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Presenter
Presentation Notes
Most important change in over a decade – possibly after the big bangs

Represents the final step towards harmonisation with European standards



An Overview of the New UK GAAP S0P
The need for change

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

» Consistency with IFRS

 Reflects more up to date thinking
» More proportionate reporting

» Cost effective

* Majority of large and medium-sized UK entities
* Entities that don’t apply EU-adopted IFRS
* Entities that don’'t apply FRSSE

» Accounting periods beginning on or after 1 January
2015

* Early adoption permitted
* Transition date

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo
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Presentation Notes
Previously there was no consistent framework, accounting standards were a mix of SSAPs, FRSs and IFRS-based standards.
The new standards bring consistency with IFRS through the application of an IFRS-based solution.
They reflect more up to date thinking - previous standards allowed certain transactions relevant in assessing financial position (such as certain financial instruments) to remain unrecognised.
More consistent principles for all entities in UK and ROI with practical solutions, based on size, complexity, public interest and users’ information needs.
Relevant to anyone who doesn’t currently apply FRSSE or EU-adopted IFRS
Mandatory for accounting periods beginning on or after 1 January 2015 with early adoption permitted from December 2012.
Transition date is the first day of the earliest accounting period presented, so for a December 2015 year the transition date would be 1 January 2014.



An Overview of the New UK GAAP S0P
The new standards

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

* Which standards to apply

FRS 100 » Application of SORPs

 Transitional arrangements

F RS 10 1 * Disclosure exemptions from EU-adopted IFRS for
qualifying entities

* Succinct financial reporting based on IFRS for SMEs

F RS 102 * Replaces current FRSs, SSAPs and UITFs

* Includes reduced disclosures for qualifying entities

FRS 103 - Insurance contracts

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo
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FRS 100
Sets out the overall framework, outlining which standards apply to which types of entity.
It also explains when the reduced disclosures apply and when an entity should follow a SORP.
FRS 101
Sets out a reduced disclosure framework available to qualifying subsidiaries and ultimate parents that otherwise apply EU-adopted IFRS.
FRS 102
Applicable in UK and ROI.
Based on IFRS for SME’s but with amendments to incorporate UK company law and some additional accounting policy choices.
Replaces all existing reporting standards.
Includes reduced disclosures for qualifying entities – will cover in a bit more detail later.

FRS 103
Sets out accounting and reporting requirements for entities issuing insurance contracts.
Whilst it will primarily affect insurance companies, it should be remembered that other entities may also have issued insurance contracts or hold reinsurance contracts, for example some product warranties will meet the definition of an insurance contract and so will be within the scope of FRS 103.


An Overview of the New UK GAAP S0P
Financial statements under FRS 102

mme Primary statements

o Statement of financial position

o Statement of comprehensive income or income
statement

o Statement of changes in equity
o Statement of cash flows

= Notes to the accounts

e Accounting policy changes
« Statement of compliance
e Transition note
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Presentation Notes
Appearance of the balance sheet and profit and loss account remains largely unchanged as the Company Law formats continue to apply. There are some options available as to what statements you present depending on the transactions that you have.
Statement of financial position (or the balance sheet) remains largely unchanged but some financial instruments will now appear on balance sheet.
There is a choice as to whether you present a single statement of comprehensive income showing all items of income and expenses, including profit or loss and items or other comprehensive income or a separate income statement and a separate statement of comprehensive income.
Statement of changes in equity reconciles the carrying value of each component of equity. Where the only movements in equity arise from profit or loss, payment of dividends, corrections of prior period errors and changes in accounting policy a statement of income and retained earnings can be presented in place of the statement of comprehensive income and the statement of changes in equity.
Statement of cash flows – now reported under 3 activities (as opposed to the nine under FRS 1) – operating activities, financing activities and investing activities. No longer need to present a reconciliation of net debt. Exemptions to cash flow apply for qualifying subsidiaries and ultimate parents.	
Accounting policies will need to be reviewed and appropriate disclosures made for any changes in policy, for example, investment properties.
Statement of compliance is needed in the notes to say the accounts comply with the standard.
You must explain how the transition from the previous framework to FRS 102 has affected its reported financial position and financial performance. As well as disclosing each change in accounting policy, you must also provide reconciliations of equity at the date of transition and the end of the comparative period and a reconciliation of profit or loss.


An Overview of the New UK GAAP S0P
Key differences

» Comprehensive accounting guidance

FinanCia| inStl‘u ments * Classified as ‘basic’ or ‘other’
» Derivatives on-balance sheet

Defined benefit  Current service cost and net interest cost recognised in P&L
pension p|anS with remeasurements in other comprehensive income

» Revaluation gains and losses taken to profit or loss rather than

Investment property reserves

. » More intangibles likely to be recognised separately from
Business goodwill

combinations « Finite useful lives for goodwill and intangibles
» Merger accounting only permitted for group reconstructions

 Timing difference plus approach could result in larger deferred

Deferred tax tax liabilities

oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo
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These are just a few of the key changes – not an exhaustive list. How much the financial statements change will depend on what sectors they operate in and the types of transactions that they have.
Financial instruments
Financial instruments is a big area of change for many companies, we already have UK standards but a lot of companies don’t follow them as they are optional – they just use FRS 4 which is a relatively straight forward standard. 
They are now classified into basic and other – with basic generally being those with straight forward terms i.e. trade debtors, trade creditors. Basic financial instruments will be measured at amortised cost, and ‘Other’ at fair value through profit or loss.
One of the big changes will be that derivatives will now go on the balance sheet for the first time, for example, forward contracts for foreign currencies, options, swaps – will make the accounting a bit more complicated. 
It isn’t just the big entities either that will be affected - smaller entities will still need to focus on it. Generally consistent with IFRS 9, but IFRS 9 is still a work in progress – so expect updates to FRS 102 as IFRS changes.
Defined benefit pension plans
Currently you would see the current service cost, the interest cost and expected return on plan assets going  through P&L each year and actuarial gains and losses going through STRGL. 
Under FRS 102 the current service cost will still be there, the existing interest cost and return on plan assets is replaced with a net interest cost. So you would be looking at the net position of pension plan surplus or deficit and applying an interest rate to that to work out a net cost. Expected return on plan assets will be replaced by interest income on those assets which will probably be calculated at a lower return and so could well be detrimental effect on bottom line.
Investment properties
Currently revaluation gains and losses will go straight to reserves. In FRS 102 those gains or losses will go through profit or loss – could be beneficial for companies with revaluation gains but not for losses.
Business combinations 
More intangibles recognised separately from goodwill, currently a lot of intangibles (brands, patents etc) get assumed within the goodwill figure, now need to strip out and value separately which inevitably will require more work and effort and more detailed accounting.
Finite useful life of intangibles, so rather annual amortisation each year – moving towards annual impairment testing.
Merger accounting only allowed under very limited circumstances.
Deferred tax
FRS 102 takes a timing difference plus approach which is likely lead to more deferred tax liabilities recognised on balance sheet. Currently deferred tax would not be recognised on the revaluation of tangible assets but under FRS 102 you would recognise deferred tax on revaluation gains or losses (but the debit side of the entry would go to reserves rather than profit or loss).
So there is a lot to think about and you need to be planning for the change.


.

An Overview of the New UK GAAP S0P
First-time adoption of FRS 102

e Section 35
* Preparing the transition balance sheet
— Retrospective Application generally applies
— Exceptions where Retrospective application
IS not permitted
- FRS 101 Exemptions available

resentation 18 June 2015 9
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You need to be familiar with the requirements of section 35 around transitional arrangements and retrospective application in order to ensure that on first time adoption the accounts conform with the requirements of FRS 102.
Transition date
The transition date is the beginning of the earliest period for which information is presented in the accounts, so typically 1 January 2014 assuming a December year end and the presentation of comparative period data.
Preparing the transition balance sheet
There is a general requirement to apply FRS 102 retrospectively and therefore comparative (and pre-comparative) information will need to be re-stated.
You need to present a reconciliation of equity at the date of transition and the end of its latest period presented in the accounts prepared under old UK GAAP and reconciliation of profit or loss.
There are some exceptions and exemptions to retrospective application.
Exceptions example: 
Accounting estimates – estimates must be consistent with those used under old UK GAAP.
Exemptions – you’ll need to consider whether these exemptions are beneficial or not in order to decide whether to apply them, including:
Business combinations, including group reconstructions. You can elect not to apply section 19 to business combinations that were effected before the date of transition. However, if you restate any, then you must restate all later combinations.
Dormant companies – can elect to retain accounting policies at the date of transition until there is any change to the balances or any new transactions. If changes to any balances are planned, may be worth (if possible) making the changes prior to transition date so that accounting policies don’t have to be restated.
Timescales
Easier to obtain information at the time of the transactions rather than when you’re preparing the first set of FRS 102 accounts
Need to be considering the exemptions available in advance



An Overview of the New UK GAAP S0P
Reduced disclosures

 Exemptions for qualifying subsidiaries and
ultimate parents
» Areas affected:
— Cash flow statement
— Financial instruments
— Share-based payments
— Related party transactions
— Share capital
« Certain requirements If exemptions are taken
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Options on reduced disclosure framework – will want to assess whether entities within a group can apply as there are real benefits.
Qualifying entities may take advantage in its individual financial statements of certain disclosure exemptions. 
Exemptions can’t be applied in consolidated financial statements
Exemption from preparing a cash flow statement
Disclosures on basic and other financial instruments
Share-based payments, other than a description of each type of arrangement
Disclosure of key management personnel compensation within related parties disclosure
Exemption from disclosing a reconciliation of shares outstanding at the beginning and end of the period
May only take advantage of exemptions if shareholders have been notified in writing and don’t object to the exemptions and it discloses in the notes a summary of the exemptions and the name of the parent in whose consolidated financial statements it is included, and where the financial statements can be obtained.


An Overview of the New UK GAAP S0P
Changes to company law

 What's changing?
Size thresholds

__ISmal ______|Medum

Net turnover £10.2m (£6.5m) £36m (£25.9m)
Balance sheet £5.1m (£3.26m) £18m (£12.9m)
total

Employees 50 250

* Filing Requirement - Changes
* Disclosure Requirements
 What next?
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Why
June 2013 introduced a new EU Accounting Directive which has introduced changes to the small companies regime. In summer 2014, the Department for Business Innovation and Skills (BIS) set out its proposals for implementing the Directive in the UK, which was closely followed by a consultation from the FRC proposing related changes to the UK accounting standards for small entities.
The governments response to the 2014 gives an indication of what the most significant changes will be – although it’s not yet passed through Parliament.
The accounting thresholds for small and medium-sized companies and groups are expected to increase to the maximum permitted by the EU. BIS are consulting separately on whether or not the small company audit exemption limits should remain aligned with the accounting thresholds and so increase in line with them.
There will no longer be an option to file abbreviated accounts but small companies will still be able to choose not file their directors report and/or profit and loss account. Instead, small companies (subject to shareholders approval) will have the option to both prepare and file a new form of simplified accounts.
The directive generally results in fewer required disclosures for small company accounts but there are some additional disclosures that currently small companies don’t need to make – e.g. average employees and off balance sheet arrangements. There is also increased flexibility in the presentation of the balance sheet and profit and loss account – the FRC may provide guidance on this.
There are also some changes expected to micro-entity accounts e.g. removing the requirement for a directors report.
What next – the changes in law are expected imminently after the draft regulations are laid before Parliament. Once approved, they will come in to effect on 6 April 2015 and apply to financial years beginning on or after 1 January 2016 (with early adoption permitted).




An Overview of the New UK GAAP
Impact on financial reporting standards

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

Wh ) » Continued consistency between revised legal
y . frameworks and the financial reporting frameworks

e Draft FRS 105

F R E D 58 » Based on the recognition and measurement

requirements of FRS 102
F R E D 59  FRSSE withdrawn
* New section of FRS 102 for small entities

F R E D 60 » Draft amendments to FRS 100 and FRS 101

» Expected to be finalised in July 2015

» Mandatory for accounting periods beginning on or after
1 January 2016

What next?

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo
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In response to the changes in Company Law the FRC have issued a consultation (in the form of FREDs 58, 59 and 60) to ensure continued consistency between the revised legal frameworks previously mentioned and the financial reporting framework.
In September the FRC issued a consultation document which set out a high level overview of the proposed changes – in general there was strong support. 
Following from the consultation, the FRC has issued 3 financial reporting exposure drafts (FREDs) which provide an overview of the proposed new financial reporting framework.
FRED 58 
Draft FRS 105 is the financial reporting standard applicable to micro-entities regime. 
Based on the recognition and measurement criteria of FRS 102 but with consideration to the size and complexity of micro-entities
FRED 59
Draft amendments to FRS 102 to include small entities and other minor amendments.
Proposed that FRSSE will be withdrawn and replaced with a new section of FRS 102 developed specifically for small entities – FRED 59 sets out this proposed new section.
Again, they will apply recognition and measurement criteria of FRS 102 but with different presentation and disclosure requirements – for example the requirement to include a statement of cash flows or statement of changes in equity.
There are other minor amendments needed to FRS 102 to ensure consistency with the revised Company Law.
FRED 60
Draft amendments to FRS 100 and FRS 101 to ensure continued compliance with changes to Company Law.
What next?
Consultation on the exposure drafts is open until 30 April 2015. We’re expecting it to be finalised around July 2015.
The new standards will be mandatory for accounting periods beginning on or after 1 January 2016 but with early adoption permitted for accounting periods beginning on or after 1 January 2015.


An Overview of the New UK GAAP S0P
Practical considerations

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

Staff training Software systems Clients affected

Cost of transition Dividend planning Tax implications

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo
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An overview of the New UK GAAP S0P
Sage Support

Www.sage-exchange.co.uk
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Accounts production software available for Limited companies – other formats to follow this year.
Fully compliant with FRS 102 – options available for reduced disclosures.
Assistance with the transition to ensure that the relevant disclosures are made in the accounts.
More information on sage-exchange.com



An Overview of the New UK GAAP

Practical Demonstration from a Software
Vendor

Layout
Terminology
Treatments

No re-key of data
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Presentation Notes
From the first part of the sesson we looked at what the key aspects – talk about each one
Eventually settled with the methods that I have discussed.
 
Rather than use existing templates and methodologies and adapt we used the change in compliance as an opportunity to fundamentally redesign our product.
 
As there are a number of changes rather than just issue a new chart of accounts or ask customers to overtype layouts or headings we created a new Master set which will is purpose built with FRS 102 and not a “shoe-horned” solution.  It give customers full control of all areas of the account preparation with the ability to amend/tailor the account within the user interface without the need of detailed format code and optins and headings will be in pure text prose.
 



Sources of information 5@

1.
2.

3.
4.

For further information and reference please emaill
me — abdullah.wamala@sage.com


http://www.hazlewoods.co.uk/uploads/NewUKGAAP-FRS102ImpactKeydifferenceswebsite.pdf
http://www.hazlewoods.co.uk/uploads/NewUKGAAP-FRS102ImpactKeydifferenceswebsite.pdf
http://www.hazlewoods.co.uk/uploads/NewUKGAAP-FRS102ImpactKeydifferenceswebsite.pdf
http://www.hazlewoods.co.uk/uploads/NewUKGAAP-FRS102ImpactKeydifferenceswebsite.pdf
http://www.content-finder.com/actionplanner/
http://www.newukgaap.co.uk/

Disclaimer

The information contained in this presentation or
delivered in relation to it has been compiled by its author
with every effort made to ensure its accuracy. AAT is not
responsible for its veracity, nor for any opinions
expressed within or in relation to it.

By receipt of this information, direct or indirectly, you the
attendee or recipient release AAT and any of its Officers,
Directors or employees, jointly or individually, from any
actions, damages, responsibilities, claims or losses as a
result.
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