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IFRS Update

A high-level overview of the latest news in IFRS. This includes amendments and new IFRSs effective
for 31 December 2023 year ends and onwards, the latest on the ongoing IASB projects and matters
to consider with sustainability and climate related disclosures.

Recap of IFRS Amendments Effective 1 January 2023

IAS 1 Presentation of Financial Statements: Accounting policies

The amendment requires an entity to disclose material accounting policies and provides guidance on
the considerations for determining a material accounting policy, including:

e whether there has been a change in accounting policy in the year which has resulted in a
material to change to information

e anaccounting policy choice

e where significant judgement has been used

e complex accounting treatment

Previously the standard referred to significant accounting policies.

This amendment gives preparers of the financial statements an opportunity to review their
accounting policies and update accordingly.

IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors:
Accounting estimates

The accounting estimate definition has been revised to “Accounting estimates are monetary amounts
in financial statements that are subject to measurement uncertainty.”

This amendment is to help distinguish between a change in accounting policy, which shall be
accounted for retrospectively, versus a change in accounting estimate, which shall be accounted for
prospectively.

IAS 12 Income Taxes: Deferred tax

IAS 12, allows an initial recognition exemption for accounting for deferred tax on certain
transactions. This results in no recognition of deferred tax on goodwill, nor on an asset or liability in a
transaction which is not a business combination and at the time of the transaction affects neither
accounting profit not taxable profit. An additional point has been added to the exemption criteria
being, “At time of transaction, it does not give rise to equal amounts of taxable and deductible
temporary differences.”

The objective of this additional point is to capture deferred tax on leases and decommissioning
obligation transactions, where relevant.

Obviously, the tax rules will need to be assessed for individual entities.

An entity shall apply these new requirements at the beginning of the earliest comparative periods,
with the cumulative effect being recognised in retained earnings.



New IFRS Effective 1 January 2023

IFRS 17 Insurance Contracts

The long-awaited standard for insurance contracts, IFRS 17, is now effective. The accounting
requirements shall be applied to all types of insurance contracts, regardless of the type of entity that
issues these insurance contracts, so it is not exclusively for insurance entities.

The definition of an insurance contract is:

A contract under which one party (the issuer) accepts significant insurance risk from another
party (the policyholder) by agreeing to compensate the policyholder if a specified uncertain future
event (the insured event) adversely affects the policyholder.

All entities will be required to review their contracts, even if they are not specifically called insurance
contracts, and consider whether they fall under this definition and shall then be required to apply
the accounting rules in IFRS 17. This may apply to certain product breakdown contracts or
warranties. Fortunately, there are some scope exemptions within the standard.

Please refer to IFRS 17 which is available one IASB website; www.ifrs.org for more information on
exemptions, insurance risk, accounting treatment and disclosures. Due to its niche area and
complexity these notes do not cover the technical content.

IFRS Amendments Effective 1 January 2024

IAS 1 Presentation of Financial Statements: Classification of debt with
covenants

The amendment relates to the classification of financial liabilities and the impact of covenants on
debt, and whether they shall be presented as current or non-current.

An entity shall classify debt as non-current if they have the right to defer settlement for at least 12
months after the reporting date. The requirement for the right to be unconditional has been
removed. This right may be subject to an entity required to comply with certain conditions by the
borrower, for example specified covenants.

Where there are covenants attached to a debt arrangement an entity shall test these for compliance
accordingly. For classification purposes, an entity is now only required to consider those covenants
which they must comply with on or before the reporting date. Compliance of covenants relating to
future periods shall not be considered for classification purposes. However, non-compliance or
expected non-compliance of covenants in the future may warrant disclosures in the financial
statements.

IFRS 16 Leases: Sale and leaseback transactions

The guidance in IFRS 16 for sale and leaseback transactions requires an entity to assess whether the
sale meets the condition of a sale under IFRS 15 Revenue from Contracts with Customers,


http://www.ifrs.org/

considering whether control has passed to the customer, in which case it will comply with the
requirements in IFRS 15. Or if not, the transfer shall be treated as a sale and leaseback in accordance
with IFRS 16, whereby the asset is retained on the balance sheet as a right of use asset and a
corresponding lease liability is recognised.

The amendment clarifies the subsequent measurement for the lease liability in a sale and leaseback
transaction. We know on initial recognition, the seller-lessee shall consider lease payments and
variable lease payments (e.g. rentals linked to turnover) in the measurement of the lease liability.
The guidance is after initial recognition, the seller-lessee applies the general requirements to
subsequent accounting of the lease liability and shall determine lease payments or revised lease
payments in a way that no gain or loss is recognised relating to the right of use retained by the seller-
lessee.

IAS 7 Cash Flow Statements: Supplier finance arrangements

The amendment introduces additional and improved disclosures about supplier finance
arrangements, to satisfy the requirement to provide better information about the effects of such
arrangements on an entity’s total liabilities, cash flows and liquidity risks.

A supplier finance arrangement is one where a financial institution pay amounts owed to an entity’s
suppliers and the entity agrees to the terms and conditions to repay the financial institution.

The new disclosures include:

e the terms and conditions of the financing arrangements

e the carrying amounts of the liabilities that are part of the arrangements at the beginning and
end of the year, and informing users where these liabilities appear on the balance sheet

e the range of payment due dates (for example 30 to 40 days after the invoice date) for both
payables within supplier finance arrangements and comparable payables that are not part of
such an arrangement with further explanation provided when the ranges of payment due
dates are wide

e Details of any non-cash changes in the carrying amounts of the financial liabilities that are
part of the arrangement.

The effect of supplier finance arrangements on the exposure to liquidity risk falls under IFRS 7:
Financial Instruments: Disclosures.

IFRS Amendments Effective 1 January 2025

IAS 21 The Effects of Changes in Foreign Exchange Rates

The amendments to IAS 21 require entities to apply a consistent approach in assessing when a
currency is exchangeable into another currency and when is it not. When a currency is not
exchangeable, entities are required to determine the exchange rate to apply and to provide
additional relevant disclosures.

Note — this amendment is not yet UK endorsed.



New IFRS Effective 1 January 2027

IFRS 18 Presentation and Disclosure in Financial Statements

The long-awaited standard has now been published and will replace IAS 1. The emphasis of the
changes is to improve the presentation and consistency of information in the primary statements,
with an objective to improve the comparability and transparency of reporting. It does not change any
recognition or measurement requirements.

The main focus is on the statement of profit or loss with changes in the presentation introducing new
line items on the face and aligning it with internal management reporting measures. The
presentation of income and expenditure shall be classified into five categories:

1) Operating category

2) Investing category

3) Financing category

4) Income taxes category

5) Discontinued operations category

Further improvements introduce two new line items:
e Operating profit
e Profit before financing and income taxes.

The operating profit measure is a commonly used measure by many entities and will no doubt be a
useful line item reported on the face of the statement of profit and loss.

A new section is created in IFRS 18; management defined-performance measures (MPM). IFRS 18
requires an entity to identify it’'s MPMs and provide relevant information regarding them to enable
users to understand management’s view in measuring an aspect of the company’s performance and
how it is used for internal reporting. These can be reported as subtotals of income and expenses. A
reconciliation is required between the MPM, and the most directly comparable totals or subtotals
specified in this IFRS and reported in the primary statements. Finally, the income tax effects of the
MPMs shall be disclosed.

IFRS 18 also enhances the general and specific requirements for the aggregation and disaggregation
of information in the financial statements, considering whether the information should be on the
face of the primary statements or in the notes to the financial statements. This disaggregation
specifically applies to “other” balances and operating expenses.

To align with the new requirements and categories of the statement of profit or loss, minor
amendments were also made to IAS 7 removing option choices for the classification of cash inflows
and cash outflows relating to interest and dividends, hence providing a consistent approach. The
requirement to disclose the operating cash flow reconciliation now clearly identifies the starting
point to be operating profit. This is one of the new line items in the statement of profit and loss,
again avoiding any inconsistent approach.



Other considerations

ED: Business Combinations - Disclosures, Goodwill and Impairment

This ongoing project by the IASB has recently resulted in the publication of this exciting exposure
draft. It proposes amendments to both IFRS 3 Business Combinations and IAS 36 Impairment of
Assets. The objective of this project is to provide better information about acquisitions, including
how well the acquisition has performed compared to their initial expectations and targets. The
proposals also aim to improve the accounting for goodwill, clarifying the allocation of goodwill to
cash generating units (CGUs) and simplifying the value in use (VIU) calculation when testing for an
impairment.

IFRS 3 proposals summarised:

Improved quantitative information about the synergies, for example the cost benefits and the growth
in revenue, expected to arise from the business combination when agreeing the price to acquire an
entity.

For acquisitions that are considered to be strategic acquisitions, further information is required.
Firstly, an entity shall assess what constitutes a strategic business combination and the guidance is
where an acquisition has more than 10% of the acquirees operating profit or revenue, the assets
acquired are 10% or more of the consolidated assets of the acquirer, or where the acquirer enters a
new major line of business or geographical area.

For these strategic business combinations, the additional disclosures proposed include:

e The acquisition date key objectives and related targets (range or point estimate) and the
extent to which the acquisition date key objectives and related targets are being met,
followed by a statement reflecting this.

This information is required to be disclosed for as long as key management personnel (KMP) review
and analyse this information and compare the actual performance against those acquisition date key
objectives and related targets. However, if KMP do not perform any such review or analysis, they will
need to disclose this fact and the reasons why.

e Information about certain expected synergies from the combined operations, including
estimated amounts or range of amounts, and expected time the benefits of the synergies are
expected to start.

Although there were some concerns about the competitive disadvantage of these disclosures, the
proposals include some exemptions, albeit at a high threshold, by referring to only if the information
is seriously prejudicial. If an entity wants to pursue this route, they must describe the specific reason
why it is considered seriously prejudicial.

IAS 36 proposals summarised

The measurement and subsequent measurement of goodwill can be complex, and the proposals aim
to simplify this.



*  Goodwill shall be allocated to the CGU’s where there are expected synergies and tested for
annual impairment. The proposals provide new guidance to allocate goodwill to the lowest
level at which the business associated with the goodwill is monitored for internal
management purposes. These should correlate with the identified CGUs that are expected to
benefit from the combination.

* The VIU calculation includes an estimate of the future cash inflows and outflows the entity
expects to derive from the continuing use of the asset and from its ultimate disposal. Certain
cash flows currently prohibited from the VIU calculation are now permitted to be included.
These cash flows are those arising from future restructuring plans, and the cash flow impact
from improving or enhancing an asset’s performance. It will still exclude cash flows relating
to financing activities and income tax receipts or payments. The calculation will clearly still
involve judgement and assumptions in determining these cash flows.

*  Furthermore, in the VIU calculation, a welcome proposal is the removal of the requirement
to use pre-tax cash flows and a pre-tax discount rate. Instead, an entity would be required to
use internally consistent assumptions for cash flows and discount rates. This could result in
the future cash flows being estimated on a post-tax basis. Disclosure around discount rates is
still required and whether a pre-tax or post-tax discount rate has been used.

Feedback on these proposals is to be received by the 15 July 2024.

A full list of the 1ASB’s ongoing projects can be found on www.ifrs.org

This area is continually evolving, and guidance being updated. Sustainability requirements may
impact the front end of the annual report, i.e. in the strategic report, or in the numbers themselves,
in the financial statements. For financial reporting purposes, it is important to consider the impact of
any climate-related matters on the numbers, for example, in inventory valuations, expenditure on
new assets, research and development costs and impairment calculations etc.

The latest reviews published by the FRC can be found on the FRC website www.frc.org.uk
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