








Historical financial information 
requirements

The disclosure of historical financial 
information can be met by including in 
the prospectus: 

• the issuer’s statutory accounts for 
each of the last three years together 
with the audit reports thereon; or

• special purpose financial statements 
containing the same information as 
would be in a set of statutory 
accounts accompanied by an 
auditor’s report; and

• a combination of both of the above 
ensuring that all three years are 
presented.

It should be noted that when referring 
to a year, the law means a calendar 
year. It is therefore necessary to 
ensure that the track record period 
covers at least three full 12-month 
periods which may mean presenting 
historical financial information for 
additional financial periods.

3  ESMA/2013/319 Paragraphs 51 to 86

The Prospectus Regulation also addresses 
the question as to which accounting 
policies should be applied in the historical 
financial information. Importantly, it 
requires that at least the last two year’s 
financial history should be presented on 
the basis of the policies to be applied in an 
issuer’s next annual financial statements. 

Introduced in the wake of the EU’s 
transition to IFRS, this has now become 
much less of an issue, with harmonisation 
of many local accounting standard 
frameworks around the globe with IFRS. 
Nevertheless, the effect may still be felt by 
some issuers on admission to trading on an 
EU regulated market when they may be 
required to prepare, for the first time, 
consolidated accounts under EU 
endorsed IFRS.

The consequence of this provision is to 
add a further layer of complexity, and 
choice, when considering what historical 
financial information should be presented 
in a prospectus. Guidance on this is 
contained in ESMA’s update of the CESR 
recommendations on the consistent 
implementation of the Prospectus 
Regulation.3 

The basic requirement for 
historical financial information is 
that a share issue prospectus must 
include historical financial 
information, for each of the last 
three completed financial years.
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What is meant by a complex financial 
history?

A common example would be where a 
new company is formed specifically for 
the purpose of the offering of the 
securities and that company will have 
either acquired or agreed to acquire a 
business in which investors are, in 
substance, being invited to invest.

In such circumstances, investors would 
reasonably expect to see the financial 
history of the underlying business. This 
is supported by Article 5(1) of the 
Prospectus Directive, which requires a 
prospectus to include all information 
necessary to enable the investor to make 
an informed assessment of the issuer’s 
financial position and prospects.

The European regulations offer a 
principles based solution that is broad 
enough to be applied to specific 
circumstances as they arise. The first 
step in determining the historical 
financial information to be presented in 
a share issue prospectus is as to whether 
an issuer has a ‘complex financial 
history’. This is defined as follows:

‘An issuer shall be treated as having a 
complex financial history if all of the 
following conditions apply:

• its entire business undertaking at the 
time that the prospectus is drawn up is 
not accurately represented in the 
historical financial information which 
it is required to provide under item 
20.1 of Annex I;

• that inaccuracy will affect the ability 
of the investor to make an informed 
assessment as mentioned in Article 
5(1) of [the Prospectus] Directive; and

• information relating to its business 
undertaking that is necessary for an 
investor to make such an assessment is 
included in financial information 
relating to another entity.’

The first point to consider is what is 
intended by the reference to an issuer’s 
‘entire business undertaking’.

Our view is that this does not necessarily 
mean that the financial information in the 
prospectus needs to provide financial 
information in respect of one hundred per 
cent of the issuer’s business undertaking 
as it may be the case that an issuer has 
made one very small acquisition where 
separate disclosure of a financial history 
would not be material to an investor’s 
assessment. Whilst some sense of 
materiality should be applied, prospective 
issuers need to assess their corporate 
history in order to identify whether events 
have occurred that would give rise to their 
financial history not encompassing all of 
their business undertakings in the last 
three financial years.

Once it has been determined that the 
entire business undertaking is not 
addressed in the issuer’s own three year 
financial record, it is necessary to 
determine which acquired businesses 
are caught by the requirement to 
disclose historical financial information.

In answering this question, we believe 
that there are two aspects that should 
be taken into account: namely, the 
relative sizes of the businesses and the 
point in time in the three year track 
record period when an acquisition of a 
business arose.

Clearly the larger an acquired business 
undertaking is, the more likely it is that 
separate financial information will be 
required. An example would be the case 
in many private equity backed situations, 
where the issuer was incorporated during 
the relevant period. As it will not have 
any history prior to the date of its 
acquisition of the underlying business, it 
would be necessary to present separately 
the financial record of the acquired 
business prior to the date of its 
acquisition by the issuer.
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A ‘complex financial history’ arises 
whenever the existing statutory 
accounts of an issuer needing to 
prepare a prospectus do not 
provide a comprehensive picture to 
investors of the financial history of 
the operations that it controls, or 
will control.



On the contrary, and as noted above, if 
an acquisition was very small, its 
financial record would not be expected 
to be separately presented.

As a guide to determining materiality, 
our view is that, consistent with the 
approach adopted in the Regulation 
when addressing significant financial 
commitments, discussed below, issuers 
should look to see whether it would 
have been necessary to consider 
providing pro forma financial 
information had the prospectus been 
prepared in the year in question.

Such an analysis should in our view be 
tempered by looking at when in the 
three year period the acquisition 
occurred. Our view is that the 
materiality threshold would be lower, 
the closer to the date of the prospectus 
an acquisition occurred. 

To illustrate, where an acquisition of 
another business undertaking occurs in 
the earliest financial year it may be that 
the financial statements for that year 
provide sufficient information on the 
effect of that acquisition such that no 
additional financial information is 
needed. At the other extreme, an 
acquisition of a business undertaking 
immediately after the issuer’s most 
recently completed financial year or 
interim period being presented in the 
prospectus would not have been covered 
by the issuer’s financial statements and 
separate financial information on the 
acquired business undertaking would 
almost certainly be required.

It should be noted that the analysis is not 
limited to situations where a company 
has made acquisitions but also captures 
situations where the company has made 
a disposal or disposals of business 
undertakings.
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A significant financial commitment

A ‘significant financial commitment’ is 
defined as follows:

‘An issuer shall be treated as having made 
a significant financial commitment if it 
has entered into a binding agreement to 
undertake a transaction which, on 
completion, is likely to give rise to a 
significant gross change.’

The Regulation goes on to explain what 
it means by a financial commitment by 
stating that:

‘The fact that an agreement makes 
completion of the transaction subject to 
conditions, including regulatory approval, 
shall not prevent that agreement from 
being treated as binding if it is reasonably 
certain that those conditions will be 
fulfilled.’

‘In particular, an agreement shall be 
treated as binding where it makes the 
completion of the transaction 
conditional on the outcome of the offer 
of the securities that are the subject 
matter of the prospectus or, in the case 
of a proposed takeover, if the offer of 
securities that are the subject matter of 
the prospectus has the objective of 
funding that takeover.’
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In addition to addressing 
circumstances where transactions 
have been completed by an issuer 
prior to the drawing up of a 
prospectus, the Regulation also 
covers the circumstance where an 
issuer has agreed to acquire another 
business undertaking at the point at 
which a prospectus is prepared. 

The test of significance

The definition of a ‘significant gross 
change’ is the same as that in the 
Prospectus Regulation that gives rise to 
the need to consider presenting ‘pro 
forma financial information’ in a 
prospectus:

‘a significant gross change means a 
variation of more than 25%, relative to 
one or more indicators of the size of the 
issuer's business.’

In considering how an issuer should 
make the assessment for the purposes of 
pro forma financial information4, ESMA 
suggests a non-exhaustive list of 
indicators that should be considered by 
an issuer, being total assets, revenue and 
profit or loss. ESMA goes on to 
acknowledge that, with the agreement 
of the competent authority, other 
indicators of size can be applied 
especially where the stated indicators of 

4  ESMA/2013/319 Paragraphs 90 to 94

size produce an anomalous result or are 
inappropriate to the specific industry of 
the issuer. For example, in the natural 
resources sector, the size of reserves is 
an important indicator in determining 
the significance of an acquisition or 
disposal.

Accordingly, we believe that competent 
authorities would expect issuers to apply 
these, or other relevant, indicators when 
considering whether any transaction is 
of such significance as to give rise to a 
complex financial history or a significant 
financial commitment.

Once an issuer has identified that it 
has committed to undertake a 
transaction, or transactions, 
during the relevant period it is 
necessary to consider whether it 
gave rise, or would give rise, to a 
‘significant gross change’. 
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Deciding what to disclose

The Prospectus Regulation emphasises 
that such financial information would 
be incremental to any pro forma 
financial information that is required 
to be included. 

The additional financial information 
should be based on the normal 
Prospectus Regulation requirements for 
historical financial information. 
Effectively this means that the additional 
business’s historical financial information 
should cover that part of the issuer’s 
three year period where the business is 
not consolidated by the issuer. 

Whilst the initial position would be to 
present historical financial information 
in the form of full audited financial 
statements of acquired businesses, 
competent authorities are allowed to 
modify this position in the light of any of 
the following factors:

• ‘the nature of the securities;

• the nature and range of information 
already included in the prospectus, 
and the existence of financial 
information relating to an entity 
other than the issuer that is in a form 
that might be included in a 
prospectus without modification;

• the facts of the case, including the 
economic substance of the transactions 
by which the issuer has acquired or 
disposed of its business undertaking or 
any part of it, and the specific nature 
of that undertaking; and/or

• the ability of the issuer to obtain 
financial information relating to 
another entity with reasonable effort.’

The purpose of the first point is unclear as 
the Regulation only applies to prospectuses 
for the issue of shares or securities 
convertible or exchangeable into shares. 

In the recitals to the Amending 
Regulation the European Commission 
indicated that it is conscious that 
competent authorities should not impose 
disclosure requirements where the cost 
is disproportionate to the benefit to 

investors in the shares in question by 
including language on ‘proportionality’ 
and ‘reasonable effort’.

Examples where it is considered by us 
that cost benefit analysis might cause 
some debate are:

• the ability of an auditor to provide a 
true and fair view on the acquired 
business’s historical financial 
information;

• the issuer and the acquired business 
do not have the same accounting 
reference date;

• the business was acquired on a date 
other than its normal financial 
reporting date;

• the issuer and the acquired business 
have not historically applied the 
same accounting framework;

• the issuer or the acquired business may 
not have access to an entity that they 
had disposed of prior to determining 
that they may need to prepare 
historical financial information;

• the acquired business may 
legitimately not have drawn up 
consolidated accounts; and/or

• the acquired business may not have 
constituted a legal group.

Clearly, individual circumstances need to 
be considered by issuers and should be 
dealt with on a case by case basis. In our 
experience, it is not common for issuers 
to invoke the cost benefit argument 
successfully and obtain the regulator’s 
approval without complying with the key 
principles of the rules.

One particular aspect that, in our view, 
should be brought into account when 
considering a cost benefit analysis, is the 
purpose for which the prospectus is 
being prepared. By way of example, the 
benefit of providing additional historical 
financial information disclosure in an 
IPO – compared to a transaction by an 
already listed company – would be 
considered to be much greater.

The consequence of concluding that 
a complex financial history, or 
significant financial commitment, 
exists is that the competent 
authority can require that certain 
financial information in respect of 
businesses other than that of the 
issuer be included in the prospectus. 
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Interaction with other requirements

Notably, where issuers are considering 
an offering of their shares into the US 
requiring registration with the 
Securities and Exchange Commission 
(SEC), they should note that whilst 
similar rules exist in that jurisdiction, 
they are substantially more 
prescriptive as to what financial 
information needs to be presented and 
how it should be prepared. Even where 
securities are being offered to US 
based investors without a registration 
with the SEC, securities counsel may 
require that the same standards and 
principles are applied.

Issuers should also note that some 
European stock exchanges or securities 
regulators have specific conditions that 
apply when shares are to be admitted to 

listing that may impact on the historical 
financial information to be presented in a 
prospectus. For example, the UK Listing 
Rules require that, for admission of 
securities to the premium listing segment 
of the London Stock Exchange, a new 
applicant needs to present audited 
financial information which covers at 
least three years and represents at least 
75% of the new applicant’s business for 
the full track record period5. This means 
that if, for instance, an issuer had a large 
number of small acquisitions during the 
three-year period, it would need to 
include a number of additional sets of 
audited pre-acquisition historical 
financial information for the acquired 
businesses until the ‘75% rule’ is met.

Whilst the above commentary and the 
analysis in this publication describe 
our views as to the intended operation 
of the Prospectus Regulation, issuers 
would need to consider whether any 
other requirements might impact on 
the historical financial information 
to be presented. 

5  Listing Rule 6.1.3BR(1)
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A role for pro forma financial 
information

Accordingly, pro forma financial 
information should be seen as a 
complement to the historical financial 
information of the issuer and its 
businesses acting as a bridge to guide 
investors to an indication of the totality 
of what it is they are investing in. As a 
result, pro forma financial information 
should not be seen as a substitute for 
presenting the full historical financial 
records of the components of the 
issuer’s business.

6  Prospectus Regulation Annex I item 20.2 and Annex II

Certain jurisdictions across the world 
allow the issuers to ‘pro forma’ all 
periods of the historical financial 
information included in a prospectus. 
Such presentation is not permitted 
under the European regulations, and 
other ways of explaining the history and 
performance of the business to the 
investors – both in the prospectus and in 
the investor presentations – need to be 
identified.

It should be noted that the purpose 
of the pro forma financial 
information disclosures anticipated 
by Prospectus Regulation6 is quite 
narrow in that it is only there to 
illustrate the impact of transactions 
on the issuer’s latest financial 
information. 

What issuers need to do 
The most important thing is for issuers to be conscious of the need to 
consider whether they have, or are likely to have, a complex financial history 
as early as possible in the timeline towards an admission to trading or public 
offer of their shares. The sooner the issue is identified, the sooner the 
solutions and alternatives can be determined and costed. 

It would also be appropriate to engage the investment bank(s) likely to be 
involved in the selling of the shares to ascertain their view as to the impact of 
any solution on the marketing of the offering. Only then will it be possible to 
secure the agreement of the competent authority to the preferred solution. The 
earlier such agreement is reached, the smoother will be the prospectus 
preparation and approval process.
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Some illustrations

However, in order to assist in the 
application of these principles we have 
sought to identify a number of the more 
common situations that we have come 
across when advising on the financial 
information to be included in a 
prospectus. We have outlined possible 
solutions that could be applied in each 
case and expressed our view as to the 
most appropriate or common ones. We 
have also flagged other considerations 
that may need to be taken into account 
in the analysis of any particular 
circumstance. 

1. Significant acquisition made in the 
financial history period 

2. Acquisition to be made by newly 
incorporated holding company

3. Significant disposal made in the 
financial history period

4. A de-merger or division from an 
existing group

5. A private equity backed acquisition 
in the three year history, with related 
changes in the capital structure

Clearly, this list is not exhaustive but it 
should provide some indication of the 
analysis that would need to be 
undertaken when faced with a 
particular fact pattern. 

It is noted that the IFRS accounting, 
financial reporting and auditing 
considerations can be complex and 
may vary between jurisdictions and for 
different types of historical financial 
information, e.g. carve-out financial 
statements, combined accounts, 
presentation of short fiscal years etc.

Issuers are able to have regard to other 
prospectuses issued by European 
companies since the introduction of the 
legislation. These may provide an 
indication as to the approach adopted by 
others. However, such precedents need 
to be treated with caution as it will be 
appreciated that all of the facts and 
circumstances leading to a particular 
form of disclosure in another prospectus 
may not be readily apparent.

The specific circumstances of an 
individual case mean that it is not 
possible to prescribe a solution that 
would be expected to be followed. Nor 
is it possible to explore every possible 
permutation of circumstances in 
defining solutions that should be 
applied. It is the principles that 
should guide the issuers and their 
advisors in this area.





Extra thoughts The above example is quite simple and 
can easily be complicated in a number of 
different directions. Challenges may 
arise if:

• The acquisition of Beta had occurred 
in the middle or first year of the 
three year financial history period;

• Beta has not been an IFRS reporter;

• Alpha elects to only present FY2 and 
FY3 on an IFRS basis, presenting FY1 
and, following ESMA’s 
Recommendations, FY2 on its 
previous EU national GAAP basis;

• There was more than one acquisition 
in the track record period;

• Beta represents a portfolio of assets 
or property sites which did not form 
a separate legal group or sub-group 
and will be run by a new 
management team appointed by 
Alpha post acquisition. The key 
question would be whether such 
portfolio of assets is a business and 
whether this acquisition can be seen 
as a business combination;

• Alpha’s shares are already traded on 
an EU regulated market and Beta’s 
acquisition is financed by a further 
issue of securities; and

• Beta’s assets or profits exceeded 
Alpha’s. We note that in some 
jurisdictions, regulations specify the 
filing requirements for acquisition of 
assets or businesses which do not 
necessarily match the IFRS 
acquisition accounting principles, 
but are based on the relative size of 
the two parts. Had Alpha been a 
public company, irrespective of 
control, it may have needed to file a 
new prospectus if the size of the 
acquired Beta’s business exceeded 
Alpha’s own.
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Extra thoughts Challenges may arise if:

• The disposal of Zeta had occurred in 
the middle or first year of the three 
year financial history period;

• Historic segment information for 
Zeta and Iota is not available or the 
business underwent an operational 
re-segmentation during the track 
record period;

• Iota and/or Zeta had not been IFRS 
reporters, as would be permitted 
under EU law;

• Epsilon elects to only present FY2 
and FY3 on an IFRS basis, presenting 
FY1 and, following ESMA’s 
Recommendations, FY2 on its 
previous EU national GAAP basis;

• There was more than one disposal in 
the track record period; and

• The disposal had been made by a 
company already traded on an EU 
regulated market.
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PwC view Option 3A is commonly adopted across 
Europe and considered the simplest.

The cleanest presentation may well be 
presenting special purpose financial 
information that excludes Zeta 
completely, Option 3C. This would 
allow the investors to focus on the 
information directly relevant to them 
and comparable between the periods. 
However, market practice in certain 
jurisdictions may not accommodate this.

Option 3D might be more attractive on a 
cost benefit basis than Option 3C, 
although the use of a discontinued 
operations approach would only give the 
effect of the disposal on the income 
statement as Zeta would be fully 
consolidated in the balance sheet for 
FY1 and FY2.
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4 A de-merger or division from an existing group

Fact pattern Lambda is currently traded on an EU 
regulated market. It has a distinct 
business undertaking Tau. Lambda 
intends to separate out Tau and secure a 
separate listing for Tau under a new 
holding company on an EU regulated 
market. Tau was shown in Lambda’s 
financial statements as a separate 
segment in each of Lambda’s last three 
year’s financial statements.

Whilst the companies that comprised 
Tau were all owned and controlled by 
Lambda, directly or indirectly 
throughout the last three financial years 
they were not constituted as a legal 
sub-group. Prior to the separation, or 
de-merger, Lambda will undergo an 
internal re-organisation that will enable 
the new holding company to acquire the 
Tau business undertaking prior to its 
admission to trading.

Analysis Does a complex financial history or 
significant financial commitment exist?

Irrespective of when the new Tau 
holding company acquires the Tau 
business undertaking, whether prior to 
the date of the prospectus, or after the 
drawing up of the prospectus, the new 
Tau holding company self-evidently 
would have either a complex financial 
history or entered into a significant 
financial commitment.

The key issue is therefore determining a 
financial history for the Tau business 
undertaking.

What financial information should be 
presented in the prospectus?

The following options are available:

• One option would be to consider the 
existing financial information 
available for the business 
undertaking of Tau or entities within 
it. This might comprise one or more 
sets of financial information which 
could be presented in the prospectus 
of the new holding company. These 
could then be supplemented by pro 
forma financial information for FY3 
combining the new holding company 
with the separate information for the 
Tau business undertaking entities. 
(Option 4A)

• An alternative option is to present a 
single financial record for the Tau 
business undertaking as if it had 
been separately constituted 
throughout the last three financial 
years. Such financial information is 
often described as ‘carve-out’ 
financial statements. It would also be 
appropriate to consider including pro 
forma financial information to 
illustrate the impact on the new 
holding company’s balance sheet of 
acquiring the Tau business 
undertaking. (Option 4B)

Option 4A has the attraction of 
delivering a financial record at the least 
cost to the issuer using, as it does, 
previously published financial 
statements.

Contrarily, option 4B has the benefit of 
providing a single clean record of the 
Tau business undertaking on the basis of 
which investors can make an informed 
assessment. However, the benefit of this 
might be the most expensive to achieve. 
This option also requires the auditor to 
be able to report that such combined, or 
what is often termed ‘carve-out’, 
financial information shows a true and 
fair view. This can create some 
challenges where the required 
accounting framework, such as IFRS, 
does not explicitly address such 
questions. Combined, or ‘carve-out’, 
financial statements are sometimes 
described as ‘pro forma’. This should not 
be confused with the definition of pro 
forma financial information within the 
Prospectus Regulation.



Extra thoughts Challenges might arise if:

• the businesses forming Tau were not 
constituted in separate legal entities 
or sub-groups but were part of 
entities or sub-groups that also 
carried out business being retained 
by Lambda;

• there are a large number of entities 
for which separate financial 
information is available to be 
included;

• Lambda had undergone internal 
reorganisations through the past few 
years affecting the legal sub-groups 
that are to be transferred to the Tau 
holding company;

• the legal sub-groups have included 
entities that have been disposed of in 
the three year period;

• consolidated financial statements at 
the legal sub-group level have not 
been prepared; or

• the financial statements of the 
entities within the Tau business 
undertaking might have been 
prepared in their domestic GAAP.

Carve outs are complex and require 
detailed consideration of a large number of 
accounting, tax, legal, IT and operational 
issues. The issuer also needs to be able to 
present and explain the historic results of 
the business on a standalone basis in a 
prospectus and investor meetings, which 
could be challenging.

PwC view The best presentation of Tau’s business 
would be for carve-out or combined 
financial information to be presented 
in the prospectus (Option 4B). Whilst 
the preparation of combined or 

carve-out financial information can 
present practical challenges, the 
likelihood of a relatively simple 
alternative solution set as suggested 
in Options 4A is unlikely to occur 
in practice. 
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Extra thoughts If Option 5A or 5B is chosen, it may be 
accompanied by a ‘black line’ presentation 
approach in management discussion and 
analysis distinguishing between the 
pre-and post-acquisition periods.

Under such approach, the financial 
information prior to the acquisition or 
buy-out is presented next to the financial 
information subsequent to the acquisition 
or buy-out – with a line often drawn down 
the page to distinguish the ‘predecessor’ 
period from that of the ‘successor’.

Alternatively, the predecessor and 
successor periods could be presented in 
one set of historical financial information. 

In all instances the step-up through the 
fair value exercise arising on the 
acquisition date would be retained, 
although in some GAAPs the effect of 
this would be ‘pushed down’ to an 
operating company. 

The impact of any fair value adjustments 
made on the acquisition of Chi on the 
post-acquisition income statement needs 
to be considered and explained as 
regards the disclosure in any combined 
financial information and management 
discussion and analysis.
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Our IPO Centre was created to make it easier for you to understand what you need to know and 
to do to complete an IPO.

We bring together our sector expertise and our knowledge of local and international capital 
markets to help you evaluate the pros and cons of IPO, take you through the flotation process 
and prepare your business for life as a public company, regardless of the market you choose to 
list on.
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Other key territories
Australia Paul Brunner +61 2 8266 4664 paul.brunner@au.pwc.com

Brazil Ivan Clarke +55 11 3674 3656 ivan.clark@br.pwc.com

Hong Kong Kennedy Liu + 852 2289 1881 kennedy.liu@hk.pwc.com

Israel Ronen Berkovich + 972 (4) 860 5000 ronen.berkovich@il.pwc.com

Mexico Luciano Scandolari +52 555 263 5851 luciano.scandolari@mx.pwc.com

Middle East Steven Drake +971 43 043 421 s.drake@ae.pwc.com

Russia Rustem Teregulov +7 495 967 6073 rustem.teregulov@ru.pwc.com

Singapore Rebekah Khan +65 6236 7218 rebekah.khan@sg.pwc.com

South Africa Coenraad Richardson +27 11 797 4713 coenraad.richardson@za.pwc.com

United States Neil Dhar +1 646 471 3700 neil.dhar@us.pwc.com
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