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Introduction

Grant Thornton’s guide for non-executive directors covers
aspects of annual reporting which have been identified as

potential problem areas for IFRS preparers.

This guide is intended to highlight some of the key issues
that Grant Thornton clients are having to deal with currently
and provides a reference for non-executive directors to help
them focus on what they need to address. This guide is not
intended to be a comprehensive list of issues that companies
may face during this financial reporting season.

This edition is based on IFRS applicable for accounting periods commencing
on or after 1 January 2010.

Key to the issues:

Affects reported profits
Affects disclosures
Affects balance sheet

Affects narrative reporting



Financial Reporting Review Panel (FRRP) key areas of interest

The FRRP has set out for the first time what it believes are the characteristics of a good annual
report and accounts. These highlight key questions for the Board to address in preparing the

annual report and accounts.

Presentation of the primary financial statements continues to present challenges for companies. Good disclosure of
management’s key judgements in applying accounting policies and key sources of estimation uncertainty is essential to
enabling readers of the accounts to understand the basis on which they have been prepared.

Affects reported profits
Affects disclosures
Affects balance sheet
Affects narrative reporting

OO

Revenue recognition policies continue to be under intense scrutiny, highlighted by the continuing economic difficulties.
Multiple element arrangements present additional challenges.

@O0

Compliance with foreign currency translation requirements continues to present a significant challenge for many
companies. The FRRP has highlighted issues relating to the cash flow statement in particular.

e.9

The FRRP continues to comment on disclosure issues relating to financial instruments, in particular maturity analysis of
financial liabilities and sensitivity analysis.

OO

Segmental reporting disclosures need to be provided on the basis of operating segments. Significant disclosures apply
even where there is only one reportable operating segment.

OO0

Narrative reporting is under intense scrutiny, in particular the business review. This should include an explanation of the
business model. Cohesiveness of the annual report and accounts taken as a whole is vital.

COO®

The essentials unravelled
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Economic situation

Clear communication of uncertainties relating to going concern and of management’s judgements in reaching a
conclusion on the company’s going concern status is vital.

Affects reported profits
Affects disclosures
Affects balance sheet
Affects narrative reporting

OO

Many companies are seeking to restructure their finances by issuing shares in settlement of loans. New accounting
requirements for debt-for-equity swaps need to be considered and important legal issues kept in mind.

e 00

Impairment testing requires proper identification of, and allocation of assets to, cash-generating units (CGUs). Discount
rates and forecasts should be specific to each CGU and disclosures provided on that basis.

000

Recent and forthcoming changes in financial reporting

Changes to business combinations accounting requirements are now in force and have a significant impact on the
treatment of transaction costs, contingent consideration and acquisitions achieved in stages. All acquired intangible
assets need to be recognised on an acquisition.

@@

Changes to the treatment of non-controlling interests, including acquisition and disposal of such interests, are now in
force and may have a significant impact on consolidated accounts.

e 00
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Problem accounting areas

Modifying the terms of borrowings raises important accounting issues under IFRS, as do embedded derivatives.
The latter may pose significant valuation challenges.

Affects reported profits
Affects disclosures
Affects balance sheet
Affects narrative reporting

Lo ®

Hedge accounting may be applied only where strict conditions are met. It is easy to fall foul of these requirements,
meaning that hedge accounting will not be permitted, or will need to be discontinued.

@O0

Calculating diluted earnings per share may not be straightforward where there are options or share-based payments
in existence.

OO0

Related party disclosures, dividends to directors, capital disclosures and provisions continue to draw comment from the
FRRP. Long leases of land may now be finance leases following recent changes to standards.

o,

Changes to accounting requirements for group cash-settled share-based payments may require different treatment in the
individual accounts of the parent and subsidiary and raise additional measurement issues.

e 00

The AIM Rules now require enhanced disclosure of directors’ emoluments.

CeO®

2011 will see changes to standards covering related parties and debt-for-equity-swaps. The new UK Corporate
Governance Code also takes effect.

Major changes to IFRSs are on the way, including revenue and leasing. The UK Accounting Standards Board is proposing
to replace UK GAAP and require more companies to adopt full IFRS.

000
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Principles and key questions

Principles

A company’s annual report and accounts need to comply with
relevant law and accounting standards and give complete and
accurate accounting information.

The front-end narrative should be consistent with the accounts.
That narrative should explain significant points in the accounts
and there should be no surprises hidden in the accounts.

including explaining the company’s business model and the
salient features of the company’s position and performance,
good and bad.

The business review should describe the principal risks and
uncertainties faced by the company. The risks and uncertainties
described should genuinely be the principal ones that concern
the Board. The reader should be able to understand why they are
important and the links to accounting judgements and estimates
should be clear.

3 The business review should give a clear and balanced account

indicators or non-GAAP measures in the business review, these
need to be reconciled clearly to main heading figures in the
accounts and any adjustments need to be explained clearly,
together with the reasons why they have been made.

5 If the company has referred to adjusted figures, key performance
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Key questions for the Board

Do the annual report and accounts comply with relevant law
and accounting standards?

Is the information complete and accurate?
Are the accounting policies clear, relevant and complete?

Do the annual report and accounts present a single story?

Is the description of the company’s business and how it is
managed in the narrative reporting consistent with segment
disclosures in the financial statements?

Does the business review explain how the money is made and
how shareholder value is preserved and enhanced?

Does the business review address adequately what worries
the Board?

Are the narrative disclosures consistent with the accounting
risks and uncertainties, where appropriate?

Are we consistent in our reporting?

Are non-GAAP measures properly reconciled to GAAP
disclosures where appropriate?
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Principles

Important messages need to be highlighted and supported with
relevant context and not be obscured by immaterial detail.
Effective cross-referencing needs to be provided and repetition
avoided.

The language used needs to be precise and explain complex
issues clearly. Jargon and boilerplate should be avoided.

Items in the annual report and accounts should be reported at

an appropriate level of aggregation to convey the essential
messages and avoid unnecessary detail. Tables of reconciliations
need to be supported by and consistent with the accompanying
narrative.

Significant changes from the prior period in policy or
presentation need to be explained properly.

The spirit as well as letter of accounting standards needs to be
followed and appropriate disclosures provided to give a true and
fair view.

Key questions for the Board

Is the reporting of material transactions in the period clear and
transparent and have appropriate accounting policies been
developed?

Have accounting policies for irrelevant and immaterial items
been removed?

Have we cut the clutter?

Is the language clear?
Are disclosures specific to the business’s operations and risks?

Have we summarised appropriately?

Have we explained the changes and, where appropriate, are the
revised accounting policies clear?

Are the accounts true and fair?

The essentials unravelled
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Contact us

If you would like to speak to one of our team please email us at heretohelp@uk.gt.com

Alternatively please contact your local Grant Thornton office directly:

Belfast Gatwick London
T 028 9031 5500 T 01293554130 T 020 73835100
Birmingham Glasgow Manchester

T 0121 212 4000

T 0141 223 0000

T 0161 953 6900

Bristol Ipswich Milton Keynes
T0117 305 7600 T01473 221491 T 01908 660666
Bury St Edmunds Kettering Newcastle
T01284 701271 T 01536 310000 T 0191 261 2631
Cambridge Leeds Northampton

T 01223 225600 TO0113 2455514 T 01604 826650
Cardiff Leicester Norwich

T 029 2023 5591 TO0116 2471234 T 01603 620481
Edinburgh Liverpool Oxford

T 01312299181

T 0151 224 7200

T 01865 799899

° GrantThornton

© 2010 Grant Thornton UK LLP. All rights reserved.
‘Grant Thornton’ means Grant Thornton UK LLP, a limited liability partnership.
Grant Thornton UK LLP is a member firm within Grant Thornton International Ltd (‘Grant Thornton International’). Grant Thornton

International and the member firms are not a worldwide partnership. Services are delivered by the member firms independently.

This publication has been prepared only as a guide. No responsibility can be accepted by us for loss occasioned to any person
acting or refraining from acting as a result of any material in this publication.

www.grant-thornton.co.uk

Reading
T 01189 839600

Sheffield
T 0114 255 3371

Slough
T01753 781001

Southampton
T023 80381100

AYAS
FSC

Recycled

Supporting responsible use
of forest resources
Cert no. X) (X-XXXX

www.fsc.org
© 1996 Forest Stewardship Council



