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Overview of the session

* |IFRS update covering all recent major changes in
International reporting

UK GAAP update including FRSs 100 to 102 —
the latest position and timeframe

« The wider implications of the transition to the new
reporting framework
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IFRS — where are we now?

 |ASB issued up to IFRS 13

Global acceptance of IFRS gathering pace
Discussions with US continuing

Several important projects on-going....
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Global acceptance of IFRS

EU - IFRS in
2005

W

South Africa —
IFRS in 2005

Members Weekender 2013 - Growth through innovation

Australia —
IFRS in 2005
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IFRS and the US

A common set of high quality global reporting standards
remain the priority of IASB and FASB

 |IFRS and US standard setters worked together since 2002
on a number of major projects

o Key decisions made in 2007 to further harmonisation

« 2012 - SEC issued a report on IFRS possible
iIncorporation into US financial reporting regime, some of
the issues highlighted:

— Governance and funding

— Remaining differences between US GAAP and IFRS
— Industry specific guidance

— Education and training issues and costs of transition

A “condorsement” approach is now being favoured
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Presentation Notes
Since 2008 approx 1,200 foreign companies listed in US can use IFRS without reconciliation to US GAAP


Recent IFRS issued

IFRS 9

IFRS 10
IFRS 11
IFRS 12
IFRS 13

Financial Instruments
Consolidated Financial Statements

Joint Arrangements

Disclosure of Interests in Other Entities

Fair Value Measurement
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IFRS 9 Financial instruments

 |ASB project to replace current financial instrument
standard IAS 39

o Will be effective from 1 January 2015

* Project is part complete — IFRS 9 issued 2009 and
revised 2010 and 2011

e Sections dealing with impairment and hedge
accounting remain to be finalised
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Group accounting standards revised and
replaced — IFRS 10,11,12

o All effective from 1 January 2013
e Atthe same time IAS 27 and 28 were revised

e Changes are largely to do with definitions and
consolidation concepts
— Clarification of how the control of a subsidiary is determined

— Joint ventures meeting certain a certain definition accounted
for in same was as associates

— IFRS 12 is a disclosure standard focussing on the nature of
risks associated with interests in other entities
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IFRS 13 Fair value

IFRS 13 issued May 2011, effective 1 January 2013

IFRS 3:

— applies when another IFRS requires or permits fair value
measurements or disclosures

— defines fair value
— sets out in a single IFRS a framework for measuring fair value
— requires disclosures about fair value measurements.

« ‘Fair value is the price that would be received to sell an
asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date.’ i.e.
Fair value based on exit value

 Ahierarchy is used to arrive at fair value
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IFRS 13 Fair value

== Level one inputs
e Unadjusted quoted prices in active markets for items

' identical to the asset or liability being measured.
e e.g. Prices quoted on a stock exchange

Level two inputs

e |[nputs other than quoted prices that are either
directly or indirectly observable for the asset or
liability being measured.

e e.g. Interest rates which underpin a valuation.

Level three inputs

e Unobservable inputs, to be used as a minimum

st e e.g. Cash flow forecasts may be used to value an
Guesswork entity that is th |isted
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Other recent changes / amendments to
IFRS

e Revision to IAS 19 Employee Benefits — major
revision to the requirements, effective 1 Jan 2013
— Treatment of actuarial gains and losses (re-measurements)

— Presentation of items taken to profit or loss / comprehensive
income

» Other less significant changes as part of the
Improvements to IFRSs project
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Update on major on-going projects 1
Revenue recognition

 |ASB and FASB joint project to clarify the principles
for revenue recognition

e The project aims to create an accounting standard
that will replace IAS 18 and IAS 11

 March 2013 — IASB and FASB deliberated the final
proposed standard and tentatively agreed effective
date 1 January 2017

e Standard due out very soon!
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Project has a long history: ED 2010, redeliberations 2012, 


Update on major on-going projects 2
Lease accounting

 |ASB and FASB joint project to consider lease
classification and accounting and replace I1AS 17

o Key issue is accounting for operating and finance
leases — current treatment has many drawbacks

A new model “right of use accounting” has been
proposed

 Many deliberations on the application of the model
delayed development of the standard

« Arevised exposure draft is due 2" quarter 2013
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Other on-going projects

* Conceptual framework
* Narrow scope amendments

« Post implementation reviews
— IFRS 8 Operating Segments
— IFRS 3 Business Combinations
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he IFRS for SMES

230 pages (full IFRSs are 3,000+)

Simplified IFRSs

Completely stand-alone

Designed specifically for SMEs
considering user needs

Final standard issued July 2009
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Followed by publically accountable entities
A comprehensive review of the IFRS for SMEs being undertaken



he New UK GAAP — why change?!

Not a new issue — the future of UK GAAP has been
under consideration for 10 years

Existing UK GAAP is a mixture of old SAAPs, FRS
based on international equivalents, FRSSE etc

Standards are inconsistent and the regime overly
complicated

Standards not up to date with business practice
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Overview of the changes

o All UK FRS and SSAPs to be replaced with a single
financial reporting standard

e The FRSSE will remain in existence but will be
subject to some changes

e Areduced disclosure framework is being introduced
for qualifying parent and subsidiary accounts applying
the recognition and measurement aspects of IFRS
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Benefits of replacing current UK GAAP

 The new UK GAAP should result in financial reporting
standards that:
— Are broadly consistent with IFRS
— Reflect up to date thinking
— Are efficient and cost effective to apply
— Contain consistent principles

The FRC acknowledges that transitional costs will be
Incurred but this should be offset by the simplification
of financial reporting.
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he new financial reporting standards
[ FRS 100 Application of

e \WWhich standard to apply

Financial Reportin
P T Options available

Requirements

FRS 101 Reduced qualifying entities

|® Disclosure exemptions for
[ Disclosure Framework
vy

e Applicable in group situations

N\

/" FRS 102 The Financial "
Reporting Standard Replacement of UK SSAPs and

applicable in the FRSs

United Kingdom and e Simplified financial reporting
\_ Republic of Ireland )

NS
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Notes for speaker:
FRS 100 about which reporting framework reporting entities fall under / options available
FRS 101 about certain companies allowed to follow IFRS but with reduced disclosure requirements
FRS 102 only issued March 2013 and is the replacement of UK SSAPs and FRSs


The reporting options explained

EU-IFRS

EU listed
consolidated
accounts

Any entity
voluntarily

FRS 101 or FRS 102

FRS 101 for
qualifying entities
part of a group

FRS 102 for other
reporting entities

FRSSE

Small entities
only
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FRSSE continues to be available and while it will be changed to align with the new reporting framework it is fundamentally the same as before. Small changes have been made in respect of goodwill and intangible assets, impairment and related parties.

Also worth noting that current EU deliberations on accounting for small companies (micro companies) will also affect the FRSSE.

There is no special standard for public sector entities, FRS 102 contains specific guidance within it, paragraphs are prefixed by “PBE” (public benefit entities). SORPS still exist and some will be amended to align with FRS 102.


Considerations relevant to the options
available

* Entities that are eligible to use the FRSSE but
currently do not do so may wish to consider adopting
the FRSSE rather than moving to apply FRS 102

« Entities that have voluntarily adopted EU-IFRS may
wish to move back to UK GAAP to benefit from the
simplified accounting rules of FRS 102
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NB Entities that are required by law or regulation to follow EU-IFRS must continue to use EU-IFRS and are not allowed to adopt the reduced disclosure framework.
Entities that voluntarily adopt EU-IFRS until recently could only move back to UK GAAP if there was a “relevant change of circumstance” e.g. ceasing to be a subsidiary of an EU listed Group. CA 2006 was amended to make this change easier to FRS 102 under SI 2012/2301).


Effective dates and transition

« FRS 100,101 and 102 effective for periods beginning
on or after 1 January 2015
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FRS 101 The reduced disclosure framework

Accounts prepared using recognition and
measurement rules of EU-IFRS but without the full
disclosure requirements

Who can use the reduced disclosure framework?

— Can be used in the individual financial statements of
gualifying entities i.e. members of a group that prepares
publically available consolidated financial statements

— Chatrities are excluded and cannot use FRS 101

What are the benefits?

— Disclosure exemptions covering many different areas
Including financial instruments, share-based payment,
iImpairment, fair values, related parties

— The disclosure exemptions are taken on an individual basis
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To use the RDF the shareholders must be notified in writing and there must be no objections.

The accounts are not technically “IAS individual accounts” as they are prepared using a UK GAAP standard, FRS 101, and the reduced disclosures mean that they don’t comply fully with EU-IFRS. 

Where an exemption is not taken, e.g. choose to produce a cash flow statement, then the full version of the relevant IFRS must be followed.

Some exemptions are not allowed for financial institutions i.e. financial instruments and fair values


FRS 102 The Financial Reporting Standard
The basics

* To be used by the majority of large and medium sized
reporting entities

« FRS 102 is NOT the complete adoption of the IFRS
for SMEs in the UK

« However it is a step closer to aligning UK GAAP to
IFRS

e Itis a simplified version of UK GAAP, in one volume,
easy to understand and navigate

aat



FRS 102 The Financial Reporting Standard
Relationship with IFRS for SME

e Additional content in FRS 102 for issues not covered
In IFRS

 FRS 102 has more options than the IFRS for SMEs
* Includes issues of relevance to public benefit entities

« Additional content for matters anticipated to be
changed in the IFRS for SMEs in the future

e Formats cross referenced to CA 2006

 Requirement to consolidate and exclusions based on
CA 2006
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Additional content includes:
Merger accounting (FRS 102 19.27-33)
Heritage assets (34.47)


Options include:
Borrowing costs – permit capitalisation (FRS 102 25.2)
Development costs – permit capitalisation where criteria met (18.16 A-G)
PPE and intangibles – permit revaluation (17.15.b)

Anticipated changes to the IFRS for SMEs:
Employee benefits (classification of P+L items)
Subsidiaries held for resale


IFRS 102 The Financial Reporting Standard

Differences from current UK GAAP

Investment properties

e to be carried at fair value with gains / losses recognise in profit

Intangible assets

¢ to be recognised separately from goodwill in a business combination

e Useful life will not exceed 5 years when no reliable estimate can be made

Lease classification

e will not be subject to the “90% rule”

Deferred tax liabilities

{Goodwill and intangibles

e New liabilities likely to arise and amended measurement basis
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There are many differences and impact will depend entirely on the circumstances of the individual company. Impact assessment is very important. 

Also comprehensive guidance on financial instruments broadly consistent with IFRS 9. And changes to accounting for defined benefit pension plans.


IFRS 102 The Financial Reporting Standard
Differences from current UK GAAP

Balance Sheet = Statement of Financial Position

Profit and Loss Account = Statement of Comprehensive
Income/Income Statement/Statement of Profit or Loss

Statement of Recognised Gains and Losses = Statement
of Changes in Equity

Cash Flow Statement = Statement of Cash Flows
Minority Interests = Non-Controlling Interests
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FRS 102 The Financial Reporting Standard
First time adoption

« First thing to do is to identify the ‘date of transition’.

o Date of transition is the start of the earliest period
reported in the financial statements
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Additional disclosures are required in the first
FRS 102 compliant accounts

31 Dec 13 31 Dec 14 31 Dec |15
Comparatives - FirstFRS 102 ||
accounts
L Recon_cile |
profit
Reconcile Reconcile

equity equity aat
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Disclosures include an explicit and unreserved statement of compliance with FRS 102 and a description of each change in accounting policy.


FRS 102 First time adoption

Process of first-time adoption involves:

* Recognising all assets and liabilities whose
recognition is required by this FRS.

* Not recognising items as assets and liabllities if
this FRS does not permit such recognition.

* Reclassifying items that it recognised under its
previous FR framework as one type of asset,
liability or component of equity, but are a different
type of asset, liability or component of equity under
this FRS; and

« Applying this FRS in measuring all recognised
assets and liabilities.
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FRS 102 First time adoption
Practical matters to consider

Impact on
agreements e.g. Taxation
debt covenants implications

Impact on Training for staff /
distributable clients
reserves
Accounting
Changes to software update

accounting policies

Audit implications

aat
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To use the RDF the shareholders must be notified in writing and there must be no objections.

The accounts are not technically “IAS individual accounts” as they are prepared using a UK GAAP standard, FRS 101, and the reduced disclosures mean that they don’t comply fully with EU-IFRS. 

Where an exemption is not taken, e.g. choose to produce a cash flow statement, then the full version of the relevant IFRS must be followed.

Some exemptions are not allowed for financial institutions i.e. financial instruments and fair values


Other issues to be aware of

The future of the FRSSE J
\

Simpler financial reporting for

Micro-entities ‘
\ .
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Any questions?
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The views expressed in this material do not
necessarily represent the official views of AAT or
Lisa Weaver. No responsibility for loss occasioned
to any person(s) action or refraining from action as a
result of reliance upon any information in the
material can be accepted by AAT or Lisa Weaver.
Legislation, case law, tax practice, accounting and
auditing standards are complicated and these notes
should not be regarded as offering a complete
explanation of every topic covered.
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