
 

 

What you need to know 
• Entities with business ties to the UK, including operations and/or investments in the 

UK or EU, need to consider the accounting and financial reporting implications of the 
UK’s plan to exit the EU. 

• Given the uncertainty, entities also need to monitor developments and consider the 
accounting and financial reporting implications of future actions by governments and 
any decisions they make about their own business and/or investment strategies. 

• SEC registrants should take a fresh look at their disclosures in management’s discussion 
and analysis and other parts of their SEC filings, in light of last week’s election results 
that make it more likely that the UK will withdraw from the EU by 31 January 2020. 

• This Technical Line has been updated to reflect developments, including uncertainty 
about the terms of Brexit and comments from an SEC official about how registrants 
should approach disclosures.  

Overview 
The results of last week’s election in the United Kingdom (UK) make it more likely that the UK 
will withdraw from the European Union (EU) by 31 January 2020. However, the terms of the 
withdrawal are still uncertain, and entities should continue to consider the accounting and 
financial reporting implications of the split known as Brexit. 

Evaluating the effects of Brexit is complicated by the fact that, even if the UK withdraws from 
the EU by 31 January, the UK and the EU have until 31 December 2020 to negotiate terms of 
their post-Brexit economic and strategic relationship, and that date could be extended. While 

No. 2018-13 
Updated 19 December 2019 

Technical Line 
 

Accounting and reporting 
considerations for Brexit 

In this issue: 
Overview ............................ 1 
Accounting and reporting 

considerations ................. 2 
SEC reporting 

considerations................ 2 
Fair value measurement .... 3 
Foreign currency matters .. 3 
Investments in certain 

debt and equity 
securities ....................... 4 

Equity method 
investments ................... 5 

Counterparty credit risk .... 6 
Hedge accounting ............. 6 
Goodwill and other 

indefinite-lived 
intangible assets ............ 7 

Long-lived assets .............. 7 
Postretirement benefits .... 7 
Income taxes .................... 8 
Subsequent events ........... 9 



EY AccountingLink | ey.com/us/accountinglink 

2 | Technical Line Accounting and reporting considerations for Brexit Updated 19 December 2019 

the current trade rules will stay in effect during the transition period (i.e., through 2020), 
there is significant uncertainty about how the UK and the EU will operate in the future on 
issues such as trade, travel and security and how entities with business ties to the UK, 
including operations and/or investments in the UK and the EU, will be affected. These entities 
will need to monitor developments and consider the potential accounting and financial 
reporting implications. 

This uncertainty may make markets more volatile, particularly foreign exchange trading. Over 
the long term, UK entities may not have access to the EU single market or may have to 
change how they access that market. EU entities may experience similar challenges in 
accessing UK markets. 

In the near term, entities will need to consider the potential effects of Brexit and any related 
market volatility when preparing their financial statements and reports. Entities with significant 
UK or EU exposure need to reconsider their disclosures in the notes to the financial statements 
or other parts of their Securities and Exchange Commission (SEC) reports, such as management’s 
discussion and analysis (MD&A), to address the implications of Brexit and the uncertainty. 

While many entities have shifted operations and begun taking other steps to prepare for 
Brexit, it’s too early to tell how entities will ultimately be affected by the UK’s separation from 
the EU. What is certain is that as events unfold, affected entities are more likely to experience 
change. While navigating these changes may be challenging for some entities, it may provide 
others with opportunities. 

This Technical Line has been updated to address recent developments, including uncertainty 
about the terms of Brexit and comments from an SEC official about how registrants should 
approach disclosures. It also addresses financial accounting and reporting considerations 
entities may need to consider in preparing their financial statements and reports, along with 
disclosure considerations for SEC registrants. 

Accounting and reporting considerations 
SEC reporting considerations 
While SEC officials have acknowledged the uncertainty about the terms of the withdrawal, 
they expect disclosures about the effects of Brexit to be robust and tailored to a company’s 
facts and circumstances. Qualitative and quantitative disclosures may be necessary in a 
registrant’s next periodic report (annual or quarterly) to describe changes in foreign 
operations that are materially affected by Brexit developments, including the following: 

• Risks disclosures — William Hinman, Director of the SEC Division of Corporation Finance 
(DCF), recently reiterated his earlier comments1 that management should consider the 
nature of information discussed with the board of directors in evaluating what to disclose 
about the risks related to Brexit. These disclosures should include a discussion of the 
registrant’s affected foreign operations and the specific effects on its operations, liquidity 
and financial condition. In addition, a registrant may need to make disclosures about 
market risks as required under Item 305 of Regulation S-K2 to help users of the financial 
statements understand material changes in these risks. Specifically, companies should 
consider disclosure related to risks such as: 

• Exposure to new regulatory risk (e.g., uncertainty about applicable laws and 
regulations and/or transition agreements) 

• Supply chain risks due to the lack of free trade agreements or changes to customs 
administrations or tariffs on exports and imports 
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• Possible loss of customers, decreases in revenues or increases in costs resulting from 
changes in exchange rates or tariffs 

• Exposure to foreign currency devaluation and exchange rate risk 

• The risk that material contracts may require renegotiation or termination 

• Known trends or uncertainties — A registrant is required to provide forward-looking 
information about known trends and uncertainties that have had, or are reasonably likely 
to have, a material effect on the registrant’s revenues or income from continuing 
operations, liquidity or capital resources.3 The effects of declines in market prices or 
foreign currency exchange rates should be clearly disclosed in MD&A. If a registrant 
cannot determine whether a material trend or uncertainty is reasonably likely to occur, it 
must assume that the uncertainty will occur and disclose that item in MD&A. Although the 
effects of Brexit may be difficult to predict with precision, a registrant should consider 
whether to disclose forward-looking information about reasonably likely effects on 
matters such as income taxes, financing and operations.  

• Critical accounting estimates — Registrants should consider whether to make additional 
quantitative and qualitative disclosures to describe uncertainty associated with fair value 
estimates related to impairment of investments, goodwill and other assets. For example, 
if Brexit affects assumptions or the sensitivity of assumptions related to goodwill impairment 
for at-risk reporting units or results in additional reporting units being “at risk,” a registrant 
should consider making additional disclosures. 

While acknowledging that disclosures will vary greatly across industries and companies, Mr. 
Hinman cautioned that “there should not be material gaps between how the board is briefed 
and how shareholders are informed.” At the AICPA Conference on Current SEC and PCAOB 
Developments earlier this month,4 he said the SEC staff is “[now] seeing pretty thoughtful 
disclosure when relevant.” However, Mr. Hinman emphasized that affected registrants should 
continue to update disclosures about the continuity of their supply chains and the overall 
regulatory environment, when appropriate. 

Fair value measurement 
While financial market volatility may give rise to concerns that the prices are aberrations and 
do not reflect fair value, it would not be appropriate for a company to disregard market prices 
at the measurement date unless those prices are from transactions that are not orderly. 

As a reminder, the objective of fair value measurement is to determine the price at which an 
orderly transaction would take place between market participants under the market conditions 
that exist at the measurement date. The intent is to convey the current value of the asset or 
liability at the measurement date, not its potential value at a future date. 

Foreign currency matters 
Use of exchange rates 
Revenue and expense items attributed to foreign currency transactions are generally recognized 
(or translated) using the exchange rate in effect at the date the item was recognized. However, 
Accounting Standards Codification (ASC) 8305 allows entities to use an appropriately weighted 
average exchange rate for a reporting period because measuring (or translating) all revenue and 
expense items using the exchange rate on the date they are recognized would be impractical. 

Whenever there is a sudden and significant change in foreign currency exchange rates (e.g., the 
US dollar to the British pound or euro), the weighted average exchange rate may be affected. 

“ There should not be 
material gaps 
between how the 
board is briefed 
[about Brexit] and 
how shareholders 
are informed. 

– William Hinman, 
Director of SEC DCF  
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Intercompany foreign currency transactions of a long-term investment nature 
Gains and losses related to an intercompany foreign currency transaction of a “long-term 
investment nature” are reported in other comprehensive income (OCI) rather than through 
net income if the parties to the transaction are consolidated, combined or accounted for 
under the equity method in the reporting entity’s financial statements. That’s because 
intercompany foreign currency transactions that are of a long-term investment nature are 
considered to be part of the net investment. More specifically, they are intercompany accounts, 
such as advances and demand notes, for which settlement is not planned or anticipated in the 
foreseeable future. 

Entities that have characterized intercompany transactions with entities in the UK or the EU 
as part of their net investment may need to revisit their assertions and long-term plans for 
such intercompany transactions to determine whether those transactions still qualify to be 
reported in OCI under the subsequent measurement exception in ASC 830. 

In re-evaluating this assertion, entities will need to consider more than just their intent. They 
need to consider whether there is a compelling business purpose for maintaining an intercompany 
account that is of a long-term nature and their ability to control whether repayment will be made. 

Investments in certain debt and equity securities 
Volatility in global markets may affect the fair value of debt and equity securities held by investors. 

Entities that hold debt and equity investments that are not measured at fair value with changes 
in fair value recognized in net income are required to assess at each reporting date whether 
to recognize an impairment loss. As described below, entities recognize impairment losses for 
debt and equity securities at different times and in accordance with different guidance. 

The new credit impairment guidance in ASC 3266 changes or replaces the models for most 
financial assets. The standard provides separate credit loss models for held-to-maturity (HTM) 
and available-for-sale (AFS) debt securities in ASC 326-20 and ASC 326-30, respectively. For 
HTM debt securities and certain other financial assets, entities will be required to estimate 
expected credit losses, which generally will result in earlier recognition of credit losses than 
under the legacy guidance. For AFS debt securities, entities will be required to recognize an 
allowance for credit losses rather than an other-than-temporary impairment that reduces the 
cost basis of the investment. 

This guidance is effective on 1 January 2020 for calendar-year public business entities (PBEs) 
that are SEC filers that are not smaller reporting companies. 

Accounting for impairment of AFS and HTM securities (before adoption of ASU 2016-13) 
Before entities adopt Accounting Standards Update (ASU) 2016-13, which created the new 
credit impairment models, they recognize an impairment loss on an AFS or HTM security 
when the security is considered other than temporarily impaired (OTTI). 

An AFS or HTM debt security is considered OTTI if its fair value is less than its amortized cost 
basis and (1) the entity has the intent to sell the security, (2) it is more likely than not that the 
entity will be required to sell the security or (3) the entity does not expect to recover the 
entire amortized cost of the security (i.e., a credit loss exists). ASC 320 lists factors an 
investor should consider to determine whether a credit loss exists and the period over which 
the security is expected to recover. These factors include the length of time and the extent to 
which the fair value has been less than the amortized cost basis and adverse conditions 
related to the security (e.g., any changes to the rating of the security by a rating agency), 
the issuer’s industry or the geographic area where the issuer operates. 

Volatility in global 
markets may affect 
the fair value of 
debt and equity 
securities. 
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There is no bright line or safe harbor in either the duration or severity of an impairment to 
indicate whether it is other than temporary. As declines in fair value become more severe, an 
entity must perform more analysis and collect more objective evidence to support an 
assertion that an OTTI does not exist. If the impairment is other than temporary, the 
amortized cost basis of the security is written down to fair value and the realized loss is charged 
to earnings. 

Accounting for impairment of AFS and HTM securities (after adoption of ASU 2016-13) 
Consistent with legacy GAAP, an AFS debt security is considered impaired if its fair value is 
less than its amortized cost basis. If an entity intends to sell an impaired AFS debt security or 
more likely than not will be required to sell the security before recovering its amortized cost 
basis, the entire impairment amount is recognized in earnings with a corresponding 
adjustment to the security’s amortized cost basis. 

After adopting ASU 2016-13, an entity that does not intend to sell an impaired AFS debt 
security and is not more likely than not to be required to sell the security prior to recovery of 
its amortized cost basis must determine whether any impairment is attributable to credit-
related factors. Management may not use the length of time an AFS debt security has been in an 
unrealized loss position as a factor, either by itself or in combination with other factors, to 
conclude that a credit loss does not exist, as they are permitted to do under legacy GAAP. If any 
impairment is attributable to credit-related factors, an entity must measure the credit loss and 
recognize an allowance for credit losses along with the related charge to earnings. The amount of 
the allowance is limited to the difference between the security’s amortized cost basis and its fair 
value. Further, any improvements in estimated credit losses on AFS debt securities are 
recognized immediately in earnings. 

Entities that hold HTM debt securities are required to use a current expected credit loss (CECL) 
model to estimate credit impairment. Entities must estimate credit losses on an HTM debt 
security over its contractual life using pool-based assumptions to capture the risk of loss, even if 
the risk is remote This estimate is forward-looking and requires management to use forecasts 
about future economic conditions to determine the expected credit loss over the remaining life of 
an instrument. The objective of the CECL model is to recognize an allowance for credit losses 
that results in the financial statements reflecting the net amount expected to be collected from 
the underlying financial asset. 

Equity securities measured using the measurement alternative  
For equity securities measured using the measurement alternative in ASC 321, entities are 
required to perform a qualitative impairment assessment. Impairment indicators an entity 
needs to consider include factors such as a significant deterioration in earnings and a 
significant adverse change in the economic environment of the investee. If a qualitative 
assessment indicates that the investment is impaired, and if the investment’s fair value is less 
than its amortized cost basis, the excess of the amortized cost basis over fair value is 
recognized as an impairment loss. 

Equity method investments 
Equity method investments (including investments in joint ventures) are reviewed for 
impairment whenever events or changes in circumstances indicate that the carrying amount of 
the investment might not be recoverable in accordance with ASC 323.7 Examples of these 
circumstances include the following: 

• Evidence that the investor does not have the ability to recover the carrying amount of 
the investment 
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• The inability of the investee to sustain earnings 

• A current fair value of the investment that is less than the carrying amount 

• Other investors ceasing to provide support or reducing their financial commitment to 
the investee 

Entities should consider whether there are any changes in circumstances that might require 
an impairment assessment for equity method investments. An impairment loss is recognized 
for a loss in value of an investment that is other than a temporary decline. 

Additionally, an investor should consider whether its investment might be impaired when an 
investee recognizes an impairment loss and the investor recognizes a portion of that loss 
through its application of the equity method. 

Counterparty credit risk 
In addition to monitoring the credit risk of their counterparties, entities should consider the 
effect of market volatility on collateral values when evaluating loans and other receivables 
for collectibility. 

Hedge accounting 
If entities change their business practices in response to renegotiated trade deals between the 
UK and the EU, the effect on hedge accounting could be significant. For example, if a UK or an 
EU entity needs to modify or amend the terms of any existing financial or nonfinancial 
contracts that are part of a hedge relationship, or if the entity’s expectations change about 
whether the relationship will continue to be highly effective in future periods, the hedge 
relationship may need to be dedesignated.  

Additional considerations related to hedge accounting include the following: 

• Cash flow hedges — Entities should consider whether it continues to be probable that 
hedged forecasted transactions (e.g., British pound foreign-denominated revenue) will 
occur. When it is no longer probable that a forecasted transaction will occur in the time 
frame specified in the original hedge documentation, dedesignation of the hedge 
relationship is required. In addition, if an entity determines that it is probable that the 
hedged cash flows will not occur within the specified time frame (plus an additional two-
month window), it must release the amounts deferred in accumulated other 
comprehensive income into earnings. 

• Net investment hedges — Entities should remember that they may need to redesignate 
hedging relationships if the balance of their net investment in a foreign operation 
decreases (e.g., as a result of net losses or the payment of dividends in excess of current 
earnings), causing them to dedesignate, in whole or in part, their existing hedging 
relationships. The change in fair value of any portion of a derivative instrument (or the 
ASC 830 remeasurement of a nonderivative financial instrument) that is no longer 
designated as a hedging instrument would be recognized currently in earnings. 

In the short term, uncertainty and market volatility may also affect a company’s hedge 
accounting. For example, a hedging relationship may no longer be highly effective or may 
need to be dedesignated if either party to a derivative used as the hedging instrument 
experiences deterioration in credit quality. However, it’s important to remember that simply 
changing the counterparty in a derivative contract (i.e., a novation) does not, in and of itself, 
require dedesignation of the hedging relationship under US GAAP. 
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Goodwill and other indefinite-lived intangible assets 
Entities are required to test goodwill and indefinite-lived intangible assets for impairment at 
least annually and more frequently if events or changes in circumstances between annual 
tests indicate that it is more likely than not that the asset is impaired. ASC 3508 provides 
examples of events and circumstances that should be considered in evaluating whether an 
interim impairment test is required for both goodwill and indefinite-lived intangible assets. 
Entities will need to consider the potential effects of Brexit on the fair value measurement of 
their reporting units and indefinite-lived intangible assets when they determine whether an 
interim impairment test is required. 

Long-lived assets 
Long-lived assets to be held and used (including right-of-use assets under ASC 842, Leases) 
are tested for impairment when factors are present that indicate the recorded value of a long-
lived asset (or asset group) may not be recoverable. The impairment evaluation of long-lived 
assets to be held and used involves three steps: 

• Step 1: Determining whether an indicator of impairment exists and, if one is present, 
proceeding to Step 2 — Examples of indicators of impairment include (but are not limited 
to) a significant decrease in market value, an adverse change in how a long-lived asset 
(or asset group) is planned to be used or a significant change in the business environment 
that could adversely affect the value of the long-lived asset (or asset group). 

• Step 2: Testing the long-lived asset (or asset group) for recoverability — Estimated 
undiscounted cash flows for a long-lived asset (or asset group) being evaluated for 
recoverability are compared with the respective carrying amount of that asset (or asset 
group). If the estimated undiscounted cash flows exceed the carrying amount of the long-
lived asset (or asset group), the carrying amount of the long-lived asset (or asset group) is 
considered recoverable and an impairment would not be recorded. If the carrying amount 
of the long-lived asset (or asset group) exceeds the estimated undiscounted cash flows 
(i.e., the carrying amount of the long-lived asset or asset group is not recoverable), an 
entity would proceed to Step 3. 

• Step 3: Measuring the amount of the impairment — If the carrying amount of the long-lived 
asset (or asset group) is not recoverable (Step 2), an entity is required to determine the 
fair value of the long-lived asset (or asset group) and recognize an impairment loss if the 
carrying amount of the long-lived asset (or asset group) exceeds its fair value. 

An entity’s response to changing market conditions as a result of Brexit may include 
relocating factories or business units to different countries that could affect the estimated 
service period of an entity’s long-lived assets. Changes in the planned service period could 
result in changes to the depreciable lives of those long-lived assets. 

Postretirement benefits 
Market volatility could have implications for the measurement of postretirement benefit 
obligations. For example, declines in equity markets and potential changes in interest rates 
could have a significant effect on the fair value of plan assets, the funded status of plans and 
the long-term expected rate of return on plan assets. Postretirement benefit obligations 
should continue to be discounted at discount rates derived from bonds that are of high quality 
(at least Aa on the rating scale of Moody’s Investors Service).  

The measurement of postretirement plan assets and obligations generally occurs at the end 
of the fiscal year, based on market prices, discount rates and other actuarial assumptions at 
the measurement date. While the terms of the UK’s withdrawal from the EU are still uncertain, 

Market volatility 
could have 
implications for the 
measurement of 
postretirement 
benefit obligations. 
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market rates at the end of 2019 are likely to reflect that uncertainty. Rates reflecting this 
uncertainty would affect the valuation of plan assets and obligations and would generate 
actuarial gains and losses that may be significant.  

Entities generally initially recognize any gains and losses in comprehensive income and 
amortize them to income as a component of the net periodic benefit cost in the future. 
However, some entities have an accounting policy to recognize these gains and losses 
immediately (generally at the time of the annual measurement) in the net periodic benefit 
cost for the year. An entity that has early adopted ASU 2018-149 will need to include in its 
postretirement benefit disclosures an explanation of the reasons for significant gains and 
losses related to changes in the benefit obligation. Entities will also need to consider whether 
they need to make additional disclosures in their 2019 financial statements or Forms 10-K 
about the risk that Brexit could significantly affect assumptions, such as discount rates, used 
in the measurement of plan obligations. 

Income taxes 
The UK’s withdrawal from the EU could have numerous implications for accounting for income 
taxes. In addition to the accounting associated with changes in operating and legal structures 
and changes in tax treaties and tax laws, entities may need to consider other income tax 
accounting matters, including: 

• The realizability of deferred tax assets 

• Indefinite reinvestment of foreign earnings 

• The accounting for uncertain tax positions 

Future realization of deferred tax assets ultimately depends on the existence of sufficient 
taxable income of the appropriate character in either the carryback or carryforward period 
under the tax law. Determining whether a valuation allowance for deferred tax assets is 
necessary often requires an extensive analysis of positive and negative evidence regarding 
realization of the deferred tax assets and, inherent in that, an assessment of the likelihood of 
sufficient future taxable income. Volatile economic conditions add complexity to this analysis 
and may be considered negative evidence. 

Entities with operations in the UK and other affected regions should challenge whether they 
can continue to assert their intent and ability to indefinitely reinvest foreign earnings. The 
assertion that earnings from foreign operations will be indefinitely reinvested should be 
supported by projected working capital and long-term capital needs in the locations those 
earnings are generated (or other foreign locations), as well as an analysis of why those funds 
are not needed upstream. In addition, although entities have demonstrated their ability to 
indefinitely reinvest foreign earnings, changing market conditions may call into question a 
company’s ability to continue to indefinitely reinvest foreign earnings.  

By their very nature, tax laws are often subject to interpretation. Further complicating matters 
is that in cases where a tax position is open to interpretation, differences of opinion can result 
in differing conclusions about the amount of tax assets or liabilities to be recognized. If a 
taxing authority (e.g., Her Majesty’s Revenue and Customs) changes how it evaluates an 
arrangement based on Brexit, that could constitute new information that should be evaluated 
for financial reporting implications, including accounting for uncertain tax positions. 
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US GAAP requires entities to measure current and deferred tax assets and liabilities using 
enacted tax rates and provisions of the enacted tax law. It also requires entities to recognize, 
at the date of enactment, the effect on deferred taxes of a change in tax law or rates and a 
change in tax status that results from a change in tax law.  

We believe it would be appropriate for companies to account for the income tax effects of the 
UK withdrawal at the earlier of (1) the date of any enacted changes in the tax laws throughout 
the negotiation period or (2) the date on which the UK actually withdraws from the EU. In 
responding to an SEC preclearance submission, the SEC staff indicated that it would not 
object to this conclusion.  

Companies that may be materially affected by the UK’s withdrawal should provide clear and 
transparent disclosure of the status of the UK’s withdrawal efforts and the potential tax effects of 
the withdrawal. This disclosure should include a description of the withdrawal event, the nature 
of the entity’s activities that could be affected and the potential financial statement effects. 

Subsequent events 
Companies affected by the UK withdrawal that is expected after the balance sheet date but 
before the financial statements are issued or available to be issued should consider disclosing 
the nature of the event and an estimate of its effect on the financial statements, or a statement 
that such an estimate cannot be made. These disclosures are required when the events are of 
such a nature that they must be disclosed to keep the financial statements from being misleading. 
Additionally, companies that may be indirectly affected by the events, such as a company with 
a concentration of revenue from customers in the affected jurisdiction, should also consider 
whether these subsequent event disclosures should be made. 

1 Speech by William Hinman, “Applying a Principles-Based Approach to Disclosing Complex, Uncertain and Evolving Risks,” 
15 March 2019, www.sec.gov/news/speech/hinman-applying-principles-based-approach-disclosure-031519. 

2 Smaller reporting companies are not required to provide the disclosures specified in Item 305 of Regulation S-K. 
However, if a smaller reporting company chooses to voluntarily provide this information, it must comply with all of 
the disclosure requirements of Item 305. 

3 Item 303 of Regulation S-K. 
4 2019 AICPA Conference on Current SEC and PCAOB Developments. 10 December 2019. 
5 ASC 830, Foreign Currency Matters. 
6  ASU 2016-13, Financial Instruments — Credit Losses (Topic 326).  
7 ASC 323, Investments — Equity Method and Joint Ventures. 
8 ASC 350, Intangibles — Goodwill and Other. 
9 ASU 2018-14, Disclosure Framework — Changes to the Disclosure Requirements for Defined Benefit Plans, is 

effective for fiscal years ending after 15 December 2020 for PBEs and fiscal years ending after 15 December 2021 
for all other entities. Early adoption is permitted for all entities. 
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