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Upfront

Welcome back. We hope that you enjoyed your summer, holidays and of course the Olympic Games! Now it is time 
to look ahead.

For many, preparations are well underway for the annual reporting season. In terms of new mandatory technical 
requirements, 2012 promises to be a period of relative ‘calm’, this is, of course unless your company decides to 
adopt any of the new requirements early on a non-mandatory basis. There are a number of new requirements in 
the pipeline, including IFRSs 10, 11 and 13. 

But, besides the technical requirements, many companies continue to be affected by the unfavourable economic 
conditions and the impact will need to be assessed and appropriately reflected in their financial reporting. 
This newsletter contains a Practical issue which explains how companies with certain economic exposures might 
address them from a financial reporting perspective.

Reducing the volume of disclosures in the financial statements has been a point of debate over the past years as 
annual reports have grown larger and larger. EFRAG and the FASB have issued Discussion Papers which set out 
proposals for how both standard-setters and preparers could begin to address the issue of improving the relevance 
of disclosures. You can find out more about the Discussion Papers in our section Topic of focus: Time to cut down 
the forest of disclosures? on page 9.

And, finally, the future of UK GAAP is never too far from our minds! Roger Marshall, the Chairman of the 
Accounting Council, discusses it with us in an interview on page 7.

Deloitte LLP
October 2012
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Difficult economic conditions, particularly in Europe, continue to have an impact on the financial reporting of many 
entities. This impact comes in various forms depending on an entity’s activities. For example, an entity may have 
significant investments in Eurobonds, overseas operations or trade receivables from its European customers. 

This article highlights some of the key financial reporting considerations arising from the uncertain economic 
conditions. It is not intended to serve as an exhaustive list and each reporting entity will need to consider carefully 
its unique risks and circumstances. The issues covered in this article apply to both annual and interim financial reports.

Going concern
The current economic uncertainty must be taken into account by Directors in fulfilling their responsibilities under 
the UK Corporate Governance Code to provide a balanced and understandable assessment of an entity’s position 
and prospects, information on its business model and whether there are risks to it continuing as a going concern. 
The Listing Rules and IFRSs also require the Directors to make an assessment of the entity’s ability to continue as 
a going concern and to make specific disclosures.

An entity’s current circumstances may challenge the going concern basis of preparation. Assessing whether an 
entity is a ‘going concern’ typically requires the following factors to be considered:

•	its	current	and	expected	profitability;	

•	debt	repayment	schedules,	including	compliance	with	relevant	loan	covenants;	and

•	potential	sources	of	replacement	financing.

In performing this assessment, management needs to take into account all available information. For example, 
an inability to collect trade receivables from certain counterparties may result in the entity’s inability to repay its 
borrowings;	impairments	of	non-financial	assets	may	affect	profit	targets,	which	in	turn	may	affect	loan	covenants.	
When financial covenants are breached, a lender often has a right to demand earlier repayment, within 12 months 
of the end of the reporting period, which in turn affects the entity’s liquidity. (Classification of financial liabilities as 
current or non-current is addressed later in the article.)

Concerns over instability in the Eurozone are also resulting in the ‘flight of capital’ away from some jurisdictions 
and widening credit spreads are putting considerable pressure on the ability of some countries to obtain financing.

Consistency of assumptions and estimates
A number of assumptions or estimates may be required to underpin amounts included in the financial statements. 
For example, forecast revenues are likely to impact going concern and impairment assessments. Consistent assumptions 
should be used for all relevant assessments.

In addition, external events and circumstances should be considered in assessing whether changes made in 
assumptions and estimates made from the previous period are appropriate or not. 

Practical issue: Responding to 
heightened country and currency risks
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Recognition and measurement 

Impairment of non-financial assets (including goodwill)
Various aspects of the current economic environment may indicate that an entity’s non-financial assets are impaired. 
For example:

•	deteriorating	economic	conditions	resulting	from	reductions	in	public	spending	in	countries	implementing	austerity	
measures	and	experiencing	falling	tax	revenues;

•	reductions	in	spending	by	the	entity’s	customer	base	(for	example,	reduced	capital	expenditure	rates	for	a	
business	to	business	supplier	or	reduced	consumer	spending	for	a	retailer);

•	a	change	in	the	entity’s	business	model	as	a	result	of	the	economic	environment;

•	a	fall	in	asset	prices	as	a	consequence	of	poor	demand;	and

•	a	rise	in	the	cost	of	capital	resulting	in	higher	discount	rates.

Assets affected may include:

•	goodwill	and	intangible	assets;

•	land,	buildings,	machinery	and	equipment;

•	investment	property	carried	at	cost;

•	biological	assets	carried	at	cost;	and

•	investments	in	subsidiaries,	associates	and	joint	ventures	carried	at	cost.	

IAS 36 contains specific requirements to test non-financial assets for impairment. Goodwill and intangible assets 
which are not amortised must be tested at least on an annual basis. Other non-financial assets should be tested 
whenever there is an indication of impairment.

Careful consideration of the cash flow projections, growth rates and discount rates as well as current sales prices 
used in value-in-use calculations will be critical in terms of supportability and reasonableness of the calculations 
given market conditions.

Impairment of financial assets
Financial assets should be assessed for impairment given the economic situation in Greece and other Eurozone 
economies affected by the crisis. Financial assets measured at amortised cost and available-for-sale financial assets 
(AFS) under IAS 39 must be considered for impairment under the standard. In particular, entities should consider 
the following:

•	AFS	equity	instruments	may	be	impaired	as	a	result	of	declines	in	equity	markets;

•	debt	securities	issued	by,	or	loans	to,	companies	affected	by	the	Eurozone	crisis	may	be	subject	to	a	greater	risk	
of impairment. For instance, financial institutions may have extended loans or written credit facilities to Greek 
entities;	and

•	trade	receivables	from	entities	in	affected	Eurozone	countries	or	entities	with	significant	exposure	to	those	
countries may be subject to a greater risk of impairment. Particular attention should be given to recoverability 
where receivables are overdue. In some jurisdictions, governments have taken steps to protect creditors for past 
due amounts due from public sector entities. Where this is the case, such measures should be taken into account 
in impairment assessment.

Financial instruments (both assets and liabilities) that are carried at fair value (vs. amortised cost) also present certain 
accounting challenges. Not only may their fair values potentially deteriorate, but the fair value measurement itself 
may cause a problem as the continued economic turbulence has led to a decrease in market activity for certain 
financial instruments. 
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Current and non-current financial liabilities
Liabilities are classified as current if the entity does not have an unconditional right to defer settlement for at least 
12 months after the reporting period.

Given the difficult trading conditions in Eurozone there is an increasing risk of breaches of financial covenants 
(e.g., failure to achieve a specified level of interest cover). If such a breach occurs on or before the end of the 
reporting period with the effect that the lender has the right to demand repayment within 12 months of the end 
of the reporting period, the liability is classified as current. A waiver or renegotiation of the terms of the liability 
after the end of the reporting period does not affect the classification of the liability as current but is disclosed as 
a non-adjusting event after the reporting period. 

Defined benefit plans
The current economic climate may impact the measurement of both plan assets and defined benefit obligations.

For example, pension plan assets may contain significant amounts of sovereign debt. Plans may also have holdings 
in hedge funds, structured products and other liquid assets and it is important that such arrangements are valued 
appropriately.

The discount rate used to value defined benefit obligations under IAS 19 should be set by reference to the yield 
available on high quality corporate bonds of an appropriate term (or, where there is not a deep market in such 
bonds, the market yield on government bonds). Typically, AA rated bonds or similar bond yield have been used 
for this purpose. A lack of liquidity in capital markets may lead to reconsideration of whether a deep national 
or regional market in high quality corporate bonds denominated in the same currency as the underlying defined 
benefit obligation continues to exist.

Depending on the size of the obligation and the sensitivity to changes in the discount rate, consideration needs to 
be given to whether disclosure of the factors affecting the choice of rate used is required as a critical judgement or 
key source of estimation uncertainty under IAS 1.

Deferred tax assets
IAS 12 Income Taxes requires the recognition of a deferred tax asset only to the extent that it is probable that 
future taxable profit will be available against which a deductible temporary difference can be utilised. A reduction 
in forecast performance stemming from the current economic environment should lead to a reassessment of 
the recoverability. 

Inventory
Inventories are measured at the lower of cost or net realisable value (NRV). In a difficult economic environment, 
NRV calculations may warrant additional challenge and scrutiny at the end of the reporting period.

Effect of restructurings
In a difficult economic environment, entities may be considering or implementing restructuring plans such as the 
closure or sale of parts of their business or the downsizing of continuing operations.

Plans like this may require consideration of a number of issues, including whether:

•	the	restructuring	provision	meets	the	criteria	of	IAS	37	and	should	be	recognised;	and

•	any	parts	of	the	business	should	be	classified	as	held	for	sale	and	written	down	to	their	fair	value	less	costs	to	sell	
if this is lower than their carrying amount as required by IFRS 5.
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Disclosures
Information about asset impairments will be critical in helping investors and others understand the impact of the 
current Eurozone crisis on an entity’s financial performance and position.

Disclosure requirements of various IFRSs may become more relevant in a volatile economic environment. 
For example:

•	the	requirements	of	IAS	1	to	disclose	information	about	the	assumptions	made	about	significant	sources	
of estimation uncertainty and judgements made in the process of applying the entity’s accounting policies. 
These assumptions and judgements may become more significant in a volatile environment or may change if the 
entity’s	business	model	changes	in	response	to	that	environment;

•	the	requirements	of	IAS	1	to	disclose	information	on	the	entity’s	objectives,	policies	and	processes	for	managing	
capital. The requirement to disclose compliance with externally imposed capital requirements may make these 
disclosures	particularly	significant	for	financial	institutions;	and	

•	the	requirements	of	IAS	10	to	disclose	material	events	occurring	after	the	reporting	period.	In	a	volatile	
environment, non-adjusting events such as commencement of a major restructuring, disposal of assets or large 
changes in asset prices may occur more frequently. 

And, of course, IFRS 7 Financial Instruments – Disclosures includes detailed requirements for disclosure of:

•	credit	risk;	

•	liquidity	risk;	and

•	market	risk.

In the current economic environment some or all of these risks may become more evident, in which case more 
extensive disclosures than before may be required. 

For example, greater uncertainty of creditworthiness has led to increasing demands for entities to pledge or receive 
collateral. IFRS 7 and IAS 39 have specific disclosures where assets continue to be recognised but are pledged 
as collateral.

In respect of liquidity risk, IFRS 7 also requires disclosure of any default on loans payable or other breaches of loan 
agreement terms (e.g., loan covenants).

Governance 
Regulators have naturally been concerned about sufficient reflection of economic uncertainties in entities’ financial 
reporting. The FRC issued two updates (January and June 20121) to its original 2009 guidance aiming to support 
Directors in considering the impact of these risks on their annual and interim reports and guide them in providing 
a balanced and understandable assessment of the entity’s position and prospects to stakeholders, who are likely 
to be paying particular attention to these risks and the entity’s response to them. The updates basically summarise 
risk areas, most of which have been addressed in this article, including potential impairments of non-financial and 
financial assets. Following recent amendments to the UK Corporate Governance Code in 2012, the assessment by 
the Directors must also consider whether the annual and interim reports present a fair assessment of the entity’s 
position and prospects (see page 11).

Going concern is undeniably an important area of financial reporting, as discussed earlier. It was recently considered 
by the panel led by Lord Sharman with consequential recommendations to FRC to take forward in its future activities. 
Two of these recommendations related to financial reporting: 1) Directors should integrate the going concern 
assessment	with	overall	business	planning	and	risk	management	processes;	in	other	words	going	concern	should	
not be assessed in isolation and 2) discussion about strategy and principal risks should include a going concern 
statement. 

1  The updates apply to 
annual and interim reports 
respectively, with the 
second update being a 
reminder.
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Audit committees
Audit committees are likely to need a detailed understanding of the materiality of country and currency risks and the 
extent to which these are mitigated. In deciding whether an annual or interim report presents a fair, balanced and 
understandable assessment of the company’s position and prospects, they will wish to challenge the information 
provided by management in this area and the extent to which assets and liabilities are sensitive to changes in 
management’s assumptions. Amendments to the UK Corporate Governance Code in 2012, require a separate 
section from the audit committee to disclose significant issues considered in the assessment of the annual or interim 
report taken as a whole and how these have been addressed.

Consider the big picture
As stated in the FRC Update, “where the company is significantly exposed to increased country or currency risks, 
Directors may need to enhance their disclosures in this area including how these risks are mitigated.”

With that in mind, Directors need to consider whether the annual and interim reports, taken as a whole, are 
balanced and understandable. The overriding consideration is to ensure that the financial statements and 
management commentary convey all material uncertainties potentially resulting in enhanced disclosures not 
specifically required by any particular standard.

Further information
The FRC January 2012 update can be found at http://www.frc.org.uk/getattachment/a5639845-b3b9-45aa-a1a5-
38369c7c7f88/An-Update-for-Directors-of-Listed-Companies-Responding-to-increased-country-and-currency-risk-in-
financial-reports.aspx 

The FRC June 2012 update can be found at http://www.frc.org.uk/getattachment/2d569e5e-71f8-4215-947a-
c47836fc18b2/An-update-for-directors-of-listed-companies-country-and-currency-risk-interim-reports.aspx

Two Deloitte publications give more guidance:

Turbulent times – Financial reporting considerations arising from the Eurozone crisis 
http://www.iasplus.com/en/publications/other-global-publications/turbulent-times-2014-financial-reporting-
considerations-arising-from-the-eurozone-crisis

Exiting the Euro – Financial reporting implications of a country’s exit from the Eurozone 
http://www.iasplus.com/en/publications/other-global-publications/exiting-the-euro-2014-financial-reporting-
implications-of-a-countrys-exit-from-the-eurozone
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Roger Marshall is the chair of the Accounting Council and a non-executive director of the Financial Reporting 
Council. He also serves as a non-executive director on the board of Old Mutual. Roger was previously an audit 
partner at PricewaterhouseCoopers.

We put the following questions to Roger recently to understand the current developments with the UK GAAP project.

The Accounting Council’s deliberations to date suggest that the areas of further consideration 
are relatively detailed. Does this mean that the bulk of the standard is now reasonably final and 
companies can begin their plans to implement it?
Roger explained that the Council are very pleased that respondents were supportive of the proposals and therefore 
the framework proposed is unlikely to change in the final standards. However, respondents had also raised a 
number of very helpful and detailed points that the Council are considering. He cautioned that whilst companies 
could start considering the framework, addressing the detailed points could lead to small changes. 

Roger noted that in addressing the detailed points, the FRC has issued an exposure draft addressing two technical 
points;	one	addressing	the	accounting	for	multi-employer	defined	benefits	plans	and the	second	directed	at	
addressing how a grantor should account for service concession arrangements. 

Are you confident that the standards will be out before the end of the year or could they slip into 
2013?
Roger explained that because of the recommendation to have a further exposure draft, the aim was now to issue 
two of the standards (draft FRS 100 and FRS 101) this year but to hold back on finalising FRS 102 until after the 
consultation period for the exposure draft. This had the advantage that those entities that might like to apply the 
reduced disclosure framework this year could do so and it would not alter the application date for FRS 102, when 
issued.

Whilst on the topic of FRS 101, there is concern that the requirement to comply with the statutory 
formats for the primary statements may reduce the benefit to entities. What actions is the Accounting 
Council taking to address this concern?
Roger explained that the Council have discussed this matter and will clarify that entities need only comply with 
the requirements of the Act and not those of IAS 1 as well. They are also discussing with BIS the possibility of 
introducing a paragraph, not currently in UK law, from the EU directives, which allows equivalent formats.

Turning to FRS 102, which is the replacement for current UK accounting standards, the Accounting 
Council has amended its original proposals such that many companies will not see significant changes 
compared with existing UK GAAP. What is your response to those constituents that will question 
whether the cost of implementing a new regime is beneficial?
Roger noted that if companies don’t have significant changes, there clearly won’t be significant costs. He explained 
that FRS 102 reduces 3000 pages of, in some cases, rather out of date UK GAAP to 300 pages. In his view there are 
three key advantages to FRS 102: moving UK GAAP forward in a fairly cost effective way, reducing complexity and 
enabling easier transition to full IFRS.

However, what will change is the move to an IFRS for SMEs based standard. It is likely that certain benefits will flow 
from that change such as training costs incurred as a result of companies no longer being on two different GAAPs 
(IFRS and UK FRSs).

Roger noted that it was clear that current UK GAAP needed updating, especially in the area of financial instruments. 

Interview with Roger Marshall  
– future of UK GAAP
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The main exception to this is likely to be the requirement to account for derivatives at fair value 
through profit or loss. Are you confident this is appropriate given continuing press comment about 
fair value accounting?
Roger was clear that it would be a change for the better: “UK GAAP doesn’t effectively account for derivatives at 
all. If you could come up with a better idea than fair value then fine but I don’t have much sympathy with the idea 
that we just go on not accounting for derivatives. At the moment users do not have transparency around the risks 
that entities have from derivatives.” 

You were keen to incorporate the hedging and impairment requirements of IFRS 9 into FRS 102. 
Given the continuing delays with the IASB project and calls for a “stable platform” once FRS 102 is 
published has the Accounting Council revised its approach?
Roger explained that the Accounting Council is going to consider how to address the matter at its next meeting. He 
noted that the Council’s view was that it could not inflict two sets of changes on preparers in a short space of time 
and was keen therefore to find a solution based on IFRS 9. 

How do you see the role of the Accounting Council once the standards have been published? 
Given the UITF has been wound up, will the Accounting Council have a role in interpreting them?
Roger explained that there are plans to establish a UK FRSs Committee reporting to the Accounting Council. The UK 
FRSs Committee would be tasked with assisting with implementation of FRS 102. He commented: “we expect that 
in the first couple of years people will have questions which we haven’t thought of yet. So rather than going for a 
formal UITF approach, we want to find a way to be responsive and provide practical help.” 

The IASB has recently announced a Request for Information leading up to its first review of the IFRS 
for SMEs. How will the Accounting Council be contributing to this? 
Roger explained that the Accounting Council is currently preparing a response. They will also seek to influence the 
EFRAG response to the IASB, despite the fact that the European position is far from clear.

Roger explained the real question is the purpose of the review and whether the IFRS for SMEs should be regarded 
as ‘standalone’. If that were the case, it would only need to be changed if there were a demonstrated need 
to do so. Alternatively, if it is a form of ‘mini-IFRSs’, changes would have to be made to keep the two sets of 
standards aligned. 

Are you surprised there hasn’t been more movement towards the IFRS for SMEs in the rest of Europe?
Roger explained that there is not uniform support for IFRS around Europe and that national GAAPs across Europe 
are very much driven by historical factors. As a result, the IFRS for SMEs is not a natural choice for those countries 
that have a strong focus on prudence – such as Germany. However, other jurisdictions, such as Norway, appear to 
be very interested in what the UK is doing. It is perhaps an area where we have to wait and see if others follow the 
UK lead. 

You joined the ASB in November 2010, originally as an interim chairman. What have you enjoyed 
most about the role?
Roger: “I really enjoy the intellectual challenge and feel the read across to other areas of my works enables me to 
bring a sense of the pragmatism to the debate. I think I bring my non-executive role to this rather than ‘I am the 
professional standard setter’ but I find it informs my non-executive role as well.” 

Roger noted that “Accounting Council members have a great mix of backgrounds which enables a variety of views 
and experiences to be brought to the Council. Supported by our excellent technical staff, I think we are able to 
bring a great balance to the international debate on financial reporting”. 
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EFRAG and FASB issue Discussion Papers
There has been a lot written about the problem of burgeoning disclosures in financial statements. Many have 
expressed concerns that the notes to the financial statements have increased exponentially and it is no longer 
clear what purpose they are intended to serve. User groups have not necessarily agreed that the problem is one of 
volume and they point to the need for different information in some cases to that currently reported – not simply 
loading in more. Some argue that ‘more is less’ and the time is well overdue for the standard setter to take a red 
pen to existing disclosure requirements and make serious strides in reducing the number of disclosures under IFRS. 
But we acknowledge the problem is not just a matter of cutting down current disclosures. Studies by bodies such 
as the Financial Reporting Council (FRC) in the United Kingdom have highlighted the behavioural issues that underlie 
the current state of play when it comes to the voluminous note disclosures: there is a degree of safety in keeping 
information in the notes rather than taking it out or challenging whether a specific disclosure is really necessary and 
relevant for users of the financial statements. 

The two recently issued Discussion Papers (DPs) attempt to stimulate a genuine debate about whether there can 
be a more systematic approach to setting and applying disclosure requirements. EFRAG, the Autorité des Normes 
Comptables (French Standard Setter) and the FRC (UK Standard Setter) have issued ‘Towards a Disclosure Framework 
for the Notes’. In the United States the FASB issued an Invitation to Comment ‘Disclosure Framework’ dealing with 
note disclosures under US GAAP. Both project teams worked together and the content of both DPs is very similar, 
the key difference being that the FASB DP deals with some US-specific issues and does not attempt to define the 
boundary of the notes with other reported information.

Setting out a framework for the notes
At present disclosure requirements in accounting standards are developed on an ad hoc basis, usually after extensive 
debate about recognition and measurement requirements. If a disclosure seems as if it could be useful, standard 
setters typically err on the side of requiring it rather than being judicious about what really needs to be disclosed 
as essential information for investors and creditors. Even in recent standards such as IFRS 12 Disclosure of Interests 
in Other Entities high level objectives about disclosing information to enable users to understand investment 
relationships are proceeded by lists of disclosure requirements. 

Both DPs suggest that what is needed is a ‘disclosure framework’ that consider what needs to change for both 
the standard setter, in developing requirements and for preparers and others who apply those requirements in 
drawing up financial statements. The DPs set out a decision process for the standard setter to follow to discipline 
its judgements about when to require information to be disclosed. This decision process is anchored in the concept 
of relevance and through a series of indicators or questions circumstances are suggested when information may be 
relevant for users of financial statements and warrant inclusion in a standard. It is suggested that the way in which 
standard setters write disclosure requirements also has a significant effect on what information ultimately gets 
reported. Various alternatives are considered: from standard setters not including any specific disclosure requirements 
but relying on preparers to apply general disclosure principles through to prescribed and standardised disclosure 
requirements set out for all entities to apply. It is acknowledged that a balance needs to be struck between those 
two extremes.

Consideration is also given to moving away from a ‘one-size-fits-all’ approach to disclosure requirements and that 
there may be a case for having ‘scalable’ disclosure requirements. Differential reporting frameworks have been 
around for some time and they are based on the frequency of reporting and the nature and size of the entity being 
just a few examples of what has been used as the basis of differentiation. The challenge is whether differentiation can 
be achieved in a more general context. The FASB DP suggests that it can be achieved by considering the importance 
of an item and a standard could specify a ‘minimum’ and a ‘maximum’ or establish ‘tiers’ of disclosure requirements 
and then it would fall to the entity to decide which level of disclosure is appropriate to its circumstances. 

Topic of focus: Time to cut down the 
forest of disclosures?

Discussion Papers 
are available from: 
http://www.efrag. 
org/Front/p169-2- 
272/Proactive--- 
A-Disclosure- 
Framework-for-the- 
notes-to-the- 
financial-statements. 
aspx and http:// 
www.fasb.org/jsp/ 
FASB/FASBContent 
_C/ProjectUpdate 
Page&cid=117615 
6344894
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Improving communication
In addressing how to improve the quality of information disclosed in the notes by preparers, the DPs set out 
communication principles – there is nothing very revolutionary proposed here but there are useful tips that could 
improve how the notes are presented. The principles are aimed at the format and organisation of the notes to 
enhance their usefulness for users of the financial statements. The issues addressed include making the notes entity 
specific and avoiding ‘boilerplate’ disclosures, improving the relationship between disclosures and primary financial 
statements and highlighting the most relevant information. Consideration is given to whether formats should be 
flexible. Entities could be left to make decisions about how to best convey information in the notes or the standard 
setter prescribes a standardised format for all entities to apply – clearly there are arguments to support both 
approaches although there are some good examples in practice where entities have usefully applied the current 
flexibility permitted to improve the readability and usefulness of the notes to their financial statements.

Thinking about materiality
The most difficult issue tackled in the DPs is the application of materiality to information in the notes – they suggest 
the issue lies not in the concept itself but in how it is applied (or not applied). It is noted in the EFRAG DP that there 
is “difficulty in practice of applying materiality judgements to disclosures”. 

Drawing on the existing concept of materiality the EFRAG DP develops a series of indicators to assist preparers in 
forming their own judgements about what information is likely to be relevant to users of their financial statements. 
The FASB DP does not develop any indicators but proposes that in making materiality judgements around 
disclosures it is necessary to make a ‘notional’ assessment of the probable effect of the disclosure on future cash 
flows – where the magnitude is likely to alter a user’s baseline assessment of future cash flows the information is 
likely to be material and warrant disclosure. 

Whilst we agree that it may be useful to further develop guidance about how to apply materiality to disclosures, 
it needs to be underscored that at its core the issue is about exercising professional judgement. That suggests that 
there is not necessarily a strictly ‘right’ or ‘wrong’ answer but it is a matter of encouraging dialogue and ensuring 
that there is adequate evidence to support the judgements made.

Challenging current practices
Changing current practice will require addressing a complex set of behaviours. As noted in both DPs – there is a 
common problem on both sides of the Atlantic: when it comes to disclosures it is much easier to add to existing 
disclosures than to remove them. And the consequences of including immaterial information are far less severe 
than potentially leaving out something that may be relevant for users in making decisions about an entity’s 
financial performance and financial position. Whilst it is easy to bemoan the current state of play and the surfeit 
of information disclosed in the notes there are often particular reasons for why an entity has made a decision to 
include certain information and therefore initiating a process of annually reviewing materiality judgements around 
disclosures is not necessarily a straight-forward exercise. So the approach being proposed in these DPs will be 
considerably more work for all those concerned in the preparation and review of financial statements. Starting 
with a hard look at existing disclosure requirements in accounting standards and making some calls about what 
information is actually essential for users of the financial statements is, in our view, a good place to start.

Deloitte is currently in the process of developing its responses to both DPs. The comment period for the FASB DP 
closes on 16 November and the EFRAG DP closes on 31 December. 
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UK Reporting round up

Government announces reform of executive pay and FRC to consult on amending Code 
The government has announced proposals for UK companies listed on the main market to have a binding vote 
on future remuneration policy at least once every three years in addition to the annual advisory vote on how this 
policy	was	implemented;	both	votes	having	a	threshold	for	a	majority	at	50%.	There	will	not	be	a	separate	vote	on	
termination payments since these should be included in the policy on future remuneration. Disclosure of a single 
total figure of remuneration for each director will also be required under the proposed reforms, which are expected 
to be enacted by October 2013. 

In response to the government’s proposals, the FRC will consult on two proposals that the government has asked 
it to consider: to extend the existing provisions relating to clawback arrangements, and to limit the practice of 
executive directors sitting on the remuneration committees of other companies.

The FRC has also published a report from its Financial Reporting Lab on ‘A single figure for remuneration’ setting 
out the views of the investment community on how a single figure might be measured and presented.

Amendments to the UK Corporate Governance Code 2012 
A revised UK Corporate Governance Code was issued on 28 September 2012. The significant new disclosure 
requirements are:

•	requirement that the board states that it considers the annual report and accounts, taken as a whole, is fair, 
balanced and understandable and provides the information necessary for shareholders to assess the company’s 
performance,	business	model	and	strategy;

•	increased responsiblities on the audit committee including extra disclosures around significant issues that they 
have	considered	in	relation	to	the	financial	statements	and	how	these	issues	were	addressed;	and

•	the corporate governance statement should include a description of the board’s policy on diversity, including 
gender, any measurable objectives that it has set for implementing the policy and progress on achieving the 
objective;

•	more meaningful disclosure and explanations of all non compliances with the provisions of the code. 

Mandatory carbon reporting for quoted companies from April 2013 
At the Rio +20 Summit Nick Clegg announced that the UK government will introduce mandatory carbon footprint 
reporting for all quoted companies (i.e. those with equity shares listed on the main market of the London Stock 
Exchange, other EEA regulated markets, the NYSE or NASDAQ). The government are likely to propose that 
this	reporting	will	be	mandatory	for	reporting	years	ending	after	1	October	2013;	the	same	time	as	other	BIS	
change to narrative reporting. The intention is that these disclosures will be included within the Driectors’ report. 
The Goverment will consider, based on early experience of quoted companies, whether to extend this reporting 
to large unaudited companies. A Deloitte survey on carbon reporting, published in November 2010, showed that 
57%	of	listed	companies	were	already	voluntarily	providing	some	level	of	carbon	information.	However,	companies	
already reporting may have challenges complying – the scope of group entities caught in the draft regulation may 
differ from that used in existing voluntary reports.

The second of June’s 
editions of 
Governance in Brief  
includes a more  
detailed discussion of 
the announcement 
and is available at 
www.deloitte.com/ 
view/en_GB/uk/ 
services/audit/ 
corporate- 
governance/f374ad 
9fed2fb110VgnVCM 
100000ba42f00a 
RCRD.htm.

The September 
edition of 
Governance in Brief 
includes a more 
detailed discussion 
of the amendments 
and is available at 
http://www.deloitte.
com/view/en_GB/
uk/services/audit/
corporate-governance/
3db522dfe462a310V
gnVCM2000003356f
70aRCRD.htm

Further information 
on the plans is 
available on 
Deloitte’s website 
under sustainability 
services 
http://www.deloitte. 
com/view/en_GB/uk/ 
market-insights/ 
sustainability-services 
/index.htm. 
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Final Sharman report and recommendations published 
The Sharman panel has submitted its final report to the FRC about the lessons to be learned by companies 
and auditors in addressing going concern and liquidity risks. The key conclusions reached by the Panel are that:

•	the	primary	purpose	of	the	going	concern	assessment	and	reporting	should	be	to	reinforce	responsible	behavior	
in the	management	of	going	concern	risks;	and

•	the	going	concern	assessment	made	by	the	directors,	and	reviewed	by	the	auditors,	should	include	both	solvency	
and liquidity. 

The Panel recommended five areas of activity for the FRC, including enhancing the role of the auditor by seeking 
an explicit statement from them in the audit report on whether they have anything to add or emphasise in relation 
to the directors’ narrative disclosures on going concern. The FRC has welcomed the report and is considering its 
response. 

UITF publishes draft Abstract on residential management company accounts 
The UITF have published information sheet 92, setting out a proposed UITF Abstract on residential management 
companies’ financial statements. The draft Abstract aims to assist prepares of such accounts in determining whether 
the company is acting as a principal or agent when undertaking residential service charge transactions with third 
parties, and thereby determine which transactions should be recorded in their financial statements. Some companies 
currently view themselves as being dormant for the purposes of preparing statutory accounts, although in light of 
the Abstract this may be called into question. 

The response deadline closed on 13 June 2012.

The draft Abstract is available at http://www.frc.org.uk/Our-Work/Codes-Standards/Accounting-and-Reporting-Policy/
UITF/UITF-info-sheets.aspx.

The first of June’s 
editions of 
Governance in Brief  
includes a more  
detailed discussion  
of the report on the  
lessons in addressing 
going concern and 
liquidity risks and is 
available at 
www.deloitte.com 
/view/en_GB/uk/ 
services/audit/ 
corporate- 
governance/f374ad9 
fed2fb110VgnVCM 
100000ba42f00a 
RCRD.htm.



iGAAP 2012 13

Recent publications

IFRSs in your pocket 2012
The new edition of IFRSs in your pocket is now available. This popular publication summarizes in a pocket sized 
book the basic requirements of all current IFRSs and IFRICs. The guide includes information about:

•	IASB	structure;

•	IASB	due	process;

•	use	of	IFRSs	around	the	world,	including	updates	on	Europe,	Asia,	USA	and	Canada;

•	summaries	of	each	IASB	Standard	and	Interpretation,	as	well	as	the	Framework	and	the	Preface	to	IFRSs;	and

•	background	and	current	status	of	all	current	IASB	projects.

The publication can be found in the Deloitte’s global IAS Plus website www.iasplus.com.

.
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IASB amends transition guidance to IFRSs 10, 11 and 12
The IASB has published amendments to IFRSs 10, 11 and 12 to alleviate concerns that the transitional requirements 
of IFRS 10 Consolidated Financial Statements are more onerous than had been intended. Adjusted comparative 
information for IFRSs 10, 11 and 12 will only be required for the preceding comparative period. 

The amendments have an effective date aligned with the Standards themselves of periods commencing on or after 
1 January 2013. The EU endorsement is expected to occur by the end of 2012 permitted. Once endorsed by the 
EU, there is expected to be a delay of 1 year from the mandatory effective date for companies applying IFRS as 
endorsed by the EU “EU IFRS” so they will have to apply these standards for annual periods beginning on or after 1 
January 2014 with earlier application permitted (see page 15).

Activities of the IASB
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IFRS issued but not yet effective or 
endorsed by the EU

Title Subject Mandatory for accounting periods 
beginning on or after

Endorsed* or when endorsement 
expected (EFRAG 8 October 2012)

IAS/IFRS standards

IFRS 9 (November 2009, revised 
October 2010) 

Financial Instruments: Classification 
and Measurement 

1 January 2015 To be confirmed

IFRS 10 (May 2011) Consolidated Financial Statements  1 January 2013** Q4 2012

IFRS 11 (May 2011) Joint Arrangements 1 January 2013** Q4 2012

IFRS 12 (May 2011) Disclosures of Interests in Other 
Entities  

1 January 2013** Q4 2012

IFRS 13 (May 2011) Fair Value Measurement 1 January 2013 Q3 2012

IAS 27 (May 2011) Separate Financial Statements 1 January 2013** Q4 2012

IAS 28 (May 2011) Investments in Associates and Joint 
Ventures  

1 January 2013** Q4 2012

Amendments to 
IAS 12 (December 2010) 

Deferred tax: Recovery of Underlying 
Assets 

1 January 2012 Q4 2012

Amendments to 
IFRS 1 (December 2010) 

Severe Hyperinflation and Removal 
of Fixed Dates for First-Time 
Adopters 

1 July 2011 Q4 2012

Amendments to 
IFRS 7 (December 2011) 

Disclosures – Offsetting Financial 
Assets and Financial Liabilities  

1 January 2013 Q4 2012

Amendments to
IAS 32 (December 2011) 

Offsetting Financial Assets and 
Financial Liabilities  

1 January 2014 Q4 2012

Amendments to 
IFRS 1 (March 2012) 

Government Loans 1 January 2013 Q1 2013

Improvements to IFRSs (2009-2011) 
(May 2012)

Improvements to IFRS 1, IAS 1, IAS 16, 
IAS 32 and IAS 34 

1 January 2013 Q1 2013

Amendments to IFRS 10, IFRS 11  
and IFRS 12 (June 2012) 

Transition Guidance 1 January 2013 Q1 2013

IFRIC Interpretation 20 (October 
2011) 

Stripping Costs in the Production Phase 
of a Surface Mine 

1 January 2013 Q4 2012

* The critical date when considering endorsement is the date of approval of the financial statements.
**  On 1 June 2012, ARC voted on a regulation that requires IFRS 10, IFRS 11, IFRS 12, IAS 27 and IAS 28 to be applied, at the latest, as from the commencement 

date of a company’s first financial year starting on or after 1 January 2014 (i.e. early adoption would be permitted once the standards have been endorsed). 
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FRC accounting and IASB project 
timetables

The Future of UK GAAP •  At their 6 September Meeting 2012, the Accounting Council of the FRC* tentatively decided to recommend to the 
FRC some minor amendments to draft FRSs 100 and 101 including clarification that entities applying the Reduced 
Disclosure Framework must still comply with company law format requirements.

•  On 3 October, the FRC published an Exposure Draft: Amendment to FRED 48 (draft FRS 102). ‘The Financial 
Reporting Standard applicable in the UK and Republic of Ireland’. The ED proposes amendments in relation to 
multi-employer defined benefit pension plans and granters of service concession arrangements. The comment 
periods closes on 3 December 2012.

•  The FRC is expected to publish FRSs 100 and 101 before the end of the year with FRS 102 to follow next year.

Agenda consultation • Issued July 2011. Comments period closed November 2011.
• Feedback statement expected fourth quarter 2012.

Annual Improvements to IFRSs 2010-
2012 

• ED issued May 2012.
• Final IFRS expected second quarter 2013.

Annual Improvements to IFRSs 2011-
2013 

• ED expected fourth quarter 2012.

Consolidation: Investment entities • ED issued in August 2011. Comments period closed January 2012.
•  Final IFRS expected fourth quarter 2012.

Financial Instruments (replacement of 
existing standards)  

•  Classification and measurement of financial assets, Final IFRS issued November 2009. Subsequent Review ED with 
amendments expected fourth quarter 2012.

• Classification and measurement of financial liabilities, Final IFRS issued October 2010.
•  Impairment ED issued November 2009, additional impairment ED issued January 2011 and re-exposure expected 

fourth quarter 2012.
•  General hedging ED issued December 2010. Review draft issued September 2012 and final IFRS expected fourth 

quarter 2012. 
• Discussion paper on macro hedge accounting expected first half 2013. 
• Deferral of mandatory effective date of IFRS 9 to 1 January 2015, Amendment issued December 2011. 

Insurance Contracts – Phase II • Exposure draft released for comment July 2010.
• Re-exposure or review draft expected first half 2013.

Leases • Re-exposure expected first quarter 2013.
• The issue and effective dates are to be confirmed.

Revenue Recognition • Re-exposed November 2011. Comments period closed March 2012.
• Final IFRS expected first half 2013.

Post-implementation review – IFRS 8 
Operating Segments 

• Review initiated July 2012.

Post-implementation review – IFRS 3 
Business Combinations 

• Initiate review, expected first half 2013.

* On 2 July 2012, the FRC become the prescribed body for issuing accounting standards.

This timetable is derived from the IASB’s published timetable supplemented by decisions and comments made at recent meetings of the Board. You will find details 
on each project, including decision summaries from each Board meeting, at www.iasplus.com/agenda/agenda.htm.
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