The closure of some branch operations would constitute a restructuring under the terms of IAS 37. The standard states that a provision for restructuring costs should be made if there is a detailed formal plan and an entity has raised a valid expectation in those affected that it will carry out the restructuring. In this case the decision to close branch operations was taken on 1 December 2017 and the plan was communicated to affected branches on 15 December 2017 i.e. both before 31 December 2017. Both criteria are satisfied and it is appropriate for Dionysus to make a provision in its financial statements for the year ended 31 December 2017.

The leases on the premises used by the affected branches would represent onerous contracts – contracts where “the unavoidable costs of meeting the obligations under the contract exceed the economic benefits expected to be received under it”. Dionysus is not able to sub-let the properties and, consequently, it is appropriate to make a provision for the present value of the lease obligations.

The costs of redundancy arising from the closures should be provided for as they represent a direct cost necessarily to be incurred. However the costs of retraining staff who are to be retained cannot be included in the provision, as they represent costs relating to ongoing activities.

No provision should be made for the estimated losses to be incurred at the affected branches in the period 1 January 2018 to 31 March 2018, as there is no present obligation.

The total provision to be included in the 31 December 2017 financial statements should amount to:
	
	£m

	Leases – onerous contracts
	2.3

	Redundancy costs
	1.2

	Total
	3.5

	
	



