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Accounting for lawyers

This session aims to introduce the basics of accounting and bookkeeping.

In this interactive session, we will:

e share the purpose and background of accounting and the different Accounting Frameworks;
e introduce the primary statements in a typical financial statement; and
e introduce the concept of distribution and distributable reserves.

Throughout the session, we propose to educate, discuss and learn by way of going through different examples and
discussions in a collaborative and interactive manner - so please ask questions and share any relevant experiences.
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A bit about us

Harriet Challen Li Ying Neo
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Agenda

Basic accounting background

Introduction to the primary financial
statements

Dividend and reserves
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Basic
accounting background




Accounting

* Accounting is a term that describes the process of presenting  Internally - business owners, managers, employees.
financial information to make it clear and understandable for all

» Externally - creditors, banks, investors, unions, government
stakeholders and shareholders.

and regulatory agencies.
» To record and report a company’s financial transactions, financial
performance, and cash flows.

» To ensure statutory compliance.
» To evaluate the business performance ‘ § Dl][ll]

» To determine what can be distributed

Types of accounting standards Importance of accounting standards

* Generally Accepted Accounting Principles (GAAP) » Consistency.

Governed by local accounting body (e.g in the UK this will + Transparency.
be Financial Reporting Council - FRC).

A set of principles that companies in the jurisdiction

« Easily comparable.

: _ : _ * Quality.
follow when preparing their annual financial statements.
* International Financial Reporting Standards (IFRS)
The IFRS is a set of standards developed by the | i r!l_I_El
International Accounting Standards Board (IASB). |_
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Accounting standards for UK entities

Types of business entity Accounting standards

Private companies
Public companies FRS 102/FRS 101/IFRS

Unlimited companies

YR
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Accrual accounting vs Cash accounting

Accrual accounting

Cash accounting

Depicts the effects of transactions and other events and
circumstances on a reporting entity’s economic resources
(assets) and claims (liabilities) in the periods in which those
effects occur, even if the resulting cash receipts and payments
occur in a different period.

Depicts the effects of transactions and other events and
circumstances on a reporting entity’s actual cash transactions only.

Gives a more accurate view of finances
Conforms with GAAP guidance

Gives a shorter term view of finances
Can be utilised in management accounts

A simpler method of accounting (preferred by some smaller
businesses)
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What are the key elements of a financial statements?

O m—
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Statement of financial position (Balance Sheet)

Statement of income and expense (Profit and loss account)

Statement of cash flows (Cash flow statement)

Statement of changes in equity

Notes to the accounts
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Consolidated accounts vs Entity level accounts

Consolidated Entity level (Standalone)

A consolidated statement reports a company's financial performance A standalone statement represents a company's financial

on the whole performance as a single entity

Intercompany positions are eliminated Offer details of the financial performance of that particular company
Offers a comprehensive picture of the performance of a company To be utilised when determining the distribution capacity of an entity

including its subsidiaries and holding companies.
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Consolidated balance sheet =

Investments accountad for using the equity
method

Financial assets at fair valoe theough othar
comprehansive income **

Financial asset at far value Pwough profi or
oas **

Contract assets ™

Trade receivables

Other fnancial assets ot amomised cost ** 7

Dervative financiad instruments. } Net assets

Financial assets at fair value through proft or
oss

Cash and cash eguivaients {excuding bank
overdrafis) §

EQuITY

Share capial and share premium : 63976
Ohar equity w (550)
Other reserves ) 12233
Retained camings wd) 45.108 34.503

and eserves atirbulabile 0 owners
of VALUE IFRS P 147529 110,310

Non<controling imerests : 9462 5689
Total equity 157391 115,999

. ek 110 for detalin Mgarsing e resAarnant 38 3 Ml of a0 erTor ana rote By for e o

The above conscédated balance sheet SHouwd De read i CONUNCIN Wit 2he ACCOMOanying Notes.
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Consolidated statement of profit or loss -1912.14.23.2¢

Continuing cperations
Revenue fom contracts with cusiomarns

Cost of sales of goods
Cost of providing services

Gross profit

Distribuson costs

Ad Staive esp

Net impament losses on financial and contract assets 2
Other income

Other gainaYiosses) — net

Share of net profit of associaies and joint veniuwes accounted for
using the equity method &%

Profit before income tax

NCome 13X eXpen S

Profit from continuing operaticns

Frofit rom dscontinued cperaton (amibutabie 10 equity holders

Owners of VALUE IFRS Pic
Non-conrolling interests

Eamings per share for profit from continuing operations
antributable 50 the ordinary equity holders of the

Easic eamings per share

Dikated eamings per share

Earnings par share for profit artridbutable 1o the ordinasy
eguity holders of the company:

Basic eamings per share

Diktied earmings per share

Accounting in the context of legal
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29.38
Consolidated statement of cash flows

202
2022 Restated”
Ccuooo cu'oto

{76,952)
(25.447)

85220

ots af fak valie Srough other

il assets &t amorised cost

F 1t of Softs o s costs
Loans o related parties
Proceods from sake of

dvision

Proceeds from sake of groperty, plant and egquipment
Proceods from sake of inancal assets at O value fwough other
w -

R.p:yu.moﬂoambymh.dpau-

ial assets hald as westments *

Net cash (cutfllow) from investing acSvities
Cash flows from financing activities

Pro o from = of sh and oher equity secuaities
Proceeds from cals on shares and calls in amears

Share Esue and Duy-back transaction costs
Repayment of boarrowings
R » 10 & fnancial nsmution under a suppler finance

amangement
Principal dements of ease payments

Tran sacsons with non-controling nterests

Dividends paid o eany's holders

Dvicends paid to non-controfiing interesis in subsisiades

Net cash (outfllow) from financing activities

Net increase in cash and cash eguivalenms

Cash and cash equivalents at the beginning of the Snancial year
Efects of axchange rate changes on cash and cash equivalents
Cash and cash equivalents at end of year

Non-cash financing and inwvesing activities *
Cash fows of discontinued cperaton **

notes

Statement of cash flows (Cash flow statement)

2021
Ccuoco

48,721
1,262 s0s
8,127 (6.799)
(16.453) (12.163)
&3837 30724

12,6009 -
(25.387) {14 6802)
{1.900) -

(259 (2.029)

- {1.175)

(880) (720}

(1.180) 730)

3 110 -
9,585

1,375
469
60

3,300
258

{2.550)
(1.338)
(10.478)
(1.228)
(12.062)

6260
21,573
216

28 049

—_—

The above consolidaded statement of cash fows Should De read I COuncSon with Me Socompanying




Consolidated statement of changes in equity ™

Attributable to owners of VALUE IFRS Plc

Balance at 1 January 2021
Carrection of error (net of tax)

Restated total equity at the beginning
of the financial yesr

Profit for the pesiod (restaled*)

Other comprehansive income

Total comprehensive income for the
period (restated")

Costs of hedging transferred to the
carrying value of inveniory purchased
during the year
Transfer of gain on disposal of equity
invesiments at fair value through other
comprehensive income to retained
eanings

Transactions with owners in their
capacity as owners:

Contributions of equity net of transaction
costs

Acquisition of treasury shares
Dividends provided for o paid
Employee share schemes -
value of employes sarvices

Balance at 31 December 2021
(restated’)

Share
capital
and
premium

62619

Other  Other Retained

equity reserves earnings
CU'000 CU'000 CU'000

@1 7385

CU000

2115
(910)

Total
CU'000

20,878
(810)

Non.con-
trolling  Total
interests  equity
CLU000  CU'000

440 95818
(810

62619 _ (261) 7,395

20205 _ 89,968

4940 84,908

< 3810

26,123
(403)

212
3407

2318 28441
258 3,865

- 3810

26,720

25%

2676 32,106

1,367
(299)

(11,038)  (11,08)

- 138
- (29)
(1,827)  (12,885)

(29)

(11,038) _ (8.425)

= U]
182n) (11252)

63,976

(850) 12,381

34503 110,310

5,689 115999

* See note 11(0) for details regarding the restalament as a resull of an eror.
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Oehar
equity
CUeos

Balance #t 31 Decomber 2021
originally presented
Cermuction of errer jost of tex)

Other  Retained

resarves samings

cUumo cuow

Festated total equity as # 31
Decamber 2021

Proft for B peried
Ofher compretansie noome

Total comprehensive incoms for e
peried

Hedgng g end loxses and costs of

Teanaber of guin on dapesal of equty
Irvetimants of fier valus Brough other
comprehenave incone 1o reened
areng

Tramsacticns with owners in thek

Capacily a3 oweers:

Contrbutions of equly, seft of learmacion

ot and lex

Ixaue of csdinury shares a3 consdendion

for & business combination, sed of

Lransection cods end e

Acguston of reasury shares

Buy-tack of preference shares, net of lux

Ve of comerson sghts on comveriitle

noles

Noncontroing nlenests on scqutelon

of subnciary “ -
Tearasctions with son-conboling

rureds 1h -

(333)

Drvidends prowded for or pad 15 -

Emplopes shire schemes -
viduw of employes serices
Ixsue of rekaury shares

1001

208
{1.001)

1,180
.0

10078

£3.054

254

1,774

— e TTO0G

17993 45908 147929

14

9,482

t of changes in equity should be read in conjunction with the
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Balance sheet - deep dive

Asset = | jability — Equity

'An asset is a present economic resource ' Aliability is a present obligation of the . | Equity is the owners' residual
. controlled by the entity as aresultof past | entity to transfer economic resource as . linterest in the assets of a company,
- events. An economic resource is aright | aresult of past events. An obligation is i net of its liabilities.
that has the potential to produce ' a duty of responsibility that the entity has
. economic benefits. | ' no practical ability to avoid.
Example: | Example:
' » Property, Plant and Equipment. ! * Borrowings/overdrafts.
* Investment. » Tax payables.
» Cash. * Trade payables.
 Trade receivables. » Accruals.
* Prepayments. * Pension liabilities.

______________________________________________________

______________________________________________________

______________________________________________________
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Accounting journals entry - examples

Seling  buling fo cash R VN .o rocuctr

Debit (£) Credit (£) Debit (£) Credit (£) Debit (£) Credit (£)
Cash 100 Cash 100 Share capital (10)
Building (100) Loan liability (100) Share premium (100)
P/L reserve 110

Accounting in the context of legal August 2023
PwC 17
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What elements of equity are distributable?

Equity Distributable?
Share capital No

Share premium No

Capital redemption reserve No

Merger reserve ?

Revaluation reserve ?

Foreign currency reserve ?

Other reserve ?

Profit and loss reserve (retained earnings) ?

Accounting in the context of legal August 2023
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Dividends

Accounting in the context of legal
PwC

Distributions can only be made from profits available for
the purpose (CA06 s830 (1)).

Realised profit

In most instances, arises from a transaction where the consideration received by the
company is ‘qualifying consideration’

It is required that transactions are not looked at in isolation and overall commercial
effect on the company is that it meets definition of realised profit (linkage test)
Also, unrealised profits can become realised, and vice versa

Realised loss
Defined as all losses except to the extent that the law, accounting standards or Tech
02/17 provide otherwise

P&L reserves # realised profits

August 2023
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value with negative reserves.
* Impairments and dividend blocks.

» Overseas jurisdiction rules.

Common complica

» Transferring trade and assets at book

« Unlawful distribution.



Ways we can help

Transaction structuring (with tax and legal).

Reserves analysis (opening and in respect
of transactions).

Illustrative balance sheet model.

Others.

Accounting in the context of legal
PwC

August 2023
n—4






https://www.sli.do/features-google-slides?interaction-type=UUE%3D
https://www.sli.do/features-google-slides?payload=eyJwcmVzZW50YXRpb25JZCI6IjF0WHdHd2c2ZGVZNmlDZHlSb21nRWJsdFprNE5Femd3T2Fnb3k4SzhPeWFNIiwic2xpZGVJZCI6IlNMSURFU19BUEk3ODg1MTUyMTJfMCJ9

pwc.com

© 2023 PwC. All rights reserved. Not for further distribution without the permission of PwC. “PwC” refers to the network of member firms of PricewaterhouseCoopers
International Limited (PwCIL), or, as the context requires, individual member firms of the PwC network. Each member firm is a separate legal entity and does not act as
agent of PwWCIL or any other member firm. PwWCIL does not provide any services to clients. PWCIL is not responsible or liable for the acts or omissions of any of its

member firms nor can it control the exercise of their professional judgment or bind them in any way. No member firm is responsible or liable for the acts or omissions of

any other member firm nor can it control the exercise of another member firm’s professional judgment or bind another member firm or PwCIL in any way.
RITM13428034




