000 of Excellence .
000 in Governance Session | e
000 YEARS Education

Interpreting Financial &
Accounting Information

Session 1: A Governance Approach To
Interpreting Financial Information

Richard Whitmill FCG



st KCB \ Today’s session

Part 1: The conceptual framework.
4pm - 5pm

Part 2: the regulatory context
5pm - 6pm

Part 3: optional practice and discussion
6pm - 6.30pm
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st KCB \ Part 1 - Agenda

Objectives

Qualitative Characteristics

Financial Statements And The Reporting Entity

The Elements Of Financial Statements

Recognition And Derecognition

Measurement

Presentation And Disclosure

Capital And Capital Maintenance

The Conceptual Framework - Summary

IFAl | Session 2
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32 KCB | What is financial reporting?

Providing
iInformation on

The objective
IS to provide

the financial useful

information to
the end user.

state of the
company.

IFAl | Session 1 >
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Group income statement
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Group balance sheet

Additional information

Continuing operations
Revenue Irom salke of gooas and senices
nsurance revenyuet

Revenuse

Cost of sales
Insurance senvice expensesti
Net expenses from relnsurance contracts helge

(.0Z8

Gross profit/noss)

Agministrative expansas

n.029)

Operating profit/Toss)

Share of post-tax profits of joint ventures and assocltes
Finance Inoome
Finance costs

1.099)

Profit/Toss) before tax from continuing operations

TaxX3ton

I1.0‘Til

195

Profit,/Tioss) for the year from continuing operations

Discontinued operations
Profit. =) for the yvear from discontinued cperations

877

Profit/Tioss) for the year
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Owners of the parent
NOn-controling Intarects

Eamings per share from continuing and discontinued operations
Basic
Disted

Eamings per share from continuing operations
Basic
Dited
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Tha notes on pages 134 to 203 form part of these fMnanclal statemants
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Non-current assets

Gooowill and other Intangibie assats
Property, plant and equipment
Rignt of use assets

Investment property

Imvestmeants In joint ventures and assoclates
Other Irvestments

Trade and other recelvables
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Current assets

Other Ivestments

Inventories
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11,985

Current lladiities
Trade and other payables
Borrowings
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Derivative financial Instruments
Current tax Eabiities

9.0401

17.596) 115.949)

Liabilities of the disposal group Classified 35 haid for sale

14) {1£)

Net current llabliities

15.141) (3.9781

Non-current llabiirties

Trade and other payabias

Borrowings

Lease labillites

Provizions

Customer caposits and deposits from banks
Derivathve financial Instruments

2 empioyment benefit deficit

{54)
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14.90
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16.033)
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Otrer resanes
Retained earnings

Equity attributable to owners of the parent
Non-controling interests

= ;oo ¢l

Total equity

o
ol =
L

*  Comparatves hsve boon rostated ‘:i'»:l\l'\é'J‘h: sacpton of | afar to Motz 1 and 33 for furthar dotsis

The notas on pageas 134 to 203 form part of these fMnanclal statemants

Ken Murphy Imran Nawaz
Directors

The fMnanclal statements on pages 125 to 203 were approved and authorisad for Issue by the Directors on S April 2024




32 KCB | Useful information - for whom?

>

Ry

Suppliers

General public and

Employees
government
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32 KCB | Summary

The conceptual framework
provides the theoretical
principles that are the
basis for developing
accounting standards



Objectives

What we're trying to
achieve

Recognition And
Derecognition

When do we put information
in the statements

IFAl | Session 2

32 KCB | The Conceptual framework

Qualitative
Characteristics

The key concepts that
inform everything

Measurement

How we actually turn into
numlbers

3

Financial Statements
And Reporting Entity

What's reported on and
over what time

Presentation And
Disclosure

How we present

8

Elements

What is actually in
financial statements

Capital And Capital
Maintenance

How we define profit
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32 KCB | Objectives

The objective of general
purpose financial reporting is to
provide financial information

o o buying, selling or providing or
about the reporting entity that holding equity and h settling loans
. — debt instruments; ose and other forms
Is useful to existing and decisions of credit:
potential investors, lenders and involve

. . . decisions
other creditors in making about

decisions relating to providing

resources to the entity. or exercising rights to vote
on, or otherwise influence,

management'’s actions that
affect the use of the entity’s
economic resources.

(IASB Conceptual Framework for Financial Reporting, 2018)
© IFRS Foundation

IFAl | Session 2




2t KCB \ Objectives

=
Qs
Suppliers

Useful
information
- for whom?

-
=

N
|

General public
Employees & government
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Characteristics



*KCB AQualitative Characteristics

Key concept

Relevance &8 \ateriality

IFAl | Session 2 >



32 KCB | Qualitative Characteristics

Faithful representation

Key concepts

Supporting concepts

Complete
Prudence

(exercise of caution under

Neutral conditions of uncertainty)

Substance over form
Free from error

IFAl | Session 2 >




32 KCB | Qualitative Characteristics

Key concept Enhancing characteristics

Y R

II!. I-I-\I.I.I-IIIJ.I.I.I A |

| EHI]F

The
Original

o Comparability
Verifiability

OR

e Truly verified
e Comparability
e Understandability

Restorer

-

Since 1954

e Timeliness
Understandability

Timeliness

IFAl | Session 2
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Financial Statements
And The Reporting
Entity




st KCB \ Financial Statements And The Reporting Entity

Objectives Reporting period Going Concern Reporting entity

IFAl | Session 2
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The Elements Of
Financial Statements




st KCB \ The Elements Of Financial Statements

A present economic resource
on the basis of past events, with
potential to produce future
economic benefits.

A present obligation to transfer
economic resources as a result of
past events, which the entity has
Liabilities no practical ability to avoid.

The ‘residual interest’ in the
assets after deducting
liabilities. Represents what will
be left for shareholders when
the business is wound up.

Decreases in assets or
increases in liabilities which
lead to decreases in equity.

An increase in assets or decrease in liabilities
which results in increase in equity. Other than
costs from holders of equity claims.

IFAl | Session 2




" KCB

06

Recognition And
Derecognition




32 KCB | Recognition And Derecognition

Statement of Financial

Assets + Liabillities Position at beginning

Income - expenses Comprehensive Income

Statement of Financial

Assets + Liabilities = Equity Position at end

e recognition links the elements together

Key concepts: \ e Substance over form

IFAl | Session 2



32 KCB | Recognition And Derecognition

Recognition De-recognition
If potential for future economic benefit
Asset , When control lost
When control gained
Liability When there is an obligation When there is no longer an obligation
Equity Based on the above
Revenue or gains on assets
Income : : :
NOT equity contributions
Both day to day expenses and increased liabilities
Expenses
or reduced assets

IFAl | Session 2

Key concepts: \ only recognised when useful
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32 KCB | Measurement

Historical cost Current value
What You Paid What You Expect It To Be Worth
For It
Fair value. Value in use [ Current cost
Reflects current fulfilment value. What it would
expectations. Present value based cost to replace.

on future cash flows.

IFAl | Session 2
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Presentation And
Disclosure



32 KCB | Presentation And Disclosure

Presenting and
disclosing in financial
statements is how we
communicate to users

IFAl | Session 2

The key is supporting the objectives
and qualitative characteristics

Focus on principles over rules

Group similar items together

Don’'t aggregate in such a way that
iInformation is obscured
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Capital And Capital
Maintenance



32 KCB | Capital And Capital Maintenance

Links the concepts we have Financial concept

just learned to profit Profit earned if financial value of assets
increases (minus any distribution)

. Money = takes into account time value of
Profit can only be money.

recognised if assets Real - does not.
at the end of the

reporting period

exceed assets at Profit is earned if productive capacity
the beginning. increases.

Physical concept

IFAl | Session 2 >



st KCB \ Capital and capital maintenance - Calculation

Calculate the retained profit

£ (000)
Opening balance 50
Sales income 60
Cost of inventory 50
New cost of inventory 55

IFAl | Session 2

£ (000)
Financial concept
Physical concept
Financial concept Physical concept
(sales income - cost of (sales income - new cost

sales) of inventory)




st KCB \ Capital and capital maintenance - Calculation

Calculate the retained profit

£ (000)
Opening balance 50
Sales income 60
Cost of inventory 50
New cost of inventory 55

IFAl | Session 2

£ (000)

Financial concept 10

Physical concept 5
Financial concept Physical concept

(sales income - cost of (sales income - new cost

sales) of inventory)
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332 KCB | Part 2 - Agenda

What is Financial Reporting?
Why is financial reporting important?

The framework

Harmonisation

summary

IFAl | Session 1




32 KCB \ Summary

IFAl | Session 1

The objective of Financial reporting is
to provide useful information to the
end user

Important part of the corporate
governance framework - providing
transparency and accountability
IFRS is designed to provide @
consistent approach worldwide - and
Is the framework we will be using
There is still variation in practice
globally



" KCB

10

Why Is Financial
Reporting Important?




32 KCB | Corporate collapse

43,0 ® WORLDCOM S?EENS

carillion POLLY PECK

IFAl | Session 1




32 KCB | Corporate Governance
Responsibility

Accountability

The
Principles

of Corporate
Governance

Transparency

Fairness




32 KCB | Agency theory

The owner is the
Principal

The manager
Is the Agent

IFAl | Session 1

Manager behaviour may not
be in the interest of the owner

Solved by monitoring and
corrective action

This includes accurate
financial statements and the
role of audit
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Transparency

Regulatory

JO

32 KCB | Objectives of financial regulation

Reliability

Comparability

)]

Credibility
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32 KCB | Arguments against financial regulation

Not ‘one size
fits all’

Too Removes
complex judgment

Gives the illusion
of comparability
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22t KCB \ Elements of financial regulation

International

National and Financial Reporting

company law

Standards
Industry specific Corporate
and securities governance

exchange frameworks

IFAl | Session 1

Country specific
financial regulation

Environmental and
social reporting




22t KCB \ Elements of financial regulation

National and International Financial Country specific Industry specific and Corporate governance Environmental and
company law Reporting Standards financial regulation securities exchange frameworks social reporting

Requirement Companies Listed and AIM Different
to prepare Act 2006 companies thresholds of
accounts is requires use of must use IFRS. reporting
enacted by either IFRS or Others can depending on
company law UK FRS choose type and size

IFAl | Session 1




22t KCB \ Elements of financial regulation

International
Financial Reporting

National and company Country specific Industry specific and Corporate governance Environmental and
law Standards financial regulation securities exchange frameworks social reporting

Principles based

International Accounting Standards Board (IASB)
Sets the standards

Conceptual framework
Sits at the heart

International Financial Reporting Standards (IFRS) International Accounting Standards (IAS)

Provide detail Provide detail

IFAl | Session 1




22t KCB \ Elements of financial regulation

National and company International Financial Country specific Industry specific and Corporate governance Environmental and
law Reporting Standards financial regulation securities exchange frameworks social reporting

EU UK US

Set by Financial Accounting

EU Commission Set by Financial Reporting Council
Standards Board (FASB)
Generally Accepted Accounting
IFRS FRS 100 - 105
Principles (GAAP)
IFRS obligatory for EU listed Non-listed companies can choose .
. . All US Companies must use
companies this or IFRS

. . No convergence
Converging with IFRS
Rules based

IFAl | Session 1




22t KCB \ Elements of financial regulation

National and company International Financial Country specific
law Reporting Standards financial regulation

Listing Rules

e.d. Financial .
9 and Disclosure

Conduct and
Authority Transparency
(FCA) Rules

IFAl | Session 1

Industry specific and

securities exchange

London Stock
Exchange
regulations

Corporate governance Environmental and
frameworks

social reporting

Charities
Statement of
Recommende
d Practice
(SORP)




22t KCB \ Elements of financial regulation

National and company International Financial Country specific Industry specific and Corporate governance Environmental and
law Reporting Standards financial regulation securities exchange frameworks social reporting

Charity English Cymraeg
Governance

Code -

Fimandial Fleporting Coundl

Ll

Moctem  Ourmek  fwoetn  New o [ Jebepart Banst

@ Financial Reporting Council

Ao

A CODE FORSPORTS
GOVERNANCE

Understand what's requined for thoas seelking or
rocoiving govoemmaent or lottory funds.

Good governance
About the Code -

Good governdnde is fumnd

————— Foundation: the trustes role
and charity context

UK corporate 1. Organisational purpose
Governance Code 2 Lesdershi

1. Integrity

Janua ry 2024 4. Decisbon making, risk and

control

THE WATES
CORPORATE
GOVERNANCE
PRINCIPLES FOR

TOKY0 2020
@

5. Board effectivensis

&, Equality. diversity and
inclusion

7. Openness and
accountability

Useful links

Glossary

LARGE PRIVATE
COMPANIES

DECEMBER 2018

LH
Deision-makisg,
tisk and conrol

the trusiee mole oad charity context

IFAl | Session 1




22t KCB \ Elements of financial regulation

National and company International Financial Country specific Industry specific and Corporate governance Environmental and
law Reporting Standards financial regulation securities exchange frameworks social reporting

Environmental reporting is the process of communicating the environmental
effect of the organisation’s economic actions

EU Eco-
Management
System and Audit
Scheme

Tools ISO 14000

IFAl | Session 1




22t KCB \ Elements of financial regulation

National and company International Financial Country specific Industry specific and Corporate governance Environmental and
law Reporting Standards financial regulation securities exchange frameworks social reporting

Carroll’s CSR pyramid
Corporate Social Responsibility is a Philanthropic
management concept whereby Discretionary, to improve lives of others
companies integrate social and
environmental concerns in their Ethical
interactions with their stakeholders.
(United Nations Industrial Legal
Development Organisation) Observance of laws and regulations

Economic
Be profitable and survive to benefit society in the long term

IFAl | Session 1




22t KCB \ Elements of financial regulation

International

National and Financial Reporting

company law

Standards
Industry specific Corporate
and securities governance

exchange frameworks

IFAl | Session 1

Country specific
financial regulation

Environmental and
social reporting
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Harmonisation



32 KCB | So why doesn't everyone adopt IFRS?

&

Better for

v, &
multinationals

ECISieI‘ tO P Common ECISieI‘ tO
compare globally accounting adppraise for

language mergers and
e Reduction in acquisitions
audit costs

IFAl | Session 1 >



32 KCB | Barriers

Financial
practices

©

Inflation Tax system

Political and
economic
relationships

IFAl | Session 1 >
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Developed over time

pon't focus on standards
that don’t need
Improving

Replace standards
most in need of
convergence

32 KCB | Harmonisation and Standardisation

e.g. From 1 January 2026, FRS 102 changes to:
o Revenue recognition
o Ledase accounting
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summary




Objectives

To provide useful information
to users

Recognition And
Derecognition

Elements are recognised
when they meet the
definition.

IFAl | Session 2

32 KCB | The Conceptual framework

Qualitative
Characteristics

The key concepts that inform
everything

Measurement

Historical cost
Current value

3

Financial Statements
And Reporting Entity

What they are
Reporting period
Going concern
Entity

Presentation And
Disclosure

Effective
communication

Elements

Assets
Liabilities
Equity
Income
Expenditure

Capital And Capital
Maintenance

Financial
Physical




**KCB Conclusions

The objective of
Financial reporting
is to provide useful
iInformation to the

end user

IFAl | Session 1

Important part of the
corporate
governance
framework -
providing
transparency and
accountability

IFRS is designed to
provide a
consistent

approach and
forms part of the
governance
framework

There is still
variation in
practice globally
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See you at the next session!



