	view,	the	Companies	Act	2006	does	not	require	the	separate	disclosure	of	a	figure	for	distributable	profits	or,	specifically,	multiple	figures	
for	distributable	profits.

Integrated reporting and other stakeholders
The	FRC	annual	review	highlights	the	validity	of	wider	stakeholder	interest	in	corporate	reporting,	notwithstanding	the	fact	that	the	primary	
audience	for	annual	report	remains	existing	investors.	Also	noting	that	shareholders	themselves	are	increasingly	seeking	disclosure	on	broader	
public	interest	matters.

In	particular,	the	FRC	encourages	disclosure	on	how	a	company’s	directors	have	discharged	their	duty	under	section	172	of	the	Companies	Act	
2006	to	have	regard	to	other	stakeholders.

A Deloitte ‘Need to Know’ publication provides 
more guidance on Financial Reporting Lab’s 
publication and wider issues surrounding 
distributions.

Companies Act 2006 
Section 172 Duty to promote the success of the company

1.  A director of a company must act in the way he considers, in good faith, would be most likely to promote the success of the company 
for the benefit of its members as a whole, and in doing so have regard (amongst other matters) to 

 (a) the likely consequences of any decision in the long term, 
 (b) the interests of the company’s employees, 
 (c) the need to foster the company’s business relationships with suppliers, customers and others, 
 (d) the impact of the company’s operations on the community and the environment, 
 (e) the desirability of the company maintaining a reputation for high standards of business conduct, and 
 (f) the need to act fairly as between members of the company. 

2.  Where or to the extent that the purposes of the company consist of or include purposes other than the benefit of its members, 
subsection (1) has effect as if the reference to promoting the success of the company for the benefit of its members were to 
achieving those purposes.

3.  The duty imposed by this section has effect subject to any enactment or rule of law requiring directors, in certain circumstances, to 
consider or act in the interests of creditors of the company.
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The	annual	review	also	touches	on	debates	on	the	future	of	corporate	reporting,	noting	initiatives	to	introduce	reporting	on,	for	example,	gender	
pay	gaps,	greenhouse	gas	emissions	and	country-by-country	tax	payments	and	the	challenges	of	addressing	the	needs	of	multiple	stakeholders	
within	a	single	coherent	report.	

This	commitment	to	wider	stakeholder	interests	was	reiterated	in	the	FRC’s	response	to	the	Department	for	Business,	Energy	and	Industrial	
Strategy	(BEIS)	Select	Committee	Corporate	Governance	Inquiry	in	November	2016.

Many	of	these	challenges	are	consistent	with	those	that	the	Integrated	Reporting	(<IR>)	framework	seeks	to	address	through	its	discussions	of	six	
‘capitals’	contributing	to	long-term	value	creation.	

Audit Committee reporting
Corporate	governance	issues	affecting	2016	reporting	are	covered	in	detail	in	the	Governance	in	Focus	published	alongside	this	document.	
However,	specifically	in	relation	to	the	annual	report	it	is	noted	that	the	FRC’s	letter sent to Audit Committee Chairs and Finance Directors in 
October	noted	an	expectation	that	the	annual	report	material	on	actions	taken	by	an	audit	committee	includes:

 – issues	in	relation	to	the	financial	statements	and	how	they	were	addressed,	having	regard	to	matters	communicated	to	the	audit	committee	by	
the	external	auditor;	and

 – when	there	has	been	an	interaction	with	the	FRC’s	Corporate	Reporting	Review	team,	the	nature	and	extent	of	that	communication.

Deloitte’s annual survey of listed company reporting ‘A clear vision’ highlighted an increasing appetite for applying this kind of 
integrated thinking in reporting on their business model and performance, with 71% of companies surveyed telling their value creation 
story and 33% discussing how they created value for a variety of stakeholder groups. Discussion of information similar to the <IR> 
capitals in the context of a company’s business model and of corporate culture has also become more prevalent.
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Appendices
Amendments to accounting standards mandatorily effective for years ending 31 December 2016

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	10,	IFRS	12	and	IAS	28	–	Investment	Entities:	Applying	
the	Consolidation	Exception

1	January	2016

Amendments	to	IAS	27	–	Equity	Method	in	Separate	Financial	Statements

Amendments to IAS 1 – Disclosure Initiative

Amendments	to	IFRS	5,	IFRS	7,	IAS	19	and	IAS	34	issued	in	the	Annual 
Improvement	Cycle	2012-2014

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

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

Amendments to IAS 16 and IAS 41 – Bearer	Plants
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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.

 • 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 10, IFRS 12 and IAS 28 – Investment Entities: Applying the Consolidation Exception
The	amendments	clarify	that:

 • The	exemption	from	preparing	consolidated	financial	statements	in	IFRS	10	(and	from	applying	the	equity	method	in	IAS	28)	is	available	to	
subsidiaries	whose	ultimate	or	intermediate	parent	is	an	investment	entity	that	measures	the	subsidiary	at	fair	value	through	profit	or	loss.

 • The	requirement	in	paragraph	32	of	IFRS	10	for	an	investment	entity	to	consolidate	a	subsidiary	that	provides	it	with	investment-related	services	
does	not	apply	to	subsidiaries	that	are	themselves	investment	entities.

 • In	applying	the	equity	method	to	an	associate	or	joint	venture	that	is	an	investment	entity,	a	non-investment	entity	investor	may	retain	the	fair	
value	measurement	applied	by	its	associate	or	joint	venture	in	calculating	its	share	of	profit	or	loss.
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Amendments to IAS 27 – Equity Method in Separate Financial Statements
The	amendments	to	IAS	27	allow	entities	to	apply	the	equity	method,	as	described	in	IAS	28	Investments in Associates and Joint Ventures,	to	
investments	in	subsidiaries,	joint	ventures	and	associates	in	their	separate	financial	statements.	The	previous	options	of	accounting	at	cost	or	in	
accordance	with	IFRS	9	(or,	for	entities	that	have	not	yet	applied	IFRS	9,	IAS	39)	remain	and	the	same	method	must	be	used	for	all	investments	in	
the	same	category.

Amendments to IAS 1 – Disclosure Initiative
The	amendments	to	IAS	1	provide	clarifications	in	a	number	of	areas:

 • Materiality	and	Aggregation	–	an	entity	should	no	obscure	useful	information	by	aggregating	or	disaggregating	information	and	materiality	
considerations	apply	to	the	primary	financial	statements,	notes	and	specific	disclosure	requirements	of	other	IFRSs

 • Statement	of	financial	position	and	statement	of	profit	or	loss	and	other	comprehensive	income	–	the	line	items	specified	in	IAS	1	can	be	
disaggregated	or	aggregated	if	this	is	relevant	to	an	understanding	of	the	entity’s	financial	position	or	performance.	Guidance	is	also	provided	on	
the	use	of	subtotals	in	the	financial	statements.

 • Presentation	of	other	comprehensive	income	(‘OCI’)	–	the	entity’s	share	of	OCI	of	associates	and	joint	ventures	should,	as	for	its	own	OCI,	be	
separated	into	items	that	will	or	will	not	be	reclassified	subsequently	to	profit	or	loss.

 • Notes	to	the	financial	statements	–	entities	have	flexibility	in	designing	a	suitable	structure	for	the	notes.

Amendments to IFRS 5, IFRS 7, IAS 19 and IAS 34 issued in the Annual Improvements Cycle 2012-2014
The	amendments	introduced	in	the	2012-2014	annual	improvement	cycle	were:

 • IFRS	5	Non-current Assets Held for Sale and Discontinued Operations	–	Changes	in	methods	of	disposal:	Clarifies	that	reclassification	of	an	asset	or	
disposal	group	directly	from	being	held	for	sale	to	being	held	for	distribution	to	owners	(or	vice	versa)	is	considered	a	continuation	of	the	original	
plan	of	disposal	and	that	the	accounting	requirements	for	a	change	to	a	plan	of	sale	(or	to	a	plan	of	distribution	to	owners)	do	not	apply.	

 • IFRS	7	Financial Instruments: Disclosures	–	Servicing	contracts	and	applicability	of	the	amendments	to	IFRS	7	to	condensed	interim	financial	
statements:	Provides	additional	guidance	on	determining	whether	servicing	a	transferred	financial	asset	constitutes	‘continuing	involvement’	
for	the	purposes	of	IFRS	7’s	disclosure	requirements	and	disclosures	on	offsetting	are	not,	as	a	matter	of	course,	required	in	condensed	interim	
financial	statements.

 • IAS	19	Employee Benefits	–	Discount	rate:	regional	market	issue:	Clarifies	that	the	basket	of	high	quality	corporate	bonds	used	to	determine	a	
discount	rate	for	defined	benefit	obligations,	along	with	the	depth	of	the	market	for	such	bonds,	should	be	assessed	at	a	currency,	rather	than	
national,	level.

 • IAS 34 Interim Financial Reporting	–	Disclosure	of	information	‘elsewhere	in	the	interim	financial	report’:	Clarifies	that	to	be	considered	part	of	
interim	financial	statements,	information	provided	elsewhere	must	be	incorporated	by	cross-reference	and	be	available	to	users	on	the	same	
terms	as	the	interim	financial	statements	and	at	the	same	time.
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Amendments to IAS 16 and IAS 38 – Clarification of Acceptable Methods of Depreciation and Amortisation
The	amendments	prohibit	the	use	of	a	revenue-based	depreciation	method	for	property,	plant	and	equipment	and	introduces	a	rebuttable	
presumption	that	such	a	method	is	not	appropriate	for	calculating	the	amortisation	of	an	intangible	asset.	This	presumption	can	be	rebutted	only	if	
the	intangible	asset	is	expressed	as	a	measure	of	revenue	or	if	revenue	and	consumption	of	the	intangible	asset	are	highly	correlated.

Amendments to IFRS 11 – Accounting for Acquisitions of Interests in Joint Operations
The	amendments	clarify	that	the	principles	of	business	combination	accounting	set	out	in	IFRS	3 Business Combinations should be applied to the 
acquisition	of	an	interest	in	a	joint	operation	whose	activity	constitutes	a	business.

Amendments to IAS 16 and IAS 41 – Bearer Plants
The	amendments	define	a	‘bearer	plant’	as	a	living	plant	that	is	used	in	the	production	or	supply	of	agricultural	produce,	is	expected	to	bear	
produce	for	more	than	one	period	and	has	a	remote	likelihood	of	being	sold	as	agricultural	produce	except	for	incidental	scrap	sales.

The	amendment	includes	such	plants	within	the	scope	of	IAS	16,	to	be	measured	either	at	depreciated	cost	or	revalued	through	other	
comprehensive	income.

Produce	growing	on	bearer	plants	remains,	however,	within	the	scope	of	IAS	41	to	be	measured	at	fair	value	less	costs	to	sell	with	changes	in	that	
value	recognised	in	profit	or	loss.
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IFRS Interpretations Committee agenda decisions in 2016
Along	with	its	activity	developing	formal	interpretations	of	IFRSs	and	proposing	that	the	IASB	make	amendments	to	Standards,	the	IFRS	
Interpretations	Committee	regularly	publishes	summaries	of	issues	that	it	has	decided	not	to	add	to	its	agenda,	often	accompanied	by	a	discussion	
of	the	accounting	issue	submitted.

Whilst	the	commentary	included	in	an	agenda	decision	is	not	formally	part	of	IFRSs,	it	is	an	important	source	of	guidance	that	should	be	carefully	
considered	when	selecting	a	suitable	accounting	policy	for	a	transaction.	In	many	jurisdictions,	there	is	an	expectation	from	regulators	that	agenda	
decisions	will	be	considered,	with	ESMA,	for	example,	publicly stating	an	expectation	to	this	effect.	

In	2016,	the	following	agenda	decisions	have	been	published	by	the	Committee.

January	IFRIC	Update

IFRS	5	–	To	what	extent	can	an	impairment	loss	be	allocated	to	non-current	assets	within	a	disposal	group?

IFRS	5	–	How	to	present	intragroup	transactions	between	continuing	and	discontinued	operations

IFRS	5	–	Other	various	IFRS	5-related	issues

IFRS	9	–	Transition	issues	relating	to	hedging

IFRS	11	–	Remeasurement	of	previously	held	interests

IAS	12	–	Recognition	of	deferred	taxes	for	the	effect	of	exchange	rate	changes

IAS	39	–	Separation	of	an	embedded	floor	from	a	floating	rate	host	contract	in	a	negative	interest	rate	environment

March	IFRIC	Update

IFRS	9	–	Determining	hedge	effectiveness	for	net	investment	hedges	

IAS	16	and	IAS	38	–	Variable	payments	for	asset	purchases	

IAS	32	–	Classification	of	liability	for	a	prepaid	card	in	the	issuer’s	financial	statements	

IAS	32	–	Offsetting	and	cash-pooling	arrangements

May	IFRIC	Update

IFRS	9	and	IAS	39	–	Derecognition	of	modified	financial	assets

IAS	20	–	Accounting	for	repayable	cash	receipts

IAS	36	–	Recoverable	amount	and	carrying	amount	of	a	cash-generating	unit

July	IFRIC	Update
IFRS	11	and	IFRS	10	–	Accounting	for	loss	of	control	transactions

IFRIC 12 – Payments made by an operator to a grantor in a service concession arrangement

September IFRIC Update IFRIC	12	–	Service	concession	arrangements	with	leased	infrastructure

November IFRIC Update
IAS	12	–	Expected	manner	of	recovery	of	intangible	assets	with	indefinite	useful	lives

IAS	32	–	Written	put	options	over	non-controlling	interests	to	be	settled	by	a	variable	number	of	the	parent’s	shares
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New and revised IFRSs available for early application in years ending 31 December 2016

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. As discussed above, the sufficiency of these 
disclosures (particularly as they relate to IFRS 15 on revenue) is a current area of regulatory focus.

The list below reflects a cut-off date of 31 October 2016. 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 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 1	January	2018

IFRS 16 – Leases 1	January	2019 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

The	IASB	decided	in	December	2015	to	defer	indefinitely	the	effective	date	of	
these	amendments.	EU	endorsement	has,	likewise,	been	indefinitely	postponed

Amendments to IAS 12 – Recognition	of	Deferred	Tax	Assets	for	
Unrealised Losses

1	January	2017

TBC	–	Endorsement	outstanding

Amendments	to	IAS	7	–	Disclosure Initiative 1	January	2017

Clarifications	to	IFRS	15	Revenue	from	Contracts	with	Customers1	January	2018

Amendments to IFRS 2 – Classification	and	Measurement	of	
Share-based	Payment	Transactions

1	January	2018

Amendments to IFRS 4 – Applying	IFRS	9	Financial	Instruments	
with IFRS 4 Insurance Contracts

1	January	2018
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*	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.

**	IFRS	14	is	available	only	to	first-time	adopters	of	IFRSs	who	recognised	regulatory	deferral	account	balances	under	their	previous	GAAP	and	
permits	those	entities	to	continue	(with	limited	changes)	their	previous	GAAP	accounting	for	rate-regulated	activities,	although	with	separate	
presentation	of	balances	and	items	of	income	and	expense	arising	from	that	accounting.

As	the	EU	has	decided	not	to	endorse	this	standard	for	use	in	the	European	Union,	the	option	to	retain	previous	GAAP	accounting	on	transition	to	
IFRSs	is	not	available	to	entities	(such	as	those	in	the	UK)	required	to	apply	EU-endorsed	IFRSs.

The clarifications to IFRS 15 issued in April 2016 addressed a number of issues highlighted by discussions of the IASB and FASB’s joint 
Transition Resource Group (TRG) for Revenue Recognition. Details of the group’s discussions can be found here. 

A similar group, the IFRS Transition Resource Group for Impairment of Financial Instruments (ITG) has been instigated by the IASB to 
discuss issues arising from the expected loss-based impairment model of IFRS 9. Details of this group’s discussions can be found here.
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Deloitte resources
There	are	a	number	of	resources	prepared	by	Deloitte	that	can	assist	you	during	the	upcoming	reporting	season.	Many	have	been	highlighted	
throughout	this	publication,	key	resources	are	listed	below.	

The Closing Out 2016 page on UK Accounting Plus
A	dedicated	page	on	UK	accounting	plus,	providing	links	to	a	full	suite	of	resources.	This	page	will	continue	to	be	updated	to	reflect	developments	
after	the	date	of	this	publication.

Annual report insights 2016 – A clear vision
A	suite	of	documents	is	now	available	via	our	dedicated	annual report insights site.

 • A clear vision: Planning your report	summarises	our	findings	from	a	review	of	100	listed	UK	companies,	identifying	insights	for	companies	to	
focus	on	when	dealing	with	new	and	existing	regulations	in	their	next	annual	report.	It	also	gives	other	ideas	for	improved	reporting,	including	
how	companies	can	embrace	the	ideas	behind	integrated	reporting	and	not	just	tell	a	story	but	tell	the	story	that	the	company	lives.

 • For	those	who	want	to	delve	deeper,	A clear vision: The full details	includes	more	in	depth	analysis	of	the	latest	narrative,	corporate	
governance	and	financial	reporting	trends	and	innovations	with	real	life	examples	of	better	practice.

 • New	for	2016,	an	interactive benchmarking tool	enables	you	to	understand	how	your	annual	report	stacks	up	against	those	of	other	listed	
companies.

Governance in focus – Audit committees and the 2017 reporting season – year end briefing
This	Governance	in	focus	reviews	the	topics	audit	committees	need	to	focus	on	in	the	2017	reporting	season	including: 

 • tips	on	how	to	harness	corporate	culture	to	support	your	business	purpose;
 • how	to	get	the	most	from	your	internal	audit	function;
 • a	summary	of	the	significant	upcoming	changes	in	international	tax;	and
 • a	round-up	of	emerging	governance	themes	for	2017.

‘A clear vision’ comprises a suite of publications examining 
how companies have dealt with the latest corporate reporting 
challenges, including the narrative, corporate governance and 
financial elements, identifying new innovations and highlighting 
industry better practice as a take away for preparers of annual 
reports to consider. 
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