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Project summary 
The	FRC	is	committed	to	promoting	Clear	&	Concise	
corporate reporting, and this Lab project is designed to 
support	Clear	&	Concise	reporting.	For	more	information	
on	the	FRC’s	Clear	&	Concise	initiative	see	the	FRC’s	
website.1

In	recent	years,	a	number	of	companies	have	
experimented with the presentation, position and content 
of	accounting	policy	disclosures	and	financial	review	
information. This Lab project report (Report) considers 
the	views	of	investors	and	companies	in	relation	to	this	
experimentation and looks at: 

•   Accounting policies: which are disclosed, the content of 
what is disclosed, and their placement; 

•	 			Notes	to	the	financial	statements:	ordering,	grouping	
and combining notes; and 

•	 	Financial	review:	integration	with	the	primary	financial	
statements.  

16	companies,	many	of	which	have	undertaken	changes	
to	these	areas	of	reporting,	and	19	institutional	investors,	
analysts	and	representative	organisations,	have	taken	
part	in	the	project.	Further	input	was	received	through	
an	online	survey	which	elicited	responses	from	over	200	
retail	investors.	(See	the	section	‘Project	process’	for	
more	information.)	The	aim	of	this	Report	is	to	provide	
insight	from	investors	on	each	of	the	above	areas	and	aid	
companies when considering their future reporting. 

Summary of observations
Accounting policies

Investors	have	some	clear	messages	for	companies	
in	relation	to	improving	the	prominence	of	significant	
accounting policies, and enhancing the quality of their 
disclosures: 

•	 	while	investors	are	generally	happy	for	companies	to	
make judgements on which accounting policies are 

significant,	they	are	able	to	articulate	attributes	of	a	
significant	policy	(see	box);

• likewise,	investors	are	able	to	articulate	qualities	of		
 good policy disclosures (see box);

•	 	investors	prioritise	the	need	for	improvements	in	the	
quality	of	disclosure	over	placement.

Beyond	the	significant	policies,	there	are	diverse	views	
in relation to the additional accounting policies currently 
disclosed by many companies; 

•	 	nearly	half	of	retail	investors	surveyed	prefer	a	
complete list of policies to be disclosed in the annual 
report, with a quarter going as far as suggesting that all 
policies	are	significant;

•	 	institutional	investors	are	more	supportive	of	only	the	
significant	policies	being	included	in	the	annual	report,	
with	additional	policy	information	being	made	available	
on the company’s website. 

Companies	might	consider	the	specific	needs	of	their	
investor	base,	perhaps	seeking	feedback.	Moving	these	
non-significant	policy	disclosures	to	an	appendix	within	the	
annual report may be a helpful compromise.

Notes to the financial statements

On note order:

•  the combining of tax expense and balance sheet notes 
is	viewed	as	logical	by	investors;

•  the case for combining or grouping other notes, and 
indeed	for	significant	change	in	note	order,	has	not	
been made; 

•  consistency of note order across companies and time is 
highly	valued;	and

•	 	a	table	of	contents	can	be	helpful	in	navigating	through	
to the desired information, especially where notes are 
ordered	in	a	relatively	different	manner.

Integration of Financial Review 

For	integrating	financial	review	and	financial	statement	
information; while some see merit in increased analysis 
of	financial	statement	line	items	however,	most	prefer	the	
traditional approach of placing management commentary 
and	financial	statement	information	in	separate	sections	of	
the annual report.

Attributes of significant policies

The following attributes (alone or together) may 
indicate	a	significant	accounting	policy	to	be	disclosed:

-  materiality of transactions classes and amounts, and 
importance to the nature of the business;

- policies for all	distinct	revenue	streams;

-  where there is choice of policy under IFRS, or 
significant	judgement	in	selecting	the	policy	and	

-  where there is need for management to apply 
significant	levels	of	estimation	or	judgement	in	
applying the policy.

Qualities for the content of policy disclosures 

Policies	should:

- be written using plain, understandable language; 

-  describe any judgements made in selecting the policy 
applied, and the rationale for them; 

-  describe the company’s application of accounting 
policies (not summarise the IFRS standard), 
including the estimation/judgements made and their 
significance	to	reported	amounts;	and

-  describe new IFRS requirements only if they 
significantly,	or	are	likely	to	significantly,	impact	
the	financial	statements;	and	present	the	impact	of	
changes in tabular format.1  https://frc.org.uk/Our-Work/Headline-projects/Clear-Concise.aspx 
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Context and 
introduction 
The regulatory context
IAS 1 Presentation of Financial Statements (IAS 1) 
requires	significant	accounting	policies,	significant	
judgments made in applying the accounting policies, 
and assumptions and other major sources of estimation 
uncertainty,	to	be	disclosed	in	the	notes	to	the	financial	
statements. 

Companies	must	disclose	in	their	summaries	of	significant	
accounting policies, the measurement basis  
(or	bases)	used	in	preparing	the	financial	statements,	and	
the	other	accounting	policies	used	that	are	relevant	to	an	
understanding	of	the	financial	statements.	IAS	1	provides	
guidance on when a policy must be disclosed, such as; 

•  disclosure would assist users in understanding how 
transactions,	other	events	and	conditions	are	reflected	
in	reported	financial	performance	and	financial	position;	

•  the nature of the company’s operations mean that the 
users	of	its	financial	statements	would	expect	certain	
policies to be disclosed for that type of entity; 

•	 	an	accounting	policy	may	be	significant	because	of	the	
nature	of	the	entity’s	operations	even	if	amounts	for	
current and prior periods are not material;

•	 	a	policy	is	selected	from	alternatives	allowed	in	IFRSs;	
and 

•	 	a	policy	is	not	specifically	required	by	IFRSs	but	the	
entity selects and applies in accordance with IAS 8.

IAS 1 also requires notes to be presented in a systematic 
manner.	It	indicates	the	summary	of	significant	accounting	
policies would normally be disclosed in a single note after 
the	primary	financial	statements.	However,	the	standard	
states that entities may apply another systematic order. 

Developing current practice
Accounting policy disclosures of companies applying 
IFRS	often	fill	many	pages	in	the	financial	statements,	as	
companies	usually	disclose	more	than	only	the	significant	
accounting policies. The majority of companies place their 
notes in the normal order described in IAS 1 and disclose 
their accounting policies in a single note (usually note 1). 

A	number	of	companies	have	sought	to	improve	their	
reports	over	recent	reporting	cycles	by	removing	or	
separating immaterial or less important information, 
improving	the	disclosure	of	important	policy	information,	
changing	note	order	to	give	prominence	to	some	over	
others,	and	integrating	related	financial	review	and	
financial	statement	information.	

Additionally, the IASB issued an Exposure Draft proposing 
amendments	to	IAS	1	which	seeks	to	clarify	the	flexibility	
in presentation intended in the current standard and is 
undertaking additional consideration of materiality and 
disclosures more generally (see adjacent box).

This	Lab	project	explores	investor’	views	on	these	
developments.	

Related IASB work streams
Proposed amendments to IAS 1 Presentation of 
Financial Statements

The IASB issued an Exposure Draft (ED) of amendments 
to IAS 1, indicating that the amendments clarify the 
intent of the current Standard. The following proposals 
relate most directly to this Lab project. 

Materiality – to clarify that the concept of materiality 
applies	to	the	specific	disclosure	requirements	set	out	
in	individual	Standards	and	that	materiality	applies	
to both the primary statements and the notes to the 
financial	statements.	The	ED	also	clarifies	that	disclosing	
immaterial information can obscure the material 
information	provided.

Notes	–	to	confirm	that	entities	have	flexibility	to	present	
the	notes	to	the	financial	statements	in	a	systematic	
order determined by the entity, including where to place 
accounting policy disclosure within the notes.

Significant accounting policies	–	to	remove	income	taxes	
and foreign currency examples so that they are less 
likely	to	be	considered	significant	policies	in	every	case.

Materiality research project

The IASB is also examining materiality more generally. 
The initial stage of the project is to research how 
materiality is applied in accounting standards, case 
law and regulation across jurisdictions. The materiality 
project	will	also	look	at	improving	guidance	in	relation	to	
what	is	meant	by	significant	accounting	policies.	IASB	
staff	expect	to	present	the	findings	to	the	Board	later	in	
2014.

Principles of disclosure

In	April	2014	the	IASB	decided	to	prioritise	work	on	
establishing	principles	for	the	notes	to	the	financial	
statements,	including	establishing	the	objective	and	
boundaries of the notes and principles for organising, 
placing, formatting and linking information. 
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Project observations 
Investors	think	current	accounting	policy	disclosure	
includes “boilerplate” text, with repetition of language in 
accounting	standards,	and	are	not	specific	enough	to	the	
company.

Accounting policy disclosures
Which accounting policies should be disclosed?

Investors	have	some	clear	messages	for	companies	
in	relation	to	improving	the	prominence	of	significant	
accounting	policies.	However,	they	differ	on	how	the	
remainder of the policies currently disclosed should be 
presented. 

Institutional	investors	consider	that	policies	that	are	not	
significant	are	clutter.	Most	of	these	investors	would	still	
like access to a fuller set of policies on the company’s 
website, with attention drawn through a link shown in 
the	financial	statements.	In	contrast,	almost	half	of	the	
retail	investors	surveyed	prefer	that	companies	continue	
to disclose all accounting policies that are currently 
disclosed.	Companies	might	consider	the	specific	needs	
of	their	investor	base.	Moving	these	policy	disclosures	
to an appendix within the annual report may be a helpful 
compromise.

Which accounting policies are significant?

Investors	think	that	companies	should	use	their	knowledge	
and experience to determine which accounting policies 
are	significant	for	their	specific	business	and	transactions.	
However,	they	offered	the	following	attributes	as	indication	
that	a	policy	is	significant:

•  Material transaction classes and amounts. While not 
every	material	balance	indicates	a	significant	policy,	
the	policy	on	revenue	is	considered	to	always	be	
significant.	Investors	are	particularly	interested	in	
policies that are important or unique to the business’ 
operations. 

•  Accounting policy choices. While the number of 
explicit choices of accounting policy allowed in IFRS 
is decreasing, where a choice is allowed, that policy 
should	be	considered	significant	unless	it	is	clearly	
immaterial. 

•  Judgement and/or estimation. Accounting policies 
which	require	significant	levels	of	estimation	and/
or	judgement	in	their	application	are	significant.	
Investors	want	insight	into	the	sensitivity	of	balances	
and earnings amounts stemming from elements of 
estimation and judgement. 

Many	investors	do	not	differentiate	between	accounting	
policy, judgement and estimate disclosures, in the way that 
accounting	standards	distinguish	them.	Investors	often	
describe estimates when asked which accounting policies 
they refer to most. This demonstrates the importance 
to	investors	of	the	estimates	and	judgements	made	in	
choosing and applying accounting policies, and supports 
disclosure	that	provides	a	clear	understanding	of	estimates	
and judgements in the context of the related accounting 
policy.

A	few	investors	indicate	that	accounting	policies	which	
differ	from	the	norm	for	a	company’s	sector	are	significant	
unless the related transactions and balances are clearly 
immaterial. Such differences may relate either to choices  
in policy, or judgements made in how they are applied.

One	investor	suggests	that	if	an	amount	is	important	
enough	to	be	discussed	in	the	financial	review,	the	related	
accounting	policy	is	likely	to	be	significant.	 
 

Lab comment 
Insight from Corporate Reporting Review

Under	the	Companies	Act	2006	(the	Act),	the	FRC’s	
Conduct	Committee	reviews	the	annual	reports	
and	financial	statements	of	public	and	large	private	
companies to determine whether they comply with 
the Act and other reporting requirements. Corporate 
Reporting	Review	(CRR)	performs	this	work	and	based	
on	their	recent	findings,	developed	for	this	Report,	the	
following do’s and don’ts in relation to disclosure of 
significant	accounting	policies:

DO
-			 Describe	the	policies	that	are	significant	to	the		

    nature or complexity of your business;

-   Explain how you apply those policies to your 
specific	business	and	transactions;

-  Identify the nature of the judgements you make;

-   Consider disclosing the impact on your accounts  
if	you	had	made	an	alternative	judgement;	and

-   Refer to the actual issues faced when disclosing 
assumptions and other sources of estimation 
uncertainty.

DON’T
-   Include reference to immaterial policies which can 

obscure key information; and

-   Use boilerplate text such as extracts from 
standards or model accounts.

Investor views

“I only want significant / material policies. If 
there is little choice / room for interpretation, 
there is no need for disclosure. Remove 
boilerplate text. Make judgements more 
meaningful.” 
Large	buy-side	investor
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Lab comment
Judgement and estimation

A	number	of	investors	told	us	that	there	should	be	
a	high	level	of	interaction	of	the	reporting	of	key	
estimates and judgements across the auditor and audit 
committee reports, and accounting policy disclosures.

Figure 1: Interaction of key reports and policies 

Investor	expectation	as	to	how	estimates	and	
judgements should be reported:

-		Accounting	policy	disclosure	should	cover	
management’s application of all key policies, 
estimates and judgements. 

-   Audit Committee report should describe how the audit 
committee responded to and concluded on the key 
estimates and judgements. 

-  Auditor report should describe auditor’s work around 
the key estimates and judgements.

If done well, audit committee and auditor reports can 
link to the accounting policy disclosure, and be more 
focused on what the audit committee and auditor 
respectively	did	in	relation	to	topics	that	feature	in	 
their work.

Quality of accounting policy disclosures

Investors	indicate	that	accounting	policy	disclosure	should	
be	company-specific	and	enable	a	reader	to	understand:

•	 	the	relevance	of	the	policy	to	the	company	and	its	
business transactions;

•  where the company has made a policy choice and why 
that choice is most appropriate for the business; 

•  how the company applies its policies; 

•  the impact of judgement and estimation required in the 
application; and 

•  consequences for the reported amounts.

Understanding the judgement and estimation applied by 
management, including where management’s judgement 
sits within a range of possible or acceptable outcomes, 
is	valuable	for	investors	to	enable	them	to	evaluate	
the	reported	financial	position	and	results	and	their	
sensitivities.	Improved	disclosure	of	judgements	and	
sensitivities	is	desired	by	investors.

When	a	policy	choice	has	been	made,	investors	would	
like the rationale for why the treatment selected is most 
appropriate for the business, and an explanation of the 
qualitative	impact	of	the	chosen	policy.	Similar	information	
is required when the company changes its choice of policy.

Investors	also	value	plain	language	but	emphasise	that	
companies need to consider their audience carefully 
when	determining	the	language	to	be	used,	and	find	a	
balance that respects knowledgeable readers while being 
understandable to non-specialists. 

Some	companies	and	one	investor	find	even	the	
‘boilerplate’	accounting	policies	to	be	a	useful	summary	of	
accounting standards, and in particular a useful summary 
of	IFRS	applied	by	a	company	in	a	given	year,	which	is	
more readily accessible and understandable than the 
standards	themselves.

As	a	test,	companies	could	ask	themselves	whether	
reading the policy alone allows them to clearly understand: 

•  the trigger for recognising or derecognising transactions 
and balances;

•	 	the	judgements	required	to	determine	the	relevant	
trigger has been met; and 

•	 	how	amounts	are	measured	or	valued	including	the	key	
judgements and estimates required.  

Project observations Project observations Context and introductionProject summary Participants and process

Investor views
“Policies need to be written in plain English 
and explain how the companies apply 
the policy to enable me to determine if 
management are conservative or aggressive in 
application .”
Large	buy-side	investor

“Detailed explanations are most relevant 
particularly around judgement areas and 
understanding of revenue recognition in all 
its forms.”
Retail	investor
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Project observations

Based	on	insight	gained	from	investors	during	the	
project,	the	Lab	project	team	developed	the	adjacent	
accounting policy on intangible assets by enhancing 
a listed company’s disclosure. This policy could be 
included in the accounting policies note or integrated 
into the intangible asset note. Equally, the table could 
be integrated in the intangibles note and the remainder 
placed in the accounting policy note. 

In	testing	this	enhanced	disclosures	with	investors,	
most	viewed	this	level	of	disclosure	as	a	step	forward,	
which	should	be	adopted	by	companies	for	all	significant	
policies,	but	some	provided	further	improvement	
suggestions, included below. The following is a summary 
of	feedback	from	investors.

Most	investors	like:

•	 	The	first	two	paragraphs	which	provide	context	to	the	
relevance	of	the	policy	to	the	business;

•	 	Personalising	the	language	using	“we”;	
•  Using clear, plain language and presentation; and
•  The information contained in the table, in particular 

UEL disclosures, which are often not disclosed in 
sufficient	detail	by	companies.

Improvements	suggested	by	a	small	number	of	investors	
include:

•	 	Removal	of	the	context	and	accounting	policy	
disclosures	in	the	first	four	paragraphs	as	these	are	
not	providing	value	for	well-informed	investors;

•	 	Writing	disclosure	in	third	person,	as	it	is	viewed	as	
being more business-like;

•  Adding disclosure of recognition criteria for internally 
generated	intangible	assets	and	the	review	process	
to	identify	when	expected	benefits	will	not	be	realised	
resulting in the costs written off; and

•	 	Adding	disclosure	of	the	valuation	basis	of	each	asset	
and to which aspects the judgement and estimation 
relate, rather than characterising each as low, 
moderate or high. 

Example accounting policy disclosure – enhanced policy

Intangible assets

Intangible	assets	are	an	important	source	of	value	for	Made	Up	plc.	Intangible	assets	are	either	acquired	or	generated	internally.	

In the normal course of business we buy other companies and assets, such as our purchase in the year of the trade and assets of Fake 
Business.	Some	of	the	assets	may	be	intangible,	such	as	customer	relationships,	brands	or	licences,	and	because	we	have	bought	these	
external	to	the	group	we	must	record	a	value	for	these	assets.

When	we	buy	an	individual	intangible	asset	it	is	initially	recorded	at	cost.	When	we	account	for	acquisitions	of	companies	and	businesses	we	
are	required	to	identify	intangible	assets	and	determine	their	fair	values	at	which	the	assets	are	initially	recorded.	

We	also	develop	some	intangible	assets	internally	mainly	comprising	software,	databases	and	our	retail	website.	The	related	research	costs	
are	expensed	when	incurred	but	once	a	viable	project	has	been	identified	which	satisfies	all	the	required	criteria	for	capitalisation,	including	
the	probability	of	generating	future	value	for	the	group,	the	development	costs	(directly	attributable	costs	such	as	labour	and	materials)	are	
capitalised.

We	estimate	the	period	over	which	each	asset	will	generate	value	to	us,	which	is	called	the	Useful	Economic	Life	(UEL),	and	amortise	(spread	
the	cost	in	the	income	statement)	the	asset	over	that	period	on	a	straight-line	basis.	Amortisation	commences	once	an	asset	is	ready	for	use.	
We	reconsider	UELs	annually.	For	some	assets	the	UEL	requires	no	estimation,	such	as	the	length	of	a	contract,	but	for	others	significant	
estimation	is	required	such	as	for	customer	relationships.	Our	intangible	assets	and	their	respective	UELs	are	as	follows:

Category Valuation 
Judgement/ 
Estimation 
Level*

UEL Basis UEL 
(years)

Weighted 
Average UEL 
(years)

Software licences Low Contract length 1 – 3 1.3

Operating licences Low Contract length 3 – 5 4.0

Customer relationships High Customer retention / churn 5 – 8 7.5

Contracts High Contract length 5 – 15 8.9

Brands High Brand	age,	forecasted	profitability,	
growth prospects and market position 15	–	50 39.3

*		Low	–	Limited	or	no	estimation	and/or	management	judgement	required	to	determine	valuation	as	mainly	based	on	independently	defined	
attributes such as cost and contractual length.

	 	Moderate	–	A	reasonable	level	of	estimation	and/or	management	judgement	required	to	determine	valuation	but	the	range	of	outcomes	is	
narrow	and	different	application	of	judgement	is	not	likely	to	result	in	a	material	difference	in	valuation.

	 	High	–	A	high	level	of	estimation	and/or	management	judgement	required	to	determine	valuation,	particularly	in	relation	to	estimating	future	
cash	flows.	Different	application	of	judgement	is	likely	to	result	in	a	material	difference	in	valuation.

Project observations Project observations Context and introductionProject summary Participants and process
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New IFRS requirements

IFRS require that companies disclose when changes 
to accounting policies occur either due to change in the 
standards	themselves	or	due	to	management	choice.

Investors	would	prefer	that	disclosure	in	relation	to	new	
IFRS	requirements	be	limited	to	changes	that	have,	or	
will	potentially	have,	a	material	impact	on	the	financial	
statements. For completeness, they also suggest that 
the company states it has considered all the upcoming 
changes and those disclosed are the only ones that 
materially impact the company.

Investors	prefer	it	when	companies	split	the	disclosure	to	
distinguish new requirements:

•  required to be implemented during the year;

•  not yet required to be adopted; and

•  being adopted early during the year.

In	particular,	investors	believe	there	is	value	in	
understanding when management are adopting a new 
requirement early, and its impact. For example, it may 
be important to understand whether the manner in which 
transition	or	adoption	in	the	period	chosen	provides	a	
particular	advantage	over	other	options.	

Investors	favour	concise	summaries	of	the	new	
requirements	that	materially	impact	the	financial	
statements. A brief summary, with text presented in tabular 
format	may	suffice.	

When prior period amounts are restated as a result, the 
financial	impact	of	a	change	on	previous	amounts	is	also	
best presented in tabular format showing the balances 
initially	reported,	each	adjustment	clearly	identified,	and	
the adjusted balance of each line item that has changed.

Many	investors	would	like	companies	to	assess	and	
disclose the impact of new standards soon after the 
standard is announced. Currently, there is an abundance 
of	‘boilerplate’	disclosure	indicating	the	impact	is	still	being	
assessed.	Investors	believe	companies	should	be	able	to	
complete and disclose initial impact assessments much 
earlier than current practice, indicating at least at a high 
level	whether	change	is	likely	to	be	significant.	Diversity	in	
how companies disclosed the recent changes in pension 
accounting was highlighted as an illustration. 

Companies indicate that time is required to understand, 
interpret	and	apply	new	standards,	including	developing	
systems	and	processes	to	obtain	and	review	new	numbers	
to ensure they are of a suitable for public disclosure. They 
stress that the time and resource needed to do this should 
not	be	underestimated,	particularly	for	significant	changes,	
on	the	basis	that	the	change	must	have	some	future	
significance.

Voluntary changes in policy

Investors	like	clear	disclosure	of	voluntary	changes	in	
accounting policy including management’s rationale for the 
change,	even	if	the	impact	is	not	material	at	the	time	of	the	
change as it may become more important in the future.

Indeed,	some	investors	would	like	the	impact	of	the	
change	in	policy	on	each	of	the	subsequent	five	years	to	
be	disclosed	in	each	respective	annual	report.	However,	
this	may	not	be	practical	for	companies	if	it	involves	
maintaining parallel systems for that period. 

Project observations Project observations Context and introductionProject summary Participants and process
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Excerpt: new IFRS requirements – UBM annual report 2012 page 82

Investors	commented	positively	on	the	new	IFRS	disclosures	of	UBM	and	ITV,	which	are	
very	similar.	They	valued	the	tabular	presentation	and	the	clear	and	concise	summaries	of	
standards and their potential impact.

 Excerpt: impact of new IFRS – Vodafone annual report 2013 page 99

Investors	commented	positively	on	the	following	Vodafone	disclosure	as	providing	good	
disclosure	of	the	impact	of	new	IFRS	on	key	financial	information.
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Placement of accounting policies
A	number	of	companies	have	experimented	with	the	
placement of their accounting policies, including integrating 
them	into	the	relevant	financial	statement	note,	or	placing	
some of the disclosed policies in an appendix to the 
financial	statements	to	indicate	management’s	view	that	
they are of less importance than other information.

Where are accounting policies best placed?

Three	different	views	are	held	by	investors:

•	 	Preference	for	placement	of	accounting	policies	in	one	
note, as is the current norm;

•	 	Preference	for	integrating	accounting	policies	into	each	
note or section; and

•  No preference.

A	number	of	investors	holding	each	of	the	views	above,	
prefer that all companies place the policies in the same 
position – i.e. they prefer standardisation of placement 
across companies, whether integrated in the notes or not. 
This enables them to more quickly access information 
when needed.

Placement in one note

Investors	who	view	that	the	significant	policies	are	
best placed together in one list, point to the following 
advantages:

•  When they refer to accounting policies they often refer 
to more than one policy at the same time, which is 
aided by policies being placed together;

•	 	It	has	been	the	norm	for	many	years	which	investors	
are	used	to.	Similarly,	the	majority	of	investors	with	this	
view	prefer	the	disclosures	to	be	in	note	1,	rather	than	
an appendix or elsewhere, as they are able to locate 
them quickly and easily; and

•	 	Having	the	policies	placed	together	helps	companies	
to see the length of the disclosure and may aid them in 
identifying	non-significant	policies.	

The	main	perceived	disadvantages	are:

•	 	Having	to	move	between	notes	and	the	accounting	
policies as they are not located together (particularly 
challenging	when	using	a	digital	version);	and

•	 	A	tendency	to	repeat	some	policy	in	the	notes	to	give	
context to the judgements and estimates made, and the 
numbers presented. 

Many	investors	who	prefer	presentation	in	one	note	find	
cross-referencing between policies and notes helpful.

Integrating into each note or section

Investors	that	prefer	accounting	policies	integrated	into	
each	note	or	section	of	the	financial	statements,	identify	
the	following	advantages:

•	 	The	policy	provides	necessary	context	to	the	numbers,	
and	this	is	most	effective	if	presented	together;

•  It reduces duplication within the notes; and 

•	 	It	improves	the	readability	of	notes.

The	main	perceived	disadvantages	are:

•	 	Some	policies	are	over-arching	and	do	not	relate	to	a	
single note, resulting in some policies remaining in the 
equivalent	of	note	1;

•	 	It	may	result	in	policies	which	are	not	significant	being	
retained; and

•  It is likely to be more time consuming to locate each 
policy as they are spread through the notes and the 
notes are more likely to be ordered differently across 
companies.

No preference

The	third	view	held	by	investors	was	that	they	have	no	
preference where in the notes the policy information is 
disclosed.	This	view	tends	to	be	held	by	investors	that	use	
search	functions	to	interrogate	digital	versions	of	financial	
statements to locate information they require, rather than 
reading	through	the	whole	financial	statements.

Investor views:
“ I think that it is quite helpful to integrate 
the policy with the note. It gives you the 
policy and then you can see the numbers 
underneath it.”
	Investor	association

“I don’t care where a policy is presented, 
content is key.”
 Large	buy-side	investor

Company views:
“As only a small portion of shareholders 
request a paper copy, we integrated policies 
into the relevant note to provide online 
users greater clarity and insight into the 
numbers presented in each note, remove 
duplication and assist digital readers by 
having relevant information together rather 
than searching the pdf multiple times for 
linked information .” 
 FTSE100	company

Project observations Project observations Context and introductionProject summary Participants and process



11  Lab project report l Accounting	policies	and	integration	of	related	financial	information

Excerpt: integrated policy – ITV annual reports 2009 and 2012

ITV	have	undertaken	a	process	of	integrating	their	accounting	policies	into	the	relevant	note.	Below	is	an	example	showing	how	ITV	have	integrated	the	policies	into	the	profit	before	
tax	note,	together	with	segmental	reporting.	The	revenue	policy	has	also	been	integrated.	Some	investors	commented	positively	on	the	enhanced	level	of	disclosure	on	revenue	stream	
recognition	criteria	and	thought	this	improved	presentation.	The	‘In	this	section’	and	‘Keeping	it	simple’	boxes	elicit	mixed	responses,	with	those	investors	that	like	them,	feeling	this	adds	
an easy to digest explanation of the content, whereas others feel the text within the boxes does not add to their understanding.

Before the change -	2009	pages	71,	72,	78 After the change -	2012	page	107

Project observations Project observations Context and introductionProject summary Participants and process



12  Lab project report l Accounting	policies	and	integration	of	related	financial	information

Excerpt: integrated policy and estimates – Cairn 
Energy annual report 2012 pages 104-105

This	excerpt	illustrates	the	integration	of	significant	
judgemental areas and key estimates and assumptions 
into groupings of notes and the integration of accounting 
policies into notes. 

The	investors	who	like	this	excerpt	valued	the	linkage	of	
the policies, judgements and estimates with the note and 
the	clear	presentation	format	with	relevant	headings	to	
quickly locate information.
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Ordering of notes to the financial
statements

When	companies	have	integrated	their	accounting	policies	
into	relevant	notes,	they	have	generally	had	to	re-order	
and group some notes. This is because certain policies 
relate	to	more	than	one	note	to	the	financial	statements.

Other	companies	which	have	not	integrated	accounting	
policies	into	notes,	have	re-ordered	the	notes	as	they	felt	
this allowed them to better tell the story of the company’s 
financial	position	and	results,	and	/	or	to	highlight	the	
more	important	information,	in	management’s	view,	by	
presenting	it	first.	Less	important	is	presented	later	or	in	a	
separate section or appendix.

How are the notes to the financial statements best 
ordered?

Again,	there	are	three	investor	views:

•	 	Preference	for	the	‘normal	order’;

•	 	Preference	for	company-specific	ordering;	and

•  No preference.

Some	investors	in	each	category	would	like	all	companies	
to be consistent, to ease locating information across 
different companies. This does create a contradiction with 
regard	to	company-specific	ordering.

Preference for the ‘normal order’

The	‘normal	order’	of	following	the	order	that	line	items	
appear in the primary statements, described in IAS 1, is 
preferred	by	some	investors	for	the	following	reasons:

•  It has been the most common presentation for many 
years	and	the	case	for	change	has	not	been	proven;	
and

•	 	Investors	like	consistency	of	presentation	across	
companies and time, to aid comparison and locating 
information.

There	is	also	a	preference	by	a	few	investors	for	‘complete’	
standardisation,	whereby	every	company	is	required	to	
have	the	same	note	order	e.g.	note	16	for	every	company	
could be share based payments, and companies that 
do	not	have	any	such	transactions	would	disclose	‘not	
applicable’.	This	presentation	style	seems	to	be	favoured	
by a small proportion of time-pressured analysts that look 
at	numerous	sets	of	financial	statements.

Preference for company specific ordering

Grouping	notes	into	relevant	sections,	and	/	or	presenting	
notes in order of importance to the company are 
presentation	styles	favoured	by	investors	that	like	to	read	
management’s	story	in	the	annual	report.	These	investors	
value	management	structuring	the	financial	statements	to	
present the information in a way to best tell the story of the 
company’s	performance	for	the	year	and	financial	position	
at the end of the year.

Where	companies	do	change	the	structure	of	their	financial	
statements,	as	a	navigation	tool,	a	contents	page	is	
considered	necessary	by	investors.	If	a	company	is	to	
make	major	changes	in	presentation,	investors	prefer	they	
are	all	made	in	one-step,	rather	than	over	a	number	of	
years.

No preference

Similar	to	the	above,	some	participants	have	no	preference	
as to presentation format as they are comfortable to search 
for information they require.

Combining notes

The	majority	of	investors	support	combining	tax	expense	
and	tax	balance	sheet	notes	to	have	all	the	tax	information	
together, but there is little support for combining other 
notes, as it is not seen as enhancing reporting. 

Project observations Project observations Context and introductionProject summary Participants and process

 Investor views:
“The easiest accounts are where I know 
everything is going to be in the same place 
every year. I'm sort of inclined to take it to 
an extreme stance that it ’s the same place for 
every company”
	 Large	buy-side	investor

"  I prefer the note ordering that works best 
for that company, and I also like the 
idea of healthy competition in effective 
communication in financial statements." 

  Large	sell-side	investor
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Excerpt: contents page - AngloAmerican 2013 annual report page 151
Below	illustrates	notes	grouped	into	topics	with	the	demotion	of	notes	believed	less	
important to an additional disclosures section at the back of the notes. This is a common 
approach	by	companies	that	have	restructured	their	financial	statements.	Investors	find	
a	contents	page	helpful	in	locating	information	and	some	value	understanding	which	
disclosures	management	believe	to	be	more	important	than	others.	

Excerpt: contents page – Cairn Energy 2012 annual report page 85
Below	is	a	different	grouping	of	notes	into	topics	which	highlights	to	investors	how	
management	views	the	business,	and	in	particular	how	they	view	asset	and	liability	
disclosures	as	more	important	than	income	statement	disclosures.	Some	investors	like	
this	presentation	as	they	agreed	it	reflects	the	business,	while	others	prefer	that	income	
statement	disclosures	come	first	as	they	view	them	as	always	more	important.
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Financial review integration

The	financial	review	consists	of	management’s	
commentary	on	the	financial	performance,	position	and	
prospects of the company. 

Some	companies	link	the	financial	review	by	cross	
referencing	from	it	to	the	financial	statements,	some	more	
extensively	than	others.	Both	Schroders	and	Vodafone	
have	experimented	with	integrating	their	financial	review	
with	the	primary	financial	statements.		

Does it matter where the financial review is placed?

A	view	prevails	for	investors	that	management	
commentary,	including	that	in	the	financial	review,	is	not	
appropriate	to	be	included	in	the	financial	statements	
section of the annual report. 

Investors	note	that	the	financial	statements	are	prepared	
in accordance with IFRS and are audited, resulting in the 
financial	statements	being	considered	a	“robust”	set	of	
information.	In	contrast,	investors	observe	that	the	financial	
review	provides	management’s	view	of	the	business	and	
its	performance	over	the	year,	as	such	investors	prefer	a	
clear	separation	of	this	information	from	audited	financial	
statements.

Investors	prefer	the	financial	review	to	be	placed	in	the	
front section of the annual report, separate from the 
audited	financial	statements.

When	the	financial	review	is	placed	in	the	front	section	
of	the	annual	report,	providing	links	to	the	financial	
statements and other parts of the annual report is 
considered	an	effective	way	of	limiting	duplication.	
However,	some	investors	that	read	the	information	more	
comprehensively,	consider	that	too	much	cross	referencing	
detracts	from	the	experience	due	to	continuously	having	to	
move	between	different	parts	of	the	annual	report.	

A	small	proportion	of	investors	prefer	the	financial	review	
to be placed alongside the primary statements. This is 
seen as aiding management’s telling of its story of the 
company’s performance for the year. Also, by integrating 
the	financial	review,	duplication	of	information	is	reduced	
(i.e. key line items from primary statements do not need to 
be	repeated	in	the	financial	review)	and	it	is	easier	to	read	
as the commentary is beside the statements. 

One of the companies elicited feedback from their 
investors	which	indicates	the	integration	of	commentary	
with the primary statements helps retail shareholders to 
better gain insight into their performance and position. 
Institutional	investors	normally	would	not	gain	additional	
insight as the information is consistent with analyst 
presentations and the preliminary announcement.

However,	the	companies	themselves	and	some	investors	
note that an integrated format can lead to unnecessary 
commentary on smaller items shown on the face of the 
primary	statements	and	would	also	be	very	challenging	
for complex businesses, for example those with multiple 
segments,	to	provide	in	a	meaningful	manner.	

Some	investors	expressed	no	preference	in	placement	as	
they are only concerned with the content.

While	there	is	little	support	for	placing	the	financial	review	
with	the	primary	statements	amongst	the	investors	in	this	
project,	there	was	a	view	that	the	additional	information	
and	explanations	provided	on	material	IFRS	balances	
or	movements	in	balances	over	the	period	within	the	
examples presented, is helpful. 

This	observation	is	consistent	with	the	Lab’s	previous	work	
on	net	debt	reconciliations,	and	the	value	of	explaining	for	
example,	changes	in	debt	over	the	reporting	period.	

Investor views:
“Management commentary should not pollute 
the financial statements”  
	 Investor	association

Company views: 
“We found that integrating the financial 
review with the financial statements helped 
retail shareholders to better gain insight into 
our performance and position”
 FTSE company
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Excerpt: cash flow statement & commentary - Vodafone 
2014 annual report pages 102-103

Vodafone	have	provided	commentary	on	key	statements	
alongside	numerical	disclosures	in	their	financial	review.	The	
commentary is presented on a separate page to indicate 
it	is	unaudited.	Some	investors	commented	positively	on	
the	commentary,	particularly	on	cash	flows	and	the	cash	
flow	reconciliation,	as	being	useful	information	which	is	not	
normally	received.	
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Excerpt: income statement, OCI & commentary - Schroders 2013 annual report p88-89

Schroder’s	have	integrated	
commentary with the primary 
statements.	The	financial	
review	is	presented	in	a	
blue shaded box to identify 
it as unaudited. Similar to 
Vodafone,	investors	value	
the additional disclosures in 
relation to IFRS numbers.
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Other observations
Contents page

Most annual reports include a contents page or a 
navigation	tool	of	some	sort	to	assist	readers	to	locate	
sections of interest to them. Many companies now also 
include	a	contents	page	in	the	financial	statements	section	
to further assist readers.

Investors,	both	those	that	read	the	accounts	in	digital	and	
paper	formats,	commented	positively	on	the	usefulness	
of a contents page. It is particularly seen as a necessity 
when the presentation of information is changed from the 
previous	year.

Plain language 

The	investor	participants	in	this	project	had	a	predominant	
view	that	the	annual	report	should	be	written	in	plain	
language, with technical terms minimised. 

Where	technical	or	industry-specific	terms	are	used,	
investors	find	a	glossary	useful,	although	it	needs	to	be	
updated annually to ensure it contains all such terms used 
in the annual report and excludes terms no longer used. 

Investors	also	desire	standardisation	of	definitions	of	
industry-specific	terms,	and	calculation	of	industry	specific	
KPIs	across	companies	to	improve	the	clarity	of	reporting	
and facilitate comparison of companies within a sector. 

Whilst	investors	value	plain	language,	they	are	careful	
to	note	that	it	is	possible	to	take	it	too	far	and	‘dumb	
down’ the language. Companies need to consider their 
audience	and	find	a	balance	in	language	that	respects	
knowledgeable readers and is understandable by non-
specialists.

Medium for reading annual reports 

It	is	interesting	to	note	that	investors	in	this	project	were	
split	evenly	between	those	that	prefer	to	access	reports	
in digital format, on paper or a mixture of both. As both 
mediums	are	used	extensively,	companies	should	continue	
to consider how to best present user friendly reports in 
both formats.

Some	investors	express	the	view	that	further	development	
in	electronic	tools	may	overcome	the	questions	of	where	
to place disclosures, as digital tools could allow users to 
structure reports in their own preferred format, allowing 
customised experiences for each reader. 

The Lab has commenced a series of projects on corporate 
reporting	in	a	digital	world,	exploring	current	investor	
preferences and how companies may make the most of 
the digital opportunity.
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Participants and processProject observations Context and introductionProject summary

Participants and 
process
A key requirement to ensuring a successful Lab project 
is	getting	support	from	the	company	and	investment	
communities.	Participants	join	Lab	projects	by	responding	
to a public call for participants or they are approached by 
the	Lab	/	other	project	participants.	An	iterative	approach	is	
taken with additional participants sought during the project 
to	obtain	input	from	the	various	types	of	investors	and	
ensure a range of company examples and input. 

The participants do not represent a statistical sample and 
results cannot be extrapolated to the entire population. 
The	differing	views	of	participants	should	be	considered	by	
companies in the context of their own circumstances and 
audience for reporting. 

References	made	in	this	Report	to	views	of	‘companies’	
and	‘investors’,	refer	to	the	individuals	from	companies	
and	investment	community	organisations	that	participated	
in	this	project.	The	term	‘investors’	is	used	as	shorthand	
to	refer	to	the	investment	community	participants	in	this	
project,	which	include	a	broad	range	of	individuals	in	their	
capacity	as	investors	or	their	role	in	analyst	organisations	
that	work	in	the	interest	of	investors.

Involvement of companies
The	following	companies	volunteered	to	participate	in	
this	project	by	agreeing	for	the	Lab	to	ask	investors	to	
comment	on	relevant	parts	of	their	latest	annual	reports	
or planned changes to their annual reports, and by joining 
group	discussions	together	with	the	investment	community	
to	assist	in	obtaining	views	on	each	area:

•  Anglo American
•	 	BP
•  BT
•  Cairn Energy
•  Cobham

•  Diageo
•	 	GSK
•  HSBC 
•  ITV
•	 	Legal	&	General
•  Royal Dutch Shell
•  Schroders
•  Standard Chartered Bank
•  UBM
•  Vodafone
•  William Hill

Involvement of investors
There has also been a considerable amount of support for 
this	project	from	the	investment	community.	The	Lab	held	
mainly	face	to	face	interviews	with	individuals	from	the	
following organisations:

Buy-Side

•  Alliance Trust
•	 	GO	Investment	Partners
•	 	Henderson	Global	Investors
•	 	Hermes	Equity	Ownership	Services
•	 	Invesco	Asset	Management
•	 	Allianz	Global	Investors
•  Royal London Asset Management
•	 	Standard	Life	Investments
•	 	USS	Investment	Management

Sell-Side

•  Deutsche Bank
•	 	JP	Morgan

Credit Rating Agencies

•  Fitch Ratings
•  Moody’s
•	 	Standard	&	Poor’s

Investor Associations

•  Association of British Insurers
•  CFA Institute
•	 	CFA	Society	of	the	UK
•	 	Investment	Management	Association
•	 	National	Association	of	Pension	Funds	(NAPF)

In	addition,	the	Lab	conducted	online	surveys	of	members	
of	the	following	retail	investor	associations:

•  ShareSoc
•	 	UK	Shareholders’	Association

Project process
Two round-table meetings were held with company and 
investor	participants	in	December	2013.	At	these	meetings,	
participants discussed some of the example disclosures 
made	by	companies	(including	company	motives	and	
process)	and	discussed	their	views	on	each	of	the	areas	in	
this	Lab	report.	This	helped	the	Lab	project	team	to	refine	
their	set	of	questions	for	investors.

Investors	were	then	sent	the	questions	together	with	
reporting	examples	in	advance	of	being	interviewed	in	
relation	to	their	views	on	the	examples	and	each	topic	area	
in general.

A	qualitative	online	survey	was	developed	to	obtain	retail	
investor	views.	In	total,	208	respondents	completed	the	
survey.	The	Lab	also	obtained	input	through	a	survey	of	
NAPF	members,	which	provided	input	to	their	observations	
as	an	investor	association.

Survey	results	were	combined	with	interview	results	
to	reflect	investor	views	in	this	report.	The	report	
distinguishes	results	when	retail	shareholder	views	and	
views	of	institutional	investors	and	analysts	differ.



Lab project reports
The	Lab’s	project	reports	provide	practical	suggestions	on	 
reporting from our work with the corporate and  
investment	communities.	

Each of the following reports suggests reporting that is  
focused	on	meeting	the	needs	of	the	investment	community 
for consideration by companies.

Governance:

A	single	figure	for	remuneration	

Reporting of Audit Committees

Reporting of pay and performance

Financial Reporting:

Debt terms and maturity tables 

Net debt reconciliations 

Operating	and	investing	cash	flows	

Presentation	of	market	risk	disclosures

The	reports	are	available	at:	https://frc.org.uk/Lab

Follow us on Twitter @FRCnews and  

The FRC is responsible for promoting high quality corporate 
governance	 and	 reporting	 to	 foster	 investment.	 We	 set	 the	
UK	 Corporate	 Governance	 and	 Stewardship	 Codes	 as	 well	
as	UK	standards	for	accounting,	auditing	and	actuarial	work.	
We	 represent	 UK	 interests	 in	 international	 standard-setting.	
We also monitor and take action to promote the quality of 
corporate reporting and auditing. We operate independent 
disciplinary arrangements for accountants and actuaries; 
and	oversee	the	regulatory	activities	of	the	accountancy	and	
actuarial professional bodies.

The FRC does not accept any liability to any party for any 
loss,	 damage	 or	 costs	 howsoever	 arising,	 whether	 directly	
or indirectly, whether in contract, tort or otherwise from any 
action or decision taken (or not taken) as a result of any person 
relying on or otherwise using this document or arising from any 
omission from it.
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