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Introduction

The IFRS Top 20 Tracker

With over 100 countries across the world now either requiring or
allowing the use of IFRS for financial statements, a clear pattern
has begun to emerge as to the areas that companies encounter
difficulties with when preparing their financial statements.

To assist companies in dealing with these areas of difficulty, Grant
Thornton International Ltd ("Grant Thornton International™) has
published The IFRS Top 20 Tracker. This publication takes
management through twenty top disclosure and accounting issues
identified by Grant Thornton International, based on the
experience of member firms within Grant Thornton International
who have assisted companiesin transitioning to IFRS.

The IFRS Top 20 Tracker is not a comprehensive checklist for
IFRS disclosures or accounting treatments; it is intended to
highlight some of the key issues that companies are having to deal
within their IFRS financial statements and provide a heads-up for
management to help them focus on key issues to address.

Completing the disclosures required by IFRS can take considerable
time. The IFRS Top 20 Tracker draws on the experience of the
member firms within Grant Thornton I nternational, which shows
that many companies under-estimate the extent and complexity of
IFRS and hence put themselves under significant pressure in order
to complete their financial statements within the required
timescale.
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Entities might wish to reduce the time pressure during the year-
end process, by producing pro formafinancial statementsin
advance, to enable management to deal with the more complex
disclosures earlier in the reporting process. In addition, some key
measurement processes can be addressed in advance. For
example, impairment reviews for goodwill have to be done
annually under IAS 36 Impairment of Assets but reviews do not need
to be done at the year-end. Once the review has been completed
thereis no reason why companies cannot prepare the disclosure
required by IAS 36. Where business combinations take place
during ayear, fair value and other adjustments and relevant
disclosures can be addressed at the time and need not be left until
after the year-end.

In Appendix A you will find a checklist which can be used to help
management ensure that they have addressed the top 20 areas
covered in this document in the year-end reporting process.

Referencesto IAS 1 Presentation of Financia Statements (revised 2007)

All referencesin thisguideto IAS 1 are based on the 2007 version of this
standard. Therevised version of IAS 1 introduced, amongst other amendments,

various changes in the financial statement terminology. For example, IAS 1 uses
the term “statement of financia postion” instead of “baance sheet” and
“gtatement of cash flows” insteed of “cash flow statements”. This guide reflects
these recent changes to the IFRS terminology.




IAS 1.122. An entity shall disclose, in the
summary of significant accounting policies
or other notes, the judgements, apart from
those involving estimations (see paragraph
125), that management has made in the
process of applying the entity's accounting
policies and that have the most significant
effect on the amounts recognised in the
financia statements.

IAS 1.125 An entity shall disclose
information about the assumptions it makes
about the future, and other major sources of

estimation uncertainty at the end of the
reporting period, that have a significant risk

of resulting in amaterial adjustment to the
carrying amounts of assets and liabilities
within the next financial year. In respect of
those assets and liabilities, the notes shall
include details of:

(a) their nature, and

(b) their carrying amount as at the end of the
reporting period.

1 IAS 1- Presentation issues: judgements and estimates

1.1 Judgements and estimates

IFRS implementation may involve management having to make
significant judgements about the application of accounting policies
for the reporting entity. |1AS 1 Presentation of Financial Statements
(revised 2007) requires the disclosure of the judgements
management has made in applying an entity's accounting policies
that have the most significant effect on the assets and liahilities
recognised in the financial statements (IAS 1.122). These
requirements are wide-ranging as highlighted by the examples
giveninIAS 1.123 of judgements that may require disclosure:

o whether financia assets are held-to-maturity investments

¢ when substantially all the risks and rewards of ownership of
financial assets and lease assets are transferred to other entities

¢ whether in substance sales of goods are financing arrangements
and therefore do not give rise to revenue

o whether the substance of the relationship between the entity
and a specia purpose entity indicates that the specia purpose
entity is controlled by the entity.

Management are furthermore required to disclose assumptions
they make about the future that have a significant risk of resulting
in amaterial adjustment to the carrying amounts of assets and
ligbilities within the next financial year (IAS 1.125).

These assumptions regarding the effects of uncertain future events
are likely to be the most subjective and complex estimates that
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management make in relation to the financial statements. Careful
consideration needs to be given to ensure that the reader of the
financial statements understands clearly the uncertainties described
aswell as the range of possible outcomes that might result from
these uncertain future events.

IAS 1.129 gives some examples of areas that may be covered and
the types of disclosures that can be made in order to help usersto
understand the judgements.

1.2 Disclosures should not be 'boilerplate’

Because the nature and extent of judgements and estimates made
by management will vary significantly from company to company,
there can be no 'model’ or standard disclosure example.
Management will need to assess carefully those areas of judgement
and estimates that may need disclosure within the financial
Statements.



2 1AS 1- Presentation issues: primary statement formats

2.1 Primary statement formats

IAS 1 Presentation of Financial Satements (Revised 2007) does not
mandate the order or format in which items are to be presented
in the primary statements; it does however specify minimum
requirements and also includes example disclosure regarding the
function and nature of the expenses in the income statement.
We often see primary statement formats being adopted which
do not meet IAS 1's minimum disclosure requirements or the
inclusion of additional line items and sub-totalsin circumstances
where this may not be justified under IAS 1.

2.2 Key areas to focus on

IAS 1.54(m) and (n) require current tax assets and liabilities and
deferred tax assets and liabilities to be shown as separate line
items on the face of the statement of financial position. This
requirement is often overlooked in practice.

IAS 1.85 requires additional line items, headings and sub-totals
to be presented in the statement of comprehensive income and
the separate income statement (if presented), when such
presentation is relevant to an understanding of the entity's
financial performance. IAS 1.55 sets out a similar requirement
in relation to the statement of financial position. Additional line
items should be used only to explain elements of financial
performance (or position).
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IAS 1 does not mandate alineitem in the income statement for
operating profit, although the use of such a sub-tota is not
prohibited. Companies that present items below the operating
profit line that appear to be operating in nature may be
challenged to explain their presentation. Presentation of
operating profit and exceptional itemsis discussed further in
Section 17.

Although IFRS does not specify the nomenclature to be used in
financial statements, use of local GAAP terms should be
avoided where IFRS uses different terminology, especially where
there are differences of meaning. For example, "fixed assets' in
some local GAAPs may not correspond exactly with "non-
current assets’ asdefined in IAS 1. Care also needsto be taken
to avoid inconsistent terminology, such as using "property, plant
and equipment” in the statement of financial position but
referring to "tangible fixed assets" in notes.



3 IAS 36 - Impairment disclosures

3.1 Impairments

IAS 36 Impairment of Assets prescribes the proceduresto be
applied by an entity to ensure that its assets are not carried
above their recoverable amount.

I mpairment requirements under |FRS are more stringent than
many local GAAPs, with goodwill being tested annually for
impairment. Any intangible assets with indefinite lives are al'so
tested annually for impairment.

IAS 36 requires extensive disclosures in relation to the
procedures applied by management, so that users of the
financial statements understand the basis on which impairment
decisions have been taken. The disclosuresin relation to
impairment are extensive due to the number and sensitivity of
estimates and assumptions used by management as the basis for
their review. Importantly, extensive IAS 36 disclosures apply in
relation to goodwill and intangible assets with indefinite lives,

even if no impairment is recognised (IAS 36.134 & IAS 36.135).

3.2 Disclosure

Summarised below are disclosure points from IAS 36 that
companies often miss when they base their recoverable amount
for impairment testing on value in use:

¢ key assumptions on which management bases its cash flow
projections should be described (IAS 36.134(d)(i))
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o the approach taken by management on how key assumptions
were determined should be described (IAS 36.134(d)(ii))

o the period over which cash flows are projected by
management should be disclosed with an explanation if a
period of more that five yearsisused (IAS 36.134(d)(iii))

o the growth rate used to extrapolate cash flow projections
beyond the period covered by the most recent
budgets/forecasts should be disclosed and any growth rate
that exceeds the relevant long term average growth rate
should be justified (IAS 36.134(d)(iv))

e sengitivity disclosures are required if areasonably possible
change in akey assumption would cause the carrying amount
to exceed its recoverable amount (IAS 36.134(f)).

Where recoverable amount is based on fair value less costs to
sel, 1AS 36.134(d) disclosures do not apply; these are replaced
by equivalent disclosuresin IAS 36.134(€).

3.3 Example disclosure
See Appendix D for example |AS 36 impairment disclosure.
The example disclosure is based on aretail company.



IFRS 3.67 To give effect to the principlein
paragraph 66(a), the acquirer shall disclose
the following information for each business
combination that was effected during the
period...

(h) adescription of the factors that

contributed to a cost that resultsin the
recognition of goodwill — a description of
each intangible asset that was not recognised
separately from goodwill and an explanation
of why the intangible asset's fair value could

not be measured reliably — or a description
of the nature of any excess recognised in
profit or loss in accordance with paragraph
56.

(i) the amount of the acquiree's profit or loss
since the acquisition date included in the
acquirer's profit or loss for the period,
unless disclosure would be impracticable. If
such disclosure would be impracticable, that
fact shall be disclosed, together with an
explanation of why thisis the case.

4 |FRS 3 - Goodwill justification disclosure

4.1 Goodwill

IFRS 3 Business Combinations includes extensive disclosure
requirements (IFRS 3.66-77). IFRS 3 requires entitiesto
recognise many more intangible assets separately from goodwill
on a business combination compared to many local GAAPS.
These disclosures have come under intense scrutiny, and entities
have been challenged by regulators where they have recorded
large goodwill balances on business combinations and have not
provided adequate explanation as to why goodwill has been
recognised, rather than identifiable intangible assets.

It isimportant to identify intangibles separately as, in most
cases, their lives will be finite and hence amortisation under
IAS 38 Intangible Assets will be required. Thisis particularly
relevant for items such as customer relationships and
technology-based intangibles.

For each business combination that was effected during a period
(or in aggregate for business combinations that are individually
immaterial), an acquirer should provide a description of the
factors that contributed to a cost that results in recognising
goodwill (IFRS 3.67(h)). Thisdisclosure should include a
description of each intangible asset that was not recognised
separately from goodwill and an explanation of why the
intangible asset's fair value could not be measured. In order to
meet this requirement, an acquirer's management will need to
have knowledge of the component parts of goodwill. This
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should be considered when management carries out an exercise
to allocate goodwill to the group's cash generating units. This
allocation is based on the synergies and other benefits expected
to be derived from the combination. Typical examples of
factors contributing to goodwill include:

e an acquired entity's workforce

e synergiesresulting from cost savings and increase in market
share, and

e non-contractual customer relationships that have not met the
criteriafor recognition as an intangible asset.

4.2 Example disclosure

Goodwill related to acquisitions amounted to CU3.7million. The
amount of goodwill paid related to expected synergies to be achieved.
Synergies to be achieved are a result of a stronger presence in the
market and synergies in purchasing, sourcing and selling due to the
integration of our activities and those of the acquired companies.

4.3 IFRS 3 Revised

Referencesin section 4 are to the original version of IFRS 3. On
10 January 2008 the IASB published IFRS 3 Business
Combinations (revised 2008). The revised Standard will
introduce major changes to the accounting requirements for
business combinations; careful study of the transition
requirements is necessary.



IFRS 3 Appendix A - Definition of a
business:

Anintegrated set of activities and assets
conducted and managed for the purpose
of providing:

(a) areturn to investors; or
(b) lower costs or other economic

benefits directly and proportionately to
policyholders or participants.

A business generally consists of inputs,
processes applied to those inputs, and

resulting outputs that are, or will be, used
to generate revenues. If goodwill is
present in atransferred set of activities
and assets, the transferred set shall be
presumed to be a business.

5 IFRS 3 - Other business combination issues and disclosures

5.1 Introduction

Accounting for business combinations under IFRS can pose
significant accounting treatment challenges. There are three key
issues that directors need to consider in relation to business
combinations:

o |sthe acquired entity actually a business?
¢ Isthe acquisition in the scope of IFRS 3?
o |dentifying the acquirer.

Set out below are some common areas where accounting issues
arise and may take time to address fully.

5.2 Is the acquired entity actually a business?

IFRS 3 Business Combinationsis applied to all business
combinations that arein its scope. Thefirst issueto consider is
whether the entity acquired meets the definition of a business.
This can often be subjective, for example if an entity simply
contains a single asset, such as an investment property, it may
not meet the definition of a business unless there are substantive
business processes or services present.

5.3 Is the acquisition in the scope of IFRS 3?

One of the most common areas where we have seen issues arise
in practice is group reconstructions where the entities concerned
are under common control.
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Business combinations involving entities under common control
are outside the scope of IFRS 3 (IFRS 3.3(b)). Accordingly,
management should use its judgement to develop an accounting
policy that isrelevant and reliable, in accordance with IAS 8
Accounting Policies, Changesin Accounting Estimates and Errors

(IAS 8.10-12). There are two main approaches: the first isto
look to local GAAPs which use merger accounting

methodol ogy; the second isto look back into IFRS 3 and use
the purchase method.

5.4 Ildentifying the acquirer

Under IFRS 3 all combinations within the standard's scope are
acquisitions or reverse acquisitions and therefore an entity will
always need to identify an acquirer. The key to identifying the
acquirer iswho in substance has control over the other entity.
IFRS 3 provides some indicators as to who is the acquirer; these
include obtaining more than 50% of the voting rights in the
other entity; which entity has the higher fair value; who is paying
cash and who is issuing shares; and which entity's management
is dominant following the business combination. Thisisa
subjective area and judgement will be based on the collective
weight of anumber of factors.

Reverse acquisition

Reverse acquisitions may often be more common under IFRS
than local GAAP. If areverse acquisitionisidentified thenin
substance the legal subsidiary isidentified as the acquirer. There

6



is detailed guidance on reverse acquisitions accounting in IFRS 3
Appendix B.

Newly formed entity

If abusiness combination has been effected through a newly
formed entity that issues shares, then under IFRS 3.22 this new
company cannot be the acquirer. Thereforeif this situation
exists one of the existing entities that are combining must be
identified as the acquirer. The combination of the new entity
and the acquirer will be accounted for as areverse acquisition.

5.5 Share-based payment

I ssues also arise where share options are granted by the acquirer
in a business combination to employees of the acquiree who
were also shareholders or option holders. Judgement is required
to determine whether an equity instrument issued in a business
combination isin return for control of the acquiree (and thus
within the scope of IFRS 3) or isfor post-combination service
of the acquiree's employees (and thus a share-based payment
under IFRS 2 Share-based Payment). All the facts and
circumstances of atransaction will need to be considered when
deciding whether the options need to be accounted for under
IFRS2or IFRS 3.

5.6 Cost of acquisition

Once the acquirer has been determined, the cost of the
combination needs to be calculated. The cost of the
combination is equivalent to the fair value of the consideration
given and any directly attributable costs associated with the
business combination. The acquiree's identifiable assets,
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liabilities and contingent liabilities are recognised at the fair
vaue at the acquisition date.

Provisional fair values

When accounting for a business combination initialy, in many
cases fair value information can only be determined
provisionaly by the end of the period in which the combination
was effected. If thisis the case these figures must be disclosed
clearly as provisional under IFRS 3. These provisional fair
values should be adjusted (if necessary) as aresult of completing
the initial accounting within 12 months of the acquisition date.

5.7 IFRS 3 Revised

Referencesin section 5 are to the original version of IFRS 3. On
10 January 2008 the IASB published IFRS 3 Business
Combinations (revised 2008). The revised Standard will
introduce major changes to the accounting requirements for
business combinations; careful study of the transition
requirements is necessary.



6 IFRS 7 - Financial instruments: disclosures

6.1 IFRS 7 key issues

IFRS 7 Financial Instruments. Disclosuresis effective for accounting
periods beginning on or after 1 January 2007. IFRS 7 ishaving
asignificant impact on al IFRSfinancia statements.

Some of IFRS 7's new disclosure requirements may require
disclosure of potentially commercially sensitive information.
Companies that are adopting IFRS 7 should plan thisin advance
as systems may need refinementsin order to extract the relevant
disclosure information.

Two examples where companies may be required to disclose
commercialy sensitive information are;

o disclosures of financial assets that are either past due or
impaired. "Past due" means afinancia asset where the
counterparty has failed to make payment when contractually
due. Thiswould include slow-paying trade receivables.
Entities are required to disclose an ageing of financial assets
past due (at the reporting date) but not impaired. Analysisis
also required of financial assets determined to be impaired (eg
trade receivables which have been written off or provided
for)
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e sensitivity analysisin relation to market risk. Market risk
includes currency risk, interest rate risk and other price risk.
Thisanalysiswill be required to show how the profit and loss
account would be impacted by changesin the underlying
variable, for example, disclosure of the impact of achangein
interest rates or of the impact of changes in foreign exchange
rates.

6.2 Regulator scrutiny

As|FRS 7 is mandatory only for accounting periods
commencing on or after 1 January 2007, it is currently being
addressed by regulators for thefirst time. Given the current
credit crisis, it islikely that regulators will pay close attention to
compliance with its extensive disclosure requirements.



7 1AS 12 - Deferred tax accounting and disclosure

7.1 1AS 12 approach

Under some local GAAPs, the accounting for deferred tax
focuses on timing differences where gains and losses are
recognised in the financial statementsin different periods.
IAS 12 Income Taxes focuses on the tax implications of items
recognised in the statement of financial position, specifically
temporary differences between carrying amount and tax base.
This has afundamental effect on whether specific accounting
entries give rise to adeferred tax consequence. Some common
areas where we have seen issues arise in practice are set out
below.

7.2 Business combinations
Where a business combination is accounted for as an
acquisition, deferred tax adjustments may arise as aresult of:

o fair value adjustments, where the carrying value in the
consolidated financial statementsis adjusted but the tax base
is unaffected

o assets or liabilities recognised on acquisition, not recognised
in the acquiree's financial statements, for example, some
intangible assets

o deferred tax balances recognised on acquisition, not
recognised by the acquiree because of the initial recognition
exemption, for example, those related to properties
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o deferred tax asset recognised on acquisition in respect of tax
losses of the acquiree as recovery is now probable due to use
of group relief.

However, IAS 12 does not require provision of deferred tax on
theinitial recognition of goodwill or its subsequent impairment.

7.3 Share-based payments

Under local tax law, the tax deduction in connection with
employee share options is often available at the date of exercise,
based on the difference between the share's market price at that
date and the option exercise price.

Consequently, a deductible temporary difference arises between
the tax base of the share based payment expense and the
carrying value in the statement of financial position of CU nil.
The amount of the deduction is estimated based on the
company's share price at the end of the period.

Where the amount of the deduction recognised exceeds the
amount that would be calculated based on the cumulative share-
based payment expense, the excess is regarded as an equity item
and recognised directly in equity.

Where share options are outside the scope of IFRS 2 Share-based
payment based on their grant date or vesting date (ie the options
were granted pre 7 November 2002 or were granted after

9



7 November 2002 and vested by the date of transition to IFRS),
deferred tax will still need to be recognised in accordance with
IAS 12. Asno share-based payment expense is recognised, the
deferred tax on these share optionsis recognised directly in

equity.

7.4 Compound financial instruments

Theinitial recognition exemption in IAS 12 does not cover the
taxable temporary difference which arises on separation of a
compound financial instrument into liability and equity
components.

Local tax rulesin relation to compound financia instruments
are often complex. Management should therefore obtain
appropriate tax advice from the company's tax advisers.

It is possible a deferred tax liability may need to be recognised
with a corresponding tax charge to equity (as the equity
component is recognised directly in equity). Subsequent
changesto any deferred tax liability will be recognised through
the income statement (as the discount associated with the
liability component is recognised in the income statement).

The measurement of the deferred tax liability should reflect the
expected manner of settlement. Accordingly, if ataxable
temporary difference arises on redemption but not conversion,
management will need to assess at the reporting date which
option the holders or the issuer are most likely to take. Where
conversion is at the option of the holders, conversion should be
assumed only where there is strong evidence the holders will
exercise this option.
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7.5 Property revaluations

When a property is revalued, the carrying amount is adjusted but
there is generally no effect on the tax base. Hence, deferred tax
balances arise.

Deferred tax provisions are cal culated based on the expected
manner of recovery of the property. The carrying amount of
non-depreciable assets such as land can only be recovered
through sale. The carrying amount of depreciable assets such as
buildings may be recovered through use or sale or a
combination of the two (where the entity plans to use the asset
for aperiod then sell it).

For assets recovered partly through use and partly through sale,
measuring the resulting deferred taxes will reguire a blended
measurement approach as different tax rates and tax bases will

apply.

Deferred tax may need to be provided on previous local GAAP
revaluations of property where the revalued amounts are treated
as deemed cost for IFRS transition purposes.

7.6 Watch out for unclear or inconsistent tax
disclosures

IAS 12 requires the disclosure of a significant amount of
information on current and deferred tax. Care needsto be
taken to ensure that thisinformation is clearly described and is
consistent with other information disclosed in the financial
statements. The following are typical errors or omissions:

10



o reconciliation of the relationship between tax charge and
accounting profit isrequired for total tax charge rather than
current tax (IAS 12.81(c))

o disclosures of unrecognised temporary differencesincluding
those associated with unused tax losses and tax credits
(1AS12.81(e)) and investmentsin subsidiaries, branches,
associates and interestsin joint ventures (IAS 12.81(f))

o where aloss-making entity has recognised a deferred tax
asset, the nature of the evidence supporting its recognition
should be disclosed (unless the asset can be recovered
through the reversal of existing taxable temporary
differences) (IAS 12.82).
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8 Accounting policies — general messages

8.1 Disclosure of accounting policies requirements to disclose individual policies or aspects of policies
IAS 1 Presentation of Financial Statements (Revised 2007) requires that have no direct equivaent under the relevant local GAAP.
disclosure of the recognition and measurement basis used in

preparing the financial statements and the other accounting Care needs to be taken to use consistent terminology and
policies used that are relevant to an understanding of the eliminate local GAAP terms where these have different

financial statements (IAS 1.117). The policies are determined in meanings under IFRS.

accordance with 1AS 8 Accounting Policies, Changesin Accounting
Estimatesand Errors (IAS 8.7-12).

IAS 1 requires that the policies disclosed are those used that are
relevant to an understanding of the financial statements. This
means that irrelevant or unnecessary accounting policies should
not be stated because to do so might obscure the messages
conveyed by those policies that are applied. Where policiesare
relevant and have been applied to materia items, they must be
stated.

On transition to IFRS, companies will have reviewed their
accounting policies and adjusted them to achieve compliance
with IFRS where necessary. Whilst the areas of major
difference are usually addressed, there are many more subtle
differences between local GAAP and IFRS which could lead to
the inclusion of inappropriate accounting policy wording if
policies from the previous local GAAP financial statements are
simply carried acrossto the first-year IFRS financial statements.
In addition, there are likely to be some specific IFRS

12

© 2008 Grant Thornton International Ltd. All rights reserved.



IAS 18.35(b) states that the
amount of each significant
category of revenue recognised
during the period should be

disclosed including separate
disclosure of the revenue

arising from the sale of goods
and the rendering of services.

9 Accounting policies — specific problems: revenue

9.1 Revenue policies

A frequent criticism of IFRS financial statements relates to the
inadequacy of the revenue recognition policy in describing how
revenue is recognised in respect of significant income streams.
For example, an accounting policy note might refer to the sale
of goods and supply of services but give no detail in respect of
the way in which revenue from services is recognised.

Where a company refersto severa income streamsin its
narrative reporting (such as a business review) or in segmental
disclosures, it is essentia that the accounting policies set out for
revenue address each of the income streams identified.

All revenue recognition policies need to be tailored specifically
to reflect the company's revenue recognition methods and
address both timing and measurement of recognition. A
frequent criticism by regulatorsis of companies using generic
"boiler plate" accounting policies, in particular for revenue.

9.2 Example disclosure
The accounting policy shown hereistailored for a
manufacturing and retailing group.

Revenue

Revenue is measured at the fair value of the consideration received or
receivable and represents the amounts receivable for goods provided in
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the normal course of business, net of all related discounts and sales
tax.

Sale of goods - retail

Retail sales are recognised at the date when the significant risks and
rewards of ownership have been transferred to the customer. Revenue
from the sale of gift vouchers is recognised when the vouchers have
been redeemed or have expired.

Where the Group operates a customer loyalty scheme, the fair value of
the award credits is recognised as a separately identifiable component
of revenue and credited to deferred income. Fair value represents the
retail value of free goods expected to be provided to customers.
Revenue is recognised when the award credits are redeemed and the
Group fulfils its supply obligations.

Past experience is used to estimate and provide for expected returns at
the time of sale.

Sale of goods - wholesale

Wholesale sales are recognised when goods are dispatched to
customers. Past experience is used to estimate and provide for
expected returns at the time of sale.

13



10 Accounting policies — specific problems: financial instruments

10.1 Financial instruments

All companies have financial instruments and therefore all
companies should have accounting policies on financial
instruments. However, the detail required within the accounting
policy depends on the nature and type of financial instruments
that a company has.

The accounting policies must be relevant and specific. For
example, if acompany has included a policy on hedge
accounting but there is no evidence in the financial statements
that hedge accounting has been applied, thiswould be an
irrelevant policy to disclose.

The key point is whether the disclosure of apolicy is needed by
users of the financial statements to understand how transactions
and events have been reflected in the financial statements. In
relation to financial instruments, the policies an entity discloses
should be specific to the types of instruments that they have. If
acompany only has straightforward instruments such as trade
payables and receivables, it will not need to, and should not,
include policies in other areas such as financial assets at fair
value through profit or loss or held-to-maturity investments.

10.2 Financial instrument policies

In short, the financial instruments policy needs to cover the
following (for each type of financial instrument a company has):

© 2008 Grant Thornton International Ltd. All rights reserved.

initial recognition and measurement

subsequent accounting treatment and measurement
impairment

derecognition.
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11 IFRS 1- Explanation of transition to IFRS

11.1 Accounting polices

IFRS 1 Firgt-time Adoption of International Financial Reporting
Sandards generally requires an entity to comply with each IFRS
effective at the reporting date of itsfirst IFRS financia
statements. The standard grants limited optional exemptions to
this requirement. The most commonly applied include:

o business combinations prior to the transition date need not
be accounted for under IFRS 3 Business Combinations (IFRS 1
Appendix B)

o previousloca GAAP revaluations of property, plant and
equipment may be treated as deemed cost at revaluation date.
The entity may also remeasure an item of property, plant and
equipment at fair value at the transition date and use that fair
vaue asits deemed cost (IFRS 1.16-19)

o retrospective application of the "corridor approach” to
recognising actuarial gains and losses on defined benefit
pension liabilitiesis not required (IFRS 1.20)

o cumulative tranglation differences on foreign operations may
be deemed to be zero at the transition date and need not be
recognised as a separate component of equity (IFRS 1.21-22)

o an entity need not apply IAS 21 The Effects of Changesin Foreign
Exchange Rates retrospectively to goodwill and fair value
adjustments arising on those business combinations involving
foreign operations which occurred prior to the transition
date. Theseitems are not then retranglated at the closing rate
at each subsequent reporting date but are stated using the
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exchange rate applied under local GAAP (IFRS 1 Appendix
B, B1A).

However, where optional exemptionsto full retrospective
application of IFRS are taken, this fact must be disclosed.

11.2 Clarity of transition disclosures

A frequent criticism of first-year IFRS financial statementsis
that the IFRS 1 reconciliations do not include sufficient detail to
explain the effect of the transition to IFRS. Sufficient
explanation of the IFRS adjustmentsis critical if the reader of
the financia statementsisto understand how the transition to
IFRS has affected the company's results and financial position.
In addition, material adjustments to the cash flow statement
prepared under local GAAP are often overlooked (IFRS 1.40).

The correction of errors under local GAAP must be
distinguished clearly from the effect of IFRS adjustmentsin the
IFRS 1 reconciliations (IFRS 1.41).

11.3 Presentation and disclosure

IFRS 1 states that there are no exemptions for first-time
adopters from the presentation and disclosure requirements of
other IFRSs (IFRS 1.35) except in alimited number of cases
(IFRS 1.36A-37). For afirst time adopter of IFRSthe
comparatives must be presented in accordance with the policies
in placefor itsfirst IFRS financia statements.
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IFRS 5.32 A discontinued operation is
acomponent of an entity that either
has been disposed of, or is classified
as held for sale, and

(@) represents a separate major line of

business or geographical area of

operations,

(b) is part of asingle co-ordinated
plan to dispose of a separate major
line of business or geographical area
of operations or

(c) isasubsidiary acquired exclusively
with aview to resale.

12 IFRS 5- Non-current assets held for sale and discontinued operations

12.1 IFRS 5 requirements

IFRS 5 Non-current Assets Held for Sale and Discontinued Operations
specifies the requirements relating to the classification,
measurement and presentation of non-current assets held for
sale and discontinued operations.

The criteriain IFRS 5 to meet the definition of discontinued are
very strict and regulators have been known to question
companies regarding whether the classification of discontinued
operations actually met these criteria.

12.2 Non-current assets (and disposal groups) held
for resale

Definition

A disposal group is agroup of assets and related liabilities to be
disposed of. Under IFRS 5 anon-current asset (or disposal
group) is classified as held for sale if its carrying amount is
expected to be recovered principally through sale rather than
continuing use. The asset must be available for immediate sale
subject to normal terms and conditions at a reasonable price,
and the sale must be expected to be completed within one year
of the asset (or disposal group) being classified as held for sale
(IFRS 5.6-8).

Measurement

A non-current asset (or disposal group) classified as held for sdle
does not have depreciation or amortisation charged on it.
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Items held for sale are remeasured to the lower of their carrying
amount, under applicable IFRS, and their fair value less costs to
sell. Wherethe fair value is greater than the carrying amount of
the item this will have no effect on the reported value.
However, where afair valueisless than the current carrying
amount, the remeasurement will result in aloss to the entity.

Presentation

Where a hon-current asset or disposa group is held for sale, the
assets and liabilities should be reported separately from other
assets and liabilities on the face of the statement of financial
position. The assets and liabilities of adisposal group should
not be netted off. The comparatives are not adjusted.

Common issues

Where entities have disclosed non-current assets held for sale on
the statement of financial position, they have often failed to
disclose the major classes of assets and liabilities classified as
held for sale either on the face of the statement of financial
position or within the notes to the financial statements as
required by IFRS 5.38.

12.3 Discontinued operations

Definition

IFRS 5.32 sets out the definition of adiscontinued operation.
An operation is classed as discontinued under IFRS 5if it is sold
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in the period or meets the conditions to be classified as held for
sale at the reporting date.

Presentation and disclosure
Discontinued operations are disclosed on the face of the income
statement as a single amount comprising the total of:

e post-tax profit or loss of discontinued operations, and

¢ the post-tax gain or loss recognised on the measurement to
fair value less costs to sell or on the disposal of the assets or
disposal group(s) constituting the discontinued operation.

IFRS 5 requires further analysis of the single amount into:

o revenue, expenses and pre-tax profit or loss of discontinued
operations

o related income tax expense

¢ the gain or loss recognised on the measurement to fair value
less costs to sell or on the disposal of the assets or disposal
group(s) constituting the discontinued operation.

Thisanalysis may be presented in the notes or on the face of the
income statement. If it is presented on the face of theincome
statement, it must be presented in a section identified clearly as
relating to discontinued operations.

Common issues

In some cases, companies have failed to disclose on the face of
the income statement the single amount required by IFRS 5 and
have followed local GAAP disclosures rather than IFRS 5.
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Companies that have disclosed discontinued operations often
have not included basic and diluted earnings per share (EPS)
relating to discontinued operations within the notes to the
financial statements as required by IAS 33 Earnings per Share
(IAS 33.68). Furthermore, companies have not always disclosed
both basic and diluted EPS in relation to both continuing
operations and profit or loss for the period on the face of the
income statement (IAS 33.66).
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13 IAS 14 - Segment information

13.1 IAS 14 Requirements
IAS 14 Segment Reporting is more prescriptive than many local
GAAPsin terms of how a segment isidentified and the extent

of the information required to be disclosed on a segmental basis.

The objective of IAS 14 isto provide users with information on
risks and returns attributable to different products and services
or different geographical areas.

For example, there is ho exemption from disclosure under
IAS 14 where a company's directors consider that disclosure
would have been seriously prejudicial to the company's interests.

13.2 Common issues
Some of the common issues that have been identified are as
follows:

e segment assets and liabilities under IAS 14 do not include
interest-bearing assets and liabilities or income tax assets and
liabilities

¢ reconciliations between segment information and overall
amounts in the financial statements need to be complete and
accurate

e companies sometimes identify areas of the business as
unallocated to segments which would benefit from further
analysisto alow an understanding of the nature of theitems

¢ where companies other disclosures and narrative reporting
appear to suggest that there are additional reportable
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segmentsin respect of which disclosure under IAS 14 might
be expected, this may provoke questions from the regulators.

13.3 Disclosures
See Appendix B for example IAS 14 disclosure.

13.4 IFRS 8

IFRS 8 Operating Segments will replace IAS 14 for accounting
periods beginning on or after 1 January 2009 and may be
adopted early. However, for this document we have focused on
IAS 14 issues, because we anticipate that a number of
companies will continue to use IAS 14 for the moment.
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14 1AS 37 - Provisions disclosure

14.1 IAS 37 Key issues

Current and non-current liabilities

It should be noted that there is no separate statement of
financial position category for provisionsin IFRS; they are
current or non-current liabilities like any other. Therefore,
balances need to be allocated to the current liabilities or non-
current liabilities sections as appropriate, applying the normal
IAS 1.69 definitions.

Provisions and accruals

Under |AS 37 Provisions, Contingent Liabilities and Contingent Assets,
Provisions and accruals are different things (see IAS 37.11).
Provisions are liabilities of uncertain timing or amount.
Accruals are liabilities to pay for goods and services that have
been received or supplied but not paid, invoiced or formally
agreed. Though some degree of estimation may be required
regarding the timing or amount of accruals, thisis generally
much less than for provisions. The distinction between
provisions and accruals matters because provisions are covered
by IAS 37's disclosure requirements whereas accruals are not. |t
is not acceptable to circumvent the disclosure requirements of
IAS 37 by characterising something as an accrual whereitis
clearly aprovision within the scope of IAS 37.

14.2 Key disclosures

Disclosure requirements for provisions, contingent liabilities and
contingent assets are set out in IAS 37.84-92.
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The experience of the member firms within Grant Thornton
International is that some disclosures are easily missed, for
exampl e the requirement to show the movement in each class of
provisions during the year (IAS 37.84). The disclosure of
movements in the period should show separately unused
amounts that have been reversed as at the year end. Where
provisions are for different purposes, they should be presented
separately in the disclosures and not aggregated. The unwinding
of any discounts on provisions must also be shown

(IAS 37.84(¢)).

The narrative disclosures (IAS 37.85) are often missed. For
each class of provision, the following needs to be disclosed:

e abrief description of the nature of the obligation and the
expected timing of any resulting outflows of economic
benefits

e anindication of the uncertainties about the amounts or
timings of outflows (including, where necessary to provide
adequate information, disclosure of the major assumptions
made concerning future events). Here, the requirements of
IAS 1.122 and 1.125 also need to be considered (see
Section 1)

¢ the amount of any expected reimbursement, stating the
amount of any related asset recognised.
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14.3 Example disclosure

Note to the accounts: Provisions

Onerous
leases Dilapidations Total
Group Cu000 Cu000 CU000
1 January 2007 535 440 975
On acquisition (note 36) 342 - 342
Charged to income 17 10 27
statement
Unwinding of discount 23 15 38
Utilised (90) (32 (122)
31 December 2007 827 433 1,260
Onerous
leases Dilapidations Total
Company Cu000 CU000 CU000
1 January 2007 502 400 902
Charged to income 17 10 27
statement
Unwinding of discount 21 14 35
Utilised (19) (32 (51)
31 December 2007 521 392 913

Provisions are analysed between current and non-current as follows:

Group Company
2007 2006 2007 2006
CuU000 CuU000 CuU000 CuU000
Current 250 90 159 90
Non-current 1,010 885 754 812
1,260 975 913 902

The provision for onerous leases is in respect of leasehold properties

from which the Group no longer trades, but is liable to fulfil rent and

other property commitments up to the lease expiry date. If a property

is subdet below the head rent, or for a period shorter than the
remaining lease term, provision is made for the onerous element of the
lease. Obligations are payable within a range of 1 to 9 years
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(2006: 2 to 10 years), the weighted average being 5 years
(2006: 6 years). Amounts have been provided on current rentals which,
following a rent review, could require additional provision.

The Group provides for the estimated cost of property dilapidations,

where appropriate, during the period of the tenancy. The provisions are
expected to be utilised over the next 5 to 6 years.
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15 1AS 39 - Financial instruments: recognition and measurement

15.1 IAS 39 Approach

IAS 39 Financial Instruments: Recognition and Measurement is a
complex and rules-based standard that presents many
companies with major challenges on transition to IFRS. The
standard establishes the principles for recognising and
measuring financial instruments. 1AS 39's rules-based approach
means that its results are not aways intuitive. 1AS 32 Financial
Instruments: Presentation deal s with the definition of financial
assets, financial liabilities and equity, which has a consequential
impact on measurement under 1AS 39.

15.2 Wide-ranging scope

IAS 39 includes al financia instruments other than those
specifically excluded from its scope. Asaresult, IAS 39 applies
to awide range of financial instruments including for example
accounts receivable (trade debtors), accounts payable (trade
creditors), loans, equity investments, derivatives and in some
cases even sales or purchase orders. Whilst sales or purchase
orders are normally excluded from the IAS 39 scope by virtue of
the "own use exemption", this might not always be the case.

For instance, industries involved in the exchanging of
commodities, such as metal traders, mining companies or energy
supply companies need to be mindful of the own use
exemption. Financial guarantee contracts, for example
guaranteeing athird party's borrowings, are also within the
scope of IAS 39 unless previously specifically deemed to be
insurance contracts.
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15.3 Extensive use of fair values - profit volatility
At the date of inception, al financial instruments are required to
be included at fair value. In most cases thiswill be the same as
transaction price, but thisis not aways the case, for instance,
bel ow-market-rate loans with related parties who might provide
loans on terms which do not eguate to those which a bank
would provide. Inthe context of aloan instrument, a market
comparison should ensure asimilar collateral, credit risk,
maturity, currency and interest payment profile. For instance if
arelated party loan is provided on an unsecured basis for three
years at an interest rate of 6%, thisis unlikely to be comparable
to aloan that abank would provide. If the transaction priceis
not equal to fair value, an initial recognition gain or loss could
arise on inception (with the difference also resulting in a
different finance charge compared to the interest rate for cash
purposes). This may also be important from atax perspective.

After the date of inception, the measurement basis depends on
the financial instrument's classification, with some being
measured at amortised cost and others at fair value. Derivatives
are measured at fair value with movements recognised in profit
or loss, which may result in profit volatility.

15.4 Embedded derivatives

Embedded derivatives are items meeting the definition of a
derivative but contained within alarger hybrid contract.
Common examples are early repayment options (eg issuer has
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option to repay loans early) or foreign currency sales orders or
purchase orders. Embedded derivatives are required to be
separated from their host contract and carried at fair value
through profit and loss (ie the same treatment as derivatives)
unless they are deemed "closely related". There are detailed
rules as to what is deemed closely related.

Throughout IAS 39, it is crucial to look at each financial
instrument based on a clear understanding of its contractual
terms. An example of thisisinterest collars. If an interest collar
is aseparate instrument in its own right then it is accounted for
as aderivative (even if its economic purpose was clearly to
hedge the interest cash flows — although as discussed below
hedge accounting might also be possible). Conversdly, if the
collar arrangement is written directly into aloan agreement, such
that it is an embedded derivative, it is possible that the collar
would be deemed closely related to the host loan and would not
require separation. Therefore, there isasignificant distinction
between an interest collar which isafinancial instrument in its
own right compared to an embedded collar.

15.5 Convertible bonds and warrants: conversion
rights might not be equity

Companies often issue convertible bonds assuming they are
compound instruments and issue warrants over own shares
assuming they are equity. However thisis not always the case
because of the "fixed-for-fixed rule" (see IAS 32.16(b)(ii) and
IAS 32.21-24). This needs careful examination. A convertible
bond where the conversion termsfail the fixed-for-fixed test isa
host debt with a separable embedded derivative. A warrant
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which fails the fixed-for-fixed test is a derivative within the
scope of |AS 39.

15.6 Hedge accounting

Hedge accounting is purely optional under IFRS, but entities
may choose to use it to counteract the profit volatility of a
derivative which hedges a hedged item. However, hedge
accounting is far from afree choice. It cannot simply be
decided upon during the year-end reporting process, as detailed
prescriptive documentation is required at the hedge inception.
Furthermore, many economic hedges are precluded from hedge
accounting because of the detailed IAS 39 rules. In addition,
there are complex effectiveness tests to negotiate.

15.7 Common issues

Some companies' financial statements have been unclear on
initial measurement of financial assets and liabilities, in particular
regarding how transaction costs had been accounted for, how
deferred consideration was determined or whether financial
assets or financial liabilities were carried at fair value. It has not
always been clear how companies had concluded that embedded
derivatives were separable from the host contract. Some
companies have classified financial assetsin such away that itis
not possibleto tell if they had applied IAS 39, as no analysis of
financial instruments was disclosed.
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IAS 8.30 When an entity has not
applied anew Standard or
Interpretation that has been issued
but is not yet effective, the entity shall
disclose:

(a) thisfact; and

(b) known or reasonably estimable
information relevant to assessing the
possible impact that application of the
new Standard or Interpretation will
have on the entity's financia
statements in the period of initial
application.

16 Standards in issue not yet effective

16.1 IAS 8 Requirements

IAS 8 Accounting Policies, Changesin Accounting Estimates and Errors
requires entities that have not applied a new standard or
interpretation, which has been published but is not yet effective,
to make certain disclosures. These disclosuresinclude stating
that the standard or interpretation has not yet been applied and
the potential impact on the entity's financial statementsin the
period of initial application. These disclosures are often
overlooked as there is frequently no direct equivalent under
loca GAAP.

When making the disclosure the entity should consider
including the following information:

o thetitle of the new standard or interpretation

¢ the date by which the standard or interpretation must be
applied

¢ the date from which the entity intends to apply the standard
or interpretation

o the nature of the future changesin policy or policies

o adiscussion of theimpact that initial application is expected
to have on the financial statements.

Asthe disclosures relate to Standards and Interpretationsin
issue when the financial statements are authorised for issue, itis
important to monitor the IASB's and IFRIC's output to ensure
that all relevant pronouncements are covered.
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For European companies, as the legal requirement is to apply
IFRS as adopted by the European Union, it isin addition
helpful to indicate in the disclosures whether or not standardsin
issue not yet effective have been endorsed. The current
endorsement status of |ASB pronouncements may be found at:

16.2 Common issues

Experience to date shows that some companies fail to provide
the relevant disclosures, whilst othersfail to extend their
disclosure to include relevant |FRIC Interpretations.

16.3 Example disclosure

Standards, amendments and Interpretations to existing Standards that
are not yet effective and have not been early adopted by the group in
the 30 September 2007 financial statements.

At the date of authorisation of these financial statements, certain new
Standards, amendments and Interpretations to existing standards have
been published but are not yet effective. The Group has not early
adopted any of these pronouncements. The new Standards,
amendments and Interpretations that are expected to be relevant to
the Group’s financial statements are as follows:
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Amendment to IAS 1 Presentation of Financial Statements (effective
from 1 January 2009, ie for reporting periods beginning on or after this
date)

This amendment affects the presentation of owner changes in equity
and introduces a statement of comprehensive income. Preparers will
have the option of presenting items of income and expense and
components of other comprehensive income either in a single
statement of comprehensive income with subtotals, or in two separate
statements (a separate income statement followed by a statement of
other comprehensive income). This amendment does not affect the
financial position or results of the Group but will give rise to additional
disclosures. Management is currently assessing the detailed impact of
this amendment on the Group’s financial statements.

Amendment to IAS 23 Borrowing Costs (effective from 1 January 2009)

This amendment requires the capitalisation of borrowing costs, to the
extent they are directly attributable to the acquisition, production or
construction of qualifying assets that need a period of time to get ready
for their intended use or sale. The option of immediately expensing
those borrowing costs, currently used by the Group, will be removed. In
accordance with the transitional provisions of the amended Standard,
no changes will be made for borrowing costs incurred to this date that
have been expensed. This amendment will decrease the group's
reported interest expense and increase the capitalised cost of
qualifying assets under construction in future periods. Preliminary
forecasts indicate that borrowing costs in the order of CU70,000 -
CU120,000 are expected to be capitalised in the first year of
application of this revised Standard.
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IFRS 8 Operating segments (effective from 1 January 2009)

This IFRS specifies how an entity should report information about its
operating segments in its financial statements. Generally, financial
information is required to be reported on the same basis as is used
internally for evaluating operating segment performance and deciding
how to allocate resources to operating segments. Implementation of
this Standard is expected to increase the number of reportable
segments, as well as the manner in which the segments are reported,
in a manner that is consistent with the internal reporting provided to
the chief operating decision-maker. As goodwill is allocated to groups
of cash-generating units based on segment level, the change will also
require the reallocation of goodwill to the newly identified operating
segments. Management does not anticipate that this will result in any
material impairment of goodwiill.

Revised IFRS 3 Business Combinations and revised IAS 27
Consolidated and Separate Financial Statements (effective from
1 July 2009)

These revisions require some significant changes to the application of
the acquisition method to business combinations and the accounting
for subsequent changes in ownership interests. The main changes
likely to impact the Group's accounting policies for future business
combinations and relevant ownership changes are: (a) transaction
costs incurred in a business combination will be expensed instead of
being included in the cost of investment; (b) an option is introduced to
allow any non-controlling interest in the acquired entity to be measured
at fair value, with a consequential impact on the calculation of
goodwill; (c) once control is obtained, all other increases or decreases
in ownership interest are reported in equity and will no longer result in
goodwill adjustments or gains and losses. Management is currently
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assessing the detailed impact of these revisions on the Group's Management anticipate that all the above pronouncements will be
financial statements. adopted in the Group's financial statements for the period beginning
1 October 2008.
IFRIC 13 Customer loyalty programmes (effective from 1 July 2008).
Other new Standards and Interpretations have been issued but are not

This Interpretation clarifies that when goods or services are sold o ] )
expected to have a material impact on the Group's financial

together with a customer loyalty incentive (for example, loyalty points
or free products), the arrangement is a multiple-element arrangement statements.
and the consideration receivable from the customer is allocated

between the components of the arrangement using fair values. The

Group's current accounting policy is to recognise the consideration in

full and to provide for the estimated cost of the future rewards.

Consequently, the adoption of this Interpretation will delay the

recognition of revenue and related profit allocated to the loyalty awards

until the awards are redeemed or lapse. Management is currently

assessing the expected financial effects on the Group’s financial

statements.

IFRIC 14 IAS 19 - The Limit on a Defined Benefit Asset, Minimum
Funding Requirements and their Interaction (effective from
1 January 2008)

This Interpretation provides guidance on how to assess the limit on the
amount of surplus in a defined benefit scheme that can be recognised
as an asset under IAS 19 Employee Benefits. Management expects
that this Interpretation will have no impact on the financial position or
performance of the Group as all defined benefit schemes are currently
in deficit but there may be an impact if the schemes return to a surplus
position.
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IAS 1.BC13 The Board recognises that an
entity may elect to disclose the results of
operating activities, or asimilar line item,
even though thisterm is not defined. In
such cases, the Board notes that the entity
should ensure the amount disclosed is
representative of activities that would
normally be considered to be 'operating'.
In the Board's view, it would be misleading
and would impair the comparability of

financial statementsif items of an operating

nature were excluded from the results of
operating activities, even if that had been
industry practice.

17 Operating items and exceptional items

17.1 Operating items

IAS 1 Presentation of Financial Statements (Revised 2007) has only
minimum presentation regquirements relating to the face of the
income statement. Operating profit is not arequired line under
IFRS but, if such alineisincluded, it must include everything
that is operating in nature (see IAS 1.BC13).

Ascan be seen from IAS 1.BC13, it iskey that al items that are
considered operating in nature are included above any operating
profit line. Including this additional line and then not showing
all items within the correct category would be misleading to the
users of the financial statements.

17.2 Exceptional items

Thereis no definition of "exceptional items' in IFRS although
IAS 1.86 states that "An entity includes additional lineitemsin
the statement of comprehensive income and in the separate
income statement (if presented), and it amends the descriptions
used and the ordering of itemswhen thisis necessary to explain
the elements of financia performance" and "when items of
income or expense are material, an entity shall disclose their
nature and amount separately”. The disclosure required by

IAS 1.97 may be either on the face of the income statement or
in the notes.

If an entity describes amounts as "exceptional items' an
accounting policy should be provided in accordance with
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IAS 1.117 to explain the entity's policy for characterising such
items as exceptional.

Typically, such items will be material items which individually
or, if of asimilar type, in aggregate, need to be disclosed by
virtue of their size or incidence because of their relevance to
understanding the entity's financial performance.

17.3 Example accounting policy

Exceptional items

Exceptional items are those which are separately identified by virtue of
their size or incidence to allow a full understanding of the underlying
performance of the Group.
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IAS 1.38 Except when |FRSs permit or
require otherwise, an entity shall disclose
comparative information in respect of the
previous period for al amounts reported in
the current period's financial statements. An

entity shall include comparative information
for narrative and descriptive information
when it is relevant to an understanding of
the current period's financial statements.

18 Comparative information

18.1 Comparative information and IAS 1

IAS 1 Presentation of Financial Satements (Revised 2007) requires
comparative information to be disclosed in respect of all
amounts reported in the financial statements (IAS 1.38).

Very limited exceptions to the general requirement to provide
comparatives for al numerical information are givenin IFRS.
One such exampleisthat IAS 37 Provisions, Contingent Liabilities
and Contingent Assets requires a reconciliation of the opening and
closing provisions but does not require disclosure of a
comparative reconciliation (IAS 37.84).

18.2 Common issues

Experience to date shows that comparative information is often
omitted in situations where there is no direct equivalent
requirement under local GAAP. For example, there are no
exemptions from providing full comparativesin IAS 16 Property,
Plant and Equipment and IAS 38 Intangible Assets. Hence, afull
comparative table of the movement from opening to closing
position is required for property, plant and equipment and
intangible assets.

18.3 Other key areas

The revised version of |AS 1 introduces a new requirement for
comparatives in some situations. Under IAS 1.39, when an
entity applies an accounting policy retrospectively or makes a
retrospective restatement of itemsinitsfinancial statements or
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when it reclassifiesitemsinitsfinancial statements, it shall

present, as a minimum, three statements of financial position,

two of each of the other statements, and related notes. An entity

presents statements of financial position as at:

(a) the end of the current period,

(b) the end of the previous period (which is the same as the
beginning of the current period), and

(c) the beginning of the earliest comparative period.

IAS 1 Presentation of Financial Satements (Revised 2007) is effective

for annual periods beginning on or after 1 January 2009. Earlier
adoption is permitted.
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19 IAS 19 - Employee Benefit Disclosures

19.1 Employee benefits

IAS 19 Employee Benefits requires extensive disclosures in respect
of defined benefit plans, including the accounting policy for
recognising actuarial gains and losses, a reconciliation of the
various categories and the net totals in the statement of financial
position and income statement, any investment by the planin
the entity, and the principal actuarial assumptions.

19.2 Common issues
The main points where the quality of pensions reporting under
IFRS could be improved include:

e better disclosure of the uncertainties surrounding accounting
estimates

¢ more consistent interpretation of what is meant by principal
assumptions

¢ afocus on more accessible and less technical explanations

¢ more information about non-standard types of assets held

o avoiding detailed disclosure of immaterial amounts.

IAS 19.120A(n)(vi) requires disclosure of "any other material
actuarial assumptions'. Both inflation and mortality
assumptions would normally be expected to qualify as such, thus
requiring disclosure.

Disclosure (narrative or quantified) of the uncertainties
surrounding estimates and the impact of changes to those
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estimates in relation to pension liabilities needs to be provided

in accordance with IAS 1.125-133 (see also Section 1).
Sensitivity disclosures often show that very small movementsin
major assumptions, such as discount rates or inflation, could
have a very significant effect on the level of liability estimated,
thus indicating the importance of providing adequate disclosures
relating to sources of estimation uncertainty under IAS 1.

19.3 Example disclosures
See Appendix C for example I1AS 19 disclosures.
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20 Detail counts — don't forget...

20.1 Introduction

This IFRS Top 20 Tracker is, by its nature, not a comprehensive
checklist of IFRS requirements. The experience of the

Grant Thornton member firmsis that many companies that
have already transitioned to |FRS have found it much more
difficult than they had anticipated to achieve full compliance
with all the detailed requirements. Though the mgjor
recognition, measurement and overall format issues may have
been addressed, achieving compliance with the significant
volume of detailed disclosure requirements under |FRS can take
much more time and effort than anticipated. If such mattersare
not addressed sufficiently early, completion of the financial
statements risks being delayed. A key message from this
experience is that the detail counts. By way of example, this
section highlights a selection of detailed areas where thereis
evidence that many companies encounter difficultiesin
achieving IFRS compliance.

20.2 IAS 1 Analysis of expenses

Under IAS 1 Presentation of Financial Statements (Revised 2007),
expenses may be analysed on the face of the statement of
comprehensive income or in the notes, either by nature or
function, depending on which presentation provides users with
the more useful information (IAS 1.99). A number of
companies have been criticised by regulatorsfor providing a
mixed presentation or not analysing expensesin full, making it
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difficult to appreciate how expenses vary with achangein the
level of sales.

20.3 IAS 2 Inventories

IAS 2 Inventories sets out the accounting requirements for
inventories, covering how cost and subsequent expense isto be
determined, including any write down to net realisable value.
Many companiesfail to provide the disclosure in relation to the
amount of inventory recognised as an expense in the period
(IAS 2.36(d)) or the amount of any write-down to net realisable
value or the reversal of such write-downs (I1AS 2.36(e) and (f)).

20.4 IAS 7 Parent company cash flow statement

If aparent company has adopted |FRS for itsindividual
company accounts, it must disclose afull cash flow statement
with comparatives. Thisis different from many local GAAPs
where an exemption often exists allowing the parent company
not to present itsindividual cash flow statement.

20.5 IAS 24 Key management personnel
compensation

IAS 24 Related Party Disclosures prescribes the accounting and
disclosurein relation to related parties. IAS 24 requires entities
to consider key management personnel as related parties of the
entity. The extent to which senior management meet the
definition of key management is a matter for the directors
judgement (and may encompass more individuals than simply
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the parent company Board of Directors). 1AS 24.16 prescribes
the disclosure required in relation to key management personnel
compensation. Thiswill not necessarily be the same as
disclosure of directors emoluments.

The most common omission from IAS 24 disclosuresis the
amount of compensation given by way of a share-based
payment. Here, the disclosure under IAS 24 relates to the cost
recognised by the company under |FRS 2 Share-based Payment for
share-based payments to key management personnel.
Furthermore if the parent company has transitioned to IFRS,
full IAS 24 disclosures are required as there are no inter-
company transaction disclosure exemptions.

20.6 IAS 33 EPS

IAS 33 Earnings per Share prescribes the requirements for
determining earnings per share to ensure consistency across
accounting periods and companies. Regulators noted a number
of common disclosure issues, which were:

e if basic and diluted EPS are the same, that fact should be
made clear from the disclosure provided in the income
statement (IAS 33.67)

o if an adjusted EPS is disclosed, a diluted adjusted EPS should
also begiven (IAS 33.73)

o if adiscontinued operation is reported, a basic and diluted
EPS for that operation should be disclosed either on the face
of the income statement or in anote (IAS 33.68).
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APPENDIX A

A IFRS Top 20 Checklist table

Topic Relevant Addressed
1 IAS 1 — Presentation issues: judgements and estimates YIN YIN
2 IAS 1 — Presentation issues: primary statement formats YIN YIN
3 IAS 36 — Impairment disclosures YIN YIN
4 IFRS 3 — Goodwill justification disclosure YIN YIN
5 IFRS 3 — Other business combination issues and disclosures Y/N Y/N
6 IFRS 7 — Financial instruments: disclosures YIN YIN
7 IAS 12 — Deferred tax accounting and disclosure YIN YIN
8 Accounting policies — general messages YIN YIN
9 Accounting policies — specific problems: revenue YIN YIN
10 Accounting policies — specific problems: financial instruments YIN YIN
11 IFRS 1 — Explanation of transition to IFRS YIN YIN
12 IFRS 5 — Non-current assets held for sale and discontinued operations YIN YIN
13 IAS 14 — Segment information YIN YIN
14 IAS 37 — Provisions disclosure YIN YIN
15 IAS 39 - Financial instruments: recognition and measurement YIN YIN
16 Standards in issue not yet effective YIN YIN
17 Operating items and exceptional items YIN YIN
18 Comparative information YIN YIN
19 IAS 19 — Employee Benefit Disclosures YIN YIN
20 Detail counts — don't forget... YIN YIN
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B Example IAS 14 segmental disclosure

Business segments
The Group is managed according to three operating divisions. confectionery, coffee and wine. These divisions are the basis on which the
Group reportsits primary segment information. The principal activities of each division are asfollows:

¢ the confectionery division manufactures, distributes and sells confectionary through its high street retail outlets and in the wholesale
market;

o the coffee division sells coffee, patisserie, sandwiches and baked goods through a chain of high quality coffee bars; and

o thewinedivision sellswine direct to the public, through a chain of branded retail outlets.

The inter-segment sales areimmaterial. Segment results, assets and liabilitiesinclude items directly attributable to a segment aswell as
those that can be allocated on a reasonable basis. Unallocated assets and liabilities comprise items such as cash and cash equivalents,
taxation, and borrowings. Segment capital expenditure isthe total cost incurred during the year to acquire segment assets that are
expected to be used for more than one period.

Confectionery Coffee Wine Unallocated Total

2007 2006 2007 2006 2007 2006 2007 2006 2007 2006
Continuing Operations CU0O0O0 CUO000  CU000 CU000 CUO0O0 CU000 CUO0O0O  Cu000  CUO00  CU000
Revenue 110,810 109,302 18,140 17,832 15,895 16,358 - - 144,845 143,492
Segment result 12,943 13,980 1,350 1,423 345 639 (7,972) (8,229) 6,666 7,813
Finance income 184 289
Finance costs (1,902) (2,997)
Profit before taxation 4,948 6,105
Taxation (1,473) (1,853)
Profit for the year from continuing
operations 3,475 4,252
Discontinued Operations
Revenue - - - - 6,331 7,752 - - 6,331 7,752
Segment result = = s = (228) 178 = s (228) 178
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The segment result from discontinued operationsis equal to the (loss)/profit before tax from discontinued operations disclosed in
note 10, which provides a reconciliation to the (loss)/profit for the year from discontinued operations.

Confectionery Coffee Wine Total
2007 2006 2007 2006 2007 2006 2007 2006
CuU000 CuU000 CuU000 CuU000 CuU000 CuU000 CuU000 CuU000
Segment assets 65,608 61,018 12,835 12,614 10,576 11,473 89,019 85,105
Unallocated assets 5,059 2,873
Total assets 94,078 87,978
Segment liabilities (17,659) (21,154) (7,006) (8,235) (3,496) (4,611) (28,161) (34,000)
Unallocated liabilities (30,774) (27,898)
Total liabilities (58,935) | (61,898)
Other segment items:
Capital expenditure (including acquisitions)
— Property, plant and equipment (note 17) 6,824 3,870 304 800 261 735 7,389 5,405
— Intangible assets (note 16) 1,585 2,217 - 458 - 422 1,585 3,097
Depreciation (note 17) 5,630 5,389 1,084 1,061 910 976 7,624 7,426
Amortisation of intangible assets (note 16) 1,347 1,150 233 238 197 219 1,777 1,607
Impairment loss recognised in income 58 75 - - 325 108 383 183
Restructuring costs (note 6) 310 1,529 - - - - 310 1,529

Geographical segments
The Group's business segments operate in both the UK and Europe. The Group's principal manufacturing, distribution and retail
operations are located in the UK. Distribution of confectionery and wines to wholesale customersis also carried out in Europe.

In presenting information on the basis of geographical segments, segment revenue is based on the geographical location of customers

and not on the legal entity in which the transaction occurred. Segment assets and capital expenditure are based on the geographical
location of the assets.
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Revenue from the Group's discontinued operations was derived wholly within the UK (2007: CU6,331,000 and 2006: CU7,752,000).

Analysis of revenue by category:
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APPENDIX C

C Example IAS 19 defined benefit pension scheme disclosure

These examples are included to illustrate the types of disclosures
required by IAS 19 and a so to show the significant amount of
information which must be included within IAS 19 disclosures.
The corridor method has not been used in this example.

Statement of Comprehensive Income (Extract)

2007 2006
CUm CUm
Actuarial gain/(loss) on pension scheme 276 91
Deferred tax on actuarial gain/loss XX XX

Statement of financial position (Extract)

2007 2006
CUm CUm
Non-current assets
Retirement benefit asset 479 204

Note XX Pension scheme

The group has established a funded defined benefit pension
scheme for eligible employees [give general description of type
of plan. Thisshould distinguish, for example, career average
salary pension plans from final salary pension plans and from
post-employment medical plans. The description must include
informal practices that give rise to constructive obligations
included in the measurement of the defined benefit obligationin
accordance with IAS 19.52. Further detail is not required].

The most recent actuarial valuation was [give date and state

whether actuaries are independent { this disclosure is not strictly
required by IAS 19 but inclusion is good practice} ].
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The principal actuarial assumptions used by the actuaries were
asfollows:

2007 2006

% %

Rate of future increase in pensionable salaries 4.0 55
Rate of future increase in pensions in payment 2.0 3.0
Discount rate at 31 December 4.5 7.0
Inflation assumption 25 4.0
Overall expected return on plan assets at 6.9 7.5

31 December

The expected return on plan assets is based on [ give details of
basis used to determine overall expected rate and the effect of
major categories of plan assets).

Other material actuarial assumptions were: [give details of other
material actuarial assumptions, which will typicaly include
mortality assumptions.]

For example - Assumptions regarding future mortality
experience are set based on the advice of actuariesand in
accordance with published statistics. Life expectancies have
been estimated as 84.5 years for men (2006: 84.5 years) and
87.5 years for women (2006: 87.5 years).

[ Disclose uncertainties surrounding estimates and the impact of

changes in these estimatesin relation to pension liabilities, per
IAS 1.125-133]
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The amounts recognised in the consolidated statement of
financial position are as follows:

2007 2006
CUm CUm
Fair value of plan assets 1,488 962
Present value of funded retirement benefit (1,009) (758)
obligations
Net asset 479 204

The major categories of plan asset, as a percentage of the total
plan assets, are as follows:

2007 2006

% %

Equities 75 75
Bonds 20 20
Property 5 5

{ The above may be given as amounts or as percentages.}

[Give details of any amounts { must be amounts, not
percentages} included in the fair value of plan assets for each
category of the entity's own financial instruments and any
property occupied by, or other assets used by, the entity.]

The actual return on plan assets was as follows:

2007 2006
CUm CUm
Actual return on plan assets 553 206

© 2008 Grant Thornton International Ltd. All rights reserved.

APPENDIX C

The amounts charged or (credited) in profit or loss are as
follows:

2007 2006

CUm CUm

Current service cost 34 25
Past service cost 12 -
Expected return on plan assets (73) (68)
Interest cost 53 57
26 14

The amounts charged or credited in profit or loss were included
in [give details of line item or items to which amounts were
charged/credited.]

{Note: IAS 19 does not specify line items to be used or
whether current service cost, expected return on plan assets and
interest cost should be presented as components of a single item
of income or expense on the face of the income statement
(IAS19.119).}

Movementsin the defined benefit abligation during the year
were asfollows:

2007 2006
CUm CUm
At 1 January 758 668
Current service cost 34 25
Past service cost 12 -
Interest cost 53 57
Actuarial losses 204 47
[Show contributions by plan participants, if
any]
Benefits paid (52) (39)
At 31 December 1,009 758
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[ The defined benefit obligation should be analysed into
amounts arising from plans that are wholly unfunded and plans
that are wholly or partly funded.]

Movementsin the fair value of plan assets during the year were
asfollows:

2007 2006
CUm CUm
At 1 January 962 760
Expected return on plan assets 73 68
Actuarial gain 480 138
Contributions by the group 25 35
[Show contributions by plan participants, if
any]
Benefits paid (52) (39)
At 31 December 1,488 962

The group expects to pay contributions of CUXX in 2008.

The cumulative actuarial gains and losses recognised in other
comprehensive income at 31 December 2007 was CU367m
(2006: CU91m).

{Note: under IAS 19.93D, actuarial gains and |losses recognised
in other comprehensive income are recognised immediately in
retained earnings (not in a separate reserve) and are not recycled
to profit or loss in a subsequent period.}

Movements in the statement of financial position retirement
benefit asset during the year were asfollows:
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2007 2006

CUm CUm
At 1 January 204 92
Net amount charged in profit or loss (26) (14)
Net actuarial gains 276 91
Contributions 25 35
At 31 December 479 204

Amounts for the current and previous four periods { See note
below} are asfollows:

2007 2006 2005
CUm CUm CUm
Fair value of plan assets at 1,488 962 {See note
31 December below}
Present value of defined benefit (1,009) (758)
obligation at 31 December
Surplus/(deficit) in the plan 479 204
Experience adjustments arising on 480 138
plan assets (see note below)
Experience adjustments arising on (58) (6)

plan liabilities (see note below)

{Note: For first-time and recent adopters of IFRS, this
information need be given only prospectively from the date of
transition to IFRS, per IFRS 1.20A. It must eventually cover
the current period and the four preceding periods.

The experience adjustments arising on plan liabilities and on
plan assets may be expressed either as amounts or as a
percentage of plan liabilities and of plan assets respectively at
each reporting date.}
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D Example IAS 36 disclosure

Note 12 Goodwill
Group Cu'000
At 1 January -
Additions (note XX) 4,849
At 31 December 4,849

Accumulated impairment losses
At 1 January 2007 and 31 December 2007

Net book amount 31 December 2007
Net book amount 31 December 2006

»
©
N
©

Goodwill of CU4,849,000 arising on the business combination,
detailed in note XX, has been allocated on the acquisition date
to the confectionery division, asthis segment is the group of
cash-generating units expected to benefit from the synergies of
the business combination.

Goodwill istested at least annually for impairment and
whenever there are indications that goodwill might be impaired.

The recoverable amount of a cash-generating unit is based on its
valuein use. Valuein useisthe present value of the projected
cash flows of the cash generating unit. The key assumptions
regarding the value in use cal culations were budgeted growth in
revenues, budgeted gross profit margins and the discount rate
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applied. Budgeted revenue growth and budgeted gross profit
margins were estimated based on actual performance over the
past two financia years and expected market changes. The
discount rate used is a pre-tax rate and reflects the risks specific
to the relevant business segment.

The Group prepares cash flow forecasts based on the most
recent financial budgets approved by management, which cover
afive year period. Cash flows beyond this period are
extrapolated using a growth rate of 3%, which is consistent with
the long-term average growth rate for the UK food retail sector
in which the Group principally operates. The discount rate
applied was 9.5%
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