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1. Executive summary - introduction

The UK's largest private companies are economically significant
entities, often providing jobs for large numbers of people, sustaining
extensive supply chains and utilising substantial debt financing. They
are often important drivers for growth in the economy. Transparent
and relevant communication of key matters in their annual report and
accounts is needed to provide users with decision-useful information.

This thematic seeks to further develop our understanding of the quality
of corporate reporting by the UK's largest private companies. We have
considered the areas of the annual report and accounts that are of
most importance to users and where we expect the highest risk of poor
compliance.

All the companies included in our review are substantial entities in
terms of revenue and employees. Many have complex structures,
business models and operations. Several also have significant pension
obligations.
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1. Executive summary - key observations

Summary of key observations

The quality of reporting was mixed, particularly in terms of how clearly companies explained material matters that were complex or judgemental.
Our main findings were as follows:

* The best strategic report disclosures focused on the elements of * Better examples of judgement and estimates disclosures included

development, performance and position that are key for an
understanding of the company, explaining them in a clear, concise
and understandable way that was consistent with the disclosures in
the financial statements. Good quality reporting does not necessarily
require greater volume.

To enable users to fully understand a business, disclosures should
explain the nature of its operations and how it fits into a wider group
structure.

Accounting policies for complex transactions and balances were often

untailored, providing boilerplate wording. Entity-specific policies are
particularly critical for revenue, where the better examples explained
the nature of each significant revenue stream, the timing of
recognition and how the value of revenue was determined.

detail of the specific judgement involved and clearly explained the
rationale for the conclusion. The significance of estimation
uncertainty was much more apparent when sensitivities were
quantified.

For some material provisions the level of detail provided on the
nature of the obligation and the associated uncertainty was below
the level we expected. Users benefit from clear disclosure of this
information to allow them to fully understand the risks affecting the
company.

The disclosure of financial instrument risks such as liquidity risk was
generally boilerplate and generic, describing the nature of risks
without fully explaining why they are relevant. Better examples
explained the specific nature of the risk and quantified the exposure
and sensitivity to potential future changes.

Many of the issues we identified could have been avoided if a sufficiently critical review of the annual report and accounts had been conducted
prior to finalisation. This includes taking a step back to consider whether the report as a whole is clear, concise and understandable, omits
immaterial information and whether additional information is necessary to understand particular transactions, events or circumstances. It also
includes a review for internal consistency and more detailed presentation and disclosure matters.
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2. Scope and background to the thematic report
Scope Industries sampled (number of reports)

Our review looked at the annual report and accounts of 20 UK companies with revenues
ranging from £1.5 billion up to £24 billion, employing between 1,000 and 145,000
people.

Our selection covered year-ends falling between September 2022 and December 2022.
Companies were chosen from a variety of industries, which are set out in the chart
opposite.

Our sample included financial statements prepared using the accounting frameworks
applicable to companies of their size, being IFRS Accounting Standards (IFRSs) and
UK GAAP (including FRS 101" and FRS 1022).

We also considered the findings of our routine reviews of large private companies
performed over the last few years.

The companies can be split into three broad categories:

®m A - Automobiles and Parts (2)

* Parent companies of privately owned groups. These entities all prepared consolidated
accounts. ® B - Beverages and tobacco (2)

B C - Construction, materials and engineering (3)
* Subsidiary companies of overseas entities. These entities are a mix of those that prepare D - Energy and chemicals (3)

an intermediate level consolidation and those that present only individual accounts. ) )
® E - Industrial Support Services (1)

* Subsidiaries of UK-listed companies. All these entities prepared individual accounts ™ F - Industrial Transportation (1)

under FRS 101. B G - Retailers (5)
® H - Technology and media (2)

1 FRS 101, 'Reduced Disclosure Framework’ ® | - Waste and Disposal Services (1)
2 FRS 102, ‘The Financial Reporting Standard applicable in the UK and Republic of Ireland’
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2. Scope and background to the thematic report

What does this review cover? How to use this thematic review

We considered the following areas of the annual report and accounts  The areas of better practice and opportunities for improvement are

all of which have featured in the top ten topics on which we have identified in the report as follows:
corresponded with companies, as set out in our Annual Review of
Corporate Reporting: @ Represents good quality application that we encourage other

companies to consider when preparing their annual reports.
* Strategic report

* Presentation of primary statements including cash flow statement Represents opportunities for improvement by companies to
and supporting notes move them towards good practice.

* Revenue Represents an omission of required disclosure or other issue. We
want companies to avoid such issues in their annual reports.

* Judgements and estimates

We have provided examples of better practice in our report,

* Provisions and contingencies highlighted in grey boxes. The examples will not be relevant for all
companies or all circumstances, but each demonstrates a
* Financial instruments characteristic of useful disclosure.

Highlighting aspects of reporting by a particular company should not
be considered an evaluation of that company’s reporting as a whole.
The examples included should not be taken as an indication of the
accuracy of the underlying information, which has not been verified
by our review.

In this report we refer to other thematic reports written by the FRC.
Their key messages will often be relevant to large private companies.
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3. Users and materiality

Users of private company annual reports and accounts

The nature of private companies means that, compared to their listed
peers, there will often be fewer users of the annual report and
accounts. In particular there may be fewer users who are external to the
group that are not in a position to demand reports tailored to meet
their particular information needs.

For example, private companies often have fewer shareholders, and
they are more likely to be involved in the business to some degree and
have greater access to internal information. The emphasis those
shareholders place on the annual report and accounts may be lessened
due to that involvement.

There are, however, external users of the annual report and accounts
beyond shareholders. Those users are likely to be providers of credit to
the business. Their interest will generally be focused on information
about the liquidity and solvency of the company. This is because that
information might be relevant to the ability of the company to pay (or
repay) any credit advanced.

In addition, other users of the accounts, for example, employees (and
former employees with pension interests) and customers may also have
common information needs to providers of credit.

It is the purpose of the annual report and accounts to provide financial
information that satisfies these common information needs.

Materiality

Materiality is not just a fundamental concept embedded in accounting
frameworks, it is also a practical tool that companies can use to focus
reporting on what matters. Companies use materiality to decide what
to include and exclude in corporate reporting. It provides a lens
through which to consider the amount and depth of information
needed. The assessment of materiality should consider the needs of
the main users of the annual report and accounts to ensure disclosures
are relevant and provide decision-useful information. While a balance
may need to be struck across the annual report and accounts as a
whole, it will often be the case that better reporting does not equate to
more disclosures.

In 2022 we published ‘'What Makes a Good Annual Report and
Accounts’. Section 4 of that publication identifies the characteristics
that should be considered in determining whether information is
material, including in the context of the strategic report.

The FRC Lab has also recently completed a project looking at the
application of materiality in practice by companies which large private
companies may find useful.
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4. Strategic report

All large companies incorporated in the UK must prepare a strategic
report under section 414A of the Companies Act 2006 (the Act).

The contents are specified in sections 414C and 414CZA.2 Where a
company prepares consolidated accounts, the strategic report
should also be prepared on a group basis.

The disclosure requirements that apply to large private companies
are not as prescriptive as those that apply to some others, such as
quoted companies. However, they still require a fair, balanced and
comprehensive review of the development, performance and
position of the business, consistent with its size and complexity.

In preparing their strategic report, we encourage companies to
consider the relevant sections of the FRC's ‘Guidance on the
Strategic Report’ (June 2022), which provides principles-based
guidance to help achieve best practice.

3 For periods beginning on or after 6 April 2022 section 414CB will also apply to these companies

4 FRS 102, paragraph 3.24(b) and IAS 1, 'Presentation of Financial Statements’, paragraph 138(b)

Group structures

The companies in our sample had a variety of ownership and group
structures. Some were the top company in their group and prepared
consolidated accounts. Others were intermediate parents or
subsidiaries preparing a lower-level consolidation or only individual
accounts.

A clear description of how the company and its operations fit into the
wider group structure is often necessary for a user to understand the
information in the annual report and accounts in its full context.

All the companies in our sample are required to disclose the nature of
the entity’s operations and its principal activities.# It might be beneficial
to incorporate an explanation of a company’s role and function within
a group.

Better examples clearly explained the nature of the group that
was included in the consolidation, the scope of its strategic
report disclosures and defined any relevant key terms.
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4. Strategic report
Group structures (continued)

The company operates as a production site within the BMW Group
production network manufacturing MINI brand vehicles. The
company currently has three MINI derivatives in production — MINI 3
Door Hatch including a full Battery Electric Derivate (BEV), MINI 5
Door Hatch & MINI Clubman.

Company strategic objectives

The main corporate objectives are:

* to manufacture MINI brand vehicles to BMW Group quality
standards;

* to continuously implement operational efficiencies to reduce the
cost of production; and

* to achieve targeted production volumes in support of BMW Group
sales objectives.

BMW (UK) Manufacturing Limited, Annual report and financial
statements to 31 December 2022, p1

I

Describes the company’s position and function within the wider
group, including how this is incorporated in its strategic objectives.

The disclosures should allow a user to understand the performance and
risks of the individual company or subgroup headed by that company.
This may include principal risks that arise at a company level but are
not a significant risk for the wider group.

Sometimes the details disclosed related to the wider group, rather than
the specific company or subgroup. We found examples of this in the
disclosure of principal risks and uncertainties and key performance
indicators (KPlIs).

In one instance, while the operations of the wider group could be
well understood it was unclear how the specific subsidiary
generated revenue.

The Directors present their strategic report for Bellis Finco plc
(“the Company”), and Bellis Finco plc and its subsidiaries,
(together "Asda”, “the Group”), for the year ended 31 December
2022. Bellis Finco plc is the holding company of the Asda group
of businesses and all references throughout this Annual Report
to Asda refer to the group of companies consolidated within
Bellis Finco plc.

Bellis Finco PLC, Annual Report and Consolidated Financial
Statements for the year ended 31 December 2022, p4

T

Clearly explains which companies are included within the group
strategic report and defines key terms.
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4. Strategic report

Fair, balanced and comprehensive analysis

The strategic report must contain a review that provides a fair,
balanced and comprehensive analysis of the development and
performance of a company’s business during the financial year and
its position at year end.”

This review should be consistent with the size and complexity of the
business. The report must also, where appropriate, include
references to, and additional explanations of, amounts included in
the company’s annual accounts.®

Determining what needs to be disclosed requires judgement. The
quality of discussion varied significantly across the sample with room
for improvement overall.

The Act requires ‘an analysis’, indicating that the reason for
movements should be explained where it is necessary for an
understanding of the development, performance or position of the
company.

Some companies did not go beyond repeating the figures quoted in
the financial statements, commenting only whether the figure had
increased or decreased and providing no further discussion.

5 Sections 414C (2)(a) and (3) of the Companies Act 2006
6 Section 414C (12) of the Companies Act 2006

Better practice examples provided a clear analysis of the
underlying reasons for significant movements in key metrics
or balances.

Several companies focused purely on the income statement
with no discussion of material balance sheet and cash flow
items or changes.

The FRC's ‘What Makes a Good Annual Report and Accounts’
publication provides some useful considerations on how to ensure that
the business review is of a good quality.

A number of strategic reports in our sample demonstrated the
corporate reporting principles and the 4Cs of effective communication
that we set out in that publication. They focused on the elements of
development, performance and position that were key for an
understanding of the company, explaining them in a clear, concise and
understandable way that was consistent with disclosures in the
financial statements.

Some of the best examples were far from the longest business
reviews, emphasising that quality reporting does not necessarily
require a greater volume of words.
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4. Strategic report

Fair, balanced and comprehensive analysis (continued)

Capital Expenditure Companies should take a step back and consider whether, when

Capital expenditure of £276m in the year was £143m lower than the
prior year on an annualised basis. Historically Asda’s capital
expenditure strategy involved significant investment each year in a
small number of stores. Its policy has been revised in FY22 to take a
more customer-focused approach to investment decisions, focusing
spend on projects which enable more frequent investment in a

taken as a whole, the review and analysis is balanced.

In one instance, a company provided detailed analysis of some
profitable divisions within its business, without providing similar
analysis for those divisions that gave rise to a net loss in the group.

Ay We challenge companies where the financial review does

higher number of stores which deliver better returns on investment. not appear to be fair, balanced and comprehensive.
Around 53% of the Group's investment in FY22 was on essential asset
replacement and maintenance, including replacement of store
refrigeration units and property maintenance costs, and 32% was
focused on discretionary spend to drive growth, including upgrades
to store environment and investment in systems to improve
efficiency of operations. The remaining 15% (£49m) was invested in
Project Future, comprising investment in the detailed design and
initial build phase of Asda’s standalone IT environment as we
separates from previous owner Walmart's IT systems.

In our regular review work we successfully challenged whether
a large private company'’s strategic report contained sufficient
information to meet the requirements of the Act when it
omitted a discussion of the company’s performance compared
to pre-pandemic levels, did not include key performance
indicators, and did not describe how its principal risks

affected the company or were mitigated.

Please refer to the Reconciliation of Non-IFRS to IFRS Measures
section below for detail on the calculation of management’s Capital
Expenditure KPI.

(APMs) used are reconciled to the financial statements.

Bellis Finco PLC, Annual Report and Consolidated Financial

Provides an analysis of movements on material balance sheet
Statements for the year ended 31 December 2022, p15

and cash flow items and explains the reason for changes.

Clearly highlights where the alternative performance measures
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4. Strategic report

Key performance indicators (KPIs)

The Act’ requires that the fair review of a company’s business must,
to the extent necessary for an understanding of the development,
performance or position of the company's business, include:

* analysis using financial key performance indicators; and
 where appropriate, analysis using other key performance

indicators, including information relating to environmental matters
and employee matters.

When done well, an analysis using KPIs can be a very concise way of

producing a good quality review of the business. The level of analysis
provided for KPIs varied across the companies reviewed.

@ Better examples:

Clearly defined which measures are KPIs.

* Explained the reason why they were important.
+ Disclosed the performance in the period.

* Provided analysis of the reasons for the performance
compared to targets and/or prior years.

7 Section 414C (4) of the Companies Act 2006

Explains that these measures are the key financial
and other performance indicators.

Discloses the current and prior year performance as
well as the percentage change, including actual
performance for non-financial KPIs.

. l

The Group's principal activities during the year were the hinng, selling and servicing of moter vehicles,
The Group's key financial and other performance indicators during the year were as follows:

2022 2021 Change
Group revenue £4,922m E4.741m 3.8%
Used car sales (units) 192904 224071 (13.9%)
New car sales (units) 55,820 56,780 (1.7%)
Group operating profit E191im £278m (31.3%)
Profit before tax E173m E263m (34,2%)
Inventories EBSIm EBBZm (4.5%)
Met funds available E325m E393m (17.3%)
Shareholders' funds £1,441m E1.370m 5.2%

The Group has performed well during 2022 with the restricted new wvehicle supply and the related shortage
of used cars helping the Group maintain vehicle margins throughout the year. Following on from the
exceptional performance reported last year, this was our second most profitable year. Our new vehicle units
sold remained in line with prior year, reaching 55,820, but remains below 2019, however, new car unit prices
increased which accounts for the majority of our increased revenue in the year, Used car retail units
decreased by 13.9% to 192,904, reflecting the shortage of quality used cars and slowing customer demand
due to the ‘cost of living' crisis, Careful stock selection and robust pricing disciplines helped maintain
average used car margins. Demand for aftersales services remained strong with revenues of E201m

(2021 - E204m).

Arnold Clark Automobiles Limited, Annual Report and Accounts 2022,
p10

Provides analysis to explain the reasons for the performance and
change from prior years, including how the non-financial KPIs link
into this.
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4. Strategic report

Key performance indicators (continued)

We identified some instances where the KPIs appeared to relate to the
wider group, rather than the company or subgroup for which the
annual report and accounts was prepared.

Seven of the companies reviewed presented some information
regarding the non-financial KPls monitored by management.

Good examples explained how the performance of these non-
financial measures linked to the financial and wider performance
of the company.

Not all companies that identified non-financial KPIs provided the
actual performance during the year or an analysis.

Alternative performance measures (APMs)

Financial measures that are not derived directly from accounting
standards are referred to as APMs or non-GAAP measures. Common
examples include measures such as EBITDA or adjusted profit.

Several of the companies reviewed used APMs, either as KPIs or in
other analysis of the company’s performance.

APMs are incorporated into the strategic report if management
considers them to be necessary for an understanding of the
development, performance or position of the business in addition to
GAAP measures.

Users should be able to appreciate the importance of APMs and
understand how they have been calculated.

Better examples provided disclosures in line with the ESMA
Guidelines on APMs. This included:

* clearly defining the APMs;

* explaining why the APMs provide useful information about
financial performance; and

* reconciling the APMs to the nearest GAAP measure.

For further information on the use of APMs, please see our October
2021 thematic review on Alternative Performance Measures.

APMs should not be given undue prominence over GAAP
measures.

Ay We challenge companies where the presentation of APMs is
unclear or misleading.
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4. Strategic report

Principal risks and uncertainties

Risks and impact Mitigation
. . . Supply chain, procurement and We have various checks and balances in place to ensure the Group is not
All strateg IC repo rts are requi red to include a labour practices dependent on, or exposed to any single, or a small number of, subcontractors or
. e . . . e th liers.
description of the principal risks and uncertainties Subcontractors and suppliers may not be ableto [ 7 P
. . . meet their material and service provision cbligations | The financial stability of each subcontractor is monitored daily through

faci ng the company. The quallty of these disclosures due to reasons such as overstretching their capacity, | Dun & Bradstreet, with automated emails triggered by fluctuations in report

was mixed. going into receivership, or mismanagement of their scores, late filings and legal proceedings. In addition, appropriate retentions are
supply chain. held. Parent company guarantees, third-party bonds, and / or other appropriate

security is required from subcontractors or suppliers.
Subcontractors and suppliers may contravene ¥ 9 PR

Better exam ples expla ined which risks were legislation through a lack of understanding of the We also carry out a thorough pre-qualification process before appointing new
0 1 ° ° 1 o risks, and competence in their own procurement subcontractors or suppliers. This involves financial checks and a full competency
considered il pal and Why They disclosed practices, putting ISG at risk of non-compliance with | assessment. We also regularly monitor their performance through key
the nature of the rISkS, the pOtentIal effect on the legislation and local codes of practice. performance indicator (KP) reviews complated at site level both by operational
. et . . . ) . . and commercial teams. This is supported by robust management procedures and
business, as well as any mitigation adopted by Risk of prosecution and financial penalties, and training for our mployess and suppliers.
h potential impact on reputation.
the com pany. ISG has corporate policies in place to address key issues such as The Modem
Slavery Act 2015, The Bribery Act 2010, and prohibiting the use of products from
species prohibited under CITES or from illegal sources. Our supply chain must
Companies that adopted a tabular format to present commit to all of these in writing before the order is raised.
this information were often able to express this more In the UK, existing and potential new subcontractors are required to sign up to our
anti-slavery and human trafficking supply chain commitment ({the Supply Chain
Clea rly a nd use fewer WO rd S. Commitment) as part of the subcontractor approval process. We are currently

aligning our continental Europe supply chain o the same standard.

Employees are required o undertake mandatory e-learning modules on modem
slavery and anti-bribery. We also provide awareness training for our site workforce
on relevant topics through site inductions, bespoke workshops where appropriate,
and awareness materials displayed on site.

Section 172 statement

All large companies must include a statement
explaining how directors have considered stakeholder ISG Limited, Annual Report 2022, p31
needs and other matters when performing their duty

under section 172 of the Act.8 All companies in our

sample met this requirement.

fAY We have written to several companies in our Describes the nature of the risk Explains the mitigating actions taken by the

routine casework which did not provide a section and its potential impact. company to control or manage the risk.
172 statement when required.

8 Section 172 requires that directors must act in the way they consider, in good faith, would be most likely to promote the success of the company for the benefit of its members as a whole
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5. Primary statements and accounting policies

Primary statements and accounting policies are fundamental for an A main difference between the formats relates to the presentation of

understanding of a business. The issues we raise with companies are current and non-current assets and liabilities on the balance sheet:

generally more serious in nature when the presentation of a primary

statement is affected. * Prescribed formats — amounts due in one year and after more than
one year are determined based on when the entity can contractually

Profit and loss account and balance sheet require repayment.’

 Adapted format and IAS 1 — classification between current and non-
current assets also takes account of the entity’s expectation of when
the repayment will be sought.™

IFRSs — companies must apply IAS 1.

FRS 101 and FRS 102 — companies can choose to present their profit
and loss account and balance sheet either using a format prescribed
by the accounting regulations® (prescribed format) or one that is
generally aligned with IAS 1 (adapted format).

One company, applying IFRSs, classified an intercompany
receivable as current, although the accounting policy stated that
there was no expectation of imminent repayment. Part of the
balance was subsequently converted into equity, further

All companies applying FRS 101 chose to present an adapted balance summEstne e lemaEiE TaE af e BelEnas

sheet format. Those that presented a profit and loss account also
mostly used the adapted format. This indicates a preference for

consistency within groups. One company, applying FRS 101 using the adapted format,

presented an intercompany payable as non-current. However, it
indicated that the balance is repayable on demand without
explaining why it was not current.

All FRS 102 reporters in our sample presented their balance sheet using
a prescribed format and largely took the same approach for the profit
and loss account.

9  The Large and Medium-sized Companies and Groups (Accounts and Reports) Regulations 2008 (SI 2008/410), Schedule 1
10 SI12008/410, Schedule 1, Part 1, Section B note (5) and paragraph 4.4A of FRS 102
11 1AS 1 paragraph 66 and FRS 102 Appendix | Glossary definitions of non-current assets
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5. Primary statements and accounting policies

Observations relating to the line items presented

A company is required to:

* present additional line items, headings and sub-totals when
relevant and appropriate; and

» where material, disclose their nature and amount separately,
either on the face of the primary statements or in the notes.?

Better examples disclosed additional line items for more complex and
significant transactions.

A company with extensive hedging arrangements disclosed a
detailed breakdown of movements in its cash flow hedges in
other comprehensive income. These could be reconciled to the
statement of changes in equity and the notes.

The nature of certain items particularly those labelled as ‘other’

(e.g. ‘other income’, ‘other receivables/payables’) was less clear. This is
also a common finding in our routine reviews.

12 IAS 1 paragraphs 29, 55, 85, 97 and FRS 102 paragraphs 3.15, 4.3, 5.9, 5.9A

Operating profit was the most commonly disclosed subtotal in our
sample. It is not directly defined in IFRSs'3 but FRS 102 provides some
guidance which is based on the basis for conclusions for IAS 1.4

Most of the items excluded from operating profit appeared to be
appropriate. More questionable items included non-financial asset
impairments and losses on disposal of fixed assets.

We also noted the following item in relation to foreign exchange
differences:

One company had significant foreign exchange gains and losses
in both operating income and expenses. Coupled with other
information in the annual report, this raised a question on the
appropriateness of its functional currency.

13 Upcoming IFRS 18 ‘Presentation and Disclosure in Financial Statements’ is expected to include a definition of operating profit

14 FRS 102 paragraph 5.9B and IAS 1 paragraph BC56
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5. Primary statements and accounting policies

Statement of cash flows

The cash flow statement is an area where we frequently find instances
of misclassification or issues around the amounts presented. Our
previous thematic report of cash flow and liquidity disclosures
outlines many of the common issues and our expectations in this area.
It also includes a list of consistency checks performed by our reviewers.

The relevant requirements stem from IAS 77> and Section 7 of FRS 102
which are broadly aligned.

Certain preparers using FRS 102 and all using FRS 101 can take an
exemption from the requirement to present a cash flow statement.’®

Most issues identified on cash flow statements were company specific
and related to more unusual transactions.

Definition of cash and cash equivalents

Under IAS 7 cash equivalents are held for meeting short-term cash
commitments rather than for the purpose of investment; this detail is
not included in FRS 102."7

One IFRS reporter had a significant surplus in cash equivalents

that was invested in short-term deposits and money market funds.

It was unclear why this was not recognised as an investment.

15 IAS 7, ‘'Statement of Cash Flows’
16 FRS 101 paragraph 8(h), FRS 102 paragraph 1.12(b)
17 IAS 7 paragraph 7, FRS 102 paragraph 7.2

18 IAS 7 paragraphs 16(e) and (f) 17(c) and (d) , FRS 102 paragraph 7.5(e) and (f), 7.6(c) and (d)

Three companies disclosed restricted cash balances.

One company excluded restricted amounts from cash and cash

equivalents but the notes stated that the restrictions applied only
to its transfer from certain countries. This did not explain why the
balance did not meet the definition of cash and cash equivalents.

Cash flows included in operating, investing and financing activities

For more complex and unusual transactions we encourage
companies to explain how these transactions are reflected in the
cash flow statement and any associated judgements.

Examples of potential cash flow issues identified included:

* The classification of derivatives associated with borrowings as
investing rather than financing.

* A non-cash charge on a non-recourse invoice factoring facility
recognised within financing cash flows.

In one company it was not clear why amounts related to a group cash
pooling arrangement were disclosed as a single financing figure rather
than being split between investing for loans made to, and financing for
borrowings from, fellow group companies.'®
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5. Primary statements and accounting policies

Statement of cash flows (continued)

Supporting notes

The most common finding related to incomplete or highly aggregated
net debt reconciliations or the disclosure of changes in liabilities arising
from financing activities.™

Companies disclosing just one number for multiple non-cash
movements should consider further disaggregation or better
labelling to provide more meaningful information. Examples

include the effects of changes in foreign exchange rates, changes
In two cases this disclosure was missing altogether. In conjunction with due to capitalised interest or business combinations.

good liquidity risk disclosures this information is important for
understanding companies’ sources of finance and how these have

statements.

(c) Analysis of changes in net funds

Group
1 January Exchange 31 December
2022 Cash flow movement 2022
£000 £000 £000 £000
Cash at bank and in hand 273,183 80,352 11,196 364,731
Debt due after more than one year (note 17) (9,229) - (1,163) (10,392)
Finance leases (notes 16, 17) (1,095) 1,095 - -
Shares classed as financial liabilities (note 16) (18) 4 - (14)
Total net funds 262,841 81,451 10,033 354,325

Mott MacDonald Group Limited, Report and financial statements for the year ended 31 December 2022, p63

19 IAS 7 paragraphs 44A —E, FRS 102 paragraph 7.22

Parent companies preparing their accounts under IFRSs are
been used over time. required to provide the disclosure of changes in liabilities. We
often see instances of it being missed in the individual financial

Separate column for
exchange movements.

Detailed breakdown of
net funds with
cross-references to the
relevant notes.
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5. Primary statements and accounting policies

Accounting policies

We identified a high number of generic accounting policies that did
not go beyond repeating the wording from the standard. While this
may be adequate in areas where limited judgement is required in their
application, in other cases this led to the omission of important
information.

Companies should focus on tailoring accounting policies and
providing more in-depth explanations for their most material and
complex transactions.
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Complexity or judgement

Example of a tailored accounting policy which explains a material
transaction relevant for an understanding of parent company
accounts and, in particular, the treatment of the unrealised profit
under FRS 102.

Dividend income

On 30 April 2021, Westcoast (Holdings) Limited transferred the
shares of XMA limited to Westcoast Group Holdings Limited by way
of a dividend in specie. The dividend income is recorded at fair value
of the investment received in the financial statements of Westcoast
Group Holdings Limited since the transfer of XMA Limited was
achieved by means of a dividend between companies under
common control. The dividend income is recognised in other
comprehensive income since XMA Limited is unquoted and the
shares are not readily convertible to cash.

Westcoast Group Holdings Limited, Annual report and financial
statements for the year ended 31 December 2022, p24
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5. Primary statements and accounting policies

Accounting policies (continued)

In a number of instances redundant, irrelevant or duplicative
accounting policies were disclosed. In other cases we noted missing
accounting policies for material transactions or balances. In some
companies incorrect or out of date accounting policies were disclosed.

Companies should keep policies under review to ensure that they
remain complete, relevant and accurate.

Consolidated accounts must still disclose a full set of accounting
policies for the parent company. Cross-referencing can often be used
to support clear and concise reporting, provided that it is clear how a
specific group policy is applied at the parent company level.

Rounding

Within our sample several companies for which we estimated
materiality to be in multiple millions presented their financial
statements to the nearest thousand.

A higher level of rounding may have reduced the disclosure of
unnecessary detail or clutter. It would also avoid a reader
inappropriately inferring a greater level of accuracy.
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6. Revenue

Revenue is a key metric for most companies. Clarity around revenue
streams and revenue recognition policies is important not only for
understanding historical performance but also for assessing the future
prospects of a business.

The recognition, measurement and disclosure requirements vary
between the different accounting standards.

IFRSs - the requirements of IFRS 1520 apply.
FRS 101 - as IFRSs except they have several disclosure exemptions.

FRS 102 - apply Section 23 of that standard.

Our two thematic reports on IFRS 15, the 2019 IFRS 15 ‘Revenue from
Contracts with Customers’ and the 2020 follow up report, will be
relevant for entities reporting under IFRSs.

There was a wide range in the quality of revenue disclosures for the
companies reviewed. While we noted some good examples, for other
companies, greater attention could have been paid to the clarity and
granularity of reporting.

20 IFRS 15, ‘Revenue from Contacts with Customers’

Accounting policies

A clear articulation of a company's accounting policy is important to
allow users of the financial statements to understand the various ways
in which it generates revenue. It also complements information
included in the strategic report.

@ A good policy:

* Describes the nature of revenue covering all material revenue
streams and separately identifiable components/performance
obligations.

* Is specific to the company explaining how the requirements of
the standard have been applied and any related judgements.

* ldentifies when revenue is recognised and the methods
adopted to measure revenue recognised over time.

* Provides details of how the transaction price for revenue is
determined.
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6. Revenue
Accounting policies (continued)

Makes clear the transaction price recognised by the company and
that they are acting as an agent for the manufacturer.

|

The Group offers servicing products on behalf of the
manufacturer and retains a proportion of the sales price of the
product. The Group recognises the revenue at the contract
inception date as the obligation to satisfy the servicing
obligations lie with the manufacturer. If a customer redeems a
valid servicing element identified within the contract with a
Group branch, the branch performs the service and invoices the
manufacturer for pre-determined contractual amounts on
completion. Revenue is recognised on completion of the service.

Arnold Clark Automobiles Limited, Annual Report and Accounts
2022, p43

Identifies when revenue is recognised
and why.

Separately clarifies how revenue for subsequent
servicing is recognised if undertaken by the company.

Revenue mainly comprises direct sales to
end-customers and the sale of goods to
authorised third parties for resale. The Group
recognises revenue when it transfers control
over a product to a customer, excluding
taxes, net of discounts and after elimination
of intercompany sales.

Direct sales to end-customers are mainly
made through retail stores for fashion goods,
certain fragrance and beauty products, and
certain watches and fine jewellery items.
These sales are recognised at the time of
purchase by the retail end-customers. Sales
made in stores owned by third parties are
treated as retail transactions if control of the
inventories is retained by the Group.

Chanel Limited, Annual Report and Financial
Statements for the year ended 31 December
2022, p63

Sets out the
timing of
recognition
and how the
transaction
price is
determined.

Clearly
explains the
nature of
the revenue
stream and
the types of
good sold.

Explains
how sales
made
through
third party
stores are
recognised.

FRC| CRR Thematic Review: Reporting by the UK's Largest Private Companies | January 2024

22



6. Revenue

Accounting policies (continued)

Contracts are typically accounted for as a single performance
obligation; even when a contract (or multiple combined
contracts) includes both design and build elements, they are
considered to form a single performance obligation as the two
elements are not distinct in the context of the contract given
that each is highly interdependent on the other.

ISG Limited, Annual Report 2022, p74

I

Explains how the performance obligations have been determined
and why they have been combined.

In some instances there was a disconnect between the revenue streams
disclosed in the disaggregation of revenue disclosure and the
accounting policy. It was not clear if the same policy applied to all
revenue streams.

Some companies provided a policy covering the main revenue stream
but it was unclear whether additional revenue streams apparent from
the other information disclosed were also material.

IFRS 15 contains prescriptive detail about how its disclosure objective
should be met, including information which will often be included in an
accounting policy. In contrast, Section 23 of FRS 102 has a broader, less
detailed disclosure requirement. In both cases the policy disclosure
should be sufficient to provide an understanding of the amounts
recognised in the financial statements. Under FRS 102 this may require
greater professional judgement.

FRC | CRR Thematic Review: Reporting by the UK's Largest Private Companies | January 2024

23



6. Revenue

Disaggregation of revenue

Entities that report under IFRS 15 are required to disclose a
disaggregation of revenue into categories.?’ Examples include:

* Type of good or service
* Geographical region
* Market or type of customer??

FRS 101 and FRS 102 reporters are required by law to disclose
turnover attributable to each class of business and each market.??
There is also a requirement for disclosure by category in FRS 102,
based on specified minimum categories in the standard.?4

Disaggregation of the total revenue figure can provide useful
information on how the company generates revenue from different
streams or markets and their relative importance. Along with a tailored
accounting policy it can also be used to gauge the amount of revenue
that might be subject to more judgemental recognition policies or
estimation uncertainty.

21 IFRS 15, paragraph 114
22 IFRS 15, paragraph B87 to B89

The requirements leave an element of judgement. The most common
disaggregation presented was either based on the type of
good/service or by geographical market.

Some companies provided more than one disaggregation such as the
split between goods and services and between major revenue streams.
This is particularly useful in groups with diversified operations.

One company also provided details of revenue recognised at a point in
time and revenue recognised over time. This reflected the cyclical or
recurring nature of some revenue streams.

Three companies reporting under FRS 102 took the statutory
exemption from disclosing the breakdown of turnover on the basis
that it was considered seriously prejudicial to the interests of the
company.?> This test is a high hurdle, as non-disclosure of the analysis
is a loss of useful information for users.

A We will challenge companies when we believe that there may
not be an appropriate reason for taking the seriously prejudicial
exemption.

Irrespective of the statutory exemption, companies must still apply the
disclosure requirements in FRS 102 itself.

23 The Large and Medium-sized Companies and Groups (Accounts and Reports) Regulations 2008, Schedule 1, paragraph 68

24 FRS 102, paragraph 23.30(b)

25 The Large and Medium-sized Companies and Groups (Accounts and Reports) Regulations 2008, Schedule 1, paragraph 68(5)
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7. Judgements and estimates

Where accounting policies are subject to significant judgements or
estimation uncertainty, users of the accounts must have a sufficient
understanding of them in order to obtain a true and fair view of the
assets, liabilities, financial position and performance of the
business. Without that, they will be unable to make informed
decisions.

Companies are required to provide information about:

+ Significant judgements made by management in applying an
entity’s significant accounting policies, other than those relating
to estimation uncertainty.

+ Key sources of estimation uncertainty that have a significant risk
of causing a material adjustment to assets and liabilities within the
next financial year. Disclosure is also required of the nature and
the carrying amount of those assets and liabilities.?®

Further details can be seen in our thematic review of Judgements and

Estimates: Update.

Most companies disclosed significant judgements separately
from key sources of estimation uncertainty.

26 IAS 1, paragraphs 122 and 125; FRS 102 paragraphs 8.6 and 8.7

Judgements

The most frequently disclosed judgements were around revenue
recognition, followed by matters relating to control and provisions.

@ Better judgement disclosures were:
* Tailored to companies’ specific circumstances.

* Clear in terms of the precise judgements made and the
rationale for the conclusion.

In several instances it was unclear why a certain conclusion was
reached given the detail disclosed in the judgement and elsewhere in
the annual report and accounts. Examples included:

* The non-consolidation of an entity even though the company had the
ability to appoint its board.

* Fair value accounting for an equity investment with an interest
exceeding 20%, rather than using the equity method.

* The revenue streams that were affected by a principal or agent
judgement.

FRC | CRR Thematic Review: Reporting by the UK's Largest Private Companies | January 2024

25


https://media.frc.org.uk/documents/Judgements_and_Estimates_IAS_1_2022.pdf
https://media.frc.org.uk/documents/Judgements_and_Estimates_IAS_1_2022.pdf

7. Judgements and estimates

Judgements (continued) Supply Chain Finance

Judgement is made in determining whether balances under
supply chain financing arrangements should be classified as trade

Defined benefit pension schemes payables or as another line item on the Balance Sheet. In
) ) ) ) determining the classification, the Group reviews each
Section 28 of FRS 102 permits an entity to recognise a plan arrangement against a number of characteristics to assess
surplus as a defined benefit plan asset only to the extent that it whether the substance of liabilities owed by the Group to the
is able to recover the surplus either through reduced participating banks under the contractual terms of
contributions in the future or through refunds from the plan. In the arrangement is consistent with other trade payables.
the opinion of the directors, the Group does not have an These include:
unconditional right to the surplus and therefore no surplus has
been recognised. « Whether participation in the schemes is voluntary for
suppliers;
Mott MacDonald Group Limited, Report and financial statements * Whether the Group is involved in the negotiations and
for the year ended 31 December 2022, p35 agreements be.tween the banks and suppliers or tri-partite
agreements exist;
* Whether payment terms have been extended outside industry
I norms for trade payables;

* Whether interest is accrued on outstanding balances or fees
are receivable by the Group;

* Whether the banks require parent guarantees in respect of the
Group's obligations;

* Whether the Group retains its rights to offset credits or
withhold payment.

Clearly explains the conclusion
reached and the rationale.

Explains the nature of the judgement
and the circumstances in which it —e

arises.
The nature of the Group'’s liabilities under supply chain financing

arrangements when considering these characteristics supports
classification of amounts owed by the Group under its supply

Identifies factors considered in > .
— chain financing arrangements as trade payables.

reaching the conclusion.
Bellis Finco PLC, Annual Report and Consolidated Financial
Statements for the year ended 31 December 2022, p83
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7. Judgements and estimates

Estimates Assessment of whether an estimate is significant

The diagram below shows the differentiation between critical estimates

The most frequent estimates disclosed related to defined benefit
and other less significant or longer-term estimates.

pension schemes, followed by impairment reviews and taxation. Overall,
the number of estimates was significantly higher than the number of

judgements. Is the level of estimation Consider whether

uncerfcalr?]’gy such tlk:atfthere mz?1yI be these disclosures
asigni Icant fisk or a nwlgter||g_ 5 nonetheless provide
adjustment to assets and liabilities? relevant and

material
information. If an
entity chooses to
disclose these then
they should be

@ Key estimate disclosures should include:

* Only those estimates that have a significant risk of material
adjustment to assets and liabilities within the next 12 months.

Is it likely to crystallise in the next

12 months?

* The carrying amounts of assets and liabilities at risk. presented
separately, along
* IFRS and FRS 101 reporters should provide additional with an explanation
forward-looking information, e.g. quantified sensitivity of effects and any
analysis or information on ranges of possible outcomes. We timeframes.

Disclose as key source of estimation
uncertainty, including the details
about the nature of uncertainty and
the carrying amount of assets and
liabilities at risk;?” and

encourage FRS 102 reporters to also make this disclosure.

Provide quantified sensitivity
analysis, ranges of possible
outcomes or other information to
enable a user to understand the
significance of the estimate.?®

27  |AS 1 paragraph 125 and FRS 102 paragraph 8.7
28 IAS 1 paragraph 129, we encourage FRS 102 reporters to also provide this information
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7. Judgements and estimates

Estimates (continued)

Most companies disclosed the nature of estimates and quantified
the carrying amount of assets and liabilities at risk.

Where the estimation uncertainty relates only to a component of an
asset or liability the value of the balance at risk should be disclosed.

For half of the companies the carrying amount of assets and liabilities

Critical judgements and key sources of
estimation uncertainty

The application of the Company’s accounting
policies may require the use of estimation or
judgement in a manner which may affect the
Company's financial position or results.

Explicit
mention that
there are no
critical

subject to estimation uncertainty was not always material or There are not considered to be any critical judgements.
sensitivities appeared to show that there was not a significant risk of judgements applied in the preparation of the
material adjustment in the next year. financial statements.
. . . . Intr r
: : : . . N Critical areas of estimation, determined as ! od.ucto y
There is an opportunity for companies to revisit their estimation . . . narrative
tainty disclosures as not all of them appeared to meet the being areas for which there are major sources defining k
uhncerh I 3(/ < PP of estimation uncertainty at the reporting year €fining key
threshold for disclosure. end that have a significant risk of causing a estimates.
material adjustment to be made to the
We do not discourage companies from disclosing less significant carrying value amounts of assets or liabilities
estimates or estimates that are likely to crystallise over a period longer within the next financial year, are disclosed Other,
than 12 months. However, these should be clearly distinguished from below. non-critical
significant estimates and the reason for their disclosure should be estimates or
. " L I
explained. Addltlonal areas V\{here estimation or . judgements
judgement is applied have been discussed in .
. . : are disclosed
the related accounting policies sections above.
elsewhere.
SKY UK Limited, Annual report and financial
statements for the year ended 31 December 2022,
p28
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7. Judgements and estimates

Additional information on estimates

Judgements and estimates disclosures should be sufficient to provide
an understanding of the amounts recognised in the financial
statements.

For IFRS and FRS 101 reporters, IAS 1 paragraph 129 provides
examples of information that may be required to help users
understand the sources of estimation uncertainty identified, such as
sensitivity analysis or information about the range of possible
outcomes.

In our routine casework we often see these disclosures omitted
by FRS 101 reporters despite there being no exemption.

FRS 102 does not include these examples. As such management will
need to apply greater professional judgement to determine what
information may be necessary to provide an indication of the
significance of the estimation uncertainty. The disclosure of only the
nature and carrying amount of the asset or liability may not be
sufficient in all cases.

We encourage FRS 102 reporters to consider disclosing key
assumptions, sensitivities to changes in those assumptions or
ranges of potential outcomes.

[...]The financial forecasts used to determine the
recoverable amount remain highly sensitive to
changes in external conditions. There is

significant uncertainty over the shape and Includes
timing of the recovery in demand for aircraft quantified
maintenance services, which could give rise to sensitivities
possible impairments in future periods. A 100 in relation
basis-points increase in discount rate would

. to each key
decrease the estimated recoverable amount by .

assumption.

£123 million. A 50 basis-points decrease in
gross profit margin would decrease the
estimated recoverable amount by £29 million. A
one-year delay in business recovery to pre-
COVID-19 levels would decrease the estimated
recoverable amount by £72 million[...]

John Swire & Sons Limited, Annual Report &
Consolidated Financial Statements
31 December 2022, p58

It was not always clear why certain sensitivity ranges were chosen or
whether sensitivities expressed management'’s view of the extent of
reasonably possible changes. This information can be particularly
important where the change in assumptions has a non-linear effect on
the carrying value of an asset or a liability.

FRC | CRR Thematic Review: Reporting by the UK's Largest Private Companies | January 2024

29



8. Provisions and contingent liabilities

Provisions and contingent liabilities are often subject to a high degree The best examples provided company specific details, which
of estimation uncertainty. Clear disclosure of these is of key importance were proportionate to the size of the balance and explained the
to users as it allows them to understand the nature of emerging or obligations giving rise to material provisions, the expected
potential liabilities, including those that may not yet have met the timing of outflows and included an indication of the
threshold for recognition on a company’s balance sheet. uncertainties in the amount and/or timing.
Our 2021 thematic review of provisions, contingent liabilities and Clearly explains the Details the expected timing of the
contingent assets may be useful for companies if they have significant obligation giving rise to outflows and the key assumptions
provisions or contingencies. the provision. for determining the provision.
Provisions j l
In 2007 the Company signed a 20-year lease contract on a new
The requirements are generally aligned across the frameworks. There distribution centre. The contract requires the Company to remove
must be a reconciliation for each class of provision showing the any building alterations at the end of the lease, including sprinkler
movement in the balances during the year. Details are also required systems and other refrigeration plant. This obligation in year 2027
to explain the nature of the obligation giving rise to the provisions, has been calculated at current prices, as the full cost of
the expected amount and timing of outflows, an indication of the decommissioning such assets. This has been capitalised as a

directly attributable cost of the relevant asset and is to be charged

uncertainties relating to the amount or timing and any expected
. . e to the profit and loss account over the term of the lease.

reimbursement.2®

Martin-Brower UK Ltd, Annual Report and Financial Statements for

In some instances, we found that the level of detail provided to explain the year ended 31 December 2022, p46
the nature of the obligation giving rise to a provision, and the
associated uncertainty, was below the level we would expect given the T

nature and size of the exposure.
P Describes how the cost has been capitalised as part of the

associated leasehold improvement asset and recognised as an
expense over the lease term through the depreciation charge.

29 FRS 102, paragraph 21.14 and IAS 37, ‘Provisions, Contingent Liabilities and Contingent Assets’, paragraphs 84 and 85
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8. Provisions and contingent liabilities

Provisions (continued)

Three companies included individually material classes of provision
labelled as ‘other’.

Companies should use meaningful labels or provide other
explanation of what the balance comprises. They should also
consider carefully the level of disaggregation they provide for
classes of provisions.

We also identified some potential recognition issues.

One company did not present any provisions in its financial
statements. However, the nature of its business and other
disclosures in the annual report and accounts indicated that
there may be obligations that gave rise to provisions.

Companies should focus accounting policies on the classes of provision
that are most significant or less common in nature.

We noted that a number of accounting policies included specific
detail on restructuring even though the companies had only
limited or no restructuring provisions.

30 FRS 102, paragraph 21.15 and IAS 37, paragraph 86

Contingent liabilities

A contingent liability does not currently meet the recognition criteria
to be included as a liability on the balance sheet. However, there are
important disclosure requirements to:

* Explain the nature of the contingent liability.
* Provide an estimate of its financial effect.

* Provide an indication of the uncertainties relating to the amount or
timing together with any possibility of reimbursement.3°

For some companies the potential financial effect was very significant.

The best examples of contingent liability disclosures were
tailored to the companies’ circumstances and clearly explained
each of the elements required by the accounting standards.

In some instances, companies stated that it was not practicable to
calculate an estimate of the financial effect of a contingent liability. The
better examples provided an explanation of why that was the case.

FRC | CRR Thematic Review: Reporting by the UK's Largest Private Companies | January 2024

31



8. Provisions and contingent liabilities

Contingent liabilities (continued)

In December 2022, the Group was subject to a cyber-attack, by an ) ) ) o
unauthorised third party. This resulted in certain personal data ~_ Provides clear detail of the nature of the contingent liability and

which was stored on our network being compromised. how it arose.

We remain in dialogue with the Information Commission Officer

(ICO) regarding the cyber-attack. All requests for further Explains the uncertainty surrounding a possible cash outflow
information have been responded to although we anticipate there " _ 4 :4c timing.

will be additional requests for information as the ICO further

investigates this matter which we self-reported. At the date of this

report, no formal action has been taken by the ICO as regards the

incident and there have been no pre”minary ﬁndings States that the level of uncertainty means that the financial
communicated by the ICO as regards any fault on behalf of the effect cannot currently be measured with sufficient reliability.
Group. If the ICO were to identify any breach of data protection

law, this could result in a potential fine being levied from the ICO.

The group has received notification of complaints and claims for Linkage between balances
damages by or on behalf of a number of individuals whose data

has or may have been compromised in the cyber-attack. Court Two companies had both provisions and contingent liabilities arising

action is threatened but the claims remain at the pre-litigation from the same set of circumstances. They provided clear disclosure,
stage at the date of this report. Whether any claims will, cross-referring between the relevant notes, explaining the link between
ultimately, be filed remains uncertain but the Group will the two and how additional exposure may arise from the contingent
vigorously defend any such claims. At the date of this report, the liability. Linkage between provisions and other balances was sometimes
amount of any such obligations cannot be measured with less clear.

sufficient reliability for the financial effect

to be disclosed. It is helpful to highlight provisions and associated payables and
explain why they are treated differently.
Arnold Clark Automobiles Limited, Annual Report and Accounts
2022, p67
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9. Financial instruments

Understanding the nature and extent of risks arising from financial
instruments, and the timing of future cash flows is important
information in the assessment of a company's financial health and
viability.

The requirements for financial instruments vary between the different
accounting standards:?'

* IFRSs - the recognition and measurement requirements in IFRS 9,32
IFRS 1333 and IAS 3234 and the disclosure requirements of IFRS 73>
and IFRS 13 apply.

* FRS 101 - as IFRSs except there is an exemption from the disclosure
requirements of IFRS 7 and IFRS 13. Some disclosures are still
required by the accounting regulations.

* FRS 102 - reporters may apply Sections 11 and 12 of that standard
or the requirements of either IFRS 9 or IAS 39.36

All the FRS 102 reporters in our sample appeared to apply the
recognition and measurement requirements of Sections 11 and 12 of
that standard.

While there was a variation across the sample of companies, based on
our desktop review most had relatively simple financial instruments.

Quantitative financial instrument disclosures

To a greater or lesser extent, all the applicable accounting standards
require some detailed quantitative disclosures. We identified a large
number of potential disclosure errors or omissions during our review,
as well as some potential measurement or recognition errors.

One company held an investment at fair value but it was not
clear that the valuation approach disclosed complied with
the measurement requirements of IFRS 13.

Where relevant companies that hold assets or liabilities at fair value
should consider our 2023 thematic review of IFRS 13 for further
guidance.

Some companies:

» Excluded assets or liabilities from their disclosures that were financial
instruments, or included some that were not.

* Did not provide the hedge accounting disclosures despite them
appearing to be material.

31 Under FRS 101 and FRS 102 there are additional requirements for financial institutions, these are outside the scope of our thematic

32 IFRS 9, ‘Financial Instruments’

33 IFRS 13, ‘Fair Value Measurement’

34 IAS 32, ‘Financial Instruments: Presentation’

35 IFRS 7, 'Financial Instruments: Disclosures’

36 IAS 39, ‘Financial Instruments: Recognition and Measurement'’
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9. Financial instruments

Nature and extent of risks arising from financial
instruments

All large companies are required to provide disclosures explaining
their financial risk management objectives and policies, as well as their
exposure to price risk, credit risk, liquidity risk and cash flow risk as
part of the directors’ report requirements.3” These are in addition to
disclosures required by accounting standards.

IFRS reporters often met these disclosure requirements by cross-
referring to the IFRS 7 disclosures3® in the financial statements.

FRS 102 has an overarching requirement for companies to disclose
information that enables users to evaluate the significance of financial
instruments on a company's position and performance.?® Unlike IFRS 7
it does not provide a detailed list of mandatory disclosures.

Where financial instrument risks are particularly significant, FRS 102
suggests that additional disclosure may be necessary to meet the
overarching requirement.*® No companies in our sample provided this
additional disclosure.

@ For significant financial instrument risks companies should:

* Disclose company specific information on the nature of each
risk.

* Quantify the exposure to the risk.

* Provide required specific disclosures (if applicable) including
quantitative sensitivity.

* Explain clearly the methods and assumptions used and the
rationale for them.

We generally found the disclosure of financial instrument risks to be
relatively boilerplate and generic, describing the general nature of risks
but without always fully explaining how they are relevant to the
company. We also identified a number of IFRS 7 disclosures that had
not been provided for material items or risks.

37  The Large and Medium-sized Companies and Groups (Accounts and Reports) Regulations 2008, Schedule 7, paragraph 6

38 IFRS 7, paragraphs 31 to 42
39 FRS 102, paragraph 11.42
40 FRS 102, paragraphs 11.42 and 34.19-34.30
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9. Financial instruments

Nature and extent of risks arising from financial

instruments (continued)

Liquidity was the most pervasive and significant risk in our sample.
Understanding this risk is important to users, especially in a challenging

economic environment.

IFRS 747 (and FRS 10242 where liquidity risk is particularly significant)
requires disclosure of a maturity analysis for financial liabilities based
on contractual maturities and undiscounted cash flows as well as
details of how the company manages the risks arising.

A company with significant liabilities falling within one time band
should carefully consider the level of granularity to apply.

Three companies disclosed an analysis of financial liabilities
based on discounted, rather than undiscounted, values. In some
instances, this was a significant quantitative difference given the
amounts of interest that would be due on borrowings.

For companies with external borrowing, users will benefit from
understanding the covenants that apply. We expect companies to
provide information about their banking covenants unless the
likelihood of any breach is considered remote.*3

Some companies disclosed helpful additional information to further
clarify their liquidity risk exposure.

At 31 December 2022, the Group held cash of £662.5m (2021: £505.5m) to secure short-term flexibility. The
amount of financing facilities available at the vear/period end are disclosed below:

Utilised at 31 ROMAIMEE  yijigeq q31  Remalning
December & December 4
2022 December 2021 December
£m 1222 £m 2:2.!
o o o o0 m m
Clearly discloses the totzill amotjfits remaining and utilised Committed overdeaf: facilities ) 5.0 ) S0
for each type of borrowing facility. Revolving credit facilities . 500.0 . 500.0
Standby credit facilities - bonds - 64.4 - 53.2
Other short-term facilities 391 43.2 16.2 98.8
Supply chain financing facilities 415.7 114.3 323.7 75.3
Bellis Finco PLC, Annual Report and Consolidated Financial
Statements for the year ended 31 December 2022, p133
41 IFRS 7, paragraph 39
42 FRS 102, paragraph 11.42 and 34.28
43 Annual Review of Corporate Reporting 2022/23, p31
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9. Financial instruments

Nature and extent of risks arising from financial instruments (continued)

iii. Liquidity risk
Liquidity risk is the risk that the Group will encounter difficulty in meeting the obligations associated with its financial
liabilities that are settled by delivering cash or another financial asset. The Group's approach to managing liquidity is

to ensure, as far as possible, that it will have sufficient liquidity to meet its liabilities when they are due, under both
normal and stressed conditions, without incurring unacceptable losses or risking damage to the Group's reputation.

The Group uses activity-based costing to cost its products and services, which assists it in monitoring cash flow
reguirements and optimising its cash return an investments.

The Group aims to maintain the level of its cash and cash equivalents and other highly marketable debt investments at
an amount in excess of expected cash outflows on financial liabilities (other than trade payables) over the next
60 days. The Group monitors the level of expected cash inflows on trade and other receivables together with expected
cash outflows on trade and other payables.

Exposure to liquidity

The following are the remaining contractual maturities of financial liabilities at the reporting date. The amounts are
pross and undiscounted, and include estimated interest payments and exclude the effect of netting agreements.

Carrying Less than More than

31 December 2022 amount Total 1year 1-Zyears 2-5years 5 years

£'m £'m £'m £'m E'm £'m

Trade and other payables 3,798 3,798 3,109 84 193 412
Borrowings (including interest

obligations) 7,832 8,365 1,801 T44 4,257 1,563

Lease liabilities 798 878 203 172 174 329

Derivative financial instruments 24 4 14 - B 2

Financial guarantee contracts — 923 923 - - -

12,452 13,988 6,050 1,000 4,632 2,306

John Swire & Sons Limited, Annual Report & Consolidated Financial Statements 31 December 2022, p77

Provides qualitative analysis
explaining how the company
manages liquidity risk and the target
minimum level of cash it maintains.

Explains that the values disclosed are
undiscounted, providing a
comparison of the carrying amount
to the total contractual amount.

Distinguishes between derivative and
non-derivative liabilities.

Includes the potential amount from
financial guarantee contracts.
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10. Climate reporting

Upcoming Companies Act requirements

The UK government introduced mandatory climate-related financial
disclosure (CFD) requirements for private companies with turnover of
more than £500 million and more than 500 employees for accounting
periods beginning on or after 6 April 2022.44 These will be included in a
new Non-Financial and Sustainability Information Statement as part of
the strategic report.

As companies approach the new reporting requirements they
should consider the extent to which climate-related targets and
transition plans could affect the financial statements and ensure
that the disclosures are consistent with reporting elsewhere in the
annual report and accounts. This may include new judgements or
uncertainties which arise related to the disclosures.

For further information please refer to our recent thematic review of
Climate-Related Metrics and Targets (pages 9, 18, 75 and 77), as well
as the FRCs Guidance on the Strategic Report. We will also be
publishing a thematic review specifically focused on CFD requirements
later this year.

Observations on climate-related disclosures

Climate-related disclosures were not in the scope of this thematic as
they have been covered by previous publications.#> However, we noted
some observations below as part of our review of the strategic report:

* Nearly half of the companies provided additional information to that
required by the Streamlined Energy and Carbon Reporting (SECR), for
example including their progress towards achieving net zero.

» Two companies stated that they are in the process of implementing
the Task Force on Climate-related Financial Disclosures (TCFD)
recommendations and provided more extensive disclosures on
climate-related risks and opportunities, time horizons, governance
arrangements and emissions’ metrics and targets.

Greenwashing continues to be an area of concern for users.#®

‘ In one instance excessive prominence was given to ‘green
claims’ and to more minor ‘greener’ revenue streams despite
the majority of the company’s operations involving fossil fuels.
It was, therefore, unclear whether the strategic report met the
"fair, balanced and comprehensive’ requirement.

44 Statutory instrument 2022/31 also applies to certain other UK-registered companies that meet the relevant thresholds, as explained in UK Government’s guidance document

45 Thematic review of Streamlined Energy and Carbon Reporting, 2021
46 Climate-Related Metrics and Targets, page 9
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11. Key expectations

The quality of reporting by large private companies is mixed. To achieve consistently high-quality reporting we encourage companies to consider
the findings and expectations in this report when drafting their upcoming annual reports and accounts. Companies should focus their efforts on
the disclosure of the most significant, complex or judgemental matters. Better reporting does not necessarily require greater volume.

We expect companies to:

Provide a strategic report that contains a balanced analysis focused on the elements of development, performance and position that are key
for an understanding of the company.

Explain how the company or subgroup fits into a wider group structure to allow a user to understand fully the context in which it operates.

Tailor accounting policies for transactions and balances that are complex or judgemental and keep policies under review to ensure that they
remain complete, relevant and accurate.

Disclose revenue policies explaining the nature of each significant revenue stream, when it is recognised and how its value is determined.

Provide specific details of judgements taken and clearly explain the rationale for the conclusion reached.

Clearly distinguish which estimates have a significant risk of material adjustment to the carrying amount of assets and liabilities in the next
financial year. Provide additional quantitative detail where it is necessary for an understanding of the significance of the estimate.

Disclose clearly the nature of the obligation giving rise to a provision and the associated uncertainty in timing or amount for significant
provisions.

Explain the nature of each significant financial instrument risk within the company. Where necessary for an understanding of the exposure
this should include quantification and provide information on the sensitivity to potential future changes.

Conduct a critical review of the annual report and accounts prior to finalisation. This includes considering whether the report as a whole is
clear, concise and understandable, as well as checking for internal consistency and more detailed presentation and disclosure matters.
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