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IFRS Common Disclosure Problems — October 2024

This document supports the IFRS Common Disclosure Problems webinar presented in October 2024.
The webinar focuses on the disclosure weaknesses and problems and what to consider. The notes
highlight some of the key disclosure requirements in relation to the problems identified.

Disclosure requirements and topical IFRSs may change as a result of new legislation, time and
circumstances and events.

The objective of disclosures in financial statements is to provide relevant information to users to
understand the financial performance and position of an entity, including specific information about
certain accounting treatments and events that have occurred in the financial reporting period. IFRS
disclosures are comprehensive to support a wide range of stakeholders and users.

The financial statements, including the notes to the financial statements are also supported by
information disclosed in the strategic and director’s report.

Nearly all standards (IFRSs and IASs) have disclosure requirements, some are more extensive than
others, depending on the complexity, subjectivity and judgement within a transaction or event. The
extent and level of disclosures will vary for individual entities depending on their size and the types
of transactions in the period.

This paper will not address every disclosure requirement, instead focusing on the relevant and
topical disclosures, highlighting feedback from relevant FRC Thematic Reviews.

The latest Annual Review of Corporate Reporting2023/24 was published by the FRC in September
2024 and identifies the top ten issues as follows:

1) Impairment of assets

2) Cash flow statements

3) Financial instruments

4) Revenue

5) Presentation of financial statements

6) Strategic reporting and Companies Act 2006
7) Judgements and estimates

8) Income taxes

9) Fair value measurements

10) TCFD and climate-related narrative reporting.

Other areas, identified by file reviewers, where there are weak or inadequate disclosures include,
but not limited to:

1) Leases

2) Provisions

3) Business combinations
4) Deferred tax

This paper will address some of the common disclosure problems in the most topical areas identified
by the FRC and file reviewers.



An entity is required to test an asset or cash generating unit (CGU) for impairment when there is an
indication of impairment or, where a CGU includes goodwill or indefinite life intangible assets,
annual reviews are required to be performed.

Firstly, an explanation of how an entity identifies its CGUs, including those with goodwill allocated to
them. This is followed by how it measures the recoverable amount of the CGUs, whether this be fair
value less costs to sell or its value in use (VIU) and the types of assets included in the carrying value
calculation. An entity should consider how it reports internally, availability of information, risks
involved in business units etc.

Disclosures shall explain inputs into the measurement which should take account of the current
market conditions (e.g. impact of climate on cash flows, slower growth rate, reducing interest rates),
and identifying any significant assumptions used. Where there is a significant estimation uncertainty
in the assumptions used in measuring the VIU, a sensitivity analysis on those key assumptions (e.g.
discount rate, growth rate) shall be performed and may require further disclosures. This information
may be provided using a "headroom’ amount or showing a range of assumptions and the expected
change in figure.

An entity is required to explain the reasons for the impairment, including any event or circumstance
that led to an impairment loss being recognised (e.g. increase in interest rates, damage,
technologically obsolete).

Details of an impairment reversal shall also be required which may be relevant due to a recent
decline in the interest rates.

The pre-tax discount rate is a disclosure requirement per IAS 36 when measuring the VIU
measurement. Many entities may use a post-tax rate in their calculations, but this does not remove
the disclosure requirement for the pre-tax rate.

The cash flow statement is one of the primary statements and provides useful information to users
about the cash inflows and outflows of an entity.

The cash flow statement reconciles to cash and cash equivalents at the end of the year. An
explanation of the make up of cash and cash equivalents is required for users understanding. Cash
and cash equivalents may include bank balances, short term (less than 3 months) deposits and
investments.

Worryingly reviewers and the FRC are finding errors in the classification of cash flows on the cash
flow statement. It is important to consider the nature of the cash flow and how it has arisen and

allocate to either operating, investing, or financing cash flows. Common mistakes have arisen on

dividends, leases and accounting for acquisition’s cash balances.

In a business combination when acquiring a subsidiary, the cash and cash equivalents balance of the
subsidiary on the acquisition date is netted off against the cash consideration outflow. And at the
year end the subsidiary’s cash and cash equivalent balance is included in the total cash and cash
equivalents figure that the cash flows are being reconciled to.

Finally, it has been identified when disclosing the operating profit reconciliation to operating cash
flows, the wrong starting point is being used. The expected approach is to use the operating profit as



the starting point for the reconciliation. This is soon to be a requirement in the new IFRS 18
Presentation and Disclosure in Financial Statements, effective 1 January 2027.

Whilst the accounting treatment is covered in IFRS 9 Financial Instruments, IFRS 7 Financial
Instruments: Disclosures focuses solely on the disclosures for all financial instruments. The objective
of this IFRS is to help users understand the significance of financial instruments on the entity’s
financial position and performance. The nature and extent of risks arising from financial instruments
to which the entity is exposed during the period and at the end of the reporting period, and how the
entity manages those risks are the key disclosure requirements for financial instruments. The
disclosure requirements shall be applied to all entities reporting under IFRS, and they are scalable for
those entities that do not have the complex financial instruments.

Firstly, financial instruments shall be disclosed by category, for example financial assets measured at
amortised cost, fair value through the profit or loss (FVTPL) and fair value through other
comprehensive income (FVTOCI), and similarly for financial liabilities; amortised cost or FVTPL. It is
important information on the classification and measurement is provided to users, so they
understand the business model and strategies of management. If there have been any
reclassifications in the period these shall also be disclosed, however they are only permitted for
financial assets, and they should be rare as the measurement principles are based on an entity’s
business model which is not expected to change.

Descriptions of the methods used to measure fair values shall be disclosed and supported by the
disclosure requirements in IFRS 13 Fair Value Measurements with reference to the categorisation in
the fair value hierarchy.

For those entities with trade receivables due within a year, and therefore not considered to have a
significant financing component, can elect to apply a simplified approach to its expected credit loss
(ECL) provision. This addresses the exposure to credit risk and quantifies a loss allowance.
Disclosures on the credit risk and any changes to credit risk, the loss allowance and how it has been
measured are all required. As the calculation takes into account forward-looking information, there
may be key assumptions which require further disclosures. Explanations may include, the use of a
matrix, based on the aging of trade receivables and applying an expected loss rate and any
significant judgements made by management with regard to the matrix shall be disclosed. The
accounting policy shall describe the accounting treatment applied in sufficient detail to support the
numbers.

Entities are required to disclose information in relation to the concentration of credit risk, liquidity
risk and market risk. An entity shall consider the industry and the impact of current market
conditions, where some entities may have significant risk exposure.

Other IFRS 7 disclosures include:

- Details of any breaches of loan arrangements or covenants in the financial reporting period
- Total interest expense or revenue

- The carrying amount of assets pledged as security

- Extensive hedging disclosures.



To provide useful information to users, entities are required to aggregate or disaggregate
information in relation to revenue so that it does not obscure any details for users.

Where revenue is disaggregated, an entity shall use categories that best illustrates the nature,
timing, and uncertainty of revenue and how cash flows are affected by certain economic factors.
This may be by product type or service, contract type, customer type, timing of revenue, or
geographic location, or another appropriate category.

In applying the five-step model in IFRS 15, an entity is required to identify performance obligations
within a contract. A description of the performance obligations and when they typically satisfy them
(e.g., upon delivery) is required. The next step is to determine the transaction price. This may involve
disclosures of significant judgements, for example in determining the variable consideration and
how they satisfied the ‘highly probable’ criteria for inclusion, or whether the estimate is constrained.
Variable consideration may include discounts, penalties, refunds, rebates, etc.

Disclosures are also required where there are significant judgements made in the timing of the
satisfaction of the performance obligations and the allocation of the transaction price to those
performance obligations. The amount of the transaction price allocated to unsatisfied performance
obligations for ongoing contracts shall also be disclosed.

There are disclosure requirements for contract balances, including contract assets and contract
liabilities. An entity shall explain the nature of the contract costs capitalised (e.g., sales commissions,
labour hours) and a reconciliation of those costs including any amortisation or impairment charges in
the period, where they are considered to be material.

A thematic review was published in 2020 for IFRS 15 identifying improvements to disclosures, and
the feedback comments below are still relevant now:

- A better explanation of the timing of revenue recognition in relation to the satisfaction of
significant performance obligations

- Explanation of variable consideration and any constraints to the measurement

- The nature of the contract balances, which shall be clearly distinguished from trade
receivables

- Sufficient information about significant judgements

- The accounting policy to be specific to the revenue recognition policies of the entity.

Fair values are a measurement used in many areas within the financial statements, for example,
property valuations, share-based payments, financial instruments and VIU measurements. Some
may be on a recurring or a non-recurring basis. IFRS 13 disclosures include the valuation technique
used, reference to the level of the fair value hierarchy within which the fair value measurements are
categorised in their entirety (e.g., level 1, 2 or 3). This information helps users understand the level
of observable inputs into a valuation technique used to measure fair value. Although IFRS 13 does
not prescribe a specific valuation method to be used, one should be selected that is appropriate for
the specific item being measured and the availability of reliable data. Further understanding shall
relate to the level of judgement and estimation uncertainty (IAS 1 Presentation of Financial
Statements), specifically in the use of key assumptions into a valuation.



A recent FRC Thematic Review on Fair Value Measurements, published June 2023, provides an
Appendix detailing the disclosure requirements for recurring and non-recurring items measured at
fair value.

Provisions are judgemental by nature and may involve a degree of estimation uncertainty, therefore
due to their subjective nature, disclosures clearly explaining the nature of each category of provision
is required. Entities should consider the exposure, the timing, legislation, etc, to determine relevant

categories.

Where there is a high level of estimation uncertainty in the best estimate measured, further
information is required to be disclosed in line with IAS 1 Presentation of Financial Statements.

Provisions are required to be updated at each reporting period end to ensure it reflects the current
information available. A disclosure of the movements in provisions, whether new, increases,
utilisations, shall be provided in a reconciliation.

Right-of-use (ROU) assets and lease liabilities shall be shown separately on the face of the Statement
of Financial Position when they are considered significant to the entity and its financial statements
and the users understanding. This shall be further supported by the lease accounting policy
explaining the entity’s lease activities and the impact on the financial position.

A reconciliation of movements in the ROU assets balance shall be disclosed, including additions,
disposals, depreciation, impairment etc. Any lease payments charged to the profit or loss require
disclosure, for example, any variable payments not included in the lease liability measurement
and/or low value asset and short-term lease expenses that qualify for the exception to the
accounting treatment. This disclosure is preferred in tabular format so a user can see the amounts in
relation to lease activities in the year in one note.

Again IAS 1 disclosure requirements also need considering, including where judgements have been
made or any sources of estimation uncertainty in relation to leases. For example, this disclosure is
often seen in assessment of the lease term, considering the option to use a break clause or extend a
lease, and/or the assessment of low value asset leases, and/or determining the incremental
borrowing rate.

IFRS 16 also requires disclosure for the potential exposure to future cash flows that are not reflected
in lease liabilities. This could be where an entity has assessed an option to extend, or leases
committed to but not yet commenced.

A maturity of lease liabilities is also required in line with the disclosure requirements in IFRS 7.f

The FRC published an IFRS 16 Thematic Review in 2020 and identified improvements to be made
with disclosures, which included:

- Ensuring the accounting policies are relevant to the specific leasing activities of the entity
and clearly explain the accounting treatment. Omissions included no explanation of how
entities applied the incremental borrowing rate, the treatment of non-lease components
and whether any exemptions had been taken

- Entities failed to disclose their exposure to future cash outflows from leases

- Information about significant judgements.



The tax reconciliation note is a key disclosure requirement showing the reconciliation of accounting
profit charged at the tax rate to the tax charge reported in the Statement of Profit or Loss based on
taxable profit. Quite often there is a lack of understanding with this note and often incorrect items
are posted here in error. As the note reconciles, an error must therefore exist in the note. Entities
shall consider whether specialist tax help is needed.

A deferred tax asset is only recognised to the extent that it is probable that future taxable profits will
be available against which the deductible temporary difference can be utilised. There is additional
guidance for unused tax losses and unused tax credits. Careful consideration is needed to ensure
entities can satisfy the recognition criteria before recognising a deferred tax asset on the SOFP.
Disclosures are required on the nature of the evidence supporting the recognition. Sometimes
deferred tax assets are recognised in error, resulting in an overstatement of assets on the Statement
of Financial Position.

Judgements and estimates may exist in many arears, several already mentioned. IAS 1 addresses the
disclosure requirements where management have made significant judgements in the process of
applying their accounting policies. This may include management’s most difficult, complex or
subjective judgements. Examples may include the assessment of lease terms, the outcome and
measurements of provisions and assessing variable consideration in revenue.

In addition to judgement disclosures, IAS 1 also refers to areas that involve assumptions and sources
of estimation uncertainty. Relevant explanations on these assumptions will provide helpful
information to users regarding certain measurements and sensitivities of those amounts. The more
granular the information the more meaningful it should be to users.

There are several areas where judgement and estimation uncertainty may be relevant, including:

- Share-based payment transaction and measuring the fair value of share options

- Defined benefit pensions and measuring the pension liability using actuarial assumptions

- Revenue recognition and the judgement involved in variable consideration

- Leases and the judgement surrounding the lease term and assessment of a break clause or
extension option

- Provisions and measuring the best estimate with a range of possible outcomes.

- Accounting policies are often criticised by the FRC for being boilerplate. Each accounting
policy should provide an explanation of accounting treatment in accordance with the IFRS
and be specific to the policy and circumstances applied by the entity. A recent amendment
to IAS 1 now required entities to disclose material accounting policies.

- Related parties are material by nature and key disclosures relating to the nature of a related
party relationship, transactions and outstanding balances are required. Disclosures also
include the relationships within a group and any transactions between the group members
and key management personnel compensation for specific categories.



- Where there is a material uncertainty relating to going concern, disclosures are required
explaining the events and circumstances that has led to this conclusion. With current market
conditions; inflation, interest rates, consumer trends etc, this should be considered carefully.

- Climate-related matters and the relevant disclosures are continuing to evolve. The
International Sustainability Standards Board (ISSB) recently published IFRS S1 and IFRS S2,
although not yet UK endorsed, and there are mandatory narrative reporting requirements
for certain size entities in the UK. However, all entities should be considering the impact on
the numbers reported in the financial statements. Areas may include stock valuations,
provisions, VIU impairment measurements, pension and actuarial valuations, property
valuations, new assets acquired and financial instruments. Where there are climate related
assumptions included in such valuations, disclosures will help users understand the
measurement and risks involved.

Let the disclosures “tell the story”. The level of disclosures will depend on the nature and amount of
transactions and events occurring in the financial reporting period. Current market conditions will
also impact accounting treatment and subsequently the disclosures.

Finally, there are numerous resources available, including model accounts and disclosure checklist
software, which can be useful in preparing financial statements and ensuring disclosures are
complete and accurate.

This training material is designed for the information of users. Every effort has been made to ensure that at the time of preparation the information
contained is accurate. Information within this training course is not designed to address a particular circumstance, individual, or entity, nor is it intended to be
a substitute for detailed research or the exercise of professional judgement. No responsibility for loss, however arising, to any person acting or refraining from
acting as a result of any material in this publication will be accepted by Clare Jones.
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