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Better 
CommuniCation – Let’s do it

he International Accounting Standards Board 
(IASB) develops its five year work plan based on 
the feedbacks and consultations with the global 
constituents. In November 2016, IASB published 
its five year work plan (for the period from 2017 
to 2021).

The feedback received by IASB indicated widely shared 
concerns of the stakeholders about the communication 
effectiveness of current financial reportings, and consequent 
need of projects aimed to improve the existing standards 
and enhancement of the communicative value of the 
financial reporting. IASB acknowledged that valuable 
information is often hidden by ‘boiler-plate’ disclosures 
and financial information is often poorly presented. 
Therefore, making it difficult and time-consuming 
for investors to identify the most useful information 
from amongst all the information that is disclosed. 

In consideration of these widely shared concerns IASB has 
formulated a theme of ‘Better Communication’ to set its 
projects for the next 5 years. These projects will focus on 
how financial information is presented and grouped together 
with the aim of enhancing presentation and disclosure.

Under the better communication theme IASB has initiated various 
projects and as part of this the IFRS Foundation published a case 
study report “Better Communication in Financial Reporting”. 

This case study report contains real-life examples of financial 
statements showing how companies from different parts of 
the world have improved communication in their financial 
statements prepared in accordance with IFRS Standards. 

Why share the case studies
The case study report aims to demonstrate how 
improvements can be made and to inspire other entities to 
initiate their own improvement projects.

As explained in the report by describing a few companies’ 
journeys towards improving the way they communicate 
information in their financial statements, the report shows 
that communicating information more effectively is feasible 
when applying IFRS Standards. The companies’ experiences 
demonstrate that relatively small changes can significantly 
enhance the usefulness of their financial statements.

The report seeks to inspire other companies to improve 
communication in their own financial statements. Most 
companies featured in this report found it at first challenging 
to start making improvements. However, once they 
completed their first tentative steps, these companies found 
making improvements much easier.

area of focus
IASB has identified following three major concerns about 
information in financial statements, collectively termed as 
‘Disclosure Problem”.

Although these three concerns are interrelated, the focus of published case studies is on the third one—the need to 
communicate information effectively.

Not enough relevant 
information

Too much irrelevant 
information

Ineffectively 
communicated 

information 
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Benefits of Better communication
As noted by IASB Chairman, effective communication of information in financial statements can contribute to better 
investment decisions and a lower cost of capital for companies.

companies included in the case study report 
Brief profiles of the companies included for case study purposes is as under:

hoW they did it
Through the case study report it has been demonstrated that the financial statements are easier to read and understand 
because the companies identified which information is relevant to their investors, prioritized it appropriately and presented it 
in a clear and simple manner. In some cases, this resulted in companies including additional information that was considered 
useful for investors and, in other cases, removing information that was immaterial. 

For the companies included in the report, the following factors were key to making the improvements in communication 
possible:

• Senior management support- senior management supported the changes in communication;
• Engagement with the investors - companies engaged with their investors to identify and understand their information needs;
• Multi-disciplinary team - departments across the companies participated in the process; and
• Involvement of other stakeholders - the companies’ auditors, regulators and national standard-setters supported the   
 process and were willing to discuss the proposed changes.

Companies featured in the report have taken different approaches to making changes in the way they communicate in their 
financial statements. Some companies made dramatic changes during a single reporting period. Other companies have been 
improving the way they communicate information for a few years. What is important though is that these companies have 
committed to making continuous improvements in the financial reportings within the context of existing IFRS Standards.

company name

Fonterra Co-operative 
Group Limited

Incorporated in NewZeland Operates in the international dairy 
industry, with sales to more than 
100 countries

Listed on the Australian Securities 
Exchange

Operations span a retail division with 
businesses in supermarkets, home 
improvement, office supplies and 
department stores, and an industrial 
division with businesses in chemicals, 
energy and fertilisers, industrial and 
safety products, and coal

Wesfarmers Limited

Canadian company listed on the 
Toronto and New York Stock 
Exchanges

Manufactures fertiliser and associated 
chemical and mineral products

PotashCorp 

Listed on the London Stock 
Exchange and forms part of the 
FTSE 100 Index

An integrated producer broadcaster 
that creates, owns and distributes 
content on multiple platforms

ITV plc 

French multinational, listed on 
the Paris Stock Exchange and New 
York Stock Exchange

Provides telecommunication and data 
services to customers in 29 countries

Orange S.A. 

Listed on the NASDAQ OMX 
Copenhagen Stock Exchange and 
OMX Copenhagen 20 Index

An international jewellery 
manufacturer and retailer with 
products sold in more than 100 
countries

Pandora A/S 

incorporation & listing Business



The Institute of Chartered Accountants of Pakistan Technical Services Department

3

extracts from the report 
The IFRS foundation published report “Better Communication in Financial Reporting” can be accessed at: 
http://www.ifrs.org/-/media/project/disclosure-initative/better-communication-making-disclosures-more-meaningful.pdf?
However, few extracts from the report have been reproduced here under:

Restructuring the notes - To enhance the way in which the company communicated information in its financial 
statements, the companies determined which key themes were most important and relevant to stakeholders. Using those 
themes, the company reordered disclosures and grouped related notes under the following sections

company: Westfarmers limited (page 16 of the case study report)

16   |   Better Communication in Financial Reporting | October 2017

The team also added a section called ‘About this report’ immediately after the primary financial statements.2  In this 
section, Wesfarmers explained the basis of preparation of its consolidated financial statements, identified where 
information about key judgements and estimates could be found (see excerpt below) and described how information 
in the notes was organised.

2   The Discussion Paper Disclosure Initiative—Principles of Disclosure suggests using the term ‘primary financial statements’ for the following statements: 
financial position, financial performance, changes in equity and cash flows.

Simple and direct

Better linked

Case study 2—Wesfarmers Limited continued

Better organised

Better linked

Entity-specific
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Wesfarmers Limited (referred to as ‘Wesfarmers’) is a for-profit 
company limited by shares incorporated and domiciled in Australia 
whose shares are publicly traded on the Australian Securities 
Exchange. The nature of the operations and principal activities of 
Wesfarmers and its subsidiaries (referred to as ‘the Group’) are 
described in the segment information.

The consolidated general purpose financial report of the 
Group for the year ended 30 June 2016 was authorised for 
issue in accordance with a resolution of the directors on 
21 September 2016. The Directors have the power to amend and 
reissue the financial report. 

The financial report is a general purpose financial report which:

 – has been prepared in accordance with the requirements of the 
Corporations Act 2001, Australian Accounting Standards and 
other authoritative pronouncements of the Australian Accounting 
Standards Board (AASB) and International Financial Reporting 
Standards (IFRS) as issued by the International Accounting 
Standards Board (IASB);

 – has been prepared on a historical cost basis, except for 
investments held by associates and certain financial instruments 
which have been measured at fair value. The carrying values of 
recognised assets and liabilities that are the hedged items in fair 
value hedge relationships, which are otherwise carried at amortised 
cost, are adjusted to record changes in the fair values attributable 
to the risks that are being hedged;

 – is presented in Australian dollars with all values rounded to the 
nearest million dollars ($’000,000) unless otherwise stated, in 
accordance with ASIC Corporations (Rounding in Financial/
Directors’ Reports) Instrument 2016/191;

 – presents reclassified comparative information where required for 
consistency with the current year’s presentation;

 – adopts all new and amended Accounting Standards and 
Interpretations issued by the AASB that are relevant to the 
Group and effective for reporting periods beginning on or before 
1 July 2015. Refer to note 27 for further details; and

 – equity accounts for associates listed at note 18.

The consolidated financial statements comprise the financial 
statements of the Group. A list of controlled entities (subsidiaries) at 
year end is contained in note 19.

The financial statements of subsidiaries are prepared for the 
same reporting period as the parent company, using consistent 
accounting policies. Adjustments are made to bring into line any 
dissimilar accounting policies that may exist.

In preparing the consolidated financial statements, all inter-company 
balances and transactions, income and expenses and profits and 
losses resulting from intra-Group transactions have been eliminated. 
Subsidiaries are consolidated from the date on which control is 
obtained to the date on which control is disposed. The acquisition 
of subsidiaries is accounted for using the acquisition method of 
accounting. 

Foreign currency 

The functional currencies of overseas subsidiaries are listed in 
note 19. As at the reporting date, the assets and liabilities of 
overseas subsidiaries are translated into Australian dollars at the 
rate of exchange ruling at the balance sheet date and the income 
statements are translated at the average exchange rates for the 
year. The exchange differences arising on the retranslation are taken 
directly to a separate component of equity.

Transactions in foreign currencies are initially recorded in the 
functional currency at the exchange rates ruling at the date of 
the transaction. Monetary assets and liabilities denominated in 
foreign currencies are translated at the rate of exchange ruling 
at the balance sheet date. Exchange differences arising from the 
application of these procedures are taken to the income statement, 
with the exception of differences on foreign currency borrowings 
that provide a hedge against a net investment in a foreign entity, 
which are taken directly to equity until the disposal of the net 
investment and are then recognised in the income statement. Tax 
charges and credits attributable to exchange differences on those 
borrowings are also recognised in equity.

Other accounting policies

Significant and other accounting policies that summarise the 
measurement basis used and are relevant to an understanding of 
the financial statements are provided throughout the notes to the 
financial statements.

About this report Basis of consolidation

Key judgements and estimates

In the process of applying the Group’s accounting policies, 
management has made a number of judgements and 
applied estimates of future events. Judgements and estimates which 
are material to the financial report are found in the following notes:

Page

96 Note 1 Income

98 Note 3 Tax expense

100 Note 6 Inventories

101 Note 7 Property, plant and equipment

102 Note 8 Goodwill and intangible assets

103 Note 9 Provisions

118 Note 17 Impairment of non-financial assets

120 Note 18 Associates and joint arrangements

125 Note 21 Commitments and contingencies
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company: itV plc (page 29 of the case study report)
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Making significant changes to the structure and content of the notes to bring further clarity 
to the information disclosed 

To assist stakeholders in navigating the company’s financial statements, each section of notes is introduced by a brief 
paragraph about the nature of the transactions and balances dealt with in that section.  ITV signposts this paragraph 
with the label ‘In this section’.  Following this paragraph, under the title ‘Keeping it simple’, ITV provides further 
description of the nature of the transactions and the applicable accounting in a clear and simplified manner.  This 
narrative also includes any relevant changes to the accounting during the reporting period.

Simple and direct

Entity-specific

Better organised

Better linked

Entity-specific
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Notes to the Financial Statements
Section 3: Operating Assets and Liabilities

In this section This section shows the assets used to generate the Group’s trading 
performance and the liabilities incurred as a result. On the following pages 
there are notes covering working capital, non-current assets and liabilities, 
acquisitions and disposals, provisions and pensions.

Liabilities relating to the Group’s financing activities are addressed in 
Section 4. Deferred tax assets and liabilities are shown in note 2.3.

 

Keeping it 
simple

Working capital represents the assets and liabilities the Group generates through 
its trading activity. The Group therefore defines working capital as distribution 
rights, programme rights and production costs, trade and other receivables and 
trade and other payables.

Careful management of working capital ensures that the Group can meet its 
trading and financing obligations within its ordinary operating cycle. 

Working capital is a driver of the profit to cash conversion, a key performance 
indicator for the Group. The Group’s target profit to cash ratio on a rolling three 
year basis is at least 90%. For those subsidiaries acquired during the year, working 
capital at the date of acquisition is excluded from the profit to cash calculation so 
that only subsequent working capital movements in the period owned by ITV are 
reflected in this metric.

In the following section you will find further information regarding working 
capital management and analysis of the elements of working capital.

3.1.1 Distribution rights
Accounting policies
Distribution rights are programme rights the Group buys from producers to derive future revenue, 
principally through licensing to broadcasters. These are classified as non-current assets as these rights 
are used to derive long-term economic benefit for the Group.

Distribution rights are recognised initially at cost and charged through operating costs in the income 
statement over a maximum five year period that is dependent on either cumulative sales and programme 
genre, or based on forecast future sales. Advances paid for the acquisition of distribution rights are 
disclosed as distribution rights as soon as they are contracted. These advances are not expensed until 
the programme is available for distribution. Up to that point they are assessed annually for impairment 
through the reassessment of the future sales expected to be earned from that title. 

The net book value of distribution rights at the year end are as follows:

2015
£m

2014
£m

Distribution rights 29 13

The movement during the year comprises additions of £43 million (2014: £21 million) and amounts charged 
to the income statement of £27 million (2014: £18 million).

3.1  
Working 
capital Financial Statem

ents

ITV plc Annual Report and Accounts 2015 117

 Financial Statements

Financial Statements

In this section The financial statements have been presented in a style that attempts to make them less 
complex and more relevant to shareholders. We have grouped the note disclosures into five 
sections: ‘Basis of Preparation’, ‘Results for the Year’, ‘Operating Assets and Liabilities’, ‘Capital 
Structure and Financing Costs’ and ‘Other Notes’. Each section sets out the accounting policies 
applied in producing the relevant notes, along with details of any key judgements and estimates 
used. The purpose of this format is to provide readers with a clearer understanding of what drives 
financial performance of the Group. The aim of the text in boxes is to provide commentary on  
each section, or note, in plain English.

Keeping it 
simple

Notes to the financial statements provide information required by statute, accounting standards  
or Listing Rules to explain a particular feature of the financial statements. The notes which follow  
will also provide explanations and additional disclosure to assist readers’ understanding and 
interpretation of the Annual Report and the financial statements.
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Making significant changes to the structure and content of the notes to bring further clarity 
to the information disclosed 

To assist stakeholders in navigating the company’s financial statements, each section of notes is introduced by a brief 
paragraph about the nature of the transactions and balances dealt with in that section.  ITV signposts this paragraph 
with the label ‘In this section’.  Following this paragraph, under the title ‘Keeping it simple’, ITV provides further 
description of the nature of the transactions and the applicable accounting in a clear and simplified manner.  This 
narrative also includes any relevant changes to the accounting during the reporting period.
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Entity-specific

Better organised
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Entity-specific
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Keeping it 
simple

Working capital represents the assets and liabilities the Group generates through 
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Working capital is a driver of the profit to cash conversion, a key performance 
indicator for the Group. The Group’s target profit to cash ratio on a rolling three 
year basis is at least 90%. For those subsidiaries acquired during the year, working 
capital at the date of acquisition is excluded from the profit to cash calculation so 
that only subsequent working capital movements in the period owned by ITV are 
reflected in this metric.

In the following section you will find further information regarding working 
capital management and analysis of the elements of working capital.

3.1.1 Distribution rights
Accounting policies
Distribution rights are programme rights the Group buys from producers to derive future revenue, 
principally through licensing to broadcasters. These are classified as non-current assets as these rights 
are used to derive long-term economic benefit for the Group.

Distribution rights are recognised initially at cost and charged through operating costs in the income 
statement over a maximum five year period that is dependent on either cumulative sales and programme 
genre, or based on forecast future sales. Advances paid for the acquisition of distribution rights are 
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through the reassessment of the future sales expected to be earned from that title. 

The net book value of distribution rights at the year end are as follows:

2015
£m

2014
£m

Distribution rights 29 13

The movement during the year comprises additions of £43 million (2014: £21 million) and amounts charged 
to the income statement of £27 million (2014: £18 million).
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Communicating relevant information in a concise and clear way - This involved rearrangement, redrafting and 
relocation of information in the financial statements.

company: Westfarmers limited (page 17 & 19 of the case study report)
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This section also included information about the most important transactions during the reporting period in order to 
give them greater prominence in the financial statements.
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NOTES TO THE FINANCIAL STATEMENTS: ABOUT THIS REPORT
FOR THE YEAR ENDED 30 JUNE 2016

The notes to the financial statements

The notes include information which is required to understand the 
financial statements and is material and relevant to the operations, 
financial position and performance of the Group. Information is 
considered material and relevant if, for example:

 – the amount in question is significant because of its size or nature;
 – it is important for understanding the results of the Group;
 – it helps to explain the impact of significant changes in the Group’s 

business – for example, acquisitions and impairment writedowns; 
or

 – it relates to an aspect of the Group’s operations that is important to 
its future performance.

The notes are organised into the following sections:

 – Key numbers: provides a breakdown of individual line items in the 
financial statements that the directors consider most relevant and 
summarises the accounting policies, judgements and estimates 
relevant to understanding these line items;

Significant items in the current reporting period

Funding activities
Borrowings - Proceeds

During February 2016, Wesfarmers established three-year bank 
facilities totalling £515 million and £115 million of one-year facilities 
(totalling £630 million or A$1,135 million) to fund the acquisition and 
provide working capital to Homebase Limited. 

In June 2016, Wesfarmers established A$500 million of new 
three-year bank facilities. Other bank facilities held with Wesfarmers’ 
relationship banks that matured during the financial year were 
renewed and extended for periods ranging from one year to three 
years, in line with original facility tenors. 

Borrowings - Repayments

In July 2015, EURO medium term notes totalling €500 million 
(A$756 million) matured. In May 2016, US144A bonds totalling 
US$650 million (A$604 million)  matured. These were repaid using 
existing facilities and cash balances. 

For further details refer to note 14 for the Group’s debt profile.

 – Capital: provides information about the capital management 
practices of the Group and shareholder returns for the year;

 – Risk: discusses the Group’s exposure to various financial risks, 
explains how these affect the Group’s financial position and 
performance and what the Group does to manage these risks;

 – Group structure: explains aspects of the group structure and how 
changes have affected the financial position and performance of 
the Group;

 – Unrecognised items: provides information about items that are 
not recognised in the financial statements but could potentially 
have a significant impact on the Group’s financial position and 
performance; and

 – Other: provides information on items which require disclosure to 
comply with Australian Accounting Standards and other regulatory 
pronouncements. However, these are not considered critical in 
understanding the financial performance or position of the Group.

Acquisition
Home Improvement: on 27 February 2016, Wesfarmers’ acquisition 
of the Homebase business for £340 million (A$665 million) was 
completed. Homebase is the second largest home improvement 
and garden retailer in the United Kingdom (UK) and Republic 
of Ireland.  The Homebase acquisition delivers an established 
and scalable platform with stores that are the right size for the 
UK market and a low-cost operating model. Homebase will be 
reinvigorated to build a new Bunnings-branded business over three 
to five years.  Refer to note 20 for further details on the acquisition.

Impairments
Target: impairments to the carrying value of Target of $1,266 million 
($1,249 million after-tax) were recorded during FY2016. The 
decrease in Target’s recoverable amount largely reflects its current 
trading performance, short-term outlook and changes in its strategic 
plan. The impairments were recorded as writedowns of Target’s 
share of goodwill arising on the acquisition of the Coles Group, as 
well as selected individual assets based in stores.

Curragh: an impairment to the carrying value of Curragh of 
$850 million ($595 million after-tax) was recorded during FY2016. 
The decrease in the recoverable amount reflects the difficult industry 
environment where the global coal supply has proven to be more 
resilient than generally expected. This mainly reflects a slower 
forecast recovery in long-term export coal prices and higher volatility 
(including in exchange rates). The impairment was recorded as a 
writedown of the depreciable and amortisable assets of Curragh. 

For further details on impairment refer to note 17.

Better organised

Communicating relevant information in a concise and clear manner

The team believes that a series of small changes made throughout the financial statements, highlighting relevant 
matters and communicating them clearly and concisely, has made a huge impact overall.  The following paragraphs 
describe some of these changes.

The team relocated information about the significant accounting policies, judgements and estimates into the relevant 
notes.  The following excerpts from the inventories note illustrate these changes:
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10: Inventories CONSOLIDATED

2013 2012
$m $m

103 92 
27 39 

4,917 4,875 
5,047 5,006 

Raw materials 
Work in progress 
Finished goods 
Total inventories at the lower of cost and net realisable value

Inventories recognised as an expense for the year ended 30 June 2013 totalled $42,218 million (2012: $40,987 million).

11: Investments backing insurance contracts, reinsurance and other recoveries

The following disclosures relate to the general insurance companies that comprise the Insurance division: 
CONSOLIDATED

2013 2012
$m $m

Current
15 -  

1,018 1,152 
283 538 

1,316 1,690 

182 -  
175 193 
357 193 

Investments backing insurance contracts – corporate bonds
Investments backing insurance contracts – term deposits
Reinsurance and other recoveries

Non-current
Investments backing insurance contracts - corporate bonds
Reinsurance and other recoveries

Investments backing insurance contracts
Investments backing insurance contracts are all financial assets at fair value through profit or loss.

Reinsurance and other recoveries
The division reinsures a portion of risks underwritten to control exposure to insurance losses, reduce volatility and protect capital. The division’s 
strategy in respect of the selection, approval and monitoring of reinsurance arrangements is addressed by the following protocols:

 – treaty or facultative reinsurance is placed in accordance with the requirements of the division’s reinsurance management strategy;

 – reinsurance arrangements are regularly reassessed to determine their effectiveness based on current exposures, historical losses and 
potential future losses based on the division’s maximum event retention; and

 – exposure to reinsurance counterparties and the credit quality of those counterparties is actively monitored.

The reinsurance counterparty risk is managed with reference to an analysis of an entity’s credit rating. Strict controls are maintained over 
reinsurance counterparty exposures. Reinsurance is placed with counterparties that have a strong credit rating. Credit risk exposures are 
calculated regularly and ratings are reviewed by management on a regular basis.

The following table provides information about the quality of the division’s credit risk exposure in respect of reinsurance recoveries 
on outstanding claims at the balance date. The analysis classifies the assets according to Standard & Poor’s counterparty credit ratings.  
AAA is the highest possible rating.

CREDIT RATING

AA A BBB Not rated Total
$m $m $m $m $m

YEAR ENDED 30 JUNE 2013
 192  118  13  3  326 

 15  13  1  -  29 
 207  131  14  3  355 

 355  229  -  4  588 
 37  37  -  -  74 

 392  266  -  4  662 

Reinsurance recoveries on outstanding claims
Amounts due from reinsurers on paid claims

YEAR ENDED 30 JUNE 2012
Reinsurance recoveries on outstanding claims
Amounts due from reinsurers on paid claims

The remaining reinsurance and other recoveries relate to third party insurance recoveries. Remaining reinsurance and other recoveries are both 
current and non-current, and are not impaired.

Entity-specific

Better linked

Before
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Recognition and measurement 

Trade receivables, finance advances, loans and other debtors are all 
classified as financial assets held at amortised cost. 

Trade receivables
Trade receivables generally have terms of up to 30 days. They 
are recognised initially at fair value and subsequently at amortised 
cost using the effective interest method, less an allowance for 
impairment.

Customers who wish to trade on credit terms are subject to 
extensive credit verification procedures. Receivable balances are 
monitored on an ongoing basis and the Group’s exposure to bad 
debts is not significant. With respect to trade receivables that 
are neither impaired nor past due, there are no indications as of 
the reporting date that the debtors will not meet their payment 
obligations.

Finance advances and loans
Finance advances and loans consist of non-derivative financial 
assets with fixed or determinable payments that are not quoted 
in an active market. They are measured at amortised cost. A 
risk assessment process is used for new loan and credit card 
applications, which ranges from conducting credit assessments 
to relying on the assessments of financial risk provided by credit 
insurers. Ageing analysis of advances and loans past due is 
reviewed on an ongoing basis to measure and manage emerging 
credit risks to the Group. Any balances that are neither impaired nor 
past due are expected to be fully recoverable. Please refer to note 
15(d) for further details on credit quality, credit risk assessment and 
management. 

Impairment of trade receivables, finance advances and 
loans
Collectability and impairment are assessed on an ongoing basis at 
a divisional level. Impairment is recognised in the income statement 
when there is objective evidence that the Group will not be able 
to collect the debts. Financial difficulties of the debtor, probability 
that the debtor will enter bankruptcy or financial reorganisation 
and default or delinquency in payments are considered objective 
evidence of impairment. The amount of the impairment loss is 
the receivable carrying amount compared to the present value of 
estimated future cash flows, discounted at the original effective 
interest rate. Cash flows relating to short-term receivables are not 
discounted if the effect of discounting is immaterial. Debts that 
are known to be uncollectable are written off when identified. If an 
impairment allowance has been recognised for a debt that then 
becomes uncollectable, the debt is written off against the allowance 
account. If an amount is subsequently recovered, it is credited 
against profit or loss.

Other debtors

These amounts generally arise from transactions outside the usual 
operating activities of the Group. They do not contain impaired 
assets and are not past due. Based on the credit history, it is 
expected that these other balances will be received when due.

CONSOLIDATED

2016 2015

$m $m

92 112 

18 55 

6,150 5,330 

6,260 5,497 

Raw materials

Work in progress

Finished goods

Inventories recognised as an expense for the year ended 
30 June 2016 totalled $48,182 million (2015: $45,682 million).

Recognition and measurement

Inventories are valued at the lower of cost and net realisable value. 
The net realisable value of inventories is the estimated selling price 
in the ordinary course of business less estimated costs to sell.

Costs incurred in bringing each product to its present location and 
condition are accounted for as follows:

 – Raw materials: purchase cost on a weighted average basis.

 – Manufactured finished goods and work in progress: cost of direct 
materials and labour and a proportion of manufacturing overheads 
based on normal operating capacity, but excluding borrowing 
costs. Work in progress also includes run-of-mine coal stocks for 
Resources, consisting of production costs of drilling, blasting and 
overburden removal.

 – Retail and wholesale merchandise finished goods: purchase cost on 
a weighted average basis, after deducting any settlement discounts, 
supplier rebates and including logistics expenses incurred in bringing 
the inventories to their present location and condition.

Volume-related supplier rebates, and supplier promotional rebates 
where they exceed spend on promotional activities, are accounted 
for as a reduction in the cost of inventory and recognised in the 
income statement when the inventory is sold. 

Key estimate: net realisable value

The key assumptions, which require the use of management 
judgement, are the variables affecting costs recognised in 
bringing the inventory to their location and condition for sale, 
estimated costs to sell and the expected selling price. These 
key assumptions are reviewed at least annually. The total 
expense relating to inventory writedowns during the year 
was $50 million (2015: $46 million). Any reasonably possible 
change in the estimate is unlikely to have a material impact. 

5. Receivables (continued) 6. Inventories

Key estimate: supplier rebates

The recognition of supplier rebates in the income statement 
requires management to estimate both the volume of 
purchases that will be made during a period of time and 
the related product that was sold and remains in inventory 
at reporting date. Management’s estimates are based on 
existing and forecast inventory turnover levels and sales. 
Reasonably possible changes in these estimates are unlikely 
to have a material impact.
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Recognition and measurement 

Trade receivables, finance advances, loans and other debtors are all 
classified as financial assets held at amortised cost. 

Trade receivables
Trade receivables generally have terms of up to 30 days. They 
are recognised initially at fair value and subsequently at amortised 
cost using the effective interest method, less an allowance for 
impairment.

Customers who wish to trade on credit terms are subject to 
extensive credit verification procedures. Receivable balances are 
monitored on an ongoing basis and the Group’s exposure to bad 
debts is not significant. With respect to trade receivables that 
are neither impaired nor past due, there are no indications as of 
the reporting date that the debtors will not meet their payment 
obligations.

Finance advances and loans
Finance advances and loans consist of non-derivative financial 
assets with fixed or determinable payments that are not quoted 
in an active market. They are measured at amortised cost. A 
risk assessment process is used for new loan and credit card 
applications, which ranges from conducting credit assessments 
to relying on the assessments of financial risk provided by credit 
insurers. Ageing analysis of advances and loans past due is 
reviewed on an ongoing basis to measure and manage emerging 
credit risks to the Group. Any balances that are neither impaired nor 
past due are expected to be fully recoverable. Please refer to note 
15(d) for further details on credit quality, credit risk assessment and 
management. 

Impairment of trade receivables, finance advances and 
loans
Collectability and impairment are assessed on an ongoing basis at 
a divisional level. Impairment is recognised in the income statement 
when there is objective evidence that the Group will not be able 
to collect the debts. Financial difficulties of the debtor, probability 
that the debtor will enter bankruptcy or financial reorganisation 
and default or delinquency in payments are considered objective 
evidence of impairment. The amount of the impairment loss is 
the receivable carrying amount compared to the present value of 
estimated future cash flows, discounted at the original effective 
interest rate. Cash flows relating to short-term receivables are not 
discounted if the effect of discounting is immaterial. Debts that 
are known to be uncollectable are written off when identified. If an 
impairment allowance has been recognised for a debt that then 
becomes uncollectable, the debt is written off against the allowance 
account. If an amount is subsequently recovered, it is credited 
against profit or loss.

Other debtors

These amounts generally arise from transactions outside the usual 
operating activities of the Group. They do not contain impaired 
assets and are not past due. Based on the credit history, it is 
expected that these other balances will be received when due.

CONSOLIDATED

2016 2015

$m $m

92 112 

18 55 

6,150 5,330 

6,260 5,497 

Raw materials

Work in progress

Finished goods

Inventories recognised as an expense for the year ended 
30 June 2016 totalled $48,182 million (2015: $45,682 million).

Recognition and measurement

Inventories are valued at the lower of cost and net realisable value. 
The net realisable value of inventories is the estimated selling price 
in the ordinary course of business less estimated costs to sell.

Costs incurred in bringing each product to its present location and 
condition are accounted for as follows:

 – Raw materials: purchase cost on a weighted average basis.

 – Manufactured finished goods and work in progress: cost of direct 
materials and labour and a proportion of manufacturing overheads 
based on normal operating capacity, but excluding borrowing 
costs. Work in progress also includes run-of-mine coal stocks for 
Resources, consisting of production costs of drilling, blasting and 
overburden removal.

 – Retail and wholesale merchandise finished goods: purchase cost on 
a weighted average basis, after deducting any settlement discounts, 
supplier rebates and including logistics expenses incurred in bringing 
the inventories to their present location and condition.

Volume-related supplier rebates, and supplier promotional rebates 
where they exceed spend on promotional activities, are accounted 
for as a reduction in the cost of inventory and recognised in the 
income statement when the inventory is sold. 

Key estimate: net realisable value

The key assumptions, which require the use of management 
judgement, are the variables affecting costs recognised in 
bringing the inventory to their location and condition for sale, 
estimated costs to sell and the expected selling price. These 
key assumptions are reviewed at least annually. The total 
expense relating to inventory writedowns during the year 
was $50 million (2015: $46 million). Any reasonably possible 
change in the estimate is unlikely to have a material impact. 

5. Receivables (continued) 6. Inventories

Key estimate: supplier rebates

The recognition of supplier rebates in the income statement 
requires management to estimate both the volume of 
purchases that will be made during a period of time and 
the related product that was sold and remains in inventory 
at reporting date. Management’s estimates are based on 
existing and forecast inventory turnover levels and sales. 
Reasonably possible changes in these estimates are unlikely 
to have a material impact.

After
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2: Summary of significant accounting policies 
(continued)

(ag) Insurance activities (continued)

Outwards reinsurance
Premium ceded to reinsurers is recognised as an expense in 
accordance with the pattern of reinsurance service received. 
Accordingly, a portion of outwards reinsurance premium is treated as a 
prepayment at balance date.

Outstanding claims liability
The liability for outstanding claims is measured as the central estimate 
of the present value of expected future claims payments plus a risk 
margin. The expected future payments include those in relation to 
claims reported but not yet paid; insurance claims incurred but not 
reported (IBNR); insurance claims incurred but not enough reported 
(IBNER); and estimated claims handling costs.

The expected future payments are discounted to present value using a 
risk-free rate.

A risk margin is applied to the central estimate, net of reinsurance 
and other recoveries, to reflect the inherent uncertainty in the central 
estimate. This risk margin increases the probability that the net liability 
is adequate to a minimum of 85 per cent.

Reinsurance and other recoveries receivable
Reinsurance and other recoveries on paid claims, reported claims not 
yet paid, IBNR and IBNER are recognised as revenue.

Amounts recoverable are assessed in a manner similar to the 
assessment of outstanding claims. Recoveries are measured as the 
present value of the expected future receipts, calculated on the same 
basis as the provision for outstanding claims.

Deferred acquisition costs
A portion of acquisition costs relating to unearned premiums is 
deferred in recognition that it represents a future benefit. Deferred 
acquisition costs are measured at the lower of cost and recoverable 
amount. Deferred acquisition costs are amortised systematically in 
accordance with the expected pattern of the incidence of risk under 
the general insurance contracts to which they relate.

Commissions paid in respect of premium funding activities are 
amortised over the expected life of the loan using the effective interest 
rate method. Commissions paid in respect of general insurance 
activities are capitalised as a deferred acquisition cost and are 
amortised systematically in accordance with the expected pattern of 
the incidence of risk under the general insurance contracts to which 
they relate.

Insurance investments
As part of its investment strategy, the Group actively manages its 
investment portfolio to ensure that investments mature in accordance 
with the expected pattern of future cash flows arising from general 
insurance liabilities.

The Group has determined that all bank bills, short-term deposits and 
trade receivables held by underwriting entities are held to back general 
insurance contracts. These assets have been valued at fair value 
through the income statement.

Fire brigade and other charges
A liability for fire brigade and other charges is recognised on business 
written to the balance date. Levies and charges payable are expensed 
on the same basis as the recognition of premium revenue, with the 
portion relating to unearned premium being recorded as a prepayment.

(ah) Earnings per share

Basic earnings per share
Basic earnings per share is calculated as net profit attributable to 
members of the parent, adjusted to exclude any costs of servicing 
equity (other than dividends) and preference share dividends, divided 
by the weighted average number of ordinary shares, adjusted for any 
bonus element.

Diluted earnings per share
Diluted earnings per share is calculated as net profit attributable to 
members of the parent, adjusted for:

 – costs of servicing equity (other than dividends) and preference 
share dividends;

 – the after-tax effect of dividends and interest associated with 
dilutive potential ordinary shares that have been recognised as 
expenses; and

 – other non-discretionary changes in revenues or expenses 
during the year that would result from the dilution of potential 
ordinary shares;

divided by the weighted average number of ordinary shares and 
dilutive potential ordinary shares, adjusted for any bonus element.

(ai) New and revised Accounting Standards and 
Interpretations

All new and amended Australian Accounting Standards and 
Interpretations mandatory as at 1 July 2012 to the Group have been 
adopted, including:

 – Amendments to AASB 1048 Interpretation of Standards

The Standard identifies the Australian interpretations and 
classifies them into two groups: those that correspond to an 
IASB interpretation and those that do not. Entities are required to 
apply each relevant Australian interpretation in preparing financial 
statements that are within the scope of the standard.

 – Amendments to AASB 2010-8 Amendments to Australian 
Accounting Standards - Deferred Tax: Recovery of Underlying 
Assets

These amendments address the determination of deferred tax 
on investment property measured at fair value and introduce a 
rebuttable presumption that deferred tax on investment property 
measured at fair value should be determined on the basis that the 
carrying amount will be recoverable through sale. The amendments 
also incorporate SIC-21 Income Taxes - Recovery of Revalued 
Non-Depreciable Assets into AASB 112.

 – AASB 2011-9 Amendments to Australian Accounting Standards – 
Presentation of Items of Other Comprehensive Income

This Standard requires entities to group items presented in other 
comprehensive income on the basis of whether they might be 
reclassified subsequently to profit or loss and those that will not.

Before

Wesfarmers redrafted the description of new and amended accounting standards using simpler language and 
formatting that helped investors understand their relevance to the company.  The following excerpts from the 2013 
and 2016 financial statements illustrate this change:

In addition to the changes above, the team also introduced the use of:

• symbols to refer to information placed in other parts of the financial statements, thus avoiding repetition; and 

• charts and other graphics to present data-intensive information more clearly.

Examples of these changes are shown below:
Free of duplication
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(a)  New and amended accounting standards and interpretations adopted from 1 July 2015

All new and amended Australian Accounting Standards and Interpretations mandatory as at 1 July 2015 to the Group have been adopted, 
including:

Reference Description

AASB 2015-5 Amendments to 
Australian Accounting Standards 
– Investment Entities: Applying the 
Consolidation Exception

This makes amendments to AASB 10 Consolidated Financial Statements, AASB 12 Disclosure of Interests in Other Entities and AASB 
128 Investments in Associates and Joint Ventures arising from the IASB’s narrow scope amendments associated with Investment 
Entities.

(b)  New and amended standards and interpretations issued but not yet effective 

The following standards, amendments to standards and interpretations are relevant to current operations. They are available for early 
adoption but have not been applied by the Group in this financial report. 

27. Other accounting policies 

Reference Description
Application of 
Standard

Application by 
Group

The effects of the following Standards are not expected to be material:

AASB 2014-3 Amendments to 
Australian Accounting Standards 
– Accounting for Acquisitions of 
Interests in Joint Operations

AASB 2014-3 amends AASB 11 Joint Arrangements to provide guidance on the accounting for 
acquisitions of interests in joint operations in which the activity constitutes a business.

1 January 2016 1 July 2016

AASB 2014-4 Clarification of 
Acceptable Methods of Depreciation 
and Amortisation

The IASB has clarified that the use of revenue-based methods to calculate the depreciation 
of an asset is not appropriate because revenue generated by an activity that includes the use 
of an asset generally reflects factors other than the consumption of the economic benefits 
embodied in the asset. The amendment also clarified that revenue is generally presumed to be 
an inappropriate basis for measuring the consumption of an intangible asset.

1 January 2016 1 July 2016

AASB 2014-7 Amendments to 
Australian Accounting Standards 
arising from AASB 9 (December 2014)

This Standard makes amendments to a number of Australian Accounting Standards as a result 
of AASB 9 Financial Instruments (December 2014).

1 January 2018 1 July 2018

AASB 2014-10 Amendments to 
Australian Accounting Standards 
– Sale or Contribution of Assets 
between an Investor and its 
Associate or Joint Venture

The amendments require:
 – a full gain or loss to be recognised when a transaction involves a business (whether it is 

housed in a subsidiary or not); and

 – a partial gain or loss to be recognised when a transaction involves assets that do not 
constitute a business, even if these assets are housed in a subsidiary.

1 January 2018 1 July 2018

AASB 2015-1 Amendments to 
Australian Accounting Standards – 
Annual Improvements to Australian 
Accounting Standards 2012–2014 
Cycle

The amendment makes changes to a number of accounting policies including the methods of 
disposal in AASB 5 Non-current Assets Held for Sale and Discontinued Operations, disclosure 
requirements in AASB 7 Financial Instruments: Disclosures and AASB 134 Interim Financial 
Reporting and clarification of discount rates utilised in AASB 119 Employee Benefits.

1 January 2016 1 July 2016

AASB 2015-2 Amendments to 
Australian Accounting Standards – 
Disclosure Initiative: Amendments to 
AASB 101

The Standard makes amendments to AASB 101 Presentation of Financial Statements arising 
from the IASB’s Disclosure Initiative project.

1 January 2016 1 July 2016

AASB 2016-1 Amendments to 
Australian Accounting Standards – 
Recognition of Deferred Tax Assets 
for Unrealised Losses

This Standard amends AASB 112 Income Taxes (July 2004)  and AASB 112 Income 
Taxes (August 2015) to clarify the requirements on recognition of deferred tax assets for 
unrealised losses on debt instruments measured at fair value.

1 January 2017 1 July 2017

AASB 2016-2 Amendments to 
Australian Accounting Standards – 
Disclosure Initiative: Amendments to 
AASB 107

This Standard amends AASB 107 Statement of Cash Flows (August 2015) to require entities 
preparing financial statements in accordance with Tier 1 reporting requirements to provide 
disclosures that enable users of financial statements to evaluate changes in liabilities arising from 
financing activities, including both changes arising from cash flows and non-cash changes.

1 January 2017 1 July 2017

IFRS 2 (Amendments) This Standard amends IFRS 2 Share-based Payment to clarify accounting for the effects 
of vesting and non-vesting conditions on the measurement of cash-settled share-based 
payments, transactions with a net settlement feature for withholding tax obligations and a 
modification to the terms and conditions that changes the classification of the transaction from 
cash-settled to equity-settled share-based payments.  

1 January 2018 1 July 2018

After
Simple and direct

Better formatted
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19. Subsidiaries (continued)

ENTITY

2016 2015

% % ENTITY

2016 2015

% %

Protex Healthcare (Aus) Pty Ltd 

PT Blackwoods Indonesia 

PT Greencap NAA Indonesia ~

Quickinstant Limited @ 

R & N Palmer Pty Ltd

Rapid Evacuation Training Services Pty Ltd 

Relationship Services Pty Ltd 

Retail Australia Consortium Pty Ltd

Retail Investments Pty Ltd 

Retail Ready Operations Australia Pty Ltd + 

Richardson & Richardson, Unipessoal, LDA @ 

Richmond Plaza Shopping Centre Pty Ltd  

Ruissellement Limited 

Sandfords Limited @ 

SBS Rural IAMA Pty Limited 

Scones Jam n Cream Pty Ltd

Sellers (SA) Pty Ltd

Share Nominees Limited

Sorcha Pty Ltd ~

Sotico Pty Ltd

Surry Hills Project Pty Ltd ~

Target Australia Pty Ltd +

Target Australia Sourcing (Shanghai) Co Ltd 
(formerly TGT Business Consulting Services  
(Shanghai) Co Ltd) # 

Target Australia Sourcing Limited (formerly TGT 
Sourcing Asia Limited) # 

Texas (NI) Limited @ 

Texas Homecare (Northern Ireland) Limited @ 

Texas Homecare Installation Services Limited @ 

Texas Homecare Limited @ 

Texas Installations Limited @ 

Texas Services Limited @ 

TGT Procurement Asia Limited # 

TGT Sourcing India Private Limited # 

The Builders Warehouse Group Pty Limited

The Franked Income Fund 

The Grape Management Pty Ltd +

The Westralian Farmers Limited +

The Workwear Group Holding Pty Ltd +

The Workwear Group Pty Ltd +

Theo’s Liquor Pty Ltd ~

Tickoth Pty Ltd 

Tooronga Holdings Pty Ltd 

Tooronga Shopping Centre Pty Ltd ~

TotalGuard Pty Limited ~

Trend Décor Limited @ 

Trimevac Pty Ltd 

Tyre and Auto Pty Ltd +

Tyremaster (Wholesale) Pty Ltd 

Tyremaster Pty Ltd  

Ucone Pty Ltd +

Universal Underwriting Services Pty Limited ~

Validus Group Pty Ltd 

Valley Investments Pty Ltd +

Vigil Underwriting Agencies Pty Ltd ~

Viking Direct Pty Limited 

W4K.World 4 Kids Pty Ltd 

Waratah Cove Pty Ltd

Wesfarmers Agribusiness Limited +

Wesfarmers Bengalla Limited + 

Wesfarmers Bengalla Management Pty Ltd @

Wesfarmers Bunnings Limited +

Wesfarmers Chemical US Holdings Corp 

Wesfarmers Chemicals, Energy & Fertilisers Limited +

Wesfarmers Coal Resources Pty Ltd +

Wesfarmers Curragh Pty Ltd +

Wesfarmers Emerging Ventures Pty Ltd

Wesfarmers Energy (Gas Sales) Limited +

Wesfarmers Energy (Industrial Gas) Pty Ltd

Wesfarmers Fertilizers Pty Ltd +

Wesfarmers Finance Holding Company Pty Ltd +

Wesfarmers Finance Pty Ltd +

Wesfarmers Gas Limited +

Wesfarmers Holdings Pty Ltd

Wesfarmers Industrial & Safety Holdings NZ Ltd # 

Wesfarmers Industrial & Safety NZ Limited # 

Wesfarmers Industrial and Safety Pty Ltd +

Wesfarmers Insurance Investments Pty Ltd +

Wesfarmers Investments Pty Ltd

Wesfarmers Kleenheat Gas Pty Ltd +

Wesfarmers LNG Pty Ltd +

Wesfarmers Loyalty Management Pty Ltd +

Wesfarmers LPG Pty Ltd +

Wesfarmers Oil & Gas Pty Ltd 

Wesfarmers Private Equity Pty Ltd

Wesfarmers Provident Fund Pty Ltd

Wesfarmers Railroad Holdings Pty Ltd 

Wesfarmers Resources Limited +

Wesfarmers Retail Holdings Pty Ltd +

Wesfarmers Retail Pty Ltd +

Wesfarmers Risk Management (Singapore) Pte Ltd –
Wesfarmers Risk Management Limited # 

Wesfarmers Securities Management Pty Ltd

Wesfarmers Sugar Company Pty Ltd 

Wesfarmers Superannuation Pty Ltd

Wesfarmers Transport Indonesia Pty Ltd 

Wesfarmers Transport Limited +

Weskem Pty Ltd 

Westralian Farmers Superphosphates Limited +

WEV Capital Investments Pty Ltd 

WFCL Investments Pty Ltd

WFPL Funding Co Pty Ltd +

WFPL No 2 Pty Ltd @

WFPL Security SPV Pty Ltd 

WFPL SPV Pty Ltd 

WIS Australia Pty Ltd  

WIS International Pty Ltd 

WIS Solutions Pty Ltd 

WIS Supply Chain Management (Shanghai) Co Ltd 

WPP Holdings Pty Ltd 

WWG Middle East Apparel Trading LLC 

XCC (Retail) Pty Ltd

Yakka Pty Limited  
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On 27 February 2016, Wesfarmers Limited acquired 100 per cent 
of Home Retail Group plc’s holding in Homebase for £340 million 
(A$665 million). Homebase is based in the United Kingdom (UK) and 
operates a home improvement and garden retail business in the UK 
and Republic of Ireland. The acquisition of Homebase delivers an 
established and scalable platform with stores that are the right size 
for the UK market and supports warehouse merchandising and a 
low-cost operating model, providing an opportunity for Wesfarmers 
to expand its Bunnings business into the UK market.  

At 30 June 2016, the acquisition accounting balances recognised 
are provisional due to ongoing work finalising valuations and tax 
related matters which may impact acquisition accounting entries. 
The provisional fair value of the identifiable assets acquired and 
liabilities assumed at the date of acquisition are:  

£m $m

Assets

Cash and cash equivalents 25 48

Trade and other receivables 52 102

Inventories 171 332

Prepayments 25 49

Property, plant and equipment 124 241

Intangible assets 28 54

Deferred tax assets 47 92

Total assets 472 918

Liabilities

Trade and other payables 322 625

Provisions 236 459

Other liabilities 30 56

Total liabilities 588 1,140

Provisional fair value of identifiable net 
liabilities (116) (222)

Goodwill arising on acquisition 481 935

Purchase consideration paid 365 713

Cash flow on acquisition

Purchase consideration paid 365 713

Less: net cash acquired (25) (48)

Net cash outflow 340 665

From the date of acquisition, the contribution from Homebase to the 
net profit after-tax of the Group was insignificant.

If the combination had taken place at the beginning of the period, 
the revenue from continuing operations for the Group would have 
been approximately $1,865 million higher. It is not practicable 
to determine the profit of the Group had the combination taken 
place at 1 July 2015, as the fair value of the identifiable assets 
and liabilities is not known at that date. Assuming that the same 
fair values detailed above applied at 1 July 2015, the profit for the 
Group would not have been materially different from that reported.

Direct costs relating to the acquisition totalling $19 million have 
been recognised in other expenses in the income statement for the 
year ended 30 June 2016. 

The provisional goodwill of $935 million is attributable to various 
factors including value of growth and synergy opportunities, store 
network and inseparable intangible assets. 

19. Subsidiaries (continued)                20.  Business combinations

Entity acquired/incorporated during the year. @

Entity dissolved/deregistered during the year. ~

Audited by firms of Ernst & Young International. #

Audited by other firms of accountants. <

An ASIC-approved Deed of Cross Guarantee has been 
entered into by Wesfarmers Limited and these entities. +

Refer note 24 for further details.

All subsidiaries are incorporated in Australia unless identified 
with one of the following symbols:

Bermuda

Botswana

Cayman Islands

China

Hong Kong

India

Indonesia

New Zealand

Portugal 

Republic of Ireland

Singapore –

United Arab Emirates

United Kingdom 

United States of America

All entities utilise the functional currency of the country 
of incorporation with the exception of Wesfarmers Risk 
Management Limited, which utilises the Australian dollar 
and KAS International Trading (Shanghai) Company Limited, 
PT Blackwoods Indonesia and Wesfarmers Oil & Gas Pty Ltd, 
which utilise the US dollar.
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2. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

method used to assess variability (that is created by risks the entity
is designed to create and pass along to its interest holders) when
applying the VIE standards. The “by-design” approach focuses on
the substance of the risks created over the form of the relationship.
The guidance may be applied to all entities (including newly created
entities) with which an enterprise first becomes involved, and to all
entities previously required to be analyzed under the VIE standards
when a reconsideration event has occurred, effective January 1,
2007, with early adoption encouraged. The implementation of this
guidance is not expected to have a material impact on the
company’s consolidated financial statements.

3. CHANGE IN ACCOUNTING POLICIES

IMPLICIT VARIABLE INTEREST 

In January 2006, the company adopted Emerging Issues Committee
Abstract No. 157, “Implicit Variable Interests Under AcG-15” (“EIC-
157”). EIC-157 addresses whether a company has an implicit
variable interest in a VIE or potential VIE when specific conditions
exist. An implicit variable interest acts the same as an explicit
variable interest except that it involves the absorbing and/or
receiving of variability indirectly from the entity (rather than directly).
The identification of an implicit variable interest is a matter of
judgment that depends on the relevant facts and circumstances.
The implementation of EIC-157 did not have a material impact on
the company’s consolidated financial statements.

CONDITIONAL ASSET RETIREMENT OBLIGATIONS

In April 2006, the company adopted Emerging Issues Committee
Abstract No. 159, “Conditional Asset Retirement Obligations”
(“EIC-159”). EIC-159 clarifies the accounting treatment for a legal
obligation to perform an asset retirement activity in which the
timing and/or method of settlement are conditional on a future
event that may or may not be within the control of the entity. Under
EIC-159, an entity is required to recognize a liability for the fair
value of a conditional asset retirement obligation if the fair value of
the liability can be reasonably estimated. The implementation of
EIC-159 did not have a material impact on the company’s
consolidated financial statements.

4. BUSINESS ACQUISITIONS 

2006 AND 2005

The company did not have any significant business acquisitions 
in 2006 or 2005.

2004

On December 21, 2004, the company acquired all the outstanding
shares of RAC Investments Ltd. (“RAC Investments”), an indirect
subsidiary of Israel Chemicals Ltd. (“ICL”), for $100.7, including
acquisition costs. RAC Investments is an investment holding company
which indirectly owns 19,200,242 Series A shares and 2,699,773
Series B shares in Sociedad Quimica y Minera de Chile S.A. (“SQM”).
RAC Investments’ earnings have been included in the consolidated
financial statements since the acquisition date.

The fair value of the net assets acquired at the date of acquisition was
$100.7, comprised of cash of $3.5 and an investment in SQM of $97.2.
No liabilities were assumed. Cash consideration paid was $97.2.

Prior to execution of the above-noted transaction, the company
(through a subsidiary) sold 8,500,000 Series A shares of SQM via
public auction on the Santiago Stock Exchange (the “Exchange”)
and 1,301,724 Series A shares in other Exchange transactions.
Proceeds on sale were $66.3, resulting in a non-taxable gain
recorded in other income of $34.4, net of selling costs (see Note 22).  

5. ACCOUNTS RECEIVABLE

2006 2005
Trade accounts – Canpotex $ 84.1 $ 71.6

– Other 329.3 343.0
Non-trade accounts 33.6 43.8

447.0 458.4
Less allowance for doubtful accounts (4.7) (5.1)

$ 442.3 $ 453.3

6. INVENTORIES

2006 2005
Finished product $ 237.1 $ 268.5
Intermediate products 98.5 94.9
Raw materials 62.4 59.9
Materials and supplies 103.3 99.2

$ 501.3 $ 522.5

7. PROPERTY, PLANT AND EQUIPMENT

2006
Accumulated

Depreciation and Net Book
Cost Amortization Value

Land and improvements $ 233.3 $ 51.9 $ 181.4
Buildings and improvements 547.9 206.4 341.5
Machinery and equipment 4,618.0 1,750.4 2,867.6
Mine development costs 200.4 65.1 135.3

$5,599.6 $2,073.8 $3,525.8

2005
Accumulated

Depreciation and Net Book
Cost Amortization Value

Land and improvements $ 224.4 $ 47.0 $ 177.4
Buildings and improvements 521.1 194.2 326.9
Machinery and equipment 4,280.7 1,622.8 2,657.9
Mine development costs 164.3 63.7 100.6

$ 5,190.5 $ 1,927.7 $ 3,262.8

Depreciation and amortization of property, plant and equipment
included in cost of goods sold and in selling and administrative 
expenses was $226.3 (2005 – $227.4; 2004 – $210.9). The net
carrying amount of property, plant and equipment not being
amortized at December 31, 2006 because it was under construction
or development was $381.6 (2005 – $332.8).

During the year, the company recorded an impairment charge of
$6.3 (2005 – $NIL; 2004 – $6.2) relating to certain assets. As at
December 31, 2006, the company determined that there were no
other triggering events requiring impairment analysis. Interest
capitalized to property, plant and equipment during the year was
$19.1 (2005 – $5.7; 2004 – $2.5).
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Before

Changes to the grouping of the notes had a positive knock-on effect—making each note 
clearer and more concise

PotashCorp changed not only the grouping of the notes but also their structure and content.  For example, at the 
beginning of each note, as shown in the excerpt below, the company now includes a brief introductory paragraph 
about the nature of transactions and applicable accounting policies relevant to the note. 

Simple and direct

In making these changes, the company relocated the descriptions about accounting policies, judgements and 
estimates, which were previously disclosed in a single note, to the relevant notes.  The company also incorporated 
clear signposting in each note to enable readers to distinguish between accounting policies, judgements, estimates 
and supporting information.

Better linked
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Note 17 Derivative Instruments

PotashCorp enters into contracts with other parties primarily to fix the price of natural gas used as feedstock in production and the exchange rate
for Canadian dollar transactions.

Accounting Policies Accounting Estimates and Judgments

Derivative financial instruments are used to lock in commodity prices, exchange rates and interest rates. Contracts to buy or sell a non-financial
item 1 are recognized at fair value on the consolidated statements of financial position where appropriate.

For designated and qualified cash flow hedges:

• the effective portion of the change in the fair value of the derivative is accumulated in OCI until the variability in cash flows being hedged is
recognized in net income in future accounting periods; and

• the ineffective portions of hedges are recorded in net income in the current period.

The change in fair value of derivative instruments, not designated or not qualified as hedges, is recorded in net income in the current period.

The company’s policy is not to use derivative instruments for trading or speculative purposes. The company may choose not to designate a
qualifying derivative instrument in an economic hedging relationship as an accounting hedge.

For natural gas derivative instruments designated as accounting hedges, the company formally documents:

• all relationships between hedging instruments and hedged items;

• its risk management objective and strategy for undertaking the hedge transaction; and

• the linkage of derivatives to specific assets and liabilities or to specific firm commitments or forecast transactions.

The company also assesses whether the natural gas derivatives used in hedging transactions are expected to be or were highly effective, both at
the hedge’s inception and on an ongoing basis, in offsetting changes in fair values of hedged items. Hedge effectiveness related to the
company’s natural gas hedges is assessed on a prospective and retrospective basis using regression analyses.

A hedging relationship is terminated if:

• the hedge ceases to be effective;

• the underlying asset or liability being hedged is derecognized; or

• the derivative instrument is no longer designated as a hedging instrument.

In such instances, the difference between the fair value and the accrued value of the hedging derivatives upon termination is deferred and
recognized in net income on the same basis that gains, losses, revenue and expenses of the previously hedged item are recognized. If a cash
flow hedging relationship is terminated because it is no longer probable that the anticipated transaction will occur, then the net gain or loss
accumulated in OCI is recognized in current period net income.

Uncertainties, estimates and use of judgment include the assessment
of contracts as derivative instruments and for embedded derivatives,
application of hedge accounting and valuation of derivatives at fair
value (discussed further in Note 29).

For derivatives or embedded derivatives, the most significant area
of judgment is whether the contract can be settled net, one of the
criteria in determining whether a contract for a non-financial asset is
considered a derivative and accounted for as such. Judgment is also
applied in determining whether an embedded derivative is closely
related to the host contract, in which case bifurcation and separate
accounting are not necessary.

The process to test effectiveness and meet stringent documentation
standards requires the application of judgment and estimation.

1 Can be settled net in cash or another financial instrument, or by exchanging financial instruments, as if the contracts were financial instruments (except contracts that were entered into
and continue to be held for the purpose of the receipt or delivery of a non-financial item in accordance with expected purchase, sale or usage requirements).
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Note 11 Receivables

Receivables represent amounts the company expects to collect from other parties. Trade receivables consist mainly of amounts owed to PotashCorp by its
customers, the largest individual customer being the related party, Canpotex.

Accounting Policies

Trade receivables are recognized initially at fair value and subsequently measured at amortized cost less provision for impairment of trade
accounts receivable. When a trade receivable is uncollectible, it is written off against the provision. Subsequent recoveries of amounts
previously written off are credited to the consolidated statements of income.

Supporting Information
2016 2015

Trade accounts – Canpotex (Note 28) $ 141 $ 148
– Other 292 327

Less provision for impairment of trade accounts receivable (6) (7)

427 468
Income taxes receivable (Note 8) 41 60
Margin deposits on derivative instruments 27 51
GST and VAT receivable 22 28
Other non-trade accounts 28 33

$ 545 $ 640

Accounting Estimates and Judgments

Determining when amounts are deemed uncollectible requires
judgment.
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Case study 4—ITV plc continued

Another change to the structure of the notes has been the relocation of the descriptions of the accounting policies, 
judgements and estimates to the relevant notes.  Before 2010, a summary of all accounting policies, judgements and 
estimates was disclosed at the beginning of the notes to the financial statements.  ITV says these changes have improved 
the flow and the understandability of the discussion in each note by providing more context to the numbers disclosed.

In addition, ITV has provided more detailed information about transactions, events and balances that are relevant to  
the understanding of the business.  For example, for its recent acquisitions, ITV started including more detailed 
information about the terms and conditions surrounding the acquisitions made during the reporting period, usually 
under the subheading ‘Key terms’.  Using a separate subheading, ‘acquisition accounting’, the company has provided 
details about how these acquisitions are accounted for as well as information to help the company’s stakeholders 
understand their effects on the financial statements.  The extracts below from the 2009 and 2016 financial statements 
illustrate these changes:

 ITV plc Report and accounts 2009 Notes to the accounts  
  
 106 

29 Acquisitions and disposals of businesses 
Acquisitions and disposals in 2009 

GMTV 
On 26 November 2009, the Group acquired the remaining 25% interest in the shares of GMTV Limited, the national breakfast time channel 3 
licensee, taking its total percentage of shareholding to 100%. The results of this entity have always been disclosed within the consolidated income 
statement of the Group at 100% with an adjustment made to reflect the previous non-controlling interest’s share. The impact of the acquisition of 
the remaining non-controlling interest is reflected in the consolidated statement of changes in equity. 

The fair value of the consideration paid is £23 million. The non-controlling interest reserve of £8 million was debited on acquisition with the excess 
of consideration over the identifiable net assets acquired of £15 million debited to retained losses in accordance with IAS 27.  

Friends Reunited 
In January 2009 the Group paid £50 million in respect of the final payment of the earn-out arrangement relating to the Friends Reunited acquisition 
undertaken in 2005 previously disclosed within other payables in note 19 of this report. 

Disposals 
The Group disposed of its 100% interest in Enable Media Limited on the 22 September 2009 for £nil cash consideration resulting in a loss on disposal 
of £6 million. The Group’s 63% interest in JFMG Limited was sold on 18 February 2009 for £1 million cash consideration resulting in a gain on disposal 
of £1 million.  

30 Called up share capital 
The Group’s share capital is the same as that of ITV plc. Details of this are given in note v in the ITV plc Company financial statements section  
of this annual report. 

Employees’ Benefit Trust 
The Group has investments in its own shares as a result of shares purchased by the ITV Employees’ Benefit Trust. As at 31 December 2009 the trust 
held the following shares: 

  2009   2008 

 
Number  

of shares 
Market value 

£m  
Number 
of shares 

Market value
£m 

ITV Employees’ Benefit Trust 3,528,761 2  4,144,550 2 

The nominal value of own shares held is £0.35 million (2008: £0.41 million). The shares will be held in trust until such time as they may be transferred  
to participants of the various Group share schemes. Rights to dividends have been waived by the ITV Employees’ Benefit Trust in respect of shares  
held which do not relate to restricted shares under the Deferred Share Award Plan. 

The total number of shares held by the trust at 31 December 2009 is 3,528,761 (2008: 4,144,550) ordinary shares representing 0.09%  
(2008: 0.11%) of ITV’s issued share capital. 

In accordance with the Trust Deed, the Trustees of the ITV Employees’ Benefit Trust have the power to exercise all voting rights in relation to any 
investment (including shares) held within that trust. During the year the following ordinary shares were purchased/(released) from the above trust to 
satisfy awards vesting under the Group’s share schemes as follows: 

Shares released from: 
Number of shares 

(released)/purchased 
Nominal value

£ Scheme 

ITV Employees’ Benefit Trust (8,175,476) (817,548) ITV Deferred Share Award Plan 
 (64,945) (6,495) Carlton Deferred Award Bonus Plan 
 (531,785) (53,179) Granada Commitment Scheme 
 (634,112) (63,411) ITV Employee Bonus Plan 
 8,790,529 879,053 Shares purchased 

Shares released under the ITV Employee Bonus Plan include 264,784 shares awarded to all employees in March 2009 and an additional 369,328 
shares awarded to all eligible employees in December 2009 as described on page 27. 

31 Contingent liabilities 
There has been a disagreement between the Group, STV Group plc and the two licence holding subsidiaries, STV Central and STV North, as to  
the amounts of money due and payable to the Group. A legal claim, based upon the balances outstanding at 30 April 2009, for approximately  
£38 million in respect of outstanding invoices, was filed on 22 September 2009 and Particulars of Claim were served on 24 September 2009.  

The Group recognises that certain amounts are due to STV and these and other amounts are the subject of a counterclaim served by STV on 13 
November 2009. Prior to the litigation, the Group and STV have come to an arrangement whereby amounts owed to each other will be set off, 
although until the current litigation is resolved, that amount cannot be accurately identified. For the period after 30 April 2009, the Group and STV 
have agreed to operate a monthly payment on account scheme so that the operations may continue effectively. 

In a separate action STV Central and STV North issued proceedings on 16 November 2009 against ITV Network and other Group companies in 
relation to the exploitation of new media rights in the UK. Through the proceedings STV Central and STV North seek an injunction to prevent the ITV 
Network from entering into any UK wide deals involving new media rights and seek declarations in relation to how the rights are owned and may be 
exploited. The Group rejects this claim and intends to defend it robustly. No provision has been made in these financial statements for this claim. 

On 24 February 2010, STV issued a letter alleging that the Group has acted with unfair prejudice against the interests of STV and that ITV 
Network is in breach of its fiduciary duties to STV. ITV Network rejects these allegations and will vigorously defend any claim that is brought. 

There are other contingent liabilities in respect of certain litigation and guarantees, and in respect of warranties given in connection with certain  
disposals of businesses.  
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Talpa Media B.V. acquisition accounting: 

Intangibles, being the value placed on formats, brands, customer contracts, non-compete arrangements and libraries, 

of £276 million (€382 million) were identified and goodwill was valued at £41 million (€57 million). Goodwill represents 

the value placed on the opportunity to diversify and grow the content and formats produced by the Group. The goodwill 

arising on acquisition is not expected to be deductible for tax purposes. Other fair value adjustments have been made  

to the opening balance sheet, though none of them are individually significant. 

Twofour Group 
On 24 June 2015 the Group acquired Boom Supervisory Limited, the holding company of Twofour Group.  

Key terms: 
The Group purchased 100% of the Twofour Group for a cash consideration of £55 million. Subsequently the sellers 

subscribed to 25% of the share capital of the acquiring company. Put and call options have been granted over this  

25% in Twofour Group; these options both being exercisable over the next three to five years. The transaction has  

been accounted for on an anticipated acquisition basis and a non-controlling interest has not been recognised. The 

maximum total consideration, including the initial payment, is £280 million (undiscounted). These payments are 

dependent on future performance of the business and linked to ongoing employment, therefore accounted for  

as expense. The Group considers these payments as capital in nature, and therefore expenses in relation to these 

payments are excluded from adjusted profits as exceptional items. 

Twofour Group acquisition accounting: 

Intangibles, being the value placed on formats, brands, customer contracts, non-compete arrangements and libraries, 

of £18 million were identified and goodwill was valued at £50 million. Goodwill represents the value placed on the 

opportunity to diversify and grow the content and formats produced by the Group. The goodwill arising on acquisition 

is not expected to be deductible for tax purposes. Other fair value adjustments have been made to the opening balance 

sheet, though none of them are individually significant. 

Other 2015 acquisitions 
The Group made initial payments totalling £15 million for two smaller acquisitions, Cats on the Roof Media Ltd and 

Mammoth Screen Ltd, with a view that these acquisitions will strengthen and complement ITV’s existing position as  

a producer for major television networks in the UK. The maximum additional consideration that the Group could pay is 

£66 million (undiscounted). Goodwill totalling £11 million arising on these acquisitions is not expected to be deductible  

for tax purposes. 
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Broadcast & Online 

The goodwill in this CGU arose as a result of the acquisition of broadcasting businesses since 1999, the largest of  

which was the merger of Carlton and Granada in 2004 to form ITV plc, which was treated as an acquisition of Carlton 

for accounting purposes. Broadcast & Online goodwill also includes the goodwill arising on acquisition of UTV Limited  

in February 2016. 

The main assumptions on which the forecast cash flow projections for this CGU are based include: the share of the 

television advertising market; share of commercial impacts; programme and other costs; and the pre-tax market 

discount rate. 

The key assumption in assessing the recoverable amount of Broadcast & Online goodwill is the size of the television 

advertising market. In forming its assumptions about the television advertising market, the Group has used a 

combination of long-term trends, industry forecasts and in-house estimates, which place greater emphasis on recent 

experience. No impairment was identified. Also as part of the impairment review, a sensitivity of up to -10% was applied 

to 2017 and -3% to 2018 with no subsequent recovery, again with no impairment identified. The Directors believe that 

currently no reasonably possible change in these assumptions would reduce the headroom in this CGU to zero. 

An impairment charge of £2,309 million was recognised in the Broadcast & Online CGU in 2008, as a result of the 

downturn in the short-term outlook for the advertising market. The advertising market has substantially improved 

since then however the impairment cannot be reversed. The impairment review set out above results in significant 

headroom in excess of the 2008 impairment amount.  

A pre-tax market discount rate of 10.4% (2015: 9.7%) has been used in discounting the projected cash flows. 

SDN 
Goodwill was recognised when the Group acquired SDN (the licence operator for DTT Multiplex A) in 2005. It represented  

the wider strategic benefits of the acquisition specific to the Group, principally the enhanced ability to promote Freeview  

as a platform, business relationships with the channels which are on Multiplex A and additional capacity available from 2010. 

The main assumptions on which the forecast cash flows are based are: income to be earned from medium-term contracts;  

the market price of available multiplex video streams; and the pre-tax market discount rate. These assumptions have been 

determined by using a combination of current contract terms, recent market transactions and in-house estimates of 

video stream availability and pricing. No impairment was identified.  

As part of the impairment review, sensitivity was applied to the main assumptions with no impairment identified  

(2017: -10% growth, 2018: 0% growth). The Directors believe that currently no reasonably possible change in the 

income and availability assumptions would reduce the headroom in this CGU to zero. 

A pre-tax market discount rate of 11.7% (2015: 11.5%) has been used in discounting the projected cash flows. 

ITV Studios 
The goodwill for ITV Studios has arisen as a result of the acquisition of production businesses since 1999. Significant 

balances were created from the acquisition by Granada of United News and Media’s production businesses in 2000 and 

the merger of Granada and Carlton in 2004 to form ITV plc. ITV Studios goodwill also includes all of the goodwill arising 

from recent acquisitions since 2012, with the largest acquisitions being Leftfield in 2014, followed by Talpa and Twofour 

Group in 2015.  

The key assumptions on which the forecast cash flows for the whole CGU were based include revenue (including 

international revenue and the ITV Studios share of ITV output, growth in commissions and hours produced),  

margins and the pre-tax market discount rate. These assumptions have been determined by using a combination  

of extrapolation of historical trends within the business, industry estimates and in-house estimates of growth rates  

in all markets. No impairment was identified.  

As part of the impairment review sensitivity was applied to the main assumptions with no impairment identified  

(2017: -10% growth, 2018: 0% growth). The Directors believe that currently no reasonably possible change in the 

income and availability assumptions would reduce the headroom in this CGU to zero. 

A pre-tax market discount rate of 11.6% (2015: 10.1%) has been used in discounting the projected cash flows. 

There have been no changes to the ITV Studios CGU in the year and the Directors consider that a single ITV Studios CGU 

continues to remain appropriate. 

  

 

 

3.4 
Acquisitions 

 Keeping  
it simple 

 

The following section outlines what the Group has acquired in the year.  

Most of the deals are structured so that a large part of the payment made to the 

sellers (‘consideration’) is determined based on future performance. This is done 

so that the Group can both align incentives for growth, while reducing risk so that 

total consideration reflects actual performance, not expected.  

IFRS accounting standards require some of this consideration to be included in 

the purchase price used in determining goodwill (‘contingent consideration’). 

Examples of contingent consideration include top-up payments and recoupable 

performance adjustments. Any remaining consideration is required to be recognised 

as a liability or expense outside of acquisition accounting (put option liabilities and 

employment-linked contingent payments known as ‘earnout’ payments). 

The Group considers the income statement impact of all consideration to be capital 

in nature and therefore excludes it from adjusted profit. Therefore, for each 

acquisition below, the distinction between the types of consideration has been 

explained in detail. 

Acquisitions 
During the period, the Group completed the acquisition of UTV Limited, which has been included in the results of the 

Broadcast & Online operating segment. The business fits with the strategy of strengthening the Group’s free-to-air 

business and enables it to run a more efficient network. The following section provides a summary of the acquisition. 

UTV Limited 
On 29 February 2016 the Group acquired a 100% controlling interest in UTV Limited which, together with its 100% 

subsidiary UTV Ireland Limited, owned the television assets of UTV Media plc. UTV is the market leading commercial 

broadcaster in Northern Ireland, broadcasting ITV content alongside high-quality local programming. The strategic 

rationale for the acquisition was to purchase the Northern Irish Channel 3 license. 

UTV Limited launched a new dedicated channel for the Republic of Ireland in 2015 via its subsidiary UTV Ireland Limited. 

Management concluded that the best prospect of delivering a strong and sustainable Irish broadcaster was to bring 

UTV Ireland under common ownership with TV3. ITV therefore sold the company to Virgin Media, owner of TV3 on  

30 November 2016, for consideration of €10million. Further details are included in note 2.5. 

Key terms: 
The Group purchased the businesses for a cash consideration of £100 million. 

UTV Limited acquisition accounting: 

Intangibles, being the value placed on brands and licences of £58 million were identified and goodwill was valued at  

£44 million. Goodwill represents the value placed on the opportunity to diversify and grow the business by the Group. 

The goodwill arising on acquisition is not expected to be deductible for tax purposes. Other fair value adjustments have 

been made to the opening balance sheet, though none of them are individually significant. 

Acquisitions in 2015 
In 2015 the Group made four acquisitions, all of which are included in the results of the ITV Studios operating segment. 

Talpa Media B.V. 
On 30 April 2015 the Group acquired a 100% controlling interest in Talpa Media B.V. and its subsidiaries.  

Key terms: 
Cash consideration of £362 million (€500 million) was paid at acquisition and the maximum total consideration for 

100% of the business, including the initial payment, was £796 million (€1,100 million, undiscounted). All future payments 

are performance based. 

The deal structure allows for a further £434 million (€600 million) payable after two, five and eight years, on the 

achievement of stretching performance targets for the business in the years following acquisition. For these amounts 

to be payable in the future, the deal requires the seller to remain with the business during the earnout period. Further,  

if the seller leaves within the first two years following acquisition, €150 million of the initial consideration would be 

refunded to ITV. While accounting standards determine that these payments are treated as an expense, even the  

€150 million refundable, the Group considers these payments as capital in nature, and therefore expenses in relation  

to these payments are excluded from adjusted profits as exceptional items. 
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Orange has also attempted to highlight relationships between information and avoid duplication by using 
cross-referencing.  The following excerpt from the 2016 financial statements illustrates this approach:

11.4 TDIRA

On March 3, 2003, under the terms of the settlement agreement that
ended business relations with Mobilcom, Orange SA issued perpetual
bonds redeemable for shares (“TDIRA”), with a nominal value of
14,100 euros reserved for members of the banking syndicate (the
“Bank tranche”) and for MobilCom’s equipment suppliers (the
“Supplier tranche”). The TDIRAs are listed on Euronext Paris. Their
issue was described in a securities note approved by the Commission
des Opérations de Bourse (French Securities Regulator, renamed
Autorité des marchés financiers (French Financial Markets Authority))
on February 24, 2003.

The TDIRAs are redeemable in new Orange SA shares, at any time at
the holders’ request or, under certain conditions as described in the
appropriate prospectus, at Orange SA’s initiative based on a ratio of
582.5561 shares to one TDIRA for the Bank tranche (i.e., conversion
price of 24.204 euros), as the initial ratio of 300 shares to one TDIRA
has been adjusted several times to protect bondholders’ rights, and
may be further adjusted under the terms and conditions set out in the
information memorandum.

Since January 1, 2010, the interest rate on the TDIRA has been the
three-month Euribor +2.5%.

Since the end of 2015, the Supplier tranche has been entirely redeemed.
Taking into account redemptions made since their issue, only 89,398
TDIRA of the Bank tranche remain outstanding at December 31, 2016,
for a total notion amount of 1,261 million euros.

In the consolidated statement of financial position, the TDIRAs are
subject to a split accounting between equity and liabilities with the
following breakdown at December 31, 2016:

– a liability component of 1,212 million euros;

– an equity component, before deferred taxes, of 303 million euros.

The difference between the total nominal amount of the TDIRA and the
sum of the “liability” and “equity” components therefore equals the
amortized cost adjustment on the liability component recognized since
inception.

Analysis of net financial debt by entity
                                                                                                                                                            December 31,   December 31,   December 31,

(in millions of euros)                                                                                                                                       2016                 2015                 2014

Orange SA                                                                                                                                          23,154               24,617              23,798
Orange Egypt (1)                                                                                                                                        309                   862                   919
Orange Espagne (2)                                                                                                                                   169                   511                   553
FT IMMO H                                                                                                                                              536                   496                   546
Médi Telecom                                                                                                                                           423                   436                        -
Securitization (Orange SA)                                                                                                                             -                        -                   494
Other                                                                                                                                                     (147)                 (370)                 (220)
Net financial debt                                                                                                                             24,444               26,552              26,090

(1) Change during 2016 mainly due to the devaluation of the Egyptian pound, currency in which Orange Egypt bank loans are denominated (please refer to Note 11.6).
(2) Change during 2016 mainly due to the reimbursement of financing obtained from European Investment Bank (please refer to Note 11.6).

Accounting policies

Cash and cash equivalents

The Group classifies investments as cash equivalent in the statement of financial position and statement of cash flows when they comply with
the conditions of IAS 7 (see cash management detailed in Note 12.3 and 12.5):

– held in order to face short-term cash commitments; and

– short term and highly liquid assets at acquisition date, readily convertible into known amount of cash and not exposed to any material
risk of change in value.

Bonds, loans and loans from multilateral lending institutions

The Group does not account for financial liabilities at fair value through profit or loss other than a 25 million euro loan and, if any, commitment
to purchase non-controlling interests.

Borrowings are recognized upon origination at the present value of the sums to be paid and subsequently measured at amortized cost
using the effective interest rate method. Transaction costs that are directly attributable to the acquisition or issue of the financial liability
are deducted from the liability’s carrying value. The costs are subsequently amortized over the life of the debt, using the effective interest
rate method.

Some financial liabilities at amortized cost, mainly borrowings, are subject to hedging. This relates mostly to fixed rate borrowings hedged
against changes in value relating to fluctuations in interest rates and currency (fair value hedge) and to foreign currency borrowings hedged
against the exposure of their future cash flows to foreign exchange risk (cash flow hedge).
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Orange also decided to improve the clarity of some data-intensive disclosures that investors had struggled to understand.  
For example, in 2016, Orange replaced a narrative description of its dividends with a table.

Accounting policies

Treasury shares are recorded as a deduction from equity, at acquisition cost. Gains and losses arising from the sale of treasury shares are
recognized in consolidated reserves, net of tax.

13.3 Dividends

                                                                                                                        Dividend                                                                         Total
                                                                                                                      per share                       Payout   How                      (in millions 

Full Year     Approved by                                              Description                         (in euro)                            date   paid                         of euros)

2016             Board of Directors Meeting on July 25, 2016  2016 interim dividend       0.20       December 7, 2016   Cash                           532
                    Shareholders’ Meeting on June 7, 2016      Balance for 2015             0.40             June 23, 2016   Cash                         1,064
                                                                        Total dividends paid in 2016                                                                                         1,596

2015            Board of Directors Meeting on July 27, 2015  2015 interim dividend       0.20       December 9, 2015   Cash                           530
                    Shareholders’ Meeting on May 27, 2015     Balance for 2014             0.40             June 10, 2015   Cash                         1,059
                                                                        Total dividends paid in 2015                                                                                         1,589

2014            Board of Directors Meeting on July 28, 2014  2014 interim dividend       0.20       December 9, 2014   Cash                           529
                    Shareholders’ Meeting on May 27, 2014     Balance for 2013             0.50               June 5, 2014   Cash                         1,317
                                                                        Total dividends paid in 2014                                                                                         1,846

2013            Board of Directors Meeting on July 24, 2013  2013 interim dividend       0.30     December 11, 2013   Cash                           788
                    Shareholders’ Meeting on May 28, 2013     Balance for 2012             0.20             June 11, 2013   Cash                           526
                                                                        Total dividends paid in 2013                                                                                         1,314

The amount available to provide a return to shareholders in the form of dividends, is calculated on the basis of the total net income and retained
earnings, under French GAAP, of the entity Orange SA, the parent company.

At December 31, 2016, Orange SA’s share capital, based on the number
of issued shares at this date, amounted to 10,640,226,396 euros, divided
into 2,660,056,599 ordinary shares with a par value of 4 euros each.

Since April 3, 2016, once the Law of March 29, 2014 known as the
Florange Law took effect, shares held in registered form for at least two
months in the name of the same shareholder enjoy double voting rights.
At December 31, 2016, the French State owned 22.95% of Orange
SA’s share capital and 29.29% of voting rights either directly or indirectly
in concert with Bpifrance Participations. At that same date, under their
Group savings plan or in registered form, the Group’s employees owned
5.37% of the share capital and 8.43% of voting rights.

13.1 Changes in share capital

During the year, Orange SA issued 11,171,216 new shares,
representing 0.42% of the capital, in an employee shareholding plan
(see Note 6.3). The resulting addition to capital (including share
premium), made on May 31, 2016 was 113 million euros.

13.2 Treasury shares

As authorized by the Shareholders’ Meeting of June 7, 2016, the
Board of Directors instituted a new share Buyback program (the 2016
Buyback Program) and cancelled the 2015 Buyback Program, with
immediate effect. The 2016 Buyback Program is described in the
Registration Document filed with the French Financial Markets
Authority (Autorité des marchés financiers – AMF) on April 4, 2016.

The only shares bought back by Orange during the year were shares
bought back as part of the liquidity contract.

At December 31, 2016, the Company held 22,423 treasury shares
(including 0 share as part of the liquidity contract), compared with
27,663 at December 31, 2015 (including 0 share as part of the liquidity
contract) and 41,017 at December 31, 2014 (including 0 share as part
of the liquidity contract).

Note 13 Shareholders’ equity
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The France Telecom Shareholders’ Meeting held on May 26, 
2009 had decided the distribution of a dividend of 1.40 euro 
per share in respect of 2008. Given the interim dividend of 
0.60 euro per share, which was paid out on September 11, 
2008 for a total of 1,563 million euros, the distribution on June 
30, 2009, amounted to 0.80 euro per share, for a total of 
2,091 million euros. This payment was made in cash for 1,553 
million euros and in France Telecom shares for 538 million 

euros, since shareholders had the option to receive payment of 
50% of the balance of the dividend, i.e. 0.40 euro per share, in 
France Telecom shares.

The France Telecom Shareholders’ Meeting held on May 27, 
2008 had decided the distribution of a cash dividend of 
1.30 euro per share in respect of 2007. The dividend was paid 
on June 3, 2008 for a total amount of 3,386 million euros.

20.5 Cumulative translation adjustment

The change in translation adjustments for continuing operations is broken down as follows:

(in millions of euros)
December 31, 

2010
December 31, 

2009
December 31, 

2008

Profi t/(loss) recognized in other comprehensive income during the period 679 (266) (179)
Reclassifi cation to net income for the period  (1) (60) - -
Total translation adjustments for continuing operations 619 (266) (179)

(1) Arising from transactions in connection with the Egyptian entities. See Note 3.

The change in translation adjustments for discontinued operations is broken down as follows:

(in millions of euros)
December 31, 

2010
December 31, 

2009
December 31, 

2008

Profi t/(loss) recognized in other comprehensive income during the period (4) 441 (1,848)
Reclassifi cation to net income for the period (1) 1,097 - -
Total translation adjustments for discontinued operations 1,093 441 (1,848)

(1) Including 1,031 million euros in connection with the disposal of the interest in Orange in the UK and 66 million euros in connection with entities liquidated following reorganization 
of operations in the UK. See Note 3.

The table below provides a breakdown of cumulative translation adjustments by currency.

(in millions of euros)
December 31, 

2010
December 31, 

2009
December 31, 

2008

Pound sterling 734 (691) (992)
o/w translation adjustments for discontinued operations - (1,093) (1,534)

Polish zloty 1,096 930 874
Swiss franc 155 0 (2)
Egyptian pound (203) (12) 3
Slovakian crown 244 244 244
Other (32) (189) (20)
TOTAL 1,994 282 107

of which share attributable to owners of the parent company 1,689 37 (135)
of which share attributable to non-controlling interests 305 245 242
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20.3 Earnings per share

The following table provides a reconciliation of the net income fi gures used for the purpose of calculating basic and diluted earnings 
per share:

(in millions of euros) 2010 2009 2008

Net income of continuing operations used for calculating 
basic earnings per share (a) 3,810 2,818 3,669
Impact on net income of converting each category of dilutive fi nancial 
instruments: - - -

 ■ TDIRA (1) 57 - -
 ■ OCEANE - 0 25

Net income of continuing operations used for calculating 
diluted earnings per share (b) 3,867 2,818 3,694
Net income of discontinued operations used for calculating basic 
and diluted earnings per share (c) 1,070 200 404
Net income used for calculating basic earnings per share (a)+(c) 4,880 3,018 4,073
Net income used for calculating diluted earnings per share (b)+(c) 4,937 3,018 4,098

(1) The TDIRA, which were non-dilutive at December 31, 2009 and 2008, were not included in the calculation of diluted earnings per share.

The following table shows the weighted average number of ordinary shares used for calculating basic and diluted earnings per share:

(number of shares)
December 31, 

2010
December 31, 

2009
December 31, 

2008

Weighted average number of ordinary shares outstanding - basic 2,647,269,516 2,648,020,634 2,611,889,097
Weighted average number of shares potentially arising 
on conversion of TDIRA (1) 61,854,754 - -
Weighted average number of shares potentially arising 
on conversion of OCEANE - 72,358 42,260,020
Weighted average number of ordinary shares arising 
from the conversion France Telecom stock option and related plans (2) 541,125 1,025,869 2,419,249
Weighted average number of treasury shares held 
to cover free share award plans 651,628 2,141 1,987,449
Weighted average number of shares outstanding - diluted 2,710,317,023 2,649,121,002 2,658,555,815

(1) TDIRA represented 77,742,959 shares at December 31, 2009 and 101,965,284 shares at December 31, 2008.

(2) Subscription options with an exercise price greater than the 12-month average market price are not included in the calculation of diluted earnings per share.

Information on instruments that were 
non-dilutive at year-end but potentially dilutive 
in future periods
In 2010, due to the annual average share price, which was 
16.34 euros:

 ■ the Orange stock option plans were non-dilutive up to 
13,935,671 shares;

 ■ the France Telecom (ex Wanadoo) stock option plans were 
non-dilutive up to 1,243,891 shares;

 ■ the France Telecom 2005 and 2007 stock option plans, 
representing 20,472,734 shares, were non-dilutive overall.

The weighted average exercise price under each plan is 
disclosed in Note 26 “Other information relating to share-based 
payment and similar compensation”.

20.4 Dividends

At its meeting of July 28, 2010, the Board of Directors decided 
to distribute an interim cash dividend of 0.60 euro per share in 
respect of 2010. This interim dividend was paid on September 2, 
2010 for a total amount of 1,589 million euros.

The France Telecom Shareholders’ Meeting held on June 9, 
2010 decided the distribution of a dividend of 1.40 euro per 
share in respect of 2009. Given the interim dividend of 0.60 euro 
per share, which was paid out on September 2, 2009 for a 
total of 1,588 million euros, the distribution on June 17, 2010, 
amounted to 0.80 euro per share, for a total of 2,117 million 
euros.
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