Accounting Information and Financial Accounting Conventions

International Sources of Accounting Conventions

The IASB Framework for the preparation and presentation of financial statements.

IASB Framework

IAS 1

Presentation OF Financial Statements

Basic Accounting Concepts

1.
Business entity concepts



Owner and business are separated.

2.
Time interval concept



Financial statements are prepared at regular interval.

3.
Duality concept



Every debit must have credit.

4.
Money measurement concept



Financial statements are expressed in money term (e.g., £, $ etc) 

Concept Required By IAS 1

· Accruals concept; transactions are recognized when they occurred.

· Going concerned concept; the entity will be continued.

· Consistency concept; balances are retained from one period to another.

Materiality and aggregation

Materiality; omission or misstatement could influence the economic decision of users taken financial statement. Material items should show separately.


Immaterial item may be aggregated.

Offsetting:
(Assets and liability, Income & Expense should not off setting.)

Comparative information should be disclose

Accounting policies must be selected so that financial information is relevant and reliable. This requires;

(1)
Relevance to the decision making needs of users.

(2)
Faithful representation of results and financial positions of enterprise.

(3)
Substance over FAM rather than legal form.

(4)
Neutrality (ie free from bias)

(5)
Prudence

(6)
Completeness (in all material respects)


When management believes that compliance with an IAS would not show a true and fair view, that IAS should be departed from the financial statements must disclose:

-
that the financial statements do give a fair presentation

-
those IASs are complied with except for the departure from a standard in order to achieve a fair presentation.

-
the standard departed from and an explanation

-
the financial impact of the departure.


The Objective of Financial Statements

· To provide information regarding financial position performance and changes in financial position useful to a wide range of users in making economic decisions.
· This information is given by the financial statements (ie balance sheets, income statement, cash flow statement and notes) and supplementary information.
· The financial statement should be looked at as a whole together with any supplementary information. 
The Elements of financial Statements

Assets – Resources controlled by the enterprise as a result of past events and from which future economic benefits are expected to flow.

Liabilities – Present obligations of the enterprise arising form past events, the settlement of which is expected to result in an outflow of economic benefits.

Equity ​– The residual interest left after the liabilities have been deducted from the assets.

Income – Increases in equity, other than those relating to contributions from equity participants.

Expenses – Decreases in equity, other than those relating to distributions to equity participants.

Recognition in Financial Statement

Recognition means depicting an items in words (with additional disclosure if necessary) and monetary amount within balance sheet or income statement.

Recognition Criteria:

· Comes within the definition of an element of the financial statements.
· There is sufficient evidence that the change in assets/liabilities interest in the item has occurred.
· Can be measured at monetary amount with sufficient reliability.
The recognition of gains

Evidence is needed to ascertain whether the gain has been earned, ie. an increase in equity interest/ net assets had occurred before the end of the reporting period.


Income statement is used as performance.


Gain must be earned and realized.

The Recognize of losses

Evidence is needed to ascertain whether a decrease in equity interest/net assets had occurred before the end of the reporting period.


Where a loss is not to be recognized the expenditure is carried forward the the next period as an asset under the matching concept, sufficient evidence must exit.

Requirements of IAS 1
Financial Statements
(1) Balance Sheet





(2) Income Statement





(3) Statement of changes in equity





(4) Cash flow statement





(5) Note of Accounting policies and others explanatory notes.

A Current Asset

· is realized (or) consumed in the normal course of the operating cycles.
· is expected to be realized within 12 months of the balance sheets date.
· is cash (or) a cash equivalent asset.
Any others assets is a non-current asset.

A Current Liability
· is to be settled in the normal course of operating cycle.
· is held for trading purpose.
· is to be settled within 12 months of the balance sheet date.
Any other liability is non-current liability.
IAS 2

Inventories


Inventories should be valued at the lower of cost and NRV.


Cost is defined as expenditure incurred in the normal course of business in bringing inventories to their present location and condition including.

- Cost of purchase 

: material costs, import duties freight.

- Cost of conversion 
: direst costs and production

Overheads based on the normal level of production land other relevant overheads.


Net realizable value is the estimate selling price (net trade but before settlement discount) less:

(-) all further cost to completion

(-) all cost to be incurred in marketing, selling and distribution.

IAS 2:

Three methods arrived at cost:



Actual unit cost



First in first out (FIFO)



Weighted average cost (AVCO)

IAS 7 

Statement of Cash Flows

Why cash flow statement may be more useful and reliable than its income statement.

· In preparing Income Statement, accruals/matching concept are applied.

· Accruals process has the advantage of helping users to understand the underlying performance of a company e.g. depreciation may appear in income statement but not in cash flow.

· But profit is affected by many subjective items which led to profit manipulation or creative accounting.

· Increase or decrease in cash flow does not mean profit and loss arises.

· But advantages of cash flow are

1. It is difficult to manipulate cash flows as they are real and possess the quantitive characteristic of objectivity.

2. It is a easy concepts for user to understand

3. Cash flow help to assess a company’s liquidity, solvency and financial adaptability

4. Investment decisions and company valuation are based on projected cash flow.

5. When there is a health operating profit with low or negative cash flow, there may be a suspicion of profit manipulation or creative accounting.

Cash Flow Statement

1. Cash Flow from Operation Activities

Profit before taxation 


Add: depreciation


Loss / (Profit) on sale of non current asset


(Increase) / Decrease in inventories


(Increase) / Decrease in receivables


 Increase / (Decrease) in payables.


    Cash generated from operations


Interest (paid) / received (cash)


Income taxes (paid) (cash)


Net cash flow from operation activities

2. Cash flow from investing activities
Purchase of property, plant and equipment

Proceeds from sale of equipment

Interest received

Dividend received


Net cash used in investing activities

1. Cash flow from financing activities

Proceeds from issue of share capital 

Proceeds from long term borrowings

Payment of finance lease liabilities

Dividend paid


Net cash used in financing activities

1. Net cash flow from operation activities

2. Net Cash used in investing activities

3. Net cash used in financing activities


Net increase in cash / cash equivalents

*Cash and cash equivalents at beginning of period


*Cash and cash equivalents at end of period


Cash on hand and balance with bank

IAS 8

Accounting Policies, Changes in Accounting
Estimates and Errors

IAS 8 covers the following topics:

-
Selection of accounting polices

-
Changes in accounting polices

-
Changes in accounting estimates

-
Correction of prior period errors.

Selection of accounting polices

When an IAS of IFRIC Interpretation applies to a transaction, management should select an accounting policy that complies with the Standard/Interpretation, unless the effect of non-compliance would be immaterial presented.

Changes in accounting polices

Accounting polices are normally kept the same from period to period to ensure comparability of financial statement over time.


IAS 8 allows accounting polices to be changed only if: required by statute or an accounting standard setting body; or


The change will result in a more relevant and reliable presentation of events or transactions.


The required accounting treatment is that the change should be applied retrospectively, with an adjustment to the opening balance of retained profits in the statement of changes in equity.


Comparative information should be restated unless it is impracticable to do so.


The following disclosures should be made.

-
The reasons for the change

-
The amount of the adjustment recognized in the current period.

-
The amount of the adjustment included in each period prior to those included in the financial statement.

Changes in accounting estimates


Almost all the figures in the financial statement require same estimation, the exercise of judgment based on the latest information available at the time. At a later date, estimates may have to be revised as a result of the available of new information, more experience (or) subsequent developments.


The effects of a change in accounting estimate should be included in income statement of the period of change and if subsequent-periods are affected, in those subsequent periods. 


If material, effect on F/S, its nature and amount must be disclosed.

Correction of prior period errors

Prior period errors are omissions from, and misstatements in, the financial statements for one or more prior periods arising a failure to use information that,

· was available when financial statements for those periods were authorized for issue, and

· could reasonable be expected to have been taken into account in preparing those financial statement.

Such error includes mathematical mistakes, Mistakes in applying accounting polices, oversights and fraud.

Current period errors that are discovered in that period should be corrected before the financial statements are authorized for issued.

Material prior period error should correct of assets, liabilities and equity as if the error had never occurred.

The nature and amount of the correction should be disclosed in a note.

IAS 11

Construction Contracts

A Construction contract is a contract specifically negotiated for the construction of an asset or a combination of assets that are closely interrelated or interdependent in terms of their design, technology and function or their ultimate purpose or use (e.g.- a contract to build a large single asset as a bridge)

Contract revenue

- The initial amount of revenue agreed in the contract and

- The variations, to the extent that it is probable they will result in revenue and are capable of being reliably measured

Contract costs comprise
- costs relating directly to the contract

- allocable costs that relate to contract activity in general

- other costs specifically chargeable to the customer under the contract.

Recognition of contract revenue and costs
- When the outcome of the contract can be estimated reliable, contract revenue and costs should be recognized in the income statement by reference to the stage of completion of the  contract at the balance sheet date

- An expected loss should be recognized in full immediately.

IAS 12

Income Taxes

Deferred tax
The need for deferred tax arises because the profit for tax purposes may differ from the profit shown by the financial statements.

Permanent difference: an expense in the income statement if is not allowed for tax purpose. 

Temporary difference: An expense is allowed for both tax and accounting purpose, but the timing of the allowance differs. E.g.-Depreciation rate

Reasons for recognizing deferred tax

Failure to allow for deferred tax leads to distortion of the post tax profit and failure to recognize a liability which will eventually arise.

· The accruals concept requires its recognition.

· The deferred tax will be a liability eventually

· The overstatement of profit caused by failing to allow for deferred tax liabilities can lead to

- over-optimistic dividend payments based on inflated profits.

- distortion of earning per share and of price/earning ratio.

- Shareholders being misled.

Methods of accounting for deferred tax

- Deferred method – not permitted by IAS

- LIABILITY Method

IAS 12 calls for adoption of the balance sheet liability method in which deferred tax is calculated by reference to the tax base of an asset or liability.

IAS 12 sates that an enterprise should recognize a deferred tax liability or asset whenever the recovery or settlement of the carrying amount of an asset or liability would make future tax payments larger or smaller than they would be if such or settlement were to have no tax consequences.


Recognize a deferred tax liability for all taxable temporary differences and


Recognize a deferred tax asset for all deductible temporary differences to the extent that taxable profit will be available against which the temporary difference can be utilized.


Taxable temporary difference

 (i.e. Carrying amount < tax base)
· Interest received in arrears, included in income statement on accruals basis, but only taxable when received.

· Depreciation is accelerated for tax purpose (i.e. tax-allowable depreciation exceeds accounting depreciation)

· Development costs have been capitalized on the balance sheet, but were deducted against taxable profit when incurred.

· Non-current assets are revalued upwards for accounting purposes, but no adjustment is mode for tax proposes.

Deductible Temporary differences

i.e. – Tax base > carrying amount

1.
Depreciation is delayed for tax purposes.

2.
Inventory is written down to NRV for accounting purposes, but remains at cost for tax purposes.

3.
Research costs are written off for accounting purposes, but not permitted as a deduction from taxable profit until later.

4.
Income is deferred in the balance sheet, but has already been included in taxable profit.


Deferred tax assets and liability should not be discounted.

· Current tax should normally be recognized in the statement of comprehensive income except when…..

-it relates to a gain or loss which has been recognized initially in equity

-dividend income (and interest and other similar income) should be grossed up for withholding tax and

-the tax charge for the year should be correspondingly increased

-income and expenses included in arriving at profit before tax are included on an accruals basis

-current tax should be calculated using tax rates and laws which have been enacted (or substantially enacted) by the date of the statement of financial position

-tax charge in the state ment of comprehensive income often bears little relationship to thae profit before tax figure in the statement of comprehensive income

-profit before tax figure is adjusted to bring it into line with tax rules (as distinct from accounting rules)

-the differences between these two sets of rules may be permanent differences or temporary differences

· Differences in greater detail and deferred tax

 -permanent differences arise where certain items included within the statement of comprehensive income are either not taxable or not allowable for tax –an example- entertaining expenses

-temporary differences arise where there are differences between the carrying value of assets or liabilities in the statement of financial position compared with their value for tax purposes (their tax base or tax written down value)

-deferred tax is the tax attributable to these temporary differences

-temporary differences may be taxable or deductible

-taxable temporary differences give rise to a deferred tax liability payable in the future

-deductible temporary differences give rise to a deferred tax asset in the future.

Chapter 18 – IAS 12 Income Taxes

* 
current tax should normally be recognized in the statement of comprehensive income except when…

*
…it relates to a gain or loss which has been recognized initially in equity

*
dividend income (and interest and other similar income) should be grossed up for withholding tax and…

*
…the tax charge for the year should be correspondingly increased

*
income and expenses included in arriving at profit before tax are included on an accruals basis

*
current tax should be calculated using tax rates and laws which have been enacted (or substantially enacted) by the date of the statement of financial position

*
tax charge in the statement of comprehensive income often bears little relationship to the profit before tax figure in the statement of comprehensive income

*
profit before tax figure is adjusted to bring it into line with tax rules (as distinct form accounting rules)

*
the differences between these two sets of rules may be permanent differences or temporary differences

IAS 12 differences in greater detail and deferred tax

*
permanent differences arise where certain items included within the statement of comprehensive income are either not taxable or not allowable for tax

*
an example – entertaining expenditure

*
temporary differences arise where there are differences between the carrying value of assets or liabilities in the statement of financial position compared with their value for tax purpose (their tax base or tax written-down value)

*
deferred tax is the tax attributable to these temporary differences

*
temporary differences may be taxable or deductible

*
taxable temporary differences give rise to a deferred tax liability payable in the future

*
deductible temporary differences give rise to a deferred tax asset in the future.

IAS 12 Temporary differences

*
taxable temporary differences can be short-term differences or long-term differences, for example arising on the revaluation of assets

*
timing differences arise where financial statements items are taxable, but are recognized for tax reasons in periods other than the financial statements period

*
for example, interest received is included in financial statements on an accruals basis but…

*
…for tax purpose it is recognized on a cash/receipts basis

*
the temporary difference is the difference between interest recognized in the statement of comprehensive income and interest actually received

Example 1 – Royalty income
Jurgita’s profit from operations before royalty income is $7000,000 pre annum. In 2004 she was entitled to a one off royalty receipt of $60,000, which she eventually received in 2005.

Income tax is 25%.

Extracts from statement of Comprehensive Income









2004

2005


$’000
$’000

Profit from operations
700
700

Royalty receivable
60
-


760
700

Income tax @ 25% on taxable profits
(175)
(190)

Profit after tax
585
510


Taxable profits

$’000
$’000

Profit from operations
700
700

Royalty received
-
60


700
760

Income tax @ 25%
175
190


Show how the entity provides for deferred tax on the temporary timing difference.

------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------

IAS 12 Temporary differences continued

*
a temporary difference also arises where the capital allowances rate (of tax deprecation rate) differs from the accounting rate applied to the same asset

Example 2
Andris buys an asset on 1 January, 2004 for $600,000.

It has a useful life of three years and is scrapped at the end of its life.



2004
2005
2006



$
$
$

Profits before depreciation
1,800m
2,300m
2,500m

A first year tax allowance of 100% is available on this asset.

The tax rate for Andris is 25%

Show how Andris should provide for deferred tax on the temporary timing difference.

------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------

*
another time that temporary difference arises is followings a revaluation of asset

*
the difference is the difference between the asset’s revalued amount and its tax written-down value

*
because the revaluation increase is credited direct to equity, the associated deferred tax should also be charged to equity, and therefore is not included as part of the tax charge for the year in the statement of comprehensive income

Example 3 

Aija purchased a property on 1 January 1993 for $450,000. On 31 December, 2004 the property has a net book value of $342,000 and was revalued to $6000,000. The tax written down value was $450,000.

Income tax rate is 25%

Calculate the figure for the revaluation reserve as at 31 December, 2004.

------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------

IAS 12 deductible temporary differences

*
Iess common than taxable temporary differences.

*
give rise to a deferred tax assets on the statement of financial position

Example 4
Ilze has a profit from operations of $650,000 per annum (before warranty payments). In 2004 she recognizes a liability of $160,000 for accrued product warranty costs. For tax purposes the warranties will not be deductible until the entity pays them. $160,000 of claims are paid in 2005

Income tax is 25%

Extracts from Statements of Comprehensive Income

2004

2005


$’000
$’000

Profit from operations
660
660

Warranties
(160)
-


500
660

Income tax @ 25% on taxable profits
165
125

Profit after tax
335
535


Taxable profits

Profit from operations
660
660

Warranty payments made
-
(160)


660
500

Income tax @ 25%
165
125


The entity wishes to provide for deferred tax on the temporary difference.

------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------

------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------

*
IAS 12 requires the use of the ‘full provision’ method whereby temporary differences are provided for in full

*
based on the principle that the financial statements for a period should recognized the tax effects of all transactions occurring in that period

*
deferred tax assets and liabilities should be calculated using tax rates which are expected to apply in the period when the asset is realized or the liability is settled

*
two alternative bases have previously been followed:



* flow-through, and



* partial provision

*
flow-through based on the principle that only the tax applicable to the accounting period should be recognized – so no deferred provision is made

*
partial provision based on the principle that deferred tax should only be accounted fro to the extent that the differences will reverse in the foreseeable future and will not be replaced

Reasons for recognizing deferred tax and related disclosure requirements
*
reasons for recognizing deferred tax:



* accruals concept requires it



* deferred tax will become a liability eventually



* if not recognized, overstatement of profit could lead to:




- over-optimistic dividend payments




- distorted earnings per share figure (and P/E ratio) will mislead stake-holders




- share-holders will be under-informed

* disclosure



* masses of disclosure requirements include:




- current tax expense




- adjustments recognized this year to the tax charges from previous periods




- tax relating to items charged direct to equity

- details of deferred tax asset/liability broken down by type of temporary  difference




- reconciliation between accounting profit and taxable profit 

IAS 16

Property plant and equipment


Tangible assets held by an enterprise for more than one accounting period for use in the production or supply of goods or services, rental to others, for administrative purpose.


Recognition as an asset when:

· It is probable that future economic benefits associated with the asset will flow to the enterprise and

· The cost of the assets can be measured reliably.

Revision of lives: The useful economic lives of assets should be reviewed at last annually and when necessary, revised.

Separate components: with different useful lives, they should be capitalized as separate assets and each depreciated over their useful lives.

Major inspection or overhaul costs are generally expenses.

If they are separate components, they are assets.

Compensation for the impairment or loss of items includes:
1. The impairment of loss

2. The related compensation from third parties (e.g., insurers)

3. The subsequent restoration, purpose or construction of assets.

Each event should be accounted for separately.

IAS 17

Leases

A leases as an agreement where by the lesson conveys to the lessee in ration for a payment or series of payments the right use an asset for an agreed period of time. 

Title to the asset may or may not eventually be transferred to the lessee under un IAS 17 lease.

IAS 17 recognizes two sorts of lease:

· A finance lease transfers substantially all the risks and rewards incident to ownership of an asset.

· An operating lease is lease other than a finance lease.

E.g.: Finance lease, the leases owns the assets by the end of the lease term.

· Lessee has the option to purchase the asset at less than fair value.

· The lease term is far the major part of the assets life.

· At the inception of the lease, the present value of the minimum lease payments amounts of substantially all of the fair value of the asset.

· The leased assets are of a specialized nature.

In Operating leases, the lessee charges the lease payments to an expense account as they are incurred.

IAS 18
Revenue Recognition

Timing of Revenue Recognition

Before being recognized and reported, revenue must be earned and realized and it must be capable of being measured.


Revenue is the inflow of economic benefits arising forms the ordinary activities of the enterprise.


Revenue can arise from: 
(1) the sale of good.






(2) the rendering of service






(3) the use by other of assets.


To yield interest, royalties and dividends to the enterprise.

1. Earned; the activities undertaken to create the revenue must be substantially completed.

2. Realized; an event has occurred which significantly increases the likelihood of conversion in cash.

3. The revenue must be capable of being verifiably measured.


-The critical event in operating cycle.


-The point at which revenue is recognized.

1. Obtaining an order from a customer for goods prior to manufacture.

 
It is an important for long term contract. However, it is not the point to recognize because it may still uncertainty.

2. Purchase of goods or raw materials


Generally it may not be critical event. However certain material (e.g. gems) are difficult to obtain and they have a ready market revenue is certain once the item has been obtained. It may be critical event.

3. Production of goods


It is not a critical event because of uncertainty. Exception for long term contract. (e.g. construction)

4. Obtaining an order from a customer for goods in inventory


It may not be critical event.

5. Delivery of goods to customer


It may be critical. Delivery normally coincides with the transfer of legal title to the goods. But uncertainties may arise,


-Quality goods may be returned


-Unpaid customer


-Warranty

6. Collection of cash


 Cash sale and delivery of goods are the same. Credit sale may contra vent the accruals concept.

7. Provisions of warranties or after sale services


It would be unrealistic if revenue were not recognized until after the warranty period had elapsed.


It should be take into account, when customer has the right to return goods within a period of time.

The accretion approach


For certain type of transaction, there is a long production period or where services use supplied are a period of time. Recognized the revenue over a period of time.

1. Used by others of an entity’s resources. E.g. rent, rental income accrued over the entire period.

2. Long-term contracts (IAS 11)

3. Natural growth and biological transformation. E.g. timber and livestock

The recognize of revenue from the sale of goods

1. Risk and rewards of ownership have been transferred

2. the seller no longer controls the goods

3. The amount of revenue can be measured reliably.

4. it is probable that economic benefit will flow to the seller

5. the cost of the transaction can be measured reliably.

The revenue form the rendering of services

1. the amount of revenue can be measured reliably.

2. it is probable that economic benefit will flow to the seller

3. the stage of completion can be measured reliably

4. the cost of the transaction can be measured reliably.

Recognition of interest, royalties and dividends

1. the amount of revenue can be measured reliably

2. it is probable that economic benefit will flow to the enterprise

IAS 20 
Accounting for government grants and

disclosure of government assistance


Government refers to government, government agencies and similar bodies whether local, national or international.


Government assistance is action by government designed to provide an economic benefit specific to enterprise or range of enterprises qualifying under certain criteria.


Government grants are assistance by government in the form of transfers of resources to an enterprise in return for past or future compliance with certain conditions relating to operation activities of the enterprise.


Grants related to assets are government grants whose. Primary condition is that an enterprise qualifying for them should purchase, construct or otherwise acquire long term assets, subsidiary conditions may also be attached restricting the type or location of the assets or the periods during which they are to be acquired or held.


Grants related to income are government grants other than those related to assets.


It should be recognized with reasonable assure once to that the grant will be received and match than with the expenditure.

Income

Credit in the income statement or Deduct in reporting the related expense

Repayment should be recognized as an expense. (income)

Repayments of asset increase the asset or Reduce deferred income.

Assets

Treat as deferred income and credit to income statement on systematic rational basis over useful life of asset.  Or

Deduct grant in arriving at carrying value of assets and recognize as income over assets life.

IAS 23 
Borrowing Cost

One entity borrows from another entity. This may cost interest and other related cost for using such loan.


If these loans are for acquired of NCA or construction of NCA


Such Finance cost can be treated as two ways.

1. Treated as expenses (or)

2. Such cost can be added to NCA.

IAS 24 
Related Party Disclosures
IAS 24 Lists the following which are not necessarily related parties.

(a)
Two entities simply because they have a director or other key management in common


(Notwithstanding the definition of related party above, although it is necessary to consider how that director would affect both entities.)

(b)
Two ventures, simply because they share joint control over a joint venture.
(c)
Certain other bodies, simply as a result of their role in normal business dealings with the entity 


(i)
Providers of finance


(ii)
Trade unions

(iv) Public utilities

(v) Government departments and agencies

(d) Any single customer, supplier, franchisor, distributor, or general agent with whom the entity transacts a significant amount of business, simply by virtue of the resulting economic dependence.

Related party. A party is related to an entity if:

(a)
directly, or indirectly through one or more intermediaries, it:

(i)
controls, is controlled by, or is under common control with, the entity (this includes parents, subsidiaries and fellow subsidiaries);

(ii)
has an interest in the entity that gives it significant influence over the entity; or 

(iii) has joint control over the entity;

(b)
it is an associate;

(c) 
it is a joint venture in which the entity is a venture;

(d)
it is a member of the key management personnel of the entity or its parent;

(e)
it is a close member of the family of any individual referred to in (a) or (d);

(f)
it is an entity that is controlled, jointly controlled or significantly influenced by; or for which significant voting power in such entity resides with, directly or indirectly, any individual referred to in (d) or (e); or

(g)
it is a post-employment benefit plan for the benefit of employees of the entity, or of any entity that is a related party of the entity.

Related party transaction. A transfer of resources, services or obligations between related parties, regardless of whether a price is charged.

Control is the power to govern the financial and operating policies of an entity so as to obtain benefits from its activities.

Significant  influence is the power to participate in the financial and operating policy decisions of an entity, but is not control over these policies. Significant ownership may be gained by share ownership, statute of agreement.

Joint control is the contractually agreed sharing of control over an economic activity.

Key management personnel are those persons having authority and responsibility for planning, directing and controlling the activities of the entity, directly or indirectly, including any director (whether executive or otherwise) of that entity.

Close members of the family of an individual are those family members who may be expected to influence, or be influenced by, that individual in their dealings with the entity. They may include:

(a)
the individual domestic partner and children;

(b)
children of the domestic partner; and

(c)
dependants of the individual or the domestic partner. 


The most important point to remember here is that, when considering each possible related party relationship, attention must be paid to the substance of the relationship, not merely the legal form.
IAS 27 
Consolidated and Separate Financial Statements

1. If there is a mid-year acquisition;
Pre 





Post

Apr07




31 Dec 07


31 March 08






(Acquisition)

If subsidiary profit for the year end 08 is

$ 12000, then pre acquisition profit
= $ 9000 (good will)

Post acquisition profit


= $ 3000 (group profit)

Pre-acquisition profit (reserve) is included in goodwill calculation.

Post-acquisition reserve should be added to group profit as % of Group retaining earning.

Eg;
Parent company profit
= $10000


Subsidiary post profit
= $03000


Group profit


= $ 13000


2. Inter-Company transaction

Current Account between Parent / Subsidiary.

If payable company paid the cash to settle his account but receivable company has not been received until balance sheet date. Ie. cash in trasit.

In consolidating;


Receivable company deemed to be received.



Add to receivable company cash A/C



Reduce it receivable A/C

If current account remain;


Contra all P/S current A/C

* Cash payment of $200 has not been received at B/S date.

3. Intra-Group Profit (unreleased profit) = URP

Eg. (a) Parent sold goods to subsidiary at $ 1000 selling price it has cost 500 and of these goods still in hand at B/S date.

URP;

1000 ÷ 2
= 500



0500 ÷ 2
= 250



URP

$ 250

Parent company profit
- $ 250

Subsidiary inventory
- $ 250

Eg (b) if subsidiary sold goods to parents at selling price of $ 2500 which has cost $ 1500 and all of which are still at inventory.


Parent own sub share 80%

Solution; Unrealized profit = $ 2500 - $ 1500 = $ 1000


Parent company inventory - $ 1000

Subsidiary
Majority Company’s profit - $ 800 (ie.80%)

Profit

Subsidiary’s profit (MI)
- $ 200 (ie.20%)

4. Internal Loan Notes

Loan note held by the parent (ie assets) is cancelled with the same value of loan note (liability) of the subsidiary.

5. If Dividend is paid by subsidiary by the year end. No adjustment is required.

Dividend is declared by the year end but had not been paid.


When consolidation, dividend receivable A/C in parent and dividend payable A/C relating to parent share should be cancelled.


Dividend payable & receivable outside the group remain disclose.

6. Loan interest payable by the subsidiary within the group should be cancelled together with receivable in parent.
7. Deferred cash consideration

If parent company buy subsidiary share, but paid for after more than one year. This amount should be calculated as parent value.

Eg. P acquired S; 100% share at $ 1210.

Payable after (2) years of acquisition.


Assuming discount rate is 10%.


Consideration for investment is therefore.



$ 1210
=
$ 1000, discount amount



(1.1)2


For the first year end is $ 1000x10% = $ 100

Which are debited to income statement and payable account in group account.

Parent own 75% subsidiary share

Working Subsidiary profit



$ 170

Group 75%

= 127.5





Minority 25%

= 042.5

Group Profit
= Parent + Sub (group)



= $ 240   + $ 127.5 = $ 367.5

If there is inter group dividend payment including preference share.

Minority interest relating to such dividend should be disclosed in Group account.

Pre-acquisition dividend

Reduce cost of investment in subsidiary


(or)

Treated as income. (IAS 39)

Intra-Group Sale (Transaction)


Revenue in Seller Company and cost of sale in Buyer Company should be cancelled.

* If closing stock remain in Buyer Company.

(In realized profit should be added to group cost of sale account.)

4. If non-current asset are sold to group member, at profit. Such profits are unrealized profit and should be eliminated in consolidation.

NCA in Buyer – URP

Profit in Seller – URP


This means that Non-current assets should be kept at its original (carrying) amount.

* Depreciation on exceed amount should be added back to profit & non-current assets.

5. Fair value (or) he valued of NCA after acquisition by parent company. However subsidiary may disclose in original (carry) value.

· Depreciation may be less than if the fair value is used.

· Profit may be more than it should be

The depreciation amount (differences) should be deducted from subsidiary’s profit.

6. Interest paid & received within the group should be cancelled when consolidation.

Minority Interest in group Account

Balance sheet

(Pre + Post Acquisition)








$

Share capital
100000

Premium
50000

Retain earning
80000

(Pre+post)

Exceed in revaluation
10000

At acquisition

Additional depreciation of its Value
(1000)

if sub does not take account revalue

Derecognize of non-current assets at
(20000)

Acquisition

Depreciation of such assets if sub
2000

Does not take account of it

Derecognized during the year
(8000)

Depreciation of such asset if
800

Sub does not take account

Unrealized profit (SP)
(650)


213150


If MI is 20%, then

213150x20%
= 42630

Minority Interest in group Account

Income Statement

(Post acquisition only)








$

Profit (given)
50000

Additional depreciation
(1000)

(As result of do not take 

Account of fair value adjustment)

Transfers from revaluation reserve
500

Un realized profit (SP)
(650)

Derecognized of non current assets
(8000)

During the year (post acq)

Depreciation of recognized assets
800


41650

If MI is 20% then 41650 x 20%

   = $ 8330


If there is revaluation of non-current assets during post-acquisition period, it does not take into account in income statement, but in balance sheet.


80% of 41650 = $ 33320 is relating to group profit

$ 33320 + parent company profit



= Group retaining earning

IAS 28 
Investments in Association


An association is an enterprise over which the investor has significant influence and which is neither a subsidiary (nor) a joint venture of the investor.


Associated investor (controlling interest 20%50%)

- is represented on the board.

- Actually participates in major polices decisions

- has material transactions with the invested.

Accounting treatment (Equity method of accounting)

The investment is initially recorded at cost and adjusted therefore for the post acquisition change in the investor’s share of net assets of the associate.


Fair value & cost


Goodwill (+, -)

* Investor’s shares (investment) may be increase by its post-tax profit.

* Investments in associated should be classified as non-current assets and shown separately.

Consolidated income statement


The investor’s share of associate’s pre tax-profit and tax charge are included.


Instead of the dividend receivable.


* write off the goodwill



Adjust profit


* Changes to depreciation to reflect fair value

Differing accounting date

Associated companies should adjust its account as at the same date the financial statement of the investors.


If not, different date may be used, but adjustments for the effects of any significant events of transactions between the dates.

Different Accounting Policies:
Adjustments should be made to the associate’s financial statements before inclusion.

* Reserves will be increased by the group share of post-acquisition reserves of the associate.

* Reserves will be decreased by any goodwill written off.

Goodwill







$


$

Cost of investment






1000


Less: share capital


800



Share premium

200




Reserve

100







1100


275







X 25%

=




Goodwill




725


Statement of reserves





Group 

Associate

Total

Brought forward

1000

40


1040

Retained for the year

  200

20


  220





 1200

60


1260

Transactions between the group and the association

· Loan between group members should not be cancelled. They should be presented in group account.

· Trading between group and associate.

Adjusted only for unrealized profit E.g. inventory

As a % group share

Consolidated inventory – unrealized profit

Investment in association –unrealized profit (if inventories in the hand of association) 

As a % of group interest

Receivable and payables arising from trading transaction with associates

1. Include under respective current assets or liabilities without netting off.

2. Disclose separately if material.

Investment in Association








$

Cost of association




100

Share of post acquisition



  


Retained reserve - post profit x 25%

  10

Unrealized profit - $20 x 25%


  (5)

Impairment Loss




  (2)

Investment in association



103

Intra group transaction (unrealized profit)

For upstream - Associated              Parent/ Subsidiaries

Dr.: Retain earning of parent (A %)

Cr:  Group inventory

(A %)

For downstream - Parent/ Subsidiaries             Associated 

Dr.: Retain earning of parent/ Subsidies
(A %)

Cr:  Investment in association


(A %)

IAS 32

Financial instruments disclosure and presentation

A Financial instrument is any contract that gives rise to both financial assets of enterprise and a financial liability or equity instrument of another enterprise.


A financial asset is any asset that is


-Cash (cheque, Bill, bond)


-A contractual right to receive cash or another financial asset from another enterprise.

-A contractual right to exchange financial instruments with another enterprise under       conditions that are potentially favorable or 


-An equity instrument of another enterprise.

A financial liability is any liability that is a contractual obligation


-To deliver cash or another financial asset to another enterprise.

-To exchange financial instrument with another enterprise under conditions that are potentially unfavorable.

-An equity instrument is any contract that evidences a residual interest in the assets of an enterprise after deducting all of its liabilities.

-When a financial instrument gives rise to a contractual obligation on the part of the issuer to deliver cash or another financial asset, it is a financial liability.

-When no such contractual obligation exists, it is an equity instrument.

A compound instrument is one which has 60th a liability and an equity component. 

E.g. a convertible bond

All such compound instruments must be shown in the balance sheet with liability and equity elements separated.

Interest and dividends

Amounts relating to a financial liability should be charged to the income statement as interest.

Amounts relating to an equity instrument are dividend and should be charged directly to equty.

E.g. in the statement of changes in equity

IAS 33

Earning per share

Earning per share (EPS) is used to assess the on going financial performance of a company from year to year, and to compute the major stock market indicator of performance, the price earning ratio (PE ratio).

 PE ratio = Market Value of share



EPS

An ordinary share is an equity instrument that is subordinate to all other classes of equity instruments. A potential ordinary share is a financial instrument or other contract that may entitle its holder to ordinary shares. Warrants or options are financial instruments that give the holder the right to purchase ordinary shares.

EPS
= 
Net profit for year after preference dividend before ordinary dividend





Number of ordinary shares in issue

Earnings should be apportioned over the weighted average equity share capital (ie. taking account of when shares are issued during the year.) ie. Issue at full market price.


When an enterprise makes a bonus issue, earning should be apportioned over the shares in issue after the bonus issue.


Comparative figures for earlier years are restated using the same increase figure.


Shares issued to acquire a subsidiary should be assumed to be issued on the first day of the period for which the profits of the new subsidiary are included in group earnings.

Right issue

Actual cum right price
x
no-share = pre-issued


Theoretical ex-right price




EPS =

Earning



(pr issued + post issued)÷ 2


If right issue is a half year.


Dilution: If an enterprise has issued bounds convertible at a later date into ordinary shares, on conversion the numbers of ordinary shares will raise, but on fresh capital enters the enterprise. This effect is called ‘dilution’.


IAS 33 requires: an enterprise to disclose


The basic EPC, the diluted EPS, calculated using current earnings but assuming that the future dilution has already happened. Also consider tax effect.

Examples do dilutive factors are:

* Convertible bonds

* Convertible preference
Potential ordinary shares

* Options and warrants 


Options: the holder has the right to buy shares in the future at below the market price; the diluted EPS calculation must allow far the fact that some cash does enter the enterprise.



No of option
-
option price
x no. of share option
add to no of





market price




existing shares


Potential ordinary shares should be included in the calculation of diluted EPS when their conversion to ordinary share would decrease net profit from continuing operations rather than net profit. This means that items relating to discontinued operations, the effects of changes in accounting policies and correction of fundamental errors would all be excluded.


Potential antis dilutive are ignored in the calculation of diluted earning per share.

Limitation of EPS as performance measure
* It does not take account of inflation.

* It is passed on historic information and does not necessarily provide predictive value.

* It is not appropriate to compare the EPS of different companies.

IAS 34 
Interim financial reporting

IAS 34 governs the interim financial statements produced by some enterprises part-way though the whole year e.g. half-yearly statements produced for the first six months of the accounting year.

IAS 34 does not require interim statement to be produced but where they are produced, they should comply with the IAS.

Minimum contents of an interim financial report:

-condensed balance sheet

-condensed income statement

-condensed statement of changes in equity

-condensed cash flow statement

-selected explanatory notes.

The same accounting policies should be used in the interim statements as in the annual statement.

Explanatory notes should include at least:

-a statement that the same accounting policies are used as in the annual statements

-Comments on the seasonality of operations 

-nature and amount of usual items

-issues and redemptions of debt and equity securities

-dividend paid

-segment information per IAS 14

-Material subsequent events

Interim reports should be treated as

A distinct accounting period - 
Revenue received and costs incurred reasonally or unevenly should not be anticipated or deferred when preparing interim financial statement unless that treatment would be appropriate at the end of financial year.

Change in accounting policies -
If there is a change in accounting policy during a financial year; figures for prior interim periods of the current financial year should be adjusted for the change, so that the same accounting policies are in force through out the year.

IAS 36

Impairment of assets

The aim of IAS 36 impairment of assets is to ensure that assets are carried in the financial statements at no more than their recoverable amount.

IAS 36 does not apply to non-current investment held for sales which are covered by IFRS 5.

Recoverable amount

(Higher of)

Net selling price (NSP)


Value in use (VIU)

NSP –Amount obtainable from the sale of an asset in arm’s length transaction less cost of disposal.

VIU –PV of estimate future cash flows expected to arise from the continuing use of an asset and its disposal at the end of its useful life.

Where it is not possible to estimate the recoverable amount of the cash-generating unit to which it belongs. If the recoverable amount of an asset is less than its carrying value, that constitutes an impairment loss and the asset must be written down to its recoverable amount.

Revaluation reserve

yes

offset against


No

Income statement

The depreciation charge for the asset should be adjusted for future periods to reflect the reduced carrying amount.

Indicators of impairment

A review for impairment of non-current asset or goodwill should be carried out if events or changes in circumstances indicate that the carrying amount of the non-current asset or goodwill may not be recovered.

External indicators

-Fall in market value

-Changes in technological, legal or economic environment.

-Increase in market interest rate likely to affect discount rates.

-Carrying amount of enterprise’s net assets > market capitalization.

Internal indicators

-Obsolescence or physical damage.

-Adverse changes in use.

-Adverse changes in asset’s economic performance.

Calculation of value in use

Value in use is determined by estimating future cash inflow and outflows to be derived form the use of the asset and its ultimate disposal and applying a suitable discount rate to these cash flow using pre tax discount rate.

Cash generating unit 

It will be necessary to determine whether there has been impairment in the recoverable amount of the whole cash generating unit.

Goodwill does not itself generate cash flows that are independent of other assets; therefore the impairment test must be carried out on the cash generating units of which the goodwill forms part.

If impairment loss arises for a cash generating unit, it should be allocated in the following order.

1. To specific assets that are known to be impaired (e.g. because they are physically damaged)

2. To goodwill allocated to the unit.

3. To order assets in the unit on pro rate basis.

In making this allocation, no asset should be reduce below its net selling price or its value in use, which ever is higher.

Reversal of an impairment loss

Add back to revaluation reserve 





Cash generating unit


No







Added back to assets pro-rate

Credited to income statement





Basic expect goodwill

Ensuring that assets are not increase above the lower of their recoverable amount and their carrying amount (after depreciation or amortization) had been no impairment loss.

IAS 37

Provision, Contingent Liabilities and Contingent assets

Provision – A provision is a liability of uncertain timing or amount.

Liability –An obligation to transfer economic benefits (e.g. to pay cash) as a result of past transactions or events.

Constructive obligation

A constructive obligation is an obligation that derives from an enterprise’s actions where:

By an established pattern of past practice, published policies or  a sufficiently specific current statement, the enterprise has indicated to other parties that it will accept certain responsibilities and 

As a result, the enterprise has created a valid expectation and the part of those other parties that it will discharge those responsibilities.

Contingent liability

A possible obligation that arises from past events and whose existence will be confirmed only by the occurrence of one or more uncertain future events not wholly within the entity’s controls.

A present obligation that arise from past events but is not recognized because 

-it is not probable that transfer of economic benefits be required to settle the obligation, or

-the amount of the obligation cannot be measured with sufficient reliability.

Contingent assets a possible asset that arise from past events and whose existence will be confirmed only by occurrence of one or more uncertain future events not wholly within the entity control.

Recognition – provisions

Only recognized where,

1. An entity has a present obligation (legal or construction) as a result of past event.

2. It is probable that a transfer of economic benefits will be required and 

3. A reliable estimate can be made of the amount of the obligation.

· Do not recognize where there is only an intention to make expenditure, it is not an obligation.

· Only recognize reimbursements when virtually certain.

Measurement

The amount recognized as a provision should be the best estimate of the expenditure requires settling the present obligation at the balance sheet date.

Take into account

· risks and uncertainties

· Future events


· Review at each balance sheet date and adjust to reflect the current best estimate.

· Reverse a provision if transfer of economic benefits is no longer probable.

· If there is a considerable time log until the obligation provided for is to be settled, the present value of the expenditures should be taken, using a pre – tax discount rate.

· If some or all of the expenditure required to settle a provision is to be reimbursed by a third party , this should only be recognized when it is virtually certain to be received, and should be treated in the balance  sheet as a separate asset rather than a reduction in the provision.

In the income statement, the net amount may be shown.

Recognition, contingencies

	Degree of probability
	Contingent Liabilities
	Contingent Assets

	Virtually certain  100%
	Provide
	Recognize

	Probable  90%
	Provide
	Disclosure by note

	Possible 50%
	Disclosure by note
	No disclosure

	Remote 10%
	No disclosure
	No disclosure


Future operating losses do not recognize.

Onerous contracts; recognize.

An onerous contract is a contract in which the unavoidable costs of meeting the obligations under the contract exceed the economic benefit expected to be received under it.

Restructuring; only recognize where there is a detailed formal plan and the entity has started to implement the plan or an or-amrounce its main features to those affected.

IAS 38
Intangible Assets


An intangible assets arising from development must be recognized of certain conditions are met.


Development is the application of research finding or other knowledge to plan or design for the production of new or substantially improved materials, devices, products processes, systems or services before the start of commercial production or use.


Recognition: development assets

1. Technical feasibility of completing the intangible assets.

2. Intention to complete.

3. Ability to use/sell the intangible assets.

4. Probable of future economic benefits.


* Existence of a market for the output of the assets.

5. Availability of technical, financial & other resources to complete.

6. Expenditure is measured reliably.


The amount to be included is the cost of the development.


The development expenditure once treated as an expense cannot be reinstated as an asset.

*
No intangible asset arising from research should be recognized.

*
Goodwill (internally)


Brand
Not recognized


Publishing titles


Customer lists

IAS 39
Financial Instruments: Recognition and Measurement


Initial recognition: An enterprise should recognize a financial assets or financial liability on its balance sheet when and only when, it becomes a party to the contractual provisions of the instrument.


The assets (or) liability should initially be measured at its cost. ie. the fair value of consideration given (or) received for it.

Subsequent re-measurement

All financial assets should be re-measured to fair value, except for:

1.
Loans and receivables originated by the enterprise.

2.
Held-to-maturity investments.

3.
Investments in equity instruments whose fair value cannot be reliably measured. (eg. equity, instruments with no quoted marked price.)


They should be measured at amortized cost if they have a fixed maturity or at cost if they do not have a fixed maturity.


All financial liabilities should be re-measured to amortized cost. (ie. at original recorded amount + interest – repayment)


Expect for;
(1) Liabilities held for trading




(2) Derivatives


They should be measured at fair valued.


Gains/losses on re-measurement to fair value.


A gain or loss on financial asset (or) financial liability classified as at fair value through profit of loss must be recognized immediately in the income statement.

Derecognized

Financial assets should be derecognized only when the enterprise loses control of the contractual right that comprises the financial assets.


A financial liability should be derecognized only when the obligation specified in the contract is discharge, cancelled (or) expires.

*
Dividend received form an ‘available for sale’ equity instrument are recognized in profit & loss.

*
Interest charged (or) credited using the effective interest rate method in a finance cost recognized in profit & loss.


A gain (or) loss on an ‘available for sale’ financial assets is recognized directly in equity (ie. taken to a reserve) until the asset in derecognized.


Once, derecognized, the cumulative gain & loss previously recognized in equity is now recognized in profit & loss.

IAS 40
Investment property


Land or building held to earn rental or for capital appreciation or both rather than for use in the enterprise (or) for sale in the ordinary cause of business.


Recognized; Economic benefit will flow to the enterprise




The cost of property can be measured reliably.


Transfer to or from investment property may be made only when there is a change of use.

Investment property


Owner occupied property (IAS-16)

IAS-40






Inventory (IAS-2)

Use the fair value at the date of the change.

Owner occupied

(IAS-16)



Investment property

Inventory

(IAS-2)

Income as increase, expense as decrease, recognized in income statement.

Accounting treatment for investment property

1. Cost model

2. Fair value model

No depreciation





No revaluation reserve

Gain (or) Impairment go to income statement.

IFRS 2

Share Based Payment


A transaction in which the entity receives goods or services as consideration for equity instruments of entity (including shares or share options), or acquires goods or services by incurring liabilities to the supplier of those goods or services for amounts that are based on the price of the entity’s shares or other equity instruments of the entity.

IFRS 5
Non Current Assets held for sale and discontinued operations


A non-current asset should be classified as held for sale if the following conditions apply:

*
the assets must be available for immediate sale in its present condition

*
the sale must be highly probable, meaning that:

-
management are committed to plan to sell the asset.

-
there is an active programmed to locate a buyer and

-
the asset is being activity marketed.

*
the sale is expected to be completed within 12 months of its classification as held for sale

*
it is unlikely that the plan will be significantly changed or will be withdrawn.

In balance sheet:


The lower of their pervious carrying amount and their fair value less cost to sell.


They should be presented separately on the face of the balance sheet, among current assets.


Any impairment loss recognized, to write down an asset to its fair value less costs to sale, should be charged to the income statement.


It should be cease to be depreciated.

Discontinued operation

A discontinued operation is a component of an enterprise that either has been disposed of or is classified as held for sale and


- Represents a separate major line of business or geographical area of operations.


- is part if a single – coordinated plan of disposal (or)


- is a subsidiary required exclusively with a view to resale.


In the income statement, a single amount must be disclosed on the face of the statement, comprising the total of


- the post-tax profit or loss of discontinued operation and


- the post-tax gain or loss recognized on the disposal of the assets constituting the discontinued operation.

*
an analysis of this single amount must be presented, either in the notes (or) on the face of the income statement.

*
In the cash flow statement, the net cash flow attributable to the operating, investing and financing activities of discontinued operations must be disclosed either in the notes (or) on the face of the statement.

Accounting for the substance of transactions


The IASB framework and IAS 60th require the application of substance over form.


Substance over form: the principle that transactions and other events are accounted for and presented in accordance with their substance land economic reality and not merely their legal form. (Framework)

Examples


Consignment goods
-
Consignment goods are held by one party but owned by another eg: motor car manufacture may lend cars to a dealer to be shown in the showroom.

-
The question is whether the goods should be shown in the balance sheet of the owner or the holder.

-
It depends on the terms of the deal.

-
If the car dealer above could return the cars at any time to the manufactures without penalty then the manufactures remains exposed to the risks and rewards of ownership so the cars are still his assets and should be shown on his balance sheet.


The key factor will be who bears the risk of slow moving inventory.

Goods on sale or return


If the purchaser still has right to return the goods then no genuine sale has accused until this right lapses.

Sales and repurchase agreements


The issue is to identity whether a genuine sale takes place or a secured loan.

Sales and leaseback


If the leaseback is a finance lease, then no genuine sale has occurred.

Factoring and account receivable

A company which is short of cash, but has accounts receivable, can sell these receivables to a factoring company.


The factor advances cash to the company and collects the receivables as they pay up.


If the risks and rewards of the receivables have been transferred to the factor, then this is genuine sale.


If the risk and rewards are retained by the original company, then the advance is of the nature of a secured loan.

Securitized assets 


Securitized involves the transfer of an asset (eg. a pool of accounts receivable such as a pool of credit card debts) to a special purpose vehicle whish is not a subsidiary.


Derecognistion of the asset is only appropriate if the original company has not retained the benefits from the asset.

Loan transfer

Loan transfers involve transferring the benefit and risks of a loan to a third party. Effectively the loan is sold.

Small companies

IAS, generally apply to all companies regardless of their size. It could be cogued that less detailed requirements appropriate for small and medium-sized entities (SMEs), so that they should be exempted from the more complex areas of IASs. IASB are considering third proposal:

*
The objective of financial statements is to provide useful information to the users of the financial statements.

*
In a large company, the users include external shareholders whose interests are protected by requiring may disclosures.

*
In a small company, the equity is owned by the managers so there are no external shareholders to protect.

*
The users will typically be the managers and the bank, for which less disclosures are necessary in the annual statements.

*
The IASB is planning to develop a simplified set of accounting standards that SMEs can choose to adopt.

*
Small unlisted companies (or) then choose either to prepare their accounts in accordance with the full set of IASs as normal or


Alternatively they can apply the simplified set of standards for SMEs.

