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1.5 Global harmonisation, then, 18 what the TASE is alf about. But true global
harmonisaiion would include not only the impressive array of countries just
mentioned bat alse the USA. The IASB cannot claim to be rhe global stundard
sefter a3 long as the FASE sets rules for the US markets.

1.6 Things started to change, first, with the IASB/FASE ‘Norwalk Agreement’
of 2002; and then with the announcement i July 2007 by the US SEC of two
impértant initiativés relating to US GAAP and IF R‘?, The first was that, al the
cnd of 2007, the SEC introduced ' & new ule droppig the ‘US GAAP
réconcilintion” = that s, the reconciliation required’ to be given by foreign
pfw&te issuers (P 'Ia} from ‘;Dme cgmil; GAAP v'h clyis offen TFRS, to U3
(JAAP Thise recondilintibng wree 4 cbst and burden to FPIs and yel the peneral
view was that | drdﬁy iy nse is made of them by inve m:, or others. We should
note, However, that the SEC said that the home country (TAAP — the principal
financial reporting wmtni;on - shoufd "be IFRS as ﬁuud bv the A‘%B rmﬁ;
another va ncmt ‘}I EFR“} ' o

This {aimﬂ’ was @ big stepy” bul “the' second part’ of “the "July: 2007

i

announéement was: potentially more far-reaching. The second’ development Wils
that the SEC grongsed that TFRS might be permissible in the-US markets as an
altérnative to US GAAP. The titnesedie iy extended. At the time, they indicated
that' the decision’ might be confirmed in 2011, with implementation perhips as
soon as 2014, rhough ‘potentially later, and subject {0 *:%rm%:x gonditions) A

formal announcement {from the SEC is still expected at the end of 2011, In the
meantime, an SEC staff annovncement in Mas ¥ 2011 may give us some clies. TAC
stafl cmﬂ'md i p(}%‘i]b?“ :rppmach which was termed ‘condorsement’, evidently o

mixturs of con mrgﬂmb and endorsement. The SEC and FASB would reawin in
pizé'ce-: with althority o set standards for the US markets, but US L‘_%AP and
IFRS wonld gradually convérge such that, in tiine, t’*’u two would be sivlar or the
same. Whether 1 will emerge i this way can only be, at this amm, a mdttu of
speculation.

18 M'an’y c;mest:lfdﬂs arise_ ﬁ"é; ' hesé poten‘gizﬂ'déveiopmxmtsz '

@ "(mﬁn their years of reimnm on detailed mem;pzmﬂ wnder US' GA i\P o w
U easy would’ D‘S mgcounmnm find the Lh'mge to IF RS?

@ Would US ixAAP survive a‘i dl% in the mediam and Eos ger- m m’

m  Would the US usﬂuusw on the | A‘%B increase, as the US f*wou d 'bc & Wajor

C constituency? Would the 1 ASH still have convergence with US s GAAP as
_ ;}u,iw»,' or wauid 1t in just the x ASb thm %md an vbjn;hve of
. mmﬂrsrcnuﬂ

g What atiitude wﬂi the SEC inke to *h&: Eﬂif\f cement and interpretation of
IFRS and what will be the miphcza ions of this for the rest of the wodd? X
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&~ What does this mean: fos the complexity -and: degree of prescription in the
H‘R‘s {)f ‘ii‘m fmme ; FTIIINL MEIST Dan UBE it up oo

I w;ﬁ bw somne years hefore ”‘;e answers o *s‘:hesu qucstmm bewmc a,imr

1.9 Co-operation between the two bom’ds has incs‘eased s.i.nf.e' ”(} }7 with
frequent joint board meetings, adoption of the same standards in some areas(for
example, operating segments; business combinationsy and. joint working towards
convergence.: on-other subjects; such ‘as “financial instruments and revenie
recognifion, MNevertheless; the- boards: do not always agree. as the current
different proposals on financial instruments show . Despite this, the boards are
wiorking towards-coripletion. of what are now. called-"the big fow? = tevénne,
teasing, flhancial instruments and insurance. The objective-had been 6 finish these
converged standards by June 2011 — not least a5 that was the date when:Sir David
Tweedie handed aver to the new 1ASB chairman, Hans Hoogervorat. However,
the complexities and disagreemerits were such that none of the four were finished
and itndeed the new IASE board has annomu‘d thdt revenue and leasing will be
G “r}osed before they are ﬁnalssed IR E e BT

L1g It is'p.erhaps 6o 'eariy to t-eil to what exfent the change of chairman wiil
herald a‘change of strategy. An early-sign hHesiin the IASE's July. 201! formal
public consuitation on its work programme: This is-a first. It is also quite possible

that ‘the new chairman’ wil:sec. Convergenu wnh US GAAD as bezng lefas
wnnm'idm th;m dld his predeccssm : i

H ?‘é The Clme <o Opf‘%‘mion with the FASB and the SEC's recent move towards
introducing IFRE into the USA seem to be steps that should be welcomed as t}:s{:
final stages of global harmonisation of accoumting: 'If oniv it wersiso
straightforward, Certainly, the MNorwalk Agreement was stategically a highly
important step to harmomse accoutniing around the'world, For a year or two after
the Agreéement was made in 2002, it sesmed so obvicusly right that to chalienge its
basis would have beén*heretical. Mére recently, that view hay started to change.
A the world -has seen more of the effects of harmonisation; i has begun t& ask
whether incorporating aqipecm'of TS GAAP into IFRS is -actina"liy- the good“idea
that it seemmed: This is niot to 'say that harmonisation has been’a one-way track.
Tridesd there 'are ‘many ‘examples where the' FASBE is' changing its standards to
adopi” IFRS sotutions, But despite that,- there ‘is "4’ perception that IFRS i3
suffering from iwo things: first, the importing of specific: U rules and séeondly
the'adoption of US-style détailed prest cription: The' US has been- setting 'detailed
accounting rules for over 70° years and recent’ decades have withessed more and
more’ detatied riles being written in responsé to' the combination of a coniplex
business environment and 4 lHigious society, US GAAP may not be perfect, but it
does suit the US environment - where it is writlen essentially for listed (that is,
SBEC-repistered) ~ comipinies. Hengey ~a- probleny with o IFRS/US  GAAP
harmonisation-is: that US: GAAP is in danger- of Being-exported; vid IFRS to
many countries ‘that have a different business environment to-the ‘USAL have
smiailer economies and a smaller accounting infrastraciure. - In miany of those
countries it is oftén being applied across the whole econonty, not just to the listed
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sector.. o, there-is-a-potental. problem: of unsuitability of standards for the
contexts in which they are being applied. It is important, therefore, that the IASB
rerpembers that convergence with US GAAP, although an important objective,
should not be carried out in such as way as 1o make its standards unsuitable for s
widespread and varied constituency,

142 In this regard, the TASB's recent work on develeping a form of IFRS fot
stall and medivm-sized entities {SMEs) is particolarly important. The IFRS for
SMEswaspublished in July 2009 and is.intended, despite it4 somewhat inaccurate
name; for those entities that are not publicly accountable- It is up to cach country
to decide - whether to use RS for SMEs; and when; and to decide to whom it
would appty or be available. In comparison with toll IFRS, the IFRS for SMFEs
hag somewhat simplified: recognition -and : measurement. . rules: and. reduced
disclosures. - A number .of territories have adopted fuil IFRS for the whole
econemy and are finding i overly coniplex for the nos-publicly-accountable
sectory Hence: they have welcomed the  IFRS for  SMEs. Early signs are
encouraging though it is too early to say exactly how many countries will use
it. But in principle it allows the IASB to offer to a vast number of companies
wortd-wide a set of standards in a form that is suitable to their scaie and
sophistication, The IFRS for SMEs may slso be useful at the national level. That
1s; some countries widy fot want to adept, in place of naticnal GAAP, the full
rigours.of IFRS, but may consider that IFRS for SMEs is suitable for the unlisted
sectorio which national GAAP ofien:applies. 50, while the world's listed znd
public interest companies will stay with, or adopt full IFRS, there is likely to bea
much bzgéer ‘a{‘opzlon meaquzud by nmnbc of mvnpdmes of ‘H{S for SMEs.

m@i BO %

fé,'_é.;‘; The HI Rtgalumn of 7002 requ&md sied grampq o p SITALE thur
uonaohf‘ia‘ic\i financial statements using IFRS for periods commencitig on or after
1 January 2005, The Regulation introduced.a permissive regime For other entities,
As noted above, this regulation was a major step for Europeand for the JASE «
as . weli as being an encouragement for ofhcr ferrfiories v adopt, IFRS. . EU
achpfion of IR S is zood news for hdrmomsatmn but with an important proviso.
The EU needs to br«ng:, IFRSs into EU faw and it cannot do so without a formal
process: of adoptmn To achieve this, it has deve loped a Lompicx ‘endorsement
mechanism’. This comprises. the Commission; an official Accounting Regulatory
Coramittes (ARCY; and a private sector body.— the Fumpmn Fm'mc,mi Reporting
Advisory Group (EFRAG) — which works with the IASB {o ensure full
unders&mdmg of the Europecm viewpoint and advises the Commission and the
ARC :

}E,'ﬁ,-;‘i;-‘ The endorsement mechanism is proving to be, at-best, a mixed blessizig:
Most-of the 1ASE’s standards. have been endorsed,: though 1AS 39, ‘Financial
instruments: Recognition and measurement’, was. not endorsed n full: After a
lengthy process that owed more to politics than to accounting, a so-called ‘carve-
out’ version of JAS 39 was approved. That.is, the Nevember 2004 EU-endorsed
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ingroduction
verston of A8 39 exciuded a fow paragraphs.to which some ELJ banks obwecied.
These paragraphs are a-smabl part of obly one standard; but politically they are
highly sigmificani; as they show that the IASE cannot tuke El-endorsement for
granfed. -Politically, the process is highly significant as itintreduces the prospect
that, with one or more future standards; there may emerge 2 more: E‘u'r;damt:nta}
differenee %}ﬂtwwn EUAERS and IFRS ax pamm,} Fated. h}' the EA%B

}"hs second Lﬁ&u of mu F* cmdermnent pwcew is rhat it mtmdmm dday
Lmd uncertainty. I has tended to take about six to ten months, afier a standard
has been finalised by the JASB, for it to be endorsed by the EU. This makes it
difficult for companies 1o know whether a particutar new or amended standard, or
interpretasion from the H— Rﬁ? I wall be endor m ']d ;mui‘it‘le o he appl;ed at
af m}mmez,& vear end."

1,16 In a bmader coniext, politics and mmummg - ior long oni} occasional
i)Pdchows - have been interact ng more since 2009 . Specifically, the G20 he ads ui

work on frying to stabilise the global financial system. They have pm pic sure on
the LASE and the FASE to ac wkmte their work on inproving .,md 5i
[as 32, }mcmual 1mtzuments Prcmnh,,izon x and IAS 38, A yey 1t of thig i
the two bi).i,i'db e wm}umr hard on ihe uiu; m of tinancial nwirum&,ﬂt oun‘i;m
= but doing so in bit:, Pdpt.l’% ’appmr on fair value measurement; Hn_n on

: mem ant; then on nnpmmmﬁ uun on Lcd% ax,mur 'ﬁ_g;
of the 310de interact in u“.»‘mpk‘(
) sr,anddrm is mk;ng ion 4= [hdﬂ the

Ways. i uiamiv ihP process of ;mpmv1r=g, Lhe:,
G20 iaa_d i mied,.

Prcpiarers faﬁ{f wiers ot Ban

1 17 Looking back on ﬁrgi—timéadog,ﬂ.{ﬁn in the E1J and elsen xhurt,, me can ses
that experience with the new ITFRS information has beei mixed. Some analvsis
were, inevitably, better 1 prepared tian others: Some company finance teams had
prepared bettet than o‘thcrs, Some companies were dffected moré - funddmentally

‘than others. Companies are reguired by the first-time adoption rules in IFRS 1 to

publish reconetliations of profit and viet/assets as between fational GAAP and
TFRS - For many comipanies, the ashecis of converting to- TFRS that had. the
biggest- fumerical bnpact on profif measurerent were goodwill{no longer having
ati wmortisation charge) and share-based pavinent {starting to have an IFRS 2

charge against profits). A lot of comphnies were affected by TASs 32 anid 39 on
fingncial instruments,” especially in- the banKing “and insurance sdotors. Other

subjects were more of & surprise. For example, there were niore implementation
probients and profit and belanve shect effects arising out of iease accounting avd
foreagn cirfency rules than had beei expected. Al thivis starting 1 read ‘Lke
history for countries that adopted TFRS in 2005, Bul sounines in the next wave of
frafisitioning territoriés arg now starting 1o encounter the'same issues, They are, at
3‘ E b? ter ot in that thcv can kdrn frosi %hc gxpericace of the 2005 waw of
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138 But an importast distinction-can be seen. overall between the astitudes of
preparers and users.: Experience in the EU has been that finance directors asd
other preparers were refatively negative towards IFRS in the sense that they: saw
considerable cost and work in performing the conversion; and they saw a.resnlt
that was different rather than better: Some preparers took the view that the resulis
under IFRS were pot as realistic a represéntatien ofundeflying performance as
under national GAAP. Users ~ fund managers, analysés and others — were more
positive. They did not directly incuf the costs and the work of conversion, though
they did have to become familiar with'a new GAAP. But they see the fruits of
harmonisation much more than preparers do) as thoy are the beneficiaries of
comparable information for the economy, ot for the sector thaf they follow. A
trend Of the Iast thrée vears is that of user gioups becoming much more involved
in the standard-setiing process. A leading example of this is the Corporise
Reporting Ussr F{)rum (CRU_F},

1. “? “This i5 ot {0 say, he}wever that stdmiard setters and compam es are giving
mm% ex;iciiy what they vani. Aw&mnhng information is intended to be useful to
uc1s ‘of financial statements in making economic decisions. But the recent abid
inuhinent reforms will bring " new sﬁmﬁengm as well as new information.
Semathmg of a poidrﬂy is already rioticeable; Three examples lustrate this.
First, stardard-settérs are working fowards 4 inore comprehensive ‘notion of
parformaﬂce incorporating both uan‘sau}nn based realised profits and a wider
range of vaine changes than before: Both of those efements of performance wilk
display volatility. At the same time, companies 3 want i¢ give analysts, and analysts
seemingly want to recetve, information that is (a) close to cash flows and (b} stable
and useful a5 a predictor of future resuits. Hence the popularity of EBITDA auw
‘adjusied earnings’ and ‘adjusted EPS’ of different types. Numbers of rhis type sz
perfectly valid, but need to be placed in context: it is important that they ars not
given more protunence than the GAAP numbers,

£.88- A second example where standard-setters and users are not aligned is in the
vexed area of fair value accounting. Some of the thinking and proposals by the
IASB. and . FASB in: the last.three, years suggest-that the stundard-setters. are
pursning a medivm and longer-term agenda: of more fair value information. Yet
this is not necessarily what many users want, Certainly, users are interested in fair
value information for many assets and liabilities, but this does not, from their
point of view, need to be on the balance sheet: some. can be given adequately.in
the footnotes. At an- exireme, if. all assets. and liabilities,. including inherent
goodwili, were to be fair valued, the result might, in principle, be the value of the
entity. But most users, would baulk at this, saying that it is their job to value the
entity and its shares, not the role of accounting infermation to do so. Of course,
this extreme is highly unlikely to be reached inreality, dug to limits on what assets
and liabilities can be recognised and on what can be valued satisfactorily.

124 The third cxampie is the extent of disclosure. The increasing level of
disciosure required by IFRS, together with other factors, hasled to annual reports
becoming longer and longer. This is a concern to those who have to prepare
financial statemins. Conversely, analysis seem to want more and mors

&) 2511 PricewatechouseCoopers LLE. Al rights reserved.
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wmformation and new accounting standards push praciice in the same direction.
But the prowing Hst of disclosures is a coneern o the IASB. They commissioned &
study in 2011 that was carried ouf jointly by the Scottish and New Zealand
Institutes of Chartered Accountants. The report —~ “Losing the excess baggage -
reducing disciosures in financial statements to what's imporiant’ - was published
i August 2011, Their conclusion was that as meuch as 30 per eent of the content of
financial statements could be deleted without sericus conseguences.

Conelngion

1.2z The adoption of IFRS reporting has given rise 1o new challengss both as
regards the accounting principies {recoznition and measurement) and matters of
presentation and disclosure. IFRS is used increasingly by companies throughout
the world, Il is important that the inlerprelation and application of IFRS is
consistent from couniry to country. We hope that this Manual will be helpfui to
those wishing to understand IFRS and its consistent, practical application, For
the avoidance of doubt, this Manual deals with full IFRS, not IFRS for SMEs.

123 The PricewaterbouseCoopers’ Manual of Accouniing - Financial
instruments forms part of this Manual of Accounting but is now published in a
separate book, which accoropanies this Manual,

BI04 lhroughuut tins bﬁok pgsr(wmpha stvied Like thh have been _tddcd
to Ehc text to explain the implications of the guidance for UK companies and
groups that adopt IFRS. These additional paragraphs often cover the rules
that UK companies and groups have also to comply with that are included ;

1

primarily in the Companies Act 2006 and the FSA's Listing Rules. i

'#.1.28 The PricewaterhouseCoopers” Manuai of Accounting — MNarrative
¢ Reporting supporis this manual by providing UK companies with guidancs on
the ‘front ball’ of the financial statements.

€ 201) PricewaterhouseCoopers LLP. A% rights reserved. 1047




HE

32041 PribewaterhimiseCodners LLPU AL rights reserved.

Account ﬁg principles and applicability of IFRS

Introduction. . ...... .. A SRR
GAAPIpthe UK ..o oo o o, F U
The composition of GAAP in the UK. . ... .. oL T
Applicability of IFRS inthe UKL ... ... ... .. .
EU Regulation on IFRE. ... o
Exiension of the BEU Regulation. . ... .. ... . ... .. . ... . ... ...
How to determine whether 3 UK group should comply with IFRS. .. ..
Which accounting requiremends apply? ... L L L,
What Companies Act requirements apply? ... ... L.
The requirement to prepare financial statements. .. .. ... ... .. ... ..
The true and fair reguirement .. ... ... .
Accounting concepts ... ... L e
Prudence and realisation. .. ... ...

The Financial Reporting Counct! .. .. ... .. . ... ... ... e
The Aceounting Standards Board . ... .. . L.
The Financial Reporting Review Panel ... ... ... ... ... ...,
The Financial Services Authority .. .. . . . . ... .. ..
The international financial reporting structure ... ... .. .. .. L.
The IASD . . o

The IFRS interpretations Cowmmittee {formerly the International

Financial Reporting Interprstations Commitiee) .. ... .. ... ... ...,

The IFRS Advisory Coundil (formerly the Standards Advisory

Councilh oL e
Local adoption of IFRS . ... o o
ARC and EFRAC ............................................

;I"mmewozk ﬁm‘ se%tmg accouming standards. ... ... L
Introduction. . ... .

Frzhdnc‘mv qudht,ihve &hdrantenstsw ..........................
Materality ... e
Elements of financial stafements ... ... ... .. .. ... .

U&pztal mam%:enance ............ e
Status of the Framework for UK compandes. . ........ el

€ 2011 PricowaterhonseCoopers LLP.-All righis reserved.

' Page
2061

2001

2001
2004
2604
Z005
2008
2010
2611
2614
2015
2015
2014
2017
2017
2019
2026
2022
2022
2073

AWis

202

2026
2427
2027
2028
2030

et
&

>
2032
2
2

a32
3

4




[

Accounting conventions
Capital maintenance conce s
Valoation bases

_ Mod fied Hismnmé cost/Fair value convention
. Current purchasing power .
- Current cost accounting

211 PricewaterhouseCodpers LLP AL righty reserved.

2043
2041
2042
2042
2043
2043
2043
2044

2044
2044

2.8 This chapter introduces the concepts underlying acoouniing praciices that
are discussed in greater detail throughout this book as they relate to particular
acootinting issues and problems. These concepts are set oit under IFRS in the
JTASBs ‘Conceptual Framework for Financial Reporting issued in Sepiembe
Z0H) {the Framework). Et nipLT‘vtd{“\ the ‘Framework for the preéparation and
presentation of financial statements” (the Framework {1988,

S

wu‘té* in m‘. 1 5&

The components o‘i {MAP in ;he UK vary dCLOI‘diI"L o the type of
mfnpmy ar mmv Eiowmw:*r wmuaiy ﬂm are: wmpnne i that are

; Tnc cors mdnddmr} mmpomms are m:t ﬂui v; thﬂ foﬂowmo mr wmpéis

213 F‘“oi"théé;e'Cc{mptmiés ag)'p}}f:iﬁg'f?.ﬁs, GAAP in the UK is:
?ﬁ "E"’ie Cr:o yipanies, Au %06 msoiaz as it c;j D 51{:5_ t's;w'.éi_zt'it-ics‘ éz@igpti_ng E_FRS
(5u, from para UK.2.1 5%)

# - Accounting standards that have been adopted | :_y the EL fses fmm
S paua 2.10.54). ihﬁse 5l iﬂd:i]‘d\ are some or all of the 10%;0\* ing:

B thcmalmnai Au,aumm ? -‘%tdrddrdx { iAfab}
%  International Tirmn\,mi Reporting Standards {EFR%S)

@ Interpretations thai have been adopted by the EU. That is;

interpretations developed onmmi v by the Standing Interpretations
“Cofnmittes (ST R .

#  Interpretations issued by the In‘tmﬂaati{:ana} Financial Reporting
interpretasions Cormittee IFRICH, R -

P For listed companies, the Listing Rules and the Disclésure “and

5 Tmmpg;;m} Ru%u;

§ I

UL AT The !%SB ha\ aim pabh%hcd iF R.S for Smail-and Medium-sized
l Entities (%‘WE&} This: 15 a standalone: suite of standards tailored: for’ non

| publicly ucconmable entities as opposed to @ standard within the sphere-of the

£ 2011 PricewaterhouseCoopers LLP, Al vights reserved,




83 and appl ﬁ‘;,éz‘r of IFRS

main IFRS framework, IFRS for SMEs is not curre wtly avallable for UK
companies preparing financial statements under TFRS Sge further [rom
paragraph 2.5

214 Other components of GAAP in the UK for those applying IFRS
ﬂ? be authoritative to varying degrees but non-mandatory, These include:

i The IASE's Framework. The Framework does not have the status of an

-accounting standard. Nevertheless, it is authoritative in two senses, First,

it provides a frame of reference 1o ga.u_de the TASB in its development of
standards, [t should help guide companies and suditors as o ihe meaning
and intention of individual standards if they are vuclear. Secondly. ths
Framework, provides a reference for the sccounting treatment of
transactions for which there is no specific GAAP,

& Statements issued by the ASB that are relevant for UK companies
reporting under IFRS,

#  Datements and recommendations from the professional bodies. such as
ICAEW  Technical r{@)cases and  accounting - recommendations.
Professional bodies” accounting-related \isﬂi.ﬁl nts are unlikely o
address the interpretation of IFRS, but they will sill be relevant in the
context of company aw issues.

#  Established practice] Practices that are generally accepled, even thoug
not codilied in official literature, can be regarded as part of G AAP in the
Lk An emmp‘" of tha» is ‘d‘w i.lildrf"iuw 11 fﬁxs Mdnmi of Au,mmisnﬂ

UR.2LE UK Financial Reporting Standards (FRSs) and Statements of
Standard Accounting Practice (§SAPs) do not apply fo entities usisig JT RS,
However, IAS & ‘Accounting policies, changes in accounting estimiics and
errors’, containg guidance on the selection of accounting policies. In the
hierarchy of selection, management should first consider [FRSs and
imterpretations of IFRSs. If there is no sitandard or imtermesiation in the

i relevant area, management shoidd develop & policy that ad@isses the décision-

making needs of users and that is reliable. [IAS § para 0]
UR.2.1.6  Indoing so: the entity should comsider {in this ‘order);

e ‘-“iequéi'e“r*em:s and guidance in other iﬁmrﬁmnai samiards and

. ‘ﬂa\,ﬁ arﬂav(im {;wﬂmg with similar hiuﬁ“

®  The content of the TASB's Frame work. fs e f;om pam ] b

[TAS 8 para 111

VHR.2.17 After referring to the items in paragraph [1&. "’..i:{i .' zﬁaﬁnaemzsm
may consider the proncuncements of other standard-setting bodies that use a

sirnskar conceptual framework to the IASB's, other accounting literature (such
as this Manual of Au_eummﬂ) and mdzasmf praci

2013 PricewaterhonseCoopsrs LLP. AH rights reserved.

15,218 Some FRSs and
&tm %uve a8 a m cr:m o ‘af\ Einrz‘ h R‘)% are s;i at

Accpunting pringiples and applicabiiity of RS

3
L. b
contlict with the scurces of guidance outlingd in par cu_r{mh Uk:2:8.6: [TAS:8 |

pava 12]

SSAPs may address fopics not covered by IFRSs

1 ‘2§3 Cffj_rta-j'n iﬁd{iﬁtf}f ' ga‘oupxﬁ - thc UK cimrc @p Staterments of
Recdmmended Practice ("'SORPe™. These give guidance on the application of
accounting Csrandards oo specialised industriss -md nonsprofit-making
sectors SORPe Tantot override the requirements’ of IFRS, However, the |
SORP may' fit- into the hierarchy for selecting dccousiing policies {sée |
para UK. 2,15} as additional guidance in areas t‘zat are ot covered by
-‘H\& as long as that g«ladtarau does not contradi Ié RS f‘i»x sretations of
'Hﬂ”{‘s& ar the R@muwmk ' —

3 1@ i i iurs mz wmu; ‘OR?S are ihiskae . arg:

Authorised {unds..

Charities,

Further and higher education institutions, -
fnsurance.

Investment trusta,

Local authorizies.

Pension schemes. ' _ : o :

&

Registerad social landlords.

Leasing.

‘C)p _
i;mmd ile@bah{y PJ.it%R’ w}‘*ip‘» o R

UK. 2111 The output of the Finaneial F?mﬁrzmi Revi iew Parel (FRREPY the
enforeer of Hnancial reporting in the UK, constitutes partof GAAP inthe UK. |
The FRRP does not issue rules bul announces ;La smeaméf i relation to
individial companies or’ gréupd GRd makes g of more genéral
application (see from para UK. 21651 These com’paﬁ e generally
their Ace fi

m md»d invesiment’ mmmmw (()iﬁi(“-\},

L7
o
]
82
]
]
g Ol and gas,
#
B
b
73
o
&

DURNg practices or give adddmnaé'd%SG?c&-‘;uw folloving disey
with the FRRP. The FREFP usually issues’ formal statemeénts only where
comparies have deviared fromy existing réquitements of UK company law or
z:.{,z. (}ummv 514 ’nnaras However, in soime ¢asés, the FREPs views have added
tor, o meadified, “the” previcus understanding” of (UK GAAP afd TFRS.
(é T;;"'ﬂdu] es and auditors shouald m.iu:'i wd of *h:, } RRP atnouncements)

{The next paragraph s UK Z 1130
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¥

Applicability of IFRS in the UK

%«?tﬁsfs‘z‘g stion on IFRS

2313 All listed companies in the BEU fincluding banks and insurance
| companies) have been required to prepate consolidated financial statements
under EU-adopted IFRS since financial years beginning on or after | January
‘70(}5 under the "ELJ 2005 Regulation’. The Regulation permits Member States

extend the requirement (o use IFRS to unlisted groups and to individual
company financial statements (see from para UK. 2.1.20 anard\} and the UK
permits this, : s :

balance sheef date, have securitios admitted to trading on a reguiated market of
any member state. Securities in this context include debt as well as shares,

UR.ZA3E Regulated markets in the UK are the following:

I #  Lonodon Stock Exchange - Regulated Market
&  The London Meial Exchange
#  ICE Fotures Europe
. % SWX Europe Limited
&  The London International Financial Futures and Options Exchange
{LIFFE)
5 BEIDX

e PLUS-listed Market

UK.2.0L16  AIM is not included in the above list, because it censed to be a
regulated market” in 2004. ATM companies are not subject 1o the EU 2003
Regulation that requires them to prepare financial staicroents under [FRS.
However, the AIM rules require companies that have subsidiaries and are
incorporated i any EEA member siate, the Isle of Man or the Channel Islands
 to appiy Ei- ddop‘?ed IFRS..

T

B HlL 2(}03 Regmdtzon eappéif:a 1o the wnmﬁdmm ﬁncmcmi
statements of entities with securities admitied to trading on a regulated
market. Entities should first examine whether they are required to prepare
| consolidated financial statements under the 7th Directive, set outin UK law in
i seciions. 399 {0 403 of the Companies Act 2006 and describad in chapter 24
Entities that are not required to prepare such financial statements under EU
law are outside the Regulation’s scope. This is the case wl elh or. ot not IFRS
would require consolidated financial smicmo;‘ts

€3 2011 PricewaterhouseCospers LLP! All righes reberved.

t..3.14 Listed companies in this context means any companies that, at the -

| vecuirement to use IFRS to unlisted groups and to individual company
~fnancial statements. All UK companies {except charitable companies) and

i prepare COHSOEiddi{)ﬁ ﬁnanud} smtements under [FRS.

ne

Aocounting principles and applicabifivg of IFRS

2135 The Tth Directive seis out.certain exclusions from consolidation
{transposed to UK law in sections 402 and 405 of the Companies Act 2006).
However; these exclusions are not. relevant to.companies to whom the 2005
Regulation applies. Adopted H R8s will sef out the scope of the consolidated
financial statements - that is; which entities shovld be included and how they
should be accounted for. [EU clarification para 2.2.2(c)

1.4,1%  The scoperof the 2005 Regulation apphes oniy to companies
governed by a law of 4 Member State. This means that, for example, a US
company that has a listing on the London Siock h:\c"ham:e does not have to

and conditions:

| ®  Onceé 4 company has prépared its financial stitements under EU-adopied

K. 2130 The BU 2005 Regulation allows Member States to extend the

building societies are permitted to use EU-adopted IFRS in thelr idividual
andfor copsolidated financial statements. However, there are some restrictions

CIFRS, it'cannot revert to UK GAAP in 4 later financial vear, unless there
is a “refevant change in cheumstance”. A relevant change in circuinstance
_egcurs if the company becomes 2 subsidiary, of an undertaking that is not
preparing iis individual financial statemenis uoder EU-adopted IFRS or
if the company (or 1S parent) ceases' to have its securities fraded on a
- regulated market. [CAGG Sec 395(%)} - :

# A parént company may clect to prepare its individual {mdncmi a;um,ments
under UK GAAP even if it uses EU-adopted IFRS in its consolidated
ﬁzmnud% %taﬁmmenis

8 :Where tHe parent compa;w pmparua gmup gaccoums, thc daru‘tom of ihe

' parcol company have 4 responsitality to ensure-that all UK subsidiaries

in the same groap adopt the same accounting framework as each other, |
unless there are ‘good reasons’ not do so. The parent should ensure that

alt UK. companies in the group use either Etl-adopted IFRES or UK

GAAP. However, where a parent adopts EU-adopted IFRS in both its
-consolidated Hnancial statements and its individual financial statements,

it will not be required to ensure that all its subsidiaries use EU-adopted

- IFRS 100, [CADG6 Sec 407(33]. The Departinent for Business, Innovation

and Skills {the. BIS) issuved guidance notes on these rules, inchuding an ’

expianation of when there might be ‘good reasons’ (see para UK.2.1.25).

®  Building societies are Jubject to the same requirements as mmp;m;-'s' in |
that they have the op{-orz of Adopmw IPRS in thelr mdmdud and |
 consolidated financial staterments. U

G 2011 PricewaterhouseCoopers LLP. All rights reserved. 2003




Adtounting pring

UK.2.L21

neistes and applicebility of FRS

@ . Charitable companies may not prepare-financial statements noder IFRS.
©IFRS does notispecifically address »haiziy sectof-transactions and. the
. poverament: believes. that ahe- ditoct: applcation of IFRS. without
~modification through a SORD smight a‘:re‘a‘&a nterpretational ssues’, In

~addition, there areino pi;m-: io punm nmcorporaied charifies 0. use

IFRS.

ce to help companies apply thess rules.
24

The BIS baes issued geidan
These include an exg arga,iion of where there mught be ‘good reasons” for the
direciory not {o prepare i the z;ﬂumdm fnancial statements withir & group
by using the same dcwummg framework.. Fhe, provision alows a
fexibiiity where there are genuine, including cost/benefit, grounds for not using
the same framework. Such reasons include:

{

B . AniFRS
. of acquisition,
subsidiafy to move

proun acquires a subsidiary that does not use 1F Rf‘z
it might not be practicable . for the newly-acquired
10 IFRS Eircs%hf AWARY.

B A group might include subsidiaries that dre't therdelves prblicly tradéd  In

' this cage, markef pressores or “eg‘zia“‘or‘y"requggemcnta to 1isé TFRE might
come info play, withoUt necedsarily justifyivg a move o IF R‘s h‘y {ha&, non-
publicly traded subsidiaries. C

B Where a subsidiary or a parent is p?aauvng to List and might wish 1o

_L(m\’e}"" to IFRS inadvance, but the rgstof ‘iht‘ groun.is not intending to

% The gmz’rh’ dright include smalh mbwdmmq wheae %hc cos* oé mmmﬂ i

iFRS migh bt ottw h ﬂse henpﬁtw

‘i% the pare né:’%' dir“cims Lopf ] diﬁuwtmamewm Hor anyentities snthin the
gTOUD, hej should be able to jusuly any mconsistency iQ »”lx'h hoh,srﬁ

'wmiators or m‘%u mie&si;d ndr*ws

{22 The BIS guidance does not mention tax ag o ‘good reason’ for
adopting’ o diffetent: framework for ong-or more UK cubsidiaries 'withineg
group fir commercial termisstax (50 business cost like anyrother We have
spught advice from legal counsel as toowhether taviray be a good reason. The
guestion is nae of deerce, depends on mdividual fctyandiciropmstances, and
the s:ii.mki?éfs st welgh- i vartoes maltters in 'reaching thely conchusi

%%&m i?% I the! casci-ofexisting arm rgzmmta orostineiures; where a

g

travwition from UK GAAP 1o Ell.adopled TFRE would resylt in a significant
inerease @r potential volatility In taxable profitsi ora s*gm-n cant acceieration of
outflows, or introduce & significant new tax expostre, comnpared with
& im@ COTSRUEnCes TRy h 4

max.cash
the com

3

thy

1

waay eontinning touse UK {ur‘M\H
good reason’ 1o kee
co {Tlpd ny
A% paymer

fogree. of

n the year

i

i

I financial statements’

to the company's size. A trivial tax effect should not be wsed as an excuse to
keep a company on UK GAAP. Similarly, i, as a result of a company using
EU-adopted IFRS, the group could no-longer claim the benefits of existing tax
planning (or the beaefits would be sigpificantly reduced or new tax risks would
arise under Ell-adopted TFRS such that the planning would not have been
entered into with companies using Ell-adopted IFRS)Y the fax effect of using
Elf-adopted IFRS may be a good reason for one or more subsidiaries to
remain on UK GAAP. However, as noted sbove it is also necessary to weigh
up other matiers in reaching the conclusion on whether ax may be a good
reason such as comparability with the rest of the group,

18.,2,1.23.1  In contrast, where the scoounting frameworks of subsidiaries in

a group are currently alipned, the burden of proof to justify departing from this
sitnation is more onerous. The main purpose of having aligned accounting
imxmwcrk‘; is to enable sharcholders (amohgst other interested parties) to
gnderstand the accounts and compare them with the accounts of other
companies. in the group. In considering whether there are good reasons to
aiopt different accounting frameworks, the directors must ask how cbacure or
difficnlt o understand different accounting frameworks would make the
accounis in comparison 1o the rest of the group. Other factory include how
certain it is that any tax pldoning arrangements put in piace will lead 1o tax
beneht, the size of any ensuing tax saviag and reputational sk

£02.1.74  Individual companies prepare either ‘Companies Act individual
or ‘IAS individual financial statements’. A group’s
consolidated financial statements are prepared as ‘Companies Act consolidated
financial statements” or ‘TAS consolidated financial statements’. Schedules |
and 6 of 51 2008/410, “The Larpe and Medidin-sized Companies and {iroups
{Accounts and Reportsy Regulations 2008°, apply to ‘Companies Act
individusal financial statements’ and ‘Companies Act consolidated financial
statements’ respectivel y. Those schedules do aol apply to ‘1AS: individua
financial statements” or ‘IAS consolidated financial statements’. However, the
bd‘::i{f requirement (o prepare financial statéments, including the circemstances
in which consolidated " fAnancial statement  ave reqiired, as well ‘as the
requirements on audit; appromi, distribution and filing, continue ¢ apply to
all companies (see from para UK. 2.1.38). '

UK 2128 Although the government has allowed a {ree choice for companies
over EPR aéoptéon, within the lmits deseribed, there are other parties {such
as regulators) that may force adoption or lmit it o

b,

LE.21. %6 The requireinenis ‘and “opiions fo prepare financial statements
wnder UK GAAP o IFRS aré considerad in the gext section,

2011 PricewaierhouseCoopers LLP All righty reserved. HHYT







250

5‘

and 7

o

The ASD's Statement of principles ... ..o i 2&?42

OBIECHIVE . . 1 oo e e e e 2{34(‘}

The repOrTng ey, o0 v v e ;gii

{ alitz i > charact i \i-; 0 T P R T S LI S T R e N . .

‘S;djiid?i‘«’t characierisfics. ... o vn v e oo Accous Etmg i’?r «ﬁzgﬁﬁg nd rules

Materially .. ... . X0 ! | |

LT T L T R :{]5 )

e LT, 1 R 203 Fiitre ?ﬁ?

TVIEASHTEIACTIE o o o o v o s e e e e o ae e e ;,&}3% o |

Presentation - ... - - AR SR 2254; - As discussed in chapter 1, the accounting framework in the UK i subject to
Accouniing (g irerests in other eatlies . A o " e a greater number of increasingly complicated rufes. The sources of accounting

principles and rules in the UK range from legistation and accounting standards to
customs practised by professionals over many vears, In additton, accounting
under UK standards is increasingly influenced by practice overseas, for example,
in the US and the TASB. International developments in parlicular are now a
cruciab source of UK GAAY: the UK ASE has asccelerated its agenda of
convergence with IFRS and, i 2009, theé ASB issued a Consultation Paper
mcnoamg to replace existing UK GAAP with the new IFRS for small and
Aeginm entities. In October 2010, the UK ASE issued FRED 43 and 44 outlining
he future for UK financial reporting. The proposals m FRED 43 and 44
recognise that one size of accounting standard does not fit all entities. It proposes

a tier sysiem for financial reporting that requires entifies to prepme financial
statements in one of three tiers. See further from paragraph 2

3.2 ‘This chapter explores the framework and sources of authority for. the
generally accepted accounting principies in the UK and how the Companies Acl
and accounting standards impact on the overriding requirement for financial
statements to give a true and fair view.

iThe next paragraph is 2.4.]

2.4 The ASR’s convergence policy was prompted by the requirement for many
companies to adopt IFRS in 2005. The EU approved & Regulation in June 2002
that requires all listed companies in the EU (including banks and insurance
co:npames) tc prepare their consolidated financial statements under EU-adopted

FRE (‘IFRS') for financial years beginning on or after 1 January 2005. Member
&ataz s had the option to extend this requirement o unlisted companies and to
individual company financial statements. From 2005, any UK company (with the
sxception of charities) is permitted Lo prepare its financial statements vsing IFRS,
It is, however, raquired that a consistent framework should be adopted within UK
groups inmost circumstances {ses further para 2.22.5). Companies that do not
choose to use IFRS will continue to prepars their financial statements under
UK GAAP.

© 2011 PricewateriouseCoopers LLP. All rights reserved, € 2011 PricewaterhouseCoopers LLP. All rights reserved.




s principles and rules
:

UK GAAP

The mmeaning aad comp

25 CGenerally Accepted Accounting Principles in the United Kingdom
(UK GAAP) is a much-used, but undefined term. The ‘c-err?poﬁems) of
UK GAAP vary according fo lhe type of company or eatily m fuestion.
However, in géwm% terms, UK GAAP can be described as i"s;)fiéows. '}.“he
components are divided into elements that are mandatory {in law or in practics)
and elements that are not mandatory. The core mandatory elements are:

s The Companies Act 2006,
&  Accounting standards. That 1! . _ |
%  Statements of Standard Accounting Practice {SSAPS)‘ developed
originally by the Accounting Standards Commitiee (ASC) and
adopted in 1990 by the Accounting Standards Board (ASB).

% Financial Reéporting Standards (FRSs) issued by the ASB since i.‘?i‘)Q,
@ Abstracts issued by the ASBs Urgent Issues Task Force (UITE).
5 ° For listed companies, the Listing Rules.

36 Other elements of UK GAAP are authoritative 10 varving degrees but non-
mandatory. These include:

%  The ASR's Statement of principles for financial repoiting. The Sip 1.:‘maaﬁft
does not have the status of an accounting standard. Nevertheless, it is
authoritative in two senses, First the main purpose of the Sratement 0’
principles is to provide a frame of reference 1o guide oo J—t\SB ijn‘zts
&evciapmsm of standards. Therefore, it shouid be h;.'iﬁi&i_ in glz%{ilsxg
companies aad auditors as o the meaning and mtention of m.dmdl,az‘ﬂ
sccounting standards, il they are not clear. Secondly, the Siatement 1s
intended 50 provide 4 valuable source of referonce i CO‘ﬁﬁﬁ-Cﬁi":E wiih the
accounting treatment of transactions for which there is no specific (;A.;f}P.

@ Other statements issued by the ASB. These mctude:

“w ‘Half-vearly financial reports’ -~ this was published as a non-
mandatory document, buf compliance with it was encouraged.

=% ‘Preliminary announcements’ — the ASB’s guidance on preliminary
announcements has been isgaed as a pon-mandatory statement..

m  Operating and financial review” - in Januaty 2006, the ASB
published a best practice reporting statement on .the @pez‘gng and
financial review (OFR), which builds on the ASB's previous 2003
statement of best practice on the OFR. See f urther chapter 2 in the
Marual of Accounting — IFRS and UK Supplement,

2311 PricewaterhouseCoopers LLP. All rights veserved.
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A

ating principles and rules

Statements and recommendations from the professional bodies, Examples
are ICAEW Techuical Releases (previously called 'FRAGS) such as Tech
02/10, ‘Guidance on the detenmination of realised profits and losses ia the
context of distributions vnder the Companies Act 2000°, and [CAEW
accounting recommendations such as the members” handbook statements
on materiality and ‘Accounting for goods sold subject to reservation of
fithe’.

Fstablished practice. Quite literally, practices that are generally accepted,
even though not codified in official literature, can be regarded as part of
UK GAAP. Much of this practice is set out in the guidance from leading
accounting firms; such as in this Manual.

=7 A Key guestion is whether the output of the Financial Reporting Review
Canel (FREP) constitutes part of UK GAAP. The praciical answer to the
guestion is that it does. As discussed from paragraph 2.85, the FREP does not
igsue rules, but anncunces ifs findings in relation to individval companies. In
gemeral, the companies in question have changed their accounting practices or
giver additional disclosure, following discussion with the Panel. The Panel
generally issues formal statements only where it has concluded that companies
have deviated from existing requirements of the Act or accounting standards.
However, in some cases, the Panel’s views have added to, or modified, the
previous understanding of UK (GAAP. For example, the Review Panel’s press
release on the fnancial statements of Trafalgar House led to the UTTE issuing an
Abstract on azccounting for transfers from current assets to fixed asseis.
Consequently, companies and auditors should pay particular heed to the
apnouncements from the Panel: :

2% In addition, there are elements of UK GAAP that refate 1o specific sectoss,
Examples are the accounting requirements contained in legislation for banks,
housing associations, and charities. Some sector-specific gmidance is nowu-
mandatory, and much of this appears ‘in the form of Statements of
recommended practice (SORPs), which are discussed from paragraph 2.74.

3% The Companies Act 2006 does not define the term “generally accepted
aceounting principles’, but makes reference in section 853(4) (definition of realised
profits and realised losses), In addition, the Companies Act 2006 includes a
requirement for companies to state whether the financial staiements have been
prepared in accordance with applicable Accounting standards and to give
particulars of any material departures and the reasons for them {(see also from
para 2.41). [S1 2008/410 | Sch 45],

[The nexi paragraph is 2.21.]

The Compandes Act 2006

31 Although many detailed accounting rules have been added to companies
legislation in recent years, its most imporiant accounfing requirements are,
perhaps unsurprisingly, those that have been there longest (although not in

N
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Agcrunting principles and neas

exactly the same words), namely the requirement for compagies (o prepare
financial statements and the trae and falr requirement.

b . o Erenress i CEOTETIROHTR
The veguirestentt o propaye JRGRCH stafeme sty

v22 The directors ame required to prepare financial st;_ncmesz’_ts f‘oLr ihci G{Jl‘n"p-a'[lsv:
fv;}r each financial vear that ave in compliance with seciion “a‘f%: Of. 1116 (IOW}:,!(_H?%Z
Act 2006, These financial statements may be ‘Companics Act 'n.u_imfiuaii_ éza?,a:m:_zii
statemente’ or ‘IAS individual financial statements’, Companies Act 1!1%11‘J.§§dL;1)
Anancial statements must comprise a balance she;ci‘ as at the _iafss dzgz o% ; 6;{,
financial vear aud a profit and loss agoount for the gmancnﬁ year._*{f,%k{):(a E‘:tft;,.- [“ }
The halance sheet must give a true and fair view of the company’s siate ui % Ms.;fi
as at the end of the financial year; and the profit andl’mss z?ccoum. 1115.‘131.%_!"&?3 a i!;;.lf:
and fair view of the company's profit or loss [or the-fmzmcmi year. In adda‘tjt?nj 12
financial statements must comply with the prqvisio;n. madg? by the}Secm.i:a?i?d
State by regulations as to form and content a,ﬁfl ad_dﬂumezi Vuﬂommtmn provided
by way of noles Lo the financial statemenis. [CA06 Sec 396(3)-

Eéz% Companies preparing TAS indév%.dug.% financial s?;ate%taentsf a.r::: xirri;ﬁé
required to prepare fnapcial statements 1% aceordance 'w_mih jnteuja;iL ;1he
accounting standards (and to state that they}mve done 80 10 th }’ao?;t:’ (,.(. “
financial statements). JCAD6 Sec 397} “International accounia?g siandag s ?1'6513 :
{FRS as endorsed by the EU. [CADD Secﬁ 474]. The genera: 'a'uhis':s -(a.jngidif);:n;ls(,
accounting principles and disclosure ;'eciuif?m.egai:% as qutém@d 1;:(1 bu}lLP}aEMﬂ;
51 2008/410 do not apply 10 1AS individual Gnancial s‘iat.e_mf{m‘a. ,ﬁ,}dffff
st:iztemeﬁis prepared ander EU.adopied IFR3 are dealt with i the Mavkz oo
Accounting — LFRS for the UK. “\

N fa addition, if, at the end of the ﬁngncia% ygar, '§,he mz?.lo.zr.y as a ;\)j:;g;
company within the meaning of the Companies Act 2606, !}{e‘-gtrm’_.i()rs n:g% o
prepare consolidated financial sm@mﬂms f{}rﬂtha—: gl:{mp(;{t?.‘,, ,\hb vear, unless (i
company is exempt fron that requirement. [CAQ6 Sec G

2323 Companies required to prepare consolidated fnancial stafﬂn};‘nz; 'Ejaiier
the Act that have any security iisted on a mg"csiated market wn_hm F;'E)'e: i ::1
required Lo prepare those conso’lida?ed hngncza{ statémgntsﬁundfrsr iiﬁg;;md
1IFRS (see para 2.4). These financial stalemenis }Wil be ?FR“ cons: e
financial statements’. Companies that are not required 1o pa_e.pmf. C.Oph? i ‘d <
TFRS financial statemenis may choose to do so. Thes:: financial .sta?em‘g;nf :;:{z
also be prepared in accordance with BU—&df)ptéd IF RS. Where %h?; 1ri; ,f;;qtfltz
parent Company prepare {FRS consolidated financial statﬁmeqtsih _eidq? st \W;th
in the notes that the financial statements have bceﬁ-prepared in accordance
international accounting standards, {CA0S Sec 406].

3124 Companies that are parent c@mpani;es and that dp n?t prepiarfz 11F§i
consolidated financial statements aré reqmre@ 1o prepare C.o.mpgme? c
cansolidated financial statements’. Such financial ‘statez?mnts st gs.vi a tn;j;
and fair view of the state of affairs at ihe end of the financial year and of the prok

et £ 2011 PricewaterhouseCoopers LLP. All rights reserved

Accounting principles and rules

or joss for the financial vear of the undertakings included in the consolidation as a
whole. so far as concerns the parent company’s members and should consist of a
consolidated balance sheet dealing with the state of affairs of the parent company
and its subsidiaries as at the last date of the financial year and a profit and loss
sccount for the nancial vear. In addition, the financial statements must comply
with the provision made by the Secretary of State by regulations as to form and
content and additional information provided by way of notes to the financiai
statements, [CA06 Sec 404(331 The exemptions from the requirement {o prepare
consolidated financial statements provided in the Act are discussed in chapter 24.

1145  In most cases, comparnies have a free choice for financial years beginning
on of after 1 lanuary 2005 as to whether they prepare their individua! financial
statements under EU-adopted IFRS or under UK GAAP. Simitarly, UK
companiss whose securities are not traded on a regulated market may prepare
their comsolidated financial statements under EU-adopted IFRE or under
K GAAP. However, the government has implemented some restrictions and
conditions: C ' "

& Once a company has prepared ifs financial statements under EU-adopted
IFRS. it cannot tevert to UK GAAP in a later financial year, unless there is
a “relevant change in circumstance”. A relevant change o circumstance
occurs if the company becomes a subsidiary of an undertaking that is noi
preparing its individual financial statements under EU-adopted 1FRS; if the
company ceases to be a subsidiary undertaking; or if the company {or its
parent) ceases fo have its securities admitted {o trading on a regulated
market in an EEA state. [CAD6 Sec 395(3)(4)].

® A parent company may elect to prepare its individual financial statements

ander UK GAAP éven i it elects to use EU-adopted IFRS in its
consolidated financial statements.

@. . Where the parent company prepares group accounts, companies in the same

group must adept the same accouniing framework as each other, unless
there are “good reasons’” not do s0. That is, the parent must ensure that all
UK companies i the group use either EU-adopted IFRS or UK GAAP.
Thers is an exception to this requirement: where a parent adopts. EU-
adopied IFRS in both its consolidated financial siatements and its
individual financial statements, it will not be required to ensure that all is
subsidiaries use EU-adopied IFRS too, lCAOG Sec 4071 The Department of
Business, Innovation and Skiils {'BIS") {formerly the DT1 and the BERR)
fhias 1ssued guidance notes on:these rules, including an explanation of when
there might be'good reasons’ (see para 2.22.6 below}.

Building socicties are subject to the same requirements as companies in that

" they have tlie option of adopting IFRS in their individual and consolidated
firiancial staternents. ' C :

Chartable compdnies may not prepare fnancial statements under IFRS.
IFRS does not specifically address charity . sector trzosaciions and the

government beleves  that . the  direct apphestion of [FRS without

5 20471 PricewaierhouseCoopers LLP. All vights reserved. 2O0A
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modification through a SORP might create “nterpretational issues’. 1
addition, there are no plans to permit unincorporated charities to use IFRS;
adoption of IFRS by charitabie corporations would, iherefore, load to
inconsistency within the charily secior. :

2336 ‘The BIS has issued guidance notes o help companies Lo apply these rales
and these melude an explanation of where there might be ‘good reasons for the
directors not to prepare all the individual financial statements within a group by
ounting framework. The pravision s inteaded 10 aliow a degree

using the same ace
ding cost/benefit, grounds for not using

of flexibility where there are genuine, incly
the same framework, Such reasons would inclade:

a subsidiary that does not use IFRS. In the year of

@  An IFRS group acquires
le for the newly-aequired subsidiary 1o

acquisition, it might not be practicab
switch to 1FRS siraight away.

subsidiaries that ‘are’ themselves publicly traded, in
latory requirements to use IFRS might
a switch to IFRS by the non-

# A group might include
which case markst pressures 07 rogu
come into play, without necessarily justifying
publicty traded suhsidiaries.’

= Where a subsidiary or a pafent is planning to list and so might wish to
comvert to IFRS in advance, but the rest of the group is not intending Lo list,

s  The group might include small subsidiaries where the cost of switching 1he

accounting framework might outweigh the benefits from doing s0.

1t is essential that if the pasent’s directors decide to adopt a different framework
for any entities within the groud {hat they are able to justify any CONISICACY 10
shareholders, regulators or other interested parties, [BIS Guidance tovd 4.16].
5337 The BIS guidance notes do not make any specific mention of tax as 4
‘good reason’ for adopting 4 different framework for one a1 mMoOTe gubsidiaries
within a group. In commercial terms, 1ax is o business co3t like any other. We
have soneht advice from lagal counsel as to whether tax may be a4 good reason.
The question iz one of degree, depends on individual Tacts and circumstances, and
the directors must weigh up various matlers in reaching their conclusiot.

3337.%  In the case of existing arrangements of structures, where a transition

from UK GAAP to EU-adopied 1FRS would result in a sigaificant increase ot

potential volatility jaxabie profits, or a significent acceleration of tax cash
ared with the company

outfiows, or introduce a significant new tax Cxposure comp

continuing to use UK GAAP, the tax conseguences may well be a ‘wood reason’
to keep one of mMore subsidiaries on UK GAAP. For example, & company’s
revenue recognition might be acoelerated under TFRS and thus fax paymesnts
might also be arcelerated. 1o this contexl, ‘significant’ might be in ahsohule terms
or relative to the size of the company affacted. However, a trivial {ax effect should
not be nsed as an excuse 10 keep a company o8 UK GAAP. Similarly if as a resuit
of a company using fi-adopted 1FRS the group could no loager claim the
henefits of existing tax pianning {or the benefits would be significantly reduced or

@ 2011 PrivewaterhouseCoopers LLE. All rights reserved.

qew tax risks would arise under EU-adopted IFRS such that the planning would
not have been entered into with compardes using Et-adopted E,FRS} thimv mx
eficet of using Ell-adopted IFRS may be a good reason for one or subsi&ﬁiié ries to
remain on UK GAAP. However, as noted above, 1tis alse necessary Lo W(;:ii_*,i; up
other matters in reaching the conclusion on whether tax may be a;sz'oofi re':hacoﬁ
euch a8 comparability with the rest of the group. ) ) o

192,72 In contrast, where the accounting frameworks of subsidiaries in 2 group

are currently aligned, the burden of proof to justify departing from this situation
is more onerous. The main purpose of having aligned as;a:ou.n{:%zlg frameworks za m
enable sharcholders {among other interested parties) to understand the a;cc;wi;zlae‘
and compars them with the accounts of other cﬁompanieé in {hc.g;ﬁu“\ E;
Eons;ﬂering whether there are good reasons to adopt different i—i{:CO'ul];.‘{ﬁ?:iE
';tlauncwe;sr%{s, the directors must ask how ohscure or difficult to allia!cﬁ“ﬂ-i'“a;;;é
d':ﬂ%:-;’@fx{ accounting frameworks would make the accounts in c'onmar;sfm t'L{;;h%
rest of the group. Other factors include how certain it is that any ta;;;‘ f)'iza;iiiiriiv'
arrangements put In place will lead to tax benefit, the size of ax“w emﬁing *a;
gaving and reputational risk. ' - T h

- /‘q‘-ﬁ ;é . & - : , em o . . \ | L - L H L .
;;, Fur mc'x guidance on which companies are required to use IFRS and
which companies may oplionally use it is given in chapter 2 of the Manual of

Accounting ~- IFKS for the UK.

The true and foic reguirement

2,23 In relation to Companies Act individual accounts, in addition o requiring
COMpAnies to prepare accounts, the Companies Act 2006 section 396 specifies that
the financial statements musl: B B o

B I;f ihe case of the balance sheet, pive a true and fair view of the sr.afc' éfaﬁidrs‘

o .;fze company as ai the end of the financial vear: and, in the case of the ;{JJ'(JﬁI

. Qfaz lo5s :_rzf:c:wfni. give & frue and fair view of the profit or loss of the {,’(r’f'??};‘fi}ﬂf
Jor the fingacial year.” fUADO Sec 396(2}1. o

B ccomgply with provision made by the Secretary of State by regulations as io
the Jorm and content of the balawce sheet and profil ond loss account and
cAditaned infnyieati ol e .
ﬁd{mif.;{(}rlfé{ ;f?f(.&fhazfo.lfr 0 he provided by way of notes io the accouns. " {CADG
Sec 39603, o

234 Inmost cases et e e
4 In most cases, companics are able to.comply with both of these sub-sections

atihe g ~ $3 Thhat o o IS N 4
% ;‘zi‘\.b same tme. T hf:z,é i, compliance with the provisions made by the Secretary of
State is consisient with the requirement to give 2 true and fair view )

;; . ;Howu er, this will not always be the case. The Act makes clear ihat the frue
& { s - 11 E ey ™ rer T i ; . . s ) )
nd fair requirement is overriding, and sets thus out in the following way:

i :

coo The Companies Act 2006 section 356(4) provides that

£ 2011 PricowatecfiouseCoopers LLP. All rightd reserved ST
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intions and any other provision made by or 'Spec_i;ﬁ_-ch‘cumstzmces’. This means that it is not intended to be used as ‘

; 1int all por - . T e 13sed as 4 roue
through which all companies can disregard a spectdic rule of the Act

o he included in @ company’s ndividual .
sl not be suffictent to give @ frue
be given in the

1 compliance with the regh
ungler this Act a8 16 the maiters {
steg 1o those qreouiis, ¥

QCCounty OF iR Be
and fair view, the necessary additional information must

geeounts or in a note 10 them.”

331 Wﬁh few exceptions, such as SSAP1Y (where companies are required to

valne invesimert properties rather than depreciate them, which i3 what ‘th; '5;:“‘{
rc—:qu-ézres);_, ihe general understandimg is that the override -s'ﬁouid only beuuead i‘:]!*hf“
special circumstances of an individual company that has a déﬂ"{:mﬁt ‘:i&ua;iﬂq ;’ron;
most other cgm;}a,nies. In practice, this can be extended to a class hof Ct;ﬂ‘;’ i)tsn;u;e

for exa@pie, ina pa‘ari?cuiaa' industry, which has considerations that differ {1}0211 ths,
.g.enerahty of companies. An example here is that in the past it iias heen regarded
49 soceptable for companies in the securites industry to use the override tou'"m'-a;k
to market’ their current assel investments and take the resultant gains to the r:r; f -

and %es§ account rather than, as the Act required, to the .révaiu;:tk;n ret;er?c; ";)'in
reason it was acceptable for these types of companies s that, because {}i’;he {1:a£'txii
of their businesses, this treatment gave a true and fair view of thei‘r perfom-;:n'-:
whereas ithe Act’s treatment did not generally do so. However other ,i‘ / ;eﬂmi’
;fempam_es __1ha’§. gd{}?;ed that practice had to demonsirate that tgaz;-"hewe}jpf:ci;
ic“‘»'c.um.smnces‘oi their own. {The Act’s rules have now been changed to peﬁ:{}i; fair
vatue acconnding for certaim fimancial instruments — see fr;rthc: chapt‘cr% :)

@ The Companigs Act 4006 section 396(3) adds that:

omplianee with: any of those provisions ig -
true and fair view, the direciors
ceessary Lo give a irie and

“If in special cireumsianees £
ith the requirement 10 give ¢

incongistentt w
v thar provision 1o the extesnt 1

st depari frox
Jair view.”

The Companies Act 2000 section 396(3) notes that:

fect rist be

“Pyriiculars of any such departure, the reasons for it and its e

given in a nole 1o the accounis.”

[The next paragraph s 2273

d 'liu majom:y'(}_f_d&_:partures from the Act's accoﬁn‘téug ipmvisiéﬁns in .p'ra'(:tiée
derrve  from reqmwmeats_ of accounting standards where the app!is;"-ible
accounting ctandard is incomsisient with the Act — for example “non
€ o el o - " . B . K : o - "
smortisation of goodwill with indefinite life (FRS 10 o :

aies Act 2006 can be seen as saying merely that
compliance with the specific pequirements of regulation and other parts of the Act
‘s the minimum requirement. There may be a pumber of situations in which
additional information nas 10 be given, for example, 10 explain a gOmEW Nzl
unusual transaction, Without that explanation, the financial statgments condd 1ot
he said to give a true and fair view; but with the explanation added ey do.
Adding the information i the : and there is no need (o sousder
departing from the specific rules. An example might be that, in order o give a true
and fair view, it mighi be necessary 1o give information about a transaction with 2

related party.

237 Section 396{4) of the Compa

5 g 4 '_' el Ay '; o : : . 5 o
rvie Cwith L33 _.39%3 section 396(5) requires certain disclosures to be given when the
obvious solution overtide is used. These disclosures are detailed in paragraph 2 o

L34, i@xs‘_;‘%.ascuss_eidi_ above, ;Com;?a;.niés Act consolidated financial statements are
i §g f_g{!} ed to give a true and fair view. [CAD6 Sec 404(2)]. Sub-sections 404(4)
and 404(5) contain identical provisions with respect 10 consolidated financial

the other hand, comes infe Gpuration when. owing o E;,ﬁiemﬁm?‘ as sub-sections 396(4) and 396(3) respeciively. Therefore, the
: iscussion above applies equs AP A o
: ion above  applies equally to Companies Act consolidated  financial

345  Section 396(5), on
At aberwise required by the Act

‘special circumstances’, the accounting tredime
does not give a true and fair view, that ig, if the treaiment otherwise required by statements.
the Act (even with. the provision of additional information) is inconsistent with 2 2
. ¥ " o B negn s LT BAE g, L
Coe e 2 Camplianes with seoounting standards and FIFTE abstracss

true and falr view,
s FRS 18, ‘Accounting policies’, recognises that the Act’s requirement to give

a irue and fair view is paramoant:

therefore, be seen not sO much as
assist in achieving a Uue
ub-section 396(4) of the
information; sub-
there is the

945 Sub-sections 306(4) and 3063} can,
sequential provisions, but as Jlternative provisions 10
and fair view. Each has a role in its own circumsiances: §
Companies Act 2006 comes into piay where there is insufficient
section 396(5) of the Companies Act 2006 comes into play where

wrong kind of accounting treatment.

An entity should adopt accounting policies that enable its finoncial
iazaf? ents {o give d frue and fuir view. Those acconnting policies should be
:E_k's}jxffr{a! nzz‘fz{!fze FEGUIPEIERTS of accounting standards, Urgent Issues:
Task Force (UITF) Absiracts i ] dati SRS, 18
. ‘ts and. companies legislation.” [F i
1 . . p gislation.” [FRS. 1B,

24 Although the action of depatting from {he otherwise specific rules in order
o give & iras and fairviewis a powerful and imporiant one, that does not mear it
is something that shouid he done frequently or cavaliery. Indeed, itis a treatment
to be adopted sparingly. As sub-section 396(5) makes clear, it is oniy 10 be used ‘in

23 Thereisa S 23 i i andards
ere is 4 general presumption that comphatce with acconnting standards

E4

15 Tequl al i
quired to meet the true and falr requirement. The legal opinion supporiing

R

&5 9041 PricowaterhouseCoopers LLP, All rights reserved.

@ 2011 PricewaterhonseCoopers LLP.: All rights reserved.




this preswmption is discussed from paragraph 2,78, In addition, paragraph 45 of
Sehedule 1 to 8T 2008/410 requires companies Lo state in their financial statements
whether they have been prepured in accordance with applicable accounting
standards and to give the particulars and reasons for any material departures
feom those standards, Table 2.1 contains an example of a paragraph 45 statement.

i

|
z

i
|
]
i
|

Table 2.1 — Bleco ple — Anmuni réport ant Fanncial statements — 30 June 2006
3 Aécmmtiﬂg poticies {extract) .

i The fnancial statements have ben prepared in actordanoe wiith applicable accouniing standards

in the United Kingdon. o :
© A summary of the more im;.ﬁérlané Ciroup accounting polivies, which have besn spplied
i consistently, is set out below. : :

{The next paragraph is 2“385

%1% While complance with accounting standards and UITK Abstracts
usually réquired in order for financial statements 1o give a true and fair view, 1f
exceptional circumstances a departure from ag accounting standard or UITE
Abstract may be necessary to meet the true and fair requirement. Where
compliance with the Tequirements of an accounting standard or UI'TE Abstract is
inconsistent with the requirement to give a frue and fair view, FRS 18 requires 2
departure to the exient necessary to give a true and fair view. (FRS 18 para 151

339 FRS 18's true and fair override in respect of accounting standards s
UITF Abstracts is similar to the Act’s true and fair override in respect of the # s
accounting provisions and applies’ toall fypes of entities whose fnancial
siatements are intended to give a irue and fair view. Deparinres from
accounting standards are, hawever, very vare indeed and should ve handled
with great care. The ASB's Foreword to Accounting Standards syaphasises that
comapliance with accounting standards will normaily be nevessary © give a trae
and fair view becaiise they are tormulated with the objective of easuring that the
resniting financial information faithiully represents the wnderlying commercial
activity.

54 FRS 18 explicitly provides a sequential approach o the trug and faix
averride. First, entities need (o consider what can be achieved by additional
disclosure: A departure from an accounting standard is a last res0rt when a true
and fair view cannot be achieved by additional disclosure. [FRS 18 para el

Trene qad faiv overvide disclosures

2 41 - Where a company deparis from any of the Act’s accounting provisions in
order to give a true and f2ir view, the Act requires that .. particutars of any such
departure, the reasons for il and its effect shall be given in @ note 10 the aocowis”.
ICALE bec 396(5)

2040 # 2011 PricewaterhouseCoopers LLE. All rights reserved.
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2 4% . The true and fair override disciosures reguired by FRS IR give a more
coise meaning o partculars, reasons and effect : : Lo .

;;,.n, ise 1 eaning o pdﬁsafﬂara, reasons and effect and bring together equivalent
disclosures in respect tepartures [r he accounti i i
f:hu oS ! respect of departures from the accounting provisions of the

T a1 I . pedpasnpd § HATRTIoN 5

7,§3mp»arj;&:. ‘fxCi pr other relevant fegislation, accounting standsrds and UITH
Abstracis. The disclosures should include: 7

s A clear and snambiznous statement that there has
A clear ¢ mambignous statement that there has been a departure from

f.:he: 11%3(;?11]‘(?1’]16‘5‘2?.8 of an accounting siandard, & UITF Abstract or companies
legislation and that the deparhure is necessary to give a true and faty view

" A statement of the treatment that would normally be required in the
circumstances and a description of the freatment actually adopied

A teat wiy b oy 1 e : H 5
# ? lsmfemma as to why the treatment preseribed would nof give a true and
Ay View, B l

# A description of how the position shown in the financial statements is
c?ﬁ:erem: as & tesult of the departure, normally with gquantification of ﬂ];:
difference {except where quantification is self-evident or cannot rcasconably
be made, in which latier case the circumstances should be emiaiﬁe;‘;}, o

[FRS 1% para 62]

i»i’\* The disclosures referred to in the previous paragraph should be given
c{:nm.dgrab%e prominence. They should either be included in the nx}té f%mz dmul:ﬁik
mmph&ncc with apphcable accounting standards under paragra pli‘a 4-“‘: -:\” S(.he"lﬂwif
E.rii.} 81 2008/410, or that note shonld include a cross ;‘ef@r%;%;c: fo E;j}{ei"e ,;u‘i:
disclosures can be found. [FRS 18 para 64] As explained earﬁ&r the 1;1'431:;
COMEROR uses of the “true and fair override” are overrides of company ii‘aw ff\‘narc
required by accounting standards, Tn these cases, the app’éiaﬁibié duom g
standards have of course been complhied with. - o o

244 It should be noted that the fact that guaniification of the effect may be
garded zs misicading or meaningless not, under FRS 13 or.i'na;:l Api 1;1:
scceplable reason for omitting it To @ve an example of an overnide that (:"n'imhc;?
r‘ﬁawf:m.ahEy be quantified, i is not normally possibie io {gumi?y the eﬁ;c.i‘o%
departing from the Companies Act where goodwill on an iiéiéLiiQifée'ﬁf'i. i‘:"'m;é
a)nmﬁ:wed - by ascribing an indefinite life {as permitied by %Rb H}n @';Ln:i
A:Arcu_znsi;ia':ces}“ there 1 no benchmark for caleuiating an ;aallfji‘iis;%?itjz'l L%i:’:
required by the Act, Jren T

g

it
i

he DR Doancial veperting structure

345 Ip the LK . detait of ;

1,4\: 3 in the UK, the detail of accounting standerds remains outside of
fotals i . - . 2 . . N ) ) N
egisianon. However, UK legislation includes certain relevant requirements:

For ai large companies, directory are required to state in the notes to the

2011 PrivewaterhouseCoopers LLP. All rights reserved. 2
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2 Finsnoial risk management
Group
A0 Fianciad fisk factors

IFRETP31 The group's activities axpose it 10's variely of financial riaks: rha:kat risk {inciuding currency risk, falr value inlerest rale
rigk, cash flow interest rate risk and price risk), credit rise ana Hetuidity risk. Tha group's overall risk managemert
programme (oousos on the unpredictability of financial markels and sesks to minimise poleriial adverse effects on the
group’s financiad performeance. The group uses dedviwe financial instrumants o hedge certan risk exposures,

fisk management is canied out by a central Weosury department (proun Ireasury) under policies approved by the
board of directors. Group treasury dentifies] evdiuates and hedges financial risks in closa co-operation with the
Qrour's operating units, The board providas writtan principlas for sverall risk managemans, as well as writlen poticies !
covering specific aroas, such as foreign axchange tisk, inferest rate sk, credit risk, use of derivative Tinancial i
instruments and non-derivative finansisl instrumesnty, and invesiment of axoess Nty

(a} Markst risk

{} Foreign exchange sisk

IFRST The group operates inisadonally and is exposed o foreign exchange risk arising from various Gurrency exposures,
paay primarily with respect tu the US doliar and the UK pound. Foreign exchange risk arlses from fture commerciat

Fansactions, recognised assels and fabilites and net investmerts in foreign operaiions,

FRSY Management has sel up a policy to requics group companies o manage thelr foreign exchange sk against their

RO 2} functional currency. The group companiss are requirad o hedge their sntire foreign sxchangs risk exposuse with the
group treasury. To manage their forsign exchangs risk arising fom future commersial transackions and recognised
assals and iabiities, entities in the group use forward contracts, transacted with group treasury, Forelgn esichange
risk arises when fulure commercial bansactions o recagnised assels or fiabiites are denominated in a currancy thad
s not the antity's funclional auirency,

WFRST The group freasury's risk management policy is 10 hedpe betwean 75% and 100% of aniicipated cash fows (mainky
P2} expion sales and purthase of invardary) in each major foreign qurrency for the subseauent 12 months, Approximately

Sil%e (2010 85%) of projected sales in each major curency qualify as ‘highly probable’ forecast fransactions for hedge
ascourting purnoses,

IFRSY The groun hes certain invesiments in foreign operations, whose net aseets are exposed to forelgn currency iranslation
f’sgiﬁ;?{bf risk. Currency exposure anising Tom the net assets of the group's fareign operations is managsd primarity hraugh
4 =3

$22i0) brrrowings denominated in the relevant foreign currencies.

IFRSTpAl AL 31 December 2011, I the currency had weakenad/sirengthened by 11% against the US dollar with alt ather

IFBSTIGHE  yariables neld constant, postiax profil for the year would have been CI82 (2010 C51) higherfiower, mainly as a result
of forelgn exchange gains/losses on franslation of U8 doflar-denominated rade racelvables, financial assets at fal
vaius wough profi or loes, debt securitios classifled as available-for-sale and foreign exchangs fosses/gains on
franstation of US doflar-dencminatad borrowings. Profitis mare sensitive o movement in ourrancy/US doliar exchange
rates in 2011 han 2070 becauss of the increased amount of US dollardenominated borowings. Similarly, the impact
on ety would have bean C6,850 (2010: C8,8501 highes/ fower dus 1o an increass In the voliime of nash flow hedging
In LS dollars.
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AL 31 Decermber 2011, if the currency had weakened/strengihenad by 4% against the UK pound with all other
variabies held constant, positax proft for the vear would have been (135 (2010 C172) lowsr/higher, mainly as a
regult of forelgn Fchange gains/iosses on ranslation of UK pound-denaminated trade rmosivables, inancial 2ssets &t
s value hough profit or loss, dabt securities classified ae avaltsble-foe-sals and formign exchange Sses/gaing on
wranstation of UK pouncdenominated borowings.

(4} Price risi

FRET

asib The groun is exposed 1o squUItY securities price risk because of investments beld by the group and classified on the
Pa%aHb}

sonsofidated balance sheet sither as avallable-for-saie or 2t fair value rough profit or joss. The grous i not expozed
fo commodity price risk. To manage its onges risk arising from investimenis in equilty securities, the group diversifies its
portiolio, Diversifivation of the potiolio s dons in accordance with the lnis set by the group.

The qroup's nvestments in equity of other entities that are publicly raded se included in one of the foliowing theee
aguity indexes: DX souity index, Dow Jones squity index and FTSE 100 UK equily index.
iFasTpan - The dable balow summarises the impact of increases/derreasss of the three eculty indexss on the group's pasttax
FRETIOIE  profit for the vear and on equity. The analysis is based on the assumption that the squity indexes ha increased;
dacraased by 5% wih all other w, ariables hald constant and all the group's squity instrurnenta moved according Io the
historica! cormelation with the Index:

impact on posi-iax profii in © impast an other components of souly in

----- 2011 210 201 20

DAX 260 120 280 296
Low Jones 158 w25 641 70
FTSE 100 UK 50 30 15 180

Post-tax 5roft for e year would inorease/decreass a0 & resull of gains/loeses on squity secuities classified as at i
value Bwough profit or foss, Other components of ety would increass/ decreasa a5 & result of paingliosess on
sty secuillies classified as avallabie for sais,

@iy Cash fow and fair values interest rate risk

IFAS7E

(2B} The group’s interest rate risk arses From iax
BRI

Z-term borrowings. Borrowings issued al variable rales expose the group

- FREpTRe) to cash flow interest rate 1isk which is parhiadly offest by cash held al variable rates. Borowings issued &t Bxed rales

Expose the Group to fair vahue Imerst rate risk. Group poficy is 10 malntain approximately 80% of s borrawings in
fixed rate instrurmants, During 2040 and 20190, the groun’s borrowings at variable rate were denominated in the
Currency and the UK pound

FRETpR2() The groun Analyses itg diteiest rate rposure on a dynamic basis, Various seenarios are simuiated taking ino
sonsidgration refinaccn g, canewal of existing positons, atternative inancing and hedging. Resed on these soenarios,
ihe group celtuiates o Impact on profit and foss of a defined interest rate shift, For each simadation, the same interest
vate shift is used for all currencies. The scanarios are run only for fabiilties St represent the malor interest-Dearing
nogitons.

tased an the simulations peefarmed, the impact on pos? tax proft of 2 0.1% shift would be a maxkmum incraase of 041
{2010: 037 or decreass of 034 {2010: G283y, respectively. The simulation s done on a quarterly basis 1o vty that the
naximurm 10ss potential is within the lmit given by the management.

FRS7RZ2(GN0 Based on fhe various seenarios, the group manages s cash flow irferest rate rdsk by using foating-wo-fied inersst
: raie swaps. Such interest rats Swaps have he sconomic elfect of converting Dorrowings Som fosting rates 1o fixed
fates. Generally, the group raises long-term borrowings ai floating rates and swaps them into Brod rates thet are iower
than those available f the group borrowed al fixed rates directly. Uinder the interest rate sWaps, the group aurees with
Other paries 19 exchange, &l specified intervals {orimarnily guartarly), the difersnce betwesn fixed contract rales and
Roating-rate interest amaounis caleulated by refersnce to the agreed nolional amounis,
T O casionaily the group also enters into fixec-to-fouting interast rats Swaps 1o hedas the falr valus intorest rate sk
arising where it has borowed at fisd rates in exosss of e B0% target.
;?zgfégﬁ Aﬁ_ﬁ 31 December EQ"i 1, # irdsrest rates on Surenoy-denomingted borrowings had been 10 basis pc)i;“gl,s ?;éghg;{lﬁwe;
: wiih ail othar varabies hald constant, post-dax profit for the yeay woulth hivve Deen G222 (2010: C21) lower/higher,
mainly 25 a result of bigherlowar interest expense on S0ating rats borrowings: othet components of arpuity would
have besn U5 (2010; C3) iower! higher mainly as a result of 2 decresse/increass in the falr value of Sed rate Snanciat
assels classified as availabie for sale, At 31 December 2011,  interest rates on LK pound-denominated borowings at
that date had been .59 higherflower with gl alher variables held constant, post- tax profit for the yesr would have
eer G8T 2010! £98) lowar/higher, mainly as a result of highes/lower interest oxpense on 8

inating rate borrowings,
other components of eqully would nave been 8 {2010 C4) lower/highsr mainly as a result of & decresssfinorasss n
e fak value of fived rate financial asssts clagsified as avaliable for eele,
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b} Credit risk
ERETLEMANG) Credit risk s managed on group basls, sxcept for credit risk relating o ascounts receivabie balances. Each [ooal ety
FESIDIME s responsible for managing and analysing the credit risk for each of their new clients before standard payment ang’:

celivary terms and conditions arp offered, Credit risk arises from cash and sash equivaients, dervative financia S
instruments and deposhs with banks and financial nstitutions, as walf as credit BRpOsSUTes (o wholesale and ratail
fusiomars, Including sulstandging receivablss ang committed transactions. For banks and fnancial instiutions, only
independently rated parties with a minimum rating of "A” are acceptad.  wholesale customers are independantly - :
rated, these ralings are used, i there iz no independent rating, risk control assesses the cradit quaiity of the customer;:
Rking into acoount s Enangial position, past experience and other factors. Indivdual risk iimits are set haged or
fridernal of external ratings in accordance with firmits set by the boars, The utilisation of credit limits is reguiarly
monitored, Sales o retad customers are seftied in cash or using major credit cards. See note 9 for further discﬁoeum_'
an credit ek, :

i No cradit fimits were sxoeeded during the renorting period, and management does not expect any losses from non- -

perormancs by these counterparties.

fo) Liquidity rigk

#FRe7 sash fow forecasting is parformead in the operating entities of the BrOuR In and agyregated by group firence. Group
?33ff‘>*(b§ fnance mordlors roling forecasts of the group's fiquidity requirements 1o ensure it kas sufficient cash 1o meet

daia; oparational needs whils maintaining sufficient haadroom on ds undrawn comritted borrowing faciites (nole 23} &t aif
i fimes 50 that the group daes not breach borrowing Himits ar covenants ‘wiare applicable) on any of its borrowing
fEciities. Such forecasting takes into consideration the group’s debfironcing pians, covenam compliance,
compliance with infeinal halance sheet ratio targets and, i applicabie extemal requiaiony or legal requirements - for
EXAMIHE, LuTrAnGyY restrictions.

ERsTRyE  CEPOSES, money market deposits and markstable sor riies, shoosing instruments with appropriate maturiies o
sutficient liguidity & provide sullicient head-room £5 duterminad by the above-mentioned forscasts. At the reporting
dale, the group held money market funds of 08, 31z (20410 £834) and othar iquid assets of 0321 (2010: C1, 400) that
are eupected 1o readily generate cash inflows fm managing lquidity risk.

| FEST . Surpius cash held by the operating ertities over and abeve halance required for warking capitat management arg
i fgfi}“’fﬁb} ransfered o the group treasury, Group treasury invests surplus cash in interest bearing current accounts, time
I 39

FRETHI ) b] The table oelow anaivses the group’s nonedenvative financial Babifities and net-seitiad derivative financiai labilfies into
relevant mehiity groupings hased on e remaining perod at the balance sheet date 1o the contraciual maturity date.
Dervative financial Fabifties are Inailced in the analysis if their contraciual maturities are assential for an

understanding of the fiming of e cash fows, The amounts disclosad in the table are tha corirastual undiscoumiad
cash flows',
Batwean Batweosn Betweon
Less than 3 months and ¥ and 2 and Tvear
A 31 Decembar 20, 3 months 1 years 7 yoars® 5 yoars® 5 yoars®
Horrowings {ex financs lease tiabilizies) 5,112 15,384 22,008 67,457 38,9580
Firanog ¢ abiliities 5ug 2,110 1,673 471G 2,065
Trading and net seilied derivative
financial instruments {interast rate
BED - 0 116 a5
12,543 3,125° - - -
Firancial guaranies contracs 21 -
2% 31 December 2010 i
| - - —_— i
| G5 fox fingnee lease Habillty) 4,061 12,157 11,575 506787 38,103
Finance lease labilites 897 2,506 1,760 5370 2,881
i Ing and net setfied derdvative
el Instruments lnterast rate
awaps; 317 - 15 a1 50
! Trads and other pavables 9,214 2.304° - -
Financial gusraniee conirants 16
| wasy Uf the 067,457 disclosed in the 2011 borrowings time band ‘Between ¥ and & years’ ihe company intends o repay
BioAk LA0,000 in the first quarter of 2011 (2610; nil).

FRE7pI80N  Thae group's Yading norfolio derdvative nstruments with a regative falr value have been inctuded at thelr fair vaiue of
G262 (20400 C208) within the less than three month time bucket, This is becauss the coniractyal maiurites are not

§ The =meunts nchuged in e table are tha contractugst undissouried cash Hows. excent for rading dlorivatives, which e includad at their
1. ihese amounts will not reconcils o the amousis Siscloged on the batance sheet sicapt for shartdarm oayabies whers
bE Cat choose fo add a reooneliing oolurmn and a fingd total thal tes into the balancs sheet, if thoy wish,

i presened are not mandsted by the sendard butk ara Dased on 2 choles by management hased on fue the business ia managed.
by provided 1o give sufficient granuarity o g Ie tha raader with an understanding of the enfity's Sguidity,

¢ finaneial instruments onty; non-irancizi fies ara nof thersfore nch

i
;
:
I
|
"
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assential for an enderstanding of the timing of the cash flows These contracts are managed on a ret fadr value basis
. rather than by maturity date. Met sefiled dervatives comprise nierest rate swaps used by the group 1 nanags the
retity interest rate profie.
and
sproTpasiy Al of the nondrading groun's gross seiffed derivaiive financial instrumants are in hedge redationships and are dus o
aif : saite within 12 months of ‘ha halanoe chost date. These vonracts requirg undiscounted contractual cash infiowes of
ity C78,7EE (2010 CB3,077) and undiscouried contractual cash outflows of G78,241 (2010 £83,396).
¥ 5 .
ner,- Ap184,185, 3.2 Capilyl management
i it
The group's obisctives when maenaging canital are m saleguard the groun's ability 0 cortinue as a guing concem in
ire o!c}u i provide returns for shareholders and banefiis for other stekeholders and 10 matiniain an optimal capital
strucidre 1o reduce the cost of capital,
O iy order 1o maintain or adiust the caplial struciure, he group may adjust the amaunt of dividends paid rehniders,
saturn capial o shareholders, issus new shares or seff assels 1o reduce debl.
Consistant with others in the Indusiry, the group monitors capitel on the bagls of the gearing ratio. This satio i
catcuiaied as nat debi divided by wial capital. Net debt s calculated as tolal borrowin ; { noiuding “current and non-
up current borrowings as shown in the consolidated badance shest) less cash and cash equivalents. Total capital is
calculated as ‘equity’ as shown in the consolidated balance sheet plus net debl,
tak
I During 2011, the group's strategy, which was unchanged from 2010, was o maintain the gearing ra Ao wi ?hm 45%% iy
50% and a BE credit rating. The BS credit rating has been maintained Hrougnout the period. The gearing
for December 2011 and 2010 were a5 follows:
2011 2010
e " " y - ) .
;oi::! bowrowings {noke 223 126,837 114,604
Lass: cash and cash eguivalents {note 15} 47.528) {34 06
ngG Net debi TOE,509 80,542
1k Totat equity 131,773 50,546
Total capiial 240,682 156,485
O fGearing ratio £5% [t
e,
ed The decrease in the gearing ratio tuiing 2071 resulted primarily from the ssue of share capital as part of the
sonsigeration for e sequisiion.of a subsidiary {notes 17 ano 38,
3.3 Felr value estiimation
a7 ; .
g2 The table below anayses fnancisl insruments caried at falr value, by valuation method. The o Farant lavels ha
- baeen defined as follows:
50
83 B Quotad prices (unadiusted) in active markeis for identicas assets or flabiliies {Level 1}
@ Inputs other than guoted prices included within Level 1 that are ohserwabls for the asset or Babiliyy, either divectly
fthat is, as prices) or indirectly {hat Is, derived from prives) {Level 2).
41 @ inpuss for the asset or Bability that are not basad on observable market data (fhat is, unobservable inpuis) fevel 3.
_ FRS? The following teble presents the group’s assels and Habiities that are measured at fair value at 31 December 2011,
p2TB{ay
- Lavai 1 Lawed 2 Leval 3 Total
;f Asgeis
Finanoial assels al fair value through profit or loss
- Traging derivatives 250 134 361
50 ~ Traging securiiies 11,820 HERD
¥ Derieatives Lsed for hedging 1,905 - 1,108
T Avaiipbie-for-saie financial assels
; -~ ity securilias 1R.735 1%
- Digtal invastments 288 347
¥ Total assels 30,843 1,700 111
: Lishiiitios
5 Financial kabiitiss at fair value fwough profit o loss
it - Trading dervatives - . )
Urrivaiives used for hedging - 3ET
sir Total Habilities - 585 - 505
4.
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AR mmounds 813 thpeands wnless oiberwise stafed)
The fullpwing table presents the group's assels and labiftiss that are measired at fair value &t 39 December 2010,
Laval 3 Lewel 2 tevel 3 Toim
i fair valus through profit or ioss

a8 - a2
THTZ - -~ 7872
Dbfvaiives used for hedgiﬂg - B7% - 875

Ausifale forgale financial assets:
Uy seouriies 14,548 - 14,648
- Eei)& i, ofis - 284 - 2654
22818 1,480 24,078

threnagh profit or joss:
266 - 248
443 449
747 747
:

| IFESTRRT The falr vahue of Snancial instruments traded in active marksis i based on quoted market prices at the balanoe sheet

, dale, 4 market is regarded as active ¥ quoted prices are readily and raguiarly avaliable from an exchanges, dealer,

; Broker, indusiry group, priving sewvice, or regulatory agency, and those oficss represent aciual and regularly

: ‘;cs‘-wgrsg arket ransactions on an arm's length basis. The guoted mer-ot price used for financial asssts held | by the
! 810U iy the curent i price. Thess instruments are nckuded in Lever . Instruments inchuded in Level 1 comprise
primargy madl, FTBE 100 and Dow Jones equity investments classified as irading securities or available for saie,

Thafair yalue of Bnancial nsruments that are no! iraded n ar st & markes {for example, overdhe-countsy derivatives)
i tetermined by using valuation technigues, These valuation tochnigues maximise the use of ohservabla markat data
wherg it 15 avafiable and rely as e as possibie on entiv soeclic sstimates. if all significant inputs raguired 1o fair
Yalug gy ingtrument are observabio, the Instrument 15 euluded in Level 2.

Fane or mare of he sigrificant inputs is not bisel un observabie market data, the mstrument is includad in Lovei 3.

Biucific yauation techniques used fo value Snoncist instruments incude:

Duotad market prices or dealer quoies s’{; sirniiar insiruments,
| B Tha fuy value of Intorest rate sweus is calculatad as the present value of the sstimated future cash Bows basad on
i Uhsereable vighd cunves

B The i value of ?orww:z foran exchange contracts s detenmined using forward exchangs rates at the balance

ahset date, whh he resuting value disc un’zad back to present value.

8 Other tpehniques, sulh oo discounted cash Bow analysls, are used io determine fir value for e femaining
Frangial instrumicdis

NO%e thay aii of the resulting fair value estimatas mre included in Level 2 except for verlain forward foreign exchangs
SONEots axplained below,

§
£

EASTRIVREE) THe folvwin ng tabls presants the changes in Lavel 3 Ingtruments T the year endad 31 December 2001

Trading
derivative's a faly
wakie Hrough
profi or inss Totai
! ’g mé:m" .
Pfirs o Level 118 115
8l ang tnases recugnised In profit o loss 2] a4
\;T(imh halanne 11 141
i .
| Tetal g Qains o losses for the pericd included In proii or loss for asasts hold
; at tha oy o the rapoTting pevind {4} )
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iber 23 Vi The foliowing tabie presenis the changes in Level 3 instrumsnts for the yesr snded 31 December 2040,

Traging

devivative’s at fair

value through
profit or loss Totat
T Gpening balanos 6o o
. Bethements (a1} &1

Gaing and oz

ses recogrised in profit or loss 11} 11
I

Tiosing balance

o Toial goins o7 08368 for the pericd included in profit or inas for aseeis held
" mt the end of the reponting periogd - -

in 201, the group ransferred a held-for-irading Torward forsign exchange conwact from Leva!l @ into Level 3. This is
.. benause the counterparty for the dervative encountered gignificant financial dificulies, which resulted In & significant
- Cingraase to the dispourdt rate due o increased countseparty credit sk, which s not based on observabls inpuls.

U # the change i the credit defaul rale would be shiftad +/- 5% the impact on profit or loss would be G20,
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Current requirements for financial instruments are included in TAS 32,
Geial instruments:  Presentation’.,  TAS 392, “Financial  instruments:
'wswﬁmn :i'lfj mmsuemﬂm EFR“ 9. “Féa:umcéai iﬂ«s%;mmemq‘ 'ﬂ‘*’R‘S 7,

gpply in the EU, IFRSs must be endorsed by an EU ‘endorserment
7. In November 2004, the European Commission adopted a “carve-out’
sion of TAS 39, which deleied a Hmited number of words and paragraphs {rorm
39 relating to the use of the ‘fair valve option’ for financial Habilities and
seiain aspects of hedge accounting. Since that ime, the IASH has published an
Shendment 10 1AS 39 incorporating a revised “fulr value option” and this has been
dopted for use within the EU. However, differences between the IASE’s full
3% and the U ‘carve-out’ version of the standard still remain. The TASB
sited TFRS 9 in November 2009 and updated the standard in October 2010 for
Srancia) Habilities, The U has not vet endorsed IFRS 5.

';?“i The Board intends that IFRS 9 will vitimately replace IAS 39 in s
drety, However, in response 1o requests from interested parties that the
lccoummp-? for financial instruments should be :mpuwvd gaickly, the Board
divided its project to replace TAS 39 into three main phases. The Girst phase, which
is now completed, relates to the olassification and measurement of financial assets

fabilities. The new roguirements are i:acupwfl n c_:hz.'s.pmr 12 of this

ation and can be early adopied subject to EU sndomsement. Proposals
2 the second phase relating to the impairoient me&zmdm{ gy for financial
assets and proposals addressing the third phase relating to hedge accounting
“continue to be developed. 1FRS 9 and TAS 38 will aperate in tandem for some
‘Hoe, with entities seleciing which one of the fwo to dgﬁ iy, IAS 37 and IFRS 75

: will
anply whichever regime v adopted, albeit with ns, Additionally,

Jothe Board s addressing offsetiing of ?ii‘?i;uhﬂ wial Habihities 1o
lreplace the vani part of IAS 32,
“Fair value measurement’, was issued in May 2011 and has oot
3 ne a,x‘imds Y onised i the
=:s11ri.m‘a€.zzi;$ is
Manual sfi f’\ Counting.

59611 Py
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g ;;3" i%% 33, 1AS 39 Within soaps of 1AS 32 Ot of seope
ishe e ang IFRS 7 ondy
S or ; mé for off Setting m neial snancial instruments gy
fication U‘ ffm e 35 ins ancial assets ang habilitios. 1t as . :
and Uity istrume o Srusments into financial 4 Sxet dm;%s o Any forward contract Investments
i et divide s trom the issuer’s Perspective: the €55, fnancia Habilities between an acguirer and 3 subsidiaries, associates
ass0rg ;n ' “}) nds, logse amof 22insy and the ciy e classi {‘“m’} of related - e for under A5 39, selling shareholder w buy and joind venitres
L550ES and hahg i o R - Y ciren mstaneee ; “Lif it i S i e b e P
Hties can bC offses, Astances in whi ich financial ot m” Al A ﬁifLL that ,}A:m 1r1<;d%;owq ad i;iq .
H R nthai s & will result in 2 business AR T for 1Al 3L
i.4 - H PRsly
4 IAS 39 isan extremely log ng lmaammcni {Note 1) combination ut a future

acgusition date (MNote 21

asuring ‘;]”G complex standard shes .
* nay o T
on-financia} :ztm Aoels, flnancial labifites azn{,. séﬁu’
R EFLY - L !
s and abilitie abileins. IAS 39 g, denls with desee °
anlities 5 and | redpe aLC{“;Fiﬂ’}f? : Erecognition

for o
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Lease receivables (Note 33

COtfracts 1o %vu\ Or sell
of inancial 4 assely

iEr
S IFRg 7 requires

aniities to provide di
510 provide disclogys
“‘ NACSUFES that o oy . - N -
: © that enable HSSTS £0 evaluate:- Lease payables (Note 3) Employes benefits
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i four clearly defined categories of Hnancial assets:

A financial asset {ov financial liability) is “al fair value through profit or loss’

if it is either
‘m  Held-for-trading, that is:

@ i was acguired {or mcurred} principally for the purpose of
seliing {or repurchasing) it in the near ferny

@ it forms part of a portfolio of identified financial instruments
that are managed together and {or which there is evidence of a
recent actual pattern of short-term profit-taking or

Ex it is 2 derivative {except for a derivative that is a designated and
effective hedging instrument}.

#  Desipnated op initial vecognition as ‘at fale value through proflt or
loss™. The conditions that are requdrad 1o be met in order fo designate a
financial asset {or a financial Hability} as "at fair valae through profit or
logs’ are any of the following:

m  Where the designation sliminates or significantly reduces an
aceounting mismatch,

#  When a group of fnancial assets, Anancial liabilities or both are
managed and their performance is svaluated on a fair value basis
in ageordance with s documented  1isk management or
mvestment strategy  and information abont this group s
provided on that basis to the entity’s kKey management personnel.

B When a contract contams an embedded derivative that meets
partictiar conditions.

The designation is Urevocable,

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

deterrimable payments that are not guoted in an active market, with the

following exceptions:

®  Those that are 1o be sold fmmediately or in the near future {held-for-

irading) and any others that are designated 38 “at {air value through

profit or toss’ on initial recognition.

w  Those that are designated o8 available-for-sale on initial recognition.

#  Those where the emity may not recover substantially all of its original

mvestment, other than because of cradit deterioration, Such assels

should be clussificd as avatlable-for-sale.

wn

4
i

74

Held-o-maturity investmends are non-derivative financial assets with Bxed
ar determinable payments and fxed maturity {for example, debt securitics,
guoted loans and mandatory redeemable preferred shares) that an entity has
the positive mtention and ability to hold to maturity, Exceptions are those
mvestments that an entily designates on initial recognition as ‘at fair value

D11 PricowaterhouseCoopers LLP, Al rights reserved. L
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dirsetors’ report is one of the mandatory components of a company’s annual financial statements
s Yor members. It must also be delivered to the Registrar of Companies by all companies except
d to the small companies exemption (sec from para 2.143). [{CAO6 Secs 444(1), 444A(1), 445(13,

The duty to prepare a directors’ report 1s contained in section 415 of the Companies Act 2606. However,
,mfmzma At 2006 dou» not contain all the disclosure requirements: many of the detailed requirements
Sntal in Scheduie 5 to 51 2008/40%, "The Small Companies and Groups {Accounts and Directors’
Gm Ragulations 20087, ior companies or groups falling within the definition of *small’ (see chapter 3] of
Manual of Accounting — UK GAAP) and Schedule 7 to SI 2008/410, “The 1 Large and Medium-sized
;npca*:%% and Groups {Accounts and Reports) Regulations 2008 for all other companies.

L DMrectors have a responsibility to prepare the report even il none o4 the directors at the time the report i3
duced were directors during the period covered by the report. They cannot avoid this responsibility simply
sause they were not responsible for all or some of the activities that are being reported on.

The princpal objectives of the directors’ repoert are(ia %up‘piemem the information in the financial
aents with discussions and explanations about the company’s activities and its fature and also to provide
of other non-linancial matters. The purpose Of the narrative information is to give the user of the

fal statements a more complete picture of the company.

Listed companies regard the annuval wveport and financial statements as an important mode

cramunication with sharcholders. Thev, herefore, use the annual report to provide sharehoiders with
information about all aspects of the coripany’s activities and the environment in which it operates, the
anpany’s objectives and its valiess Such information muy be presented outside the statutory directors’
report, {or example, in the chairman s statement or in a separate operating and financial review (see Turther

chapier 3.

‘46 Companies structure the “front hall” of their annual reports (that is, the elements of the annual report
that vome before the finuncial statements) in a variety of ways. The Companies Act 2006 gives directors safe
harbour from civil liability for statements or omissions in the directors’ report (and also the directors’
remameration report prepared by quoted companies) and as a result many identify the entire front haif as the
tors’ report. {See para 2.15G.1.) Others name the majority of the front haif 'business review’, or
erpatively have separate sections for an operating, financial and/or business review, directors’ report,
corporate governance statement and directors” remuneration report,

2.7 In this chapter, we deal with the mandatory disclosure requirements that apply to the directors’ report,
ir;dydmﬁ the business review. In addition to those requirements, the ASB has published non-mandatory good
1ee guidance on the operating and financial review (OFR}. In deciding how 10 comply with the some of
disclosure reguirements, companies may wish to consider that guidance. In discussing the various

sclosure requirements in this chapter, we refer to chapter 3 on the OFR, when the ASB’s statement provides

guidanee on the particular point uader discussion.

[The next paragraph is 2.11]

{ompanies reporting vader TFRS

2.8% The requirernents relasing to the directors’ report are contained within the body of the Companies Act
and, thus, apply to all companies, regardiess of whether the financial statements are prepared under IFRS or
LK GAAP

20
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Consolidated fnancial statements

2.12  The Companies Act 20006 requires that, where an entity is a parent company and the directors prepare
consolidated financial statements, the directors’ report must be a consolidated report covering the company
and its subsidiary undertakings included in the consolidation. {CA06 See 415(2)).

233 Where appropriate, the consolidated report should give greater emphasis to matters that are significant
to the company and its subsidiary undertakings incinded in the consolidation. iaken as a whole, [CAGe
Sec 415(3)

{The next paragraph i 2.16.}

Matters to be dealt with in the directors’ report
Principal activities

Z2.36  The principal activities of both the company and of its subsidiaries d uring the year should be stated.
ICADG Sec 416(1)]. Itis appropriate to include details of any significant change in the group’s activities. Listed
companics are fequired to go further and deseribe their business mode) {see para 2.21.40).

2460 Tois worth noting that a ‘listed company’ is not the same as o ‘quoted company’. Rules applying to
listed companies are sel out in the FSaA Ha ndbook, which includes the Listing Rules. Disclosure Ruies and
Transparency Rules. Rules applying to quoted companies are set out it the Companies Act 2006, A company
may be both "lsted’ and ‘quoted’; as such. it has to comply with-Loth sets of rales. A ‘listed company’ is
defined in the FSA Handbook as one that has any class of it securitics listed. A ‘quoted company’ is defined as
a company whose equity share capital:

#  has been included in the official Hst in accordanet with the provisions of Part VI of the Financial
Services and Markets Act 2000;

2 18 officially listed in an EFA State: or

# s admitted to dealing on either the Mew Vork Stock Exchange or the exchange known as NASDAQ.

{CADS Sec 383).

2.36.2  The application of the definitions to diferent categories of company is set oul in the table below,
1 & i

Status of company’s securities PFSA Hanmdbook: ! Companies Act 2006:
‘Hsted company” ‘uoted company®

Equity shares listed in the UK official list v v

2ebt securitics (but not equity shares) listed in the v x

Uk official list

Equity shares listed in another BEA state or admitted X v
to dealing on New York Stock Exchange or
NABDAQ, but not on UK official list

Equity shaves traded on AIM x %

2317 The term *principal activities” is not defined in the Companies Act 2006, A uselfu! description of a
company’s pripeipal activities would describe what the compan v does to make money (or to achieve whatever
other objective it has). Often, a company’s activities are in diverse mdusiries or classes of business. which
represent segments for the purposes of its financial statements. Guidance is provided in S5AP 15, *Segmental
reporiing’, which defines a separate class of business as the distinguishable component of the entity that
provides z separate product or service or a separate group of related products or services. [SSAP 23 para 111,
Distinguishable components of an entity may include, for example, mining, textiles. elecirical ete. Broad
categories such as manufacturing, whoelesaling and retailing are not indicative of the industries in which the
entity operates. Those terms should not generally he used to describe an entily’s industry segments without
identification of the products or services. IFRS 8, ‘Operating segmenis’, considers segments sntirely
differently and uses a ‘through the eves of management” approach. Under this approach, the operating
segments reported externajly are those that management uses as o basis for its decision-making,

{The next paragraph s 2,19
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Dhirectors’ report

< of prinvipal sctivities described in the directors’ repert should, as far as possible. be
aformasion that is provided for segmental reporting purposes. So that investors can build
v from its component parts, it is desirable to have consistency between the description
ies and the measuremeni of its performance. There are various factors that should be
n deciding whether or nol an entity operates in different indusiry scgmenis and these
chapter 10 on segmental reporting in both the Manual of Accoanting - UK GAAFP
Accounting — IFRS for the UKL

raeiett
Iy

ant
Ads
ue i activity should be reported whenever there has been a commencement of a new activity or

deawal from a previous activity rather than a change in the degree of the activity undertaken.
2 aay be bronght about by the acquisition or disposal of a subsidiary undertaking. In order to
{1 disclosure of the changes in activities, the extent to which the acquisition or disposal has
resultant change in the group’s activities should be considercd. Indeed, FRS 3, *Reporting
2, requires that if an acquisition, a sale or & termination has a materal impact on a
ent, this impact should be disclosed and explained. {FRS 3 para 53] IFRS 8
14, ‘Segment reporting’, enco graged entities to disclose the nature and amount of any items
2 ni rovenus and segment expense that were of such size. nature or incidence that their disclosure was

L2353

‘od lain the performance of each reportable segment for the period. [IAS 14 para 59]. Although
eguivalent requirements in IFRS & or in UK. GAAP, we consider such disclosure to be strongly
ol
to
nd aree of detail that should be given under principal activities will obviously depend upon the
ny company’s basiness. For companies operating in one o1 wwo business segments. the relevant
is i 15 normally given in the directors’ reporl. Muitinational-Corporations engaged tn a wide range of
as ies tend to include the relevant details elsewhers i the annual report and accounts, for
a sepataie statement that sets out a detailed review of their operations, Where this is done, a
chould be given in the directors’ report to where the necessary information can be found. Table 2.1
al o ifusiration of the disclosure of principal activities,
) veup ple - Annual report and accounts — 33 Ju; 2000
activities of the Company and its subsidiaries (the Group) are and. during the year ended 31 July 2010, were the
1 . munufacture, sale and support of
{

electronic and radio frequency products that connect, protect and control critical systems for the global wireless
ations, acrospace, defence, space, medical, rail test and industrial markets; and

¢4l componenis including ducting, hose assemblies and heating elements thal move and heat fluids for the aerospace,
cdioal, Indusinal, construction and domestic markets.

-ﬁ?: mals manuiacturing operations are i the UK, the Americas, Continental Europe and China.
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Directors’ report

2213 In promoeting the company's success, directors musi, in particular, have regard 1o the following:
8  The bkely consequences of any decision in the long-term.

The interests of the company’s employees.

@  The need to foster the company’s business refationships with suppiers, customers and others.

L The impact of the company’s operations on the community and the environment.

#  The desirability for the company maintaining a reputation for high standards of business conduct.
B The need to act fairly as between the company’s members.

ICADG Sec 172]
2.21.3.1  The business review must be “balanced and comprebensive’, [Sec 417(4)1 A balanced review is one
that reparts both good and bad news. In a press notice, the FRRP reporied that it had held discussions with
Rio Tinio plc on whether additional information about some of the company’s operations referred to in the
2008 business review ought to have been included in the review to comply with the legal requirement for a
balanced analysis. Folliowing those discussions, in thetr report and accounts for the year ended 31 December
2010, the directors of Rio Tinto pic included more information about environmental matters, social and
community issues and related reputational risk.

22832 Little authoritative guidance is available on the practical aspects of preparing a business review,
which, for a large diverse company, could be detailed and complex. Althetigh not written with the business
review specifically i mind, the ASB's veporting statement on the OFR RS (OFRY does deal with a number
of #s required disclosures, as shown in the table above. So, it is common for those preparing an OFR —
which incorporales a statutory business review —— or those simply-yreparing a business review as part of the
directors” report to comply with the RS (OFR), o ensure . hot invesiors receive the most appropriate
information. Hence, the example disclosures within the chapier on the OFR may also be considered when
preparing & business review. See chapter 3 for guidance on the RS (OFR). Chapter 3 also provides
information about publications that will be of assistance 10 companies preparing a business review, whether
complying with the RS {QFR) or net. These publications and other good practice examples can be found at
WWW.Ccorporalereporting.com.

2.28.4 The legal requirements vary according to the type of company: a small company does nol have to
prepare a business review; all other companies must do so; but the reporting requirements vary depending on
the company’s size and status. A cotapaiy will comply with the legal recuirements for a business review i it
elects to comply with the ASB’s RSJOFR) (see chapter 3). This overlap between the law and the RS {OFR) is
expressed diagrammatically belovs and described more fully m the subseguent paragraphs.

2044
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Directors’ report

Type of company
Small company (see from

para 2.143)
Medium-sized company

Large unguoted company

Quoted company (see
para 2.16.1)

Disclosure reguivement
Business review not requived. [See 417{1)].

B The business review must contain, at a
minimun:
B A fair review of the company’s business.
B A description of the principal risks and
uncertainties facing the company.

#  The review should be consistent with the
business” size and complexity and provide a
baianced and comprehensive analysis of;

B The development and performance of
the company’s business during the
financial year.

®  The company’s position at the end of the
year.

#  The review should also include, to the
exient necessary for an understanding of
the company’s business, analysis using
Jfirancial key pesformance indicators
(K PIs).

&  The review must contain, where
appropriate, references to and add tivaal
explanation of amounts incladed in the
financial statements.

[Sec 417 (3), ), (¥, {7y, (8)],

All of the above plus, where aporopriate, analysis

usig other KPIs, including infermation on

environmental and employe matters. {Sec

417(0)b.

The main trends and factors likely to affect
the future devalopment, performance and
position of fhie company’s business (see from
para 2575 below),

®  *inibomation about persons with whom the
company has contractual or other
arcangements that arve essential to the
company’s business {see from para 2.21.35).

B *Information about
& envirenmental matters (including the

unpact of the company’s business op the
environment) (see from para 2.28);

the company’s employees (see from
para 2.28);

B social and communmty issues {see from
para 2.28); and

® mcluding information abeut any of the
company’s policies in relation to thoss
matiers and the effectiveness of those
policies.

[CAGH Sec 417051

The disclosures ahove are required “ro the extent
necessary for an understanding of the development,
performance or pasition of the company’s
husiness”,

*If the review does not contain information on
any of the items asterisked above, it must state
that fact. [CAD6 Sec 417(5)).

Mon-mandatory guidance in
the BS {OFR) paragraphs

22, 34-32, 36-37

27%¢), 52-36

2H), 30-32, 43-46

27dy, 30-32, 50-51, 60-74

38-42, 75-77

13-15

8-12, 27(b), 33-35, 47-49

28(cl),57-59

28{a), (by, () 29,35

2006
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Diraectors’ report
The meamng of ‘quoted company’ is discussed in paragraph 2.16.1.
Cmgianced reporting is discussed further in chapter 2
CWWhere an entity is a parent company and prepares consolidated financial statements, the business
souid be a consolidated review covering the company and iis subsidiary undertakings included in the
tuion. [CAD6 Sec 417(9)L There is no requirement for the parent company to prepare a separate
for the company alone,
[The next paragraph 1s 2.21.4]

v poguivemments to different fypes of company

45 meantioned above, all '*am'apzmic&; must prepare & business review, other than those entited to ths
.x;ap«miu ummph{‘n {s% para 2. 21 ) ﬁn ASB 8 R% {OYR) aﬂc,rw SOme gs_umant,c on ‘)md}"‘ilh’

hz;fn T ‘3) bu;udnc{, é{} 'éhsx%i dnu_i{}ls n prupdi"]ﬁ.‘_{ ] ‘wsmnss review i3 limited for privai‘.e emitics_._
gh it is open to them o use the RS (OFR) if they wish to do so,

Many of the requirements of the business review are preceded with the words “ro the extent
v for an understanding of the devel (‘:pn‘ic—*rzl performance ov position of the company’s business™ this
ors some discretion over the level of detail that should be presented in the business yeview.

i Eearim i mind that the overriding purpose of the business ¥eview is as a tool for communicating
I members (see para 2.21.2), we believe that the type and extent of disclosure reguired depends on the
tent w0 wh ich an entity’s share ownership s dispersed and fov close/involved the owners are to the

Hisiness’ management. This distinclion can be Mustrated as fellows:

CChwner-managed  companics. Members  already Fose a2 good understanding of the company's
“development, performance and position. The munimum information to comply with the legislation is
all that is needed to present a clear picture toniembers.

CWholly owned subsidiaries: The position tor whelly-owned subsidiaries of a parent company that
actively monitors the business performance on an ongoing basis is similar 1o that for owner-managed
companies. Often both the managetusnt and reporting of risk and key performance indicators for
“wholly-owned snbsidiaries are underfaken at the group level. in such circumstances, it is appropriate to
clarify this position and also < state that the company’s directors believe that analysis using key
performance indicators is not necessary or appropriate to understand the business' development,
performance or position. The stalement should usefull Hy refer to further information available in the
group annual report, pdoing clear that it does not form part of the company’s annual reporl. The cross-
reference should be to'a specific paragraph, heading, or page in the group annual report. See further
paragraph 2.21.13 below.

Public interest, AIM-listed or separately managed private companies: For public interest companies,
AfM-listed (or PLUS-quoted) companies and private companies (including non-whoily owned
subsidiaries) where ownership is distinet from those who manage the entity on members’ behalf, the
amount of information disclosed should refieet the explicit reguirements implied by BIS in its
pronouncements and guidance (for example, “the business review would inchude i‘rtfi)f'ma;‘ff)i? on ehjectives,
)i“?{‘ﬂ’{,’f{% and resources where necessary to provide a foir review of the company™. The minimum
disclosures described for owner-managed entities showld be suppiemented by L-xddmmmi contextual
information around risk and kev performance indicators, as well us & description of the entity's strategy
and business environment.

i oted companies: Fuller disclosure s necessary for quoted companies, to assist members in
nderstanding the entiny’s development, performance and position. The most appropriate guidance is
in the recommendations of the ASB’s RS {OFR}. {See chapter 3}

-28.22 Given the broad nature of the categories set out above, and particularly public interest entities with

-{;hwg sed m\;m;g}upﬂ there needs io be a degree of flexibility in the approach chosen by companies depending
c:n thelr circumstances.
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