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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.
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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

011 PrivewsterhouseCoopers LLP: All rights ressrved. 2043
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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
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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
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(Al amounts in U thousands unfess oifenvise stated)

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.

Es PwC - UK Blustrative IFRS corporate consalidated financis! stalements for 2041 year ends
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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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(AN amouris in O thousancs untess otfsrwise siated)

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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HFEES G8AP Plo - yesy enderd 31 Dages

&7

A amounls in & thousands unlass oihenwise siated)

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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FAAF Pl yeay ended 31 Dacermber 2011

458
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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s in C ihousands Uniess othorwise sialed)
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
r f»,L(}g}H‘-HRG and me i%ldf estal ?E gl

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
& the signif Evaiuaie: Dt | ployee ©
I Heance of financi Orwn equity Shars-based pavmenia
neiaf ingt UMmente £ vit ety pay
and periorm . menis {or the en e
1anee; and E:hﬂ s financi: il position sit and mmh eguivale
& \ 3y ‘ - . ‘ o]
the nature and extent o £risks arisi - Secivatives - for example: alives on own shires Own use commadity
entity i Lxposed and ] ing from finay ancial insty Imiey . 4 led only by delivery of contrants {MNotz 4)
Goand how the ENEtY mana ses th CHEE L0 which the Interest rate swaps o mmber of shares
SORERALes thery, 000 T e xod number of shares
for o flred amount of cash

Currency forwards/swag

14 The SCope of the
financiaf inse:

I three stand nda
opane FHREnt under [FRS jg
VOORE eIty g o fri

f ¢ L3y
definit ses o

Purchasedwilt

18 vors
¥ wide rangin . The definition of a

ﬁﬁil‘ O
ol Giahility L): g‘:’mﬁ that gives rise 1y o f{}'fﬁhp'{?f assef
[ 3! e 3
100 encompasses cash, debt ap FLY insivinter; of another CHLity
Ee

L Copmadity conlracs
{Mow £

. This

pavables, de . d equity ip .
derivas Sy ‘(bi certain pio‘mf‘m Hel cas ?Z t‘f{r};{hwgs trade “"Lf"l\rd\)!{fa, and P Collarsicans
erivatives (ipe asiesettled ¢ - o
,zmmnam H (e Udmc embedded deriv ;tzwes} 1ot Omm‘)d”‘” COnracts R Credit derivatives
WIS are exchuded from the scope of OWever,  certain finanaia} . ok OF net share

Siummaris 3 a o
mansed w the tble pet fow, He or all of the stungui s, as

wii’g able derivatives on

own sha ?“LS

{epivatives on \ubm}mz' ]

thai do not mogt !h\, oriteria of
anoequity instryment

Embedded derivatives

Wealher derivaiives

foan commitmenis held for Mher loan commitments
trading {Note 5)

Financial goarantess {INote 8} Tnsurance ooniTacks

Ciontracis with
disereiionary
participafion features
{Mote T}

Mote § - IFRE 3 has reinoved the scope exemplion for contmgent considuration n a busi
inn. O adoption of IFRS 3 contingent consideration from both the scguires and acquiror’s
perspeciive 1s in the scope of 1AS 32, 1AS 36 and L1FRS 7.

Bote F e The term of the foreard contract should not exceed a reasonable pariod normally necswsary
o obtain any required approvals and o complere the wansaction, Any forward contract between an

combinngt

acquirer and a selling shareholder to buy or sell an acquiree that witl result tn 2 baginess combination

At s future acquisition date is within IFRS 7's scope.
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Note 1 -
ondy. §

ase receivables are included in 1AL 39
1nee lease pavg
asa contracty gre gl

Moo 4

fes are subject to the ders
5¢ within 1A% 39
Coniracts o buy or sell non-fnancial items are within 148 32
they can be settied net in cash ar mnother financal asser and the
ontinuing to be held for the purpose of r
eniity’s cEpected purchase, sale

able financial instrumenis,

ity instruments do not include pﬂudm"i f%n{_m-bmz fj ndeiivm‘ to

equity B8 h { impose on the entity an oblhgation {o " tion

instruments { *a. f;:a, share of the entity’s net assess on }zﬁiwafl HJH

: - another pa‘ii:« ‘i-fﬁmﬁ N equify mstruments, of instruments Jz;f ‘f“y_f

s soome, {AS 3% and IFRS 7 it I anid are clags «d as ¥ 42 jelivery of the t?i!.?.i'i‘j”ag W ;;:qmty
¥ 4o not et the tegt pf being ente - racts Tor the future receipt or delivery

PLor delivery of non-Gaancial iems 1o mest th : - OOMLEALS
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from short-term Socmmt in price.
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other financial nstrument unless: hey are ¢
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Y8 10 Provide » loun 4t g bafor.g @
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g - ility is any liability that is:
‘ i nl Hahility is an iidk}ﬁiu}f

o generaie § profi S A finaneial ha bality 1 ¥

Mote § #they cannot by ey 5

ted niet in cash ay By som
nated as financia] g bilities 51 fair value

which (he entity has
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{eliver cash or another financial asset to anothe
G aeuve *

o [T EICN viddy o siher @Ei?!iy
; s or financial Habilities with anothes
| t ¢ ' 10 exchange Honancial assets or financial lia i
48 INSUTANCE CORtracts pn ; oo O SXChang
has used accouniing appiicabls ¢ SCOASTs, i which case either AS 19 ot (R 5
“Insurance conteacts”

1 . syt
ientially unfavourable o the entity.
e that are poteatially unfavouws
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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
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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.

2011 PricewaterhouseCoopers LLP. All rights reserved. 2000




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

2611 PricewaterhouseCoopers LLE. All rights reserved.




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.

€5 2011 PrivewaterhouseCoopers LLFP. All rights reserved. 2007
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FRE 2

interpational Financial Reporting Standard 2 Sharehas
paragraphs 1-64 and Appendices A-C. 4l the ix i
Paragraphs in bold type state the main principles. Terms defined in Appendix A aie) :

fatics the first time they appear in the Standard. Definitions of other terms are glveg oyis -f@? §§‘,$u§ﬂ@ the IFAS

4 Pavment GFRE 2) &5 set on
sgraphis have equal authob

lossary for International Finsnclal Reporting Standards. 18RS 2 should be reagd
m e L 0? its ebjective and the Basis for Conclusions, hrities otie]“ grant shares or share options to employees or other parties. Share
T Slandards and the Conceptual Framework for Financial Reporting, 1S3 plans and share option plans are a common feattre of employee remuneration,
12 Wm e ‘ X ates aid Errors provides a basis for ’&G,uf““q fordivectors, senior executives and many other employess, Some entities issue
and applyi ficie cplicit guidance, shares or shiare options (o pay supphers, suc ch as suppiiers of professionsl services.

Jifaril this IFRS was issted, there was 1o IFRS covering the recognition and
Cmeasurement ofthese transaciions. Concerns were raised about this gap in IPRSs,
“given the incr casing prevalence of sharebased payment fransactions in many

Srounir

eagons for amending IFRS 2 in June 2009

g June 2009 the International Accounting Standards Board amended IFRS 2 to
srplarify its scope and the accounting for group {'&iSh‘Si’JEﬂ{"_‘Q share-hased payment
cyransactions in the separsate or individeal 'ﬁi‘macieﬁ stat
receiving the goods of services when that entity has no ob
whare-based payment Uansaction.  The amendments aiss.} incorporate ihie

&

ents of the entity
gation fo settle the

21
!
il

guyidance confained in the following Int yprefations:

IFRIC 8 Sco [FRS 2

# IRIC 11 IFRS Z--Group and Treasury Share Transactions.

As g resuls, the Board withdrew IFRIC B and (FRIC 1

ain features of the IFRS

The RS reguires an entity to recognise share-based payment transactions in its
financial matunems, incliading transactions with emnployess or other parties 1o
ier assels, or equity instruments of the entity. There are no

be servied incash,
exceptions to the 1PRS, other than for transactions to which other Standards
appiy.

The [FHS sets ont measurement principles and specific requirements for theee
types of share-based pavinent transaciions:

equitysettled sharebased payment transactions, in which the enfi
receives goods or services as consideradon for equity instruments of i:{
entity {including shares or share options),

sashsettled share-based payment transactions, in which the entity acquire
goods or services By incurring Habilities to the suppler of ti‘msa—.‘ goods or
2 for amounts that are based on the pﬁ(e for walue) of the entity’s

SEEVL
s?aar*e., or other equity instruments of the entisy and

transactions in which the entity receives or acguires goods or services and
the terms of the arrangement provide either the entity or the supplier of

® 1ERS Foundation : : € IFRS Foundation 239
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For egiitysettlad shared
to measure the goonds or services received, and the corresponding incresss
eguity, divectly, at the fair value of the goods or services Teceived, unless that
valu :

FRs 2

those goods or seyvices with a choice of whether the entity settles settlement of @ grani of equily instruments o employess, the FRS
fransaction in cash or by issulng equity Instruments. ' generly requires the entily to recogndise, 2s a minimum, the services

easured at the grant date fair valué of the equity instriments

Py — . L peoeived
ased paywent transactions, the IFRS requires an eng TELEIE

; gra_‘ni:ed

shesettied shave-based pavment fransactions, the IFRS requires an entity to
e cannot be estimated reliably. I the entity cannot estimate reliably the eqsure the goods or services scquired and the lability incurred at the fair value

value of the goods or services received, the enfity Is required to measure th 11 Hability. Until the Hability is sertied, the entity is required to remeasure the

valug, and the corresponding increase in eguirty, indivectly, by reference to
falr value of the squity instruments granted. furthermore:

{
{

B

)l
7

e of the Hability at the end of each reporting peviod and at the date of
£.owith any changes in value recognised in profit or loss for the period,

for transactions with emplovess and others providing similar services, 1§ “share-based payment fransactions in which the terms of the arrangement
entity is required o messuce the v value of the squdly instrume Fovi - the entity or the supplier of goods or services with a choice of
granted. because it is typically not possible to estimate reliably the § y the entity settles the fransaction in cash or by issulng equity
vaiue of employee seivices veceived,  The faiv value of the eguiys the entity is yequired fo accounf for that {ransaction, or the
instrignents granted s measuared at grant date. : ' { that reansaction, as a cashsettied sharebased payment

. Sraysaction iF and (o the exfent that, the entity has incurred a Bability to settle

for tra ith parties other than emplovees {and those provids
similar s . » i3 a rebutiable presumption that the fair valusy
the goods or services received can be estimated veliably, That fair valy
measured at the date the entity obtains the goods or the counterpar The T escribes various disclozare requirements 1o enable users of financial

®), 0T a5 an equity-settied share-based payment 1o

T
N

v {or other ass

Uand to the extent that, no such Hability has been ncurred,

venders service.  In rare cases, i the preswmption ks rebusted, the:  ynderstand:

trapsaction is measured by reference to the faly walue of the squis . ] s ‘ b i
the nature and extent of shaye-based payment armangerments that existed

Instrwments granted, measured at the date the entity obtains the goods ¢ ] ) :
during the pevied;

the counterparty rendess seyvics,

< hesw the falr valde of the goods oy services received, or the fair value of the

ence i the fair value of the « il T . . L .
: equity instruments granted, during the period was determined; and

tces measured by oo

menis granted, the IFRS specifies that all nonvesting condilions v
en o account in the estimate of the fair value of (e equin . the effect of sharebased payment transactions ou the entity’s prafit or loss
imstruments. However, vesting conditions that are not masket condition S for the pericd and on its financial position.
are not taken nlo aceonnt when estimating the Dy valoe of The shares o i

options af the relevant measurement date las specifien above). Inste
vestlng condifions are fsken Info account by zaiusting the number

veceived as consideration for the eguitvdustrmments granted is based
the number of eguity instruments abad eventaaily vest.  Fence, on

the equity nstruments granted do not vest because of failure to satisfy

vesting condition {other than o marker conditionl

the [FES requires the faly value of equirty lnstruments grantad to be b
on market prices, if available, and o take inte account the ferms
ruments were granted, In

-7

conditions upon which those equisy i

fair value is estimated, using a wvab
technigque o estimate what the price of those equity instrumenis wot
have been on the measurement date in an arm’s leagth fravs:
between knowledgeable, willing parties.

absencs of market prices,

the WRE also sets out reguirements if the terms and conditions of an optio
or share grant are mod

xd {eg an option is repriced) or if 4 grant i
cancelled, repurchased or replaced with another grant of egui
instruments. For example, itrespective of any modification, cancellation o
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international Financial H@gﬁ@ﬁﬁﬁﬁ Siaﬂﬂﬁdi‘ﬁ 2 : ieehe entity at & price that is less than the fair value of those eguity instriunents,
Sheare-haseed Paymem' : .mi an emploves receives such @ right becauss hefshe is a hﬁ} er of equity

: : i ) : pstrurnenis of that particalar class, the granting or exercise of that right is pot
: ;117_[5‘(1 to the rs:qam:meufs of this IFRS,

B

Cijective

pg‘{ﬂd in paragraph 3, this [FRS applies to share-hased payment transactions in

entity acquires or receives goods or services.  Goods includes
gible assets and

&

The oljective of this IFRS is {0 spectiy the fnancial reporting by an entity whey
undertakes a shavedased pavment transaction, In particular, it requires an entity
reflect in its proflt or loss and financisl position the effects of sharebag
pa‘vmvnf transactions, mdhdﬁv* SXDENSLS AS0C iated with transactions in whm‘
siare options are granted to employvees.

, consumables, pr !_:per‘w, plant and equipment, intan

vAnancial assets.  However, an entity shall wot apply this IFRS w
Hons in which the emny acquires goods as part of the nel assets acquired
fa bydiness combination as defined by IFRS 3 Busivess Combinations {as revised in
2008, in & combination of entities or businesses uader common control as
. der“weci in paragraphs B1-B4 of IFRES 3, or the contribution ‘of 4 business on the
3@@5@@ ' - “ajomt venture az defined by 145 31 f':ugms!:f; in joint Ventures. Hence,

gmt cingtrumnents issued in a business combination in excha ze for control of
An entity shall apply this IFRS fn accounting for all sharebased payme tie a&.ildifﬂ‘ are not within the scope of this IFRS, E~'*’<}w>v01' equity instruments

transactions, whether or not the emitj L£an 1demuy spec1,1‘1(.<;1i§ omie o1 all Ofthe . 'm d to q_mg; oyees of the acaimm e in their capamﬁ as Cmpsf}ycu {eg in refurn
goods or services recelved, including: i or kont_m_ﬂcd seyvice) are within the scope of this IFRS,  Similarly, the

ancellation. replacement or other modification of sharedased  payment
‘arrangements because of a business combination or other equity restrucroring
costesettled share-based payment transactions, and © shall be arcounted for in accordance with this IFRS, IFRS 3 provides guidance on
determining whether equity instramesnts issued i a business combination are
vart of the consideration transferred {n exchange {or control of the acquizes (and
therefore within the scope of IFRS 3) or are in refurn {or continued service to be
‘rérognised in the postcombination period {and therefore within the scope of this

IFRS).

equity-settled share-based payment transactions,

transactions in which the entity receives or acguires goods or services .?11{1
the terms of the arrangement provide either the entity or the supplict o
those goods or services with a choice of whether the entity sevtiss 4
transaction in cash {or other asseis) or by issning equity nstrumeints 7

except as noted in paragraphs 3A-6. In the absence of specifical’y [dent
goody or services, other circumstances may indicate that goods or services hg
been {or will be) received, in which case rivds IFRS appliss,

“This IFRS does not apply to share-based payment transactions in which the entity
reced or acguires goods or services under a contract within the seope o
'-parag phs 8-10 of 1AS 32 Fingneial Instruments: Presentation (as revised in 2003) o
Treleted! ragraphs 57 of IAS 39 Finoncial Instruments: i
- ) : #:{as revised in 20031

Kecognition amd Mea

A share-ased payment {ravsacton may be settled Ly another group entity {or
sharehoider of any group entity) on behall of the #ntity receiving or acquiring tf TR
goods or services, Paragraph 2 also applies toaneatiey that : gmg.ﬁi?mﬂ

(4} receives goods or services when anuthwr entily in the same group (or
shareholder of any grou entity} has the obligation to zettle the shs
payment ransaction, or

An ety shail recogaise the gﬁ&)dﬁ or services mr.ewed of acquired in a

: _55}1{@13&155:(1 payment transaction wien it olxins the goods or as the services are

received, The entity shall recognise a corresponding ncrease o eguity it the

B has an obligation to settle a shavebased payment transaction when . goods or services were recelved in an equitysettled shorebased payment
ancther entity in the same group receives the goods or services ' -, HRnsaction, or 3 imbahiy if the goods or services were acquired in 2 cashrsettled

o sharebased payment transaction,
unbess the rransaction s clearly for a purpose other than payment for goods ¢ '
services supplied to the entity recelving rhem.

“When the poods or services received or acguired in a share-based payment
tramsaction do not qualify for vecognition as assets, they shall be recognised as
For the purposes of this IFRS, & wransaction with an employee {or other smm expenses,
hisfher capacity as a holder ol equity instrurnents of the entity is not a share-based
payment transaction. Por example, il an entity grants all holders of a particul =T§wca} v, an expense arises frowm the consumption of goods or services.
clags of its equity instrutnents the right to acgnire additinnal eguity instrament§ - For example, services are typically consumed immediately. in which case an

‘expense is recognised as the counterparfy renders service. Goods might be
consined over a period of Hime or, in the case of inventories. sold at a later date,

The title of 1AS 32 was amended iz 2005,
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in which case an expense is recognized when the goods are consumied or sa ag}pi}’ the requirements of gar(wr_ap 110 o transactions with parties other than
However, somethnes it is necessary to recognise an expense before the goode sovees, fhere shall be a rebuttable presumption that the falr value of the

services are consumed or sold, because they do not gualify for recogni Glaatar services recelved can be estimated rellably. That fair value shali be
assats. For example, an entity might acguive goods as part of the research pl{_@ aasured at the date the entity ebtuins the goods or the counterpariy renders
of a project to develop 4 new product. Although those goods have not § L ioice Im rave cases, if the entity rebuts this presumption because it cannot
consuined, they inight not qualify for recognition as assets uader the applits ;mate reHably the fair value of the goods or services receivad, the entity shal

[FKS. : neasure the goods or services received, and the corresponding increase in equity,
' o ' cily, by reference to the falv vahie of the equity nstruments grantad,

g@gﬁﬁiywﬁﬁﬁgﬁ{f sharae-basad ﬁayaﬁen% 'ﬁ&’aﬂﬁzéﬁ.ﬁ:ﬁ@ﬁé o ' i _"'-,as.in'zf:i at the date the entity obtains the goods or the counterparty renders

ylar, if ‘he ident ﬁab}o consideration received Gf any) by the entity
vive of the equily instruments granied or Hability

For equity-setiled share-based payment transactions, the entity shall raamm Cineurred, typically this  situation indicates  that ofher consideration

go0ds or services received, and the corresponding increase in equity, divectly, : e “mdm“”dbw goods or wmcm! }m‘; been im will be} rﬁe%‘jﬂi 1 Y the e?m}!'

the falyr value of the goods or servives tecsived, wnless that fair value cannod z*er*c—werz Hiaceotdance

estimated reliably. If the entdty canpot estimate reHably the fafr value of o

gooids o sérvices received, the eutity shall soeasure their value, and received €0'*' to be received) as ﬁle d'ﬁf rence belween ﬂiﬁ fai min »’f ihe

corresponding increase in eqmw indirecily, by reference to the fair value eftm : e-based paymaent and the faiv value of any identifiable goods or services

equity instruments gx-dmggg received {or to be received). The entity shall measure the vnidentifiable goods or

) ) : ryvices received at the grant date. However, for wmmﬂstmfd transactions, the

paragraph 14 to 1131‘;‘3“ tlons. wikly employees g al:«ﬂ;t y shall be remeasured at the end of each reporting period until it is seftied

providing similar serviees, the entity shall measure the fair value Haccordance with paragraphs 3033,

ices received by reference (o the {aly value of the squily instruments gri i :

because typleally it s not possible 1o estimate reliably the fair value of (e servied Tr@ﬂgﬁc%mﬁﬁ in which S&E’V%Ceﬁ are raceived

ved, as explained in paragraph 12, The fair value of those equity inste thuey

shall be measured ar graar date. “ i3 .ﬂt_ equity instruments granted vest immediately, the counterparty is not

Typically, shares, share O}Jtmm or other eguity 1'15&“@@: ;).re s:fr—am'ed required to complete a specifled period ol service before becoming
. u R GRS enconditionally entitled to those eguity instruments. in the absence of evidence

emplovess as part of their yemmuneration package, in additlonw a cash salarv a

. . Gl I to the conirary, the entity shall presume that services rendered by the
other employment benefits, not possible o pwasure divectdy ¢

Overview

-

nis of

IG apply the requirermce

-

Usually, i1 §
services recelved for particular components of the vmplover’s remunerat

Jcouaterparty as comsideration for the equity instruments have been recerved. In
thig case, on grast date the eativy shall recognise the services received in full, with

?}"sd{'we. It might aise not be possible to meanire e falr v of t ing i
packag ght 3 2 poss easurehe falr value of the o) 4 corresponding i rcrease in equity.

remuneration package independently, without theasuring directly the fair vii
of the equity instruments granted, Furthermmole, shares or share opt HRE - If the equity instruments granted do not vest until the counterparty complefes o
somaetimes granted as part of 2 bonus arreasement, rather than as a part of ba specified period of service, the entity shall prestme that the services o be

remuneTation, eg as an mcentive io the emplovees to remain in the entip rendered by the connterpardy as consideration for those equity instruments will
amploy or to reward thém for their efforts in ﬂ)p;mmw the entity’s porforman be réceived in the future, during the wsiing period. The entity shall account for
By granting shares o7 share options, in addition to other remuneration, the ent ~ those services as they are renderad by the counterparty during the vesting period,
is paving additional vemuneration L obiain additional benefits, Tstimating “with a cotresponding increase in equity. For example:

faiy value of those additional benefits is Hkely to be difficulr Because of {3 '
aifficalty of measuring divectly the fair value of thie services received, the enti
shall measure the f it Vdi 2 of the employee services received by reference o {l
fair value of the equity instruments grange

if an employee is granted share options conditional upon completing three
years’ service, then the entity shall presume that the services to be
rendered by the employee as consideration for the share options will be
. received in the future, over that three-year vesting veriod.

L if an employee is granted share options conditional upon the achiovement
This TERS pses the phiase by reference o' rather than “at’, because the transaction s ultimatel o of a performance condition and remaining in the entity's employ until that
meastred by mualtiplying the fair value of the eguis 2T ES micasured at the : = o ‘s . - o e ;

¥ muliiply y of the equity lnstruments granted, measured at the 4 perforiance condition is satisfied, and rhe length of the vesting period

specified in paragraph 11 or 13 (whichever is applicable), by the number of equity instoamen . - . o e
N N £ ; : A varies depending on when that performance condition is satisfied, the
In the remainder of this RS, all references w0 srnployees also include others providing similaf

that v&:st, ag explained In paragraph 19,
entity shall preswme that the services o be rendered by the employee as
SeTvices. ) " ; consideration for the share options will be received in the future, over the
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expected vesting period. The entity shall estimate the lenglh of;
expected vesting period at granr date, based on rhe most lkely ouon
the pey io;ma; ce condition, ¥ the performance condition is a mi
condition. estimate of the lengih of the expected vasting period shyll
consistent w;ﬂ} the assumpiions used in estimating rhe faiv value of
aptions granted. and shall rol be subsequently revised, If the performa
condition is not & market condition, the entity shall revise its o9 mate
the length of the vesting pericd, if necessary, if subsequent mf@rma{}
indicates that the length of the vesting period differs from DrEvigy
estimates, :

wmmemﬂzm of pdmummz 15, the entity shall recognise an amount
o5 received du!mg the vesting },_}a’fi“?',(}d based on the best

5o that e.&:timatc, ' recessa yg 1f suhﬂe quent f'nf'm matarm md;m*% m;;'t the

G vesting datev t."h ¢ entity hhcle revise the estimate to equdi ﬂl numbu \;ﬁ ea;uii{y‘
mgm@m te that ultmately vested, subjoct to the requirements of paragraph 31

Transactions measured by reference to the fair vaiue of the
equity instruments granted

irmmiiﬁcms . such as 2 target share price upon which e
ity) is conditioned, shall be taken into account when estimating
the fair vaiue oi the equity Instruments granted, Therefore, for grants of equity
‘121*6.’1}{.‘: with markst conditions, the entity shall recognise the goods or
sceived from a counterparty who satisfies all other vesting conditions
granted. an entity shall ineasure the falr value of equity mstruments granted i «;ewy-c s recelved from an em *:i(sy e v-f‘rm rerains in service for the specified
the measurement date, based on masker prices if available, taxing i0To acconnrs
terms and conditions upon which those equity Instruments were ffmr!w{‘? imfa!ec
o the requirements of paragraphs 19-22)

Determining the fair value of equity instruments granted

16 For transactions measured by reference to the fair value of the equity Ingtrame)

:Trea%mm‘t of non-vesting conditions

17 I market prices are not available, the entity shall astimate the fair vahue of ¢ milarly, an entity shall take into account oll nonvesting conditions when
i i : : R = ity e o, Therefore, S Frants
eguity instruments granted using a valuation fechaigue o estimate what He estimating the fair value of the equity instruments granted. Therefore, for grants

price of those equity instrumenis would have been on the measurement dat

of eguity nstraments with nonvesting conditions, the entity shall recognise the
#ooarm’s  length  fransaction  betwesn  knowledgeable,  willing Darti goods or services received frormn a counterparty that satisfies Wl vesting conditions
The valuation {echnique shalf be consistent with genevally accepted raluation cihar are not market conditions {eg services received from an employee who
methodolegies for pricing finascial instruments, and shall incorpavate all facton 1e:f 5 in service for the specified period of service), ivg ~ctive of whether
and assumapiions thar konowledgeable, willing market partisipants  would satisfied.

consider in setfing the price (subject to the requirements of Laragraphs 19-22)

ﬂzose nozl—‘tf{!sﬁ;zug conditions are

, . L e CTrestment of a reload fepture
15 Appendix B contains further gnidance on the measureiant of the fair valu

shares and shave options, focusing on the specific feims and conditions that 4
common features of a grant of shares or share optiony: to empioyeas,

= For ontions with a redoad feature, the reload feature shall not be taken inte account
swhen estimating the fair value of options granted at the measurement date,
sinstead, a reload option shall be accounted for as a new option grant, if and when a
reload option is subsequently granted.

Treatment of vesting conditions

19 A grant of equity insiruments might be conditional upon satisfying specifi
vesting conditions, For example, a grant of shares or shave opticns to an @mp}oj!_
is typically conditional on the empliovee remaining in the entity’s employ for
specitied period of thme. There might be performance conditions that must Dbe
satistled, such as the entity achieving a specified growth in profitora apec;ﬁe_ﬁ
itrease in the entity's share price. Vesting conditions, other than marki
conditions, shall not be teken into account when estimating the faiy value of 1
shares or share options at the measurement date. Instead, vesting condifiong
shall be aken into account by adjusti ing the number of equity instrumen
included in the measzirumem of the transaction amotnt so that, wltimately, the
amount recognised for goods or services received as consideration for the equiy
instruments ﬂmmed shall be based on the number of equity instriments th
eventually vest. Hence, on a cumulative basis, no amonnt is recogrised for good

After vesting daie

Having rvecognised the goods or services veceived in accovdance with

ke

‘paragraphs 10-22, and a corvesponding increase in equity. the entity shall ma
i } 3 ey pyammnls tha
no subsequent adivstment fo total equity affer vesting date. For example, the
entity shall not subsequently reverse the amount recognised for services received

_from an employes if the vested equity instruments are later forfeited or, in the

case of share options, the options are net exercised. However, this requirement
" does not prechude [he entity from recognising a fransfer within equity, 12 a
transfer from one component of egulty to another.

ndlati 247
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i the fair value of the equity instruments cannot be estimatad rej sodifications 1© the terms and conditions on which equity
The reguirements in paragraphs 16-23 apply when the entity is reguired & @mﬁﬁiﬂ welre Q!‘aﬁi@{i inciudd rsg mme%iaﬁmns ang
measure a share-based payment transaction by reference (o the fair value of .
eguity lnatmma nts granted. In rare caseg, the enlity mav e unable o esrjrﬁ
reHably the fair vd ue of the equity instruments granted a1 the messiureny
date, in accordance with the requirements in paragraphs L; 23, In these
cases only, the entity shall instead: mms ifmnted te emynawa {ie reprice Lhe opuo*la} w?mh increases me g

: ose options. The requirements in patagraphs 27-2% to account for t‘w
fal  measure the equity Instvuments at thelr intrinsic value, initially at thed v of modifications are expressed in the context of sharebased payment
the entity obtains the zoods or the coun ferparty renders service g '.ﬁsocﬁﬁ}ﬂ;& with émployees. However, the reguirements shall also be applied 10
subsequenily at the end of cach veporting period and at the date of bt enbased payment transactions with parties other than employees that are
sertiepent, with any change in intrinsic value recogised in profit or 1§ o by reference to the fair value of the equity ingtruments granted. In the
For a grant of share options, the share-based payment ag “iﬁlli‘nt: ' :er case, any referenices in paragraphs 27-25 to grand date shall instead refer to
finally settled when the options are exercised, are forfeized (eg up e daife‘ tbe entity obtains the goods or the counterparty renders service,
cessation of prmployment) or lapse (eg at the ond of the option’s lifel :

i 1@ m;ﬁht “wdi*"y ﬂw %’51'11‘{9 and ronditions on which the ;1" v

"t?
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recognise the goods 0f services received based on the

sber of squ am.datx-_ fair V’ihlt of the eg 1iy insiruments Lj“’ﬂh{}d mzia 55 those eumry
insty i

fa

that ultimately vest or {wheve applicable) are ultime ments do not vest because of failure to satisty a vesting condition jother
exer . To apply this requirement io share options, for example, ¥ thada market condition) that was specified at graut date. This applies
entity shall recognise the goods or services received during ihe ves “eragpective of any modifications to the terms and conditions on which the equity
period, il any, in accordance with paragraphs 14 and 15, except that ¢ instrumenis were granted, ov a canceliation or seitlement of that grant of eguity
repuirements i paragrap "{‘“‘i concerning a m tconditio B, struments. 10 addition, thé earity shall recognise the effects of modifications
apply. The amount recognised for goods or services received fiUF"m’ i that increase the total fair value of the share-based payment arrangement of are

vesting period shall be based on the number of share ovtions e};peu:{‘- siHeiwise heneficial to the employes. Guidance on applving this mguu et is

vest, The entity shadl vevise that estimate, if nacessary; il subscaip wieriin Appe nd:x 3

information indicates that the number of share options expectod o va : : SRV C L

differs from previcus estimates, On vesting date, the entity skl evise ] £y grant of equ Ly ,ﬂa’iwmuﬁs 15 car ”nlle d or setiled _during the ves‘lémg period

a grant cancelled by forfeitur © when the vesting conditions ave not

sstimate to equal the number G{" equity instrignents that v
After vesting ¢
OF SEIVICES T

nntely vests
te, the entity shall reverse the amount recortised for Fod
ived if the

Hare oyt & s Toptay it s PR B S : .
. : share options ave later forfiived, or lapse £y _thc emry mali suoxmt ior the. {:mwi ation or settlement as an
end of the share option’s life. : o

acceleration of vesting, apd shall therefore recognise immediately the
If an entity apples paragraph 24, 1t is not necessary o apply paragraphs 26 ¥ T amount that otherwise would have been recognised for services received
Bocause Any muxiifications o the terms and conditions on which the og : : OVEI‘_TEKE r_emamde: of the ‘Jﬂ’SilI‘lg ’i}emﬂﬂﬂ

in

value method set out in
pguily Istraments 1o w

struments were granted will be taken into avoe us.t when applving the iy

“ auy payment made’ (o the empﬁioyée on the cancellation or settlement of
AT “‘L*Ph 24, However. if an entity settles a grant i1 the grant silail be accounted for as the repiirchase of an equity interest, ie
ch paragraph 24 hes been applied: o+ a8 a deduction from equity, except o ihe @xte‘sai that the pavment exceeds
' the fair value of the egeity instriments granted, measured at the
tor the seiflement 28 an acceleration of vesting, and shall therefufs . tepurchase date.  Any such excess shall be recognised as an expense
recognise immediately the amount that would otherwise have been However, i the shavebased payment arrangement included Hability
recognised for services veceived over the remainder of the vesting period £op Components, the entity shall remeasure fhe fale value of the Hability at the
) . date of canf_e}m iom o settiement. ANy pay mem miade o seitle the lial
any payeent made or shall be accounted o as rhe repurch: e _(,otiwgy},.lun shall be acoounted for as an extinguishment of the Habihity
of equity instrume :as 2 deduction from equity, except 1o the . S . . L L
that the 1;371‘\19 it excesds the intrinsic value of the equity instrag S ﬁg@W .eqm.‘i_‘y mst;‘m'ne:%ts are granted fo the employes c?mfln, on me date
measured at the repurchase date. Any such excess shall be recognised as ah _— when those new equity instruments are granted, the entity Edenhﬂes the
expense. ‘ - v new equity instruments granted as replacement equity instrunients for the
o cancelled eguily instroments, the enfity shall account for the granting of
replacemment equity instruments in the same way a3 a wmiodification of the

sinal grant of eguity instrizments, in accordance with paragraph 27 and
the guidance in Appendix B, The ipcremental falr value granted is the

17,
i
i

if the settlernent occurs during the vesting period, the entity shall poedu
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The maln revisions made in 2008 were: PRy - snancial Reporting Standard 4

The scope was broadened to cover business combinatione involving. 5 e
ntities and business combinations achieved %}y contract afone. . - o Qgﬁtragts

The definitions of a business and a busis

s combinaticn were amended aid 14
guidazxce was added for identifying wi‘fan agr Gup of assers Lgxﬁm‘u‘ tes ;

mg.?-,"j(jgg%v;is isstied by the International i\c*‘ountfng ‘s!, ndas ds Boa rd(IASB)

For each busmess combznahan the :lv_QIEM'EI‘ 'mv;t measure zmy HUI‘LCQ&
fnterest in the acquiree eithes at fair value-or as the non-coniroiling

roporilonate share of the acquiree’s net identifiable assots. PiQVQJHSE
¥ ¥,

ing documents have been amended by the following IFRSs:
latler was permitted. _

Instrionents: Disclosures (fssued Auffusti[)ﬁ }

The requitements for how the acquirer make 3 lassifications, desiss ; PP
e rean : - f' 14 e aceaul m?MS o ;LMS-%-]Q o ons, destgh arantee Contracts Amendments 0 IAS 35 L;m! EbRS 4} 1ed_Ai.15§m_§t 2005}
assessmrents for the identifiable assets acquired and Habilities assumed in i

combination were clarified.

The period during which changes to deferred tax benefits acgquired {n a
combination can be adjusted against goodwill has been limited to the mex binations (a5 revised in Jantary 2008)1

eimess Comlrnations (a8 revi b
pericd (through a consequential amendment fo LAS 12 Income Taxest. . ... W Brsiness Combrinati

ﬁ.ai'it)ﬂ Hngncic! Statements {as revised in September 20071

ireri 3 A solidated and Separate Financinl Statements (as amended in fanuary 2008}
Anacquirer is no longer pes'mm = 16 recognise mnrmgem tes da;d;reﬂ ina TR

combination that do not meet the definition ofa 1 ainhtv, i Disclosures about Financial Instruments

« . ; . . . B s RS 7) fissued March 2069).)
Costs the acquirer incurs in conpection with the bﬁ‘;mess z‘fjmbmanon s, diments to IFRS 7){ }
accounted for separately from the business combination, which b usually ios:

1005 the IASE published revised Guidance on m-ﬂiémenténg IFRS 4.
they are recognised as expenses {rather than included in goodwill).

Consideration transferred by the acquicer, including contingent ¢ Lsidi Enis with an effective date later than 1 January 2012
miust be measured and recogrised at fair value at the acguisition datz. Subs

changes in the fair value of contingent consideration classifi
i iac : & -  Financiol estruments {1*:511(5@ November 2009 and Ocm}hx 2{31(})

recognised in sccordance with IAS 39, JAS 37 or other IF FRSs, ar appropriak ;

thanp by adjusting goodwill]. The disclosures required fo be raade in rels

contingent consideration were enhanced.

it a&emmn‘gmg, doumzents have been amended by

3 Foir Value Measurement (issued May 2010

amendments have an eff
Cthis edition.

sctive date later thian 1 January 2012 they are pot
Application guidance was added in relation to\wien the cacqmrer is O‘D}ige

replace the acguiree’s share-based payment swaids messuring indemni
assets; rights sold previously that are reangired in o business combihy
operating leases; and valuation allowascesjelated fo financisl assets
receivables and loans. B

Cinterpretation refers to {FRS 4:

Bualuating the Substonce of Transactions Invelving the Legal Form of 2 Lepse |
' ehded in 2004),

For business combinations achieved in stages, having the acqhisition é.

single messurement date was extended to include the measurement of good

An o acquirer must rerneasure any equity interest it holds in the gc¢

‘mreediately before achieving control at its acquisition-date fair value and réc

the resuliing gain or loss, il any, in profit or loss.

1 fanuary 2009
Setve date 1 huly 2009

o
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“ial Reporting Standard 4 Jusurance Contracts (IFRS 4) is $et out in
Appendices A~ Al the paragraphs have egual authority.
state the main principles. Terms defined in Appendix A are in

CONTENTS

INTRODUCTION - h dard. Defl .
arnear in the Standard. Definitions of other tersns are given in

INTERNATIONAL FINANCIAL REPORTING STANDARD 4 D imancial Reporting Standards,, TFRS 4 should bo read
INSURANCE CONTRACTS et o o e i e
_ ctive and the Basis for Conclusions, the Preface to international
OBJECTIVE jgrds and the Conceptual Framework for Financial Reporting. IAS 8

unges i Accouniing Estimales and Errors provides a basis for selecting

SCOPE - e ‘ o
. anting policies in the absence of explicit guidance.

Embedded derivatives
Unbundiing of depesii componanis
RECOGNITION AND MEASUREMENT
Temporary exemption from some ciher IFiSs
Liability adequacy test
inpairment of reinsurance asseis
Changes In accounting policies '

Current market interast rates
Continuation of existing practices
Prudence

Future investrment marging
Shadow acoourding

Insurance contracts acguired in a business combination or porticlio tran.ﬂvfw'.
Discretionary participation features S N '
Diiscretionary participation fealures in insurance coniracts

Discretionary participation features in financial Instrumenis

MSCLOSURE

Explanation of recognised amolints
Maiure and extens of risks arising from insurance convacis
EFFECTIVE DATE AND TRANSITION
Tsclosure
Hedesignation of financial assels
APPENDICES
& Dafined terms
B Defindtion of an insurance condract
¢ Amendments to other iFRSs
APPROVAL BY THE BOARD OF FRS 4 ISSUED IN MARCH 2004

APPROVAL BY THE BOARD OF FINANCIAL GUARANTEE CONTRACTS
(AMENDMENTS TO 1AS 36 AND IFRS 4) ISSUED IN AUGUSY 2005

BASIS FOR CONCLUSIONS
IWMPLEMENTATION GUIDANCE
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introduction

Reasons for issuing the IFRS

‘iN‘E’_ " This s the first IFRS t0 deal with insurance coniracts. Acrountis B
imsurance contracts have been diverse, and have often differed fronis
other sectors. Because many entities will adopt IERSs in 2005, the it
Accounting Standards Board has issued this IFRS: o

{3} o make mited uxpr{)vmnea}ts to accounting for lnsurance cong
the Board completes the second phase of its project on iﬁsuz‘amec
(b} to require any enfily issuing {nsurance contracts {an insurey ) '
information about those contracts,

This IFRS is a stepping stone 1o phase 1 of this preject. The Board is com
completing phase ITwithont delay once it has investicated all relevant o
and practical guestions and completed its full due process.

Main features of the IFRS

BT " g . - 5T am s aan - e N :
N3 The IFRS applies to all insurance contracts ncluding relnsurance contra
an entify issues and to reinsurance contraces that it holds, except forg

cm}trdf_ts cavered by Dt her EPR%S It does 1191 applv to other assets and ik

AR 39 Financial nstruments: Recognition and Measuvement.
address acrounting by policyholders.

The [FRS @xempf’a an insurer tempora*iiv (ie dU‘ing Uil»'ﬁt. ool C'ti

consider th_ Framey u?k in se:leci_mg ﬁwunhmg pc?s Ti0S fo; st
contracts, However, the [FRS: :

prohibits provisions for possibie claims under contracts that a
existenice at the end of the reporting prilon (such as catastrop
equalisation provisions). '
reguires a test for the adequacy of recognised insurance ;iamii'
an impairment test for reinsurance assets,

requires an Ingurer 10 keep insurance liabilities in its statel
financial position until they are discharged or cancelled, or exp
m.?resem; insurance liabilities without offsetting them against
reinsurance assets. '
The IFRS permits an insurer to change its accounting policies for in
contracts ondy if, as a result, its financial statements pre-sem: informatio

o re}evan{t and no less reflable, or more reliable and no less rél

The reference to the Framework i3 te IASCs Framework for the Preparation and Presenfation of B
Satements, adopted by the IASE in 2001, In September 2010 the IASH replaced the Fromew
the Conceptual Pramework for Fingncial Reporting.

2 IFRS Foundaton

ap insurer cannot introdwee. any: of e following practices;
y continue using acce uniing policiés that invelve themy:

¢ insurance Hahilities on an undiscounted basis.

zarmw copfractual rights to future investment management fees atan
it vhat exceeds their fair value as implied by a comparison with
: nt fees charged by other market p articipants for similar services,

inE won-iniform accounting policies for the issurance fiabilities of
diaried. o :

pumuc the introduction of an d((‘olﬂ‘llnﬂ' policy that involves
wing des ignated insurance Habilities consistently in each period to refiect
'amumaeamtxﬂa s {and, if the insurer 3o elects, other ¢ current estimaney
ons}. without this permission, an insurer would have been required

r H H 3 T BT

e cham“e in accounting policies coﬁsnteﬁﬂy t{} ail similar lHabilities.
b ne@d not change its accounting policies for insurance contracts to

e CEL wssive prudence. However, if 3o insurer already measures its
h; & coptracts with sufficient pr udence, it should not introduce additional

§ & i“cbuttabh presumpiion that an insurer 's financial statements witl
& less relevant and reliable if it intraduces an accounting policy thar
13 h:mre investmrent mergins in the measurement of insurance coniracis.

rier an imsuter changes its accounting poiicies for insurance Habilities, it may
sify some or all fina ncial assets as ‘at fair vaiue through profit or loss”.

;m{ £3 ti‘mt an insurer ne r\:‘ not accoint for an embedded derivative
weparately at fair value if the embedded derivative meets the definition of
oy ;nswzrara&e corttract,
wires an insurer to unbundle (ie account separately for) depaosit
aponénts of some insurance contracts, to avoid the omission of assets
é a‘a'mii tes froim its statement of financial position.
{arifies the applicability of the practice sometimes E(novsn as ‘shadow
accounting’.
srinits an expanded presentation for instrance contracts acguired in a
isiness combinatinn or pertfolio fransfer.
Hdresees Himited aspects of discretionary participation features contained
istiratics conty acts or finapcial instritments.
rx_qmres d*sc]osu*‘e to Exa}p users undelsmﬁd

he amounts im the insurer's financial statcments that arise from
su"anfe LOIJGECT&. '

& narure apd extent of m'i\@ ard %mg fm'n Insurance coniracs.

alimpact of future proposals

@RS Foundation
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international Financial Reporting Standard 4
insurance Contracts

Objective

The objective of this [FRS is to specily the financial reporting for i, 1t
by any entity that issues such contraces {described in this IFRS as o i
the Board completes the second phase of its project on insumnée
In particular, this IFRS requires: '

fa}  limited improvements to accounting by insurers for insurane &

(b} disclosure that identifies and explains the amou}ats'in ag
financia! statements arising fTom insurance contracts and hel,
those  fnancial statements understand  the amount, . ti;
uncertainty of future cash flows from insurance contracts, -

Seope

2

Am entify shall apply this IFRS 1o

{a)  lImsurance contracts ncluding reinsurgnee conivacts) that i
reinsurance contracts that it holds. '

{h)  financial instruments that it issues with a discrettonnry partici
{see paragraph 351, IFRS 7 Firancial Instruments: Disclosures TOTu
about financial instruments, inctuding financial instrurienis that
such features. s :

L DY Insurery
accounting for financial assets held by insurers and Snazicial liabilitie
fnsurers {see IAS 32 Financigl fsiriments: Preseniation, (AS 39 Financial In
Recognition dnd Measurement and IFRS 7). eXceptin the transitional provig
paragraph 45, B R

'This ¥RS does not address other aspects of accounting

An entity shall not apply this IFRS ro:

product warranties issued directly by a manufacrurer, dealer or rat
IAS 18 Revenue and TAS 37 Pro visioms, Contingent Lighilities and Contingent
) L by

emplovers” assets and lHabilities undes employee benefit plans (5@
Empleyee Benefits and. IFRS 2 Sharebased Paymeni} and retirement
obligations reported by defived benefit retiterment Plans {seg
Accounting and Reporting by Retirement Benefic Plans). o

contractial rights or contractual obligations that are continges
future use of, or right to use, a non-financial item {for example)
licence fees, royalties, contingent lease rayments and similar items
a5 A lessee’s residual value guarsnzee emibedded in a finan
{see IAS 17 Leases, JAS 18 Revenue and IAS 38 Intangible Assets).

financial guarantee contracts unless the issier has previousty d
explicitly that it regards such contracts as insurance contracts and b4

® IFRS Foundation

e licable to insurance contiacts, in which case the iSS}ié‘f n‘{ay
Eg.dpi}ither 1AS 39, JAS 32 and IFRS 7 or this IFRS to such finandal

e . R .
apply The issuer may make that election contract by

p contracts.
ot i;iggﬂiecﬁ@n fog e_-ac‘n contract is frrevocable.
es;t' conszldez‘-azﬁén pavable or receivable in a business combination
a_zmgs ;1;}3ﬁ.smess Combingtionsh. |
o ace controcts that the entity holds {ie direct imu;am:e L‘(‘!‘s}-‘i'r‘i}.{:ti in
ﬁ'sum;;iﬁut.y is the poticyholder). However, a cedant shall apply this IPRS
mi.niifﬁncé é.omracts that it holds. o
Sieference, this IPRS describes any entify that issugs an in_sj'u;‘ance
- rE}'Ii;iZ';.I""*v\;he‘ther or not the issuer is regarded as an insurer for legal
visory PUIrposes. . : . B .
AREE .cc;r.ltracé isa type of insurance contract. Accordingly, all relerences

F3g . H ance conlracts,
’IHRS o insurance coniracts also apply to reinsurance Contrac ts.

edded derivatives

cipiives an entity to separate somne embeddex:} der:iv%tives fmm 'th:; ‘20;;
tegsure them at foir value and im:lu@ cna?ges m_th‘f‘:u‘ m.u) Cm};mct
iioss. IAS 39 appiies 1o derivatives embedded in anw }msax‘an& T
e embédded derivative is itseif an insurance contract.

i i ; i not separate, and
shition to the requirement in IAS 39, an insurer n;em. not -S_L‘,:)dl:'dx{, a t
i V‘:dl.i& a p(;iicy'h(ﬁder’s option to surrender an nsurance conirac

. However, the requirement in A3 39 does app‘%_‘,j ito a p.U{_??tifj:

strrender option embedded in an insuz"ance f(iﬂ;tl’u :f the sxji:z; :‘;
Varies 3';;'1 regponse to the c!_l_ange i}} a ﬁmncwé_ variabie ‘%.‘:};Cﬂ a§ an:i . ;g,;x
e or index). or a non-financial variable that 155.110;[ :‘npt;{.i.l:(; ";.

¢ to the contract, Purthermore, that regquirement also appiies if the holder's

bundling of deposit componenis

' i an insurance component and a deposis
hgurance contracts confain beth an insurance comp

a0 e deposit componen? {including any

ihe insurer can measure the deposit component | Hudiz i o

R - - fi . P o ai e x Eie
-embedded surrender options) separately __{_1:3 without considering t

insurance companent).

2 IFRS Foundation




(i) the insurer's accounting policies do pot otherwise
recognise alt obligations and tights arising from’
COTRPONENnt.

B unbundling is pjm.mi'tmd“ I required, if the insurer ¢an fipie or expense [tom reinsurance contracts agamst the expense 01
deposit component separately as in {a){i) but its accounting p
iv to recogmise all obligatlons and rights arising from e
component, u?ar{ﬁe»s of the basis used to measure ﬂms
obligations.

whether its  reimsurance assets  are  impaired

{c}  unbundiing is prohibited ¥ an insurer cannot measure thi
<:0mponfmt: separ:ﬁﬁ-iy as in (ayi).

'ﬂeguagy tast
: sh al8 assess at the end of each reporting period wihether jts Tecognised
11 The following is an example of 3 case whern an insurer’s acummu tiabilities are adequate, using corrent estisnates of futare cash Hows
ot require it to recogrdse all obligarions arising from a cjengs*' : fristarance contracts. If that assessment shows that the carzying amowst
A cedant receives compensation for losses from a reinsurer, bus th e nsHEance liabitities (less related deferred acquisition cosis and retated
obliges the cedant to repay the compensation in future years.: H hle assets, such as those discussed in paragraphs 51 and 32) is madeq&:a ”
arises from a deposit component. If the cedant’s accounting jigli of the estimated future cash flows, the emire deficiency shail be
otherwise permit it ic recognise the compensation as IRCO ﬂiﬂ’ﬁﬁi oy m‘“‘
recognising the resuliing obligation, unbundiing is required. <

SHTEr apphes a Hability adequacy fest that meets specified minimum
a}ns i RS anusvs no further requirements. The minimum

5]

2 To unbundle a contract, an insurer shall;

{al” apply this I¥RS to the insurance component.

& est considers current estimates of all contractual cash flows, and of

b} apply [AS 392 it o3 ent. . :
b} apply % to the deposit component. = cL_sh Flows mcn as claims lmndimg costs, as well as cash flows

Recognition and measurement

; test sh()w:, thai hn lm SHE ty is madcquam the entire deficiency is

Temporary exemption from some other IFRSs

13 Paragraphs 16-12 of IAS 8 Accountiig Policies, Changes i Aoumting 1
Errovs specify Criteria for an entity to use in developing ai aCootnting
IFRS applies specifically to an item. However, this 72§ en‘mpte a
applying those criteria to its accounting pelicies fur: -

acme_ntuw poiiczes da not require a iwblhty adequacy test that
inimmen requirements of paragraph 16, the insurey shali:

iriine the carrying amount of the relevant insurance Habilities less
we carrving amount ok

{al  insurance contracts that ir issues fininding related acquisiticn iny refated deferred acquisition costs: E“_ld

related Infangible assets, such asthnse described in paragraphs 3
and :

any velated intangibie assets, such a those acguived in a bhusiness

. 1% P - BT s 5y
winbination or porifolio transfer (see paragraphs 31 and 32.
“However, related reinsurance assefs are not considered because an

imurer accounts for them sta;”dtei‘f {see pamgmpl} 20,

TEiRSUTAance coniracts that it holds,

Lok
9

MNevertheless, this IFRS does not exempt an insurer from some i‘mpiicut
criteria in paragraphs 10-12 of IAS &, Specificaily, an insurer:

elmme whether the amovm de&uibm in {a) is less than the carrying
olint that would be required if the relevant insurance Habilities were
ﬂlm the scope of [AS 37, If it is less, the insurey shall recognise the entive
rence in profit or loss and du"'uue the carrving amount of the reiated
efitred acquisition costs ov related intangible assets or increase the
artying amount of the relevant insurance 11 b&iiie‘:

{a

shall not recognise as a Hability any provisions for possible future
those claims arise under insurance contracts that are not & B
the end of the reporting period {such as catastrophe provis
vatisation provisions). : L

{5 shall carry out the lability adeguacy test described in paragraphs 1%

(i shall remove an fnsurance Hability (or 4 part of an'insurande liab
its statement of financial position when, and only whe
extinguished—ie when the obligation specified in the con

iSurance labilities are those insurance liabilities (and related deferred acquisition
aledinsangibie assets) for which the insurer’s sceounring policies do not require a
discharged or cancelled or expires. o 30y test that meets the minimum reguirements of paragraph 3.
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20

‘Changes in accounting poticies

An insurer is permitted. but not required, to change its accounting p

interest rates and recognises changes in those labilities in profit or 1058

accounting policies that reguire other ourrent
designated liabilitles, The election in this
policies for designated

If an insurer's lability adequacy test meets the mi‘nimum-mq'm
paragraph 16, the test is appled at the level of aggregation specifie
Ifits lability adequacy test does not meet those mirimun redqn
comparison described in paragraph 17 shall be made at the fevelofy
f:::n'xtura{:ts that are subject to broadly similar risks and managed g
singie portfolio.

v iso iniroduce
g assumptions for the : i
symits an insurer to change lts accounting es for designate
it out applying those policies consistensly to all sa:s:mlar h;_ﬂn}iue; as
quire. 1fan insurer designates itabilities for this election,
iy current market interest rates {and, if apphcable, the
consistentlyin all periods to all these

iGatherwise re
fintie o app

regrimates and AssWmMpLions)
i1 they are extinguished.

The amount described in paragraph 17(b} lie the result of applyins
reflect future inmvestment marging {see paragraphs 27-29) if] aq‘d
amount described in paragraph 17(a also reflects those margins,

o of existing practices
Impairment of reinsurance assets or may continue the following -i')factices. but the introduction of any of
If a gedant’s reinsurance asset is impaired, the cedant sh..él‘; s'{fd.uc |
amount accordingly and recognizse rhat hmpairment loss in, prg
Areinsurance asset is iimpairved if, and oniy if! :

24 ot satisfy paragraph 22:

Eastring fnsurance tiabilities on an undiscounted basis.

measﬁriﬁg contractual rights to future investment management :fees at .:1"1
ount that exceeds their {aly value as implied by A a“.(}mpam%mx wyt.t;_
sent fees charged by other market pariicipants for smmfn‘ Services. iﬁt s
vty that the fair vahie at inception of those t:m";tra;mai rights L’i’%‘éliﬂ& the
: upless future investment mManagement foes and

{a}  there is objective evidence, as a vesull of an event that sceurted 4
recognition of the reinsurance asset, that the cedant may il
amounis due o it under the terms of the contract; and

fin it et Mae o waiial 1 3
{b) that event has a reliably measurable inpact on the amoting

cedant will receive from the reinsurer.

rigination costs paid,

W e ".‘ 1 T, Je o ien.
efated costs are Ut of fine with market comparabies.

ng honpuniform  accounting policies for th‘e _insgranbe <.'e:m‘.iimcts;
4 veiated deferred dcquisition costs and related intangible assets, it a}z}f}
su.bsiéiariésq except as permitted by paragraph 24. if _th__qse accounting
slicies are not ur_lifﬂém; an imsurer may change them if the change does
t in';ﬂ'{:e. the accounting policies more diverse a_r_ié al;:o ;‘aﬁr.;fi.es the other

(irerdents in this FRS.

Faragraphs 22-30 apply both to changes made by an insurer ih;{t éirkas
IFREs and to changes made by an insurer adopting IFRSs for the first i

An insurer may dhange its accounting policies for fnsarmios e:n.ntmcts if,
if, the change makes the financial statements more relevant *o the b
decisiommaking needs of users and no less reliable, or paoce veliable an
refevant to those needs. An insuver shall judge relevance and relish

: 3 T ; solici ingurance dontracts To
criteria I 1AS & eed not change its accounting policies for insuzan ’

SHRT. T ; ‘
ate excessive prudence, However, i an insurer alyeady measures s

inice contracts with sufficient prudence, it-shatl not introduce additionsa

To justify changing its accounting policies for pnsurance contracts, ai
shiall show that the change brings its finay-ial staterents closer to me
criteria in IAS 8, but the change need noc achieve full compiiance wi
criteria. The following specific issues are discussed below: .

HstEE need not change it$ accounting policies for insurance contracts (o
{inate future investment margins. - However, there is a rebuitable
sEmiption that an insurer’s financial staftments will becomrie less relevant and
{abls if it introduces an accounting’ pelicy that reflects future investment
FiRe i the measurement of insurance contracts, unless those marging affect
confrattual payments. Two examples of accounting policies that refiect those

a)  current interest rates {paragraph 24}

7

bl continuation of existing pracrices {paragraph 25)

I

c)  pradence (paragra'ph'_ 28}

{
(

4)  future investment marging { paragraphs 27-29); and

{e}  shadow accounting (paragraph 30).

Current market inforest rates asing a discount 7ate that reflects the estimated return on the insurer’s

ABEBRLE] OF

projecting the returns on those assels at an estimated rate of refurn,

that it remeasures designated insurance labilities to reflect current ;
iscounting these projected veturns at a different rate and inciuding the

'in this paragraph, insurdnce Habilities include reluted deferred acquisition Costs and:
infangible assets, such as those discussed in paragraphs 31 and 32.

508

fesult in the measurement of the Hability.
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AR insurer may.overcome the rebuttable presumption described
i, and only if, the pther Lommponents of a change
the relevance and reliability of its financ ial statements sufficieny
the decrease in relevance and reliability caused by the Inchug
investment margins, For pxample, suppose that an insurer's existig:
peitcies for insurance contracts involve excessively prudent BSSUmp
inception and a discount rate prescribed by a regulator without: dip
to market conditions, and gnore some embedded options-ang
The insurer might make it finane ial statements more relevant

retiable by swit ching fo a comprehensive uwemar—omﬂnted‘?msi's'?(jf
fmxt is 'sV]in‘y used and mmivm

in accounting voli

‘h EEF;E .J an insurer shall, at the acquisition date, ‘ﬂ;eimr!: i;i?i;

» Hiahilities assumed and insurance assels acguire ;M? 1 v :
e e ey, an insurer is permitied, but mof reguired, o use an
i H(}:\:f—?ol;i;mt splits the fair value of acguired insurance conivacis
tesin

Qmpf}mm&.

- ¥Rt

INSUrer's accouniing poiicies
el i . e with the Insurer’s acc =

Bility measured in accordanc .

nisiizatice CONLACTS that it issues; and

£ : [ogda)icy k 2 AT ¥ WEETL i} the ja”‘ t"cﬂ DY
. o ] iagset, Tf‘.’PT‘eS@ntlﬂg ,!‘i(“ d}ﬁ‘efﬂh(e betwf‘t { ) o s

. - 3.3 8 v P - [ nsurans '?f“'ﬂ%} 11

(u } : ) . N - " 1N '§Cl'ﬂal insurance I!}_—,»‘JES a‘--q‘*i}rt‘.d alld {ﬂ‘ﬂ_. Anoe ) Ll =

?t "- ‘ 2 B5CTHD in {a}. The sub SR med MEEL LS EE
i £ ingRi 3 11 35 =11 sureent
r t‘ﬂ. P ATIOUNE desCTIE (‘d
ﬂ‘i@{i ..Dd ( )

i TIERSYTE f the related
seet shall Be consistent with the measurement of the 3
g asact

b} a reasonable {but not excessive

iy pradent) adjustiment 1o refla
g crtau‘ty
(£} measurements thﬂt reflect Loth the

syrance lizbility,
embedded options and guarante o and

' o ) ie the expanded
nmnsac mh‘ze Md mm& o tiring a portfolio of insurance contracts may use fhe exps
: Ter sy :

tation & described in paragraph 31.
{d}

a nmrpnf mdlkLt di""ﬂtnt rate, even if th
cctim;:tcd retmn o1 the i m‘sme; 5

e - : 1 : 3 tuded from the
ﬂ Cb e > #amgible assets described in paragmphs a1 and 32 are exc ! L;’ oty
o ImAS 36 Impairment of Assets and 1AS 38, However, IAS 36 an

( ; ecial f future
mf_ eriists and customer relationships reflecting the's_xpwctq;w_rll (;t Nmzﬂ
1that are not part of the contractual insurance rights and contraciua

Ll U ¥ iness © }3i]1¢"! LiﬁD o7
i Al iste E he LS DLUSHREES COIIRL

. g 3 nat g€ = L] 5

Ce Qbh_gdtios “:. 1.. X .xlbi 3 ! e gate i a by 5

I some measurement appmavhes the
present value of a fizture profit margin,

different’ periods using 4 formuia, In thise dpproachﬂ the discotnt oy

the méasirement {)f the Hability onty mdu‘ecﬂy In particular, i‘he HETS

| apgropriate dlswr " rate has a limited or no effect o 1
Hability at

discounf rate is used to deter
That profit margip is then at

1e me*asum'ﬁ
inception. However. in ather approaches, the dise ount.‘m

the measurement of the liabitity directly. in the latfer cays.
introduction of an asset based discount rate has more sigs

highly unlikely that an insurer coudd overcome the rebutisble
gescnbed in paragraph 27.

. S . _ _ _ S e
Shad@w accgummg . N 1;11* nead not recognise the guaranteed element separaiely i.m;

- 18y, i neg , TRCOED o ele w red om e
i q'y etionary participation feature. ¥f the issuer does not Lng{};sk- !
AR = P& o 3 Coss e g o
eparately, i shall classify the whole contract as a 11<xb3ht3;. ;i the oo
1 iy ‘ v, it sha ssify the puaranieed element 3
ladsifies: theny séparately; if shall classify the @
Fability.

in some accounting models, realised ZAIS Ovdeasas O an insurers a agse
divect effact g 1

the measurement of some op all of {3} Us insurance Jia

b zelated deforred acquisition costs angd {c) related mmn'ﬁbie assets, g
those described. in paragraphs 31 and 32, An insurer is permitted; B
required, o change its accou unting policies so that a recognised butupig
gain or loss on an asset affects those measurements in the SHIE WAV

- xealised gain or losg does, The related adjustment to the insurance 14
for deferted acquisition costs or intangible assedst shail be recognised i
comprefiensive income iF, and only if, the unrealised gains or, losse
recognised in other comprehensive | income,
as ﬂm\iuw accounting,

o

hall, if it recognizes the discretionary pafutmamm i;fdmmmi;}?;gq{:f;z
foin the guaranteed slement, cl;}s: i’\; ths; f;:t;rs; a;yzz{ ;arh:;:; m;} ] o
‘§épatate component of equity, This TFRS does rcify how the dssu
-ﬁﬁz*jiqzzn::hether that feature is a lability or eqmtyj I”hie ;;‘;z;{ f:}j
iplit that feature into liability and equity Co‘mpmmm’b anct; r};\‘;if'ﬂmt
. consistent accounting policy for that spht. ng issuer s%':xliwna h,cﬁ;; ff h
feature as an intermediate category that is neither Lability nor equity.

This practce is somer iraes des

. " e s arit b 1 e vnv-tinq&x-r
may recognise all premiums received as revenue withou!l separa g ég}i
o tha i : esulting changes in £
portion that relates to the equity component. The nsu%t].ng C rzdpat;{m
y ; in the t the discretionary parficipation
saranieed sle - and in the portion of :
Suaranteed slement : e di onary parmepation
feature classified as a Hability shall be recognised in profit o1 w‘ ;i- :
all of the discretionary participation feafure is classified in eguity,
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