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Need to know
Finalised standard to replace UK GAAP published

In a nutshell

•	�FRS 102 The Financial Reporting Standard 
applicable in the UK and Republic of Ireland 
– the long-awaited standard that will replace 
current UK GAAP is published.

•	�Mandatory for accounting periods beginning on 
or after 1 January 2015, although early adoption 
is possible.

•	�Almost all companies and groups should consider 
their options as to which financial reporting 
framework to follow in the future – full IFRSs, 
FRS 101, FRS 102 or the FRSSE. Listed groups 
will still need IFRS consolidated financial 
statements.

•	�Existing accounting, in particular around 
financial instruments, is likely to change.

•	�It will not only affect financial statements 
– the potential impacts on tax, banking 
arrangements, distributable profits, financial 
reporting systems and performance-related 
remuneration schemes will all need careful 
consideration.

The wait is over
After many years of debate, consultations and exposure 
drafts, the FRC has published a finalised standard 
to replace UK GAAP. Following on from FRS 100 
Application of Financial Reporting Requirements and 
FRS 101 Reduced Disclosure Framework, which were 
published at the end of 2012, FRS 102 The Financial 
Reporting Standard applicable in the UK and Republic  
of Ireland is a single coherent standard, which replaces 
all existing FRSs, SSAPs and UITF Abstracts. 

The new standard is considerably shorter than the 
patchwork UK GAAP it replaces, being derived from 
the IFRS for SMEs but with significant modifications 
made to address company law and incorporate extra 
accounting options. FRS 102 includes integrated 
guidance for public benefit entities and in due course 
most existing SORPs will be updated in line with FRS 
102. Further amendments to the financial instruments’ 
section of FRS 102 and a separate standard for insurers 
will also be published.

The mandatory effective date of FRS 102 is for 
accounting periods beginning on or after 1 January 
2015, although early adoption is permitted for periods 
ending on or after 31 December 2012. Given the 
widespread effect of these changes to the UK financial 
reporting regime, the time for companies to start 
preparing themselves for change or to consider early 
adoption is now.

FRSs 100, 101 and  
102 are available at  
www.frc.org.uk

The October 2012 
ukGAAP alert at  
www.deloitte.co.uk/
futureofukgaap provides 
further background and 
reasons for the change

This is a change with very real 
consequences for nearly all  
UK companies. Opportunities 
and challenges abound.

ukGAAP: Beyond the detail
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Will I have to apply FRS 102?
The consolidated financial statements of listed groups will still need to be prepared under EU-adopted IFRSs. 
However, all other entities, including subsidiaries of listed groups and parents preparing their separate financial 
statements, should consider the options available to them:

•	Full EU-adopted IFRSs;

•	FRS 101 – EU-adopted IFRSs with reduced disclosures for qualifying entities;

•	FRS 102 – the replacement for UK GAAP, with disclosure exemptions available for qualifying entities; or

•	the FRSSE – still available for small companies within scope.

A recent change to the law means that a company that had previously moved to IFRSs voluntarily will be able to 
move to FRS 101 or 102. However, parents and subsidiaries will still need to prepare financial statements using 
the same framework, being Companies Act or IAS individual accounts, with certain exceptions or where ‘good 
reasons’ exist for a difference. Certain subsidiaries could adopt FRS 101 whilst others adopt FRS 102, since both are 
‘Companies Act’ accounts.

What will change from existing UK GAAP?
FRS 102 differs from existing UK GAAP in a number of respects – in this publication we highlight three of the 
more significant changes. Of course, FRS 102 will bring with it many more changes and, as set out below, Deloitte 
has prepared resources to help reporters identify which will be most relevant to them and their potential impact, 
including tax.

The November 2012 
iGAAP alert at
www.deloitte.co.uk/
futureofukgaap
describes FRS 101’s 
reduced disclosure 
framework, which 
entities qualify and 
key considerations in 
choosing whether to 
adopt it

Highlight 1 – Financial instruments
One of the biggest areas of change will be the accounting for financial instruments, at least for those who 
haven’t applied FRS 26. Complex financial instruments, such as derivatives which may historically have been 
off balance sheet, will now come on balance sheet and be measured at fair value through profit or loss. 	
This will impact earnings, potentially increasing volatility, and the tax effect both on transition and beyond will 
also need careful consideration as the legislation on financial instruments is complex. An option to adopt the 
more detailed recognition and measurement provisions of IAS 39 (as adopted in the EU) or IFRS 9 also exists 
within FRS 102.

Financial instruments is 
a big area of change

Highlight 2 – Goodwill and intangibles
Another significant change will be that intangibles and goodwill cannot have indefinite lives under FRS 102 
and must instead be amortised. In the absence of a reliable estimate the life is presumed to be a maximum of 
five years – a significantly shorter period than the existing presumption of 20 years or less. IFRSs may appear 
more attractive for some in this area, since goodwill and indefinite life intangibles are tested for impairment 
rather than being amortised. FRS 102 may be more attractive for others due to the acceleration of tax 
deductions for amortisation compared to IFRSs.

Intangibles and goodwill 
must be amortised 
under FRS 102

Highlight 3 – Group pension schemes
For groups that operate defined benefit pension schemes the multi-employer exemption that enables all the 
individual group entities to use defined contribution accounting in their separate financial statements, with 
no obligation appearing on their individual balance sheets, will disappear. Under FRS 102 or IFRSs, allocating 
these balances (often sizeable deficits) to one or more group entities may significantly change the appearance 
of a company’s balance sheet and its ability to pay dividends.

More pension deficits/
surpluses on balance 
sheet

Need to know     2



To start a new section, hold down the apple+shift keys and click  

to release this object and type the section title in the box below.

Looking beyond the debits and credits

Key areas impacted by a change of framework

Tax Some transitional adjustments will be taxed immediately, whilst others will be spread and some will have 
no tax effect. Continuing effects exist too, for example there may be more cash tax volatility in respect of 
assets and liabilities that have to be fair valued, unless a specific mechanism is available in tax legislation to  
eliminate it. The effects on cash tax payments should be considered in budgeting and forecasting activities.

Distributable 
profits

A new framework could impact the availability of distributable profits. A company adopting FRS 102 for 
the year ended 31 December 2015 could however make a distribution in the year ended 31 December 
2014 without regard to the impact of the future change in framework.

Banking 
covenants

Covenants on lending agreements should be assessed carefully to ensure that the adoption of a new 
framework will not cause a breach.

Remuneration 
and earnouts

Remuneration schemes or earnout agreements that are based on financial measures may be impacted by 
new accounting treatments and could require renegotiation.

Reporting 
systems

Reporting systems will need preparing for the new regime and, in addition to training, adequate staff 
resource will be necessary to make an informed decision on which framework to adopt and when to 
transition. For many this may represent an opportunity to rationalise group structures and improve 
reporting processes, including the tagging of accounts for iXBRL purposes.

Which GAAP should I choose?
The choice of framework and the decision on whether to early adopt will always depend on the particular company 
circumstances. Factors relevant to both these decisions include, but are not limited to, the tax effects, particularly in 
light of the UK’s planned reductions in corporation tax rates, distributable profits, other group accounting policies 
and the potential evolution of accounting frameworks. For example, the IASB’s project on leasing (where most 
leases are proposed to come on balance sheet) could make IFRSs less appealing in some cases.

Deloitte’s “Choosing 
your GAAP” publication 
can help

Nearly all UK 
companies will 
be impacted to 
some degree, 
particularly 
when it comes 
to tax.

Time for action
The first task will be to decide on which framework to follow and when to transition. Given the need for comparatives 
in the first set of FRS 102 financial statements, an effective date of periods beginning on or after 1 January 2015 
means that those with December year-ends will need to prepare a transition balance sheet as at 1 January 2014, 
although this will only appear in the year-ended 31 December 2015 financial statements. The diagram below 
reflects such a timeline.

If the direct and indirect effects of applying the new standards to existing business arrangements appear 
undesirable then renegotiations may be required before 1 January 2014. As set out above, this could include items 
such as debt covenants, performance based remuneration schemes, earn-outs and tax. Ensuring reporting systems 
are ready to capture all necessary information from the outset will be important too.

For those who have avoided FRS 26, the days of UK GAAP’s more ‘liberal’ approach to hedge accounting are at an 
end too. Both IAS 39 and FRS 102 require formal designation and documentation of a hedging relationship, and 
IAS 39 is clear that this should be from inception if hedge accounting is to be applied, i.e. it cannot be achieved 
with retrospective effect. Entities wishing to apply hedge accounting may need to ensure all is in order as at their 
date of transition to FRS 102 or IFRSs (for December year-ends this would be 1 January 2014).

Opening  
balance sheet

New GAAP comparatives New GAAP

Comparative
balance sheet

Year end
balance sheet

2013 2014 2015 2016

Renegotiations may  
be required before  
1 January 2014
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How Deloitte can help
Listed groups’ transition to IFRSs in 2005 demonstrated the necessity of planning for change and the substantial 
benefits this offers. Our integrated team of accounting and taxation specialists can assist you in managing the 
impact of the changes to UK financial reporting. Information about the services we offer can be found in the “How 
Deloitte can help” section at www.deloitte.co.uk/futureofukgaap.

Key publications produced by Deloitte to assist with the transition, which your Deloitte contact would be more 
than happy to share with you, include:

•	�Choosing your GAAP – an assessment of the financial reporting frameworks available, 
key accounting differences and their associated tax impacts, frequently asked 
questions, plus a broader consideration of the impact of changing framework;

•	�Freeing up the GAAPs – an illustrative set of FRS 101 financial statements, 
highlighting the differences to full IFRSs; and

•	�Finding the GAAPs – an illustrative set of FRS 102 financial statements, highlighting 
the differences from current UK GAAP.

Contacts
If you would like further, more detailed information or advice and to discuss how this will affect you, please contact 
your local Deloitte partner or:

James Bates
jbates@deloitte.co.uk

Amanda Swaffield
aswaffield@deloitte.co.uk

Will Smith
willrsmith@deloitte.co.uk

Pippa Booth (Tax)
pbooth@deloitte.co.uk

Fiona Walker
fiwalker@deloitte.co.uk

Stephanie Hurst (Tax)
stehurst@deloitte.co.uk


