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TODAY'’S WEBINAR

Common areas for disclosure
weaknesses and errors

Importance of disclosures reflecting
current economic environment




URE ISSUES?

A S A

Impairment of assets
Cash flow statements
Financial instruments

Revenue

Presentation of financial
statements

~air value measurements
Provisions

_eases

Judgements and estimates

Deferred tax




IMPAIRMENTS

Common disclosure What to consider

problems
No explanation of determination and The smallest identifiable group of
description of CGUs, including those cash flows, management reporting,
with goodwill allocated risks
Lack of information around the key h di
assumptions used and sensitivity Growth rate, discount rate
analysis

Internal factors (obsolescence,
damage) and external factors
(interest rates)

No explanation of circumstances that
led to impairment

Lack of information on the
determination of the discount rate
used

Use pre-tax rate, consider risk free
rate, country, currency etc




CASH FLOW STATEMENTS

Common disclosure
problems

No explanation of what makes up
cash and cash equivalents

Incorrect classification of cash
flows

Using incorrect starting point in
operating profit reconciliation

Not treating the cash in an
acquired subsidiary correctly

What to consider

Include all cash and short term (<3
mths) cash equivalents and
iInvestments

What is the nature of the cash
flow, and related BS or P&L item

Expected starting point is
operating profit

Acquisition date cash is netted off
against cash consideration. Year-
end cash included in C&CE



FINANCIAL INSTRUMENTS

Common disclosure _
problems What to consider

Lack of information on classification and
measurement of financial assets and

What is the business model? Why
holding financial assets and liabilities?

liabilities
Has the simplified approach been
Poor analysis of ECL measurement for taken? Any changes to portfolio and
trade receivables risk? What historical and forward-
looking information is used?
Omitting some of the detailed Consider credit, liquidity and market risk

disclosures in IFRS 7 for financial instruments




BURBERRY GROUP PLC EXTRACTS

The expected credit loss allowance for receivables was determined as follows:

e

BURBERRY

Less than Less than Less than Over
1 month 2 months 3 months 3 months
Current overdue overdue overdue overdue Total
As at 2 April 2022 £m Em £m £m E£m £m
Trade receivables
Expected loss rate % 2% 5% 5% 5% 63%
Gross carrying amount trade receivables m 21 9 6 4 151
Loss allowance (3) (1) (1) - (2) (7)
As at 27 March 2021
Trade receivables
Expected loss rate % 3% 6% 15% 19% 62%
Gross carrying amount trade receivables 132 14 3 2 4 155
Loss allowance (4) (1) (1) — (2) (8)

Source: Burberry group plc annual report



REVENUE

Common disclosure -
oroblems What to consider

How is revenue reported internally, by

No disaggregation of revenue product type or geography or other
method

Lack of information on transaction Discounts, rebates, penalties. How is

price and variable consideration ‘highly probable’ assessed?

No details on timing of recognition
and remaining performance

Consider how performance obligations are
satisfied and completeness of contracts

obligations
No reconciliation of changes in Wha costs have been capitalised, does it
contract assets and contract agree to accounting policy? How has

liabilities balance moved in year?



FAIR VALUE MEASUREMENTS

Common disclosure
problems

What to consider

Incorrect classification in fair value
hierarchy

Lack of information on any estimation
uncertainty in valuations

Insufficient information on measurement
technigue used

The maximum use of relevant
observable inputs into the calculation,
level 1, 2 or 3

What are the key assumptions and
detail uncertainty

No specific valuation method
prescribed, but should consider reliable
data and relevant method to use



KEY DISCLOSURES SUMMARY

Source: FRC
Thematic review —
IFRS 13 Fair value
measurements
June 2023

6.

Appendix: summary of IFRS 13 disclosure requirements'?

Item measured at fair value Item measured

Non-recurring® | at cost, but for
9 which fair value

Disclosure requirements is disclosed’s

Fair value at end of reporting period v v v ¥

Reasons for measurement v ¥ ¥

Level within fair value hierarchy v v v Y Y Y ¥ ¥ ¥

Transfers between the levels in the hierarchy v v v

Policy for determining when transfers between hierarchy have occurred v v v

Description of valuation technique and inputs used v Y v v v Y

Changes to valuation technique and reasons v v v v v v

Quantitative information about significant unobservable inputs v

Reconciliation of opening and closing balance (including information on transfers in or v

out)

Unrealised gains / losses recognised in profit or loss v

Description of valuation processes and policies v v

Sensitivity to changes in unobservable inputs (narrative) v

Sensitivity to reasonably possible change in assumptions (quantitative, for financial v

instruments only)

If highest and best use differs from current use, reasons why (non-financial assets only) v v v v v v v v ¥

If portfolio exception in paragraph 48 is applied (financial instruments only) v v v

12 https://www.ifrs.org/content/dam/ifrs/meetings/2017/october/cmac/ap5a-appendices-fair-value-measurement-pir.pdf

13 Where IFRS Standards require or permit fair value measurement at the end of each reporting period (applicable to financial instruments, property, plant & equipment, intangible assets,
investment property and agricultural assets carried at fair value)

14 Where IFRS Standards require or permit fair value measurement in particular circumstances (for example: fair value measurements of assets held for sale)

15  Paragraph 25 of IFRS 7 ‘Financial Instruments: Disclosures’, paragraph 79(d) of IAS 16 and paragraph 79(e) of 1AS 40




PROVISIONS

Common disclosure What to consider

problems
No explanation of the nature of each Types of provisions, the exposure, the
category of provision timing, the amounts

What is the timeframe, basis for
measurement of best estimate,
estimated costs, if any

What provisions have been utilised in
the year, or increased in the year, or
new provisions in the year

No information on the indicators of
uncertainty in timing or amount

Lack of detail on movements in the
period




LEASES

Common disclosure :
oroblems What to consider

Insufficient detail on leasing The business strategy and the
activities Impact on the financial position
Lack of detail on areas of Lease term, incremental borrowing
judgement rate

Lease term and cash commitments,
not lease liability measured at
present value

No details of exposure to future
cash outflows from leases

Recommended to disclose amounts Collating relevant lease amounts in
In table format one note for disclosure purposes




JOHN LEWIS LLP EXTRACTS

The following amounts are included in the Partnership’s consolidated financial statements in

respect of its leases:

2022 2021

£m £m

Depreciation charge for right of use assets (excluding impairment) (see note 3.2) (139.8) (136.9)
Interest expense on lease liabilities (97.2) (104.2)
Expense relating to short-term leases (1.7) (0.8)
Expense relating to leases of low-value assets that are not shown above as short-term leases (1.8) (1.8)
Expense relating to variable lease payments not included in lease liabilities (3.3) (3.2)
Total cash outflow for leases comprising interest and capital payments (see note 5.2) (252.4) (194.3)
Additions to right-of-use assets (see note 3.2) 139.3 134.6
Carrying amount of right-of-use assets (see note 3.2) 1,473.3 1,540.2
Gains arising from sale and leaseback transactions' - 12.7
Income from sub-leasing right-of-use assets 6.0 5.2

' The Partnership did not complete any sale and leaseback transactions during the year (2021: | | shops and cash proceeds of £136.2m).

Source: John Lewis & Partners annual report

JOHN

LEWIS

& PARTNERS




JUDGEMENTS AND ESTIMATES

Common disclosure
problems

What to consider

Insufficient detail on judgements made in
accounting policies

Lack of disclosures on estimation
uncertainty and the possible impact on
future carrying values

Inadequate sensitivity analysis on
carrying amounts and assumptions used

Lease term and use of break clause,
revenue recognition, identification of
CGUs, provisions

Impairment VIU measurement — growth
rate, discount rate. Provide explanations
and granularity in numbers

Sensitivity on assumptions used in
valuations and impairments calculations,
e.g. discount rate. Ensure information is
meaningful



JUDGEMENTS AND ESTIMATES

For significant estimates we expect companies to:

Clearly specify which estimates have a significant risk of material adjustment to the carrying amount of assets and liabilities in the next
financial year.

Quantify the specific amount at risk of material adjustment.

Provide sufficient granularity in the descriptions of assumptions and/or uncertainties to enable users to understand management’s most
difficult, subjective or complex judgements.

Clearly distinguish the disclosure of other estimates, and associated sensitivities, from significant estimates and explain their relevance.

Provide meaningful sensitivities and/or ranges of reasonably possible outcomes for significant estimates; these should not be limited to
those required by other IFRS standards.

Quantify the assumptions underlying significant estimates when investors need this information to fully understand their effect; for
example, commodity prices.

Explain any changes to past assumptions if the uncertainty remains unresolved.

For significant judgements we expect companies to:

Separately identify the judgements that do not relate to a source of estimation uncertainty and those that do.

Give detailed descriptions of the specific, material judgements made by the directors in applying their accounting policies.

In relation to climate change we expect companies to:

Assess whether disclosure of climate-related significant judgements or assumptions and sources of estimation uncertainty are required by

paragraphs 122 or 125 of I1AS 1 and consider whether information about assumptions with a longer-term effect is required.

FRC thematic review — Judgements and estimates update July 2022



DEFERRED TAX

Common disclosure
problems

What to consider

Tax reconciliation note including
Incorrect items

Incorrect recognition of deferred tax
assets and no explanation of
recoverability

|dentify items that are a reconciling items
from accounting profit to taxable profit.
Use tax specialists if required

Does it meet specific criteria? When is it
expected to be recovered? Is the
assumption still the same?



OTHER AREAS

« Accounting policies
* Now required to disclose material accounting policies
« Common problems — boilerplate disclosures

* Related party transactions
 Incomplete disclosures

« Going concern disclosures if appropriate
- Tailor to relevant events and circumstances



CURRENT MARKET CONDITIONS

 Climate related matters — provisions, impairments, valuations

* Decrease In Interest rates — impact on discount rates used In
VIU impairment measurement

 Cost of living Issues and impact on slower or smaller growth
rates being used

* Impact on ECL provisions if a decline in trading conditions



OFFSETTING

\\
&

Thematic Review:

ggw — © Permitted to offset If, and
e ™ only if, the entity:

 has a legally enforceable right
to set off the recognised
amounts, and

 intends either to settle on a net
basis, or to realise the asset
and settle the liability
- simultaneously
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DISCLOSURE CHECKLIST

Use a disclosure checklist
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