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INTRODUCTION

This text of lectureis designed both for students and for accountants and
auditors. The content and structure of the training manual aimed at creating
adequate perception of the basic principles of IFRS, as wktiasgledge in the
field of classification, recognition and measurement of the main types of assets
and liabilites and disclosures in the financial statements.
The training manual has been prepared in accordance with the requirements of
the educational stalard in "Accounting and Audit" of the Republic of
Uzbekistan.

Basic knowledge of international standards are needed not only in the
development of new approaches to Russian accounting methodology, but also
for the depth of the restructurindg the accountant, involving the formation of
professional judgment on the integration of various items and operations.

The concept of "International Financial Reporting Standards” includes all
of the following documents:

- The concept of financial statements

- Standards (IAS, IFRS),

- Interpretations of the Standards.

The concept of financial statements (The Conceptual Framework for
Financial Reporting) defines the objective of financial reporting, the qualitative
characteristics of information, the recagon and measurement of the elements
of financial statements, the concept of capital and capital maintenance concepts.
The scheme of "The concept of preparation and presentation of financial
statements”

International Financial Reporting Stamds (International Accounting
Standards, International Financial Report Standarttg)se are the standards on
issues of financial reporting utility, they do not regulate or chart of accounts or
accounting entries or the form of source documents and @tcgurecords.

It is necessary to distinguish the rules of accounting and rules for the
preparation and reporting. There are certain standards that are really talking
about the compilation and reporting, but there are those in which it igmyritt
that their purpose to establish the accounting treatment of certain assets or
liabilities.

Interpretations of the International Financial Reporting Standards
(Interpretations of International Accounting Standards) clarify the provisions of
standardscontaining ambiguous or unclear solutions. Interpretations provide
uniformity in the application of standards.



Presentation of Financial Statements
(International Accounting Standard 1)

Plan:
1. Objective, definitions in interpretations issued by the mternational
Accounting Standards Board
2. Ownersare holders of instruments classified as equity
3. Financial statements, Purpose of financial statements
4. General features Fair presentation and compliance with IFRSs

Objective - This Standard prescribes the isad®r presentation of general
purpose financi al statements to ensut
financial statements of previous periods and with the financial statements of
other entities. It sets out overall requirements for the presentdtibnaacial
statements, guidelines for their structure and minimum requirements for their
content.

Scope An entity shall apply this Standard in preparing and presenting
general purpose financial statements in accordance with International Financial
Reporing Standards (IFRSSs).

Other IFRSs set out the recognition, measurement and disclosure
requirements for specific transactions and other events. This Standard does not
apply to the structure and content of condensed interim financial statements
prepared iraccordance with IAS 3thterim Financial Reporting

However, paragraphs 135 apply to such financial statements.
This Standard
applies equally to all entities, including those that present consolidated financial
statements in accordance with IFRSQ@nsolidated Financial Statemerdad
those that present separate financial statements in accordance with IAS 27
Separate Financial Statements

This Standard uses terminology that is suitable for pooignted entities,
including public sector businessitities. If entities with nefor-profit activities
in the private sector or the public sector apply this Standard, they may need to
amend the descriptions used for particular line items in the financial statements
and for the financial statements themssl

Similarly, entities that do not have equity as defined in IAS 32

Financial Instruments:

Presentation(feg some mutual funds) and entities whose share capital is
not equity (eg some eoperative entities) may need to adapt the financial
statementpresnt ati on of membersé or wunithold

The following terms are used in this Standard with the meanings specified
General purpose financial statemelfts ef erred to as Ofi nan
those intended to meet the needs of users who are agiosition to require an
entity to prepare reports tailored to their particular information needs.



Impracticable Applying a requirement is impracticable when the entity
cannot apply it after making every reasonable effort to do so.

International Finan@l Reporting Standards (IFRSaje Standards and (IASB).
They comprise:

(a) International Financial Reporting Standards;

(b) International Accounting Standards;

(c) IFRIC Interpretations; and

(d) SIC Interpretations.

Material Omissions or misstatement items are material if they could,
individually or collectively, influence the economic decisions that users make on
the basis of the financial statements. Materiality depends on the size and nature
of the omission or misstatement judged in the surrogndmtumstances.

The size or nature of the item, or a combination of both, could be the
determining factor.

Assessing whether an omission or misstatement could influence economic
decisions of users, and so be material, requires consideration of the
characeristics of those users. ThBramework for the Preparation and
Presentation of Financial Statemerdst at es i n paragraph 2
assumed to have a reasonable knowledge of business and economic activities
and accounting and a willingness to stutie information with reasonable
diligence. 06 Therefore, the assessment
such attributes could reasonably be expected to be influenced in making
economic decisions.

Notescontain information in addition to that pegged in the statement of
financial position, statement(s) of profit or loss and other comprehensive income,
separate income statement (if presented), statement of changes in equity and
statement of cash flows. Notes provide narrative descriptions omgdesggions
of items presented in those statements and information about items that do not
gualify for recognition in those statements.

Other comprehensive inconm@mmprises items of income and expense
(including reclassification adjustments) that are nobgaised in profit or loss
as required or permitted by other IFRSs.

The components of other comprehensive income include:

(a) changes in revaluation surplus (see IASPi@perty, Plant and Equipment

and

IAS 38Intangible Assels

(b) remeasurements of dedid benefit plans (see IAS Ednployee Benefiis

(c) gains and losses arising from translating the financial statements of a foreign
operation (see IAS ZThe Effects of Changes in Foreign Exchange Rates

(d) gains and losses from investments in equistruments measured at fair
value through other comprehensive income in accordance with paragraph 5.7.5
of IFRS 9Financial InstrumentsDefinition of IFRSs amended after the name
changes introduced by the revised Constitution of the IFRS Foundationdn 201

3 In September 2010 the IASB replaced Erameworkwith the Conceptual



Framework for Financial Reporting?aragraph 25 was superseded by Chapter 3
of the Conceptual Framework
(e) the effective portion of gains and losses on hedging instruments sha ca
flow hedge (see IAS 3Binancial Instruments: Recognition and Measurenrient
(f) for particular liabilities designated as at fair value through profit or loss, the
amount of the change in fair value t he
credit risk (see paragraph 5.7.7 of IFRS 9).
Ownersare holders of instruments classified as equity.

Profit or loss is the total of income less expenses, excluding the
components of other comprehensive incofReclassification adjustmentze
amounts reclassed to profit or loss in the current period that were recognised
in other comprehensive income in the current or previous periods.

Total comprehensive incoms the change in equity during a period
resulting from transactions and other events, other tih@ge changes resulting
from transactions with owners in their capacity as owners.

Tot al comprehensive income compri se
and of 0ot her comprehensive i ncomedo.
0ot her compreedh e néspirvoef iithcoom | oss 6 and 0
an entity may use other terms to describe the totals as long as the meaning is
clear. For exampl e, an entity may use
loss.

The following terms are describad IAS 32 Financial Instruments:
Presentatiorand are used in this Standard with the meaning specified in IAS 32:

(a) puttable financial instrument classified as an equity instrument (described in
paragraphs 16A and 16B of IAS 32)
(b) an instrument thatmposes on the entity an obligation to deliver to another
party a pro rata share of the net assets of the entity only on liquidation and is
classified as an equity instrument (described in paragraphs 16C and 16D of IAS
32).
Financial statements

Purpose of fnancial statements

Financial statements are a structured representation of the financial
position andfinancial performance of an entity. The objective of financial
statements is to provide information about the financial position, financial
performance rad cash flows of an entity that is useful to a wide range of users in
making economic decisions. Financial statements also show the results of the
management 0s stewardship of the reso
objective, financial statementsprdve i nf or mati on about an
(a) assets;

(b) liabilities;

(c) equity;

(d) income and expenses, including gains and losses;

(e) contributions by and distributions to owners in their capacity as owners; and
(f) cash flows.



This information, along with ther information in the notes, assists users
of financi al statements I n predicti ng
particular, their timing and certainty.

Complete set of financial statements

Complete set of financial statements comprises:

(a) a steement of financial position as at the end of the period;

(b) a statement of profit or loss and other comprehensive income for the period,;
(c) a statement of changes in equity for the period;

(d) a statement of cash flows for the period;

(e) notes, comprisg a summary of significant accounting policies and other
explanatory information; and

() a statement of financial position as at the beginning of the earliest
comparative period when an entity applies an accounting policy retrospectively
or makes a retisspective restatement of items in its financial statements, or when
it reclassifies items in its financial statements.

An entity may use titles for the statements other than those used in this
Standar d. For exampl e, a n feomprehéngive ma y
i ncomebd6 instead of Ostatement of profi
An entity may present a single statement of profit or loss and other
comprehensive income, with profit or loss and other comprehensive income
presented in twaections. The sections shall be presented together, with the
section presented first followed directly by the other comprehensive
incomesection. An entity may present the profit or loss section in a separate
statementof profit or loss. If so, the separsi@ement of profit or loss shall
immediately precede the statement presenting comprehensive income, which
shall begin with profit or loss.

An entity shall present with equal prominence all of the financial
statements in a complete set of financial statam

Many entities present, outside the financial statements, a financial review
by management t hat describes and expl
financial performance and financial position, and the principal uncertainties it
faces. Such a rept may include a review of:

(a) the main factors and influences determining financial performance, including
changes in the environment in which
those changes and t heir edtniesttotmaintaann d
and enhance financial performance, including its dividend policy;

(b) the entityds sources of funding a
and

(c) the entityds resources not rmecogni
accordance with IFRSs.

Many entities also present, outside the financial statements, reports and
statements such as environmental reports and value added statements,
particularly in industries in which environmental factors are significant and
when empbyees are regarded as an important user group. Reports and
statements presented outside financial statements are outside the scope of IFRSs.

t
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General features Fair presentation and compliance with IFRSs

Financial statements shall present fairly the finanpbosition, financial
performance and cash flows of an entity. Fair presentation requires the faithful
representation of the effects of transactions, other events and conditions in
accordance with the definitions and recognition criteria for assetslitikesi
income and expenses set out in r@mework The application of IFRSs, with
additional disclosure when necessary, is presumed to result in financial
statements that achieve a fair presentation.

An entity whose financial statements comply with [BR$all make an
explicit and unreserved statement of such compliance in the notes. An entity
shall not describe financial statements as complying with IFRSs unless they
comply with all the requirements of IFRSs.

In virtually all circumstances, an entiteldeves a fair presentation by
compliance with applicable IFRSs. A fair presentation also requires an entity:

(a) to select and apply accounting policies in accordance with IA&@&unting
Policies, Changes in Accounting Estimates and Errd&sS 8 sets ot a
hierarchy of

authoritative guidance that management considers in the absence of an IFRS that
specifically applies to an item.

(b) to present information, including accounting policies, in a manner that
provides relevant, reliable, comparable and ustdedable information.

(c) to provide additional disclosures when compliance with the specific
requirements in IFRSs is insufficient to enable users to understand the impact of
particul ar transactions, ot her events
position and financial performance.

Accrual basis of accounting

An entity shall prepare its financial statements, except for cash flow
information, using the accrual basis of accounting.

28 When the accrual basis of accounting is used, an entity recogeiss as
assets, liabilities, equity, income and expenses (the elements of financial
statementsyvhen they satisfy the definitions and recognition criteria for those
elements irthe Framework5

Materiality and aggregation

An entity shall present sep#ety each material class of similar items. An
entityshall present separately items of a dissimilar nature or function unless they
are immaterial. When it is impracticable to reclassify comparative amounts, an
entity shall disclose:

(a) the reason for noeclassifying the amounts, and

(b) the nature of the adjustments that would have been made if the amadnts
been reclassified.

Statement of financial position

Information to be presented in the statement of financial position

As a minimum, the statemeat financial position shall include line items
that present the following amounts:
(a) property, plant and equipment;



(b) investment property;

(c) intangible assets;

(d) financial assets (excluding amounts shown under (e), (h) and (i));
(e) investments aocinted for using the equity method;

(f) biological assets;

(g) inventories;

(h) trade and other receivables;

(i) cash and cash equivalents;

() the total of assets classified as held for sale and assets included in disposal
groups classified as held forlsan accordance with IFRSNon-current
Assets Held for Sale and Discontinued Operations

(k) trade and other payables;

() provisions;

(m) financial liabilities (excluding amounts shown under (k) and (1I));

(n) liabilities and assets for current tax, a$imed in IAS 12ncome Taxes
(o) deferred tax liabilities and deferred tax assets, as defined in IAS 12;
(p) liabilities included in disposal groups classified as held for sale in
accordance with IFRS 5;

(q) nonrcontrolling interests, presented withinugg; and

(r) issued capital and reserves attributable to owners of the parent.

An entity shall present additional line items, headings and subtotals in the
statement of financial position when such presentation is relevant to an
understanding of theetity 6 s f i nanci al position.

When an entity presents current and 4earrent assets, and current and
non-current liabilities, as separate classifications in its statement of financial
position, it shall not classify deferred tax assets (liabilitiestuasent assets
(liabilities).

Current liabilities

An entity shall classify a liability as current when:

(a) it expects to settle the liability in its normal operating cycle;

(b) it holds the liability primarily for the purpose of trading;

(c) the liability is due to be settled within twelve months after the reporting
period; or

(d) it does not have an unconditional right to defer settlement of the liability for
at least twelve months after the reporting period

Terms of a liability that could, at the opti@f the counterparty, result in
its settlement by the issue of equity instruments do not affect its classification.
Other comprehensive income for the period An entity shall disclose the amount
of income tax relating to each item other comprehensivemacancluding
reclassification adjustments, either in the statement of profit or loss and other
comprehensive income or in the notes.

An entity may present items of other comprehensive income either:
(a) net of related tax effects, or

(b) before relatedaix effects with one amount shown for the aggregate
amount of income tax relating to those items.

1C



If an entity elects alternative (b), it shall allocate the tax between the items that
might be reclassified subsequently to the profit or loss section arelttredswill

not be reclassified subsequently to the profit or loss section.

An entity shall disclose reclassification adjustments relating to components of
other comprehensive income.

In September 2010 the IASB replaced tlkReamework with the
Conceptual Famework for Financial Reporting

Other IFRSs specify whether and when amounts previously recognised in
other comprehensive income are reclassified to profit or loss. Such
reclassifications are referred to in this Standard as reclassification adjustments.
A reclassification adjustment is included with the related component of other
comprehensive income in the period that the adjustment is reclassified to profit
or loss. Theseamounts may have been recognised in other comprehensive
income as unrealised gaimn the current or previous periods. Those unrealised
gains must be deducted from other comprehensive income in the period in which
the realised gains are reclassified to profit or loss to avoid including them in
total comprehensive income twice.

An entity may present reclassification adjustments in the statement(s) of
profit or loss and other comprehensive income or in the notes. An entity
presenting reclassification adjustments in the notes presents the items of other
comprehensive income after any rethat reclassification adjustments.
Reclassification adjustments arise, for example, on disposal of a foreign
operation (see IAS 21) and when a hedged forecast cash flow affects profit or
loss (see paragraph 100 of IAS 39).

Reclassification adjustments do natise on changes in revaluation surplus
recognised in accordance with IAS 16 or IAS 38 or on remeasurements of
defined benefit plans recognised in accordance with IAS 19. These components
are recognised in other comprehensive income and are not reethssifrofit

or loss in subsequent periods. Changes in revaluation surplus may be transferred
to retained earnings in subsequent periods as the asset is used or when it is
derecognised (see IAS 16 and IAS 38).

Information to be presented in the statement(sof profit or loss and other
comprehensive income or in the notes

When items of income or expense are material, an entity shall
disclose their nature and amount separately.

Circumstances that would give rise to the separate disclosure of items of
incomeand expense include:

(a) writedowns of inventories to net realisable value or of property, plant and
equipment to recoverable amount, as well as reversals of suckdomites;

(b) restructurings of the activities of an entity and reversals of any osisi

for the costs of restructuring;

(c) disposals of items of property, plant and equipment;

(d) disposals of investments;

(e) discontinued operations;

(f) litigation settlements; and

11



(g) other reversals of provisions.

An entity shall present an analysif expenses recognised in profit or
loss using a classification based on either their nature or their function
within the entity, whichever provides information that is reliable and more
relevant.

Capital

An entity shall disclose information that enablesisers of its financial
statements
to evaluate the entityos objectives,
capital.

To comply with paragraph 134, the entity discloses the following:

(a) qualitative information about its objectives, policies and procefses
managing capital, including:

(i) a description of what it manages as capital;

(i) when an entity is subject to externally imposed capital requirements, the
nature of those requirements and how those requirements are incorporated into
the managemenft gapital; and

(iif) how it is meeting its objectives for managing capital.

(b) summary quantitative data about what it manages as capital. Some entities
regard some financial liabilities (eg some forms of subordinated debt) as part of
capital. Other enties regard capital as excluding some components of equity (eg
components arising from cash flow hedges).

(c) any changes in (a) and (b) from the previous period.

(d) whether during the period it complied with any externally imposed capital
requirements tavhich it is subject.

(e) when the entity has not complied with such externally imposed capital
requirements, the consequences of suchaoompliance.

The entity bases these disclosures on the information provided internally
to key management personnel.

An entity may manage capital in a number of ways and be subject to a
number of different capital requirements. For example, a conglomerate may
include entities that undertake insurance activities and banking activities and
those entities may operate in selgurisdictions.

12



International Financial Reporting Standards
Tashkent Fine itute

®O0nozuka, T.

IFRS Presentation of Financial Statements

Objectives:

AAS 1 prescribes:
dthe basis for presentation of general purpose financial statemen ts*

OFor comparability within the entity for previous periods, and wi th the
other entities.

AAS 1 sets out:
doverall requirements for the presentation of financial statement
dguidelines for their structure;

dand minimum requirements for their  contents.

* The financial statements intended to meet the needs of users who are not in a position to require an entity to

prepare repetisAheir. particular needs.

13



IFRS Presentation of Financial Statements

Fair Presentation:

An accordance with IFRS, financial statements should present fai rly
the financial position, financial performance and cash flow of a  n entity.

Rin extremely rare cases 6where fair presentation per IFRS is not
possible, the entity may conclude that it must ignore the applicable
accounting standard. (overriding clause)

Kexample:

0 IFRS prohibits LIFO inventory valuation method. If the entity
physically distributes the latest purchasing goods first, and
management judges LIFO better reflects the entity & financial picture,
then the entity can override this prohibition.

®0nozuka, T.

IFRS Presentation of Financial Statements

Fair Presentation

Aan entity whose financial statements comply with IFRS shalll make an
explicit and unreserved statement of such compliance in the note

Arhe consolidated financial statements of Nokia CorporafibioKiad or fithe
Groupd), a Finnish public limited liability company with domicile irelinki, in
the Republic of Finland, are prepared in accordance with Iriienaé Financial
Reporting Standards as issued by the International Accounamg&®@ds Board
("IASB") and in conformity with IFRS as adopted by the European Union
("IFRS™). (quoted from the notes of NOKIA F/S in 2011)

Aan entity cannot rectify inappropriate accounting policies eithe r by
disclosure of such accounting policies used or by notes or expla natory
materials.

Aexampleé the company cannot say as below in the note.

80Except for the adoption of LIFO inventory valuation method which is prohibited under
IFRS, the financial statements are all in conformity with IFRS. )

®Onozuka, T.
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IAS1 Presentation of Financial Statements

Financial Statements:
A complete set of financial statements comprises:

Aa statement of financial position;

Aa statement of comprehensive income

Aa statement of changes in equity;

A statement of cash flows;

Aotes, comprising a summary of significant accounting policies a nd
other explanatory information;

Memo:

A statement of financial position as at the beginning of the ear liest comparative period
needs to be presented when an entity applies an accounting polic y retrospectively or makes a
retrospective restatement of items in its financial statements, or when it reclassifies items

in its financial statements.

®Onozuka, T.

IAS1 Presentation of Financial Statements

Financial Statements:

Financial Statement Components

|Statement of Financial Position | — |Assets, Liahilties & Owners Equity. |
|Statement of Comprehensive Income | — |Income (Revenue + Gain) + Other Comprehensive Income |
|Statemem of Changes in Equity | —> |Changes inall owner equity + all nonowner equity (i.e. comprehensive income) |
|Statemem of Cash Flows | — |Cash inflows & outflows from operating, investing & financing activties |
| Notes | — |Significant accounting policies & explanatory notes |

®O0nozuka, T.
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IAS1 Presentation of Financial Statements

Going Concern:

Ainancial Statements shall be prepared on a going concern basis.
Anhen preparing financial statements, management makes an
assessment regarding the entity & ability to continue in operation for

foreseeable future.

Af there is doubt about the above, using a liquidation approach, assets
must be revalued.

®O0nozuka, T.

IAS1 Presentation of Financial Statements

Going Concern:

Case:

The entity has the fixed asset of $100,000 which it purchased at the beginning of this year.
The useful life is 10 years, and it used the straight line appre ciation method. No residual
value is estimated. If the entity sells this assets, it can sel | for $60,000 but needs to pay
the handling commission of 5% to a broker.

Based on going concern, what is the value of this asset at the e nd of the year?
It is highly probable that the entity will not continue in opera tion next year, how should we
measure the value of the asset?

®0nozuka, T. 7
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IAS1 Presentation of Financial Statements

Going Concern.

Case:

XYZ is a manufacturer of televisions. The domestic market for e lectronic goods is currently
not doing well, and therefore many entities in this business are switching to exports.. As per
the audited financial statements for the year ended December 31, 2011, the entity had net
loss of $2M.. As December 31, 2011, its current assets aggregate to $20M and the current
liabilities aggregate to $25M. Due to the expected favorable ch anges in the government
policy for the electronic industry, the entity is projecting pro fits in the coming years.
Furthermore, the shareholders of the entity have arranged altern ative source of finance for

its expansion plans and to support its working needs in the next 12 months.

Should XYZ prepares its financial statements under the going con  cern basis??

(IFRS PRIMER Int & GAAP Basics/I.M. WIECK & N.M YOUNG)

®O0nozuka, T.

IAS1 Presentation of Financial Statements

Accrual Basis of Accounting

Aan entity shall prepare Financial Statements, using accrual basi s of
accounting.

Aunder accrual basis of accounting,

V Revenues are earned when they are earned.
V Expenses are recognized when they incurred.

®0nozuka, T.
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IAS1 Presentation of Financial Statements

Accrual Basis of Accounting

Case:
You are running liquor stores. A customer ordered 10 bottles of wine to your store on
December 1 on the phone. She prepaid $200 on December 2, and a sked you to deliver them
on December 5. As told, you delivered them on December 5.
When do you recognize the sales revenue??

a. December1

b. December 2

c. December5

®O0nozuka, T.

IAS1 Presentation of Financial Statements

Materiality & Aggregation

Aan entity shall present separately each material class of simila  r items.
An entity shall present separately items of a dissimilar nature or
function unless they are immaterial.

Af not material, they can be aggregated for reporting.

Offsetting

Aan entity shall not offset assets and liabilities or income and expenses,
unless required or permitted by an IFRS.

A Exceptions é e.g. allowance for doubtful accounts, accumulated
depreciation.

®0nozuka, T.
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IAS1 Presentation of Financial Statements

Frequency of Reporting

Aan entity shall present a complete set of financial statements at least
annually.

Aan entity can use 52 weeks as a fiscal period in place of 1 year
Comparative Information

Aan entity shall disclose comparative information in respect of t he
previous period.

Aan entity shall present, at a minimum , two statements of financial

position, two of each of other statements and related notes

®Onozuka, T. 12

ANote: Each country has to follow the statutory requirement.

IAS1 Presentation of Financial Statements

Statement of Financial Position

A As a minimum, the statement of financial position shall include  line
items that present the following amounts:
Assets:
da) property, plant and equipment;
d(b) investment property;
d(c) intangible assets;
d(d) financial assets (excluding amounts shown under (e), (h) and (i) );
d(e) investments accounted for using the equity method;
d(f) biological assets;
d(g) inventories;
d(h) trade and other receivables;
d(i) cash and cash equivalents;

d(j) the total of assets classified as held for sale and assets inclu  ded in
disposal groups classified as held for sale in accordance with|  FRS 5 No
current Assets Held for Sale and Discontinued Operations;

®0nozuka, T.
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IAS1 Presentation of Financial Statements

Statement of Financial Position

A As a minimum, the statement of financial position shall include
items that present the following amounts:

Liabilities & Owners Equity

dk) trade and other payables;

&) provisions;

dm) financial liabilities (excluding amounts shown under (k) and (I) );

line

d(n) liabilities and assets for current tax, as defined in IAS 12 Inc ome

Taxes;

d(0) deferred tax liabilities and deferred tax assets, as defined in
12;

IAS

d(p) liabilities included in disposal groups classified as held fors  ale in

accordance with IFRS 5;
d(g) non-controlling interests, presented within equity; and
d(r) issued capital and reserves attributable to owners of the parent

®O0nozuka, T.

IAS1 Presentation of Financial Statements

Statement of Financial Position

A Current assets and liabilities must be classified in accordance
the entity & operating cycle (normally one year)

A Deferred tax assets/liabilities cannot be accounted for as curre
assets or liabilities.

Case

A Jab Inc. has some long -term debt that is currently due this year.
It has negotiated with Jonathan Bank (large reputable bank) to
refinance the debt with 5 year loan. A written agreement is in
place; however, the actual refinancing will not take place until

with

nt

after

year-end. Is this loan accounted for as current or non  -current??

(IFRS PRIMER Int @ GAAP Basics/I.M. WIECK & N.M YOUNG)

®Onozuka, T.
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IAS1 Presentation of Financial Statements

Statement of Comprehensive Income

A The statement of comprehensive income shall present
a) profit or loss;
b) total other comprehensive income;

c) comprehensive income for the period, being the total of profit o r loss
and other comprehensive income.

®Onozuka, T.
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IAS1 Presentation of Financial Statements

Statement of Comprehensive Income

Aan entity shall present the following items, in addition to the profit
or loss and other comprehensive income sections, as allocation o f
profit or loss and other comprehensive income for the period:

Ka) profit or loss for the period attributable to:
d(i) non-controlling interests, and
d(ii) owners of the parent.
Ab) comprehensive income for the period attributable to:
d(i) non-controlling interests, and
d(ii) owners of the parent.

Note:

Aan entity shall not present any items of income or expense as
extraordinary items , in the statement(s) presenting profit or loss and
other comprehensive income or in the notes.

®0nozuka, T.
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IAS1 Presentation of Financial Statements

Discussion Paper: Preliminary Views on Financial Statement

Presentation

An October, 2008, the IASB and the FASB jointly published for
comments a Discussion Paper, Preliminary Views on Financial Statement

Presentation.

AProposed format for financial statements:

Statement of Financial Position

Business
Operating Azgets & Liabilities
Investing Assets & Liabilities

Statement of Comprehensive Inocome

Business
Operating Tneome & Expenses
Investing Income & Expenses

Statement of Cash flows

Business
Operating Cash Flows
Investing Cash Flows

Financing
Financing Assets

Financing Liabilities

Financing
Financing As=et ITncome
Financing Liability Expense

Financing
Financing Asset Cazh Flows
Financing Liability Cash Flows

Income Taxes

Income Taxes
O continuing operations
(busine=ss & financing)

Income Tases

[rigcontinued operalions [rigcontinued operalions ed operations
FleT of Tax
Other Comprehensive Income
Mt of fox
Equity Equity
®O0nozuka, T.

IAS1 Presentation of Financial Statements

Discussion Paper: Preliminary Views on Financial Statement

Presentation

firhe outreach indicated that some participants had concerns about aspects
of the proposals but supported others. The Boards concluded that significant
additional work would be required to develop a viable exposure draft. In the
light of other priorities, the Boards decided to consider returning to the
project once the other MoU projects had been completed.o

(the SEC Staff Report titled

a Comparison of US GAAP and IFRS

issued on November 16, 2011.)

®O0nozuka, T.
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Inventories (International Accounting Standard 2)
Plan:
1. Objective, Definitions and Measurement of inventories
2. Cost of inventories of a service provider, Cost formulas
3. Net realisable value, recognition as an expense

Objective - The objective of this Standard is to prescribe the accounting
treatment or inventories. A primary issue in accounting for inventoriéiseis
amount of cost to be recognised as an asset and carried forward until the related
revenues are recognised. This Standard provides guidance on the determination
of cost and its subsequent recognition as an expense, including argawite
to net realiable value. It also provides guidance on the cost formulas that are
used to assign costs to inventories.

Scope- This Standard applies to all inventories, except:

(a) work in progress arising under construction contracts, including directly
related servie contracts (see IAS Xdonstruction Contrac)s

(b) financial instruments (see IAS Fnancial Instruments: Presentaticemnd
IFRS 9Financial Instruments and

(c) biological assets related to agricultural activity and agricultural produce at
the point & harvest (see IAS 4Agriculture).

This Standard does not apply to the measurement of inventories held by:

(a) producers of agricultural and forest products, agricultural produce after
harvest, and minerals and mineral products, to the extent thaartheyeasured

at net realisable value in accordance with vestiablished practices in those
industries. When such inventories are measured at net realisable value, changes
in that value are recognised in profit or loss in the period of the change.

(b) comnodity brokertraders who measure their inventories at fair value less
costs to sell. When such inventories are measured at fair value less costs to sell,
changes in fair value less costs to sell are recognised in profit or loss in the
period of the change.

The inventories referred to in paragraph 3(a) are measured at net realisable value
at certain stages of production. This occurs, for example, when agricultural
crops have been harvested or minerals have been extracted and sale is assured
under a forward @ntract or a government guarantee, or when an active market
exists and there is a negligible risk of failure to sell. These inventories are
excluded from only the measurement requirements of this Standard.

Brokertraders are those who buy or sell commieditfor others or on
their own account. The inventories referred to in paragraph 3(b) are principally
acquired with the purpose of selling in the near future and generating a profit
from fluctuations in price or brokérr ader s ® mar gi n.esa¥hen
measured at fair value less costs to sell, they are excluded from only the
measurement requirements of this Standard.

Definitions
The following terms are used in this Standard with the meanings specified:
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Inventoriesare assets:

(a) held for salen the ordinary course of business;

(b) in the process of production for such sale; or

(c) in the form of materials or supplies to be consumed in the production process
or in the rendering of services.

Net realisable valuas the estimated selling price the ordinary course of
business less the estimated costs of completion and the estimated costs
necessary to make the sale.

Fair valueis the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between rkar participants at the
measurement date. (See IFRSFRR Value Measurement

Net realisable value refers to the net amount that an entity expects to
realise from the sale of inventory in the ordinary course of business. Fair value
reflects the price athich an orderly transaction to sell the same inventory in the
principal (or most advantageous) market for that inventory would take place
between market participants at the measurement date. The former is an entity
specific value; the latter is not. Netalisable value for inventories may not
equal fair value less costs to sell.

Inventories encompass goods purchased and held for resale including, for
example, merchandise purchased by a retailer and held for resale, or land and
other property held for sale. Inventories also encompass finished goods
produced, or work in progress being produced, by the entity and include
materials and supplies awaiting use in the production process. In the case of a
service provider, inventories include the costs of thevise, as described in
paragraph 19, for which the entity has not yet recognised the related revenue
(see IAS 1&Revenug
Measurement of inventories- Inventories shall be measured at the lower of
cost and net realisable value.

Cost of inventoriesThe cat of inventories shall comprise all costs of purchase,
costs of conversion and other costs incurred in bringing the inventories to their
present location and condition.

Costs of purchase The costs of purchase of inventories comprise the purchase
price, import duties and other taxes (other than those subsequently recoverable
by the entity from the taxing authorities), and transport, handling and other costs
directly attributableto the acquisition of finished goods, materials and services.
Trade discountgebates and other similar items are deducted in determining the
costs of purchase.

Costs of conversion The costs of conversion of inventories include costs
directly related to the units of production, such as direct labour. They also
include a systematiallocation of fixed and variable production overheads that
are incurred in converting materials into finished goods. Fixed production
overheads are those indirect costs of production that remain relatively constant
regardless of the volume of productienich as depreciation and maintenance of
factory buildings and equipment, and the cost of factory management and
administration. Variable production overheads are those indirect costs of
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production that vary directly, or nearly directly, with the volumeafduction,
such as indirect materials and indirect labour.

The allocation of fixed production overheads to the costs of conversion is
based
on the normal capacity of the production facilities. Normal capacity is the
production expected to be achieved arerage over a number of periods or
seasons under normal circumstances, taking into account the loss of capacity
resulting from planned maintenance. The actual level of production may be used
if it approximates normal capacity. The amount of fixed overradadated to
each unit of production is not increased as a consequence of low production or
idle plant. Unallocated overheads are recognised as an expense in the period in
which they are incurred. In periods of abnormally high production, the amount
of fixed overhead allocated to each unit of production is decreased so that
inventories are not measured above cost. Variable production overheads are
allocated to each unit of production on the basis of the actual use of the
production facilities.

A production process may result in more than one product being
produced simultaneously. This is the case, for example, when joint products are
produced or when there is a main product and-prbguct. When the costs of
conversion of each product are not separatégntifiable, they are allocated
between the products on a rational and consistent basis. The allocation may be
based, for example, on the relative sales value of each product either at the stage
in the production process when the products become sepadaetifiable, or
at the completion of production. Most -pyoducts, by their nature, are
immaterial. When this is the case, they are often measured at net realisable value
and this value is deducted from the cost of the main product. As a result, the
cartiying amount of the main product is not materially different from its cost.

Other costs- Other costs are included in the cost of inventories only to
the extent that they are incurred in bringing the inventories to their present
location and condition. Foexample, it may be appropriate to include non
production overheads or the costs of designing products for specific customers
in the cost of inventories. Examples of costs excluded from the cost of
inventories and recognised as expenses in the period ain ey are incurred
are:

(a) abnormal amounts of wasted materials, labour or other production costs;

(b) storage costs, unless those costs are necessary in the production process
before a further production stage;

(c) administrative overheads that do monhtribute to bringing inventories to

their present location and condition; and

(d) selling costs.

IAS 23 Borrowing Costsdentifies limited circumstances where borrowing costs

are included in the cost of inventories.

An entity may purchase inventories deferred settlement terms. When
the arrangement effectively contains a financing element, that element, for
example a difference between the purchase price for normal credit terms and the
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amount paid, is recognised as interest expense over the petioel fofancing.
Cost of inventories of a service provider

To the extent that service providers have inventories, they measure them
at the costs of their production. These costs consist primarily of the labour and
other costs of personnel directly engagedproviding the service, including
supervisory personnel, and attributable overheads. Labour and other costs
relating to sales and general administrative personnel are not included but are
recognised as expenses in the period in which they are incurredcobh of
inventories of a service provider does not include profit margins or non
attributable overheads that are often factored into prices charged by service
providers.

Cost of agricultural produce harvested from biological assets
In accordance with IAS41 Agriculture inventories comprising agricultural
produce that an entity has harvested from its biological assets are measured on
initial recognition at their fair value less costs to sell at the point of harvest. This
is the cost of the inventories dtat date for application of this Standard.
Techniques for the measurement of cost

Techniques for the measurement of the cost of inventories, such as the
standard
cost method or the retail method, may be used for convenience if the results
approximate costStandard costs take into account normal levels of materials
and supplies, labour, efficiency and capacity utilisation. They are regularly
reviewed and, if necessary, revised in the light of current conditions.

The retail method is often used in the Hetadustry for measuring
inventories of large numbers of rapidly changing items with similar margins for
which it is impracticable to use other costing methods. The cost of the inventory
is determined by reducing the sales value of the inventory by thre@fate
percentage gross margin. The percentage used takes into consideration inventory
that has been marked down to below its original selling price. An average
percentage for each retail department is often used.

Cost formulas

The cost of inventoriesf items that are not ordinarily interchangeable
and goods or services produced and segregated for specific projects shall be
assigned by using specific identification of their individual costs.

Specific identification of cost means that specific costsastributed to
identified items of inventory. This is the appropriate treatment for items that are
segregated for a specific project, regardless of whether they have been bought or
produced. However, specific identification of costs is inappropriate wiere t
are large numbers of items of inventory that are ordinarily interchangeable.

In such circumstances, the method of selecting those items that remain in
inventories could be used to obtain predetermined effects on profit or loss.

The cost of inventorg other than those dealt with in paragraph 23, shall
be assigned by using the fhist first-out (FIFO) or weighted average cost
formula. An entity shall use the same cost formula for all inventories having a
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similar nature and use to the entity. Forantories with a different nature or use,
different cost formulas may be justified.

For example, inventories used in one operating segment may have a use to
the
entity different from the same type of inventories used in another operating
segment. Howevep, difference in geographical location of inventories (or in the
respective tax rules), by itself, is not sufficient to justify the use of different cost
formulas.

The FIFO formula assumes that the items of inventory that were
purchased or
produced firstare sold first, and consequently the items remaining in inventory
at the end of the period are those most recently purchased or produced. Under
the weighted average cost formula, the cost of each item is determined from the
weighted average of the cost gifnilar items at the beginning of a period and
the cost of similar items purchased or produced during the period. The average
may be calculated on a periodic basis, or as each additional shipment is received,
depending upon the circumstances of the entity.

Net realisable value

The cost of inventories may not be recoverable if those inventories are
damaged,
if they have become wholly or partially obsolete, or if their selling prices have
declined. The cost of inventories may also not be recoverable dstimaated
costs of completion or the estimated costs to be incurred to make the sale have
increased. The practice of writing inventories down below cost to net realisable
value is consistent with the view that assets should not be carried in excess of
amounts expected to be realised from their sale or use.

Inventories are usually written down to net realisable value item by item.
In some circumstances, however, it may be appropriate to group similar or
related items. This may be the case with items aéntary relating to the same
product line that have similar purposes or end uses, are produced and marketed
in the same geographical area, and cannot be practicably evaluated separately
from other items in that product line. It is not appropriate to wntentories
down on the basis of a classification of inventory, for example, finished goods,
or all the inventories in a particular operating segment. Service providers
generally accumulate costs in respect of each service for which a separate selling
priceis charged. Therefore, each such service is treated as a separate item.

Estimates of net realisable value are based on the most reliable evidence
available at the time the estimates are made, of the amount the inventories are
expected to realise. Thesstimmates take into consideration fluctuations of price
or cost directly relating to events occurring after the end of the period to the
extent that such events confirm conditions existing at the end of the period.
Estimates of net realisable value alsoetakto consideration the purpose for
which the inventory is held. For example, the net realisable value of the quantity
of inventory held to satisfy firm sales or service contracts is based on the
contract price. If the sales contracts are for less thaninventory quantities
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held, the net realisable value of the excess is based on general selling prices.
Provisions may arise from firm sales contracts in excess of inventory quantities
held or from firm purchase contracts. Such provisions are dealt wilér WAS

37 Provisions,

Contingent Liabilities and Contingent Assets

Materials and other supplies held for use in the production of inventories
are not written down below cost if the finished products in which they will be
incorporated are expected to $&d at or above cost. However, when a decline
in the price of materials indicates that the cost of the finished products exceeds
net realisable value, the materials are written down to net realisable value. In
such circumstances, the replacement costhef materials may be the best
available measure of their net realisable value.

A new assessment is made of net realisable value in each subsequent
period. When the circumstances that previously caused inventories to be written
down below cost no longer estior when there is clear evidence of an increase
in net realisable value because of changed economic circumstances, the amount
of the writedown is reversed (ie the reversal is limited to the amount of the
original writedown) so that the new carrying aum is the lower of the cost
and the revised net realisable value. This occurs, for example, when an item of
inventory that is carried at net realisable value, because its selling price has
declined, is still on hand in a subsequent period and its sqbliitg has
increased.

Recognition as an expense

When inventories are sold, the carrying amount of those inventories shall
be recognised as an expense in the period in which the related revenue is
recognised.

The amount of any writdown of inventories to et realisable value and
all losses of inventories shall be recognised as an expense in the period the
write-down or loss occurs. The amount of any reversal of any -oowen of
inventories, arising from an increase in net realisable value, shall be issmbgni
as a reduction in the amount of inventories recognised as an expense in the
period in which the reversal occurs

Some inventories may be allocated to other asset accounts, for example,
inventoy used as a component of salhstructed property, plant equipment.
Inventories allocated to another asset in this way are recognised as an expense
during the useful life of that asset.

Disclosure

The financial statements shall disclose:

(a) the accounting policies adopted in measuring inventories, incltitengost
formula used;

(b) the total carrying amount of inventories and the carrying amount in
classifications appropriate to the entity;

(c) the carrying amount of inventories carried at fair value less costs to sell;

(d) the amount of inventories recaged as an expense during the period,;
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(e) the amount of any writgown of inventories recognised as an expense in the
period in accordance with paragraph

() the amount of any reversal of any wrdtewn that is recognised as a
reduction in the amount of ventories recognised as expense in the period in
accordance with paragraph;

(g) the circumstances or events that led to the reversal of ademe of
inventories in accordance with paragraph; and

(h) the carrying amount of inventories pledged as sedanitjabilities.

Information about the carrying amounts held in different classifications
of inventories and the extent of the changes in these assets is useful to financial
statement users. Common classifications of inventories are merchandise,
producton supplies, materials, work in progress and finished goods. The
inventories of a service provider may be described as work in progress. The
amount of inventories recognised as an expense during the period, which is
often referred to as cost of sales, sists of those costs previously included in
the measurement of inventory that has now been sold and unallocated
production overheads and abnormal amounts of production costs of inventories.
The circumstances of the entity may also warrant the inclusiothef amounts,
such as distribution costs.

Some entities adopt a format for profit or loss that results in amounts
being disclosed other than the cost of inventories recognised as an expense
during the period. Under this format, an entity presents alyasaf expenses
using a classification based on the nature of expenses. In this case, the entity
discloses the costs recognised as an expense for raw materials and consumables,
labour costs and other costs together with the amount of the net change in
inventories for the period.

Effective date

An entity shall apply this Standard for annual periods beginning on or
after 1 January 2005. Earlier application is encouraged. If an entity applies this
Standard for a period beginning before 1 January 2005 litdébeose that fact.

40B IFRS 9 issued in October 2010, amended paragraph 2(b) and deleted
paragraph 40A. An entity shall apply those amendments when it applies IFRS 9
as issued in October 2010.

40C IFRS 13, issued in May 2011, amended the definitidaio¥alue in
paragraph 6 and amended paragraph 7. An entity shall apply those amendments
when it applies IFRS 13.
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International Financial Reporting Standards
Tashkent Fine itute

®0nozuka, T.

IAS 2 Inventory

Objectives:

AThe objective of this Standard is to prescribe the accounting
treatment for inventories.

Scope:

Arhis Standard applies to all inventories,

a. work in progress arising under construction contracts , including
directly related service contracts (see IAS 11 Construction Contracts ),

b. financial instruments (see |AS 32 Financial Instruments: Presentation
and IFRS 9 Financial Instruments ); and

c. biological assets related to agricultural activity and agricultural
produce at the point of harvest (see IAS 41  Agriculture )..

®0nozuka, T.
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IAS 2 Inventory

Definition of Key Terms:

ANet Realizable Value

d The estimated selling price in the normal course of business les s
estimated cost to complete and estimated cost to make a sale.

AEair Value

d The amount at which an asset could be exchanged, or a liability  settled
between knowledgeable, willing parties in an arm &-length transaction.

Avemo:

0 Net realizable value is an entity -specific value; Fair value is not. Net
realizable value for inventories may not equal fair value less ¢ osts to
sell.

®O0nozuka, T.

IAS 2 Inventory

Initial Measurement of Cost of Inventory

Awnhat is included ( or capitalized) in cost  of inventory?

0 Costs of Purchase
d Cost of Conversion
d Other costs

AWnhat is NOT included in the cost of inventory?

Storage cost

Administrative overhead cost
Abnormal amount of wasted materials
Selling Cost

Borrowing cost

Qx Ox Ox Ox Ox

®O0nozuka, T.
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IAS 2 Inventory

Exercise
ABrilliant Manufacturing Inc. purchases materials from various co untries and
manufactures bicycles, exporting them to Europe. Brilliant Trad ing has

incurred these expenses during 2012.

Costs of Purchase for materials(based on vendorsd&invoice)
Trade discount on purchases

Import duties

Freight and insurance on purchases

Utilities expense for assembly line.

Salary of factory workers directly engaged in production.
Salaries of accounting department

Brokerage commission payable to agents for arranging imports
Sales commission payable to sales agents

After -sales warranty costs

Qx Ox Ox O Ox Ox Ox Ox Ox Ox

ABrilliant Manufacturing Inc. is seeking your advice on which cos ts are

permitted under IAS 2 to be included in cost of inventory.

(Wiley IFRS Practical Implementation Guide and Workbook 2 nd Edition/ Abbas, Magnus & Graham slightly
modified)

®Onozuka, T.

IAS 2 Inventory

Cost Formula for Inventory Valuation

ASpecific Identification of Cost
KEirst -in First -out (FIFO)
Aweighted Average Cost Formula

Note

dLast-in Last-out (LIFO) is NOT allowed.
dSame formula shall be applied to all inventories.

®0nozuka, T.
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IAS 2 Inventory

Practice 0 Specific identification method

You are running a jewelry shop at OLOY bazar. You have the beginning
inventories as follows:

ADiamond necklace w/ gold chain (1 karat) $1,000
ADiamond necklace w/ platinum chain (1 karat) $1,300
Total $ 2,300

During the month, you purchased a diamond necklace with silver ¢ hain
for $800.

During the month, you sold the diamond necklace w/ gold chainfo r
$1,300.

Under specific identification of cost method, what is the cost f or the
diamond necklace with gold chain ??

®Onozuka, T.

IAS 2 Inventory

Practice d FIFO/Moving Average

You are running a stationery shop. You have the beginning invent ory of
pencils as at Dec. 1 as follows:

ANov. 5 / 150 pencils at $0. 80 $120
ANov. 20/ 100 pencils at $1. 00 $100
Total 250 $220

During the month, you purchased 120 pencils at $1. 50.
During the month, you sold 150 pencils to customers.

What is the cost under FIFO, Weighted Average and LIFO
respectively? Why is LIFO not allowed under IFRS??

®0nozuka, T. 7
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IAS 2 Inventory

Practice o FIFO

FIFO Income Statement Balance Sheet
S=Mlawv S=Mlaw
150 = @%$0.80 150 x @%$0.80
$120 $120
20-Mov 20-keov
100 x @%1.00 100 x @%$1.00
$100 $100
B-Dec 5-Dec
120 x @%1.50 120 x @%$1.50
$180 $180
Teotal inventery value COGS Ending inventory
$400 $120 $280

®0nozuka, T.

IAS 2 Inventory

Practice dMoving Average

Weighted Average Income Statement

B-ow
150 = @%$0.80 150 = @2%1.08

$£120 $i62
20-Mowv

Balance Sheet

100 = @%1.00
$100

S-Dec
120 = @%1.50
$ia0

Total inventory value OG5
$400 $1s2

Aver'uga inventory unit

$1.08/ pencil

($400/370=$1.08/unit)

®O0nozuka, T.

220 x @1.08
$238

Ending inventary

$238
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IAS 2 Inventory

Practice & LIFO (prohibited under IFRS)

LIFO Inceme Statement Balance Sheet
5-Mowv B-Mav
150 = @%$0.80 150 = @%$0.80
$120 $120
20-MNov 20-MNov
100 x @%$1.00 70 = @%$1.00=%70
$100 30 x @%1.00 = 30|
5-Dee 5-Dec
120 x @%1.50 120 = @%$1.50
$180 $180
Total inventary value COES Ending inventory
$400 $210 $190

®0nozuka, T.

IAS 2 Inventory

Subsequent Measurement of Inventory

ALower of Cost and Net Realizable Value (LCNRV)

Cost of Inventory < Net Realizable Value

No Action

Cost of Inventory > Net Realizable Value (NRV)

Write down to NRV

®O0nozuka, T.
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IAS 2 Inventory

Subsequent Measurement of Inventory

ALower of Cost and Net Realizable Value (LCNRYV)

0 LCNRYV shall be conducted item by item.

d Assets should not be carried in excess of amounts expected to be
realized from their sale or use.

& The amount of the write -down is reversed (i.e., the reversal is limited
to the amount of the original write  -down) *

* ¢f. Under US GAAP, the reversal of the write -down is not allowed.

®Onozuka, T. 12

IAS 2 Inventory

Subsequent Measurement of Inventory

AErom the previous example, using the stationary shop thatyouar e
running, at the end of December, Jasur, your friend, introduced a
customer who likes to buy all the pencils left in the inventory @%$1.50.
Jasur requested you to pay $0.30/pencil for commission.

Avour shop is using FIFO inventory valuation method. What is the
value of inventory at the end of December.

®0nozuka, T. 13

36



IAS 2 Inventory

Subsequent Measurement of Inventory

FLFOQ Incomeg Stotement Bolonce Sheet Eglance Shegt Income Statement
B-plav B-Maw MRV = $1.50 - $0.30 = §1.20
150 = ©$0.80 150 = @40 80
$£120 $120
20-Reav 20=Pew Me write-dewn
100 « 251.00 100 = @4100 $1.00+ $1.20
£100 £100 $100
Wirite-down
5-Dec B-Dee 150 $120
120 x @%1.50 120 =« @%1.50 120 x @%1.20
$180 £160 $144
Ending inventory
Total inventory value COsS5 Ending inventary after remeasurement Inventary loss
£400 $120 $280 5244 $3s
®O0nozuka, T. 14

IAS 2 Inventory

Subsequent Measurement of Inventory

ADuring January, your shop sold 70 pencils while you did not purc  hase
any pencils during the month.

Angain, Jasur called you that there is a customer who likesto bu  y up
all the inventory at $2.00. In this case also, Jasur needs $0.3 O/pencil
commission.

Awhat is the cost of goods sold during January, and the inventory
balance after re -measurement of the inventory?

®0nozuka, T. 15
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IAS 2 Inventory

Subsequent Measurement of Inventory

Balance Sheet Income Statement Balarce Sheet Balance Sheet Income Stotement

MRV = $2.00 - $0.30 = $1.70

20=Mav 20=May Mo write-down
100 » E51.00 100 « @51.00 $1.00« %170
3 ale] $i00 $100
5-Dec S-Drec
B-Dee B« $1L.20 = 60 $188 « $1.70
120 « ©81.20 TO x B5120 50 x $150= 75 |reversal of inv, wid |
£144 84
[Original ©%1,.50)
Ending imsentary Reversal of inventory
Tatal inventary value LO&S Ending inventery after remeasurement  writedown
$244 84 $160 $178 £15
S
®O0nozuka, T. 16

IAS 2 Inventory - appendix

Subsequent Measurement of Inventory
Kexercise 1

oThe December 31, 2012 inventory of Gwnyer Company consists of tw 0
products: 5 units of A105 and 7 units of BB32. Before the adjus tment, the
cost and carrying amount of the total inventory is $100.

0 Determine the amount of inventory to report the December 31, 20 12
statement of financial position and prepare an necessary adjusti  ng entry.

MEMO:
%oduct Orig inal Quantity Inve ntory Expected Estimated
Cost as 12/3112  Selling Price Costto Sell
A105 $6 5 $30 $8 $1
BB32 $10 7 $70 $12 $4
Tot al 12 $100
®O0nozuka, T. 18
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IAS 2 Inventory - appendix

Subsequent Measurement of Inventory

KExercise 1
MEMOD:

Product  Origimal  Quantity  Invemtory  Expected  Estimated Net Realizable

Cost e 12/30/12  SellingPrice CosttoSell Ve
AL05 & 5 $30 4B 3] §7 no oction needed.
BE32 $10 7 $70 &1z 44 £8  write-dwon needed
Totel 2 $100 | Comgare ord choose the lower cost
Preduct Origimal ~ Quantity  Inventory

Cost as 12/34/12
A105 ¢ 5 §30
BE32 i) 7 $58 Br. Loss on Inventory Writedown $14

Cr. Inventory { or valuahion account) d14
Tokel 1 §86
®0nozuka, T.
IAS 2 Inventory - appendix

Subsequent Measurement of Inventory

Aexercise 2
dAssume three units of inventory units of inventory item BB32 rem ain in
inventory at March 31, 2013. The cost to sell each unit is stil | $4, but
market has recovered for these items and their expected selling price is

now $16. What adjusting entry, if any, is needed at March 31, 2 013?

(IFRS PRIMER international GAAP Basics/Irene & Nicola)

®O0nozuka, T.
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IAS 2 Inventory - appendix

Subsequent Measurement of Inventory

Aexercise 2
MEMO:
Product Original Quantity  Inventory Expected  Estimated Met Realizable
Cost ee 3/31/13  Selling Price Cost to Sell Vialue
BR32 $10 3 §30 18 54 $12\
Carrying am't &8 3 £24 Compare & choose the lower cost.
Reversal of writedown $5 br. Invertory ( or valuation account) e

Cr. Reversal of writedown g8

(IFRS PRIMER international GAAP Basics/Irene & Nicola)

®O0nozuka, T.
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Statement of Cash FlowgInternational Accounting Standard 7)
Plan:
1. Objective, Benefits of cash flow information
2. Definitions
3. Investing activities, Financing activities
4. Interest and dividends

Objective Informaion about the cash flows of an entity is useful in
providing users of financial statements with a basis to assess the ability of the
entity to generate cash and cash equivalents and the needs of the entity to utilise
those cash flows. The economic decisidhat are taken by users require an
evaluation of the ability of an entity to generate cash and cash equivalents and
the timing and certainty of their generation.

The objective of this Standard is to require the provision of information
about the histor@l changes in cash and cash equivalents of an entity by means
of a statement of cash flows which classifies cash flows during the period from
operating, investing and financing activities.

Scope An entity shall prepare a statement of cash flows in acooeda
with the requirements of this Standard and shall present it as an integral part of
its financial statements for each period for which financial statements are
presented.

This Standard supersedes IASStatement of Changes in Financial Position
approve in July 1977.

Users of an entityos financi al st af
generates and uses cash and cash equivalents. This is the case regardless of the
nature of the entityodés activities and
as the product of the entity, as may be the case with a financial institution.
Entities need cash for essentially the same reasons however different their
principal revenugroducing activities might be. They need cash to conduct their
operations, to pay tireobligations, and to provide returns to their investors.
Accordingly, this Standard requires all entities to present a statement of cash
flows.

Benefits of cash flow information
A statement of cash flows, when used in conjunction with the rest of the
financial statements, provides information that enables users to evaluate the
changes in net assets of an entity, its financial structure (including its liquidity
and solvency) and its ability to affect the amounts and timing of cash flows in
order to adaptto changing circumstances and opportunities. Cash flow
information is useful in assessing the ability of the entity to generate cash and
cash equivalents and enables users to develop models to assess and compare the
present value of the 1 In September 2€0¥ IASB amended the title of IAS 7
from Cash Flow Statements Statement of Cash
Flows as a consequence of the revision of IASPresentation of Financial
Statementsn 2007. future cash flows of different entities. It also enhances the
comparability ofthe
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reporting of operating performance by different entities because it eliminates the
effects of using different accounting treatments for the same transactions and
events.

Historical cash flow information is often used as an indicator of the
amount, tinng and certainty of future cash flows. It is also useful in checking
the accuracy of past assessments of future cash flows and in examining the
relationship between profitability and net cash flow and the impact of changing
prices.

Definitions

The following terms are used in this Standard with the meanings

specified:

Cashcomprises cash on hand and demand deposits.

Cash equivalentare shorterm, highly liquid investments that are readily
convertible to known amounts of cash and which are subject tes@mificant

risk of changes in value.

Cash flowsare inflows and outflows of cash and cash equivalents.
Operating activitiesare the principal revenggroducing activities of the entity
and other activities that are not investing or financing activities.

Investing activitieare the acquisition and disposal of letegm assets and other
investments not included in cash equivalents.

Financing activitiesare activities that result in changes in the size and
composition of the contributed equity and borraygrof the entity.

Cash and cash equivalents

Cash equivalents are held for the purpose of meeting-srart cash
commitments rather than for investment or other purposes. For an investment to
gualify as a cash equivalent it must be readily convertibé&ekmown amount of
cash and be subject to an insignificant risk of changes in value. Therefore, an
investment normally qualifies as a cash equivalent only when it has a short
maturity of, say, three months or less from the date of acquisition. Equity
investments are excluded from cash equivalents unless they are, in substance,
cash equivalents, for example in the case of preferred shares acquired within a
short period of their maturity and with a specified redemption date. Bank
borrowings are generally codsired to be financing activities. However, in
some countries, bank overdrafts which are repayable on demand form an
integral part of an entity's cash management. In these circumstances, bank
overdrafts are included as a component of cash and cash equsivaten
characteristic of such banking arrangements is that the bank balance often
fluctuates from being positive to overdrawn.

Cash flows exclude movements between items that constitute cash or
cash equivalents because these components are part of thmarz@mgement of
an entity rather than part of its operating, investing and financing activities. Cash
management includes the investment of excess cash in cash equivalents.

Presentation of a statement of cash flows

The statement of cash flows shall repoash flows during the period
classified by operating, investing and financing activities.
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An entity presents its cash flows from operating, investing and financing
activities in a manner which is most appropriate to its business. Classification by
actvity provides information that allows users to assess the impact of those
activities on the financial position of the entity and the amount of its cash and
cash equivalents. This information may also be used to evaluate the relationships
among those actitres.

A single transaction may include cash flows that are classified differently.
For example, when the cash repayment of a loan includes both interest and
capital, the interest element may be classified as an operating activity and the
capital elementsi classified as a financing activity.

Operating activities

The amount of cash flows arising from operating activities is a key
indicator of the extent to which the operations of the entity have generated
sufficient cash flows to repay loans, maintain tperating capability of the
entity, pay dividends and make new investments without recourse to external
sources of financing. Information about the specific components of historical
operating cash flows is useful, in conjunction with other information, in
forecasting future operating cash flows.

Cash flows from operating activities are primarily derived from the
principal revenugroducing activities of the entity. Therefore, they generally
result from the transactions and other events that enter intteteamination of
profit or loss. Examples of cash flows from operating activities are:

(a) cash receipts from the sale of goods and the rendering of services;

(b) cash receipts from royalties, fees, commissions and other revenue;

(c) cash payments to sugws for goods and services;

(d) cash payments to and on behalf of employees;

(e) cash receipts and cash payments of an insurance entity for premiums and
claims, annuities and other policy benefits;

() cash payments or refunds of income taxes unless damybe specifically
identified with financing and investing activities; and

(g) cash receipts and payments from contracts held for dealing or trading
purposes.

Some transactions, such as the sale of an item of plant, may give rise to a gain or
loss that $ included in recognised profit or loss. The cash flows relating to such
transactions are cash flows from investing activities. However, cash payments to
manufacture or acquire assets held for rental to others and subsequently held for
sale as described paragraph 68A of IAS 1@roperty, Plant and Equipment

are cash flows from operating activities. The cash receipts from rents and
subsequent sales of such assets are also cash flows from operating activities.

An entity may hold securities and loans for ldegpor trading purposes, in
which case they are similar to inventory acquired specifically for resale.
Therefore, cash
flows arising from the purchase and sale of dealing or trading securities are
classified as operating activities. Similarly, cash adearend loans made by
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financial institutions are usually classified as operating activities since they
relate to the main revenymoducing activity of that entity.

Investing activities- The separate disclosure of cash flows arising from
investing activites is important because the cash flows represent the extent to
which expenditures have been
made for resources intended to generate future income and cash flows. Only
expenditures that result in a recognised asset in the statement of financial
position areeligible for classification as investing activities. Examples of cash
flows arising from investing activities are:

(a) cash payments to acquire property, plant and equipment, intangibles and
other longterm assets. These payments include those reladingppitalised
development costs and selbnstructed property, plant and equipment;

(b) cash receipts from sales of property, plant and equipment, intangibles and
other longterm assets;

(c) cash payments to acquire equity or debt instruments of othée®rmnd
interests in joint ventures (other than payments for those instruments considered
to be cash equivalents or those held for dealing or trading purposes);

(d) cash receipts from sales of equity or debt instruments of other entities and
interests irjoint ventures (other than receipts for those instruments considered to
be cash equivalents and those held for dealing or trading purposes);

(e) cash advances and loans made to other parties (other than advances and loans
made by a financial institution);

(f) cash receipts from the repayment of advances and loans made to other parties
(other than advances and loans of a financial institution);

(g) cash payments for futures contracts, forward contracts, option contracts and
swap contracts except when the traots are held for dealing or trading
purposes, or the payments are classified as financing activities; and

(h) cash receipts from futures contracts, forward contracts, option contracts and
swap contracts except when the contracts are held for dealirtgaaing
purposes, or the receipts are classified as financing activities.

When a contract is accounted for as a hedge of an identifiable position the cash
flows of the contract are classified in the same manner as the cash flows of the
position being hedzd.

Financing activities - The separate disclosure of cash flows arising from
financing activities is important because it is useful in predicting claims on
future cash flows by providers of capital to the entity. Examples of cash flows
arising from finanmg activities are:

(a) cash proceeds from issuing shares or other equity instruments;

(b) cash payments to owners to acquire
(c) cash proceeds from issuing debentures, loans, notes, bonds, mortgages and
other shorterm or bng-term borrowings;

(d) cash repayments of amounts borrowed; and

(e) cash payments by a lessee for the reduction of the outstanding liability
relating to a finance lease.

Reporting cash flows from operating activities
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An entity shall report cash flowsdim operating activities using either:

(a) the direct method, whereby major classes of gross cash receipts and gross
cash payments are disclosed; or

(b) the indirect method, whereby profit or loss is adjusted for the effects of
transactions of a necash nture, any deferrals or accruals of past or future
operating cash receipts or payments, and items of income or expense associated
with investing or financing cash flows.

Entities are encouraged to report cash flows from operating activities
using the direcmethod. The direct method provides information which may be
useful in estimating future cash flows and which is not available under the
indirect method. Under the direct method, information about major classes of
gross cash receipts and gross cash paigmeay be obtained either:

(a) from the accounting records of the entity; or

(b) by adjusting sales, cost of sales (interest and similar income and interest
expense and similar charges for a financial institution) and other items in the
statement of comphensive income for:

() changes during the period in inventories and operating receivables and
payables;

(ii) other noncash items; and

(iif) other items for which the cash effects are investing or financing cash flows.
20 Under the indirect method, thetrnmash flow from operating activities is
determined by adjusting profit or loss for the effects of:

(a) changes during the period in inventories and operating receivables and
payables;

(b) nonrcash items such as depreciation, provisions, deferred taxeslised
foreign currency gains and losses, and undistributed profits of associates; and
(c) all other items for which the cash effects are investing or financing cash
flows.

Alternatively, the net cash flow from operating activities may be presented
underthe indirect method by showing the revenues and expenses disclosed in
the statement of comprehensive income and the changes during the period in
inventories and operating receivables and payables.

Reporting cash flows from investing and financing activites

An entity shall report separately major classes of gross cash receipts and
gross cash payments arising from investing and financing activities, except to
the extent that cash flows described in paragraphs 22 and 24 are reported on a
net basis. Reportgcash flows on a net basis

Cash flows arising from the following operating, investing or financing
activities may be reported on a net basis:

(a) cash receipts and payments on behalf of customers when the cash flows
reflect the activities of the customather than those of the entity; and

(b) cash receipts and payments for items in which the turnover is quick, the
amounts are large, and the maturities are short.

Examples of cash receipts and payments referred to in paragraph 22(a) are:

(a) the acceptare and repayment of demand deposits of a bank;
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(b) funds held for customers by an investment entity; and
(c) rents collected on behalf of, and paid over to, the owners of properties.
23A Examples of cash receipts and payments referred to in paragraplar22(b)
advances made for, and the repayment of:
(a) principal amounts relating to credit card customers;
(b) the purchase and sale of investments; and
(c) other shorterm borrowings, for example, those which have a maturity
period of three months or less.

Cash flows arising from each of the following activities of a financial
institution may be reported on a net basis:
(a) cash receipts and payments for the acceptance and repayment of deposits
with a fixed maturity date;
(b) the placement of deposits with damwvithdrawal of deposits from other
financial institutions; and
(c) cash advances and loans made to customers and the repayment of those
advances and loans.

Foreign currency cash flows

Cash flows arising from transactions in a foreign currency shall be

recorded in an entityds functional cur |

amount the exchange rate between the functional currency and the foreign
currency at the date of the cash flow. The cash flows of a foreign subsidiary
shall be translated at tlexchange rates between the functional currency and the
foreign currency at the dates of the cash flows.

Cash flows denominated in a foreign currency are reported in a manner
consistent with IAS 2T he Effects of Changes in Foreign Exchange Rdtais
pemits the use of an exchange rate that approximates the actual rate. For
example, a weighted average exchange rate for a period may be used for
recording foreign currency transactions or the translation of the cash flows of a
foreign subsidiary.

However, IAS 21 does not permit use of the exchange rate at the end of the
reporting period when translating the cash flows of a foreign subsidiary.
Unrealised gains and losses arising from changes in foreign currency exchange
rates are not cash flows. However, #ftect of exchange rate changes on cash
and cash equivalents held or due in a foreign currency is reported in the
statement of cash flows in order to reconcile cash and cash equivalents at the
beginning and the end of the period. This amount is preseapstagely from

cash flows from operating, investing and financing activities and includes the
differences, if any, had those cash flows been reported at end of period exchange
rates.

Interest and dividends

Cash flows from interest and dividends receivad paid shall each be
disclosed separately. Each shall be classified in a consistent manner from period
to period as either operating, investing or financing activities.

The total amount of interest paid during a period is disclosed in the
statement of
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cash flows whether it has been recognised as an expense in profit or loss or
capitalised in accordance with IAS B8rrowing Costs

Interest paid and interest and dividends received are usually classified as
operating cash flows for a financial institutiddowever, there is no consensus
on the classification of these cash flows for other entities. Interest paid and
interest and dividends received may be classified as operating cash flows
because they enter into the determination of profit or loss. Alteehgtinterest
paid and interest and dividends received may be classified as financing cash
flows and investing cash flows respectively, because they are costs of obtaining
financial resources or returns on investments.

Dividends paid may be classifie@ a financing cash flow because they
are a cost of obtaining financial resources. Alternatively, dividends paid may be
classified as a component of cash flows from operating activities in order to
assist users to determine the ability of an entity to pagehds out of operating
cash flows.

Taxes on income

Cash flows arising from taxes on income shall be separately disclosed
and shall be classified as cash flows from operating activities unless they can be
specifically identified with financing and inggng activities.

Taxes on income arise on transactions that give rise to cash flows that
are classified as operating, investing or financing activities in a statement of
cash flows. While tax expense may be readily identifiable with investing
financing activities, the related tax cash flows are often impracticable to identify
and may arise in a different period from the cash flows of the underlying
transaction. Therefore, taxes paid are usually classified as cash flows from
operating actities.

However, when it is practicable to identify the tax cash flow with an
individual
transaction that gives rise to cash flows that are classified as investing or
financing activities the tax cash flow is classified as an investing or financing
activity as appropriate. When tax cash flows are allocated over more than one
class of activity, the total amount of taxes paid is disclosed.

Investments in subsidiaries, associates and joint ventures

When accounting for an investment in an associate, a joint reeatua
subsidiary accounted for by use of the equity or cost method, an investor
restricts its reporting in the statement of cash flows to the cash flows between
itself and the investee, for example, to dividends and advances.

An entity that reports itsnterest in an associate or a joint venture using
the equity method includes in its statement of cash flows the cash flows in
respect of its investments in the associate or joint venture, and distributions and
other payments or receipts between it and se@ate or joint venture.

Changes in ownership interests in subsidiaries and other businesses The
aggregate cash flows arising from obtaining or losing control of subsidiaries or
other businesses shall be presented separately and classified as investing
activities.
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An entity shall disclose, in aggregate, in respect of both obtaining and losing
control of subsidiaries or other businesses during the period each of the
following:

(a) the total consideration paid or received;

(b) the portion of the considerati consisting of cash and cash equivalents;

(c) the amount of cash and cash equivalents in the subsidiaries or other
businesses over which control is obtained or lost; and

(d) the amount of the assets and liabilities other than cash or cash equivalents in
the subsidiaries or other businesses over which control is obtained or lost,
summarised by each major category.

The separate presentation of the cash flow effects of obtaining or losing
control of subsidiaries or other businesses as single line item#e¢ogeth the
separate disclosure of the amounts of assets and liabilities acquired or disposed
of, helps to distinguish those cash flows from the cash flows arising from the
other operating, investing and financing activities. The cash flow effects of
losing control are not deducted from those of obtaining control.

The aggregate amount of the cash paid or received as consideration for
obtaining or losing control of subsidiaries or other businesses is reported in the
statement of cash flows net of casld @ash equivalents acquired or disposed of
as part of such transactions, events or changes in circumstances.

A Cash flows arising from changes in ownership interests in a subsidiary
that do not result in a loss of control shall be classified as cash ftows
financing activities.

Changes in ownership interests in a subsidiary that do not result in a loss of
control, such as the subsequent pur ch
equity instruments, are accounted for as equity transactions (see IGRS
Consolidated Financial Statemept&ccordingly, the resulting cash flows are
classified in the same way as other transactions with owners described

Non-cash transactions

Investing and financing transactions that do not require the use of cash or
cash equivalents shall be excluded from a statement of cash flows. Such
transactions shall be disclosed elsewhere in the financial statements in a way
that provides all the relevant information about these investing and financing
activities.

Many investing ad financing activities do not have a direct impact on
current cash flows although they do affect the capital and asset structure of an
entity. The exclusion of neoash transactions from the statement of cash flows
is consistent with the objective of atstiment of cash flows as these items do not
involve cash flows in the current period. Examples of-cash transactions are:

(a) the acquisition of assets either by assuming directly related liabilities or by
means of a finance lease;
(b) the acquisitionfoan entity by means of an equity issue; and
(c) the conversion of debt to equity.
Components of cash and cash equivalents
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An entity shall disclose the components of cash and cash equivalents and
shall present a reconciliation of the amounts in its statérof cash flows with
the equivalent items reported in the statement of financial position.

In view of the variety of cash management practices and banking
arrangements
around the world and in order to comply with IASPdesentation of Financial
Statemats, an entity discloses the policy which it adopts in determining the
composition of cash and cash equivalents.

The effect of any change in the policy for determining components of
cash andcash equivalents, for example, a change in the classification of
financi al I nstruments previously consi
portfolio, is reported in accordance with IASA8counting Policies, Changes in
Accounting
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International Financial Reporting Standards
Tashkent Fine itute

®0nozuka, T.

IAS 7 Statement of Cash Flows

Obijectives:

Ao report the changes in cash and cash equivalents by a statement of
cash flows in terms of:

dOperating Activities;
dinvesting Activities; and

dFinancing Activities.

®0nozuka, T.
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IAS 7 Statement of Cash Flows

Cash & Cash Equivalent:

ACash equivalent includes:

d Bank overdraft
0 Near-term investment held for  /ess than 3 months (cash management

purpose)

ACash equivalent does not include:

d Instruments held for investment purposes
0 Debt instruments with a maturity date more than 3 months

®Onozuka, T. 2

IAS 7 Statement of Cash Flows

Cash & Cash Equivalent:

KCase

0XYZ Inc. as part of its cash management activities, invested $10  Min
short -term bonds which will be redeemed within three months. Todoso
XYZ instructed its bank to use its time deposit with the bank.

dDetermine how XYZ would treat in its cash flow statement the cas h
outflow resulting from the investment of the funds in the 3 mont h bonds
and cash inflow resulting from the withdrawal of funds from the bank.

(Wiley IFRS Practical Implementation Guide & Workbook 2 nd Edition/ Abbas, Magnus & Graham)

®0nozuka, T.
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IAS 7 Statement of Cash Flows

Direct vs. Indirect Method:

Aror the presentation of the cash flows from operating activities
oentities are encouraged to report cash flows from operating acti

using the direct method .6

Direct Met hod

Cash Received from customers

Cash paid to suppliers of goods and services
Cash paid t o employees

Inc ome taxes paid

Net cash fr om operatin g activitie

®Onozuka, T.

$95

-50

-28

$12

Indire ct Meth od
Profit reported
Adjustments:
Depreciation
I ncrease in account receivable

I ncrease in account payable

Net cash fr om operatin g activities

vities

$9
10

-12

$12

52



IAS 7 Statement of Cash Flows

Direct vs. Indirect Method:
Example:
From the paper test at the time of selection:

Cash Flow Statements for the month of November 2012 Cash Flow Statements for the month of November 2012
(6] Indirect Format (6] Direct Format
Cash Flow from Operating Activities: Cash Flow from Operating activities:

Profit 200 Cash from sales proceeds 500

Inc. in A/ C Pay 300
Net Cash from Operating Activities 500 Net Cash from Operating Activities 500
Cash Flow from Investing activities: Cash Flow from Investing activities:

Purchase of equipment (500) Purchase of equipment (500)
Net Cash from Investing Activities (500) Net Cash from Investing Activities (500)
Cash Flow from Financing activities: Cash Flow from Financing activities:

Cash from a owner 1,000 Cash from a owner 1,000

Cash from a bank borrowings 500 Cash from a bank borrowings 500
Net Cash from Financing Activities 1,500 Net Cash from Financing Activities 1,500
Net Change in Cash 1,500 Net Change in Cash 1,500
Cash Balnance as of Nov.1,2012 0 Cash Balnance as of Nov.1,2012 0
Cash Balance as of Nov.30, 2012 1,500 Cash Balance as of Nov.30, 2012 1,500

®0nozuka, T.
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IAS 7 Statement of Cash Flows

Direct vs. Indirect Method:
Rule of thumb: Increase in assets Negative effect to cash

Increase in liabilities Po3itive effect to cash
Binnce Sheet oz of Sy, 30 2012 Income Stotement for the month of Sovember #2012
(4} {8
Aggete St 3l Mew3D  Chorge a'l*_rual J':I].-r‘ Caxh
Cach o 1500 1500 Salez !Cﬂ
Eguipment 1} 500 (B00) Ineesting Activity Cost of Gonds Sold [300)
Tetel Asvets o 200G 1000 Prafit m
Liabilities/ OE '
ASE F“ut.-uhlr. [} 300 300 G-,'.r_-'ur.:'g Actiwitiy
Bebt i, 5O B0 Finoncing Activity
Faid in capétal G 1000 1000 Financing Activity
Betained parmirge g s 200 Operating Activifly
Tetal liasdities + O i 2000 2.000 Cnsh Flow Stotpments fnl1 the '|IJI-1an Mewminar ¢ Cagh Fls Inln St nts for the meeth of &
(8} Indirect Fornk () Direst DST
Lash Flow from Oper 'u'tp; A |.'| ex: LCach Flow from g dctivihes:
Brafit Cogh from sales| 500

Ine in ASC Par

Met Cash from Ope Met Cack from Ope 800

®Onozuka, T.

IAS 7 Statement of Cash Flows

Business Activities:
ROperating Activities

d Principal revenue producing activities
Anvesting Activities

0 Acquisition and disposal of long -term assets and other investments not
included in cash equivalents

Kinancing Activities

0 Those that result in changes in size and composition of the cont  ributed
equity and borrowing of the entity

®0nozuka, T.
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IAS 7 Statement of Cash Flows

Quiz for Business Activities

A For each of the following activities, please identify which acti vity it
is, Operating, Financing or Investing Activity.

1. Goods were shipped to a customer in a neighboring state.

New manufacturing equipment was purchased for installation inth e
factory.

Three new sales persons were hired.

A loan was obtained from a local bank.

A $500 down payment on goods sold was received from a customer.
The Human Resource department hired three new employees.

The company worn-out delivery truck was sold out to the junk yard for
$400.

8. The owner contributed more cash to business.
9. Refunds totaling $450 were given to several customers.
10.The remaining balance of a loan was repaid in full.

N

NOo Okrow

®O0nozuka, T.

IAS 7 Statement of Cash Flows

Specific Items:

ANetting

d Generally, cash flows are reported on a gross basis

A Example, if an entity borrows $100,000 from a bank, and purchase  d aland
for $120,000

0 Cash Flow from Investment Activities = $(120,000)
d Cash Flow from Financing Activities = $100,000

®0nozuka, T.
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IAS 7 Statement of Cash Flows

Specific Items:

ANetting

0 However, the following two cases can be netted out.

A Payment/receipt of cash on behalf of customers. (e.g., Credit Ca  rd Company)

A Payment/receipt of cash happens close together. (e.g.., short  -term loan, sub -
leasing)

0 Credit companies received cash of $10M from the card holders,an d
paid $7M to the member companies..

A Cash Flow from Operating activities: $3M collection from card ho Iders, net
of the payment to member companies.

®0nozuka, T.

IAS 7 Statement of Cash Flows

Specific Items:

Anterest & Dividend

0 Each shall be classified in a consistent manner from periodtop  eriod as
either operating, investing or financing activities

d There are no consensus on the classification.

d Many companies account for

A Dividend received = Operating Activities
A Activities
A Interest Received = Operating Activities

A But the above can be accounted for as Financing Activities.

®O0nozuka, T.



IAS 7 Statement of Cash Flows

Specific Items:

ANon-cash Transactions

d Investing and financing transactions that have no cash flow effe
not included on the statement of cash flows.

0 Examples:

A Acquiring property with issuance of share capital
A Conversion of debt to equity (i.e. convertible bond)

®Onozuka, T.

IAS 7 Statement of Cash Flows

ct are

12

Specific ltems:

AQuiz for Non -cash Transactions

Company A acquired Company B for $10M on December 1, 2012. In o rder

to acquire this company, Company A issued stocks of $10M to the

shareholders of Company B. How are these transactions accounted

the statement of cash flows??
a)Cash Flows from Investing Activities: $(10)M/Financing: $10M

b)No reporting in the statement of Cash flows
c)No reporting but disclosed in the note

®0nozuka, T.

existing
for in

13
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Income Taxes(International Accounting Standard 12)
Plan:

1. Objective Definitions

2. Tax baseAssets carried at fair value

3. Reassessment of umgnised deferred tax assets
4. Disclosure

Objective-The objective of this Standard is to prescribe the accounting
treatment for income taxes. The principal issue in accounting for income taxes is
how to account for the current and future tax consequeaices
(a) the future recovery (settlement) of the carrying amount of assets (liabilities)
that are recognised in an entityods ste
(b) transactions and other events of the current period that are recognised in an
ent i tncialstatdmenisa

It is inherent in the recognition of an asset or liability that the reporting
entity expects to recover or settle the carrying amount of that asset or liability. If
it is probable that recovery or settlement of that carrying amount veikem
future tax payments larger (smaller) than they would be if such recovery or
settlement were to have no tax consequences, this Standard requires an entity to
recognise a deferred tax liability (deferred tax asset), with certain limited
exceptions. This$Standard requires an entity to account for the tax consequences
of transactions and other events in the same way that it accounts for the
transactions and other events themselves. Thus, for transactions and other events
recognised in profit or loss, anglated tax effects are also recognised in profit
or loss. For transactions and other events recognised outside profit or loss (either
in
other comprehensive income or directly in equity), any related tax effects are
also recognised outside profit or losstiter in other comprehensive income or
directly in equity, respectively). Similarly, the recognition of deferred tax assets
and liabilities in a business combination affects the amount of goodwill arising
in that business combination or the amount of Haggain purchase gain
recognised.

This Standard also deals with the recognition of deferred tax assets arising
from unused tax losses or unused tax credits, the presentation of income taxes in
the financial statements and the disclosure of informatioringldao income
taxes.

Scope This Standard shall be applied in accounting for income taxes.
For the purposes of this Standard, income taxes include all domestic and foreign
taxes which are based on taxable profits. Income taxes also include taxes, such
as withholding taxes, which are payable by a subsidiary, associate or joint
arrangement on distributions to the reporting entity.

This Standard does not deal with the methods of accounting for
government grants (see IAS 2A8ccounting for Government Grantsné
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Disclosure of Government Assistapoe investment tax credits. However, this
Standard does deal with the accounting for temporary differences that may arise
from such grants or investment tax credits.

Definitions

The following terms are used in this &andard with the meanings
specified:
Accounting profiis profit or loss for a period before deducting tax expense.
Taxable profit (tax loss)s the profit (loss) for a period, determined in
accordance with the rules established by the taxation authoupes which
income taxes are payable (recoverable).
Tax expense (tax incomis)the aggregate amount included in the determination
of profit or loss for the period in respect of current tax and deferred tax.
Current taxis the amount of income taxes phiga (recoverable) in respect of
the taxable profit (tax loss) for a period.
Deferred tax liabilitiesare the amounts of income taxes payable in future
periods in respect of taxable temporary differences.
Deferred tax assetare the amounts of income taxescoverable in future
periods in respect of:
(a) deductible temporary differences;
(b) the carryforward of unused tax losses; and
(c) the carryforward of unused tax credits.
Temporary differenceare differences between the carrying amount of an asset
or liability in the statement of financial position and its tax base. Temporary
differences may be either:
(a) taxable temporary differense which are temporary differences that will
result in taxable amounts in determining taxable profit (tax loss) of future
periods when the carrying amount of the asset or liability is recovered or settled;
or
(b) deductible temporary differenceshich are temporary differences that will
result in amounts that are deductible in determining taxable profit (tax loss) of
future periods when the carrying amount of the asset or liability is recovered or
settled.

Thetax baseof an asset or liability is the amount attributed to that asset or
liability for tax purposes.

Tax expense (tax income) comprises current tax expense (ctawen
income) and
deferred tax expense (deferred tax income).

Tax base

The tax base of an asset is the amount that will be deductible for tax
purposes against any taxable economic benefits that will flow to an entity when
it recovers the carrying amourit the asset. If those economic benefits will not
be taxable, the tax base of the asset is equal to its carrying amount.

The tax base of a liability is its carrying amount, less any amount that
will be deductible for tax purposes in respect of that lighit future periods. In
the case of revenue which is received in advance, the tax base of the resulting
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liability is its carrying amount, less any amount of the revenue that will not be
taxable in future periods.

Where the tax base of an asset or ligbik not immediately apparent, it
is helpful to consider the fundamental principle upon which this Standard is
based: that an entity shall, with certain limited exceptions, recognise a deferred
tax liability (asset) whenever recovery or settlement ofctreying amount of
an asset or liability would make future tax payments larger (smaller) than they
would be if such recovery or settlement were to have no tax consequences.
Example C following paragraph 51A illustrates circumstances when it may be
helpfulto consider this fundamental principle, for example, when the tax base of
an asset or liability depends on the expected manner of recovery or settlement.
In consolidated financial statements, temporary differences are determined by
comparing the carryingnaounts of assets and liabilities in the consolidated
financial statements with the appropriate tax base. The tax base is determined by
reference to a consolidated tax return in those jurisdictions in which such a
return is filed. In other jurisdictions, ¢htax base is determined by reference to
the tax returns of each entity in the group.

Assets carried at fair value
20 IFRSs permit or require certain assets to be carried at fair value or to be
revalued (see, for example, IAS Hoperty, Plant and Equipmé¢ IAS 38
Intangible Assets IAS 40 Investment Propertyand IFRS 9 Financial
Instrument¥ . In some jurisdictions, the revaluation or other restatement of an
asset to fair value affects taxable profit (tax loss) for the current period. As a
result, the ta base of the asset is adjusted and no temporary difference arises. In
other jurisdictions, the revaluation or restatement of an asset does not affect
taxable profit in the period of the revaluation or restatement and, consequently,
the tax base of the adds not adjusted. Nevertheless, the future recovery of the
carrying amount will result in a taxable flow of economic benefits to the entity
and the amount that will be deductible for tax purposes will differ from the
amount of those economic benefits eTdifference between the carrying amount
of a revalued asset and its tax base is a temporary difference and gives rise to a
deferred tax liability or asset. This is true even if: (a) the entity does not intend
to dispose of the asset. In such cases, tvalued carrying amount of the asset
will be recovered through use and this will generate taxable income which
exceeds the depreciation that will be allowable for tax purposes in future
periods; or (b) tax on capital gains is deferred if the proceeds dliighesal of
the asset
are invested in similar assets. In such cases, the tax will ultimately become
payable on sale or use of the similar assets.

Goodwill-- Goodwill arising in a business combination is measured as the
excess of (a) over (b) below:
(a) thre aggregate of:
(i) the consideration transferred measured in accordance with IFRS 3, which
generally requires acquisitieshate fair value;
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(i) the amount of any noenontrolling interest in the acquiree recognised in
accordance with IFRS 3; and

(i) in a business combination achieved in stages, the acquidaienfair value

of the acquirerds previously held equi
(b) the net of the acquisitietiate amounts of the identifiable assets acquired and
liabilities assumed measuradaccordance with IFRS 3.

Many taxation authorities do not allow reductions in the carrying amount
of goodwill as a deductible expense in determining taxable profit. Moreover, in
such jurisdictions, the cost of goodwill is often not deductible when acsahsi
disposes of its underlying business. In such jurisdictions, goodwill has a tax base
of nil. Any difference between the carrying amount of goodwill and its tax base
of nil is a taxable temporary difference. However, this Standard does not permit
the recognition of the resulting deferred tax liability because goodwill is
measured as a residual and the recognition of the deferred tax liability would
increase the carrying amount of goodwill.

Initial recognition of an asset or liability

A temporary diffeence may arise on initial recognition of an asset or
liability, for
example if part or all of the cost of an asset will not be deductible for tax
purposes. The method of accounting for such a temporary difference depends on
the nature of the transactionathled to the initial recognition of the asset or
liability: (a) in a business combination, an entity recognises any deferred tax
liability or asset and this affects the amount of goodwill or bargain purchase
gain it recognises; (b) if the transactioneats either accounting profit or
taxable profit, an entity recognises any deferred tax liability or asset and
recognises the resulting deferred tax expense or income in profit or loss; (c) if
the transaction is not a business combination, and affectseneitcounting
profit nor taxable profit, an entity would, in the absence of the exemption
provided

In accordance with IAS 3Einancial Instruments: Presentatidhe issuer
of a compound financial instrument (for example, a convertible bond) classifies
the instrumentos | iability component a
equity. In some jurisdictions, the tax base of the liability component on initial
recognition is equal to the initial carrying amount of the sum of the liability and
equity compnents. The resulting taxable temporary difference arises from the
initial recognition of the equity component separately from the liability
component.

Unused tax losses and unused tax credits

A deferred tax asset shall be recognised for the carryforafathused
tax losses and unused tax credits to the extent that it is probable that future
taxable profit will be available against which the unused tax losses and unused
tax credits can be utilised.

The criteria for recognising deferred tax assets arisirom the
carryforward of
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unused tax losses and tax credits are the same as the criteria for recognising
deferred tax assets arising from deductible temporary differences. However, the
existence of unused tax losses is strong evidence that future tpxafiienay

not be available. Therefore, when an entity has a history of recent losses, the
entity recognises a deferred tax asset arising from unused tax losses or tax
credits only to the extent that the entity has sufficient taxable temporary
differencesor there is convincing other evidence that sufficient taxable profit
will be available against which the unused tax losses or unused tax credits can
be utilised by the entity.

An entity considers the following criteria in assessing the probability that
taxable profit will be available against which the unused tax losses or unused tax
credits can be utilised:

(a) whether the entity has sufficient taxable temporary differences relating to the
same taxation authority and the same taxable entity, whicheagililtrin taxable
amounts against which the unused tax losses or unused tax credits can be
utilised before they expire;

(b) whether it is probable that the entity will have taxable profits before the
unused tax losses or unused tax credits expire;

(c) whetler the unused tax losses result from identifiable causes which are
unlikely to recur; and

(d) whether tax planning opportunities (see paragraph 30) are available to the
entity that will create taxable profit in the period in which the unused tax losses
or unused tax credits can be utilised.

To the extent that it is not probable that taxable profit will be available
against which the unused tax losses or unused tax credits can be utilised, the
deferred tax asset is not recognised.

Reassessment of unrecognidaleferred tax assets

At the end of each reporting period, an entity reassesses unrecognised
deferred tax assets. The entity recognises a previously unrecognised deferred tax
asset to the extent that it has become probable that future taxable profit will
allow the deferred tax asset to be recovered. For example, an improvement in
trading conditions may make it more probable that the entity will be able to
generate sufficient taxable profit in the future for the deferred tax asset to meet
the recognition dteria. Another example is when an entity reassesses deferred
tax assets at the date of a business combination or subsequently.

Investments in subsidiaries, branches and associates and interests in
joint arrangements Temporary differences arise when trerging amount of
investments in
subsidiaries, branches and associates or interests in joint arrangements (namely
t he parent or l nvestor 0s share of t h
associate or investee, including the carrying amount of goodb&fomes
different from the tax base (which is often cost) of the investment or interest.
Such differences may arise in a number of different circumstances, for example:
(a) the existence of undistributed profits of subsidiaries, branches, associates and
joint arrangements;
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(b) changes in foreign exchange rates when a parent and its subsidiary are based
in different countries; and
(c) a reduction in the carrying amount of an investment in an associate to its
recoverable amount.

In consolidated financial s&mnents, the temporary difference may be
different from the temporary difference associated with that investment in the

parentdés separate financi al statement

separate financial statements at cost or revalued rmou

An entity shall recognise a deferred tax liability for all taxable temporary
differences associated with investments in subsidiaries, branches and associates,
and interests in joint arrangements, except to the extent that both of the
following condtions are satisfied:

(a) the parent, investor, joint venturer or joint operator is able to control the
timing of the reversal of the temporary difference; and

(b) it is probable that the temporary difference will not reverse in the foreseeable
future.

As a parent controls the dividend policy of its subsidiary, it is able to
control the timing of the reversal of temporary differences associated with that
investment (including the temporary differences arising not only from
undistributed profits but also fnw any foreign exchange translation differences).
Furthermore, it would often be impracticable to determine the amount of income
taxes that would be payable when the temporary difference reverses. Therefore,
when the parent has determined that those pnofitsnot be distributed in the
foreseeable future the parent does not recognise a deferred tax liability. The
same considerations apply to investments in branches.

The nonmonetary assets and liabilities of an entity are measured in its
functional
currercy (see IAS 2IThe Effects of Changes in Foreign Exchange Raliethe
entityaos
taxable profit or tax loss (and, hence, the tax base of itsnooretary assets and
liabilities) is determined in a different currency, changes in the exchange rate
give rise to temporary differences that result in a recognised deferred tax
liability

An investor in an associate does not control that entity and is usually not
in a position to determine its dividend policy. Therefore, in the absence of an
agreement requirindnat the profits of the associate will not be distributed in the
foreseeable future, an investor recognises a deferred tax liability arising from
taxable temporary differences associated with its investment in the associate. In
some cases, an investor mayt e able to determine the amount of tax that
would be payable if it recovers the cost of its investment in an associate, but can
determine that it will equal or exceed a minimum amount. In such cases, the
deferred tax liability is measured at this amount

The arrangement between the parties to a joint arrangement usually deals
with the distribution of the profits and identifies whether decisions on such
matters require the consent of all the parties or a group of the parties. When the
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joint venturer or gint operator can control the timing of the distribution of its
share of the profits of the joint arrangement and it is probable that its share of
the profits will not be distributed in the foreseeable future, a deferred tax
liability is not recognised.

An entity shall recognise a deferred tax asset for all deductible temporary
differences arising from investments in subsidiaries, branches and associates,
and interests in joint arrangements, to the extent that, and only to the extent that,
it is probable hat:

(a) the temporary difference will reverse in the foreseeable future; and
(b) taxable profit will be available against which the temporary difference can be
utilised.

Deferred tax assets and liabilities shall not be discounted.

The reliable determin@mn of deferred tax assets and liabilities on a
discounted basis requires detailed scheduling of the timing of the reversal of
each temporary difference. In many cases such scheduling is impracticable or
highly complex. Therefore, it is inappropriate emuire discounting of deferred
tax assets and liabilities. To permit, but not to require, discounting would result
in deferred tax assets and liabilities which would not be comparable between
entities. Therefore, this Standard does not require or perenidiftounting of
deferred tax assets and liabilities.

Temporary differences are determined by reference to the carrying
amount of an asset or liability. This applies even where that carrying amount is
itself determined on a discounted basis, for examplthé case of retirement
benefit obligations (see IAS Fmployee Benefits
The carrying amount of a deferred tax asset shall be reviewed at the end of each
reporting period. An entity shall reduce the carrying amount of a deferred tax
asset to the extémhat it is no longer probable that sufficient taxable profit will
be available to allow the benefit of part or all of that deferred tax asset to be
utilised. Any such reduction shall be reversed to the extent that it becomes
probable that sufficient také& profit will be available

Current and deferred tax arising from sharebased payment
transactions

A In some tax jurisdictions, an entity receives a tax deduction (ie an
amount that is deductible in determining taxable profit) that relates to
remunerationpaid in shares, share options or other equity instruments of the
entity. The amount of that tax deduction may differ from the related cumulative
remuneration expense, and may arise in a later accounting period. For example,
in some jurisdictions, an entitmay recognise an expense for the consumption
of employee services received as consideration for share options granted, in
accordance with IFRS @harebased Paymentnd not receive a tax deduction
until the share options are exercised, with the measmeai the tax deduction
based on the entityds share price at

Offset

An entity shall offset current tax assets and current tax liabilities if, and
only if, the entity:
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(a) has a legally enforceable right to set off the recognisedrasiand
(b) intends either to settle on a net basis, or to realise the asset and settle the
liability simultaneously

Although current tax assets and liabilities are separately recognised and
measured they are offset in the statement of financial postibject to criteria
similar to those established for financial instruments in IAS 32. An entity will
normally have a legally enforceable right to set off a current tax asset against a
current tax liability when they relate to income taxes levied bydheedaxation
authority and the taxation authority permits the entity to make or receive a single
net payment.

In consolidated financial statements, a current tax asset of one entity in a
group is offset against a current tax liability of another entithengroup if, and
only if, the entities concerned have a legally enforceable right to make or receive
a single net payment and the entities intend to make or receive such a net
payment or to recover the asset and settle the liability simultaneously.

An entity shall offset deferred tax assets and deferred tax liabilities if, and
only if:

(a) the entity has a legally enforceable right to set off current tax assets against
current tax liabilities; and

(b) the deferred tax assets and the deferred tax liabilielate to income taxes
levied by the same taxation authority on either:

(i) the same taxable entity; or

(ii) different taxable entities which intend either to settle current tax liabilities
and assets on a net basis, or to realise the assets andtlreettiabilities
simultaneously, in each future period in which significant amounts of deferred
tax liabilities or assets are expected to be settled or recovered.

To avoid the need for detailed scheduling of the timing of the reversal of
each temporary tference, this Standard requires an entity to set off a deferred
tax asset against a deferred tax liability of the same taxable entity if, and only if,
they relate to income taxes levied by the same taxation authority and the entity
has a legally enforcelbright to set off current tax assets against current tax
liabilities.

In rare circumstances, an entity may have a legally enforceable right of
setoff, and an intention to settle net, for some periods but not for others. In such
rare circumstances, @ged scheduling may be required to establish reliably
whether the deferred tax liability of one taxable entity will result in increased tax
payments in the same period in which a deferred tax asset of another taxable
entity will result in decreased payntsiioy that second taxable entity.

Disclosure
The major components of tax expense (income) shall be disclosed
separately.

Components of tax expense (income) may include:
(a) current tax expense (income);
(b) any adjustments recognised in the period foretu tax of prior periods;
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(c) the amount of deferred tax expense (income) relating to the origination and
reversal of temporary differences;

(d) the amount of deferred tax expense (income) relating to changes in tax rates
or the imposition of new taxes;

(e) the amount of the benefit arising from a previously unrecognised tax loss, tax
credit or temporary difference of a prior period that is used to reduce current tax
expense;

(f) the amount of the benefit from a previously unrecognised tax loss, tak credi
or temporary difference of a prior period that is used to reduce deferred tax
expense;

(g) deferred tax expense arising from the wdbavn, or reversal of a previous
write-down, of a deferred tax asset in accordance

(h) the amount of tax expense (inac®mmelating to those changes in accounting
policies and errors that are included in profit or loss in accordance with IAS 8,
because they cannot be accounted for retrospectively.
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International Financial Reporting Standards
Tashkent Fine itute

®O0nozuka, T.

IAS 12 Income Taxes

What is Income Tax Accounting?

AEntities prepare tax returns each year to determine the amount o f
tax payable (Tax base payable).

AOn the other hand, entities prepares financial statements based on
accounting rules, and determine the amount of tax ~ payable(Accounting
base payable).

®0nozuka, T.
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IAS 12 Income Taxes

Example

For financial reporting purpose, Company A earned the service re
The expenses were $600K. With the effective tax rate of 30%, th
payable is $120K.

For tax return purpose, $100K of the service revenue will be shi
income to 2013 taxable income since they will be recognized base
The Tax base payable is $90K.

For financial reporting purpose, the delta of $30K will be recog
expense and liability.

Dr. Current Tax Expense(E)  $90,000
Deferred Tax Expense (E) $30,000

Cr. Current Tax Payable (L) $90,000
Deferred Tax Liability(L ) $30,000

®O0nozuka, T.

IAS 12 Income Taxes

venue of $1M in 2012.
e Accounting base

fted from 2012 taxable
d on cash receipt basis.

nized as deferred tax

Example

For financial reporting purpose, Company A earned the service re
The expenses were $600K. With the effective tax rate of 30%, th
payable is $120K.

For tax return purpose, $100K of the expenses must be excluded f
2012 as they will be recognized based on cash receipt basis. Th
$150K.

For financial reporting purpose, the delta of $30K will be recog
and the deferred tax expense will be credited.

Dr. Current Tax Expense(E) $150,000
Deferred Tax Asset (A)  $30,000
Cr. Current Tax Payable (L) $150,000
Deferred Tax Expense(E) $30,000

®Onozuka, T.

venue of $1M in 2012.
e Accounting base

rom taxable income in
e Tax base payable is

nized as deferred tax asset
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IAS 12 Income Taxes

AgainéB/S

AAS 12 uses a balance sheet approach , instead of using revenue and
expense in an income statement.

Arhe recovery of an asset in future _results in the entity having to pay
additional tax, this effect must be recognized as a deferred tax

liability. (Increase in assets € Increase in taxable income é More tax
expense)

AThe settlement of a liability in future results in the entity paying less
tax, this effect must be recognized as a deferred tax asset. (Increase
in liability é.Decrease in taxable income € .less tax expense)

®Onozuka, T.

IAS 12 Income Taxes

Tax Base vs. Accounting Base as Rule of Thumb

0 Accounting base

A The carrying amount of assets and liabilities in an entity & balance sheet for
financial accounting purposes.

0 Taxbase

A The value of assets or liabilities which are currently taxable o r deductible
for tax purposes.

é
L
has & ong

®O0nozuka, T.
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IAS 12 Income Taxes

Tax base

AA machine cost 100. For tax purposes, depreciation of 30 has alr  eady been
deducted in the current and prior periods and the remaining cost will be
deductible in future periods.

Asuppose the entity needs to be liquidated now, what is the taxab  le value for
this machine for tax purposes?

AThe tax base of the machine is 70

®Onozuka, T.

IAS 12 Income Taxes

Tax base

Anterest receivable has a carrying amount of 100. The related in terest
revenue will be taxed on a cash basis.

ASuppose the entity needs to be liquidated now, what is the taxab  le value for
this interest receivable for tax purposes?

AThe tax base of the interest receivable is nil

®0nozuka, T.
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IAS 12 Income Taxes

Tax base

Arrade receivables have a carrying amount of 100. The related rev  enue has
already been included in taxable profit (or tax loss).

ASuppose the entity needs to be liquidated now, what is the deduc  tible value for
this trade receivables for tax purposes?

Ads it was already taken into account for tax purposes, it will b e deducted from
the taxable income. As such, the tax base of the trade receivab les is 100.

®O0nozuka, T.

IAS 12 Income Taxes

Tax base

ADividends receivable from a subsidiary have a carrying amount of ~ 100. The
dividends are not taxable.

ASuppose the entity needs to be liquidated now, what is the deduc  tible value for
this dividend receivables for tax purposes?

AThe dividend receivable will be deducted from the taxable income
Consequently, the tax base of the dividends receivable is 100

®O0nozuka, T.
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IAS 12 Income Taxes

Tax base

ACurrent liabilities include accrued expenses with a carrying amo  unt of 100. The
related expense will be deducted for tax purposes on a cash basi  s.

ASuppose the entity needs to be liquidated now, what is the deduc  tible value for
this accrued expenses for tax purposes?

Alt cannot be deducted from the taxable income. Therefore, the tax base of
the accrued expenses is nil .

®O0nozuka, T.

10
IAS 12 Income Taxes
Tax base
ACurrent liabilities include interest revenue received in advance , with a carrying
amount of 100. The related interest revenue was taxed on a cash basis.
Asuppose the entity needs to be liguidated now, what is the taxab  le value for
this interest revenue received in advance for tax purposes?
Ads it was already taxed for tax purposes, the tax base of the in terest
received in advance is nil .
®O0nozuka, T. 11
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IAS 12 Income Taxes

Tax base

ACurrent liabilities include accrued fines and penalties with a ¢ arrying amount
of 100. Fines and penalties are not deductible for tax purposes.

ASuppose the entity needs to be liquidated now, what is the taxab  le value for
this accrued fines and penalties for tax purposes?

AAs it is not deductible from the taxable income, and is added to the taxable
/income. The tax base of the accrued fines and penalties is 100

®O0nozuka, T.
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IAS 12 Income Taxes

Tax Base vs. Accounting Base as Rule of Thumb

Anhy might there be future tax consequence?

0 Accounting base - the carrying amount of assets and liabilities.

|

DIFFERENT

|

0 Taxbase - the carrying amount of assets and liabilities.

®O0nozuka, T.
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IAS 12 Income Taxes

Tax Base vs. Accounting Base as Rule of Thumb

Adccounting base of assets > Tax base of assets

0 Deferred Tax Liability to be recognized

Adccounting base of liabilities > Tax base of liabilities

0 Deferred Tax Assets to be recognized

@ vt T v @

®O0nozuka, T.

IAS 12 Income Taxes

14

Tax Base vs. Accounting Base as Rule of Thumb
Ahccounting base of assets < Tax base of assets

0 Deferred Tax Assets to be recognized

Aaccounting base of liabilities < Tax base of liabilities

0 Deferred Tax Liabilities to be recognized

®0nozuka, T.
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IAS 8 Accounting Policies, Changes in Accounting Estimates and E rrors

Tax Base vs. Accounting Base as Rule of Thumb

Accounting Base Tax Base OTL or DTA™
Assets > Assets => DTL
Assets < Assets => bDTA
Assets = Assets => MNo entries

Liabilities > Liabilities => bTA

Liabilities < Liabilities => LTL

Liabilities = Liabilities = Mo entfries
= DTL = Deferred Tax Liabilities

DTA= Deferred Tax Assets

®O0nozuka, T.

IAS 12 Income Taxes

Examples

Adccounting base asset > Tax base asset

0 Trade A/C Receivable to customer A
A Accounting $1,000K (per accrual basis)
A Tax 0 (per cash basis)

A Deferred Tax Liability

8 ($1,000K &$0) x 30% = $300K

A Dr. Deferred Tax Expense $300K
A Cr. Deferred Tax Liability ~ $300K

At the time that the customer A paid cash, tax consequence takes place.

®O0nozuka, T.
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