






 

 

(i) Transactional hedging 
 

Elementis uses forward foreign currency contracts to hedge transaction exposures where appropriate.  It is 
unlikely that this process would qualify for hedge accounting under IAS 39 which means that all exchange 
differences would be taken to the profit and loss account.  At 30 June 2004 and 31 December 2004 there 
were no forward contracts outstanding and therefore there would be no adjustment to the reported results in 
applying IAS 39 for transactional hedging. 
 

(ii) Balance sheet hedging 
 

Elementis borrows in USD and Euros to hedge the translation exposures on its overseas net assets.  IFRS 
will require formal documentation of the hedge and regular monitoring to ensure that the hedge is effective 
and for hedge accounting to be available.  With the documentation and monitoring in place, it is anticipated 
that all exchange gains or losses will be matched in equity against the gains or losses on the overseas net 
assets. 

 
(iii) Embedded derivatives 
 

Embedded derivatives arise in loan instruments, leases or commercial contracts.  Embedded derivatives 
occur in contracts that incorporate either implicit or explicit terms that result in the contract behaving like a 
derivative.  Where a contract includes an embedded derivative which is not closely related to the host 
contract, the derivative element must be accounted separately from the host contract. 
 
Elementis has a number of commercial contracts which are settled in a currency that is not the primary 
currency in which either party operates or the currency in which the goods traded are routinely denominated.  
These are embedded derivatives which will require separation.  In effect this means that the foreign currency 
gain or loss between the date of order and the date of the transaction will be recognised in the income 
statement.  The foreign currency gain or loss between the transaction date and the settlement date will 
continue to be recognised under IFRS as it currently is under UK GAAP.  Given the relatively short time 
period between order and delivery in most businesses, the impact is not expected to be material. 

 
(iv) Disclosure of B shares 
 

Due to the preferential rights attached to the redeemable B shares, under IFRS they will be classified as debt 
and the preference dividends paid classified as interest with effect from 1 January 2005.  Under current UK 
GAAP the B shares are classified as equity and preference dividends are disclosed within dividends  The net 
book value of the B shares at 31 December 2004 was £2.2 million. 

 
 
(e) IAS 12 Income Taxes 
 

 
IAS 12 changes the methodology used to calculate deferred tax on unrealised profit on inter-company sales.  Under 
IFRS deferred tax is calculated at the receiving company’s tax rate whilst under UK GAAP, deferred tax is calculated at 
the supplying company’s tax rate. In respect of unrealised profit on inter-company sales, deferred tax assets have been 
increased by £0.1 million at 31 December 2004, and by £nil at 30 June 2004 and 31 December 2003 respectively.   
 
Under IAS 12, deferred tax is always recognised on the difference between the book value of any revalued non-
monetary assets and their tax base.  Under UK GAAP deferred tax would only be provided if there was an intention to 
dispose of the asset.  A subsidiary company of Elementis plc carries a non-sterling denominated investment and 
revalues it to the closing exchange rate at each period end.  This gives rise to a deferred tax liability of £3.6 million at 31 
December 2003, £0.7 million at 30 June 2004 and £4.0 million at 31 December 2004.  The recognition of this liability 
enables the same subsidiary to account for an equal and opposite deferred tax asset in respect of previously 
unrecognised capital losses and there is therefore no impact on the income statement.  There is no impact on the 
balance sheet as the asset and liability net off within deferred tax liabilities. 
 

 
 
 
 
 



 

 

(f) IAS 38 Intangible Assets 
 

Under IAS 38 Elementis is required to capitalise intangible assets subject to certain specified criteria.  The Group’s 
policy under UK GAAP in respect of research and development expenditure was to expense such costs.  Under IAS 38 
research expenditure is expensed whereas development costs must be capitalised where the criteria have been met.   
Following a review of the Group’s research and development expenditure over the last five years, no material 
development costs met the IAS38 criteria and therefore no adjustment was required under IFRS. 
 
Under IAS 38 there is a rebuttable presumption that the fair value of an intangible asset can be measured reliably on 
the acquisition of a business.  IAS 38 has been applied to the acquisition accounting for Sasol Servo BV, which was 
acquired on 30 June 2004 and an intangible asset of £0.6 million has been recognised at that date and £0.5 million 
recognised at 31 December 2004.  The intangible asset relates to a favourable supply contract, whereby the business 
can purchase raw materials at below market price from a supplier. 
 
Amortisation of intangible assets under IAS 38 for the six months ended 30 June 2004 was £nil and £0.1 million for the 
full year.  There was no effect on the tax charge of this change in accounting policy.  

 
(g) IFRS 5 Non current assets held for sale 
 

IFRS 5 requires, subject to certain criteria, non current assets held for sale to be presented separately in the balance 
sheet at fair value less costs to sell.  Non current assets held for sale are not depreciated.  As a result £3.4 million was 
transferred from non current assets to current assets at 30 June 2004 and £0.4 million at 31 December 2004 
(31 December 2003 : £nil). 
 
There was no impact on the income statement in the six months ended 30 June 2004 or in the full year. 

 
(h) IAS 14 Segmental Reporting 
 

Both UK GAAP and IFRS require statutory segmental reporting to match the internal reporting structure.  Under UK 
GAAP, there is an exemption if the disclosure of a particular segment is considered by the directors to be prejudicial to 
the interests of the Company.  Under IFRS there is no exemption and as a result, Elementis will be required to disclose 
segmental information for the Pigments business separately from the Specialties business, with effect from 1 January 
2005. 
 

Conclusion 
 
The IFRS information in this document has been prepared on the basis set out above and, in particular, is subject to the 
completion of the EU endorsement process.  The financial information presented sets out the adjustments between UK GAAP and 
IFRS for Elementis plc based on the information currently available.  The financial information should not be used as indicators of 
future adjustments between UK GAAP and IFRS due to the risk and uncertainty surrounding events in the future. Net assets are 
impacted on the restatement from UK GAAP to IFRS, but there is no impact upon the underlying cash balances within the 
business. 
 
 
The overall impact on earnings per share as set out below: 
 
  

 
 Six months 

ended  
30 June 

2004  
pence 

Year 
ended 

31 December 
 2004 
pence 

Basic and diluted     
IFRS   0.6 0.8 
UK GAAP   (0.7) (1.8) 

     
Basic and diluted before goodwill amortisation and 
exceptionals 

    

IFRS   0.7 1.3 
UK GAAP   0.6 1.4 



 

 

 
 
 
Summarised Consolidated Income Statement 
 

   
IFRS  

  
IFRS 

  Six months ended  Year ended 
  30 June 2004  31 December 2004 
  Unaudited  Unaudited 
  £million  £million 
     
Turnover  176.8  389.2 
     
Operating profit     
- before exceptionals  5.6  11.5 
- exceptionals  (1.0)  (2.6) 
Operating profit  4.6  8.9 
Net finance costs   (2.6)  (5.6) 
Profit before tax  2.0  3.3 
Taxation  0.4  0.1 
Profit after tax   2.4  3.4 
Minority interest  -  - 
Net profit for the period  2.4  3.4 
     
     
Basic and diluted earnings per share  0.6p  0.8p 
Basic and diluted earnings per share before exceptionals  0.7p    1.3p 

 



 

 

 
 
 
Summarised Consolidated Balance Sheet 
 
 
  IFRS  IFRS 
  30 June  

2004 
 31 December 

2004 
  Unaudited  Unaudited 
  £million  £million 
ASSETS     
Non-current assets     
Property, plant and equipment  171.8  173.0 
Goodwill and intangible assets  163.8  155.7 
Other investments  3.8  1.9 
Deferred tax assets  26.0  16.9 
  365.4  347.5 
Current assets     
Inventories  66.3  68.3 
Trade and other receivables  91.9  84.0 
Cash and cash equivalents  32.4  11.5 
Assets classified as held for sale  6.7  3.7 
  197.3  167.5 
Total assets  562.7  515.0 
     
LIABILITIES     
Current liabilities     
Short term borrowings and overdrafts  8.7  4.4 
Other creditors  65.4  79.8 
Liabilities classified as held for sale  1.3  1.3 
  75.4  85.5 
Non-current liabilities     
Loans  129.9  97.3 
Deferred tax liabilities  0.9  2.9 
Retirement benefit obligations  79.7  81.4 
Provisions  23.4  22.4 
Government grants  2.4  2.4 
  236.3  206.4 
Total liabilities  311.7  291.9 
     
Net assets  251.0  223.1 
     
EQUITY     
Capital and reserves attributable to equity holders     
Share capital  23.6  23.8 
Share premium account  1.2  1.2 
Other reserves  66.9  71.5 
Retained earnings  157.4  124.8 
  249.1  221.3 
Minority equity interests  1.9  1.8 
     
Total equity and reserves  251.0  223.1 
 



 

 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

 
 
Reconciliation of Profit 
For the six months ended 
30 June 2004 

     

 Previously IFRS 2 IFRS 3 Total effect Restated 
 reported Share based Business of transition under IFRS 

 under UK payments combinations to IFRS Unaudited 
 GAAP (a) (c)   
 £million £million £million £million £million 
      

Sales 176.8 - - - 176.8 
      

Operating profit: 
 

 
 

    

- before goodwill 
  amortisation & exceptionals 5.7 

 
(0.1) - 

 
(0.1) 

 
5.6 

- goodwill amortisation   (5.6) - 5.6 5.6 - 
- exceptionals (1.0) - - - (1.0) 
      
Operating (loss)/profit (0.9) (0.1) 5.6 5.5 4.6 
 
Net finance costs (2.6) 

 
- - 

 
- 

 
(2.6) 

      
(Loss)/profit before tax (3.5) (0.1) 5.6 5.5 2.0 
      
Taxation 0.4 - - - 0.4 
      
(Loss)/profit after tax (3.1) (0.1) 5.6 5.5 2.4 
      
Minority interest - - - - - 
 
(Loss)/profit for the period (3.1) 

 
(0.1) 

 
5.6 

 
5.5 

 
2.4 

      
(Loss)/earnings per share (0.7)p - 1.3 1.3 0.6p 
Earnings per share before goodwill 
amortisation & exceptionals 0.6p 

 
- 

 
0.1 

 
0.1 

 
0.7p 



 

 

 
Reconciliation of Equity as at 30 June 2004 
 Previously  IFRS 12 IFRS 3 IFRS 5 Total effect Restated 
 reported under 

UK GAAP 
Re-

classifications 
Shared based 

payments 
Business 

combinations 
Non-current 

assets 
of transition to 

IFRS 
under IFRS 
Unaudited 

   (a) (c) (g)   
 £million £million £million £million £million £million £million 
ASSETS       
Non-Current assets      
Property, plant & equipment 175.2 - - - (3.4) (3.4) 171.8 
Goodwill & intangible assets 158.2 - - 5.6  5.6 163.8 
Other investments 3.8 - - - - - 3.8 
Deferred tax assets - 26.0 - - - 26.0 26.0 
 337.2 26.0 - 5.6 (3.4) 28.2 365.4 
Current Assets        
Inventories 68.1 - - - (1.8) (1.8) 66.3 
Trade & other receivables 93.4 - - - (1.5) (1.5) 91.9 
Short term investments, cash & 
cash equivalents 32.4 - - - 

 
- 

 
- 

 
32.4 

Non current assets held for sale - - - - 6.7 6.7   6.7 
 193.9 - - - 3.4 3.4 197.3 
Total assets 531.1 26.0 - 5.6 - 31.6 562.7 
        
LIABILITIES        
Current liabilities        
Short term borrowings overdrafts 
& current instalments of loans 

 
(8.7) 

 
- 

 
- 

 
- 

 
- 

 
- 

 
(8.7) 

Other creditors (66.6) - - - 1.2 1.2 (65.4) 
Liabilities held for sale - - - - (1.3) (1.3) (1.3) 
 (75.3) - - - (0.1) (0.1) (75.4) 
Non-current liabilities        
Loans (129.9) - - - - - (129.9) 
Net pension liability (53.7) (26.0) - - - (26.0) (79.7) 
Provisions (24.4) 0.9 - - 0.1 1.0 (23.4) 
Government Grants  (2.4) - - - - - (2.4) 
Deferred tax liabilities - (0.9) - - - (0.9) (0.9) 
 (210.4) (26.0) - - 0.1 (25.9) (236.3) 
Total liabilities (285.7) (26.0) - - - (26.0) (311.7) 
Net assets 245.4 - - 5.6 - 5.6 251.0 
        
EQUITY        
Capital & reserves attributable 
to equity holders 

       

Share capital 23.6 - - - - - 23.6 
Share premium 1.2 - - - - - 1.2 
Capital redemption reserve 66.9 - - - - - 66.9 
Profit & loss account 151.8 - - 5.6 - 5.6 157.4 
 243.5 - - 5.6 - 5.6 249.1 
Minority equity interests 1.9 - - - - - 1.9 
Total equity & reserves 245.4 - - 5.6 - 5.6 251.0 



 

 

 
 
 
Reconciliation of Profit 
For the year ended 31 December 2004 
 
 

      

 Previously Reclassification IFRS 2 IFRS 3 IAS 38 IAS 12 Total  
 reported  Share Business Intangible Income effect of Restated 
 under  based combinations assets tax transition under IFRS 
 UK Gaap  payments    to IFRS Unaudited 
   (a) (c) (f) (e)   

 £million £million £million £million £million £million £million £million 
         
Sales 389.2 - - - - - - 389.2 
         
Operating profit:         
- before goodwill 
  amortisation & exceptionals 

 
11.8 

 
 

 
(0.2) 

 
- 

 
(0.1) - 

 
(0.3) 11.5 

- goodwill amortisation   (11.4) - - 11.4 - - 11.4 - 
- exceptionals (2.9) 0.3 - - - - 0.3 (2.6) 
         
Operating (loss)/profit (2.5) 0.3 (0.2) 11.4 (0.1) - 11.4 8.9 
Non operating exceptionals 0.3 (0.3) - - - - (0.3) - 
Net finance costs (5.6) - - - - - - (5.6) 
         
(Loss)/profit before tax (7.8) - (0.2) 11.4 (0.1) - 11.1 3.3 
         
Taxation - - - - - 0.1 0.1 0.1 
         
(Loss)/profit after tax (7.8) - (0.2) 11.4 (0.1) 0.1 11.2 3.4 
         
Minority interest - - - - - - - - 
(Loss)/profit for the year (7.8) - (0.2) 11.4 (0.1) 0.1 11.2 3.4 
         
(Loss)/earnings per share (1.8)p - - 2.6 - - 2.6 0.8p 
Earnings per share before 
goodwill amortisation & 
exceptionals 

 
 

1.4p - 

 
 

(0.1) - 

 
 

- 

 
 

- 

 
 

(0.1) 

 
 

1.3p 
 
 
 
 
 



 

 

Reconciliation of Equity as at 31 December 2004        
          
 Previously  IFRS 2 IFRS 3 IAS 38 IAS 12 IFRS 5 Total effect  
 reported under 

UK GAAP 
Re-

classifications 
Share based 

payments 
Business 

combinations 
Intangible 

assets 
Income 

tax 
Non-

current 
assets 

of transition 
to IFRS 

Restated 
under IFRS 

   (a) (c) (f) (e) (g)  Unaudited 
 £million £million £million £million £million £million £million £million £million 
ASSETS         
Non-Current assets         
Property, plant & equipment 173.4 - - - - - (0.4) (0.4) 173.0 
Goodwill & intangible assets 144.4 - - 11.4 (0.1) - - 11.3 155.7 
Other investments 1.9 - - - - - - - 1.9 
Deferred tax assets - 16.9 - - - - - 16.9 16.9 
 319.7 16.9 - 11.4 (0.1) - (0.4) 27.8 347.5 
Current Assets          
Inventories 70.1 - - - - - (1.8) (1.8) 68.3 
Trade & other receivables 85.5 - - - - - (1.5) (1.5) 84.0 
Short term investments, cash & 
cash equivalents 

 
11.5 

-  
- 

 
- - - - - 

 
11.5 

Non current assets held for sale - - - - - - 3.7 3.7 3.7 
 167.1 - - - - - 0.4 0.4 167.5 
Total assets 486.8 16.9 - 11.4 (0.1) - - 28.2 515.0 
          
LIABILITIES          
Current liabilities          
Short term borrowings overdrafts 
& current instalments of loans 

 
(4.4) - 

 
- 

 
- - - - 

 
- 

 
(4.4) 

Other creditors (81.0) - - - - - 1.2 1.2 (79.8) 
Liabilities held for sale - - - - - - (1.3) (1.3) (1.3) 
 (85.4) - - - - - (0.1) (0.1) (85.5) 
Non-current liabilities          
Loans (97.3) - - - - - - - (97.3) 
Net pension liability (64.5) (16.9) - - - - - (16.9) (81.4) 
Provisions (25.5) 3.0 - - - - 0.1 3.1 (22.4) 
Government Grants  (2.4) - - - - - - - (2.4) 
Deferred tax liabilities - (3.0) - - - 0.1 - (2.9) (2.9) 
 (189.7) (16.9) - - - 0.1 0.1 (16.7) (206.4) 
Total liabilities (275.1) (16.9) - - - 0.1 - (16.8) (291.9) 
Net assets 211.7 - - 11.4 (0.1) 0.1 - 11.4 223.1 
 
EQUITY 

         

Capital & reserves attributable 
to equity holders 

         

Share capital 23.8 - - - - - - - 23.8 
Share premium 1.2 - - - - - - - 1.2 
Capital redemption reserve 71.5 - - - - - - - 71.5 
Profit & loss account 113.4 - - 11.4 (0.1) 0.1 - 11.4 124.8 
 209.9 - - 11.4 (0.1) 0.1 - 11.4 221.3 
Minority equity interests 1.8 - - - - - - -    1.8 
Total equity & reserves 211.7 - - 11.4 (0.1) 0.1 - 11.4 223.1 


