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Background

IFRS1, First Time Adoption of International Financial Reporting Standards, requires a significant amount of preparation work before IFRS is actually implemented. This is because it is assumed that IFRS has been applied since the inception of the organisation. The impact on public companies for this was significant.

Strategy
I have outlined the strategy of IFRS conversion on a separate document, “IFRS Conversion”.

What is being converted?
Since the UK and the International Accounting Standards Committee started issuing standards, there has been an appreciation of the two frameworks. A decision was made to converge all UK standards with IFRS and this was achieved with effect from the UK standard FRS16, Accounting for Pensions.

This means that all financial statements, prepared and audited up to 31st March 2008, should be consisted with IFRS in respect of all UK standards from FRS16 onwards. Therefore the convergence project needs to focus on the accounting policies arising out of UK standards from prior to FRS16.

The public sector has an additional conversion requirement since there has never been a UK standard (and nor is there an IFRS) covering outsourcing and public finance initiative contracts. Instead, IFRIC12 provides guidance in these areas.

The other main transaction that is impacted upon by the conversion is leases. Under UK GAAP, leases are covered by a standard that pre-dates FRS16 and since the IFRS equivalent has a much stricter definition, work is required to determine whether leases that are termed operational under UK GAAP are finance leases under IFRS. In addition, the treatment of property leases is complicated by the fact that it is assumed that land cannot have a finance lease whereas a building can be either finance or operating. This would require a split in the lease payments to reflect this underlying difference.
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Skills required
This is dependant on the strategy being employed and the complexity of the organisation itself. For example, if the organisation has no PFI’s the conversion would be more straightforward than for one with several PFI’s. Alternatively, there will be IFRS8 implications for local government whereas there are not for, say, the health service.

Of course, an accountant working on the project will need to have technical IFRS skills. The accountancy bodies have been teaching IFRS rather than UK GAAP for several years now and for older qualified accountants, there have been plenty of conversion courses offered.

In addition to the technical skills, the accountant may need to work as part of a cross-functional team, if that is the strategy, or if not, the accountant will need to have the skills to read and understand legal documents covering property, equipment, outsourcing and PFI’s. Most importantly, the accountant will need to understand the underlying economic transactions rather than the legal form to ensure that any conflict between these is understood and resolved.
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