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Tim
Hello – I’m Tim Copnell, head of the Audit Committee Institute at KPMG in the UK.

Many audit committee members I speak to express concern about signing their 
year-end annual reports before the Brexit outcome is known. 

So, today I’ve asked Pamela Taylor and Irina Ipatova –specialists in financial 
reporting – to join me to discuss what Brexit means or could mean for the 
annual report. 

Irina – Is Brexit just an issue for UK companies? 

Irina
You know, Tim, the short answer is ‘No’.

If you have any exposure – direct or indirect – to the UK, then it may be your supply 
chain, your customer demand, your taxes, tariffs or financing that may be affected. 

For example, you’re a German car manufacturer; you may be selling your cars in the 
UK or you may be buying spare parts from the UK supplier. 

But, you know, for some companies outside the UK, the exposure may be hidden – 
e.g. do you know if your supplier’s supplier is a UK company by any chance? So it’s 
very, very important for non-UK companies to take a good hard look to determine if 
and to what extent they may be impacted. 
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Pamela
I absolutely agree, Irina, and I’d add here that this is an area of focus for regulators – 
and that’s not just in the UK but also in Europe and in the US. 

They’ve all said that they’re going to be focusing on Brexit-related disclosures in 
their reviews of 2018 annual reports.

Tim
Thank you. So, putting aside some of the broader business risks and challenges 
that are front and centre of the audit committee mind – such as the impact on 
staff in the finance function or the internal audit function or even the risk function 
– what do companies need to get hold of and consider as they enter 2018 
reporting season?

Pamela
Well, Brexit’s likely to have a pervasive impact on many annual reports. 

And I can see four main areas where it could have an impact…

 − there’s the front part of the annual report – the narrative reporting, the 
management commentary; 

 − there’s the back part of the annual report – i.e. the financial statements; 

 − considerations of going concern and financing arrangements; and 

 − post-balance sheet events. 

Tim
Thank you. Irina – does that tally with your experience of non-UK companies?

Irina
Oh absolutely, Tim.

Companies with direct or indirect exposure to the UK will need to consider the 
impact of Brexit in their annual reports this year. It’s very important. 

Tim
Thank you. So, Pamela, you started with narrative reporting – the front half of the 
annual report and accounts. 

What are you seeing – or what are you expecting to see – in terms of companies 
disclosing their risks and their uncertainties associated with Brexit?
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Pamela
Well, the bottom line here is that management are expected to provide meaningful 
disclosures about the specific impact on their company.

The fact that there’s still significant uncertainty around the final Brexit outcome is a 
challenge for them.

Tim
Tell me a little bit more about what you mean by company-specific disclosures?

Pamela
Company-specific disclosures are:

 − risks that they’re facing, that have an impact on their business model; or

 − potential threats – such as changes in import or export taxes; and also

 − the actions that companies have taken or were planning to take in order to 
manage the potential impacts.

Irina
You know, Pamela, I can’t agree more about being company-specific. Whether you 
are based in the UK or not – you need to distinguish company-specific risks from 
general risks related to broader, macro-economic uncertainties. 

I have to say that this year some general blurb about Brexit risks and uncertainties 
would not be sufficient in your report.

Tim
Okay, I get that, so do we expect all companies to disclose Brexit as a principal risk?

Pamela
Not necessarily. The important thing here is to reflect the risks for the company. 

So, last year in the UK, I saw UK companies citing Brexit factors as principal risks; I 
did see that. I saw some factoring in Brexit into their existing risk disclosures. And 
of those companies that don’t expect to be impacted, a number explained why 
that’s the case. 

What’s really important is transparency – so users should be able to tell from an 
annual report how the company might be affected.

Tim
So you focused there on transparency, and transparency in the front half of 
the report is clearly very important. What would users expect to see in terms 
of transparency in the back end of the annual report? How does transparency 
manifest itself there?
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Pamela
Well, that could include disclosures on the impact of Brexit and various Brexit 
scenarios on sensitivities relating to cash flow projections and also giving 
meaningful, relevant disclosures about the assumptions that management have 
used in measuring assets and liabilities.

Irina
Yes – just to give you an example, Tim, let’s take impairment testing under IAS 36. 
If you are impacted by Brexit, you will be expected to explain how Brexit impacted 
the scenarios that you used in projecting your cash flows, the probabilities that you 
assigned to your scenarios and the sensitivity. 

And of course, we all know that IAS 36 disclosures have always been scrutinised by 
the regulators. 

But actually there is a lot to say about impairment, so we will leave it to our next 
podcast…

Tim
Thank you. So I’m thinking here that Brexit is so important, so fundamental that 
preparers, audit committees and other directors will need to think about the impact 
on the business model itself and I guess, in extremis, the ability of the company to 
continue as a going concern. 

Now that can’t be easy in an environment where there is so much uncertainty – 
especially for those preparers signing before the final deal is known…

Pamela
Yes, that can be an issue, particularly for some smaller companies – they might 
have less diversified operations so any exposures to Brexit risk could more readily 
affect cash flow forecasts. There might also be fewer financing alternatives there. 

Irina
Yes, but you know, guys, for big companies perhaps less so – it really depends on 
their headroom.

I have to say it’s very, very difficult for everyone and judgement will be required.

Pamela
Absolutely, Irina, and therefore disclosure is key: For example, I’ve seen companies 
disclosing severe downside scenarios that they’ve applied in their stress testing 
for their long-term viability assessments that they are talking about in their 
management commentary.
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Tim
Thank you, so people often say a week is a long time in politics and there’s so much 
uncertainty around this issue at the moment but potentially things could get a 
lot clearer after the end of March. So that must throw up some really interesting 
challenges for preparers, and surely this makes the post-balance sheet events 
review even more important than ever?

Pamela
Yes, it’s absolutely critical that companies get this right.

Tim
So in thinking about that post-balance sheet events review, what sort of things 
would lead to adjusting events rather than just disclosure?

Irina
Okay, Tim, let’s look at the standards. Assets and liabilities should reflect conditions 
that existed at the balance sheet date. So you can’t use hindsight to reflect 
certainty at 31 December if something was uncertain.

Pamela
Yes and that uncertainty at 31 December will mean that in some cases there’s a 
wide range of reasonable assumptions at that date; management will have to use 
judgement and different judgements will be formed.

Irina
I absolutely agree, Pamela – whatever your company’s exposure to Brexit risk 
is, whether you are a UK or a non-UK company, the important thing is to provide 
clear disclosures about judgements and assumptions that you made in preparing 
your accounts.

Tim
Thank you both.

So, all these things we’ve been talking about here, they must be front and centre 
on the audit committee agenda so perhaps you could summarise your key tips for 
audit committees? Pamela…
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Pamela
Yes, I’d say that audit committees really need to: 

 − drill down to understand the potential impacts of Brexit; and

 − make sure that disclosure is specific to the company – including explaining how 
you’ve prepared for (or mitigated) uncertainty around Brexit, and how it has 
affected or could affect the financial statements.

Irina
I fully agree, Pamela, I would also add another three points: 

 − first, challenge management to make sure the disclosures are robust and 
meaningful; 

 − second, make sure your messaging is consistent both within your annual report 
and in your financial statements; and

 − last but not least, don’t assume that Brexit is a non-issue for you just because 
you don’t have a supplier or subsidiaries in the UK – anybody can be impacted. 

Tim
Thank you both. I think there are some really good points there and clearly lots to 
consider for the audit committee and other preparers…

For those of you listening, you’ll be able to find out more about some of these 
issues we’ve discussed today on our website.

If you like what you’ve heard, please subscribe to IFRS Today – on iTunes, Spotify or 
any other podcast app. 

But for now, thank you all very much for taking the time to listen to this edition of 
IFRS Today. And look out for our next episode on Brexit and financial reporting, to 
be released in the coming weeks…

https://home.kpmg/xx/en/home/services/audit/international-financial-reporting-standards.html
https://home.kpmg/xx/en/home/services/audit/international-financial-reporting-standards.html

