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What is the Lab 

The Financial Reporting Lab (the Lab) was set 
up by the Financial Reporting Council (FRC) to 
improve the effectiveness of corporate reporting 
in the UK.

This report is the latest of the Lab’s series of case 
studies. Lab case studies focus on challenging 
aspects of reporting and the response by a 
company or companies. Findings of Lab case 
studies are typically based on the views of 
investors that directly follow or cover the company. 

The Lab case studies are designed to highlight 
good reporting practice. We believe that many of 
the lessons are widely applicable however other 
companies should take into account the views of 
their own investors, the complexity of their own 
business and structure, materiality considerations, 
the dynamics of the sector and the accounting 
standards and other requirements in place at the 
time. Our reports and further information on the 
Lab’s activities can be found on the FRC’s website: 
www.frc.org.uk/financial-reporting-lab 

Do you have suggestions to share?

The Lab encourages readers of this report to 
provide comments on its content and presentation. 
As far as possible, comments will be taken into 
account in shaping future projects. The Lab can be 
contacted via email at:  
FinancialReportingLab@frc.org.uk
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Quick read
This report focuses on two areas of disclosure of WM Morrisons Supermarkets 
PLC’s (Morrisons) supplier arrangements, commercial income and relationships 
with suppliers. 

Disclosures: Commercial income
Reporting by a company to investors is often a fine balancing act between providing 
too much information and not enough detail. This is especially the case in areas 
where there is limited guidance, regulation, and practice. 

In 2015 Morrisons found itself managing this balance when responding to increased 
investor interest in the nature and impact of commercial income (a type of payment 
between suppliers and retailers), following recognition issues identified at Tesco plc. 

In the 2014/15 company’s annual report Morrisons adopted a level of disclosure of 
commercial income which was more comprehensive than others in the sector.

Through its disclosure, Morrisons sought to:

•  Improve understanding of the context of commercial income by:
-  providing the background to and describing the nature of commercial income;

and
-  providing details of the impact on profit, debtors, and creditors. 

•  Generate a level of comfort over commercial income by:
-  describing the controls and processes in place around commercial income,

concentrating on the recording, accrual, and collectability;
-  describing the work of the Audit Committee, focusing on what they did in 

gaining comfort over commercial income. 

Morrisons approach in 2014/15 was viewed as successful by investors in providing 
sufficient understanding and assurance to conclude on the key judgmental areas.

In 2015/16 the focus of value to investors of the Morrisons disclosures changed, 
with the initial concern of investors having been satisfied the importance of trend 
and industry comparative information came to the fore. The disclosures provide 
additional insight into the Morrisons business, and over time add to investors’ 
understanding of margins and how the company works with suppliers.

Adoption of similar disclosure from others in the sector in 2015/16 increased 
investors’ perception of the value of Morrisons’ disclosure, as this allowed some 

comparison to be made across the sector. However, without specific guidance or
sector-wide definitions, investors continue to have questions about the consistency 
of commercial income and other common retail metrics.

A model for reporting of emergent issues
Investors consider that the approach that Morrisons adopted could be a useful model for 
others when reporting on an emerging industry issue (see box on next page).

Disclosures which are made on an emergent or one-off issue can often be seen as 
adding clutter to the accounts once their initial purpose has passed.

Companies which seek to produce clear and concise accounts consider on a regular 
basis whether the information they are producing continues to meet an investor or 
regulatory need.

Disclosures: Relationships with suppliers
Information on commercial income provides some insight into how a retailer works 
with suppliers. This feeds into the broader desire from investors to understand the 
quality of supplier relationships and their place in a food retailer’s wider business 
model. Investors recognise that the multi-faceted nature of relationships can be 
difficult to report in the confines of the annual report. However, by drawing out the 
differential aspects of its relationship with the supply base, Morrisons’ business 
model disclosure helps investors understand the importance of these relationships 
to the company.
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Appendix: Annual reporting cycle
What is reported is one driver of transparency for investors; however, timing can 
also be important. During the case study process we considered investors’ views 
on the unique approach that Morrisons has to the release of its annual report.

Morrisons release the financial statements and note elements of their annual 
report alongside their results presentation. By doing this Morrisons provides 
a level of detail which allows investors to more fully understand the results in 
context of the full set of financial statement information. 

Investors praise Morrisons’ approach to the annual reporting process and consider 
that the overall timing of release helps to build confidence in the company.
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Describe the nature of 
the issue

Clarify the level of  
review and assurance

Describe the controls 
and process

          

PR O VID E C O M FORT 

PROVIDE CONTEXT

Detail significance 
or magnitude

 Ask?
Is it still useful  

to inform investors on 
the original issue?

Is it useful to investors 
to provide trend  

or other information?

Emergent Issue
 Yes

 No

Continue reporting 
and consider 
focusing disclosure

Adapt, continue, 
reduce or discontine 
disclosure unless it 
meets a regulatory 
requirement

Figure 1: A model for reporting of emergent issues

Investors consider that the approach adopted by 
Morrisons in tackling commercial income disclosure 
provides both a good level of understanding and 
ultimately comfort. The disclosures seek to answer 
investors’ questions on nature and magnitude, and 
provide some reassurance about the processes and

procedures which mitigate risk. While perhaps not 
universally applicable, investors feel the approach  
could provide a useful model of disclosure for 
companies to consider when faced with a significant 
emergent disclosure theme or issue. 

Companies adopting the above approach should 
consider at what point (in subsequent reporting 
periods) the full detailed disclosure could be reduced 
or removed. For example, investors consider that for 
Morrisons, the control description while valuable for 
the first year of reporting need not be included in the 
same level of detail every year. 

Year 1
Disclosures which:

Year 2
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Background and 
focus
Background 
In late 2014 the use of supplier arrangements became 
an area of interest to investors, regulators and 
stakeholders following accounting issues identified at 
Tesco Plc1 (Tesco).

Supplier arrangements (more specifically several 
types of rebate and other promotional payments and 
discounts between companies and suppliers, often 
collectively called commercial income) is an area on 
which there has traditionally been limited disclosure by 
companies within the food retail sector. Therefore, many 
investors in the sector were unclear if issues identified 
at one company were more endemic. 

The Financial Reporting Council’s (FRC) Conduct 
Committee released a press notice2 which provided 
further impetus to companies in the sector to consider 
the level of disclosures they made. The notice called on 
boards of retailers, suppliers and other businesses to 
provide investors with information on their accounting 
policies, judgements and estimates arising from 
complex supplier arrangements.

Given the issues identified by Tesco, retailers were the 
focus of many questions from investors. Against this 
backdrop, companies across the sector responded 
by providing information and disclosure focusing on 

different aspects of commercial income. In the first 
year (2014/15) that the issues came to the fore, the 
depth of disclosure varied considerably. Disclosures 
ranged from details of the impact of commercial 
income to the respective company’s profit, to increased 
disclosure in accounting policies which explained the 
types of income without identifying the overall impact. 
Morrisons provided a comprehensive set of disclosure 
covering the nature of commercial income, its size, 
controls, and the processes surrounding recording and 
review.

Lab project initiation
Morrisons received limited feedback on the enhanced 
disclosures from the investment community. The 
company approached the Lab regarding a case study 
around their enhanced disclosure of commercial income 
with the aim of obtaining insight into investors’ use of, 
and views on, the disclosures.

The Lab initially conducted interviews with seven of 
the company’s investors focusing on the 2014/15 
disclosures. In order to provide additional context, 
the Lab revisited some of the investors to discuss the 
2015/16 disclosures, asking investors how disclosures 
and their value might evolve against the changing 
industry background. 

While the focus of the interviews and therefore this 
report is on Morrisons’ disclosures, some investor 
views on the sector more widely have been included. 
This reflects the fact that investors often consider the 
food retail sector holistically and make a comparison 
between individual companies.

Report focus
This report focuses on two areas:

1)  Commercial income - Reporting of commercial
income in the UK supermarket industry and
specifically the approach adopted by Morrisons.

2)  Relationships with suppliers - Wider reporting and
disclosure of the nature of relationships between
retailers and suppliers, and connections to the
business model.

The Appendix picks up some interesting observations 
over the annual reporting process, focusing on the 
approach adopted by Morrisons.

While the report focuses on an issue of most relevance 
to the retail industry, its themes are applicable more 
widely. The report provides valuable insight into 
how investors’ views on reporting and disclosure on 
emergent issues evolve over time and notes a strong 
opinion from investors that confidence in a company’s 
finance processes and approach to transparency 
translates positively into confidence in the company.

Profile: WM Morrison Supermarkets PLC

WM Morrison Supermarkets PLC is the overall 
parent company of Morrisons supermarkets.  
The FTSE 100 company was founded in 1899  
as a retailer of butter and dairy products in 
Bradford. Today the company has grown to 
become the UK’s fourth biggest supermarket 
chain, with circa 500 stores and £16.1 billion in 
revenue (2016). The investor base is a mix of 
large institutional, founder holdings, and retail 
shareholders. The company reports a single 
segment, being retail, which encompasses 
physical and online grocery retail, petrol retailing 
and manufacturing of food products.

1  https://www.tescoplc.com/news/news-releases/2014/trading-
update-1/

2  https://www.frc.org.uk/News-and-Events/FRC-Press/Press/2014/
December/FRC-urges-clarity-in-the-reporting-of-complex-supp.
aspx

https://www.tescoplc.com/news/news-releases/2014/trading-update-1/
https://www.tescoplc.com/news/news-releases/2014/trading-update-1/
https://www.frc.org.uk/News-and-Events/FRC-Press/Press/2014/December/FRC-urges-clarity-in-the-reporting-of-complex-supp.aspx
https://www.frc.org.uk/News-and-Events/FRC-Press/Press/2014/December/FRC-urges-clarity-in-the-reporting-of-complex-supp.aspx
https://www.frc.org.uk/News-and-Events/FRC-Press/Press/2014/December/FRC-urges-clarity-in-the-reporting-of-complex-supp.aspx


Commercial income
What is commercial income?
Volume discounts, rebates and promotional co-funding 
are relatively common practice between retailers and 
suppliers across sectors and across the globe. In the 
grocery sector those type of concepts are often called 
commercial income. These amounts are often (although 
not always) tied to certain retail sales performance or 
other conditions which must be met by the retailer. 

Commercial income is not a defined concept under 
IFRS or any other convention. Therefore it is subject to 
various definitions and interpretations by companies.

Within the UK food retail sector, different types of 
commercial income exist. The main types are:

•  Volume rebates – paid dependent upon the
retailer buying or selling an agreed amount of
supplier product.

•  Discounts and incentives – relating to specific items
on promotion and calculated on individual sales.

•  Fixed amounts – representing payments from
suppliers to help fund marketing, advertising
and in some cases promotional funding activity
by the retailer.

Investors’ reaction to commercial 
income 
Investors note that commercial income had not been a 
significant area of focus for the sector before the issues 
identified by Tesco in November 2014. 

Investors had an understanding at a high-level of the 
nature of commercial income but had limited visibility on 
the magnitude of commercial income or its importance 
to the sector.
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Once Tesco made an announcement about the  
acceleration of commercial income recognition and 
delayed accrual of costs, investors first wanted to 
establish if others in the sector had similar issues.   
They then wanted to:
•  understand the nature and magnitude of commercial

income; and

•  understand the controls and processes in place that
would limit the potential for a similar issue to develop
at other unaffected retailers.

As limited disclosure had historically been made by 
UK retailers about commercial income, and Tesco’s 
announcement was outside the normal reporting cycle, 
investors had to look to other sources such as non-
UK retailers or supplier financial statements for some 
direction on wider industry applicability. The lack of 
readily available information led to numerous questions 
from analysts at company briefings and meetings. 

Regulatory response
The FRC issued a press notice calling on boards 
to add clarity in the reporting of complex supplier 
arrangements by retailers and other businesses. The 
notice set out the FRC’s expectations around disclosure 
and noted specific elements of IFRS guidance (see the 
box opposite) which warranted consideration.

Guidance on disclosures – FRC press notice
(December 2014)

IFRS provides relevant guidance on both 
accounting policies and disclosure. In relation 
to complex supplier arrangement, the following 
standards in particular may warrant detailed 
consideration, depending on the precise facts and 
circumstances:
a)  IAS 1 provides overarching guidance on

what should be included in a set of accounts
- including significant accounting policies;
disclosure of judgements; disclosure of sources
of estimation uncertainty; prohibition on
netting unless expressly permitted; and sub-
classification of balances by nature in the notes.

b)  IAS 2 deals with the cost of inventories and
when they should be expensed.

c)  IAS 8 contains principles on the selection of
accounting policies, including how to apply
judgement in developing a policy where an item
is not specifically covered elsewhere in IFRS;
an explicit requirement to consider standards
dealing with similar and related issues.

d)  IAS 18 specifies what can be included in
revenue and how it should be measured.

e)  IAS 34, which is concerned with interim financial
reporting, addresses the allocation of amounts
under complex supplier arrangements between
periods, and the disclosure of the effect of a
change in an interim period accounting estimate.

f)  IAS 37 addresses accounting for contingent
liabilities and contingent assets.

g)  IAS 39 addresses accounting for financial
assets and liabilities arising from performance
under contracts where cash flows may be
subject to revision other than for credit risk.
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Increasing disclosure
Responding to the growing focus from investors and the 
FRC, the big three listed supermarkets, J Sainsbury, 
WM Morrison and Tesco added disclosure in their 
2014/15 annual reports. Morrisons was the first of the 
big three to report and focused disclosures on providing 
both the income generated through commercial income 
as well as the material aspects of both assets and 
liabilities. Tesco focused disclosures on the balance 
sheet aspects of commercial income and Sainsbury 
focused on a description of supplier income (their term 
for commercial income).

In the 2015/16 disclosures, Sainsbury increased their 
disclosures covering a similar scope to Morrisons. 
Tesco’s scope remained constant and Morrisons added 
some further disclosure related to liabilities.

Comparing apples and pineapples?
The limited industry or accounting guidance on how to 
define commercial income appears to have led to a lack 
of consistency in the way that companies define and 
describe commercial income.

Investors feel that at a high level, the overall 
definitions provided by the three main listed 
supermarkets are prima facie, similar. However, they 
remain unclear as to whether retailers operate and 
account for the income in a consistent way. 

Investors consider that a clear definition of 
commercial income (if adopted across the industry) 
would be helpful. Lack of consistency in description 
and calculation of metrics is not just an issue that 
investors attach to commercial income. Many note 
inconsistencies across retail, focusing on definitions of 
key Non-GAAP measures such as like-for-like or same 
store sales and margins.

Investors consider that the potential lack of consistency 
across such measures reduce comparability and 
therefore usefulness of disclosure. This is especially 
pertinent when considering trends which are impacting 
the UK supermarket sector, such as the move to 
internet shopping which impacts like-for-like sales. 

Notwithstanding the call by some for greater 
consistency of definitions, many investors note that 
the significant differences in the structure, focus and 
operations of the listed supermarkets would potentially 
make any standard-defined metrics difficult to be truly 
comparable. There is also a concern expressed by 
some that standard metrics potentially lead to a loss  
of company specific trend information.

It should be noted, recent changes to reporting 
guidance (see box) may provide investors with 
additional useful information in this area.

 
Alternative Performance Measures 
In June 2015, the European Securities and Markets 
Authority (ESMA) published Guidelines on Alternative 
Performance Measures (“the Guidelines”). The 
Guidelines apply to relevant communications released 
on or after 3 July 2016 by issuers of securities on a 
regulated market and to preparers of prospectuses. 
Through these Guidelines, ESMA aims to promote 
the usefulness and transparency of Alternative 
Performance Measures (APMs) such as like for like 
sales and other non-GAAP measures presented to 
investors. ESMA calls for companies to reconcile the 
APM utilised to a GAAP measure and to provide an 
appropriate description of the APM and the rationale 
for its use.  The FRC provided additional FAQ on the 
topic of APMs following on from the ESMA guidelines.



Morrisons’ disclosures on 
commercial income
Investors consider it to be positive that Morrisons 
decided to disclose details regarding commercial 
income. They view this as being consistent with the 
company’s approach to reporting which they describe 
as ‘transparent.’

Investors describe the Morrisons’ disclosures of 
commercial income within the annual report as 
successful in answering their key questions.  
As such they can be seen to serve the company’s 
disclosure objectives.

Through its disclosure, Morrisons:

•  Generated understanding of the context of the
commercial income by:
-  providing the background and describing the

nature of commercial income;
-  providing the details of the impact on profit, 

debtors, and creditors and thereby allowing 
investors to judge the magnitude and importance 
in comparison to the business and the current 
year results.

•  Generated a level of comfort over commercial 
income by:
-  describing the controls and processes in place

around commercial income, concentrating on the 
recording, accrual, and collectability;

-  describing the work of the Audit Committee and 
focusing on what they did to gain comfort over 
commercial income.

Investors consider that the above disclosure objectives 
might be a useful set of considerations for all 
companies when dealing with an emergent disclosure 
issue. We use these objectives as a way of exploring 
each of the disclosures in detail.
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Introduction 
A year ago we took actions to invest in the customer 
proposition and make £1bn of cost savings over three 
years. I am pleased with some of the progress so far. 
We achieved or beat the components of our guidance 
for 2014/15 – on profit, cash flow, working capital 
and cost savings. I was particularly pleased that we 
generated £785m of free cash flow1 and were cash flow 
positive before disposals.

Like-for-like sales decline slowed during the year. 
This was driven by volume KPIs such as items per 
basket and number of transactions, which showed 
particular progress towards the end of the second 
half. We will look to continue this volume momentum 
into 2015/16.

However, as Andy says in the Chairman’s review, 
there is still much to do. We need to invest more in 
the customer in order to build trading momentum.

Consistent with Morrisons transparent approach, 
there are disclosures on commercial income and 
depreciation in these financial statements, which 
we believe provide added insight for shareholders. 

Within the results, there is property impairment
and onerous lease charges of £1,273m, reflecting
a prudent assessment of market conditions.

Strategy
All aspects of our strategy start with the customer.
We will work harder to restore the Morrisons value
offer and improve all the everyday small details of
the in-store customer shopping experience.

Initially success will be measured by winning back
customers and encouraging them to spend more.
1 Free cash flow is the movement in net debt adjusted
for dividends.

More customers will mean more volume growth,
so KPIs such as number of transactions and items
per basket remain important. Ultimately, more
customers and more volume will lead to better LFLs
and profitability.

The proposition
Improving the Morrisons value offer starts with lower
prices. We are committed to consistently lowering
prices and keeping them low.

In 2014/15, we invested a net £315m into our
proposition, the majority of which was in price.
We started in Q1 with a rolling programme of price
cuts in Produce and Meat. In May, we launched the
‘I’m Cheaper’ campaign, cutting 1,200 Morrisons own
brand products and branded everyday products by an
average of 17%, and we followed these with more cuts
in June.

During October, we launched Match & More, our
new price match and points card which provides a
unique price guarantee against Aldi and Lidl, as well
as Tesco, Sainsbury’s and Asda. In February 2015, we
reduced the price of 130 high volume everyday lines
by an average of 22%.

We are just one year into our plan, and are determined
to keep lowering prices for customers. During
2015/16 and 2016/17, we are targeting almost £800m
more cost savings, the majority of which we expect
to invest back into the customer proposition.

As well as low, consistent and transparent pricing,
we are focusing on fewer but more impactful
promotions. This will help make our business
simpler for customers, and cheaper for us to
operate. Good progress was made during 2014/15.
The number of weekly items on promotion fell by
10.6% year-on-year in the second half of the year.

A strong platform
Review of the year

Below:
‘I’m Cheaper’ campaign
Our rolling programme
of major price cuts launched
in May 2014

“Investing in our customer proposition.”
Trevor Strain Chief Financial Officer

Highlights

Full year dividend

13.65p
+5%

Underlying earnings per share

10.9p
-53%

Closing net debt

£2,340M
-17%
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1 Performance in the period
1.1 Accounting policies

Revenue recognition
Sale of goods in−store and online, and fuel
Revenue from the sale of goods in-store and online comprises cash from customers and excludes VAT. It is net of returns, colleague discounts,
coupons, vouchers, Match & More points earned in-store and online and the free element of multi-save transactions. Sale of fuel is recognised net of
VAT and Match & More points earned on fuel. Revenue is recognised when transactions are completed in-store, or, in the case of food online, when
goods are accepted by the customer on delivery.

Other sales
Other revenue includes income from concessions and commissions based on the terms of the contract, and manufacturing sales made direct to
third party customers recognised on despatch of goods. Revenue collected on behalf of others is not recognised as revenue, other than the related
commission. Sales are recorded net of VAT and intra-group transactions.

Match & More and other initiatives
The fair value of Match & More and other initiatives is determined to be the value to the customer of the points issued, adjusted for factors such as the
expected redemption rate. Given Match & More was launched in the year the Group will continue to assess the appropriateness of the rates against
actual redemptions going forward.

The fair value is treated as a deduction from revenue at the time the points are issued, and is deferred until the rewards are redeemed by the customer
in a future sale.

Cost of sales
Costof sales consistsof all costs of the goods being sold to the point of sale, net of promotional funding and commercial income,and includesproperty,
manufacturing,warehouseand transportation costs.Store depreciation, store overheads and store-based employeecosts are alsoallocated to costof sales.

Promotional funding
Promotional funding refers to investment in the customer offer by suppliers by way of promotion. The calculation of funding is mechanical and system
generated based on a funding level agreed in advance with the supplier. Funding is recognised as units are sold and invoiced in accordance with the
specific supplier agreement. Funding is recorded effectively as a direct adjustment to the cost price of the product in the period. Funding is invoiced
and collected through the year, shortly after the promotions have ended.

Commercial income
Commercial income is recognised as a deduction from cost of sales, based on the expected entitlement that has been earned up to the balance sheet 
date for each relevant supplier contract. The Group only recognises commercial income where there is documented evidence of an agreement with an 
individual supplier.

The types of commercial income recognised by the Group, and the recognition policies are:

Type of commercial income Description Recognition

Marketing and 
advertising funding 

Examples include income in respect 
of in-store marketing and point of 
sale, as well as funding for advertising

Income is recognised over the period as set out in the specific supplier agreement. 
Income is invoiced once the performance conditions in the supplier agreement 
have been achieved.

Volume-based 
rebates

Income earned by achieving
volume or spend targets set by the 
supplier for specific products over 
specific periods

Income is recognised through the year based on forecasts for expected sales or 
purchase volumes, informed by current performance, trends, and the terms of the 
supplier agreement. Income is invoiced throughout the year in accordance with the 
specific supplier terms. In order to minimise any risk arising from estimation, 
supplier confirmations are also obtained to agree the final value to be recognised  
at year end, prior to it being invoiced.

Uncollected commercial income at the balance sheet date is classified within the financial statements as follows:

• Creditors: A large proportion of the Group’s trading terms state that income due from suppliers will be netted against amounts owing to that 
supplier. Any outstanding invoiced commercial income relating to these suppliers at the balance sheet date will be included within trade payables.

• Debtors: Where the trading terms described above do not exist, the Group classifies outstanding commercial income within trade debtors. Where 
commercial income is earned and not invoiced to the supplier at the balance sheet date, this is classified within accrued commercial income.

• Stock: The carrying value of stock is adjusted to reflect unearned elements of commercial income as the stock has not yet been sold. This income is
subsequently recognised in cost of sales when the product has been sold.

In order to provide users of the accounts with greater understanding in this area additional income statement and balance sheet disclosure is provided 
in notes 1.6, 5.2, 5.3 and 5.4 to the financial statements.

Dividend
The final dividend has been increased to 9.62p. It will be paid on 10 June
2015 to shareholders on the register on 8 May 2015. This brings the full
year dividend to 13.65p, an increase of 5% in line with the commitment
made last year (2013/14: 13.00p).

Space
At

2 February
2014 New stores1

Store
closures

At
1 February

2015

Number of core stores 503 11 − 514
Number of
convenience stores 102 57 (6) 153
Total number of stores 605 68 (6) 667
Total area in square
feet (000) 14,233 510 (11) 14,732
Number of
petrol filling stations 328 6 − 334
1 Net of replacements.

We opened 11 new supermarkets (356,000 square feet) and
57 M locals (154,000 square feet) during the year. We also closed six
underperforming M locals, and announced a proposal to close ten
smaller supermarkets in 2015.

Key balance sheet metrics
2014/15 

£m
2013/14

£m

Interest cover 5 times 10 times
Net debt/EBITDA 2.6 2.4
Gearing 65% 60%
ROCE 5.6% 8.2%

Return on capital employed (ROCE) fell to 5.6% from 8.2% in 2013/14,
primarily due to the fall in profit.

Enhanced disclosure
Commercial income
The industry context around commercial income has changed 
significantly in recent months. Morrisons notes that the Financial 
Reporting Council (FRC) has urged companies to provide clarity in 
this area, and the Board considers greater transparency appropriate.

Commercial income is a deduction from cost of sales and is not 
consistently defined. Our definition comprises marketing contributions 
from suppliers and volume-based rebates. It does not include promotional 
funding, as these are mechanical deductions from costs, and are 
triggered as units are sold or purchased with no subjectivity or 
judgement applied.

For most marketing contributions and volume-based rebates, there 
is also little or no subjectivity or judgement. However, we have chosen 
to provide full income statement and balance sheet disclosures. 
For 2014/15, commercial income was £425m (2013/14: £396m). 

By its nature, a proportion of commercial income will only become 
billable towards the end of the year. We expect the majority to be 
collected during Q1 of the next financial year.

Depreciation
In previous years, fully depreciated assets have been retained in the
Group’s fixed asset register. In order to provide greater understanding of
the annual depreciation charge, these have been removed from both cost
and accumulated depreciation. At balance sheet date, fully depreciated
assets were £1,656m. This additional disclosure provides assurance to
the users of the financial statements that our underlying depreciation
charge is in line with our stated depreciation policy.

KPI

Definition
Measured as additions to property, plant and
equipment, investment properties, intangible
assets and investments

KPI

Definition
ROCE is a relative profit measure showing the return
generated from investments in assets
Prior years restated for 14x multiplier of lease commitments and adjusted
for the change in underlying profit definition

8.2% 5.6%10.4% 10.4% 9.8%

Return on capital employed (ROCE)

2011/122010/11 2012/13 2013/14 2014/15

1,086 520592 901 1,016

Capital investment (£M)

2011/122010/11 2012/13 2013/14 2014/15
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1 Performance in the period continued
1.6 Operating loss continued

Value of stock expensed
In order to provide context on commercial income earned in the period, each is shown below as a percentage of the value of stock expensed (VSE) 
before commercial income is deducted.

2015 2014

£m % of VSE £m % of VSE

Commercial income:
Marketing and advertising funding 291 2.2 280 2.0
Volume-based rebates 134 1.0 116 0.9
Total commercial income 425 3.2 396 2.9
1 See additional disclosure in notes 5.2, 5.3 and 5.4.

Auditor remuneration
During the period PricewaterhouseCoopers LLP (2014: KPMG Audit Plc), the Group’s auditor, provided the following services:

2015
£m

2014
£m

Audit services
Fees payable to the Group’s auditor for the audit of the Group and the Company financial statements 0.4 0.4
Other services
Fees payable to the Group’s auditor and its associates for other services:
– the audit of the Group’s subsidiaries pursuant to legislation 0.2 0.2
– services relating to taxation – 0.1
– other services 0.3 0.1

0.9 0.8

The Board has a policy on the engagement of the external auditor to supply non-audit services, which is available in the Corporate governance
compliance statement set out in the investor relations section of the Group’s website at www.morrisons-corporate.com.

1.7 Employees and Directors
2015

£m
2014

£m

Employee benefit expense for the Group during the period
Wages and salaries 1,755 1,787
Social security costs 118 121
Share-based payments 11 6
Other pension costs 86 58

1,970 1,972
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5 Working capital and provisions continued
5.2 Stock

2015 
£m

2014 
£m

Finished goods 658 852

Included in finished goods is a deduction for unearned elements of commercial income as the stock has not been sold. 

5.3 Debtors
2015 

£m
2014 

£m

Trade debtors:
– Commercial income trade debtors 10 21
– Accrued commercial income 37 20
– Other trade debtors 136 147
Less: provision for impairment of trade debtors (5) (8)

178 180
Prepayments and accrued income 51 116
Other debtors 10 20

239 316

The ageing analysis of trade debtors is as follows:

2015
£m

2014
£m

Neither past due nor impaired 178 176
Past due but not impaired:
Not more than three months – 1
Greater than three months – 3
Impaired debt 5 8

183 188

As at 1 February 2015 and 2 February 2014, trade debtors that were neither past due nor impaired related to a number of debtors for whom there is no
recent history of default. The other classes of debtors do not contain impaired assets.

As of 5 March 2015, £7m of the £10m commercial income trade debtor balance had been settled and £21m of the £37m accrued commercial income
balance had been invoiced and settled.

5.4 Creditors – current
2015

£m
2014

£m

Trade creditors 1,493 1,568
Less: commercial income due, offset against amounts owed (96) (132)

1,397 1,436
Other taxes and social security payable 96 58
Other creditors 241 315
Accruals and deferred income 487 463

2,221 2,272

As of 5 March 2015, £83m of the £96m commercial income due above had been offset against payments made.
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In reviewing the assumptions made by management, the Audit
Committee challenged and understood the key assumptions and
judgements including:

• commercial income accrued but not invoiced at half year and
year end; and

• recoverability of outstanding invoices.

The Audit Committee considered the effectiveness of the operation of
key controls as set out below, through review of management’s work and 
that of Internal Audit. The Committee considered the frequency of the
operation of controls, the size of samples and challenged management
on how controls could be further improved.

The controls in operation provide assurance over:

• completeness of supplier agreement documentation;
• accuracy of income recognition in line with agreed policies and

the supplier agreements; and
• recoverability of commercial income.

Controls in operation for promotional funding  
and commercial income
1.  Periodic review of control KPIs by Senior Management which is 

focused on confirming promotional funding and commercial income 
has been recognised appropriately in line with policy. The review 
includes an assessment of the following:

• accrued income that has not been invoiced following the end
of a promotional period;

• ageing profile of invoices raised that are outstanding from 
suppliers; and

• credit notes raised after the period end.

2.  Segregation of duties between trading teams who negotiate
with suppliers and the finance function that approve the recognition 
of income.

3.  All accrued amounts above set thresholds are checked to supplier
documentation.

4.  Sample compliance checks are performed for invoices over set  
thresholds plus an additional random sample. These checks include:

• ensuring compliance with supplier terms and agreements; and
• reviewing the timing of invoicing following completion of a

promotional period.

5.  Internal Audit performs a review of a sample of supplier agreements, 
checking the appropriateness of recognition. Their focus is on key
areas of judgement including multi-year contracts and accrued income
which has not yet been invoiced. The scope of work includes checking
that income is recognised in line with the supplier agreement.

Promotional funding specific controls
Type of deduction Description Specific process and controls

Promotional
funding

Customer Investment by
way of promotions, partially
funded by suppliers for
specific products, or multi-
purchases, such as buy one
get one free.

Agreed supplier terms are recorded on systems which generate accruals and recognise
the funding mechanically based on these terms and sales volume data fed from the till
system. There is no judgement or estimation involved.
The system also automatically generates invoices to suppliers each week, or at the end
of a promotional cycle.

Commercial income specific controls by type of income
Type of deduction Description Specific process and controls

Marketing and
advertising 
funding

Examples include income in
respect of in-store marketing
and point of sale, as well as
funding for advertising.

All supplier agreements are logged once a contract is signed. The details recorded
include the agreed activity, timeframe, performance criteria and amounts.
Income is then only recognised and invoiced conditional on satisfying specified
criteria in the supplier agreements.

Volume−based
rebates

Income driven by achieving
volume targets set by the
supplier for specific products
over specific periods.

Agreed supplier terms are recorded in systems which generate accruals and recognise
commercial income automatically based on these terms. Details entered into the system
are validated by an independent team.
Income is recognised through the year based on forecasts for expected sales or purchase
volumes, informed by current performance, trends, and the terms of the supplier
agreement. Income is invoiced throughout the year in accordance with the specific
supplier terms.
Supplier confirmations are obtained half-yearly, including at year end, to confirm volume
performance and therefore that the appropriate level of rebate is being accrued.
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In reviewing the assumptions made by management, the Audit
Committee challenged and understood the key assumptions and
judgements including:

• commercial income accrued but not invoiced at half year and
year end; and

• recoverability of outstanding invoices.

The Audit Committee considered the effectiveness of the operation of
key controls as set out below, through review of management’s work and
that of Internal Audit. The Committee considered the frequency of the
operation of controls, the size of samples and challenged management
on how controls could be further improved.

The controls in operation provide assurance over:

• completeness of supplier agreement documentation;
• accuracy of income recognition in line with agreed policies and

the supplier agreements; and
• recoverability of commercial income.

Controls in operation for promotional funding
and commercial income
1.  Periodic review of control KPIs by Senior Management which is

focused on confirming promotional funding and commercial income
has been recognised appropriately in line with policy. The review
includes an assessment of the following:

• accrued income that has not been invoiced following the end
of a promotional period;

• ageing profile of invoices raised that are outstanding from
suppliers; and

• credit notes raised after the period end.

2.  Segregation of duties between trading teams who negotiate
with suppliers and the finance function that approve the recognition
of income.

3.  All accrued amounts above set thresholds are checked to supplier
documentation.

4.  Sample compliance checks are performed for invoices over set
thresholds plus an additional random sample. These checks include:

• ensuring compliance with supplier terms and agreements; and
• reviewing the timing of invoicing following completion of a

promotional period.

5.  Internal Audit performs a review of a sample of supplier agreements,
checking the appropriateness of recognition. Their focus is on key
areas of judgement including multi-year contracts and accrued income
which has not yet been invoiced. The scope of work includes checking
that income is recognised in line with the supplier agreement.

Promotional funding specific controls
Type of deduction Description Specific process and controls

Promotional 
funding

Customer Investment by 
way of promotions, partially 
funded by suppliers for 
specific products, or multi-
purchases, such as buy one 
get one free.

Agreed supplier terms are recorded on systems which generate accruals and recognise 
the funding mechanically based on these terms and sales volume data fed from the till 
system. There is no judgement or estimation involved.
The system also automatically generates invoices to suppliers each week, or at the end 
of a promotional cycle.

Commercial income specific controls by type of income
Type of deduction Description Specific process and controls

Marketing and 
advertising 
funding

Examples include income in 
respect of in-store marketing 
and point of sale, as well as 
funding for advertising.

All supplier agreements are logged once a contract is signed. The details recorded 
include the agreed activity, timeframe, performance criteria and amounts.
Income is then only recognised and invoiced conditional on satisfying specified 
criteria in the supplier agreements. 

Volume−based  
rebates

Income driven by achieving 
volume targets set by the 
supplier for specific products 
over specific periods.

Agreed supplier terms are recorded in systems which generate accruals and recognise 
commercial income automatically based on these terms. Details entered into the system 
are validated by an independent team. 
Income is recognised through the year based on forecasts for expected sales or purchase 
volumes, informed by current performance, trends, and the terms of the supplier 
agreement. Income is invoiced throughout the year in accordance with the specific 
supplier terms.
Supplier confirmations are obtained half-yearly, including at year end, to confirm volume 
performance and therefore that the appropriate level of rebate is being accrued. 
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Area of focus How our audit addressed the area of focus

Commercial income − marketing and 
advertising funding 
This income is varied with regards to the nature and timing 
of the activity to which it relates, and is recognised in 
accordance with written agreements with suppliers. 
This income involves a significant number of agreements 
and its recognition requires limited judgement or 
estimation by management in determining the amount 
that the Group is entitled to. Our focus was therefore on 
assessing whether a written agreement for the marketing 
and advertising funding existed, whether the relevant 
marketing or advertising had taken place and whether the 
income recognised was recorded in the appropriate period.

Commercial income − volume based rebates 
Volume based rebates are driven by the Group achieving 
purchase volume targets set by individual suppliers for 
specific products over a pre-determined period. There is 
therefore judgement involved in estimating the volume of 
purchases, particularly where rebate agreements span a 
financial period-end. In order to narrow this judgement, 
management endeavours to structure agreements to 
coincide with the Group’s financial period-end, thereby 
reducing or eliminating the degree of estimation. 
In instances where the rebate agreement does not fully 
coincide with the period-end the key judgement that we 
focused on was the estimate of commercial income to be 
accrued at the period-end.

Promotional funding 
Promotional funding covers in-store promotions which are 
partially funded by suppliers. Funding is automatically 
recognised as goods are sold. The degree of judgement is 
limited because the amount receivable is wholly based on 
sales volumes achieved, multiplied by rates agreed with 
each supplier up-front. Our focus was therefore on whether 
a written agreement for the promotional funding existed, 
whether the relevant promotion had taken place, and 
whether the funding recognised was recorded in the 
appropriate period. 

Our credit note testing focused on credit notes raised after the period-end in 
order to identify any instances of commercial income or promotional funding 
being subsequently reversed. We did not identify any exceptions from this work.

We tested the recoverability of invoiced commercial income and promotional 
funding (unsettled balances included within trade debtors in note 5.3 to the 
financial statements and where the Group does not have the right of offset 
against trade creditors). We assessed the ageing of both outstanding commercial 
income and promotional funding debtors together with understanding the 
details of any disputes, and obtained explanations from management to assess 
whether any provisions were appropriate. No exceptions were noted.

Disclosures
We read the disclosures within the Annual Report in respect of commercial 
income and promotional funding and, based on our work, determined that 
they are consistent with accounting standards and the recent guidance on 
the reporting of complex supplier arrangements issued by the Financial 
Reporting Council.

Impairment of Property, Plant and Equipment

Refer to note 3.1 (Accounting policies), page 75
(Critical accounting estimates and judgements) and
note 3.3 (Tangible assets).
At 1 February 2015 management assessed the Group’s
property, plant and equipment for an indication of
impairment. The UK grocery retail market continues to
evolve rapidly, with customers’ purchasing habits adapting
to include convenience store and online offerings, and this
has adversely impacted the market values of traditional
supermarket freehold stores. As such, the Group has faced
an environment where market values for retail space
have declined.

We obtained, understood and evaluated management’s impairment models.

Our audit procedures included a detailed evaluation of the Group’s budgeting
procedures (upon which forecasts are based) and an assessment of the principles
of management’s discounted cash flow models. We tested the mathematical
accuracy of the calculations derived from each forecast model and assessed key
inputs in the calculations such as revenue growth and discount rate, by reference
to management’s forecasts, data external to the Group and our own expertise.
We focused on these key assumptions because small subjective changes can
have a material impact on the value in use assessment and any resultant
impairment charge. We found, based on our audit work, that the key
assumptions used by management were supportable and appropriate
in light of the current environment.

Independent auditors’ report to the members of
Wm Morrison Supermarkets PLC continued
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A Transformation Steering Committee was set up during the year to
ensure that the right level of focus is placed on delivering transformation
projects in the business. All operational members of the Management
Board are members of the Transformation Steering Committee.
The main purposes of the Committee are:

• to sign off all strategic business cases which underpin transformation;
• to agree timing of implementation; and
• to manage change coherently around the customer experience.

Audit Committee report
Members Philip Cox (Chair), Richard Gillingwater,

Penny Hughes, Johanna Waterous
Key objectives Effective governance of financial reporting, internal

controls and risk management systems; review of
significant accounting judgements, assumptions
and estimates; management of the relationship and
appointment of the external auditor; monitoring and
review of the effectiveness of the Group’s Risk and
Internal Audit function.

Responsibilities The Board has delegated to the Audit Committee the
responsibility for reviewing on its behalf and making
recommendations to the Board as to:
• the integrity of financial reports, including

reviewing significant financial reporting issues and
considering how these issues have been addressed;

• whether the Annual report is fair, balanced
and understandable;

• the effectiveness of the Group’s internal control
and risk management system;

• the effectiveness of the Risk and Internal Audit
function; and

• the independence and appointment of the external
auditor and approval of their fees.

Audit Committee Chairman
The Board is satisfied that Philip Cox has recent and relevant financial
experience appropriate to his position as Chairman of the Audit
Committee. Philip is a Fellow of the Institute of Chartered Accountants
in England and Wales and has previously held a number of senior
finance positions including Chief Financial Officer of International
Power Plc and Siebe Plc.

Audit Committee activities in 2014/15

During the year the Committee has:

• considered the appropriateness of the Group’s Annual report and
financial statements and Half-yearly report;

• reviewed the effectiveness of the internal controls and the work of the
Risk and Internal Audit function, including approval of the Internal
Audit plan and discussion on key risks (described in more detail on
pages 30 to 33);

• considered systems design, implementation and related project
management in respect of changes to the Group’s financial reporting
systems and processes;

• conducted a full tender of external audit service and recommended
the appointment of PwC (described in more detail on page 44); and

• discussed the new Governance Code and reporting requirements.

In respect of financial reports, the Committee’s focus was:

• the accounting judgements made by management that could have
a significant effect on the Group’s financial results;

• oversight of IT changes affecting financial systems and controls;
• the clarity of disclosure of financial information; and
• whether the Annual report, taken as a whole, is fair, balanced and

understandable – the Directors’ statement on this can be found
on page 61 of this Annual report.

Financial reporting matters
The Audit Committee discussed the following financial
reporting matters:

Commercial income

Commercial income remains an area of focus for the Audit Committee.

Commercial income is inconsistently defined. It is a deduction from the 
cost of purchase and it is recognised in accordance with signed supplier 
agreements. Subjectivity and judgement is therefore minimised.

This is an area which is currently not directly covered by accounting 
standards and there is no prescriptive disclosure best practice. The 
Financial Reporting Council (FRC) recently urged the Boards of 
retailers and suppliers to provide greater clarity in this area.

It is important to the Board that the Group takes the initiative and 
brings clarity and transparency to commercial income and so is 
providing increased disclosure on controls, on the quantum earned in 
the income statement and the balance sheet position. Despite most of 
this income being subject to no or little subjectivity or judgement we 
have chosen to provide full disclosure – see note 1.6 in the 
financial statements.

Our definition of commercial income includes marketing and 
advertising funding and volume based rebates. Some commentators 
include promotional funding in commercial income. We consider such 
funding as a mechanical deduction from the purchase cost, triggered 
immediately by Morrisons realising a sale, or a purchase, with no 
judgement or subjectivity applied. We do not therefore include 
promotional funding in our definition of commercial income.

In addition to disclosing the quantum of commercial income in the 
income statement, we have also disclosed the quantum of commercial 
income included in debtors and accrued commercial income at the 
balance sheet date – see notes 5.3 and 5.4 in the financial statements. 
By its nature a proportion of commercial income will only become 
billable to suppliers at or near the reporting period end. However we 
expect the majority of commercial income outstanding at 1 February 
2015 to be collected by the end of the first quarter of the new 
financial year. 

In considering the appropriateness of commercial income recognised 
in the year and the financial position at the year end, the Committee has 
reviewed in detail reports from management outlining the accounting 
judgements and the control environment. 
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Figure 2: Morrisons disclosure of emergent issues

Disclosures which:

In the CFO report In the accounting policies

In the audit committee report
In the audit committee report

In the Financial review

Supported by the 
audit report

In the notes

Describe the controls and process

Describe the nature of the issue Details significance and magnitude

Clarify the level of review and assurance

Provide context, provide comfort



Introduction 
A year ago we took actions to invest in the customer 
proposition and make £1bn of cost savings over three 
years. I am pleased with some of the progress so far. 
We achieved or beat the components of our guidance 
for 2014/15 – on profit, cash flow, working capital 
and cost savings. I was particularly pleased that we 
generated £785m of free cash flow1 and were cash flow 
positive before disposals.

Like-for-like sales decline slowed during the year. 
This was driven by volume KPIs such as items per 
basket and number of transactions, which showed 
particular progress towards the end of the second 
half. We will look to continue this volume momentum 
into 2015/16.

However, as Andy says in the Chairman’s review, 
there is still much to do. We need to invest more in 
the customer in order to build trading momentum.

Consistent with Morrisons transparent approach, 
there are disclosures on commercial income and 
depreciation in these financial statements, which 
we believe provide added insight for shareholders. 

Within the results, there is property impairment
and onerous lease charges of £1,273m, reflecting
a prudent assessment of market conditions.

Strategy
All aspects of our strategy start with the customer.
We will work harder to restore the Morrisons value
offer and improve all the everyday small details of
the in-store customer shopping experience.

Initially success will be measured by winning back
customers and encouraging them to spend more.
1 Free cash flow is the movement in net debt adjusted
for dividends.

More customers will mean more volume growth,
so KPIs such as number of transactions and items
per basket remain important. Ultimately, more
customers and more volume will lead to better LFLs
and profitability.

The proposition
Improving the Morrisons value offer starts with lower
prices. We are committed to consistently lowering
prices and keeping them low.

In 2014/15, we invested a net £315m into our
proposition, the majority of which was in price.
We started in Q1 with a rolling programme of price
cuts in Produce and Meat. In May, we launched the
‘I’m Cheaper’ campaign, cutting 1,200 Morrisons own
brand products and branded everyday products by an
average of 17%, and we followed these with more cuts
in June.

During October, we launched Match & More, our
new price match and points card which provides a
unique price guarantee against Aldi and Lidl, as well
as Tesco, Sainsbury’s and Asda. In February 2015, we
reduced the price of 130 high volume everyday lines
by an average of 22%.

We are just one year into our plan, and are determined
to keep lowering prices for customers. During
2015/16 and 2016/17, we are targeting almost £800m
more cost savings, the majority of which we expect
to invest back into the customer proposition.

As well as low, consistent and transparent pricing,
we are focusing on fewer but more impactful
promotions. This will help make our business
simpler for customers, and cheaper for us to
operate. Good progress was made during 2014/15.
The number of weekly items on promotion fell by
10.6% year-on-year in the second half of the year.

A strong platform
Review of the year

Below:
‘I’m Cheaper’ campaign
Our rolling programme
of major price cuts launched
in May 2014

“Investing in our customer proposition.”
Trevor Strain Chief Financial Officer

Highlights

Full year dividend

13.65p
+5%

Underlying earnings per share

10.9p
-53%

Closing net debt

£2,340M
-17%
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Dividend
The final dividend has been increased to 9.62p. It will be paid on 10 June
2015 to shareholders on the register on 8 May 2015. This brings the full
year dividend to 13.65p, an increase of 5% in line with the commitment
made last year (2013/14: 13.00p).

Space
At

2 February
2014 New stores1

Store
closures

At
1 February

2015

Number of core stores 503 11 − 514
Number of
convenience stores 102 57 (6) 153
Total number of stores 605 68 (6) 667
Total area in square
feet (000) 14,233 510 (11) 14,732
Number of
petrol filling stations 328 6 − 334
1 Net of replacements.

We opened 11 new supermarkets (356,000 square feet) and
57 M locals (154,000 square feet) during the year. We also closed six
underperforming M locals, and announced a proposal to close ten
smaller supermarkets in 2015.

Key balance sheet metrics
2014/15 

£m
2013/14 

£m

Interest cover 5 times 10 times
Net debt/EBITDA 2.6 2.4
Gearing 65% 60%
ROCE 5.6% 8.2%

Return on capital employed (ROCE) fell to 5.6% from 8.2% in 2013/14,
primarily due to the fall in profit.

Enhanced disclosure
Commercial income
The industry context around commercial income has changed 
significantly in recent months. Morrisons notes that the Financial 
Reporting Council (FRC) has urged companies to provide clarity in 
this area, and the Board considers greater transparency appropriate.

Commercial income is a deduction from cost of sales and is not 
consistently defined. Our definition comprises marketing contributions 
from suppliers and volume-based rebates. It does not include promotional 
funding, as these are mechanical deductions from costs, and are 
triggered as units are sold or purchased with no subjectivity or 
judgement applied.

For most marketing contributions and volume-based rebates, there 
is also little or no subjectivity or judgement. However, we have chosen 
to provide full income statement and balance sheet disclosures. 
For 2014/15, commercial income was £425m (2013/14: £396m). 

By its nature, a proportion of commercial income will only become 
billable towards the end of the year. We expect the majority to be 
collected during Q1 of the next financial year.

Depreciation
In previous years, fully depreciated assets have been retained in the
Group’s fixed asset register. In order to provide greater understanding of
the annual depreciation charge, these have been removed from both cost
and accumulated depreciation. At balance sheet date, fully depreciated
assets were £1,656m. This additional disclosure provides assurance to
the users of the financial statements that our underlying depreciation
charge is in line with our stated depreciation policy.

KPI

Definition
Measured as additions to property, plant and
equipment, investment properties, intangible
assets and investments

KPI

Definition
ROCE is a relative profit measure showing the return
generated from investments in assets
Prior years restated for 14x multiplier of lease commitments and adjusted
for the change in underlying profit definition

8.2% 5.6%10.4% 10.4% 9.8%

Return on capital employed (ROCE)

2011/122010/11 2012/13 2013/14 2014/15

1,086 520592 901 1,016

Capital investment (£M)

2011/122010/11 2012/13 2013/14 2014/15
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Providing context 
The first objective of Morrisons’ disclosure was 
to provide some context as to the nature of the 
commercial income issues and the drivers of additional
disclosures.

Describing the nature
Investors appreciate the approach to disclosure of a 
headline number upfront with more detailed disclosure 
within the remainder of the report. By providing a 
reference to the additional disclosure within the Chief 
Financial Officer’s report, investors are alerted to the 
additional disclosures.

The additional disclosure is also flagged in the Audit 
Committee report. By detailing at a high level the nature 
of commercial income, key areas of judgement and 
the overall magnitude, the disclosure serves to provide 
investors with a concise understanding of the issue. 

Categories of income
Morrisons provided a description of commercial income 
in the accounting policies and in the Audit Committee 
report. 

Morrisons have categorised commercial income into 
two types: 

• Marketing & Advertising,

• Volume-based.

Whilst recognising the possible lack of consistency of 
categories across the industry investors consider 
that providing a description of the nature and 
characteristics of each type of income is helpful. It 
enhances their understanding and provides context 
for their consideration of the strength of the control
environment. 

What 
investors 
found 
helpful

Disclosures 
flagged upfront 
in the CFO 
report that extra 
disclosures have 
been added

The CFO report and the ‘Review of the year’ helps to provide context – 2014/15 Annual Report

Disclosures provide 
information on the 
size of commercial 
income and 
indication as to how 
it runs off.

What investors 
found helpful

Disclosures provide 
the industry context 
and broad nature of 
commercial income, 
including some 
indication on the level 
of judgement.

Key

 Context / Background

 Key information / Conclusion



Detailing the size
Disclosure of a commercial income number
The second objective for Morrisons was to provide detail 
of the magnitude and impact of commercial income.

Morrisons chose to provide disclosures of the 
magnitude of commercial income (as a component of 
overall performance) and details of the material debtor 
and creditor balances. 

Disclosure included narrative and numerical elements. 
Of the listed UK supermarkets, Morrisons were the 
only company in 2014/15 to disclose the size of the 
commercial income as a component of performance.

Investors view Morrisons’ provision of disclosure on the 
full contribution to profits from commercial income as 
positive and consider that it adds to the clarity of the 
annual accounts in a relatively concise manner.

2014/15 income disclosures
Investors considered that by providing the income 
number (and comparator) for commercial income 
Morrisons helped to quickly answer unambiguously 
their questions about the overall magnitude of 
commercial income. 

Many considered, however, that in the absence of 
similar numerical disclosures in 2014/15 from other food 
retailers, it was difficult to put the numbers into context.

Some investors thought that even in the absence of 
disclosure from others in the sector (in 2014/15), there 
was significant value in Morrisons’ disclosure. 

Investors considered that by maintaining the level of 
disclosure Morrisons would provide valuable trend 
information (of its own business) facilitating a better 
understanding of commercial income stream and its run 
off across the cycle. 

Quick read Background and focus Commercial income Relationships with suppliers Annual reporting process Participants and process
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Some investors also considered that commercial 
income numbers might provide some context to the 
components of cost of goods sold and margins  
(an area in which they considered the sector could 
improve transparency).

While investors valued the numerical disclosures 
provided by Morrisons in 2014/15, they recognised that 
without wider industry adoption, the company needed 
to make a decision on continued disclosure. Opinions 
were divided on the need for the information going 
forward: some felt that removal of the information would 
be a backward step for transparency, others felt that the 
information had served its purpose and therefore could 
be removed. 

2015/16 income disclosures
With the publication of the 2015/16 Morrisons 
disclosures, investors reiterated their views on the 
usefulness of information for assessing trends. 
Detailed numbers provide somewhat of a proxy 
for how a company is operating with suppliers and 
supports management commentary on the approach to 
commercial income.

Investors highlight that with the introduction in 2016 
by Sainsbury’s of the income statement impact of 
commercial income, the value of Morrisons’ disclosure 
is enhanced. The provision of a comparator allows 
investors to consider how the scale of the number 
compares to that of Sainsbury’s and what that 
communicates about the differing business models of 
the companies. 

However, some investors note that the differing 
magnitude of the commercial income/supplier 
arrangement income continues to raise questions in 
their minds about the consistency of definitions.

Debtor and Creditor disclosures
While the income statement disclosures are deemed 
helpful, many investors feel that the disclosures of the 
relevant debtor and creditor numbers combined are the 
most useful element of disclosure.

Debtor and creditor disclosure deals directly with the 
major concerns of investors, namely the risk with 
commercial income being subject to accelerated 
recognition (as was the case with Tesco), rather than its 
ultimate size.

One investor particularly highlights valuable disclosure 
that the company makes around the run-off of the 
debtor balance post year end (see page 12) noting that 
this provides some indication of recoverability.

Some investors consider that the debtor/creditor 
disclosure alone is sufficient to ensure appropriate 
understanding of commercial income and provides a 
useful flag with which to monitor any future concerns.

As well as providing disclosures in the annual report, 
Morrisons also provides the same numerical disclosures 
in the interim report. Views on having the information in 
the interim is mixed: some feel that annual disclosure 
is sufficient, others consider that having half-year is 
helpful when looking to understand trends, timing and 
conversion of commercial income assets into cash.
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1 Performance in the period continued

1.6 Operating profit/(loss) continued

Value of stock expensed
In order to provide context on commercial income earned in the period, each is shown below as a percentage of the value of stock expensed (VSE) 
before commercial income is deducted. 

2016 2015

£m % of VSE £m % of VSE

Commercial income
Marketing and advertising funding 260 2.1 291 2.2
Volume-based rebates 143 1.1 134 1.0
Total commercial income 403 3.2 425 3.2

For additional disclosure see notes 5.2, 5.3 and 5.4.

Auditor remuneration
During the period PricewaterhouseCoopers LLP, the Group’s auditor, provided the following services:

2016
£m

2015
£m

Audit services
Fees payable to the Group’s auditor for the audit of the Group and the Company financial statements 0.4 0.4
Other services
Fees payable to the Group’s auditor and its associates for other services:
– the audit of the Group’s subsidiaries pursuant to legislation 0.2 0.2
– services relating to taxation – –
– other services 0.4 0.3

1.0 0.9

The Board has a policy on the engagement of the external auditor to supply non-audit services, which is available in the Corporate governance
compliance statement set out in the investor relations section of the Group’s website at www.morrisons-corporate.com.

1.7 Employees and Directors
2016

£m
2015

£m

Employee benefit expense for the Group during the period
Wages and salaries 1,728 1,755
Social security costs 116 118
Share-based payments 11 11
Other pension costs 89 86

1,944 1,970
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1 Performance in the period continued
1.6 Operating loss continued

Value of stock expensed
In order to provide context on commercial income earned in the period, each is shown below as a percentage of the value of stock expensed (VSE) 
before commercial income is deducted. 

2015 2014

£m % of VSE £m % of VSE

Commercial income:
Marketing and advertising funding 291 2.2 280 2.0
Volume-based rebates 134 1.0 116 0.9
Total commercial income 425 3.2 396 2.9
1 See additional disclosure in notes 5.2, 5.3 and 5.4.

Auditor remuneration
During the period PricewaterhouseCoopers LLP (2014: KPMG Audit Plc), the Group’s auditor, provided the following services:

2015
£m

2014
£m

Audit services
Fees payable to the Group’s auditor for the audit of the Group and the Company financial statements 0.4 0.4
Other services
Fees payable to the Group’s auditor and its associates for other services:
– the audit of the Group’s subsidiaries pursuant to legislation 0.2 0.2
– services relating to taxation – 0.1
– other services 0.3 0.1

0.9 0.8

The Board has a policy on the engagement of the external auditor to supply non-audit services, which is available in the Corporate governance
compliance statement set out in the investor relations section of the Group’s website at www.morrisons-corporate.com.

1.7 Employees and Directors
2015

£m
2014

£m

Employee benefit expense for the Group during the period
Wages and salaries 1,755 1,787
Social security costs 118 121
Share-based payments 11 6
Other pension costs 86 58

1,970 1,972

Quick read Background and focus Commercial income Relationships with suppliers Annual reporting process Participants and process
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Disclosure from the Operating profit/ loss note which provide context of the size – 2014/15 & 2015/16 Annual Reports

What investors found helpful 
More detailed income statement information provided within 
the notes to the accounts shows how commercial income 
compares to overall stock expensed providing a reference 
point for the importance (or otherwise) of commercial income 
to the business.
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5 Working capital and provisions continued
5.2 Stock

2015
£m

2014
£m

Finished goods 658 852

Included in finished goods is a deduction for unearned elements of commercial income as the stock has not been sold.

5.3 Debtors
2015

£m
2014

£m

Trade debtors:
– Commercial income trade debtors 10 21
– Accrued commercial income 37 20
– Other trade debtors 136 147
Less: provision for impairment of trade debtors (5) (8)

178 180
Prepayments and accrued income 51 116
Other debtors 10 20

239 316

The ageing analysis of trade debtors is as follows:

2015
£m

2014
£m

Neither past due nor impaired 178 176
Past due but not impaired:
Not more than three months – 1
Greater than three months – 3
Impaired debt 5 8

183 188

As at 1 February 2015 and 2 February 2014, trade debtors that were neither past due nor impaired related to a number of debtors for whom there is no
recent history of default. The other classes of debtors do not contain impaired assets.

As of 5 March 2015, £7m of the £10m commercial income trade debtor balance had been settled and £21m of the £37m accrued commercial income
balance had been invoiced and settled.

5.4 Creditors – current
2015 

£m
2014 

£m

Trade creditors 1,493 1,568
Less: commercial income due, offset against amounts owed (96) (132)

1,397 1,436
Other taxes and social security payable 96 58
Other creditors 241 315
Accruals and deferred income 487 463

2,221 2,272

As of 5 March 2015, £83m of the £96m commercial income due above had been offset against payments made.

Quick read Background and focus Commercial income Relationships with suppliers Annual reporting process Participants and process
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Notes to the Group financial statements
52 weeks ended 1 February 2015
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1 Performance in the period
1.1 Accounting policies

Revenue recognition
Sale of goods in−store and online, and fuel
Revenue from the sale of goods in-store and online comprises cash from customers and excludes VAT. It is net of returns, colleague discounts,
coupons, vouchers, Match & More points earned in-store and online and the free element of multi-save transactions. Sale of fuel is recognised net of
VAT and Match & More points earned on fuel. Revenue is recognised when transactions are completed in-store, or, in the case of food online, when
goods are accepted by the customer on delivery.

Other sales
Other revenue includes income from concessions and commissions based on the terms of the contract, and manufacturing sales made direct to
third party customers recognised on despatch of goods. Revenue collected on behalf of others is not recognised as revenue, other than the related
commission. Sales are recorded net of VAT and intra-group transactions.

Match & More and other initiatives
The fair value of Match & More and other initiatives is determined to be the value to the customer of the points issued, adjusted for factors such as the
expected redemption rate. Given Match & More was launched in the year the Group will continue to assess the appropriateness of the rates against
actual redemptions going forward.

The fair value is treated as a deduction from revenue at the time the points are issued, and is deferred until the rewards are redeemed by the customer
in a future sale.

Cost of sales
Costof sales consistsof all costs of the goods being sold to the point of sale, net of promotional funding and commercial income,and includesproperty,
manufacturing,warehouseand transportation costs.Store depreciation, store overheads and store-based employeecosts are alsoallocated to costof sales.

Promotional funding
Promotional funding refers to investment in the customer offer by suppliers by way of promotion. The calculation of funding is mechanical and system
generated based on a funding level agreed in advance with the supplier. Funding is recognised as units are sold and invoiced in accordance with the
specific supplier agreement. Funding is recorded effectively as a direct adjustment to the cost price of the product in the period. Funding is invoiced
and collected through the year, shortly after the promotions have ended.

Commercial income
Commercial income is recognised as a deduction from cost of sales, based on the expected entitlement that has been earned up to the balance sheet
date for each relevant supplier contract. The Group only recognises commercial income where there is documented evidence of an agreement with an
individual supplier.

The types of commercial income recognised by the Group, and the recognition policies are:

Type of commercial income Description Recognition

Marketing and
advertising funding

Examples include income in respect
of in-store marketing and point of
sale, as well as funding for advertising

Income is recognised over the period as set out in the specific supplier agreement.
Income is invoiced once the performance conditions in the supplier agreement
have been achieved.

Volume-based
rebates

Income earned by achieving
volume or spend targets set by the
supplier for specific products over
specific periods

Income is recognised through the year based on forecasts for expected sales or
purchase volumes, informed by current performance, trends, and the terms of the
supplier agreement. Income is invoiced throughout the year in accordance with the
specific supplier terms. In order to minimise any risk arising from estimation,
supplier confirmations are also obtained to agree the final value to be recognised
at year end, prior to it being invoiced.

Uncollected commercial income at the balance sheet date is classified within the financial statements as follows:

• Creditors: A large proportion of the Group’s trading terms state that income due from suppliers will be netted against amounts owing to that
supplier. Any outstanding invoiced commercial income relating to these suppliers at the balance sheet date will be included within trade payables.

• Debtors: Where the trading terms described above do not exist, the Group classifies outstanding commercial income within trade debtors. Where 
commercial income is earned and not invoiced to the supplier at the balance sheet date, this is classified within accrued commercial income.

• Stock: The carrying value of stock is adjusted to reflect unearned elements of commercial income as the stock has not yet been sold. This income is
subsequently recognised in cost of sales when the product has been sold.

In order to provide users of the accounts with greater understanding in this area additional income statement and balance sheet disclosure is provided 
in notes 1.6, 5.2, 5.3 and 5.4 to the financial statements.
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5 Working capital and provisions continued
5.2 Stock

2015
£m

2014
£m

Finished goods 658 852

Included in finished goods is a deduction for unearned elements of commercial income as the stock has not been sold.

5.3 Debtors
2015 

£m
2014 

£m

Trade debtors:
– Commercial income trade debtors 10 21
– Accrued commercial income 37 20
– Other trade debtors 136 147
Less: provision for impairment of trade debtors (5) (8)

178 180
Prepayments and accrued income 51 116
Other debtors 10 20

239 316

The ageing analysis of trade debtors is as follows:

2015
£m

2014
£m

Neither past due nor impaired 178 176
Past due but not impaired:
Not more than three months – 1
Greater than three months – 3
Impaired debt 5 8

183 188

As at 1 February 2015 and 2 February 2014, trade debtors that were neither past due nor impaired related to a number of debtors for whom there is no
recent history of default. The other classes of debtors do not contain impaired assets.

As of 5 March 2015, £7m of the £10m commercial income trade debtor balance had been settled and £21m of the £37m accrued commercial income
balance had been invoiced and settled.

5.4 Creditors – current
2015

£m
2014

£m

Trade creditors 1,493 1,568
Less: commercial income due, offset against amounts owed (96) (132)

1,397 1,436
Other taxes and social security payable 96 58
Other creditors 241 315
Accruals and deferred income 487 463

2,221 2,272

As of 5 March 2015, £83m of the £96m commercial income due above had been offset against payments made.
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5 Working capital and provisions continued
5.2 Stock

2015
£m

2014
£m

Finished goods 658 852

Included in finished goods is a deduction for unearned elements of commercial income as the stock has not been sold.

5.3 Debtors
2015

£m
2014

£m

Trade debtors:
– Commercial income trade debtors 10 21
– Accrued commercial income 37 20
– Other trade debtors 136 147
Less: provision for impairment of trade debtors (5) (8)

178 180
Prepayments and accrued income 51 116
Other debtors 10 20

239 316

The ageing analysis of trade debtors is as follows:

2015
£m

2014
£m

Neither past due nor impaired 178 176
Past due but not impaired:
Not more than three months – 1
Greater than three months – 3
Impaired debt 5 8

183 188

As at 1 February 2015 and 2 February 2014, trade debtors that were neither past due nor impaired related to a number of debtors for whom there is no
recent history of default. The other classes of debtors do not contain impaired assets.

As of 5 March 2015, £7m of the £10m commercial income trade debtor balance had been settled and £21m of the £37m accrued commercial income 
balance had been invoiced and settled.

5.4 Creditors – current
2015

£m
2014

£m

Trade creditors 1,493 1,568
Less: commercial income due, offset against amounts owed (96) (132)

1,397 1,436
Other taxes and social security payable 96 58
Other creditors 241 315
Accruals and deferred income 487 463

2,221 2,272

As of 5 March 2015, £83m of the £96m commercial income due above had been offset against payments made.
Key

 Context / Background

 Cross Reference

Disclosure from the Accounting policies and the Debtor / Creditor notes  – 2014/15 Annual Report

What investors found 
helpful
The accounting policy note provides some 
detail about where commercial income will 
be within the balance sheet and why.

Cross references to the relevant notes 
aid the reader in finding the relevant 
information.

Provision of additional information on 
the run-off of the balances was seen by 
investors as particularly useful.



Providing comfort
Supporting the numerical and narrative disclosures 
describing commercial income and its magnitude, 
Morrisons (and its auditors) provide disclosures which:

• Describe the controls and processes, including

-  a description of the key controls in place around
commercial income; and

-  a description of the nature of the income itself.

• Describe the level of review, including

-  the work the Audit Committee had done in
relation to commercial income;

-  the work that the auditors had done to assess 
commercial income.

Describe the controls and processes
The third objective of Morrisons’ disclosures is to 
provide insight into the controls and processes around 
commercial income and ultimately generate some 
comfort and assurance for the investors.

Details of controls 
Investors consider that it is helpful to detail the controls 
in place at Morrisons. 

The overall concern for investors from commercial 
income is that it has been subject to management 
manipulation: acceleration of recognition leading to 
overstated profits. Investors consider that the 
Morrisons disclosure on controls, by focusing 
on the controls around recording and recognition of 
commercial income, provide comfort to allay their 
potential concerns.

Quick read Background and focus Commercial income Relationships with suppliers Annual reporting process Participants and process

Lab case study report l WM Morrison Supermarkets PLC – Supplier relationships and emergent issues reporting 13
 “You read it all, and you think, oh, ok, well it is 
not a problem is it… It provides some comfort”

Investor

The location of the disclosures on controls (being within 
the Audit Committee report) aids investor review by 
being prominent and provides context for the wider 
Audit Committee report. Locating the disclosure within 
the Audit Committee report also demonstrates that 
controls are part of the company’s overall governance 
structure.

Investors consider that while helpful in the first year 
they would not expect to see the same level of detail in 
following years. If the control environment or processes 
change significantly, however, then investors expect 
that this is highlighted prominently in the annual report. 
For the second year of disclosure, Morrisons reduced 
the description of the controls. 
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continued
Corporate governance report

In reviewing the assumptions made by management, the Audit
Committee challenged and understood the key assumptions and
judgements including:

• commercial income accrued but not invoiced at half year and
year end; and

• recoverability of outstanding invoices.

The Audit Committee considered the effectiveness of the operation of
key controls as set out below, through review of management’s work and
that of Internal Audit. The Committee considered the frequency of the
operation of controls, the size of samples and challenged management
on how controls could be further improved.

The controls in operation provide assurance over:

• completeness of supplier agreement documentation;
• accuracy of income recognition in line with agreed policies and

the supplier agreements; and
• recoverability of commercial income.

Controls in operation for promotional funding
and commercial income
1.  Periodic review of control KPIs by Senior Management which is

focused on confirming promotional funding and commercial income
has been recognised appropriately in line with policy. The review
includes an assessment of the following:

• accrued income that has not been invoiced following the end
of a promotional period;

• ageing profile of invoices raised that are outstanding from
suppliers; and

• credit notes raised after the period end.

2.  Segregation of duties between trading teams who negotiate
with suppliers and the finance function that approve the recognition
of income.

3.  All accrued amounts above set thresholds are checked to supplier
documentation.

4.  Sample compliance checks are performed for invoices over set
thresholds plus an additional random sample. These checks include:

• ensuring compliance with supplier terms and agreements; and
• reviewing the timing of invoicing following completion of a

promotional period.

5.  Internal Audit performs a review of a sample of supplier agreements,
checking the appropriateness of recognition. Their focus is on key
areas of judgement including multi-year contracts and accrued income
which has not yet been invoiced. The scope of work includes checking
that income is recognised in line with the supplier agreement.

Promotional funding specific controls
Type of deduction Description Specific process and controls

Promotional
funding

Customer Investment by
way of promotions, partially
funded by suppliers for
specific products, or multi-
purchases, such as buy one
get one free.

Agreed supplier terms are recorded on systems which generate accruals and recognise
the funding mechanically based on these terms and sales volume data fed from the till
system. There is no judgement or estimation involved.
The system also automatically generates invoices to suppliers each week, or at the end
of a promotional cycle.

Commercial income specific controls by type of income
Type of deduction Description Specific process and controls

Marketing and
advertising 
funding

Examples include income in
respect of in-store marketing
and point of sale, as well as
funding for advertising.

All supplier agreements are logged once a contract is signed. The details recorded 
include the agreed activity, timeframe, performance criteria and amounts.
Income is then only recognised and invoiced conditional on satisfying specified 
criteria in the supplier agreements. 

Volume−based
rebates

Income driven by achieving
volume targets set by the
supplier for specific products
over specific periods.

Agreed supplier terms are recorded in systems which generate accruals and recognise 
commercial income automatically based on these terms. Details entered into the system 
are validated by an independent team. 
Income is recognised through the year based on forecasts for expected sales or purchase 
volumes, informed by current performance, trends, and the terms of the supplier 
agreement. Income is invoiced throughout the year in accordance with the specific 
supplier terms.
Supplier confirmations are obtained half-yearly, including at year end, to confirm volume 
performance and therefore that the appropriate level of rebate is being accrued. 
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continued
Corporate governance report

In reviewing the assumptions made by management, the Audit
Committee challenged and understood the key assumptions and
judgements including:

• commercial income accrued but not invoiced at half year and
year end; and

• recoverability of outstanding invoices.

The Audit Committee considered the effectiveness of the operation of
key controls as set out below, through review of management’s work and
that of Internal Audit. The Committee considered the frequency of the
operation of controls, the size of samples and challenged management
on how controls could be further improved.

The controls in operation provide assurance over:

• completeness of supplier agreement documentation;
• accuracy of income recognition in line with agreed policies and

the supplier agreements; and
• recoverability of commercial income.

Controls in operation for promotional funding  
and commercial income
1.  Periodic review of control KPIs by Senior Management which is 

focused on confirming promotional funding and commercial income 
has been recognised appropriately in line with policy. The review 
includes an assessment of the following:

• accrued income that has not been invoiced following the end
of a promotional period;

• ageing profile of invoices raised that are outstanding from 
suppliers; and

• credit notes raised after the period end.

2.  Segregation of duties between trading teams who negotiate 
with suppliers and the finance function that approve the recognition 
of income.

3.  All accrued amounts above set thresholds are checked to supplier
documentation.

4.  Sample compliance checks are performed for invoices over set 
thresholds plus an additional random sample. These checks include:

• ensuring compliance with supplier terms and agreements; and
• reviewing the timing of invoicing following completion of a

promotional period.

5.  Internal Audit performs a review of a sample of supplier agreements, 
checking the appropriateness of recognition. Their focus is on key 
areas of judgement including multi-year contracts and accrued income
which has not yet been invoiced. The scope of work includes checking 
that income is recognised in line with the supplier agreement.

Promotional funding specific controls
Type of deduction Description Specific process and controls

Promotional
funding

Customer Investment by
way of promotions, partially
funded by suppliers for
specific products, or multi-
purchases, such as buy one
get one free.

Agreed supplier terms are recorded on systems which generate accruals and recognise
the funding mechanically based on these terms and sales volume data fed from the till
system. There is no judgement or estimation involved.
The system also automatically generates invoices to suppliers each week, or at the end
of a promotional cycle.

Commercial income specific controls by type of income
Type of deduction Description Specific process and controls

Marketing and
advertising 
funding

Examples include income in
respect of in-store marketing
and point of sale, as well as
funding for advertising.

All supplier agreements are logged once a contract is signed. The details recorded
include the agreed activity, timeframe, performance criteria and amounts.
Income is then only recognised and invoiced conditional on satisfying specified
criteria in the supplier agreements.

Volume−based
rebates

Income driven by achieving
volume targets set by the
supplier for specific products
over specific periods.

Agreed supplier terms are recorded in systems which generate accruals and recognise
commercial income automatically based on these terms. Details entered into the system
are validated by an independent team.
Income is recognised through the year based on forecasts for expected sales or purchase
volumes, informed by current performance, trends, and the terms of the supplier
agreement. Income is invoiced throughout the year in accordance with the specific
supplier terms.
Supplier confirmations are obtained half-yearly, including at year end, to confirm volume
performance and therefore that the appropriate level of rebate is being accrued.
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Key

 Context / Background

 Key information / Conclusion

Disclosure from the Audit Committee report helps provide comfort – 2014/15 Annual Report

What investors found 
helpful
In the Audit Committee Report, a 
description of the processes over 
commercial income and promotional 
funding provides context.

What investors found 
helpful
The Audit Committee Report details 
the key controls in place.

This provides some level of comfort 
to the reader and suggests a well 
controlled process.

Providing this detail in the Audit 
Committee report also provides 
context for the review conducted 
by the Audit Committee (See next 
page).



Clarifying the level of review
Audit Committee report
There is an assumption from investors that the Audit 
Committee (AC) by its very nature focuses on the most 
significant and challenging areas. Where a potentially 
large industry issue such as commercial income comes 
to the fore, investors expect that it will be addressed in 
the AC report and the report will reflect work undertaken 
to address the issue.

The Morrisons 2014/15 AC report provided a good 
level of detail and investors considered the overall 
approach (discuss the issue, link through to the rest of 
the document, discuss the controls and what the AC 
did) was comprehensive. The approach adopted by the 
AC was also consistent with what investors identified 
as good practice in the Lab’s (Reporting of Audit 
Committees) project report (see box).

Investors considered that having both the detail of 
relevant processes and controls, together with the work 
of the AC in the AC report, was beneficial in the first 
year of reporting as it allowed the full story to be told 
without having to ‘wade through’ the document. 

The 2015/16 disclosures reduce the control descriptions 
and instead focus fully on the actions of the AC; in 
reviewing the appropriateness of controls and the 
recognition of commercial income. 

Investors consider that this is wholly appropriate given 
that commercial income is now a known quantity. 
As such, it is of less concern and therefore a less 
significant piece of the AC’s work, even though it 
remains material. 

Quick read Background and focus Commercial income Relationships with suppliers Annual reporting process Participants and process

Lab case study report l WM Morrison Supermarkets PLC – Supplier relationships and emergent issues reporting 15
Auditor report
In the context of commercial income, investors 
considered that the 2014/15 auditor report provided 
comfort over the commercial income by laying out the 
work they undertook and the conclusions they reached. 

One investor noted that the auditor report highlights 
some very small misstatements which total 
approximately £14,000. This is a level of detail that they 
consider borders on too much information in the context 
of £425m commercial income.

Similar to AC report, investors would not necessarily 
expect to see as much detail going forward unless it 
was a very significant focus of the audit. However, one 
investor notes that given the issues in the sector there 
was a presumption (by investors) that this was, and 
would also be in future, a key area of auditors’ work and 
therefore investors could take confidence that this area 
was ‘reviewed’ and as such did not need to be an area 
of significant concern for investors unless highlighted by 
the auditors.

 “Now we know that the auditors look at this our 
focus has moved to other areas.”

Investor

Lab project report: 

Reporting of Audit Committees

In October 2013 the Lab published a project 
report Reporting of Audit Committees. Among 
other aspects of AC reports this considered what 
investors wanted from Audit Committees in relation 
to significant financial statement reporting issues.

The investors felt good disclosure covered two key 
areas:

Context of the issue:

•  specific description of each issue and how it
relates to the company;

•  quantification of the issue, business unit and
geography impacted and how it relates to
specific policies of or judgements made by the
company.

What the AC did:

•  demonstration of how the Audit Committee
fulfilled its role and the robustness of the steps it
took; and

•  highlights of the key areas of debate and
challenge and the source of the Audit
Committee’s assurance.

The full report is available on the Lab’s web page: 
https://frc.org.uk/lab/reports

https://frc.org.uk/lab/reports 


A Transformation Steering Committee was set up during the year to
ensure that the right level of focus is placed on delivering transformation
projects in the business. All operational members of the Management
Board are members of the Transformation Steering Committee.
The main purposes of the Committee are:

• to sign off all strategic business cases which underpin transformation;
• to agree timing of implementation; and
• to manage change coherently around the customer experience.

Audit Committee report
Members Philip Cox (Chair), Richard Gillingwater,

Penny Hughes, Johanna Waterous
Key objectives Effective governance of financial reporting, internal

controls and risk management systems; review of
significant accounting judgements, assumptions
and estimates; management of the relationship and
appointment of the external auditor; monitoring and
review of the effectiveness of the Group’s Risk and
Internal Audit function.

Responsibilities The Board has delegated to the Audit Committee the
responsibility for reviewing on its behalf and making
recommendations to the Board as to:
• the integrity of financial reports, including

reviewing significant financial reporting issues and
considering how these issues have been addressed;

• whether the Annual report is fair, balanced
and understandable;

• the effectiveness of the Group’s internal control
and risk management system;

• the effectiveness of the Risk and Internal Audit
function; and

• the independence and appointment of the external
auditor and approval of their fees.

Audit Committee Chairman
The Board is satisfied that Philip Cox has recent and relevant financial
experience appropriate to his position as Chairman of the Audit
Committee. Philip is a Fellow of the Institute of Chartered Accountants
in England and Wales and has previously held a number of senior
finance positions including Chief Financial Officer of International
Power Plc and Siebe Plc.

Audit Committee activities in 2014/15

During the year the Committee has:

• considered the appropriateness of the Group’s Annual report and
financial statements and Half-yearly report;

• reviewed the effectiveness of the internal controls and the work of the
Risk and Internal Audit function, including approval of the Internal
Audit plan and discussion on key risks (described in more detail on
pages 30 to 33);

• considered systems design, implementation and related project
management in respect of changes to the Group’s financial reporting
systems and processes;

• conducted a full tender of external audit service and recommended
the appointment of PwC (described in more detail on page 44); and

• discussed the new Governance Code and reporting requirements.

In respect of financial reports, the Committee’s focus was:

• the accounting judgements made by management that could have
a significant effect on the Group’s financial results;

• oversight of IT changes affecting financial systems and controls;
• the clarity of disclosure of financial information; and
• whether the Annual report, taken as a whole, is fair, balanced and

understandable – the Directors’ statement on this can be found
on page 61 of this Annual report.

Financial reporting matters
The Audit Committee discussed the following financial
reporting matters:

Commercial income

Commercial income remains an area of focus for the Audit Committee.

Commercial income is inconsistently defined. It is a deduction from the 
cost of purchase and it is recognised in accordance with signed supplier 
agreements. Subjectivity and judgement is therefore minimised.

This is an area which is currently not directly covered by accounting 
standards and there is no prescriptive disclosure best practice. The 
Financial Reporting Council (FRC) recently urged the Boards of 
retailers and suppliers to provide greater clarity in this area.

It is important to the Board that the Group takes the initiative and 
brings clarity and transparency to commercial income and so is 
providing increased disclosure on controls, on the quantum earned in 
the income statement and the balance sheet position. Despite most of 
this income being subject to no or little subjectivity or judgement we 
have chosen to provide full disclosure – see note 1.6 in the 
financial statements.

Our definition of commercial income includes marketing and 
advertising funding and volume based rebates. Some commentators 
include promotional funding in commercial income. We consider such 
funding as a mechanical deduction from the purchase cost, triggered 
immediately by Morrisons realising a sale, or a purchase, with no 
judgement or subjectivity applied. We do not therefore include 
promotional funding in our definition of commercial income.

In addition to disclosing the quantum of commercial income in the 
income statement, we have also disclosed the quantum of commercial 
income included in debtors and accrued commercial income at the 
balance sheet date – see notes 5.3 and 5.4 in the financial statements. 
By its nature a proportion of commercial income will only become 
billable to suppliers at or near the reporting period end. However we 
expect the majority of commercial income outstanding at 1 February 
2015 to be collected by the end of the first quarter of the new 
financial year. 

In considering the appropriateness of commercial income recognised 
in the year and the financial position at the year end, the Committee has 
reviewed in detail reports from management outlining the accounting 
judgements and the control environment. 
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continued
Corporate governance report

In reviewing the assumptions made by management, the Audit 
Committee challenged and understood the key assumptions and 
judgements including:

• commercial income accrued but not invoiced at half year and
year end; and

• recoverability of outstanding invoices.

The Audit Committee considered the effectiveness of the operation of 
key controls as set out below, through review of management’s work and 
that of Internal Audit. The Committee considered the frequency of the 
operation of controls, the size of samples and challenged management 
on how controls could be further improved. 

The controls in operation provide assurance over:

• completeness of supplier agreement documentation;
• accuracy of income recognition in line with agreed policies and

the supplier agreements; and 
• recoverability of commercial income.

Controls in operation for promotional funding
and commercial income
1.  Periodic review of control KPIs by Senior Management which is

focused on confirming promotional funding and commercial income
has been recognised appropriately in line with policy. The review
includes an assessment of the following:

• accrued income that has not been invoiced following the end
of a promotional period;

• ageing profile of invoices raised that are outstanding from
suppliers; and

• credit notes raised after the period end.

2.  Segregation of duties between trading teams who negotiate
with suppliers and the finance function that approve the recognition
of income.

3.  All accrued amounts above set thresholds are checked to supplier
documentation.

4.  Sample compliance checks are performed for invoices over set
thresholds plus an additional random sample. These checks include:

• ensuring compliance with supplier terms and agreements; and
• reviewing the timing of invoicing following completion of a

promotional period.

5.  Internal Audit performs a review of a sample of supplier agreements,
checking the appropriateness of recognition. Their focus is on key
areas of judgement including multi-year contracts and accrued income
which has not yet been invoiced. The scope of work includes checking
that income is recognised in line with the supplier agreement.

Promotional funding specific controls
Type of deduction Description Specific process and controls

Promotional
funding

Customer Investment by
way of promotions, partially
funded by suppliers for
specific products, or multi-
purchases, such as buy one
get one free.

Agreed supplier terms are recorded on systems which generate accruals and recognise
the funding mechanically based on these terms and sales volume data fed from the till
system. There is no judgement or estimation involved.
The system also automatically generates invoices to suppliers each week, or at the end
of a promotional cycle.

Commercial income specific controls by type of income
Type of deduction Description Specific process and controls

Marketing and
advertising 
funding

Examples include income in
respect of in-store marketing
and point of sale, as well as
funding for advertising.

All supplier agreements are logged once a contract is signed. The details recorded
include the agreed activity, timeframe, performance criteria and amounts.
Income is then only recognised and invoiced conditional on satisfying specified
criteria in the supplier agreements.

Volume−based
rebates

Income driven by achieving
volume targets set by the
supplier for specific products
over specific periods.

Agreed supplier terms are recorded in systems which generate accruals and recognise
commercial income automatically based on these terms. Details entered into the system
are validated by an independent team.
Income is recognised through the year based on forecasts for expected sales or purchase
volumes, informed by current performance, trends, and the terms of the supplier
agreement. Income is invoiced throughout the year in accordance with the specific
supplier terms.
Supplier confirmations are obtained half-yearly, including at year end, to confirm volume
performance and therefore that the appropriate level of rebate is being accrued.
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Area of focus How our audit addressed the area of focus

Commercial income − marketing and 
advertising funding 
This income is varied with regards to the nature and timing 
of the activity to which it relates, and is recognised in 
accordance with written agreements with suppliers. 
This income involves a significant number of agreements 
and its recognition requires limited judgement or 
estimation by management in determining the amount 
that the Group is entitled to. Our focus was therefore on 
assessing whether a written agreement for the marketing 
and advertising funding existed, whether the relevant
marketing or advertising had taken place and whether the 
income recognised was recorded in the appropriate period.

Commercial income − volume based rebates 
Volume based rebates are driven by the Group achieving 
purchase volume targets set by individual suppliers for 
specific products over a pre-determined period. There is 
therefore judgement involved in estimating the volume of 
purchases, particularly where rebate agreements span a 
financial period-end. In order to narrow this judgement, 
management endeavours to structure agreements to 
coincide with the Group’s financial period-end, thereby 
reducing or eliminating the degree of estimation. 
In instances where the rebate agreement does not fully 
coincide with the period-end the key judgement that we 
focused on was the estimate of commercial income to be 
accrued at the period-end.

Promotional funding 
Promotional funding covers in-store promotions which are 
partially funded by suppliers. Funding is automatically 
recognised as goods are sold. The degree of judgement is 
limited because the amount receivable is wholly based on 
sales volumes achieved, multiplied by rates agreed with 
each supplier up-front. Our focus was therefore on whether 
a written agreement for the promotional funding existed, 
whether the relevant promotion had taken place, and 
whether the funding recognised was recorded in the 
appropriate period. 

Our credit note testing focused on credit notes raised after the period-end in
order to identify any instances of commercial income or promotional funding
being subsequently reversed. We did not identify any exceptions from this work.

We tested the recoverability of invoiced commercial income and promotional
funding (unsettled balances included within trade debtors in note 5.3 to the
financial statements and where the Group does not have the right of offset
against trade creditors). We assessed the ageing of both outstanding commercial
income and promotional funding debtors together with understanding the
details of any disputes, and obtained explanations from management to assess
whether any provisions were appropriate. No exceptions were noted.

Disclosures
We read the disclosures within the Annual Report in respect of commercial
income and promotional funding and, based on our work, determined that
they are consistent with accounting standards and the recent guidance on
the reporting of complex supplier arrangements issued by the Financial
Reporting Council.

Impairment of Property, Plant and Equipment

Refer to note 3.1 (Accounting policies), page 75
(Critical accounting estimates and judgements) and
note 3.3 (Tangible assets).
At 1 February 2015 management assessed the Group’s
property, plant and equipment for an indication of
impairment. The UK grocery retail market continues to
evolve rapidly, with customers’ purchasing habits adapting
to include convenience store and online offerings, and this
has adversely impacted the market values of traditional
supermarket freehold stores. As such, the Group has faced
an environment where market values for retail space
have declined.

We obtained, understood and evaluated management’s impairment models.

Our audit procedures included a detailed evaluation of the Group’s budgeting
procedures (upon which forecasts are based) and an assessment of the principles
of management’s discounted cash flow models. We tested the mathematical
accuracy of the calculations derived from each forecast model and assessed key
inputs in the calculations such as revenue growth and discount rate, by reference
to management’s forecasts, data external to the Group and our own expertise.
We focused on these key assumptions because small subjective changes can
have a material impact on the value in use assessment and any resultant
impairment charge. We found, based on our audit work, that the key
assumptions used by management were supportable and appropriate
in light of the current environment.

Independent auditors’ report to the members of
Wm Morrison Supermarkets PLC continued
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Disclosure from the Auditor’s report which helps to provide comfort – 2014/15 Annual report

The scope of our audit and areas of focus

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) (“ISAs (UK & Ireland)”).

We designed our audit by determining materiality and assessing the risks of material misstatement in the financial statements. In particular, we
looked at where the Directors made subjective judgements, for example in respect of significant accounting estimates that involved making
assumptions and considering future events that are inherently uncertain. As in all of our audits, we also addressed the risk of management override of
internal controls, including evaluating whether there was evidence of bias by the Directors that represented a risk of material misstatement due
to fraud.

The risks of material misstatement that had the greatest effect on our audit, including the allocation of our resources and effort, are identified as “areas
of focus” in the table below. We have also set out how we tailored our audit to address these specific areas in order to provide an opinion on the
financial statements as a whole, and any comments we make on the results of our procedures should be read in this context. This is not a complete list
of all risks identified by our audit.

Area of focus How our audit addressed the area of focus

Commercial income and promotional funding

Refer to note 1.1 (Accounting policies), page 75 (Critical 
accounting estimates and judgements) and notes 1.6, 5.2, 
5.3 and 5.4. 
The Group has two categories of commercial income: 
marketing and advertising funding and volume based 
rebates on purchases. 
Commercial income is recognised as a deduction from cost 
of sales and is earned over the period of the contractual 
agreements with individual suppliers, as disclosed in the 
Group’s accounting policy on page 76. The total income 
recognised in a year is therefore based on the expected 
entitlement earned up to the balance sheet date under each 
supplier agreement.
The Group separately recognises promotional funding on 
promotions that are partially funded by suppliers.
Promotional funding is an automated deduction from cost 
of sales, triggered when a sale is recognised. The funding is 
recognised when the transaction occurs in accordance with 
the terms of supplier agreements. The amount receivable 
is wholly based on sales volumes achieved, multiplied by 
rates agreed with each supplier up-front.
We focused on commercial income because of the 
significance of the amounts to the Group’s gross profit, the 
significant number of transactions and agreements in place 
with suppliers covering a range of periods and the industry-
wide focus on this area of accounting.
We focused on promotional funding for the same reasons, 
although we acknowledge that the level of judgement and 
subjectivity in the calculations is negligible because of the 
level of automation.
The amount to be recognised in the income statement 
for commercial income requires management to apply 
judgement based on the contractual terms in place with 
each of its suppliers together with estimates of amounts the 
Group is entitled to where transactions span the financial 
period-end. 
The relative level of judgement in each of the categories 
of commercial income and promotional funding is 
considered below:

Our audit work in respect of commercial income and promotional funding
comprised a combination of controls testing, substantive testing of a sample
of income and funding recognised during the period, testing of amounts
recognised in the balance sheet and an assessment of the Group’s disclosures
in this area. Each element of our work is considered in more detail below.
Controls testing
Our controls work encompassed understanding, evaluating and testing
management’s key controls in respect of the recognition of both commercial
income and promotional funding. These key controls included the monitoring
of invoices raised and the accuracy of confirmations from suppliers. We
found no significant deficiencies in these key controls, and our testing
of management’s key system controls contributed to our evidence in
determining whether commercial income and promotional funding had been
recorded appropriately and in the correct period.
Income statement testing
We requested confirmations directly from suppliers, in respect of a sample
of commercial income and promotional funding. This sample included 141
different suppliers covering 342 individual transactions. The confirmations
received allowed us to evaluate whether commercial income or promotional
funding had been appropriately recognised in the period, as well as assessing
the validity of accruals made at the period-end. We found three exceptions,
all of which were manual input errors and not areas of judgement. Two of
these exceptions resulted in an under recognition of promotional funding of
£34,000 and one resulted in an over recognition of promotional funding of
£20,000, giving a net position of £14,000 under recognition.
We also analysed commercial income and promotional funding recognised
each month and compared it to the previous period to identify whether there
were any unusual trends in the amounts or timing of commercial income
and promotional funding recognised in each period. We also considered
management’s own Key Performance Indicators in this analysis. No unusual
trends were identified.
Balance sheet testing
We wrote to a further sample of suppliers, and obtained independent evidence
of the value and timing of commercial income and promotional funding to
evaluate that it had been recognised in the correct period. We also agreed the
accrued income to evidence of post-year end cash receipt, or offset from trade
creditors, where relevant.
We performed cut-off procedures and credit note testing to provide further
evidence to support the timing of the recognition of both commercial
income and promotional funding. Cut-off work involved testing a sample of
commercial income and promotional funding recognised both pre and post
the period-end and evaluating by reference to documentation from suppliers
that the timing of recognition was appropriate.
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The scope of our audit and areas of focus

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) (“ISAs (UK & Ireland)”).

We designed our audit by determining materiality and assessing the risks of material misstatement in the financial statements. In particular, we
looked at where the Directors made subjective judgements, for example in respect of significant accounting estimates that involved making
assumptions and considering future events that are inherently uncertain. As in all of our audits, we also addressed the risk of management override of
internal controls, including evaluating whether there was evidence of bias by the Directors that represented a risk of material misstatement due
to fraud.

The risks of material misstatement that had the greatest effect on our audit, including the allocation of our resources and effort, are identified as “areas
of focus” in the table below. We have also set out how we tailored our audit to address these specific areas in order to provide an opinion on the
financial statements as a whole, and any comments we make on the results of our procedures should be read in this context. This is not a complete list
of all risks identified by our audit.

Area of focus How our audit addressed the area of focus

Commercial income and promotional funding

Refer to note 1.1 (Accounting policies), page 75 (Critical
accounting estimates and judgements) and notes 1.6, 5.2,
5.3 and 5.4.
The Group has two categories of commercial income:
marketing and advertising funding and volume based
rebates on purchases.
Commercial income is recognised as a deduction from cost
of sales and is earned over the period of the contractual
agreements with individual suppliers, as disclosed in the
Group’s accounting policy on page 76. The total income
recognised in a year is therefore based on the expected
entitlement earned up to the balance sheet date under each
supplier agreement.
The Group separately recognises promotional funding on
promotions that are partially funded by suppliers.
Promotional funding is an automated deduction from cost
of sales, triggered when a sale is recognised. The funding is
recognised when the transaction occurs in accordance with
the terms of supplier agreements. The amount receivable
is wholly based on sales volumes achieved, multiplied by
rates agreed with each supplier up-front.
We focused on commercial income because of the
significance of the amounts to the Group’s gross profit, the
significant number of transactions and agreements in place
with suppliers covering a range of periods and the industry-
wide focus on this area of accounting.
We focused on promotional funding for the same reasons,
although we acknowledge that the level of judgement and
subjectivity in the calculations is negligible because of the
level of automation.
The amount to be recognised in the income statement
for commercial income requires management to apply
judgement based on the contractual terms in place with
each of its suppliers together with estimates of amounts the
Group is entitled to where transactions span the financial
period-end.
The relative level of judgement in each of the categories
of commercial income and promotional funding is
considered below:

Our audit work in respect of commercial income and promotional funding 
comprised a combination of controls testing, substantive testing of a sample 
of income and funding recognised during the period, testing of amounts 
recognised in the balance sheet and an assessment of the Group’s disclosures 
in this area. Each element of our work is considered in more detail below.
Controls testing 
Our controls work encompassed understanding, evaluating and testing 
management’s key controls in respect of the recognition of both commercial 
income and promotional funding. These key controls included the monitoring 
of invoices raised and the accuracy of confirmations from suppliers. We 
found no significant deficiencies in these key controls, and our testing 
of management’s key system controls contributed to our evidence in 
determining whether commercial income and promotional funding had been 
recorded appropriately and in the correct period.
Income statement testing
We requested confirmations directly from suppliers, in respect of a sample 
of commercial income and promotional funding. This sample included 141 
different suppliers covering 342 individual transactions. The confirmations 
received allowed us to evaluate whether commercial income or promotional 
funding had been appropriately recognised in the period, as well as assessing 
the validity of accruals made at the period-end. We found three exceptions, 
all of which were manual input errors and not areas of judgement. Two of 
these exceptions resulted in an under recognition of promotional funding of 
£34,000 and one resulted in an over recognition of promotional funding of 
£20,000, giving a net position of £14,000 under recognition. 
We also analysed commercial income and promotional funding recognised 
each month and compared it to the previous period to identify whether there 
were any unusual trends in the amounts or timing of commercial income 
and promotional funding recognised in each period. We also considered 
management’s own Key Performance Indicators in this analysis. No unusual 
trends were identified.
Balance sheet testing
We wrote to a further sample of suppliers, and obtained independent evidence 
of the value and timing of commercial income and promotional funding to 
evaluate that it had been recognised in the correct period. We also agreed the 
accrued income to evidence of post-year end cash receipt, or offset from trade 
creditors, where relevant.
We performed cut-off procedures and credit note testing to provide further 
evidence to support the timing of the recognition of both commercial 
income and promotional funding. Cut-off work involved testing a sample of 
commercial income and promotional funding recognised both pre and post 
the period-end and evaluating by reference to documentation from suppliers 
that the timing of recognition was appropriate.
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Disclosure from the Auditor’s report which helps to provide comfort – 2014/15 Annual Report

What investors 
found helpful

Details of the work  
performed with a  
explanation.

Some detail of the outcome of the tests, building 
comfort within the overall context of the audit opinion.

Area of focus How our audit addressed the area of focus

Commercial income − marketing and
advertising funding
This income is varied with regards to the nature and timing
of the activity to which it relates, and is recognised in
accordance with written agreements with suppliers.
This income involves a significant number of agreements
and its recognition requires limited judgement or
estimation by management in determining the amount
that the Group is entitled to. Our focus was therefore on
assessing whether a written agreement for the marketing
and advertising funding existed, whether the relevant
marketing or advertising had taken place and whether the
income recognised was recorded in the appropriate period.

Commercial income − volume based rebates
Volume based rebates are driven by the Group achieving
purchase volume targets set by individual suppliers for
specific products over a pre-determined period. There is
therefore judgement involved in estimating the volume of
purchases, particularly where rebate agreements span a
financial period-end. In order to narrow this judgement,
management endeavours to structure agreements to
coincide with the Group’s financial period-end, thereby
reducing or eliminating the degree of estimation.
In instances where the rebate agreement does not fully
coincide with the period-end the key judgement that we
focused on was the estimate of commercial income to be
accrued at the period-end.

Promotional funding
Promotional funding covers in-store promotions which are
partially funded by suppliers. Funding is automatically
recognised as goods are sold. The degree of judgement is
limited because the amount receivable is wholly based on
sales volumes achieved, multiplied by rates agreed with
each supplier up-front. Our focus was therefore on whether
a written agreement for the promotional funding existed,
whether the relevant promotion had taken place, and
whether the funding recognised was recorded in the
appropriate period.

Our credit note testing focused on credit notes raised after the period-end in 
order to identify any instances of commercial income or promotional funding 
being subsequently reversed. We did not identify any exceptions from this work.

We tested the recoverability of invoiced commercial income and promotional 
funding (unsettled balances included within trade debtors in note 5.3 to the 
financial statements and where the Group does not have the right of offset 
against trade creditors). We assessed the ageing of both outstanding commercial 
income and promotional funding debtors together with understanding the 
details of any disputes, and obtained explanations from management to assess 
whether any provisions were appropriate. No exceptions were noted.

Disclosures
We read the disclosures within the Annual Report in respect of commercial 
income and promotional funding and, based on our work, determined that 
they are consistent with accounting standards and the recent guidance on 
the reporting of complex supplier arrangements issued by the Financial 
Reporting Council.

Impairment of Property, Plant and Equipment

Refer to note 3.1 (Accounting policies), page 75
(Critical accounting estimates and judgements) and
note 3.3 (Tangible assets).
At 1 February 2015 management assessed the Group’s
property, plant and equipment for an indication of
impairment. The UK grocery retail market continues to
evolve rapidly, with customers’ purchasing habits adapting
to include convenience store and online offerings, and this
has adversely impacted the market values of traditional
supermarket freehold stores. As such, the Group has faced
an environment where market values for retail space
have declined.

We obtained, understood and evaluated management’s impairment models.

Our audit procedures included a detailed evaluation of the Group’s budgeting
procedures (upon which forecasts are based) and an assessment of the principles
of management’s discounted cash flow models. We tested the mathematical
accuracy of the calculations derived from each forecast model and assessed key
inputs in the calculations such as revenue growth and discount rate, by reference
to management’s forecasts, data external to the Group and our own expertise.
We focused on these key assumptions because small subjective changes can
have a material impact on the value in use assessment and any resultant
impairment charge. We found, based on our audit work, that the key
assumptions used by management were supportable and appropriate
in light of the current environment.

Independent auditors’ report to the members of
Wm Morrison Supermarkets PLC continued
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Relationships with 
suppliers
The way that a company interacts with its supply chain 
is often identified as being a source of competitive 
advantage. However, it is also an area in which the level 
and nature of disclosure made in annual reports are 
variable in quality and depth.

Morrisons consider that relationships with suppliers 
are an important element of their business model. 
Through the Lab, Morrisons wanted to understand 
investors’ views on supplier relationships in general and 
specifically on how they report.

To set the context for consideration of Morrisons’ 
disclosures, the Lab asked investors their opinion on 
the overall importance of supplier relationships and 
quality of disclosures across the supermarket sector.

The value of relationships
There is a high-level recognition from investors that 
the relationships between companies and suppliers 
are fundamentally important to a company’s ability to 
prosper and its licence to operate. 

One investor identifies supplier relationships as the 
key driver of competitive advantage for those in the 
retail sector, through pricing and access to innovative 
products. They view it as a long-term driver of 
sustainable growth and core to a company’s business 
model. They consider that a longer-term holistic 
relationship between a company and its suppliers 
improves the quality and innovation of products on offer, 
which ultimately is in the best interest of customers and 
shareholders.

Quick read Background and focus Commercial income Relationships with suppliers Annual reporting process Participants and process

Lab case study report l WM Morrison Supermarkets PLC – Supplier relationships and emergent issues reporting 19
The value of disclosure
Investors express a mix of views on the value of 
supplier relationship disclosures. Some investors 
consider disclosures on supplier relationships as always 
useful. However, many investors do not value the 
current level of supplier relationship disclosures (either 
of Morrisons or the sector more widely) within the 
annual report.

Those who question the value of disclosure do so as 
a reflection of the complexity of relationships between 
a company and its suppliers. They consider that 
disclosures within the annual report could never be 
detailed enough to provide a full and comprehensive 
understanding. 

One investor notes that when companies (across the 
sector) discuss supplier relationships, it is in economic 
terms. It is often described as an opportunity to 
reduce costs, but this is not always in the interests of 
shareholders in the long-run. They feel that there is an 
opportunity for companies to reframe the discussion by 
providing a clearer link (from the discussion of supplier 
relationships) to other parts of the Annual Report and 
Accounts (AR) such as strategy, business model, and 
key risks.

Other sources of information 
There is a feeling from many investors that much of 
the most valuable information about relationships 
comes not from disclosures in the AR but from other 
information sources (e.g. company and supplier visits 
by analysts). However, disclosures in the AR are viewed 
as corroborating of those other sources of information 
and therefore have a confirmatory value.

 “Identifying a standard set of information, well 
it is difficult because supplier relationships are 
qualitative… supplier relationships are just one 
measure of how a business behaves.”

Investor

Importance of supplier relationships in 
Business model disclosures
In the 2006 revision to the Companies Act the 
requirement to include a description of an entity’s 
strategy, objectives and business model was 
introduced. The Lab published a project to identify 
good practice in business model reporting. Some 
of the findings are relevant to the consideration of 
disclosure of relationships with suppliers.
Investors want to understand what a business 
does and how it does it. Central to this is being 
able to identify and articulate the nature of key 
relationships and dependencies. For many 
retailers the relationships with suppliers is a crucial 
foundation of the business and in some cases a 
competitive advantage.
Investors also want to understand how 
relationships and other aspects of the business 
actually drive value. Value for investors ultimately 
means financial value. While they understand 
that companies have a wider concept of ‘value’ 
(including wider purpose and value to society as a 
whole) they consider the best disclosures link this 
wider definition explicitly to the ongoing delivery of 
financial value.
The Business model reporting project report 
is available at: https://frc.org.uk/lab

https://frc.org.uk/lab 
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The Morrisons difference

Our business model

What we do differently

At Morrisons, we focus on fresh food. Our Market
Street departments, and particularly our butchers,
bakers, fishmongers and greengrocers are skilled
in a way no other supermarket in the UK can match,
and are passionate about what they do. They prepare
food the way our customers like it, and often to
individual customer specifications. That focus on
fresh food is present across the Group as well as in
our new online and convenience businesses.

Our focus on fresh is supported by our vertically
integrated ‘farm to fork’ business model. Unlike
any other major UK supermarket, we manufacture
more than half of the fresh food we sell ourselves,
operating our own abattoirs and food production
factories as well as our own farm for research and
development purposes. We also operate our own
distribution network.

What we do

• We are the second largest fresh food manufacturer in the UK.
• We own, operate and control a greater proportion of our fresh food supply 

chain than any other major grocery retailer in the UK.
• Every day we make more than half of the fresh food we sell in store and online.
• Our vertically integrated supply chain gives our customers assurance

over the provenance, quality and safety of our food.
• We buy direct from farmers and have the ability to process whole animals 

or crops, therefore we utilise more of what we buy with less wastage.
• We employ qualified butchers, bakers, fishmongers and greengrocers in store, 

allowing our customers to tailor quantities and cuts of meat and fish to suit
their preferences.

We make things

• We pride ourselves on buying as much fresh food in the UK as we can – 
100% of our Morrisons own brand fresh meat is British sourced, supporting 
British farmers.

• We work with our suppliers through the Morrisons farming programme 
to ensure British farming remains competitive and sustainable.

• We are committed to sustainable supply chains through purchasing 
our products ethically.

• We have made our supply chain shorter by dealing direct with
more of our suppliers.

• We insist on high manufacturing standards from our suppliers 
to ensure the integrity and quality of our products.

And we buy things

Then we
move them
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pipeline, will ensure a balanced slate for all senior 
promotion and hiring decisions, and adopt a standard, 
externally verified assessment process so that our 
talent is assessed on an unbiased basis.

Our suppliers 
Our love of food means we search the globe to source 
the best quality produce for our customers. We have 
worked hard to shorten the supply chain to ensure our 
food reaches our shelves in the freshest possible 
condition. For example we are currently making a 
major investment in our fish processing facility at 
Grimsby which will enable us to further extend 
product shelf life by 24 hours. 

However we also never forget we are British. 100% 
of our Morrisons branded fresh beef, lamb, pork, 
chicken, milk and eggs, and many of our fresh fruit 
and vegetables, are sourced in the UK. As a leading 
fresh food manufacturer and a major British retailer 
we work with local farmers to create shorter, more 
efficient supply chains. This ensures greater control 
over supply chain traceability, quantity and quality, 
and reduces risk. Buying British also reduces food 
miles, adds to the national economy, strengthens 
agricultural industries and supports our 
rural communities.

British farming and its long term viability is essential 
to our business. To help ensure it remains competitive 
we run our own farming programme, investing £2m 
into the research and development of sustainable 
British farming. 

Whilst the produce we supply must be right for 
customers today, we must also do this in a way which 
protects the supply for future generations. We work 
closely with our suppliers to encourage and promote 
responsible practices throughout the supply chain 
helping to ensure sustainable supply. 

We actively listen to our suppliers and we are a 
participant in the Advantage survey, a comprehensive 
and independent survey of over 400 suppliers’ views 
on the status of their relationship with major grocery 
retailers in the UK. We take actions based on 
supplier feedback.

We continue to focus on simplifying our payment 
processes and have successfully launched a 
competitive supply chain financing option during 
the year. We are pleased with the take-up which has 
exceeded our expectations.

Our M Partner scheme, which was introduced in 
2013, continues to develop. We have partnered with 
more than 20 of our largest suppliers. We are working 
with them to improve our customer proposition 
through shared insight, maximising the efficiency 
in our supply chains and promoting more regular 
dialogue at all levels of our respective organisations.

Above: 
Our farming programme
We run our own farming programme 
investing £2m into the research 
and development of sustainable 
British farming. 

We also understand the importance of relationships, 
for smaller suppliers, where we have focused on 
having simpler, clearer processes. We are working 
on sharing corporate and events calendars, and the 
enhanced promotional opportunities through our 
ground breaking Match & More scheme, to enable 
more efficient and productive arrangements 
with suppliers.

We work with our trading partners to ensure mutual 
commercial growth and responsible and fair trading 
terms, and in accordance with the applicable 
regulations including the Grocery Supply Code 
of Practice.

The Groceries Supply Code of Practice
The Groceries Supply Code of Practice (GSCOP) 
(the ‘Code’) applies to all grocery retailers with an 
annual turnover in excess of £1bn. Essentially the 
Code creates certain specific rights and obligations 
that regulate our trading relationship with suppliers.

We actively engage with the relevant regulatory 
bodies, the Office of the Groceries Code Adjudicator 
(GCA) and the Competition & Markets Authority 
(CMA), to build best practice in relation to the Code. 
Over the course of the year we provided information 
for both the GCA and CMA on a range of areas 
of interest across the sector including contract 
formation, deliveries into our depots, forecasting 
and supplier charges.

Alongside other retailers, we agreed with the GCA 
to create a new reciprocal policy on profit recovery 
charges to help address industry-wide concerns over 
historic claims for income made by retailers and 
suppliers. This was positively received by the GCA 
and promoted at the GCA’s first annual conference 
in June 2014.

Specifically related to Morrisons, the GCA requested 
details for charges requested of suppliers who were 
offered multi-channel sales in stores, online and 
convenience. The GCA published a case study on the 
review which, in relation to the substantive issue of 
multi-channel participation, concluded that Morrisons 
was not in breach of the Code (Part 9). 

We undertook an enhanced annual training 
programme for all supplier-facing colleagues. This 
involved a bespoke face to face presentation for all 
buyers and relevant trading colleagues and a follow 
up e-learning module. We also undertook a further 
detailed review of relevant processes utilising our 
Internal Audit team. Actions were identified for 
continued process improvement including the 
establishment of an additional compliance and 
monitoring function within the trading division.

Enquiries from suppliers on Code related matters 
were dealt with in accordance with the regulations. 
Any matter not resolved directly is escalated to the 
relevant Category Director and, if requested, to our 

Relationships
Our colleagues and partners continued
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British farming 

We work  
with the farming  

community to 
champion British 
primary sourcing

British farming and its long term viability is essential to our business. The industry needs
to offer good quality products but also be competitive, affordable, profitable and sustainable. 
Rising input costs, difficult weather patterns and pressure from producers abroad are all 
challenging British farmers. 

What we are doing
Buying 100% British We continue to lead the market through our commitment to buying  
British meat. All our own brand fresh meat sold in our stores remains 100% British on fresh  
beef, lamb, pork and chicken.
Research and development At Morrisons Farm at Dumfries House, Scotland we look at ways 
of making UK livestock production more sustainable and resilient, working with the farming 
community and industry experts. Details on our farming programme and activity from the year 
can be found at www.morrisons-farming.com 
Securing British food supply Our Future Food Supply Steering Group comprises of senior level 
representation from all relevant business areas including agriculture, manufacturing, trading, 
corporate responsibility and brand and provided oversight and direction to a variety of farming 
research projects this year. The Group identified the key challenges to affordable and sustainable 
UK supply across all major proteins, focusing on the future raw material supply strategy for each 
key protein over the next five to ten years. 

Who we are working with
Royal Agricultural University (RAU) We’re creating up to five postgraduate internships for 
RAU students across the food supply chain, providing opportunities for students to obtain 
experience across a range of activities within Morrisons farming programme, including work 
experience, teaching opportunities and project work. The RAU’s food development kitchen  
will also provide expertise to our trainee butchers, bakers and fishmongers on craft skills.

What we achieved
Continued  

research and  
development at  

the Morrisons Farm

RAU partnership 
established

What’s next
• We will continue to work with our farming suppliers and the RAU to deliver  

our projects to make British farming sustainable.
• We will establish an industry-leading dedicated ‘meat eating quality’ assessment 

capability within our processing facilities to further improve the taste and texture  
of our meat products for customers.

Business in the Community’s  
Rural Action Award winner
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Beef 

We won Business 
in the Community’s 

Rural Action  
Award for our 
commitment to 

sustainable British  
beef farming

Beef is major product category for us and one over which we can exercise relatively more control, 
as a result of our direct sourcing model. Through our active supply chain groups, we are keen 
to increase the competitiveness, sustainability and efficiency of UK beef farming, popularizing 
British breeds. This supports our commitment to keep British affordable for our customers. 

What we are doing
Buying 100% British All of the fresh beef we sell is British and our processing of beef at our 
manufacturing sites were close to record levels in 2014/15. We purchased 156,000 cattle, a 6.7% 
increase on the previous year. 
Selling traditional beef This range supports native British breeds of cattle such as the Beef 
Shorthorn. Previously only available on the butcher’s counter, the range has now been converted
to a pre-pack format using new technology available at our Winsford manufacturing facility. 
This extends the shelf-life and versatility of the product. Sales of traditional beef have achieved 
almost 200% year-on-year growth. The Shorthorn, once a protected rare breed, is one of the 
fastest growing breeds of cattle in the UK and now safely off the breeds at risk register.
Producing yearling beef Yearling beef continues to be an important supply chain innovation 
for us, with numbers increasing year-on-year. We’ve communicated the benefits to suppliers 
and expanded the number of cattle breeds eligible for cattle farmers to make the scheme 
more flexible. 

Who we are working with
Innovate UK Morrisons is part of a consortia awarded funding by Innovate UK, as part of the 
UK Government’s Agri-Tech Strategy. One of the new technological tools developed under this 
programme is called Beef Monitor uses Visual Image Analysis as an on-farm tool for assessing 
the readiness of beef cattle for slaughter and also as a predictor of meat yield. This non-intrusive 
technology uses images captured by cameras mounted within the cattle shed to carcass score 
the cattle passing underneath. 
Farmers We’re working with an auction house to help selected farmers apply for finance to help 
with the cost of purchasing cattle. The scheme has been trialled with a small group of farmers 
and 1,500 cattle were financed during the year. 

What we achieved

6.7%
increase on British  

beef purchased  
compared to 2013

Over

2,000
farmers subscribed  

to our mobile  
farming app

What’s next
• Expand cattle finance programme during 2015/16.
• Expand our mobile farming app, which enables Morrisons suppliers to access

herd data on the move and link into live cattle movement data.
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Morrisons’ approach to disclosure
Morrisons’ approach to disclosure of relationships with 
suppliers in 2014/15 was similar to most of 
the food retail industry. They provided a high-level 
description of the overall approach to relationships in 
the annual report. The Annual Report disclosures were 

supplemented by additional case studies focusing on 
how relationships operate in practice, within a separate 
sustainability report.

Investors considered the detail and balance of supplier 
disclosure in the AR ‘were about right’ and felt that the 
Corporate Social Responsibility report would be the 
preferred location for more detailed disclosure. 

Opportunities for enhancement
One investor considers (in their opinion) that Morrisons 
appeared to have a good quality relationship with 
suppliers and good controls over those relationships. 
They consider that this is a key differentiator for 
Morrisons and something which could be brought to the 
fore in supplier relationship disclosures. 

Other investors identify the uniqueness of the 
Morrisons business model: by having a relatively high 
level of own production and supply. They felt that this 
was an area that the company could highlight.

Disclosure from the Annual Report and CSR report 2014/15

The Annual Report notes 
the importance of supplier 
relationships, identifying them 
as a key input into the business 
model

The Annual Report gives some further, high level detail 
regarding supplier and relationships as well as details on 
compliance with the groceries supply code of practice.

The Corporate Responsibility Report 
provides further details via case 
studies.
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Fresh • From field to fork in hours
Controlling food provenance, safety and quality.
Getting food onto our shelves fresher and faster.

• Prepared by us
Making more fresh food than any
other supermarket.

• Consistently excellent
Delivering our fresh-focused customer
experience in stores and online.

• Monitoring to our standards
Through our Ethical Trading Code
and Manufacturing Standard.

Value • Passing savings on to the customer
Our vertical integration model allows us to take
cost out of the supply chain to pass on to customers.

• Honest, clear pricing
Transparent promotions and clear shelf edge
pricing are complemented by our Match &
More guarantee.

• Quality
If a customer is not 100% satisfied, neither are we.
We offer refunds and replacements on products
prepared by us.

• Reducing our waste
Buying whole animals and crops direct from
farmers and processing through our own
operations eliminates needless waste.

Service • Friendly customer service
Our warm customer service provides enhanced
perception, engagement and loyalty.

• Skilled colleagues
Our in-store skilled colleagues tailor portion
sizes to suit customers’ personal preferences.

• Availability
In store, our operation allows us to react quickly
and efficiently to customer needs, catering for
local demand.

Direct control over our vertically integrated supply
chain is a clear competitive advantage. It helps us to
better manage materials and resources, allows us to
minimise waste and costs, and makes it easier to react
swiftly to changing customer demands. In addition,
it gives us confidence in the provenance and safety
of our products. The Elliott report into the horsemeat
scandal highlighted that Morrisons stood out in its
supply chain integrity.

To further reassure customers of our commitment to
offering great value we have introduced our Match &
More card during the year. This means price is never a
reason for customers to shop elsewhere, and allows
customers to focus on what is different, and better,
about Morrisons.

How we are different

And sell them in
our stores and online

Above:
Fresh food
We focus on fresh food
across the Group as well
as in our new online and
convenience businesses
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other supermarket. 
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Buying whole animals and crops direct from
farmers and processing through our own
operations eliminates needless waste.

Service • Friendly customer service
Our warm customer service provides enhanced
perception, engagement and loyalty.

• Skilled colleagues
Our in-store skilled colleagues tailor portion
sizes to suit customers’ personal preferences.

• Availability
In store, our operation allows us to react quickly
and efficiently to customer needs, catering for
local demand.

Direct control over our vertically integrated supply
chain is a clear competitive advantage. It helps us to
better manage materials and resources, allows us to
minimise waste and costs, and makes it easier to react
swiftly to changing customer demands. In addition,
it gives us confidence in the provenance and safety
of our products. The Elliott report into the horsemeat
scandal highlighted that Morrisons stood out in its
supply chain integrity.

To further reassure customers of our commitment to
offering great value we have introduced our Match &
More card during the year. This means price is never a
reason for customers to shop elsewhere, and allows
customers to focus on what is different, and better,
about Morrisons.

How we are different

And sell them in
our stores and online

Above:
Fresh food
We focus on fresh food
across the Group as well
as in our new online and
convenience businesses
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HOW WE ARE DIFFERENT

Food maker
• We buy direct from farmers and fishermen, so we 

have more control over the provenance and quality 
of the food we sell.

• We own our fresh food factories.

• We prepare and make half of the fresh food we sell.

• Owning the supply chain means we get food onto 
the shelves faster and fresher.

• Customers trust us and our food because they see 
us making it in store.

• We have more butchers, bakers, fishmongers and 
other in-store skilled colleagues than anywhere else 
in UK food retail.

• Our skilled craftspeople can prepare what customers 
want, when they want it.

Shopkeeper
• Our ‘Fresh Look’ programme will upgrade the whole

estate by 2018/19.

• Every store has its own identity and can reflect
its own local neighbourhood and community.

• New and existing popular and useful services
will be tailored to the customers of each store.

• We are improving the ranges that our customers
want to buy, such as Free From, World Foods,
Food To Go, and Nutmeg clothing.

• We are working on shorter queues and better
availability and customers are beginning to notice
the difference.

• We have simpler display ends, clearer price points,
and fewer and more impactful promotions.

• Communication in-store is more consistent and
clearer for customers.

And sell them
in our stores or online

‘Fresh Look’ programme
complete by the end of

2018/19

We have improved the look, feel 
and maintenance of every store this year in our 

‘Back to Best’ programme

The whole estate will be upgraded through our 
‘Fresh Look’ programme by the end of 2018/19

We have recruited additional staff 
and rescheduled other colleagues to provide 

support at the busiest times of the day – reducing 
queues and improving service levels

We have introduced new self-service and express 
checkouts into all of our stores

Continued investment in sharper 
prices provides customers with a consistently 

great value for money offer

We have introduced simple display ends and 
fewer, more impactful promotions with clear 

in-store communication for customers

Over 50% of the UK population has access to our 
online offer, bringing great value, fresh food to 

those customers who prefer to shop online

We offer a range of popular and useful services 
in-store and aim to provide more for customers

Some investors feel that more measurable KPIs on 
relationships might be helpful but note that it is a difficult 
area for which to identify relevant KPIs. Quantitative 
disclosures such as ‘payment terms,’ ‘overall churn’ or 
‘duration of arrangements’ fail to communicate such a 
complex area.

Developing the story
For the 2015/16 Annual Report, Morrisons highlight 
their unique supply and production model as a key 
differentiator of the business. Changes include:

•  enhancing business model disclosure of the supply
approach; and

•  using more dynamic language to help show how
their ‘integrated’ model drives value for the company.

Comparison of 2014/15 and 2015/16 business model disclosures from the Morrisons’ Annual Reports

Links overall 
approach to 
outcomes for the 
company and its 
customers

Investors consider the enhanced disclosure is helpful 
as it serves to highlight the integrated supply business 
as being a key differentiator. Most consider the level of 
detail while limited is sufficient. 

2014/15 disclosure 2015/16 disclosure

Changes made
Morrisons has refocused the ‘how we are different’ 
component of their business model disclosure bringing 
a clearer understanding of how their more direct supply 
business makes them different. 

The language in the 2015/16 disclosure has also 
become more action orientated, by making the link 
between the overall approach to supply and how it 
translates into a positive outcome for the company.

The Lab’s recent Business model project (See 
box on page 19) identified that statistics in the 
business model can be helpful in highlighting 
relative importance of components of a companies 
business, especially as they evolve over time.



Appendix 1:
Annual reporting 
process
UK listed companies often have a similar process for 
the reporting of year-end financial results. Results are 
generally released via a press statement supported 
by a preliminary statement. Fuller disclosures are then 
often released some weeks later in the Annual Report. 
The timetable for a listed company is bounded by the 
requirement that the Annual Report must be released 
within four months of the year end. 

The significant gap between the preliminary statement 
and the full Annual Report is often identified by investors 
as impacting the usefulness of the Annual Report as 
much of the analysis has already been completed by 
investors before the Annual Report is released.

During this case study, we noted that Morrisons 
operated a non-traditional model for the Annual Report. 
Morrisons release their results in the traditional press 
release and preliminary statement. However, they 
also release the primary financial statements including 
supporting notes as a PDF on the day of the press 
notice. The company has done this for a number of 
years as they consider it adds to transparent reporting.

This approach is not common, and as such the Lab 
sought the views of investors on this.
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Investor views 
Overall feedback from investors on the approach was 
very positive. There was a universal commendation for 
the release of the primary statements and notes PDF on 
the results day. Many consider that it creates a positive 
perception of the company’s processes. Some investors 
consider that it adds to their confidence in the company. 

Some analysts believe that it improves the utility of the 
financial statements because they can use complete 
information for their analysis and models, which they 
consider must lead to overall cleaner estimates and 
analysis. 

Some investors also consider that the approach 
Morrisons adopted would benefit from being more 
widely adopted. They consider that early release was 
an example of good governance and transparency as it 
allows analysts and investors to raise questions during 
the results window when company’s management are 
more readily available. 

Other investors feel that while helpful to have the 
Annual Report and Accounts released on the 
results day, it was not crucial.
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Note
2016 

£m
2015 

£m

Revenue 1.2 16,122 16,816

Cost of sales (15,505) (16,055)

Gross profit 617 761

Other operating income 72 78

Profit on disposal and exit of properties and sale of businesses 1.4, 4.5 97 135

Administrative expenses (472) (1,670)

Operating profit/(loss) 1.6 314 (696)

Finance costs 6.2 (112) (105)

Finance income 6.2 13 7

Share of profit of joint venture (net of tax) 4.2 2 2

Profit/(loss) before taxation 217 (792)

Analysed as:

Underlying profit before tax 242 345

Adjustments for:

Impairment and provision for onerous contracts 1.4 (87) (1,273)

Profit/loss on disposal and exit of properties 1.4 131 131

44 (1,142)

Pension scheme set-up costs 1.4, 8.7 (35) –

(Loss)/profit on disposal of businesses 1.4, 4.5 (34) 4

Net pension interest income 1.4, 8.2 – 1

217 (792)

Taxation 2.2 5 31

Profit/(loss) for the period attributable to the owners of the Company 222 (761)

Other comprehensive income/(expense)

Items that will not be reclassified to profit or loss:

Remeasurement of defined benefit pension schemes 8.2 236 (31)

Tax on defined benefit pension schemes 2.3 (47) 6

189 (25)

Items that may be reclassified subsequently to profit or loss:

Cash flow hedging movement 16 (9)

Tax on cash flow hedging movement 2.3 (4) 2

Exchange differences on translation of foreign operations 1 –

13 (7)

Other comprehensive income/(expense) for the period, net of tax 202 (32)

Total comprehensive income /(expense) for the period attributable to the owners of the Company 424 (793)

Earnings per share (pence) 

– basic 1.5 9.51 (32.63)

– diluted 1.5 9.47 (32.63)

Consolidated statement of comprehensive income
52 weeks ended 31 January 2016
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On results day Morrisons release the 
preliminary statement alongside a PDF of 
the primary statements and notes.

The statements are clearly numbered with reference 
to their location in the full Annual Report.

When the full Annual Report is released 
investors know they have already seen the 
financial statement pages.



Participants and 
process
A key requirement to ensure a successful case study 
is to obtain participation from a company that has or is 
improving reporting clarity or conciseness, and to obtain 
support from the investors in the company.

Involvement of investors
The Lab held interviews (face-to-face and via 
telephone) with a number of investors on this project. 
The interviews took place between October 2015 
and September 2016. In total the Lab spoke to 12 
individuals from 8 institutions all of whom were  
UK based.

Institutions taking part included Shore Stockbrokers 
Limited, Macquarie Capital (Europe) Ltd and 
Moody’s Investors Service. 

We thank all those who took part for their time.

Project process
A meeting was held with the Company to understand 
the motivation for the enhanced commercial income 
disclosure and the process the Company undertook. 

A list of questions to ask investors was then developed 
and sent to the institutional investors together with 
relevant extracts of Morrisons’ Annual Reports, in 
advance of each investor interview.

The term ‘investors’ is used in this case study report 
as shorthand to refer to the investment community 
participants in this case study, which includes a range  
of individuals in their capacity as investors or their role 
in analyst organisations.
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The investors do not represent a statistical sample 
and results cannot be extrapolated to reflect views of a 
wider population. 

The individual views described are not necessarily 
supported by all participants. 

The reporting suggestions provided in this report should 
be considered by companies in the context of their 
circumstances and audience for reporting.



Lab project reports
The Lab’s project reports provide practical suggestions 
on reporting from our work with the corporate and 
investment communities. 

Each of the following suggests reporting that is focused 
on meeting the needs of the investment community for 
consideration by companies.

Thematic:
Digital Present

Towards Clear & Concise Reporting 

Disclosure of dividends – policy and practice

Governance:
Reporting of Audit Committees 

A single figure for remuneration

Reporting of pay and performance 

Financial Reporting:
  Accounting Policies and integration of related 

financial information

Business Model Reporting

Debt terms and maturity tables 

Net debt reconciliations 

Operating and investing cash flows 

Presentation of market risks disclosures 

Clear & Concise Case Studies:
 William Hill plc – accounting policies

Reports and information about the 
Lab can be found at:
https://www.frc.org.uk/Lab

Follow us on Twitter @FRCnews or 

The Financial Reporting Council (FRC) is the UK’s independent 
regulator responsible for promoting high quality corporate  
governance and reporting to foster investment. The FRC sets the  
UK Corporate Governance and Stewardship Codes and UK standards 
for accounting and actuarial work; monitors and takes action to 
promote the quality of corporate reporting; and operates independent 
enforcement arrangements for accountants and actuaries. As the 
Competent Authority for audit in the UK the FRC sets auditing and 
ethical standards and monitors and enforces audit quality.

The FRC does not accept any liability to any party for any loss, 
damage or costs howsoever arising, whether directly or indirectly, 
whether in contract, tort or otherwise from any action or decision 
taken (or not taken) as a result of any person relying on or otherwise 
using this document or arising from any omission from it.
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