IAS 37 Provisions, Contingent Liabilities and Contingent Assets states that a provision for restructuring should be made only when a detailed formal plan is in place and the entity has started to implement the plan, or announced its main features to those affected. A board decision is insufficient. Only those costs which result directly from and are necessarily entailed by the restructuring may be included such as employee redundancy costs or lease termination costs. Expenses which relate to ongoing activities such as retraining and relocation cannot be included.

The first rationalisation plan has been announced and has been communicated to those affected. Therefore provision can be made, but only for the redundancy costs and the equipment lease termination costs which amount to £7m.

In contrast no provision should be made with regard to the reorganisation of Finance and IT, as the reorganisation is not due to start for 2 years. Although the plan has been announced, there is not at this stage a valid expectation that the reorganisation will take place. Management could change their mind and there is, therefore, no present obligation.

