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4 Financial Statements

FINANCIAL  
STATEMENTS

Independent auditor’s report to the members  
of the Financial Reporting Council Limited

Opinion 

In our opinion the financial statements of The Financial 
Reporting Council Limited (“FRC”):

– give a true and fair view of the state of the Company’s 
affairs as at 31 March 2016 and of its profit for the year 
then ended;

– have been properly prepared in accordance with United 
Kingdom Generally Accepted Accounting Practice; and

– have been prepared in accordance with the 
requirements of the Companies Act 2006.

The financial statements comprise the:

– Profit and Loss Account;

– Balance Sheet;

– Statement of Changes in Equity;

– Cash Flow Statement; and 

– notes to the financial statements.

The financial reporting framework that has been applied 
in their preparation is applicable law and United Kingdom 
Accounting Standards (United Kingdom Generally 
Accepted Accounting Practice), including FRS 102, 
The Financial Reporting Standard applicable in the UK 
and Republic of Ireland.

An overview of the scope of our audit

As the Financial Reporting Council Limited is a standalone 
entity based in London the scope of our work was an audit 
of the financial statements of the Company. The scope of 
the audit was tailored by obtaining an understanding of the 
Company, its activities and its control environment. Our 
planned audit testing was directed accordingly and was 
focused on areas where we assessed there to be the 
highest risks of material misstatement. 

We obtained an understanding of how the Company uses 
service organisations in its operations and evaluated the 
design and implementation of relevant controls at the 
Company that relate to the services provided by service 
organisations. We visited the Financial Conduct Authority 
and Kier Business Services, the service organisations 
engaged by the FRC to collect levy income.

We undertook an interim visit to evaluate the internal 
controls over those risk areas we identified as being 
relevant to our audit. During the final audit we performed 
specifically designed audit tests on significant transactions, 
balances and disclosures. 

The Senior Statutory auditor and Audit Manager met 
regularly throughout the year with the senior members 
of the Company’s finance team in order to maintain and 
reinforce our knowledge of the FRC and the risks it faces. 
This dialogue continued throughout the audit process, 
as we reassessed and re-evaluated audit risks where 
necessary and tailored our approach accordingly.
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Our application of materiality

The scope and focus of our audit was influenced by our 
assessment and application of materiality. We define 
materiality as the magnitude of misstatement that could 
reasonably be expected to influence the readers and the 
economic decisions of the users of the financial statements. 
We use materiality to determine the scope of our audit and 
the nature, timing and extent of our audit procedures and 
to evaluate the effect of misstatements, both individually 
and on the financial statements as a whole.

Due to the nature of the Company we considered 
expenditure and related funding to be the main focus for 
the readers of the financial statements, accordingly this 
consideration influenced our judgement of materiality. 
Based on our professional judgement, we determined 
materiality for the company to be £340,000, based on 1% 
of budgeted expenditure (gross of the case cost awards).

On the basis of our risk assessments, together with 
our assessment of the overall control environment, 
our judgement was that performance materiality (i.e. 
our tolerance for misstatement in an individual account 
or balance) for the Company was 75% of materiality, 
namely £255,000.

We agreed to report to the Audit Committee all audit 
differences in excess of £17,000, as well as differences 
below that threshold that, in our view, warranted reporting 
on qualitative grounds. We also reported to the Audit 
Committee on disclosure matters that we identified 
when assessing the overall presentation of the 
financial statements.

Our assessment of risks 
of material misstatement

We identified the following risks of material misstatement 
that had the greatest effect on the overall audit strategy; 
the allocation of resources in the audit; and directing the 
efforts of the engagement team:

Risk area

Revenue recognition – Risk of errors within 
revenue recognition, including the completeness 
of levy income.

Disciplinary case costs and provisions – 
There are various associated risks that the FRC 
may face in respect of its disciplinary activities. 
The key risks are: 

(i)  The risk of reputational damage or claims 
for significant damages or costs following 
unsuccessful disciplinary scheme actions. 

(ii)  The risk that the FRC is unable to recover from 
the participants all the costs it incurs in relation 
to these cases.

(iii)  The risk that costs are not accurately allocated 
to the correct cases.

Disciplinary case costs and provisions – Given 
the nature of the costs incurred by the FRC in the 
course of its regulatory and disciplinary activities, 
a risk arises in connection with the completeness 
and valuation of litigation cost accruals.

Our response

We reviewed material income streams in order to consider whether revenue 
is recognised correctly and considered whether the treatment is appropriate,  
and in accordance with UK GAAP.

Our review included consideration of the operating effectiveness of procedures 
and controls implemented by the FRC and service organisations engaged by 
it in respect of revenue recognition. 

In addition our review of income included an assessment of the recoverability 
of trade debtors and accrued income after the year end in order to assess the 
validity of their recognition and carrying value as at 31 March 2016. 

We reviewed the controls and procedures used to monitor and record case 
costs, including the allocation of internal costs to particular cases and 
considered the operating effectiveness of these systems. 

We reviewed a sample of significant cases ensuring that the FRC’s stated 
protocols, controls and procedures have been followed. For instance ensuring 
that the FRC has acted reasonably and in line with Counsel’s opinion as to the 
strength of the case. 

As part of our review of a sample of significant cases we considered the 
effectiveness of the procedures that have been implemented to ensure that 
the risk of damages or other claims against the FRC are mitigated. 

We reviewed the case costs and considered whether internal FRC costs have 
been allocated appropriately between cases.

We tested the operating effectiveness of procedures and controls implemented 
by the FRC in respect of its regulatory activities and disciplinary schemes. 
We reviewed a sample of cases, specifically checking that the procedures 
and controls were being followed and reviewed substantively the recognition 
of liabilities.
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Opinion on other matter prescribed  
by the Companies Act 2006

In our opinion the information given in the Strategic Report 
and the Directors’ Report for the financial year for which 
the financial statements are prepared is consistent with 
the financial statements.

Matters on which we are required  
to report by exception

Under the ISAs (UK and Ireland), we are required to report 
to you if, in our opinion, information in the annual report is:

– materially inconsistent with the information in the audited 
financial statements; or

– apparently materially incorrect based on, or materially 
inconsistent with, our knowledge of the Company 
acquired in the course of performing our audit; or

– otherwise misleading.

In particular, we are required to consider whether we have 
identified any inconsistencies between our knowledge 
acquired during the audit and the directors’ statement that 
they consider the annual report is fair, balanced and 
understandable and whether the annual report appropriately 
discloses those matters that we communicated to the Audit 
Committee which we consider should have been disclosed.

Under the Companies Act 2006 we are required to report 
to you if, in our opinion:

– adequate accounting records have not been kept, or 
returns adequate for our audit have not been received 
from branches not visited by us; or

– the financial statements are not in agreement with the 
accounting records and returns; or

– certain disclosures of directors’ remuneration specified 
by law are not made; or

– we have not received all the information and 
explanations we require for our audit.

We have nothing to report in respect of the above.

Respective responsibilities of directors 
and auditors

As explained more fully in the Directors’ Responsibilities 
Statement, the directors are responsible for the 
preparation of the financial statements and for being 
satisfied that they give a true and fair view. 

Our responsibility is to audit and express an opinion on 
the financial statements in accordance with applicable law 
and International Standards on Auditing (UK and Ireland). 
Those standards require us to comply with the Auditing 
Practices Board’s Ethical Standards for Auditors.

This report is made solely to the Company’s members, 
as a body, in accordance with Chapter 3 of Part 16 of the 
Companies Act 2006. Our audit work has been undertaken 
so that we might state to the Company’s members those 
matters we are required to state to them in an Auditor’s 
report and for no other purpose. To the fullest extent 
permitted by law, we do not accept or assume responsibility 
to anyone other than the Company and the Company’s 
members as a body, for our audit work, for this report,  
or for the opinions we have formed.

Scope of the audit of the 
financial statements

A description of the scope of an audit of financial 
statements is provided on the Financial Reporting 
Council’s website at  
www.frc.org.uk/auditscopeukprivate. 

David Cox (Senior Statutory auditor) 
for and on behalf of haysmacintyre, 
Statutory Auditor 
26 Red Lion Square 
London  
WC1R 4AG

13 July 2016
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PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 31 MARCH 2016
The Financial Reporting Council Limited

2015/16 2014/15
 Note £’000 £’000

Revenue 30,171 28,848

Operating expenses 2 (30,155) (29,103)

Operating profit/(loss)  16 (255)

Interest receivable  73 71

Profit/(loss) on ordinary activities before taxation  89 (184)

Tax on profit/(loss) on ordinary activities  (14) (14)

Profit/(loss)  75 (198)
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BALANCE SHEET AT 31 MARCH 2016
The Financial Reporting Council Limited

 31 March 2016 31 March 2015
 Note £’000 £’000

Fixed assets    

Intangible assets 5 19 8

Tangible assets 6 2,530 2,803

  2,549 2,811

Current assets    

Debtors 7 3,026 3,447

Current asset investments 8 7,024 8,008

Cash at bank and in hand 8 2,238 476

  12,288 11,931

Creditors – amounts falling due within one year 9 (5,150) (5,814)

Net current assets  7,138 6,117

    

Total assets less current liabilities  9,687 8,928

    

Creditors – amounts falling due after more than one year 10 (2,036) (1,382)

Provisions for liabilities  12 (60) (30)

Net Assets  7,591 7,516

    

Capital and reserves    

Accounting, auditing and corporate governance:    

– General reserve  2,275 2,420

– Corporate reporting review legal costs fund  2,000 2,000

Actuarial standards and regulation:    

– General reserve  1,316 1,096

– Actuarial case costs fund  2,000 2,000

 7,591 7,516

The financial statements and notes on pages 65 to 79 were approved  
by the Board of directors on 13 July 2016 and were signed on its behalf.

Sir Winfried Bischoff 
Chairman
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STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 31 MARCH 2016
The Financial Reporting Council Limited

Accounting, auditing and Actuarial standards  
corporate governance and regulation

Corporate 
reporting Actuarial 

General review legal General Case
reserve cost fund reserve  cost fund Total

£’000 £’000 £’000 £’000 £’000

At 31 March 2014 2,563 2,000 1,151 2,000 7,714

Loss for the year (143) – (55) – (198)

At 31 March 2015 2,420 2,000 1,096 2,000 7,516

Profit/(Loss) for the year (145) – 220 – 75

At 31 March 2016 2,275 2,000 1,316 2,000 7,591
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CASH FLOW STATEMENT FOR THE YEAR ENDED 31 MARCH 2016
The Financial Reporting Council Limited

Note 2015/16 2014/15
  £’000 £’000

CASH FLOWS FROM OPERATING ACTIVITIES

Profit/(loss) for the financial year  89 (184)

Adjustments for:    

– Interest income  (73) (71)

– Depreciation and amortisation  370 378

– Increase in dilapidation provision  30 30

– Decrease in trade and other debtors  421 695

– (Decrease) in trade and other creditors  (10) (245)

Net cash inflow from operations  827 787

Corporation tax paid  (14) (23)

Total cash inflow from operating activities  813 764

CASH FLOWS FROM INVESTING ACTIVITIES    

Purchase of tangible and intangible assets  (109) (1,998)

Current asset investments sold/(acquired)  984 (2,108)

Interest received  74 48

Total cash inflow from investing activities  949 (4,058)

NET INCREASE/(DECREASE) IN CASH AND 
CASH EQUIVALENTS  1,762 (3,478)

Cash and cash equivalents at 1 April 8 476 3,954

CASH AND CASH EQUIVALENTS AT 31 MARCH 8 2,238 476
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1. Principal accounting policies

The Financial Reporting Council Limited (the FRC) is a company limited by guarantee, incorporated in the United Kingdom,  
and its registered office is 8th floor, 125 London Wall, London, EC2Y 5AS. 

The following principal accounting policies are those policies which have been applied consistently in dealing with transactions 
and balances that are considered material to the FRC and for which an accounting policy choice is available.

Basis of preparation

These financial statements for the year ended 31 March 2016 are prepared in accordance with FRS 102, the Financial Reporting 
Standard applicable in the UK and Republic of Ireland. These financial statements are prepared on an historical cost basis.

The preparation of financial statements requires the use of estimates and assumptions that affect the application of policies and 
reported amounts of assets and liabilities, income and expenses. Although these estimates and associated assumptions are based 
on historical experience and management’s best knowledge of current events and actions, the actual results may ultimately differ 
from those estimates. The estimates and underlying assumptions are reviewed on an on-going basis, as is the case with the 
provision for dilapidations. 

Presentation of financial statements

The presentational and functional currency is the British Pound Sterling.

a) Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable. The FRC has a variety of sources of revenue  
and accounts for them as described below:

– Revenue in respect of levies is accounted for on a receipts basis, as levies are voluntary contributions.

– The following revenue is received from participants to fund specific activities:

– Revenue receivable from the ICAEW in respect of Audit Quality Review costs is recognised as the costs to be recovered  
are incurred in each financial year.

– Revenue receivable from professional accounting bodies in respect of accountancy disciplinary case costs is recognised  
as the costs to be reimbursed are incurred in each financial year. 

– Revenue in respect of publications of books, guidelines and standards is recognised on sale of goods or delivery of services.

– Revenue in respect of inspection income for third country audit, the National Audit Office, the Public Sector Audit Appointments 
and Crown Dependencies is recognised as the work is delivered and the other party is required to pay.

– Revenue in respect of XBRL taxonomy development activity is recognised as cost is incurred and the other party agrees that  
the project requirements have been met.

b) Tangible and intangible assets

Depreciation is provided on all property, plant and equipment and amortisation is provided on all software at rates calculated  
to write off the cost, less estimated residual value, over their estimated expected useful lives on a straight line basis, as follows:

Tangible assets

Office equipment 3 years

Fixtures, fittings and furniture 10 years

Leasehold improvements Lease term

Intangible assets

Capitalised software 3 years
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c) Financial instruments 

Financial assets and financial liabilities are recognised when the FRC becomes a party to the contractual provisions of the 
financial instrument.

Cash and cash equivalents

These comprise cash at bank and other short-term highly liquid bank deposits with an original maturity of three months or less.

Current asset investments 

These comprise bank deposits with an original maturity of more than three months but less than one year.

Debtors

Debtors do not carry any interest and are stated at their nominal value. Appropriate allowances for estimated irrecoverable amounts 
are recognised in the profit and loss account when there is objective evidence that the asset is impaired. 

Trade creditors

Trade creditors are not interest bearing and are stated at their nominal value.

d) Case costs and fines 

Case costs

The legal and professional costs of accountancy and actuarial disciplinary cases and Corporate Reporting Review (CRR) cases 
incurred in the period are included in the financial statements on an accruals basis. Provision is made for the future costs of any 
disciplinary cases only where the contract is onerous, the costs are unavoidable and they represent a present obligation under  
FRS 102 at the balance sheet date.

Fines and cost awards receivable

Case costs awards receivable in respect of accountancy disciplinary cases, which are due to the relevant participant body under 
the Accountancy Scheme, are included in the income statement of the FRC as a reduction to case costs incurred and subsequently 
recharged. Fines received are not included in the financial statements as the FRC acts only as a mechanism whereby the fines are 
transferred from one party to another. 

Fines receivable and case costs awards in respect of actuarial disciplinary cases are retained and included within revenue in the 
period in which the fines and case costs become due and collectable. 

e) Costs funds

The FRC has two costs funds: The corporate reporting review legal costs fund and the actuarial case costs fund. 

Contributions have been received from Government to enable the Conduct Committee to take steps to pursue compliance with 
the relevant requirements of the Companies Act 2006 and applicable accounting standards and to investigate departures from those 
requirements and standards. Those funds may be used only for this purpose and may not be used to meet other costs incurred 
by the FRC. The FRC may be liable to repay the balance on the Legal Costs Fund to the contributors if it ceases to be authorised 
by the Secretary of State for the Department of Business, Innovation and Skills (BIS) for the purposes of section 456 of the 
Companies Act 2006. 

The corporate reporting review legal costs fund is currently maintained at £2 million. In making the 2014/15 grant-in-aid to the FRC, 
BIS noted that if the Financial Reporting Council’s legal costs fund falls below £1 million in any year, BIS will make an additional grant 
to cover legal costs subsequently incurred in that year.

The actuarial case costs fund consists of contributions received from the Actuarial Profession and through levies on pension 
schemes and insurance companies. The fund is used to fund investigations into potential misconduct by actuaries and any 
subsequent prosecutions.

f) Deferred lease incentive

Deferred lease incentives are released on a straight line basis over the term of the lease.
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2. Operating expenses
 
 

2015/16
£’000

2014/15
£’000

Core staff and related people costs (note 3) 19,544 17,679

IT and facility costs 1,907 2,201

Lease expense 751 912

Depreciation and amortisation costs 370 378

Auditor’s remuneration:   

– audit 43 44

– non-audit services 0 0

XBRL taxonomy development costs 179 285

Accountancy and actuarial case costs – gross 4,707 5,563

– Less cost awards recovered (478) (1,148)

Accountancy and actuarial case costs – net 4,229 4,415

Other operating expenses   

– Travel and conferences 629 762

– Legal and professional fees 1,235 666

– Contribution to EFRAG 261 284

– All other costs 1,007 1,477

Total operating expenses 30,155 29,103

3. Staff and related people costs (including directors)
 
 

2015/16
£’000

2014/15
£’000

Permanent staff:   

Salaries 15,326 13,423

Social security costs 1,861 1,732

Other pension costs 1,286 1,333

Total permanent staff costs 18,473 16,488

Other people related costs:   

Seconded staff and contractors 59 127

Fees paid to Board, Committee and Council members 1,409 1,292

Other costs 314 223

Total staff and related people costs 20,255 18,130

Staff costs transferred to case costs (711) (451)

Total core staff and related people costs 19,544 17,679

The FRC does not operate a pension scheme. Other pension costs comprise payments to individual personal pension schemes.
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Note 3 continued
Directors’ emoluments

 
 

Fees (included in staff costs) 

Other pension costs 

Total directors’ emoluments (see page 64)

Social security costs 

2015/16
£’00

1,82

6

1,89

22

2,12

2014/15
£’000

1,794

66

1,860

225

2,085

Details of the emoluments of the directors are contained in the Directors’ Remuneration Report on page 62. 

4. Financial risk management

The FRC’s operations expose it to some financial risks. Management continuously monitors these risks with a view to protecting the 
FRC against the potential adverse effects of these financial risks. There has been no significant change in these financial risks since 
the prior year.

Financial instruments

The FRC’s basic financial instruments in both years comprise cash at bank and in hand, current investments, loans, debtors and 
creditors that arise directly from its operations. 

The financial instruments include surplus funds which will be used to fund future operating costs including case costs. The FRC 
has no long term borrowings or other financial liabilities apart from creditors. 

Credit risk 

It is the FRC’s policy to assess its debtors for recoverability on an individual basis and to make provisions where considered 
necessary. In assessing recoverability management takes into account any indicators of impairment up until the reporting date. 

Depositing funds with commercial banks exposes the FRC to counter-party credit risk. The amounts held at banks at the year-end 
were with banks with solid investment grade credit ratings. To reduce the risk of loss, the bank deposits are spread across a range 
of major UK banks.

Interest rate risk 

The FRC invests the majority of its surplus funds in highly liquid short term deposits. The average interest rate on short term deposits 
is 1.0% (2015: 0.9%) and none of the deposits have an original maturity of more than one year at the balance sheet date.

Liquidity risk 

The FRC maintains sufficient levels of cash and cash equivalents and manages its working capital by carefully reviewing forecasts 
on a regular basis to meet the requirements for its day-to-day operations. 



Financial Reporting Council 77Annual Report and Accounts 2015/16 

5. Intangible assets 
 
 

Software
£’000

Cost at 1 April 2015 289

Additions 21

Cost at 31 March 2016 310

Amortisation at 1 April 2015 281

Charge for year 10

Amortisation at 31 March 2016 291

Net book value at 31 March 2016 19

Net book value at 31 March 2015 8

6. Tangible assets 

 
 

Leasehold 
improvements

£’000

Office 
equipment

£’000

Fixtures, fittings 
and furniture

£’000
Total
£’000

Cost at 1 April 2015 2,500 1,632 1,195 5,327

Additions 12 67 9 88

Disposals  (622) (828) (1,450)

Cost at 31 March 2016 2,512 1,077 376 3,965

Amortisation at 1 April 2015 171 1,499 854 2,524

Charge for year 233 73 54 360

Disposals  (622) (827) (1,449)

Amortisation at 31 March 2016 404 950 81 1,435

Net book value at 31 March 2016 2,108 127 295 2,530

Net book value at 31 March 2015 2,329 133 341 2,803

7. Debtors
 
 

2016
£’000

2015
£’000

Debtors 56 595

Prepayments 693 1,048

Accrued income 2,184 1,517

Other debtors 93 287

 3,026 3,447
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8. Cash and investments held

Cash
2016

£’000

Deposits
2016

£’000

Total
2016

£’000

Cash
2015

£’000

Deposits
2015

£’000

Total
2015

£’000

Actuarial case costs fund – 2,000 2,000 – 2,000 2,000

Corporate Reporting Review 
legal costs fund – 2,000 2,000 – 2,000 2,000

General accounts 2,238 3,024 5,262 476 4,008 4,484

Totals at 31 March 2016 2,238 7,024 9,262 476 8,008 8,484

9. Creditors – Amounts falling due within one year
 2015/16
 £’000

2014/15
£’000

Trade creditors 320 693

Other taxation and social security 1,094 1,029

Accruals 1,964 1,483

Deferred income 1,054 1,120

Deferred lease incentive 343 343

Other payables 361 1,132

 5,136 5,800

Corporation Tax at an effective rate of 20% (2014/15: 20%) on interest income of £73,000 
(2014/15: £71,000). 14 14

 5,150 5,814

10. Creditors – Amounts falling due after more than one year

 2016
 £’000

2015
£’000

Deferred lease incentive 2,036 1,382

 2,036 1,382

11. Significant transactions with other standard setters

Due to the requirement of the Government, the FRC raises the UK’s annual contribution to the funding of the International Accounting 
Standards Board (IASB) alongside its preparer’s levy. The FRC makes a small charge for providing this service. The amount of 
monies collected during the year was £862,000 (2014/15: £845,000), of which £3,000 (2014/15: £27,000) remained to be paid over 
by the FRC to the IASB as at 31 March 2016.
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12. Provisions for liabilities

 2015/16
 £’000

2014/15
£’000

Dilapidations

Balance at 1 April 2015 30 –

Amount charged to profit and loss account 30 30

Balance at 31 March 2016 60 30

13. Commitments

Total commitments for the FRC under operating leases relating to leasehold property were as follows:   

2015/16
Total
£’000

2014/15
Total
£’000

Payments due within one year 743 743

Payments due within two to five years 2,951 2,953

Payments due after more than five years 2,933 3,672

 6,627 7,368

Total commitments for the FRC under operating leases for office equipment were as follows:

 2015/16
 £’000

2014/15
£’000

Payments due within one year 14 14

Payments due within two to five years 40 51

Payments due after more than five years – 2

 54 67

14. Related party transactions

Key management compensation

The Directors represent key management personnel for the purposes of the FRC’s related party disclosure reporting and their 
compensation is as disclosed in note 3.

Transactions with related parties

Any related party transactions arise in the normal course of business and are not material.

15. Liability of members

The members of the FRC have undertaken to contribute a sum not exceeding £1 each to meet the liabilities of the Company  
if it should be wound up.
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