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Background to IFRSBackground to IFRS

EU requires introduction of IFRS fromEU requires introduction of IFRS from
1 January 20051 January 2005

Balfour Beatty will report interim 2005 resultsBalfour Beatty will report interim 2005 results
under IFRSunder IFRS

Potential changes, especially in relation to Potential changes, especially in relation to 
accounting for PFI / PPP concessionsaccounting for PFI / PPP concessions
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IFRS has no impact on Balfour BeattyIFRS has no impact on Balfour Beatty’’s s ……

Underlying business operations or business strategyUnderlying business operations or business strategy

Risk managementRisk management

Cash resources and financing arrangementsCash resources and financing arrangements

Trading cash flowsTrading cash flows

Ability to pay dividendsAbility to pay dividends
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IFRS does not affect Balfour BeattyIFRS does not affect Balfour Beatty’’s . . .s . . .

Basis of profit recognition on contracting andBasis of profit recognition on contracting and
service activitiesservice activities

Valuation of stocks and unbilled work in progressValuation of stocks and unbilled work in progress

Categorisation of subsidiaries, joint venturesCategorisation of subsidiaries, joint ventures
and associatesand associates

Accounting for leasesAccounting for leases

and and …… reportable primary segments do not changereportable primary segments do not change
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IFRS implementation processIFRS implementation process

Implementation team established in 2003Implementation team established in 2003

ReRe--examined all UK GAAP accounting policiesexamined all UK GAAP accounting policies

Participated in industry forum on accounting for Participated in industry forum on accounting for 
PFI / PPP concessionsPFI / PPP concessions

All principles agreed with auditorsAll principles agreed with auditors
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Significant changes in accounting policiesSignificant changes in accounting policies

Defined benefit pension schemes (IAS 19)Defined benefit pension schemes (IAS 19)

ShareShare--based payments (IFRS 2)based payments (IFRS 2)

Goodwill (IFRS 3)Goodwill (IFRS 3)

Deferred tax (IAS 12)Deferred tax (IAS 12)

Proposed dividends (IAS 10)Proposed dividends (IAS 10)

Financial instruments (IAS 32 and IAS 39) Financial instruments (IAS 32 and IAS 39) –– from from 
1 January 20051 January 2005
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Defined benefit pension schemes (IAS 19)Defined benefit pension schemes (IAS 19)

Current practiceCurrent practice
•• Pension funding established by triennial actuarial Pension funding established by triennial actuarial 

reviewsreviews
•• P&L charge in accordance with SSAP 24P&L charge in accordance with SSAP 24
•• FRS 17 disclosures in notesFRS 17 disclosures in notes

IFRS (similar to FRS 17)IFRS (similar to FRS 17)
•• No change to actuarial reviews and funding levelsNo change to actuarial reviews and funding levels
•• Scheme deficit and related deferred tax appear as Scheme deficit and related deferred tax appear as 

nonnon--current items on Balance Sheetcurrent items on Balance Sheet
•• Service cost, return on scheme assets and interest Service cost, return on scheme assets and interest 

charge on scheme liabilities taken to Income charge on scheme liabilities taken to Income 
StatementStatement

•• Actuarial gains and losses taken directly to EquityActuarial gains and losses taken directly to Equity

Profit for the year

(£12m)• pre-exceptional

£8m• exceptional

(£174m)Net assets

IFRS adjustments 2004
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ShareShare--based payments (IFRS 2)based payments (IFRS 2)

Current practiceCurrent practice
•• No P&L charge for share optionsNo P&L charge for share options
•• Fair value of performance share plan Fair value of performance share plan 

awards charged to P&L over qualifying awards charged to P&L over qualifying 
periodperiod

IFRSIFRS
•• Fair values of share options and Fair values of share options and 

performance share plan awards taken performance share plan awards taken 
through Income Statement over vesting through Income Statement over vesting 
periodperiod

•• Tax credits included in Equity rather than in Tax credits included in Equity rather than in 
the Income Statementthe Income Statement

(£3m)Profit for the year

£5mNet assets

IFRS adjustments 2004
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Goodwill (IFRS 3)Goodwill (IFRS 3)

Current practiceCurrent practice
•• Prior to 1998, purchased goodwill written off to Prior to 1998, purchased goodwill written off to 

reservesreserves
•• Since 1998, purchased goodwill recognised asSince 1998, purchased goodwill recognised as

an intangible asset and amortised over its an intangible asset and amortised over its 
estimated useful life (20 years)estimated useful life (20 years)

IFRSIFRS
•• Goodwill held at 1 January 2004 carrying valueGoodwill held at 1 January 2004 carrying value
•• No amortisation charge, but annual test for No amortisation charge, but annual test for 

impairmentimpairment
•• Profit / loss on disposal of businesses no longer Profit / loss on disposal of businesses no longer 

takes into account goodwill previously written off to takes into account goodwill previously written off to 
reservesreserves

Profit for the year

£18m• continuing

£37m• discontinued

£17mNet assets

IFRS adjustments 2004
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Deferred tax (IAS 12)Deferred tax (IAS 12)

Current practiceCurrent practice
•• No provision for deferred tax on retained No provision for deferred tax on retained 

profits of overseas affiliatesprofits of overseas affiliates

IFRSIFRS
•• Deferred tax recognised on overseas Deferred tax recognised on overseas 

affiliatesaffiliates’’ retained profits, unless remittance retained profits, unless remittance 
not foreseeablenot foreseeable

-Profit for the year

(£4m)Net assets

IFRS adjustments 2004
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Proposed dividends (IAS 10)Proposed dividends (IAS 10)

Current practiceCurrent practice
•• Proposed dividends recognised as a liability Proposed dividends recognised as a liability 

in the period to which they relatein the period to which they relate

IFRSIFRS
•• Dividends recognised as a liability when Dividends recognised as a liability when 

formally declaredformally declared

-Profit for the year

£16mNet assets

IFRS adjustments 2004
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Financial instruments (IAS 32 & IAS 39)Financial instruments (IAS 32 & IAS 39)

IAS 32 IAS 32 –– classification and disclosureclassification and disclosure
IAS 39 IAS 39 –– recognition and measurementrecognition and measurement

Principal areas of change for Balfour BeattyPrincipal areas of change for Balfour Beatty
•• Convertible redeemable preference sharesConvertible redeemable preference shares
•• PFI / PPP concessionsPFI / PPP concessions

Implementation 1 January 2005Implementation 1 January 2005

No restatement of 2004 results, but indicative No restatement of 2004 results, but indicative 
2004 figures given2004 figures given
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Presentational changes under IFRSPresentational changes under IFRS

Joint ventures and associatesJoint ventures and associates

Discontinued operationsDiscontinued operations

Exceptional itemsExceptional items
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Restated income for full year 2004Restated income for full year 2004

Presentational changesPresentational changes

(2)(2)
(8)(8)

(18)(18)

--
--
--

----22-- Exceptional itemsExceptional items
(132)(132)1313(137)(137)-- Discontinued operationsDiscontinued operations

--1818---- Joint ventures & associates

150150

PrePre--taxtax--
profits*profits*

(35)

Goodwill Goodwill 
amortisation & amortisation & 

impairmentimpairment

142

Exceptional Exceptional 
itemsitems

203203(54)As previously reportedAs previously reported

Profit for Profit for 
the yearthe yearTaxTax££mm

Joint ventures & associates

Changes in accounting policiesChanges in accounting policies

(3)(3)(3)(3)-------- ShareShare--based payments (tax)based payments (tax)
(4)(4)--88--(12)(12)-- Defined benefit pension schemesDefined benefit pension schemes

8282(26)(26)1616(18)(18)110110IFRS continuing operationsIFRS continuing operations
11--11------ Goodwill written off to reservesGoodwill written off to reserves

1717----1717---- Goodwill amortisationGoodwill amortisation

168-160-8IFRS discontinued operations

118118 (18) 176 250250(26)IFRS profit for the yearIFRS profit for the year
* Before goodwill * Before goodwill amortisation amortisation and and impairmentimpairment, and exceptional items, and exceptional items
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Restated Restated epseps for full year 2004for full year 2004

23.423.4

Adjusted Adjusted 
epseps**

(8.3)(8.3)

Goodwill Goodwill 
amortisation amortisation 

& impairment& impairment

30.230.2

Exceptional Exceptional 
itemsitems

43.843.8(1.5)(1.5)As previously reportedAs previously reported
Basic Basic epseps

Premium Premium 
on buyon buy--
back of back of 

preference preference 
sharessharesPencePence

Presentational changesPresentational changes

(0.4)(0.4)
(1.9)(1.9)

--
0.20.2

----0.40.4-- Exceptional itemsExceptional items
(31.4)(31.4)--(29.7)(29.7)-- Discontinued operationsDiscontinued operations

Changes in accounting policiesChanges in accounting policies

(0.7)(0.7)--1.21.2--(1.9)(1.9)-- Defined benefit pension schemesDefined benefit pension schemes

(0.9)(0.9)------(0.9)(0.9)-- ShareShare--based payments (tax)based payments (tax)

15.015.0(1.5)(1.5)2.42.4(4.2)(4.2)18.318.3IFRS continuing operationsIFRS continuing operations
0.30.3--0.30.3------ Goodwill written off to reservesGoodwill written off to reserves

-- 3.93.9 -- 3.93.9---- Goodwill amortisationGoodwill amortisation

40.140.1--38.238.2--1.91.9IFRS discontinued operationsIFRS discontinued operations

55.155.1(1.5)(1.5)40.640.6(4.2)(4.2)20.220.2
* Before goodwill * Before goodwill amortisation amortisation and and impairmentimpairment, exceptional items and premium on buy, exceptional items and premium on buy--back of preference sharesback of preference shares
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Restated consolidated net assetsRestated consolidated net assets

Changes in accounting policiesChanges in accounting policies

(4)(4)-- Deferred taxationDeferred taxation

1717-- Goodwill amortisationGoodwill amortisation

273273IFRS net assetsIFRS net assets

1616-- Proposed dividendsProposed dividends

55-- ShareShare--based payments (tax)based payments (tax)

(174)(174)-- Defined benefit pension schemesDefined benefit pension schemes

413413As previously reportedAs previously reported

31 Dec 200431 Dec 2004££mm
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Restated segmental profit full year 2004       Restated segmental profit full year 2004       
-- continuing operationscontinuing operations

3232
BuildingBuilding

2323
CivilsCivils

4343
RailRail

6767
InvestmentsInvestments

165165--As previously reported*As previously reported*
TotalTotalCentreCentre££mm

Changes in accounting policiesChanges in accounting policies

Presentational changesPresentational changes

3434

(5)(5)

77
11

(1)(1)

110110(17)(17)333344441616
Profit from operations before Profit from operations before 
exceptional itemsexceptional items

(12)(12)----(2)(2)(5)(5)-- Defined benefit pension schemesDefined benefit pension schemes

66
(4)(4)
(4)(4)

22
11
--

--(17)(17)22-- Central costsCentral costs
(2)(2)------ Exceptional itemsExceptional items

(41)(41)--(36)(36)-- Joint ventures & associatesJoint ventures & associates

1616----151511--Exceptional itemsExceptional items
3434

-- (18)(18)----(18)(18)--Goodwill impairmentGoodwill impairment

108108(17)(17)333341411717IFRS profit from operationsIFRS profit from operations

*  before goodwill amortisation and impairment, and exceptional *  before goodwill amortisation and impairment, and exceptional itemsitems
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Financial InstrumentsFinancial Instruments

IAS 32 IAS 32 –– classification and disclosureclassification and disclosure
IAS 39 IAS 39 –– recognition and measurementrecognition and measurement

Principal areas of change for Balfour BeattyPrincipal areas of change for Balfour Beatty
•• Convertible redeemable preference sharesConvertible redeemable preference shares
•• PFI / PPP concessionsPFI / PPP concessions

Implementation 1 January 2005Implementation 1 January 2005

No restatement of 2004 results, but indicative No restatement of 2004 results, but indicative 
2004 figures given2004 figures given
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Convertible redeemable preference sharesConvertible redeemable preference shares

Current practiceCurrent practice
•• Included within shareholdersIncluded within shareholders’’ funds, as funds, as ££136m136m

nonnon--equityequity
•• ££13m preference dividend and 13m preference dividend and ££6m premium paid on 6m premium paid on 

buybuy--back treated as appropriations of profit after taxback treated as appropriations of profit after tax

IFRS from 1 January 2005IFRS from 1 January 2005
•• Compound financial instrument comprising Compound financial instrument comprising ££19m19m

equity and equity and ££102m liability components, with 102m liability components, with ££10m 10m 
deferred tax liabilitydeferred tax liability

•• Interest expense (2004 : Interest expense (2004 : ££14m) on liability14m) on liability
component, based on interest rate for similar noncomponent, based on interest rate for similar non--
convertible instrument at issue dateconvertible instrument at issue date

•• Premium paid on buyPremium paid on buy--backs (2004 : backs (2004 : ££6m) also6m) also
included in interest expense, but as an exceptional itemincluded in interest expense, but as an exceptional item

Profit for the year

(£14m)• pre-exceptional

(£6m)• exceptional

(£112m)Net assets

IFRS adjustments 2004
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PFI / PPP concessionsPFI / PPP concessions

RecharacterisationRecharacterisation of assets of assets –– financial assetsfinancial assets

New income recognition policyNew income recognition policy

Revaluations of assets and liabilities Revaluations of assets and liabilities –– fair valuesfair values

Work ongoingWork ongoing
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PFI / PPP concessionsPFI / PPP concessions
—— pro forma income for full year 2004pro forma income for full year 2004

2222(11)(11)(30)(30)6363PFI / PPP concession companiesPFI / PPP concession companies

(10)(10)----(10)(10)PFI / PPP bidding costs & overheadsPFI / PPP bidding costs & overheads

1212(11)(11)(30)(30)5353As previously reportedAs previously reported

Profit from Profit from 
operationsoperations

Finance Finance 
income & income & 
expenseexpense

Profit for Profit for 
the yearthe yearTaxTax££mm

--991818(27)(27)-- Joint ventures & associatesJoint ventures & associates

99(2)(2)2828(17)(17)-- Financial assetsFinancial assets

2121(4)(4)161699Pro forma IFRS BB Capital ProjectsPro forma IFRS BB Capital Projects

Note:  excludes Note:  excludes ££9m exceptional gain on share purchase9m exceptional gain on share purchase
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PFI / PPP concessionsPFI / PPP concessions
—— pro forma net assetspro forma net assets

198198Pro forma IFRSPro forma IFRS

131131-- Financial assetsFinancial assets

(43)(43)-- DerivativesDerivatives

Changes in accounting policiesChanges in accounting policies

110110As previously reportedAs previously reported

31 Dec 200431 Dec 2004££mm
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Summary of 2004 restatementsSummary of 2004 restatements

££114m114m££118m118m££150m150mPrePre--tax profits*tax profits*

IFRSIFRS
IFRSIFRS

pro formapro formaUK GAAPUK GAAP

££106m106m££110m110m££142m142mPrePre--tax profits* tax profits* -- continuing operationscontinuing operations

21.9p21.9p20.2p20.2p23.4p23.4pAdjusted Adjusted epseps**

59.1p59.1p55.1p55.1p43.8p43.8pBasic Basic epseps

££247m247m££273m273m££413m413mNet assets at 31 Dec 2004Net assets at 31 Dec 2004

*  Before goodwill amortisation and impairment, exceptional item*  Before goodwill amortisation and impairment, exceptional items, and in the case of s, and in the case of epseps, premium on buy, premium on buy--back of preference sharesback of preference shares
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In conclusion . . .In conclusion . . .

No impact on business operations, strategy No impact on business operations, strategy 
or cashor cash

Largely presentational changes, otherLargely presentational changes, other
than pensionsthan pensions

Concession company accounting subject to Concession company accounting subject to 
change, but focus remains on cash flowschange, but focus remains on cash flows
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