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The long awaited
replacement for Irish
GAARP has Finally arrived

in the form of FRS 102, the
last and most important of
the trio of new Irish GAAP
standards. In this
document we consider
speciFically the impacts on
the Financial Services
sector.

If you would like to discuss
this document, or the
impact of FRS 102 on your
business in more detail,
please do contact any one
of the team listed on the
back cover.
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IMPLICATIONS FOR THE FINANCIAL

SERVICES SECTOR

BACKGROUND

Following an extensive development and consultation process the FRC
has issued the last and most important of the trio of new Irish GAAP
standards, FRS 102 The Financial Reporting Standard applicable in the
UK and Republic of Ireland.

FRS 102 is the culmination of a process to replace Irish GAAP that
began nearly ten years ago. The initial plan was a step by step
replacement of Irish GAAP by full IFRS and despite progress there were
still important areas to address. The emergence of [FRS for SMEs
presented an opportunity to derive a complete solution to replace the
uncomfortable ‘halfway house’ that Irish GAAP had become.

FRS 102 completes the suite of new Irish GAAP standards, the other
two being:

+ FRS 100 Application of Financial Reporting Requirements
+ FRS 101 Reduced Disclosure Framework.

FRS 100 sets out whether entities may produce their consolidated or
individual financial statements in accordance with EU IFRS, FRS 102 or
the Financial Reporting Standard for Smaller Entities (FRSSE).

FRS 101 sets out a reduced disclosure framework allowing qualifying
entities to prepare financial statements largely consistent with EU IFRS
but with substantial disclosure exemptions. FRS 101 can be applied to
relevant subsidiaries for December 2012 year ends.

WHAT IS FRS 102?

FRS 102 is the core of new Irish GAAP, providing a concise and
simplified accounting framework for companies in its scope. FRS 102
replaces all current Irish accounting standards (SSAPs, FRSs and
UITFs other than FRS 27 Life Assurance) with a single FRS.

Originally derived from IFRS for SMEs, FRS 102 has undergone many
changes during the development process. Helpfully, the changes
reduce the number of accounting differences with existing Irish GAAP.

WHO HAS TO ADOPT FRS 102?

The introduction of FRS 102 will lead to a change in accounting for
most Irish companies unless they currently apply and stay with EU IFRS
or they are under the FRSSE. FRS 100 sets out the transitional
arrangements for entities that change the basis of preparation of their
financial statements either on first applying FRS 100 or subsequently.

WHEN IS FRS 102 MANDATORY?

FRS 102 is mandatory for accounting periods beginning on or after 1
January 2015. That may seem a long way off, but for a December year
end, 1January 2014 would be the ‘transition date’, the start of the
comparative period in the first mandatory FRS 102 accounts.

CAN IT BE APPLIED EARLY?

Early application is permitted for accounting periods ending on or after 31
December 2012.

For those entities that are within the scope of a SORP, early application
is permitted providing it does not conflict with the requirements of

a current SORP or legal requirements for the preparation of financial
statements. If an entity applies FRS 102 before 1 January 2015 it needs to
disclose that fact.

HOW DOES FRS 102 COMPARE WITH CURRENT IRISH GAAP?

Although a number of changes have been made as a result of
consultation, there remains some key differences when compared

with current Irish GAAP. The appendix to this document gives a general
summary of the key differences. We have considered in more detail
below some of the more common differences specific to the Financial
Services sector.

TAX IMPACT

It is important to identify the tax impact of the move to FRS102. Changes
to accounting treatments that affect profit before tax may affect the
comparative corporation tax payable - both how much is due and when
it has to be paid. Of course, in some areas (such as financial instruments)
the tax treatment may not follow the accounting rules so it is vital to
analyse where tax changes will be triggered. In some situations, it may
also be important to consider the differences in the tax impacts between
adopting FRS102 and EU IFRS.

First time adoption adjustments could have a significant impact on a
company'’s tax liability. It is important to consider whether these are
taxed in the year of change, spread or whether there is no immediate
effect.

Once potential tax impacts are identified, the next task is to determine
the actions required in terms of making appropriate elections,
reviewing incentive arrangements and reviewing agreements with
Revenue. For example, for intangible assets and financial instruments
it will be necessary to carefully consider whether certain elections are
advantageous and, if so, ensure that they are made by the prescribed
deadlines.
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DEFERRED TAX

FRS 102 continues to require the recognition of deferred tax on the basis
of timing differences (rather than temporary differences under EU IFRS).

FRS 102 would also require differences between the tax value and the fair
value of assets and liabilities acquired in a business combination to be
recognised and fair value adjustments, irrespective of intention to sell e.g.
investment properties.

BUSINESS COMBINATIONS AND GOODWILL

Under FRS 102, merger accounting will only be allowed in the
case of group reconstructions, whereas under current Irish GAAP,
merger accounting is permitted if certain criteria are met.

In a business combination, FRS 102 requires the recognition of
identifiable intangibles such as customer/client relationships and brand
value, where these can be reliably measured at fair value. This has been
the case when applying EU endorsed IFRS, but for current adopters of
Irish GAAP, this will be a new area to consider. Direct acquisition costs
will continue to be capitalised as part of the cost of acquisition rather
than expensed as incurred under EU IFRS.

With regard to goodwill, the application of FRS 102 requires management
to establish a reliable estimate of the useful economic life (‘UEL") of
goodwill. Where this cannot be done, the UEL defaults to a maximum of
five years. This is subtly different to the requirements of current Irish
GAAP which has a rebuttable presumption that the UEL will not exceed
20 years.

FINANCIAL INSTRUMENTS

FRS 102 requires financial assets and liabilities to be categorised as ‘basic’
or ‘other’. This then determines whether they are subsequently accounted
for at cost, amortised cost or fair value through profit or loss. Financial
instruments classified as ‘other’ and investments in shares (other than
subsidiaries, associates and JVs) would generally fall to be carried at

fair value. The main difference for financial services businesses is the
requirement to show derivative financial instruments, e.g. interest rate or
foreign exchange swaps, at fair value on the balance sheet with changes
in fair value taken to profit or loss either immediately or at a later date

to match with a hedged risk if specified criteria are met and hedge
accounting is used.

EMPLOYEE BENEFITS AND PENSION SCHEME ACCOUNTING

Under FRS 102 holiday pay should be accounted for as an accrual
or prepayment as under IFRS. This differs from current Irish GAAP
where holiday pay is not generally accounted for.

The multi-employer exemption under current Irish GAAP which allows
groups not to reflect a defined benefit plan surplus or deficit in the
individual accounts of any entity within the group (i.e. only within the
group accounts), is removed under FRS 102. FRS 102 instead requires
that a plan surplus or deficit be reflected in the individual accounts of
the sponsoring entity or in the individual accounts of other group
entities as appropriate, and as such, presents additional disclosure
requirements for companies which may have a number of entities
participating in a group scheme. This may have an impact on the
distributable reserves of individual companies.

LEASE ACCOUNTING

With regard to lease incentives, FRS 102 mirrors the position under IFRS
where incentives are spread over the expected lease term rather than
the shorter of the period to the first break clause in the lease or the first
rent review. This may give rise to a longer period for spreading lease
incentives than under current Irish GAAP, so the benefit of a
renegotiated lease will have less of an effect in the early years of the
lease. In addition a transitional provision means that this change will
only apply to leases entered into after the date of transition.

Regarding the disclosure of lease commitments, FRS 102 aligns itself with
full IFRS requiring a maturity analysis of the total lease commitment.
Under current Irish GAAP the disclosure is made of the annual lease
commitment only.

Where the company chooses to sub-let its property, a lessor would also
be required to disclose a maturity analysis for contracted future annual
rental income receivable.

RELATED PARTIES

FRS 102 presents some changes for firms currently applying Irish
GAAP. Under FRS 102 the name of the related party does not need to
be disclosed as is the case with current Irish GAAP. Only the nature of
the relationship requires disclosure under FRS 102.

In addition FRS 102, like EU IFRS, requires the total of key management
compensation to be disclosed, including social security costs and share
based payments expense. Key management may be a wider body

of employees than just statutory directors, and is in addition to the
remuneration reporting requirements of The Companies Act 1963-2013.

The exemption from the disclosure of transactions between wholly
owned entities of a group or between the parent and a wholly-
owned subsidiary remain the same as under current Irish GAAP.
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TRANSITIONAL RULES

Although FRS 102 generally requires full retrospective treatment on
first time adoption, it contains specific transitional arrangements that
will allow companies not to restate certain transactions that have
already been reflected under existing Irish GAAP. These transitional
arrangements are similar to those that exist for first time adopters of
full EU IFRS.

COMMERCIAL AND PRACTICAL CONSIDERATIONS

Whilst the mandatory effective date of FRS 102 is some way off, it

is important that some initial planning is undertaken, in particular if
key transactions are expected before the transition date that could be
impacted by the transitional rules under FRS 102.

Some of the more common areas to consider are set out below.

Does the company have any agreements which are based on the
numbers?

Examples include:
+ Debt covenants
Management agreements

+ Remuneration and share based payment schemes.

Agreements may need to be rewritten or renegotiated and the company
will need to have a view as to how the numbers may actually look under
FRS 102 to achieve that.

Which wider business planning activities will be impacted by the change?

FRS 102 is not just an issue for the annual accounts but could have
consequences for budgets and forecasts, tax planning strategies and tax
charges and payments.

What impact will there be on distributable reserves, if any?

To declare a dividend a company needs to have sufficient distributable
reserves. The adoption of FRS 102 may have an impact on distributable
reserves and the company will need to be able to estimate the impact
and plan accordingly.

Does the company have any group reporting responsibilities?

Where the company sends a reporting pack to the parent for group
reporting purposes, this may need to be amended to reflect the change

in accounting standards; for example consolidation adjustments may
change. Likewise, where the company is responsible for preparing group
numbers, the consolidation adjustments posted may be different to those
in previous years.

Will existing accounting systems need to be updated?

If the company accounting system is set up for existing Irish GAAP then
it is possible it will need some refinement or, at worst, a larger scale
update to enable transition.

What staff training will be required for transition?

For the company finance team to be able to prepare the numbers under
FRS 102, they will require training to understand the key differences
and how these impact on the accounting entries they process. Practical
aspects of training delivery to consider are:

+ Who actually needs the training and when do they need it by?
+ How will this be delivered and by whom?

Can this be done in house or will an external provider be required?

How will agreements with Revenue be affected?

Revenue now includes clauses in agreements such as advanced thin
capitalisation agreements to ignore changes in accounting framework.
This may mean that companies need to continue to maintain records
under old Irish GAAP to calculate interest deductibility.
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WHAT ACTION SHOULD BE TAKEN?

IT1S NOT ALLABOUT FINANCE

It is important to remember that, on conversion to FRS 102 companies
should not only focus on the finance teams for a successful transition
but also involve other functions such as tax, systems, regulatory, human
resources, and training.

Beyond managing a smooth transition to FRS102, a conversion project
offers an ideal opportunity (where possible) to reorganise a group. For
example, it may be sensible to liquidate dormant companies before
conversion for cost purposes, plan new tax-efficient strategies and work
with the systems teams to ensure that systems infrastructure to simplify
the production of information under the new requirements. A plan should
also be put in place to ensure existing staff understand the requirements
under the new standards as illustrated in the diagram to the right.

IFRS CONVERSION METHODOLOGY

Our methodology is split in to four phases:
+ impact assessment

+ design and planning

+ implementation

+ embedding processes through training

The illustration lists just some of the actions to be undertaken in each
phase and there is some overlap between the phases. Once the impact
assessment is complete, training will be required at each stage to ensure
your project goals are achieved.

ON CALL SUPPORT

We can also provide on call support on an hourly basis to help clients
prepare themselves for the adoption of FRS 102. A set number of hours of
help can be purchased as part of the on call support.

PHASE 1: IMPACT ASSESSMENT

High level impact assessment of FRS 101 & 102 on the financial
statements, key issues and actions to consider

High level assessment of potential tax costs and financing impacts

High level assessment of potential impact on systems and financial
reporting processes.

PHASE 2: DESIGN & PLANNING

Define project objectives

Develop communication strategy

Design and finalise project plans

Identify and train project teams

Communicate project strategy

Identify FRS 101 & 102 accounting policy choice

Finalise selection of accounting policies and communicate to
management.

PHASE 3: IMPLEMENTATION

Identify solutions for accounting, tax, business processes and systems
changes that are associated with selected accounting policies

FRS 101 & 102 conversion begins in phases

Rollout of proposed solutions

Continued training and knowledge sharing
Calculate FRS 101 & 102 adjustments

Consolidate results.

PHASE 4: EMBEDDING PROCESSES THROUGH TRAINING

Resolve data gaps within the general ledgers and source systems

Continued review of controls over financial reporting processes

Post implementation review of financial reporting processes

Develop policy guidance and on-going training programme.
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Current Irish GAAP FRS 102 EU IFRS
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Current Irish GAAP FRS 102 EU IFRS
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Current Irish GAAP FRS 102 EU IFRS
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Current Irish GAAP FRS 102 EU IFRS
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