
Example IFRS accounting policies issued by NHS Improvement 

This document provides an example accounting policies note that NHS foundation 

trusts may wish to use as the basis for their own disclosure of accounting policies. 

As these are only examples they must be adapted to fit the circumstances of 

each organisation – ie, an organisation should include any additional accounting 

policies adopted locally and exclude policies which are not relevant to that 

organisation. In this document for 2016/17, red text denotes text that is new or 

amended compared to the examples accounting policies included in the FT ARM 

2015/16. 

Example accounting policies note (applicable to the accounts of an 

individual NHS foundation trust)  

Accounting policies and other information  

NHS Improvement, in exercising the statutory functions conferred on Monitor, is 

responsible for issuing an accounts direction to NHS foundation trusts under the 

NHS Act 2006. NHS Improvement has directed that the financial statements of 

NHS foundation trusts shall meet the accounting requirements of the Department 

of Health Group Accounting Manual (DH GAM) which shall be agreed with the 

Secretary of State. Consequently, the following financial statements have been 

prepared in accordance with the DH GAM 2016/17 issued by the Department of 

Health. The accounting policies contained in that manual follow IFRS and HM 

Treasury’s Financial Reporting Manual (FReM) to the extent that they are 

meaningful and appropriate to the NHS. The accounting policies have been 

applied consistently in dealing with items considered material in relation to the 

accounts.  

Accounting convention 

These accounts have been prepared under the historical cost convention modified 

to account for the revaluation of property, plant and equipment, intangible assets, 

inventories and certain financial assets and financial liabilities. 

Going concern 

These accounts have been prepared on a going concern basis. 

[Disclose details of the basis of management’s going concern assessment and 

material uncertainties] 

1 Consolidation 

[NHS Charitable Fund 

The NHS foundation trust is the corporate trustee to [xxxx] NHS charitable fund. 

The foundation trust has assessed its relationship to the charitable fund and 



determined it to be a subsidiary because the foundation trust is exposed to, or has 

rights to, variable returns and other benefits for itself, patients and staff from its 

involvement with the charitable fund and has the ability to affect those returns and 

other benefits through its power over the fund. 

The charitable fund’s statutory accounts are prepared to 31 March in accordance 

with the UK Charities Statement of Recommended Practice (SORP) which is 

based on UK Financial Reporting Standard (FRS) 102. On consolidation, 

necessary adjustments are made to the charity’s assets, liabilities and transactions 

to: 

 recognise and measure them in accordance with the foundation trust’s 

accounting policies and 

 eliminate intra-group transactions, balances, gains and losses. 

[Provide details on charity’s key accounting policies, for example in relation to its 

funds, if material.]  

[Other subsidiaries 

Subsidiary entities are those over which the trust is exposed to, or has rights to, 

variable returns from its involvement with the entity and has the ability to affect 

those returns through its power over the entity. The income, expenses, assets, 

liabilities, equity and reserves of subsidiaries are consolidated in full into the 

appropriate financial statement lines. The capital and reserves attributable to non-

controlling interests are included as a separate item in the Statement of Financial 

Position.  

The amounts consolidated are drawn from the published financial statements of 

the subsidiaries for the year [except where a subsidiary’s financial year end is 

before 1 January or after 1 July in which case the actual amounts for each month 

of the trust’s financial year are obtained from the subsidiary and consolidated.] 

Where subsidiaries’ accounting policies are not aligned with those of the trust 

(including where they report under UK FRS 102) then amounts are adjusted during 

consolidation where the differences are material. Inter-entity balances, transactions 

and gains/losses are eliminated in full on consolidation. 

Subsidiaries which are classified as held for sale are measured at the lower of their 

carrying amount and ‘fair value less costs to sell’.] 

[Associates 

Associate entities are those over which the trust has the power to exercise a 

significant influence. Associate entities are recognised in the trust’s financial 

statement using the equity method. The investment is initially recognised at cost. It 

is increased or decreased subsequently to reflect the trust’s share of the entity’s 



profit or loss or other gains and losses (eg revaluation gains on the entity’s 

property, plant and equipment) following acquisition. It is also  

reduced when any distribution, eg, share dividends are received by the trust from 

the associate. 

Associates which are classified as held for sale are measured at the lower of their 

carrying amount and “fair value less costs to sell”.] 

[Joint ventures 

Joint ventures are arrangements in which the trust has joint control with one or 

more other parties, and where it has the rights to the net assets of the 

arrangement.  

Joint ventures are accounted for using the equity method. ] 

[Joint operations 

Joint operations are arrangements in which the trust has joint control with one or 

more other parties and has the rights to the assets, and obligations for the 

liabilities, relating to the arrangement. The trust includes within its financial 

statements its share of the assets, liabilities, income and expenses.] 

2 Income 

Income in respect of services provided is recognised when, and to the extent that, 

performance occurs and is measured at the fair value of the consideration 

receivable. The main source of income for the trust is contracts with 

commissioners in respect of healthcare services.  

Where income is received for a specific activity which is to be delivered in a 

subsequent financial year, that income is deferred.  

Income from the sale of non-current assets is recognised only when all material 

conditions of sale have been met, and is measured as the sums due under the 

sale contract. 

3 Expenditure on employee benefits 

Short-term employee benefits 

Salaries, wages and employment-related payments are recognised in the period in 

which the service is received from employees. The cost of annual leave entitlement 

earned but not taken by employees at the end of the period is recognised in the 

financial statements to the extent that employees are permitted to carry-forward 

leave into the following period. 



Pension costs  

NHS Pension Scheme 

Past and present employees are covered by the provisions of the NHS Pension 

Scheme. The scheme is an unfunded, defined benefit scheme that covers NHS 

employers, general practices and other bodies, allowed under the direction of 

Secretary of State, in England and Wales. It is not possible for the NHS foundation 

trust to identify its share of the underlying scheme liabilities. Therefore, the scheme 

is accounted for as a defined contribution scheme. 

Employer’s pension cost contributions are charged to operating expenses as and 

when they become due.  

Additional pension liabilities arising from early retirements are not funded by the 

scheme except where the retirement is due to ill-health. The full amount of the 

liability for the additional costs is charged to the operating expenses at the time the 

trust commits itself to the retirement, regardless of the method of payment.  

[Local Government Pension Scheme 

Some employees are members of the Local Government Pension Scheme which 

is a defined benefit pension scheme. The scheme assets and liabilities attributable 

to these employees can be identified and are recognised in the trust’s accounts. 

The assets are measured at fair value, and the liabilities at the present value of 

future obligations.  

The increase in the liability arising from pensionable service earned during the year 

is recognised within operating expenses. The net interest cost during the year 

arising from the unwinding of the discount on the net scheme liabilities is 

recognised within finance costs. Remeasurements of the defined benefit plan are 

recognised in the income and expenditure reserve and reported in the Statement 

of Comprehensive Income as an item of ‘other comprehensive income’.] 

4 Expenditure on other goods and services 

Expenditure on goods and services is recognised when, and to the extent that they 

have been received, and is measured at the fair value of those goods and 

services. Expenditure is recognised in operating expenses except where it results 

in the creation of a non-current asset such as property, plant and equipment.  

5 Property, plant and equipment 

Recognition 

Property, plant and equipment is capitalised where: 

 it is held for use in delivering services or for administrative purposes 



 it is probable that future economic benefits will flow to, or service potential be 

provided to, the trust 

 it is expected to be used for more than one financial year  

 the cost of the item can be measured reliably and 

 the item has cost of at least £5,000, or 

 collectively, a number of items have a cost of at least £5,000 and individually 

have a cost of more than £250, where the assets are functionally 

interdependent, had broadly simultaneous purchase dates, are anticipated to 

have simultaneous disposal dates and are under single managerial control. 

[Add additional local features]. 

Where a large asset, for example a building, includes a number of components 

with significantly different asset lives, eg, plant and equipment, then these 

components are treated as separate assets and depreciated over their own useful 

economic lives. 

Measurement 

Valuation 

All property, plant and equipment assets are measured initially at cost, 

representing the costs directly attributable to acquiring or constructing the asset 

and bringing it to the location and condition necessary for it to be capable of 

operating in the manner intended by management. 

All assets are measured subsequently at valuation. [Details are needed of the 

bases of determining the fair value or current value in existing use for different 

asset types and the methods the FT uses to ensure that the carrying values reflect 

fair value or current value in existing use.] An item of property, plant and 

equipment which is surplus with no plan to bring it back into use is valued at fair 

value under IFRS 13, if it does not meet the requirements of IAS 40 of IFRS 5. 

Subsequent expenditure 

Subsequent expenditure relating to an item of property, plant and equipment is 

recognised as an increase in the carrying amount of the asset when it is probable 

that additional future economic benefits or service potential deriving from the cost 

incurred to replace a component of such item will flow to the enterprise and the 

cost of the item can be determined reliably. Where a component of an asset is 

replaced, the cost of the replacement is capitalised if it meets the criteria for 

recognition above. The carrying amount of the part replaced is de-recognised. 

Other expenditure that does not generate additional future economic benefits or 

service potential, such as repairs and maintenance, is charged to the Statement of 



Comprehensive Income in the period in which it is incurred. 

Depreciation 

Items of property, plant and equipment are depreciated over their remaining useful 

economic lives in a manner consistent with the consumption of economic or 

service delivery benefits. Freehold land is considered to have an infinite life and is 

not depreciated.  

Property, plant and equipment which has been reclassified as ‘held for sale’ 

ceases to be depreciated upon the reclassification. Assets in the course of 

construction and residual interests in off-Statement of Financial Position PFI 

contract assets are not depreciated until the asset is brought into use or reverts to 

the trust, respectively.  

Revaluation gains and losses 

Revaluation gains are recognised in the revaluation reserve, except where, and to 

the extent that, they reverse a revaluation decrease that has previously been 

recognised in operating expenses, in which case they are recognised in operating 

income. 

Revaluation losses are charged to the revaluation reserve to the extent that there 

is an available balance for the asset concerned, and thereafter are charged to 

operating expenses.  

Gains and losses recognised in the revaluation reserve are reported in the 

Statement of Comprehensive Income as an item of ‘other comprehensive income’. 

Impairments 

In accordance with the DH GAM, impairments that arise from a clear consumption 

of economic benefits or of service potential in the asset are charged to operating 

expenses. A compensating transfer is made from the revaluation reserve to the 

income and expenditure reserve of an amount equal to the lower of (i) the 

impairment charged to operating expenses; and (ii) the balance in the revaluation 

reserve attributable to that asset before the impairment. 

An impairment that arises from a clear consumption of economic benefit or of 

service potential is reversed when, and to the extent that, the circumstances that 

gave rise to the loss is reversed. Reversals are recognised in operating 

expenditure to the extent that the asset is restored to the carrying amount it would 

have had if the impairment had never been recognised. Any remaining reversal is 

recognised in the revaluation reserve. Where, at the time of the original 

impairment, a transfer was made from the revaluation reserve to the income and 

expenditure reserve, an amount is transferred back to the revaluation reserve 

when the impairment reversal is recognised. 



Other impairments are treated as revaluation losses. Reversals of ‘other 

impairments’ are treated as revaluation gains. 

De-recognition 

Assets intended for disposal are reclassified as ‘held for sale’ once all of the 

following criteria are met:  

 the asset is available for immediate sale in its present condition subject only to 

terms which are usual and customary for such sales 

 the sale must be highly probable ie: 

o management are committed to a plan to sell the asset 

o an active programme has begun to find a buyer and complete the sale 

o the asset is being actively marketed at a reasonable price 

o the sale is expected to be completed within 12 months of the date of 

classification as ‘held for sale’ and 

o the actions needed to complete the plan indicate it is unlikely that the 

plan will be dropped or significant changes made to it. 

Following reclassification, the assets are measured at the lower of their existing 

carrying amount and their ‘fair value less costs to sell’.  Depreciation ceases to be 

charged. Assets are de-recognised when all material sale contract conditions have 

been met. 

Property, plant and equipment which is to be scrapped or demolished does not 

qualify for recognition as ‘held for sale’ and instead is retained as an operational 

asset and the asset’s economic life is adjusted. The asset is de-recognised when 

scrapping or demolition occurs. 

Donated, government grant and other grant funded assets  

Donated and grant funded property, plant and equipment assets are capitalised at 

their fair value on receipt. The donation/grant is credited to income at the same 

time, unless the donor has imposed a condition that the future economic benefits 

embodied in the grant are to be consumed in a manner specified by the donor, in 

which case, the donation/grant is deferred within liabilities and is carried forward to 

future financial years to the extent that the condition has not yet been met. 

The donated and grant funded assets are subsequently accounted for in the same 

manner as other items of property, plant and equipment.  

Private Finance Initiative (PFI) transactions  



PFI transactions which meet the IFRIC 12 definition of a service concession, as 

interpreted in HM Treasury’s FReM, are accounted for as ‘on-Statement of 

Financial Position’ by the trust. In accordance with IAS 17, the underlying assets 

are recognised as property, plant and equipment, together with an equivalent 

finance lease liability. Subsequently, the assets are accounted for as property, 

plant and equipment and/or intangible assets as appropriate. 

The annual contract payments are apportioned between the repayment of the 

liability, a finance cost and the charges for services.  

The service charge is recognised in operating expenses and the finance cost is 

charged to finance costs in the Statement of Comprehensive Income. 

[Additional policies may be needed, eg lifecycle replacement is capitalised; for 

schemes where all or the majority of the operator’s income derives from charges to 

users rather than from payments by the trust] 

6 Intangible assets  

Recognition 

Intangible assets are non-monetary assets without physical substance which are 

capable of being sold separately from the rest of the trust’s business or which arise 

from contractual or other legal rights. They are recognised only where it is probable 

that future economic benefits will flow to, or service potential be provided to, the 

trust and where the cost of the asset can be measured reliably.  

Internally generated intangible assets 

Internally generated goodwill, brands, mastheads, publishing titles, customer lists 

and similar items are not capitalised as intangible assets. 

Expenditure on research is not capitalised. 

Expenditure on development is capitalised only where all of the following can be 

demonstrated: 

 the project is technically feasible to the point of completion and will result in an 

intangible asset for sale or use 

 the trust intends to complete the asset and sell or use it 

 the trust has the ability to sell or use the asset 

 how the intangible asset will generate probable future economic or service 

delivery benefits, eg, the presence of a market for it or its output, or where it is 

to be used for internal use, the usefulness of the asset 

 adequate financial, technical and other resources are available to the trust to 



complete the development and sell or use the asset and 

 the trust can measure reliably the expenses attributable to the asset during 

development. 

Software 

Software which is integral to the operation of hardware, eg an operating system, is 

capitalised as part of the relevant item of property, plant and equipment. Software 

which is not integral to the operation of hardware, eg application software, is 

capitalised as an intangible asset. 

Measurement 

Intangible assets are recognised initially at cost, comprising all directly attributable 

costs needed to create, produce and prepare the asset to the point that it is 

capable of operating in the manner intended by management. 

Subsequently intangible assets are measured at current value in existing use. 

Where no active market exists, intangible assets are valued at the lower of 

depreciated replacement cost and the value in use where the asset is income 

generating. Revaluations gains and losses and impairments are treated in the 

same manner as for property, plant and equipment. An intangible asset which is 

surplus with no plan to bring it back into use is valued at fair value under IFRS 13, 

if it does not meet the requirements of IAS 40 of IFRS 5. 

Intangible assets held for sale are measured at the lower of their carrying amount 

or “fair value less costs to sell”. 

Amortisation 

Intangible assets are amortised over their expected useful economic lives in a 

manner consistent with the consumption of economic or service delivery benefits. 

7 Revenue government and other grants 

Government grants are grants from government bodies other than income from 

commissioners or NHS trusts for the provision of services. Where a grant is used 

to fund revenue expenditure it is taken to the Statement of Comprehensive Income 

to match that expenditure.  

8 Inventories  

Inventories are valued at the lower of cost and net realisable value. The cost of 

inventories is measured using [delete as applicable:] the first in, first out (FIFO) 

method [or] the weighted average cost method. 



9 Financial instruments and financial liabilities 

Recognition  

Financial assets and financial liabilities which arise from contracts for the purchase 

or sale of non-financial items (such as goods or services), which are entered into in 

accordance with the trust’s normal purchase, sale or usage requirements, are 

recognised when, and to the extent which, performance occurs, ie, when receipt or 

delivery of the goods or services is made. 

[Financial assets or financial liabilities in respect of assets acquired or disposed of 

through finance leases are recognised and measured in accordance with the 

accounting policy for leases described above/below.] 

[Regular way purchases or sales are recognised and de-recognised, as applicable, 

using the Trade/Settlement - delete as appropriate - date.] 

[All other financial assets and financial liabilities are recognised when the trust 

becomes a party to the contractual provisions of the instrument.] 

De-recognition 

All financial assets are de-recognised when the rights to receive cash flows from 

the assets have expired or the trust has transferred substantially all of the risks and 

rewards of ownership. 

Financial liabilities are de-recognised when the obligation is discharged, cancelled 

or expires. 

Classification and measurement 

Financial assets are categorised as [“fair value through income and expenditure”,] 

loans and receivables [or “available-for-sale financial assets”].  

[Financial liabilities are classified as “fair value through income and expenditure” or 

as “other financial liabilities”.] 

Financial assets and financial liabilities at “fair value through income and 

expenditure” 

Financial assets and financial liabilities at “fair value through income and 

expenditure” are financial assets or financial liabilities held for trading. A financial 

asset or financial liability is classified in this category if acquired principally for the 

purpose of selling in the short-term. Derivatives are also categorised as held for 

trading unless they are designated as hedges. [Derivatives which are embedded in 

other contracts but which are not “closely-related” to those contracts are 

separated-out from those contracts  

and measured in this category. Assets and liabilities in this category are classified 



as current assets and current liabilities. 

These financial assets and financial liabilities are recognised initially at fair value, 

with transaction costs expensed in the income and expenditure account. 

Subsequent movements in the fair value are recognised as gains or losses in the 

Statement of Comprehensive Income.] 

Loans and receivables 

Loans and receivables are non-derivative financial assets with fixed or 

determinable payments which are not quoted in an active market. They are 

included in current assets. 

The trust’s loans and receivables comprise: [current investments, cash and cash 

equivalents, NHS receivables, accrued income and “other receivables”]. 

Loans and receivables are recognised initially at fair value, net of transactions 

costs, and are measured subsequently at amortised cost, using the effective 

interest method. The effective interest rate is the rate that discounts exactly 

estimated future cash receipts through the expected life of the financial asset or, 

when appropriate, a shorter period, to the net carrying amount of the financial 

asset. 

Interest on loans and receivables is calculated using the effective interest method 

and credited to the Statement of Comprehensive Income. [Loans from the 

Department of Health are not held for trading and are measured at historic cost 

with any unpaid interest accrued separately.] 

[Available-for-sale financial assets 

Available-for-sale financial assets are non-derivative financial assets which are 

either designated in this category or not classified in any of the other categories. 

They are included in long-term assets unless the trust intends to dispose of them 

within 12 months of the Statement of Financial Position date. 

Available-for-sale financial assets are recognised initially at fair value, including 

transaction costs, and measured subsequently at fair value, with gains or losses 

recognised in reserves and reported in the Statement of Comprehensive Income 

as an item of “other comprehensive income”. When items classified as “available-

for-sale” are sold or impaired, the accumulated fair value adjustments recognised 

are transferred from reserves and recognised in “finance costs” in the Statement of 

Comprehensive Income.] 

[Other] financial liabilities 

All [other] financial liabilities are recognised initially at fair value, net of transaction 

costs incurred, and measured subsequently at amortised cost using the effective 

interest method. The effective interest rate is the rate that discounts exactly 



estimated future cash payments through the expected life of the financial liability 

or, when appropriate, a shorter period, to the net carrying amount of the financial 

liability. 

They are included in current liabilities except for amounts payable more than 12 

months after the Statement of Financial Position date, which are classified as long-

term liabilities. 

Interest on financial liabilities carried at amortised cost is calculated using the 

effective interest method and charged to finance costs. Interest on financial 

liabilities taken out to finance property, plant and equipment or intangible assets is 

not capitalised as part of the cost of those assets. 

[Determination of fair value 

For financial assets and financial liabilities carried at fair value, the carrying 

amounts are determined from [quoted market prices/independent 

appraisals/discounted cash flow analysis/other (describe)].] 

Impairment of financial assets 

At the Statement of Financial Position date, the trust assesses whether any 

financial assets, other than those held at “fair value through income and 

expenditure” are impaired. Financial assets are impaired and impairment losses 

are recognised if, and only if, there is objective evidence of impairment as a result 

of one or more events which occurred after the initial recognition of the asset and 

which has an impact on the estimated future cash flows of the asset. 

For financial assets carried at amortised cost, the amount of the impairment loss is 

measured as the difference between the asset’s carrying amount and the present 

value of the revised future cash flows discounted at the asset’s original effective 

interest rate. The loss is recognised in the Statement of Comprehensive Income 

and the carrying amount of the asset is reduced - delete as appropriate: [directly] 

[or] [through the use of an allowance account/bad debt provision] 

[Where an allowance account/bad debt provision is used, the accounting policies 

should include the criteria for determining when an asset’s carrying value is written 

down directly and when the allowance account is used, and the criteria for writing 

off amounts charged to the allowance account against the carrying amount of the 

financial asset]. 

10 Leases  

Finance leases 

Where substantially all risks and rewards of ownership of a leased asset are borne 

by the NHS foundation trust, the asset is recorded as property, plant and 

equipment and a corresponding liability is recorded. The value at which both are 



recognised is the lower of the fair value of the asset or the present value of the 

minimum lease payments, discounted using the interest rate implicit in the lease.  

The asset and liability are recognised at the commencement of the lease. 

Thereafter the asset is accounted for an item of property plant and equipment.  

The annual rental is split between the repayment of the liability and a finance cost 

so as to achieve a constant rate of finance over the life of the lease. The annual 

finance cost is charged to Finance Costs in the Statement of Comprehensive 

Income. The lease liability is de-recognised when the liability is discharged, 

cancelled or expires. 

Operating leases 

Other leases are regarded as operating leases and the rentals are charged to 

operating expenses on a straight-line basis over the term of the lease. Operating 

lease incentives received are added to the lease rentals and charged to operating 

expenses over the life of the lease. 

Leases of land and buildings 

Where a lease is for land and buildings, the land component is separated from the 

building component and the classification for each is assessed separately.  

11 Provisions  

The NHS foundation trust recognises a provision where it has a present legal or 

constructive obligation of uncertain timing or amount; for which it is probable that 

there will be a future outflow of cash or other resources; and a reliable estimate 

can be made of the amount. The amount recognised in the Statement of Financial 

Position is the best estimate of the resources required to settle the obligation. 

Where the effect of the time value of money is significant, the estimated risk-

adjusted cash flows are discounted using the discount rates published and 

mandated by HM Treasury.   

Clinical negligence costs  

The NHS Litigation Authority (NHSLA) operates a risk pooling scheme under which 

the NHS foundation trust pays an annual contribution to the NHSLA, which, in 

return, settles all clinical negligence claims. Although the NHSLA is 

administratively responsible for all clinical negligence cases, the legal liability 

remains with the NHS foundation trust. The total value of clinical negligence 

provisions carried by the NHSLA on behalf of the NHS foundation trust is disclosed 

at note XX but is not recognised in the NHS foundation trust’s accounts.  

Non-clinical risk pooling  

The NHS foundation trust participates in the Property Expenses Scheme and the 



Liabilities to Third Parties Scheme. Both are risk pooling schemes under which the 

trust pays an annual contribution to the NHS Litigation Authority and in return 

receives assistance with the costs of claims arising. The annual membership 

contributions, and any “excesses” payable in respect of particular claims are 

charged to operating expenses when the liability arises.  

12 Contingencies 

Contingent assets (that is, assets arising from past events whose existence will 

only be confirmed by one or more future events not wholly within the entity’s 

control) are not recognised as assets, but are disclosed in note XX where an inflow 

of economic benefits is probable. 

Contingent liabilities are not recognised, but are disclosed in note XX, unless the 

probability of a transfer of economic benefits is remote. Contingent liabilities are 

defined as: 

 possible obligations arising from past events whose existence will be 

confirmed only by the occurrence of one or more uncertain future events not 

wholly within the entity’s control; or 

 present obligations arising from past events but for which it is not probable 

that a transfer of economic benefits will arise or for which the amount of the 

obligation cannot be measured with sufficient reliability. 

13 Public dividend capital 

Public dividend capital (PDC) is a type of public sector equity finance based on the 

excess of assets over liabilities at the time of establishment of the predecessor 

NHS trust. HM Treasury has determined that PDC is not a financial instrument 

within the meaning of IAS 32.  

A charge, reflecting the cost of capital utilised by the NHS foundation trust, is 

payable as public dividend capital dividend. The charge is calculated at the rate set 

by HM Treasury (currently 3.5%) on the average relevant net assets of the NHS 

foundation trust during the financial year. Relevant net assets are calculated as the 

value of all assets less the value of all liabilities, except for (i) donated assets 

(including lottery funded assets), (ii) average daily cash balances held with the 

Government Banking Services (GBS) and National Loans Fund (NLF) deposits, 

excluding cash balances held in GBS accounts that relate to a short-term working 

capital facility, and (iii) any PDC dividend balance receivable or payable. In 

accordance with the requirements laid down by the Department of Health (as the 

issuer of PDC), the dividend for the year is calculated on the actual average 

relevant net assets as set out in the “pre-audit” version of the annual accounts. The 

dividend thus calculated is not revised should any adjustment to net assets occur 

as a result the audit of the annual accounts. 



14 Value added tax  

Most of the activities of the NHS foundation trust are outside the scope of VAT 

and, in general, output tax does not apply and input tax on purchases is not 

recoverable. Irrecoverable VAT is charged to the relevant expenditure category or 

included in the capitalised purchase cost of fixed assets. Where output tax is 

charged or input VAT is recoverable, the amounts are stated net of VAT. 

15 Corporation tax 

[This note should disclose: 

 the basis of the charge for taxation 

 the policy adopted for providing for deferred taxation and 

 the policy adopted regarding discounting. 

If the NHS foundation trust has determined that it is has no corporation tax liability 

then the basis for that decision should be disclosed.]  

16 Foreign exchange  

The functional and presentational currencies of the trust are sterling. 

A transaction which is denominated in a foreign currency is translated into the 

functional currency at the spot exchange rate on the date of the transaction.  

Where the trust has assets or liabilities denominated in a foreign currency at the 

Statement of Financial Position date: 

 monetary items (other than financial instruments measured at “fair value 

through income and expenditure”) are translated at the spot exchange rate on 

31 March 

 non-monetary assets and liabilities measured at historical cost are translated 

using the spot exchange rate at the date of the transaction and 

 non-monetary assets and liabilities measured at fair value are translated using 

the spot exchange rate at the date the fair value was determined. 

Exchange gains or losses on monetary items (arising on settlement of the 

transaction or on re-translation at the Statement of Financial Position date) are 

recognised in income or expense in the period in which they arise. 

Exchange gains or losses on non-monetary assets and liabilities are recognised in 

the same manner as other gains and losses on these items. 



17 Third party assets  

Assets belonging to third parties (such as money held on behalf of patients) are not 

recognised in the accounts since the NHS foundation trust has no beneficial 

interest in them. However, they are disclosed in a separate note to the accounts in 

accordance with the requirements of HM Treasury’s FReM.  

18 Losses and special payments 

Losses and special payments are items that Parliament would not have 

contemplated when it agreed funds for the health service or passed legislation. By 

their nature they are items that ideally should not arise. They are therefore subject 

to special control procedures compared with the generality of payments. They are 

divided into different categories, which govern the way that individual cases are 

handled. Losses and special payments are charged to the relevant functional 

headings in expenditure on an accruals basis, including losses which would have 

been made good through insurance cover had NHS foundation trusts not been 

bearing their own risks (with insurance premiums then being included as normal 

revenue expenditure). 

However the losses and special payments note is compiled directly from the losses 

and compensations register which reports on an accrual basis with the exception 

of provisions for future losses.  

19 Gifts 

Gifts are items that are voluntarily donated, with no preconditions and without the 

expectation of any return. Gifts include all transactions economically equivalent to 

free and unremunerated transfers, such as the loan of an asset for its expected 

useful life, and the sale or lease of assets at below market value.  

20 Transfers of functions [to / from] [other NHS bodies / local government 

bodies] 

For functions that have been transferred to the trust from another [NHS / local 

government] body, the assets and liabilities transferred are recognised in the 

accounts as at the date of transfer. The assets and liabilities are not adjusted to 

fair value prior to recognition. [The net [gain / loss] corresponding to the net 

[assets/ liabilities] transferred is recognised within [income / expenses], but not 

within operating activities.]  

For property plant and equipment assets and intangible assets, the cost and 

accumulated depreciation / amortisation balances from the transferring entity’s 

accounts are preserved on recognition in the trust’s accounts. Where the 

transferring body recognised revaluation reserve balances attributable to the 

assets, the trust makes a transfer from its income and expenditure reserve to its 

revaluation reserve to maintain transparency within public sector accounts.  



For functions that the trust has transferred to another [NHS / local government] 

body, the assets and liabilities transferred are de-recognised from the accounts as 

at the date of transfer. The net [loss / gain] corresponding to the net [assets/ 

liabilities] transferred is recognised within [expenses / income], but not within 

operating activities. Any revaluation reserve balances attributable to assets de-

recognised are transferred to the income and expenditure reserve. [Adjustments to 

align the acquired function to the foundation trust’s accounting policies are applied 

after initial recognition and are adjusted directly in taxpayers’ equity.]  

[Any transfers of functions with bodies outside the Whole of Government Accounts 

boundary should be accounted for in accordance with IFRS 3 Business 

Combinations.] 

21 Judgements in applying accounting policies 

The following are the judgements, apart from those involving estimations (see 

below) that management has made in the process of applying the NHS foundation 

trust’s accounting policies and that have the most significant effect on the amounts 

recognised in the financial statements: 

[Disclose the judgements made by the NHS foundation trust's management, as 

required by IAS 1 para 122.] 

22 Key sources of estimation uncertainty  

The following are assumptions about the future and other major sources of 

estimation uncertainty that have a significant risk of resulting in a material 

adjustment to the carrying amounts of assets and liabilities within the next financial 

year: 

[Disclose information about assumptions and sources of estimation uncertainty, as 

required by IAS 1 para 125.  Disclosures must include the nature of the 

assumption and the carrying amount of the asset/liability at the end of the reporting 

period and may include sensitivity of the carrying amount to the assumptions, 

expected resolution of uncertainty and range of possible outcomes within the next 

financial year, and an explanation of changes to past assumptions if the 

uncertainty remains unresolved.  Examples could include: indices used for asset 

valuations, asset lives, provision balances, intangible asset valuations.] 

23 Accounting standards that have been issued but have not yet been 

adopted 

The DH GAM does not require the following Standards and Interpretations to be 

applied in 2016/17. These standards are still subject to HM Treasury FReM 

adoption, with IFRS 9 and IFRS 15 being for implementation in 2018/19, and the 

government implementation date for IFRS 16 still subject to HM Treasury 

consideration. 



● IFRS 9 Financial Instruments – Application required for accounting periods 

beginning on or after 1 January 2018, but not yet adopted by the FReM: 

early adoption is not therefore permitted 

● IFRS 15 Revenue from Contracts with Customers  -–  Application required 

for accounting periods beginning on or after 1 January 2018, but not yet 

adopted by the FReM: early adoption is not therefore permitted 

● IFRS 16 Leases – Application required for accounting periods beginning on 

or after 1 January 2019, but not yet adopted by the FReM: early adoption is 

not therefore permitted. 

● IFRIC 22 Foreign Currency Transactions and Advance Consideration – 

Application required for accounting periods beginning on or after 1 January 

2018. 


