[1% @Environment — The First Days In-House

Leam to Live with Risk

[4.11] ff\ll organisations face risks. For businesses taking risks is there very
reasani Inr being for profit is the reward for taking a risk. Every in-house
counset | have spoken with talks about risk, how they manage it and how it

impacts their organisation.

Wi canall understand risk in theory, but learning to live with it is a different
mattet As an in-house lawyer you will be asked constantly about the risk of
somefhm‘g occurring and the impact of it on your organisation. You can give
a legalistic answer (e.g. that it is reasonably foreseeable) but that will not help
your dfkanisation very much. Instead you need to embrace the risks for your
organsation by understanding them and how the organisation as a whole
manages them. Whilst there are some risks that we wil] all try to eradicate (1
would hope thar all organisations strive to ensure that their employees return
home safely to their family and friends at the end of their work) there are
othets which may acceptable for us to take, provided that we know how to
manage them, ' |

In Chapter 9 we will look in more detail at risk and how it affects our work
That will give you some feel for the ways in which you can analyse it. However,
there iSadlﬂure_nce between analysis and embracing risk. The latter can nnly:
be done by playing your full role in the organisation, not just as a lawyer, but
as 4 Mitager who uses their legal skills to manage the business. ,

conclusion

[4,121 llhavu selected these ten themes because in interviewing many people
in rhg ihouse world, these were the most recurrent. There may be many more
fips [}]:.uﬁyﬂu pick up along the way and some that you yourself will hand on
o OINers.

[ you dre detecting a common theme, it is likely to be that there are very few
bartiers between you and others in the organisation. You probalily, welcome
that. After all at your interview you probably said that your reason for going
in—hquse Was to be ‘closer to the business’. Be careful noi to re-erect the
barriers between you and your business colleagues. Act as your business
colleagues act when conducting business with each other. Be accessible and feel
free to dress down if that is the accepted norm and above all talk and write to
pc(,p!e in everyday English (we will look at communication skills later in the
book): Above all, become part of the culture. This is not to say you should
surrender your principles or ethics, merely that you should not put obstacles
based 0n professional qualification between you and your colleagues. The only
situation I which an in-house lawyer knows best is when commenting on the
legal aspects of a problem. Otherwise, have a view, express it, but never Ly to

usc]l‘ht‘ fact that you are a lawyer to suggest that you know better than others
I'“ the roont.

Armed Vﬁth thelsu pointers towards a successful career, we can now begin to
look at the detail that will underpin that success.

Chapter 5

The In-house Lawyer as Legal Adviser —
Professional Integrity

Introduction

[5.1] Professional integrity, to those of us who are lawyers, is the bedrock of
all our responsibilities to our client. To most other people their lawyer’s in-
tegrity is at the top of the list of important professional qualities. They would
hope that their lawyer would act with candour and in their best interests at all
rimes. Indeed, in business, they sometimes talk about the lawyers ‘keeping
them honest’.

[n matters oi law ‘[a] lawyer is to do for his client all that his client might fairly
do for hiaelt, if he could’ — so wrote Dr Johnson. Our duty goes beyond
following instructions. Instead we are there to map out the way in which our
clients zan best help themselves. We must do so by acting at all times in the best
int=rest of our clients. It is the obligation of professional integrity which puts
the onus on us to do all that we can, lawfully, to best represent our
client’s interests.

The aim of this chapter is to look more closely at the meaning of professional
integrity for in-house lawyers and to consider how we should go about
ensuring that we preserve it. To do this we will look at some fundamental
issues. What does professional integrity cover? Who is our client? How far are
we allowed to go in our client’s interests? These questions can arise in varying
degrees on an alarmingly regular basis, even if the most extreme cases are rare.

Professional integrity encompasses four elements:

. A duty not to abuse your relationship with your employing organisa-
tion — *Trust and Confidence’;
A duty to be independent;
A responsibility to properly manage conflicts of interest;
An obligation to conduct relations with third parties with propriety.

These duties and obligations are, of course, the same for in-house lawyers and
those in private practice alike. However, the situations in which the issues arise
are different for those in-house. Indeed, the in-house lawyer has to manage the
most obvious and deep rooted conflict of all — the conflict between the
employer and the in-house lawyer. We will consider all this below.

Who is my Client?

[5.2] In private practice it is fairly easy to establish who the client is. They are
usually sitting in front of you and have the obligation to pay your bill, Their
name goes on the front of the file and there is a client account ledger set up in
their name.
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[5.2] Professional Integrity

As in-house lawyers we have none of these clues to help us. The waters are
further muddied by the fact that usually anyone in your organisation can
approach you for assistance. On top of trying to understand whether or not
they have authority to give you instructions, you also need to work out the
motive for those instructions. Are they doing it because it is genuinely in the
hes't interests of the organisation or do they have some ulterior motive such as
their bonus or to win an internal political battle? You have to be alive to all of
those questions. L

You could go down the route of legalistically working out who is your client
For employed ll'mrristers, the Employed Barristers Code is quite clear; it is the
employer who is the client for the purposes of the code. For solicitors you get
told in Rule 4 of the Solicitors Regulation Authority Pracrice Framewc;rk Rules
who you can act for. Rule 4.1 states that “You must not act for a client other
than your employer . . . *This is consistent throughout Rule 4 although there
are some I:mgmd exceptions. This would also cover, for example, a situation
whereby the in-house lawyer is employed by a service company being wholly
owned by a parent company. The solicitor could then treat the holding
company as his or her client — see Rule 4.7 which covers all related bodies
Beyond that, unless Fhe in-house solicitor can bring the potential client into one
pf the other exceptions under Rule 13 (eg Pro Bono or Charities) then the
in-house lawyer is restricted and not permitted to act.

For local authorities, the rules become more complex. The rules for local
government lawyers empower them to act for other organisations in respec.t of
wh:ch their authority has statutory authority to provide legal services — see
Rule 13.08. These seryices can be provided to other public bodies ar a profit
—see the Local Authorities (Goods and Services) Act 1970 5 1(b). These pc:wérs
were extended by s 93 of the Local Government Act 2003 to other organisa-
tions albeit for a charge equal to cost. i o

Consequently, authorities such as Kent County Council can now count sther
councils, schools, the Courts Service and the Association of Police Officess as
clients of their legal department ( https://shareweb.kent.gov.uk/Documeants/bu
smcss/le:gal—apd-clt.-mncracy/articies/cxremal%Zﬂciicnts()(l()'l .pdf).With the in-
troduction of the operative provisions over the next few years ol the Legal
Services Act 2007, the possibility of client lists for in-house teams increases So
therefore, does the importance of the rules on conflicts of interesr. o

Hovyever, even though the lawyer may be permitted to provide legal services to
the ‘employer’ and others, this still does not answer the question as to who
actua'lly provides the instructions to the in-house lawyer and therefore for
practical purposes is ‘the client’,

In a company, it is the company which is your client, but the company is an
artificial legal construct, which can only act through its human agents — the
Board qFDlructurs. In a small organisation, you may interact with the directors
all the time. However, if you are in a large organisation, you may rarely, if ever,
meet a main board director. In large corporate organisations, many iaWyers‘
operate at on a day to day basis with people with alarmingly important titles
such as ‘I?;rcc;mr of . . .7, ‘President’, ‘Head of . . . ' or ‘Chief’. Indeed, if
the organisation is global, the problem can be compounded by the introduc-
tion of the prefixes ‘Global’, ‘International’ or ‘Worldwide’. Some of those
people may have very big titles, but an inverse amount of authority to commit
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the company

Whao is my Client? [5.3]

to any decision. | used to have a starting point; the longer the
title, the less important they were likely to be. I can say this t?ecause, for a
Q,ﬁgiie, I had the title ‘Head of the Assets and Rca[ Estate Legal Team’, If you
have an organisation directory, look them up and find out where they sit in the
corporate firmament. Above all, do not fall for the fact that they have a big and
important sounding title that they have authority to bind the organisation to
anything important, They often do not.

The key question for you as an in-house lawyer, what ever the type of
organisation you sit in is ‘does this person have the authority to give me
instructions on behalf of the organisation?’ There are a number of places

where formal authority can be found:

The constitution of the organisation — articles of association, trust

deed, partnership deed;

Resolutions of the Members — Shareholders” or members’ resolutions

given in General Meetings;

. Resolitions of the Governing Body — either orders or resolutions. These
can ¢ither be standing orders or reserved powers which provide for
ongoing authorities or orders or resolutions which may be given to
peaple to carry out specific tasks;

. statutory Authority — under statutes such as the Companies Acts, the

Charities Act, the Partnership Acts, Local Government legislation and

all subordinate legislation,

[6.3] You can also ask the person concerned what authority they have for a
course of action. When you do, try to avoid sounding accusatorial or
patronising about it. More often than not, they may not have realised that they
need authority to do a particular thing. Remember you are trying to help them
achieve the legitimate aims of your organisation.

In a fast moving environment, it can sometimes be difficult to establish the
chain of authority, Furthermore, you may not be thanked for it by busy people
who have a job to do. Handling questions of authority can sometimes be
difficult because of personalities, You must approach it diplomatically. Be
aware, when you raise an issue of authority, the person with whom you have
raised the question with may well take it as a personal affront, allied to a loss
of face. Give them room to fully express their views, but work to help them

understand the need for proper authority.

In the final analysis, it is your role to ensure that the organisation is acting
lawfully. This is a question of judgement and, as we will see below in the
section on independence, there are a number of ways that people use
(consciously or subconsciously) to duck the issue. When | was faced by a
difficult situation, I always went back to the same question ‘Can I justify this
action to my peers and the sharcholders?

Case Study - A Matter of Finance

Alnic has recently agreed, subject to contract, to purchase a new
computer system for £12m that will link its offices across Europe and
North America. Kate in the procurement team has been finalising the
legal documents on behalf of Alnic’s procurement function. The docu-
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[5.3] Professional Integrity

ments are -w:ifv 10 be signed. The General Manager says he has authority

to sign the deal. He does not want to bother the CFO with the deal as the

gﬁﬂ' :is ;m busy and has already approved it in principle. What should
sate do. ' )

Kate needs to check the relevant authorities that are required to approve
the deal. She knows that the CFO holdsa reserved power from the Board
to approve any capital expendinure up 10 £20m. Therefore a Board
Approval is not necessary. The General Manager cannot produce any
documentary evidence to support his assertion that the CFO has
approved the deal in principle. She agrees with the General Manager that
a short briefing paper wﬂlEe sent to the CFO which she and the '%;Mfdl
manager will co-produce, setting out the material points and seeking
formal approval of the deal as well as confirmation that the General
manager may sign it provided that there are no changes to the material
terms set out in the paper.

Independence

[S.4] “So and so is a real company person, through and through®, we often
h‘ﬁ.‘ﬂl'. In some circumstances it may be commendable, but when it becomes
gmgle minded loyalty, we as in-house lawyers need to observe our duty of
independence.

When you are trying to give your all for the organisation, retaining your
independence can be the hardest thing that you can do. People go in-house so
that they can be part of the business or organisation they work for. The very
reason many leave private practice is 1o pull down the barrier between
themselves and the client. When you arrive in-house, you want to succeed, In
the opening years of the twenty first century success is often measured by
getting things done, not by stopping things trom happening. Yet the time wcui
havi to assert independence most often is when you have to stop things in their
tracks.

The paramount and enduring conflict for an in-house lawyer is that berween
themselves and their employer. In the most setious of cases that could result in
you having to make a decision that results in your resignatict: No wonder
in-house lawyers feel that conflict, To unravel it and look at how we can
manage it, we first need to understand why an in-house lawyer may con-
sciously or sub-consciously be reluctant to assert their authority.

Not being ‘One of the us’

[5.5] There is nothing more difficult, if you are trying to be accepted by an
organisation, than to put your foot down and say that you cannot advise them
to proceed on the basis put to you, In many instances you will be accused of
being a ‘deal-stopper® and at worst, disloyal to the organisation. Even if it is
acknowledged you are right, there will be disappointment because it may resule
I;Iq many months of work by a project team being lost because the lawyer said
0.
If you are exercising your judgement after proper consideration of the situation
and that is your genuine belief that you have to stop something from
happening, then you must stick to it. However you must also be prepared to
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explain it. You must be sympathetic to the bqsiness team you are advising,.
They will umlioubtedly have gxpended considerable effort (and _pmbably
money) on their work to date, Furthermore you should not underestimate the
amount of personal emotional c_:apiml that will have been invested in the work
by individuals. They may also feel they are losing face with their managers for
not having spotted the legal problems or at least spoken to you earlier.
However never say ‘yes' just because you are told that you are a deal stopper
or that you might cause disappointment. The organisation, your client, expects
more than that.

Do not just send an e-mail telling the business people they cannot do it.
Instead, as a first step, go to see them and discuss the situation. Check that they
have expressed what they are doing correctly and that you have properly
understood them. Explore with them alternatives and above all, understand
the risks. Remember, you may well need to work with them again in future,

This decision is above my pay grade

[5.6] It is<an immutable proposition that most people like to upwardly
delegare <itncult issues. T am not paid to understand this issue or make any
decisions.on it’, they say. Many years ago, when | was training, | used to attend
the QYveens Bench Division on Masters Summons. On one occasion, [ had
vicied up the file from one of the litigation solicitors. A brief note of
i struction was attached including the entreaty ‘Do not forget to ask for our
costs’, During the hearing the Master asked me a question I could not answer.
In a panic I uttered the words ‘This is not my file, Master’. I cannot describe
the colour that he went. The Master asked in a manner so splenetic that |
thought he might have a stroke ‘“What do you mean it is not your file? You are
holding it, young man!" He was right. At that moment, 1 was representing my
client. At that moment, the buck stopped with me.

If you have control of the *file’, it is not *above your pay grade’. If you are the
lawyer in the room, you must exercise your independence and give your
advice. It may be thar you want to take the matter up with somebody maore
senior, but at that moment, you must advise in an objective manner, to the best
of your ability. For an in-house lawyer, there is no equivalent of going to get
the partner in charge.

If the matter is one on which you feel you need time, say so. Do not find
yourself bullied into giving an answer that suits the other people. If there is
genuinely no time, take the action that you think is right. It may be an old
adage, but it is still true, that in most cases a decision, even if it is wrong, it is
generally better than you making no decision at all, as the business people will
lose confidence in you and in future take matters out of your hands,

On second thoughts, it looks all right

[5.7] Of the three reasons to avoid conflict, this is the most difficult for it can
be quite easy to convince yourself that actually there is not a problem after all.
This particular reason is usually coupled with the supplementary comment
that ‘It must be all right. After all, they are much more experienced than [ am’,

Never assume, Wisdom and experience do not always walk hand in hand.
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chapter 17

accounts and Audit

7.1] Earlier in the book, I identified one of the key skills for an in-house

yer to have is an understanding of accounting. Although | am not
icularly numerate, being able to understand some of the basics of the

fnances and accounts gives me a valuable insight into the organisation. It
allows me to understand a lot more of what my business colleagues are saying
and how they view the financial challenges ahead.

iﬁy understanding the accounts of an organisation, you will be able to play a
far deeper relein it, Furthermore, an understanding of various ratios and other
metrics will \give you early warnings if your organisation is running into
choppy dnancial waters. That skill could prove vital when advising the
direciory and senior management.

3 am grateful to Glynis Morris for providing this important chapter.

Statutory accounts
[17.2] In-house lawyers may come across two types of company accounts:
statutory accounts (sometimes referred to as financial accounts or

.
annual accounts) — these must be formally approved by the directors
and delivered to the registrar each year (and in the case of a parent
company they may need to include group accounts - see para 17.32
below);
® management accounts — these are prepared on a regular basis through-
g other senior managers to monitor

out the year to help directors an
business performance (see para 17.45 below),

Most companies have the option of preparing their statutory accounts as:

Companies Act accounts — by following the detailed requirements of

company law and UK accounting practice; or
IAS accounts — by following the detailed requirements of international

accounting standards and giving certain additional disclosures.

Listed companies and those with shares traded on the Alternative Investment
Market (AIM) must always prepare IAS group accounts. By contrast, chari-
table companies must always prepare Companies Act individual and/or group

accounts.

Most other companies adopt UK accounting practice and so prepare Com-
anies Act accounts. Those most likely to prepare IAS accounts on a voluntary

Easis are:
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[17.2] Accounts and Audit

. stand-alone listed and AIM i
sted companies —
colr:apda_rable with listed and AIM grl;ups- and s
subsidiaries of a parent com : ‘

; pany that prepares 1AS group ac ‘
rw a‘avu:d the need to prepare figures on rwo different %asef e;é:l? l;gt:'
dmgx;s;tcm to plieﬁare IAS accounts can generally only be reversed in g 3
ik 5 an;e, although for periods ending on or after 1 Ocmbc:l ZSP
a‘:c.pnan’y that prepares IAS accounts has more flexibility to change i

ounting practice no more than once every five years', o

they are MO

CA 2006, s 395(4A), inserted by SI 2012/2301,

Small companies

[17.3] There is a separate accounts regime for companies that qualify as small

(qualification as a small any is de: P
This,allows them t. company is dealt with in CA 2006, 55 382 and 3;83}{

5 A ;
. :-,.Imli'uce the detailed information given in their annual
eliver abbreviated accounts to the registrar,

Ho '
regj\:feve::vgﬁrttalun tji]pe; of company are excluded from the small companies
me, 1ough they meet the normal qualifying conditions: det}:{ls 13;

those excluded f S : : .
o rom the small companies regime can be found in CA 2008,

accounts; and

Accounting records
[17.4] Directors must maintain accounting records’ that are sufficient to:

A ;
show and explain the company’s transactions;

lSC]OSE tllt‘: L“I“pa“y s W reas ] AC GoAE

enable them to prepare accounts that comply with the legislation

Requirements on dccounting records can be foun
gglCha‘HHCd Accountants in England and Wales
L1 *Guidance for directors on accounting reco

din CA 2006, ss 386 to. 185 The Instirute
has published deraile! guidance in TECH
rds under the Compani= Act 2006

Non-corporate entities

17.5] Limited liability p: i
£cquir:||,=_r:| :;-:;;ds il;rlz:tl:g i;g:rtnfjrshl}?s (ILLPS) are subject to the same accounts
ner on » and other legislation i imi ' ;
on specialised entities such as charities gnd pensig:lpgffjizlmllar oo
Other unincorporated businesses (eg pa et
prepare suitable accounts each year f
subject to detailed legislative or other

renerships and sole traders) still need to
OF tax purposes but are generally not
accounting requirements.

True and fair view

[17.6] Directors must not 3 Pprove statutor
thatl those accounts give a true and fair vie
position and profit or loss of the co
both Companies Act and IAS accounts,

¥ accounts unless they are satisfied
w of the assets, liabilities, financial
mpany or group. This applies to
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True and fair view [17.7]

e most recent authoritative statement on the true and fair view is the
inion by Martin Moore QC'. A report issued jointly by the Account-
randards Board (ASB) and Auditing Practices Board (APB) in July 2011°
so confirms the continuing importance of the true and fair view. There is no
cise definition of what constitutes a true and fair view. Interpretations vary
accounting practice develops and new accounting standards are introduced
{often t© deal with changes in business practices or to respond to economic
evelopments). As a result, an accounting treatment that was considered to
ieve a true and fair view several years ago will not necessarily do so today.

In the case of Companies Act accounts:

additional information must be given where necessary to achieve a true
and fair view;

. the directors must depart from the derailed requirements of company
law if this is necessary to achieve a true and fair view — this is commonly
referred to the ‘true and fair override” and additional disclosures must
be given in the accounts when it is applied.

In the case ¢f TAS accounts:

. actounting standards require the accounts to ‘Srcsent fairly’ the
financial position, financial performance and cash flows of the entity;
. the true and fair override does not apply, but departure from strict

compliance with an accounting standard is permitted where necessary
to achieve a fair presentation (subject to additional disclosures) — this is
expected to be rare in practice.

L “The true and fair requirement revisited', available at httpi/fwww.fre.org.uk/FRC-Document
s/FRC/True-and-Fair-Opinion,-Moore,-21-April-2008.aspx.
> “True and Fair', available at herpy//www.frc.org.uk/FRC-Documents/FRC/Paper-True-and-Fai

r.aspx.

Accounting standards

[17.7] Accounting standards have statutory recognition and any non-
compliance with them must be disclosed. Consequently, it is usually accepted
that accounts must comply with all relevant accounting standards in order to
show a true and fair view and that any departure must be explained and

justified in the accounts.
Accounting standards are developed and issued as follows:

. from July 2012, the Financial Reporting Council (FRC) is responsible
for UK accounting standards (prior to this, they were issued by rhe
Accounting Standards Board (ASB)) — these are now issued as Financial
Reporting Standards (FRS) and were previously issued as Statements
of Standard Accounting Practice (S5AP);

. the International Accounting Standards Board (IASB) is responsible for
international accounting standards — these are now issued as Inter-
national Financial Reporting Standards (IFRS) and were previously
issued as International Accounting Standards (IAS).

For practical purposes, FRS and SSAP have equivalent status under UK
accounting practice, as do IFRS and IAS internationally.
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Abstracts and Interpretations

[17.8] The FRC ; 4 i

Urgf:n]r Issues I%"'(stllcsslglc?jc;\ ?I%Itll:]'%]’im b o e M

Interpretations Committee (] ) and the International Financia} E I

ot wts oy o ee (IFRIC) issues Interpretations, to deal i

ek counting standards but have been identified "

s A g rise to different interpretations in practice o
€ same status as accounting standards " THeg

Future UK accounting practice

[17.9] The FRC is current] ing f
y taking forward a project initi :
i |18 Gt ! TOJECE 1nitig :
dera“ege [:}D( Z(;;(]}untmg practice with internatﬂmalal requt'r’:?tr‘;f.{ntzc}sr T
‘Pma"dapr}v 5 were published in January 2012 and j I e
i c.l%ozrtmg Stalndgrd applicable in the UK and Re ul?[c b
e ) Itha't 18 intended to replace all currcntp UKIC e
ards’. Lhey also include a reduced disclosure regime for subsigf:?ie

parent companies in res i
: respect of their own indivi
respect of any consolidated accounts b e

Entities that qualify as small will conti
Finanei ~ mall will continue to have the option of » .
FinanilRepring Sandrd o Sl it FRSSE e
light of the EC Pror’otsci pfresem FRSSE will also need significant Sévt' ¥
the amount of Hnarl::cil:]l ?nl% rr?n“f_w A(}:’countmlg Directive which wouy) dls::(;].
ib; " ation that small ¢ : i
prohibit Member States from imposing ad ditim??ﬂﬂ:ﬁiii;ﬁifsm report a

The new FRS 102 is ex Q
hy pected to apply for accounti iods beginni
% g;rp]}{](:janl;lla.ryiq]i alrthllgl1 earlier adoption is]:ﬁg Tfli:;jstbeﬁmmng i\
as Indicated that it hopes to make the reduced }éi;loztﬁ'irmlm 3
re:

available to parents and subsidiari i
31 Der e subsidiaries for accounting periods endi

Full details of the i 7
_ | project can be found ar herp:/ i
s/Accounting-and -Reporting-Policy/The-futn m%f-m-véf{fﬁ::ﬁ:f Ot R o

FRC Conduct Committee

Accounting principles

[17.141] Ac ' ice i
e a]rett;i?:rtlil:lgdpgta?lm‘w is based on a number of fundamental principles
ail in the FRC's “Statement of Principles for F’inarfcia‘i |

Reporting’ a
nd the IASB’s ‘Fram
|_ : ew 1
S sl ork for the Preparation and Presentation of
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Accounting principles [17.15]

g concern
51 Accounts should be prepared on the basis that the business is a going
on (ie that it can continue in operational existence for the foreseeable
) unless the company is being liquidated or has ceased trading, or the
ors have no realistic alternative but to liquidate the company or to cease
o Directors must assess, when the statutory accounts are formally
oved, whether there are any significant doubts about the company’s abil-
o contintie as a going concern, taking into account all available informa-
The detailed procedures to be undertaken will vary depending on the size,
nplexity and circumstances of each business'.

directors of listed companies must make a formal statement on going
cern in the annual report and accounts, and all companies must disclose
material uncertainties that could cast significant doubt on the ability of the

pmpany to continue as a going concern.

i perailed guidance on the assessment of going concern, the review period, and going concern
~ disclosures o set out in ‘Going Concern and Liguidity Risk: Guidanece for Directors of
UK Comtpases 2009° published by the Financial Reporting Council (available at hop:/fww
1 w,f:r,'arg...ll-(fDur—Wﬂrk!Godes-Standards/Curporate-gﬂvtrnancc:fGoing-cﬂncern-ﬂnd-ﬁnﬂncial
| _prporhing.aspy.).

- — —

s

- Accruals

[17.13] All income, profits, expenses and losses relating to a financial year
must be included in the accounts for that year, regardless of the actual date of

teceipt or payment. However, the need for prudence may also be relevant (see
para 17.15 below).

Consistency and comparability

E‘!.:I.d-] Accounting policies provide a framework for the way in which assets,
iabilities, income and expenses are recognised, measured and presented in

annual accounts. They must be applied consistently within an accounting

Eeriud and from year to year, and figures for the previous financial year must
¢ adjusted where necessary so that they are presented on a comparable basis.

There will inevitably be occasions when an accounting policy needs to be
changed - for instance, where a change to accounting standards requires a
different treatment or where the nature or scale of an activity changes so that
an existing accounting policy is no longer appropriate. Specific accounting and
disclosure requirements apply whenever an accounting policy is changed.

Prudence
[17.15] Both the ASB and the 1ASB define prudence as:
The inclusion of a degree of caution in the exercise of the judgements needed in
making the estimates required under conditions of uncertainty, such that gains or
assets are not overstated and losses and liabilities are not understated.
Where appropriate, accounting policies should take account of uncertainty in
recognising and measuring items for inclusion in the accounts, but prudence
should not be needed if there is no uncertainty.
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[17.15] Accounts and Audit

Accounting standards i
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the apparent effect of the individual transactions
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Accounting rules

[17.17] In the case of Companies Act accounts, a company can adopt:

: tllze hllsmrica! Cost accounting rules: or
the alternative accounting rul i
‘ ; rules (although s R '
o : gh some of these -t with
. UK accounting standards and so cannot be used in AN
a combination of the two — for ins bt

i tance, it is com it .
3 counti , mon prictic
: ]f:t‘[ ;itgrl;atwe a;.cmuntmg rules for property so that -‘wp-:L L: o ng 1:}:
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Fair value accountin
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Performance statements

[17.18] The profit and loss ac '
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Performance statements [17.20]

£000
ar for the financial year 350
lised surplus on revaluation of

perties 24
arealised exchange differences on for-

o) CUTTENCY NEt investments (10)
| gains and losses recognised since

364

¢ last annual accounts

n IAS accounts, companies have the option of:
presenting all income and expenses in a single statement of comprehen-

slve income; or

presenting a separate income statement (covering compaonents of profit
or loss) and a statement of comprehensive income, which shows the
profit or loss for the year together with other gains and losses

recognisad in the year.
The second option gives a similar result to UK accounting practice.
In both cases, additional detail and analysis of the figures must be given in the
notes to the accounts. Some of these disclosures are prescribed by law and
auaers by accounting standards.
‘The key items likely to be shown in a profit and loss account or income
statement are discussed briefly below.

Turnover (or revenue)

[17.19] Turnover (or revenue) represents income from the supply of goods
and services to customers. This may sound straightforward but it can be a very
complex area in practice, and the policies adopted in respect of revenue
recognition and measurement can have a significant impact on the accounts.
Different policies may be required for different income streams, and dealing
with issues such as rebates, subsidies, incentives, extended warranties and
rights of return can cause particular problems. The FRRP has frequently
emphasised the need for clear disclosure of revenue recognition policies and in
recent years has paid particular attention in its reviews to companies who
appear to adopt more aggressive recognition policies than their peers.

Charges for depreciation, amortisation or impairment
L17.20] Fixed assets are intended for continuing use in the business and may
e

. tangible assets — such as property or equipment;

. intangible assets — such as licences, patents and purchased goodwill (see
para 17.34); or

. long-term investments.

Tangible fixed assets must be depreciated, and intangible assets must be
amortised systematically over their useful economic lives - in other words,
over the period that the business expects to benefit from them. Depreciation
{(or amortisation) is therefore a way of measuring the economic benefits of an

asset that have been consumed during the financial period.
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