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This text of lecture was discussed and suggested to publish by the 

proceeding of Scientific-methodogical Council ̄  3 on ç31è May 2013 y. 

 

 

 

In the market economy producing process is one of the important 

elements. Accounting system in companies plays a significant role and 

nowadays to develop this system with international accounting standards one of 

the principal methods of it.   

According to the 1438
th
 decree of the President of Uzbekistan, accounting 

systems should be conducted accordingly with international accounting 

standards. Therefore, teaching students on IAS is important.     

   In this presentations one can see the comparisons between our national 

standards with International standards.  

This text of lectures can be used by the courses accounting and audit 

bachelor and masters degree, by the specialists of this system. 
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INTRODUCTION  

 

This text of lecture is 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 well as knowledge in the 

field of classification, recognition and measurement of the main types of assets 

and liabilities and disclosures in the financial statements. 

The training manual has been prepared in accordance with the requirements of 

the educational standard 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 restructuring of 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 recognition 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 Standards (International Accounting 

Standards, International Financial Report Standards) - these 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 accounting records. 

            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 is written, 

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 

standards containing ambiguous or unclear solutions. Interpretations provide 

uniformity in the application of standards. 
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Presentation of Financial Statements 

(International Accounting Standard 1) 

  

Plan: 

1. Objective, definitions in interpretations issued by the International 

Accounting Standards Board 

2. Owners are 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 basis for presentation of general 

purpose financial statements to ensure comparability both with the entityôs 

financial statements of previous periods and with the financial statements of 

other entities. It sets out overall requirements for the presentation of financial 

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 

Reporting Standards (IFRSs). 

 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 in accordance with IAS 34 Interim Financial Reporting.   

  However, paragraphs 15ï35 apply to such financial statements. 

This Standard 

applies equally to all entities, including those that present consolidated financial 

statements in accordance with IFRS 10 Consolidated Financial Statements and 

those that present separate financial statements in accordance with IAS 27 

Separate Financial Statements. 

 This Standard uses terminology that is suitable for profit-oriented entities, 

including public sector business entities. If entities with not-for-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 themselves.  

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

Financial Instruments: 

Presentation (eg some mutual funds) and entities whose share capital is 

not equity (eg some co-operative entities) may need to adapt the financial 

statement presentation of membersô or unitholdersô interests. 

The following terms are used in this Standard with the meanings specified 

General purpose financial statements (referred to as ófinancial statementsô) are 

those intended to meet the needs of users who are not in a position to require an 

entity to prepare reports tailored to their particular information needs. 
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Impracticable Applying a requirement is impracticable when the entity 

cannot apply it after making every reasonable effort to do so. 

International Financial Reporting Standards (IFRSs) are Standards and (IASB). 

They comprise: 

(a) International Financial Reporting Standards; 

(b) International Accounting Standards; 

(c) IFRIC Interpretations; and 

(d) SIC Interpretations.2 

Material Omissions or misstatements of 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 surrounding circumstances. 

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 

characteristics of those users. The Framework for the Preparation and 

Presentation of Financial Statements states in paragraph 253 that óusers are 

assumed to have a reasonable knowledge of business and economic activities 

and accounting and a willingness to study the information with reasonable 

diligence.ô Therefore, the assessment needs to take into account how users with 

such attributes could reasonably be expected to be influenced in making 

economic decisions.  

Notes contain information in addition to that presented 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 or disaggregations 

of items presented in those statements and information about items that do not 

qualify for recognition in those statements. 

Other comprehensive income comprises items of income and expense 

(including reclassification adjustments) that are not recognised in profit or loss 

as required or permitted by other IFRSs. 

The components of other comprehensive income include: 

(a) changes in revaluation surplus (see IAS 16 Property, Plant and Equipment 

and 

IAS 38 Intangible Assets); 

(b) remeasurements of defined benefit plans (see IAS 19 Employee Benefits); 

(c) gains and losses arising from translating the financial statements of a foreign 

operation (see IAS 21 The Effects of Changes in Foreign Exchange Rates); 

(d) gains and losses from investments in equity instruments measured at fair 

value through other comprehensive income in accordance with paragraph 5.7.5 

of IFRS 9 Financial Instruments; Definition of IFRSs amended after the name 

changes introduced by the revised Constitution of the IFRS Foundation in 2010. 

3 In September 2010 the IASB replaced the Framework with the Conceptual 
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Framework for Financial Reporting. Paragraph 25 was superseded by Chapter 3 

of the Conceptual Framework. 

(e) the effective portion of gains and losses on hedging instruments in a cash 

flow hedge (see IAS 39 Financial Instruments: Recognition and Measurement);  

(f) for particular liabilities designated as at fair value through profit or loss, the 

amount of the change in fair value that is attributable to changes in the liabilityôs 

credit risk (see paragraph 5.7.7 of IFRS 9). 

Owners are holders of instruments classified as equity. 

Profit or loss is the total of income less expenses, excluding the 

components of other comprehensive income. Reclassification adjustments are 

amounts reclassified to profit or loss in the current period that were recognised 

in other comprehensive income in the current or previous periods. 

Total comprehensive income is the change in equity during a period 

resulting from transactions and other events, other than those changes resulting 

from transactions with owners in their capacity as owners. 

Total comprehensive income comprises all components of óprofit or lossô 

and of óother comprehensive incomeô. Although this Standard uses the terms 

óother comprehensive incomeô, óprofit or lossô and ótotal comprehensive incomeô, 

an entity may use other terms to describe the totals as long as the meaning is 

clear. For example, an entity may use the term ónet incomeô to describe profit or 

loss. 

 The following terms are described in IAS 32 Financial Instruments: 

Presentation and 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 that imposes 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 financial 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 and 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 

managementôs stewardship of the resources entrusted to it. To meet this 

objective, financial statements provide information about an entityôs: 

(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. 
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This information, along with other information in the notes, assists users 

of financial statements in predicting the entityôs future cash flows and, in 

particular, their timing and certainty. 

Complete set of financial statements 

Complete set of financial statements comprises: 

(a) a statement 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, comprising a summary of significant accounting policies and other 

explanatory information; and 

(f) 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 retrospective 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 

Standard. For example, an entity may use the title óstatement of comprehensive 

incomeô instead of óstatement of profit or loss and other comprehensive incomeô. 

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 two sections. 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 separate statement 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 statements. 

Many entities present, outside the financial statements, a financial review 

by management that describes and explains the main features of the entityôs 

financial performance and financial position, and the principal uncertainties it 

faces. Such a report may include a review of: 

(a) the main factors and influences determining financial performance, including 

changes in the environment in which the entity operates, the entityôs response to 

those changes and their effect, and the entityôs policy for investment to maintain 

and enhance financial performance, including its dividend policy; 

(b) the entityôs sources of funding and its targeted ratio of liabilities to equity; 

and 

(c) the entityôs resources not recognised in the statement of financial position in 

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 employees are regarded as an important user group. Reports and 

statements presented outside financial statements are outside the scope of IFRSs. 
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General features Fair presentation and compliance with IFRSs 

 Financial statements shall present fairly the financial position, 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 assets, liabilities, 

income and expenses set out in the Framework. 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 IFRSs shall 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 entity achieves 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 IAS 8 Accounting 

Policies, Changes in Accounting Estimates and Errors. IAS 8 sets out 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 understandable information. 

(c) to provide additional disclosures when compliance with the specific 

requirements in IFRSs is insufficient to enable users to understand the impact of 

particular transactions, other events and conditions on the entityôs financial 

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 recognises items as 

assets, liabilities, equity, income and expenses (the elements of financial 

statements) when they satisfy the definitions and recognition criteria for those 

elements in the Framework.5 

Materiality and aggregation 

  An entity shall present separately 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 not reclassifying the amounts, and 

(b) the nature of the adjustments that would have been made if the amounts had 

been reclassified. 

Statement of financial position 

Information to be presented in the statement of financial position 

 As a minimum, the statement of financial position shall include line items 

that present the following amounts: 

(a) property, plant and equipment; 
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(b) investment property; 

(c) intangible assets; 

(d) financial assets (excluding amounts shown under (e), (h) and (i)); 

(e) investments accounted for using the equity method; 

(f) biological assets; 

(g) inventories; 

(h) trade and other receivables; 

(i) cash and cash equivalents; 

(j) the total of assets classified as held for sale and assets included in disposal 

groups classified as held for sale in accordance with IFRS 5 Non-current 

Assets Held for Sale and Discontinued Operations; 

(k) trade and other payables; 

(l) provisions; 

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

(n) liabilities and assets for current tax, as defined in IAS 12 Income 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) non-controlling interests, presented within equity; 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 the entityôs financial position. 

       When an entity presents current and non-current assets, and current and 

non-current liabilities, as separate classifications in its statement of financial 

position, it shall not classify deferred tax assets (liabilities) as current 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 option of 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 comprehensive income, including 

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 related tax effects with one amount shown for the aggregate 

amount of income tax relating to those items. 
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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 and those that will 

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 the Framework with the 

Conceptual Framework 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 gains in 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 related 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 not arise 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 reclassified to profit 

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(s) of 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 

income and expense include: 

(a) write-downs of inventories to net realisable value or of property, plant and 

equipment to recoverable amount, as well as reversals of such write-downs; 

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

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 
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(g) other reversals of provisions. 

  An entity shall present an analysis of 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 enables users of its financial 

statements 

to evaluate the entityôs objectives, policies and processes for managing 

capital. 

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

(a) qualitative information about its objectives, policies and processes for 

managing capital, including: 

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

(ii) when an entity is subject to externally imposed capital requirements, the 

nature of those requirements and how those requirements are incorporated into 

the management of capital; and  

(iii) 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 entities 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 to which it is subject. 

(e) when the entity has not complied with such externally imposed capital 

requirements, the consequences of such non-compliance. 

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 several jurisdictions.  
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0

International Financial Reporting Standards 
Tashkent Financial Institute 

Å IAS1 Presentation of Financial Statements

ï.

®Onozuka, T.

 

1

IFRS Presentation of Financial Statements

Objectives:

ÅIAS 1 prescribes: 

ðthe basis for presentation of general purpose financial statemen ts*

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

ÅIAS 1 sets out:

ðoverall requirements for the presentation of financial statement s;

ðguidelines for their structure; 

ðand 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 reports their particular needs.®Onozuka, T.
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2

IFRS Presentation of Financial Statements

Fair Presentation:

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

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

ÅExample:
ð IFRS prohibits LIFO inventory valuation method.  If the entity 

physically distributes the latest purchasing goods first, and 
management judges LIFO better reflects the entity õs financial picture, 
then the entity can override this prohibition.  

®Onozuka, T.

3

IFRS Presentation of Financial Statements

Fair Presentation :

ÅAn entity whose financial statements comply with IFRS shall make an 
explicit and unreserved statement of such compliance in the note .  

ÅThe consolidated financial statements of Nokia Corporation (ñNokiaòor ñthe 

Groupò), a Finnish public limited liability company with domicile in Helsinki, in

the Republic of Finland, are prepared in accordance with International Financial 

Reporting Standards as issued by the International Accounting Standards Board 

("IASB") and in conformity with IFRS as adopted by the European Union 

("IFRS").   (quoted from the notes of NOKIA F/S in 2011)

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

ÅExampleéthe company cannot say as below in the note. 
ðòExcept for the adoption of LIFO inventory valuation method which is prohibited under 
IFRS, the financial statements are all in conformity with IFRS. ó

®Onozuka, T.
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4

IAS1 Presentation of Financial Statements

®Onozuka, T.

Financial Statements:

A complete set of financial statements comprises:

Åa statement of financial position;
Åa statement of comprehensive income 
Åa statement of changes in equity;
Åa statement of cash flows;
Ånotes, 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.

5

IAS1 Presentation of Financial Statements

®Onozuka, T.

Financial Statements:

Financial Statement Components

Statement of Financial Position Assets, Liabilities & Owners Equity.

Statement of Comprehensive Income Income (Revenue + Gain) + Other Comprehensive Income

Statement of Changes in Equity Changes in all owner equity + all nonowner equity  (i.e. comprehensive income)

Statement of Cash Flows Cash inflows & outflows from operating, investing & financing activities

Notes Significant accounting policies & explanatory notes
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6

IAS1 Presentation of Financial Statements

®Onozuka, T.

Going Concern:

ÅFinancial Statements shall be prepared on a going concern basis.

ÅWhen preparing financial statements, management makes an 
assessment regarding the entity õs ability to continue in operation for 
foreseeable future.

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

7

IAS1 Presentation of Financial Statements

®Onozuka, T.

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 l 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? 
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8

IAS1 Presentation of Financial Statements

®Onozuka, T.

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 õl GAAP Basics/I.M. WIECK & N.M YOUNG)

9

IAS1 Presentation of Financial Statements

®Onozuka, T.

Accrual Basis of Accounting :

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

ÅUnder accrual basis of accounting, 

V Revenues are earned when they are earned.
V Expenses are recognized when they incurred.
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10

IAS1 Presentation of Financial Statements

®Onozuka, T.

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. December 1

b. December 2

c. December 5       

11

IAS1 Presentation of Financial Statements

®Onozuka, T.

Materiality & Aggregation :

ÅAn 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. 

ÅIf not material, they can be aggregated for reporting.

Offsetting

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

Å Exceptionsée.g. allowance for doubtful accounts, accumulated 
depreciation.   
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12

IAS1 Presentation of Financial Statements

®Onozuka, T.

Frequency of Reporting

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

ÅAn entity can use 52 weeks as a fiscal period in place of 1 year .

Comparative Information

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

ÅAn entity shall present, at a minimum , two statements of financial 
position, two of each of other statements and related notes .

ÅNote: Each country has to follow the statutory requirement.

13

IAS1 Presentation of Financial Statements

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

ð(a) property, plant and equipment; 

ð(b) investment property; 

ð(c) intangible assets; 

ð(d) financial assets (excluding amounts shown under (e), (h) and (i) ); 

ð(e) investments accounted for using the equity method; 

ð(f) biological assets; 

ð(g) inventories; 

ð(h) trade and other receivables; 

ð(i) cash and cash equivalents; 

ð(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 I FRS 5 Non-
current Assets Held for Sale and Discontinued Operations; 

®Onozuka, T.

Statement of Financial Position
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14

IAS1 Presentation of Financial Statements

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

Liabilities & Owners Equity 

ð(k) trade and other payables; 

ð(l) provisions; 

ð(m) financial liabilities (excluding amounts shown under (k) and (l) ); 

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

ð(o) deferred tax liabilities and deferred tax assets, as defined in IAS 
12; 

ð(p) liabilities included in disposal groups classified as held for s ale in 
accordance with IFRS 5; 

ð(q) non-controlling interests, presented within equity; and 

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

®Onozuka, T.

Statement of Financial Position

15

IAS1 Presentation of Financial Statements

Å Current assets and liabilities must be classified in accordance with 
the entity õs operating cycle (normally one year) 

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

Case 

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

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

®Onozuka, T.

Statement of Financial Position
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16

IAS1 Presentation of Financial Statements

Å 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.

Statement of Comprehensive Income

17

IAS1 Presentation of Financial Statements

ÅAn 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: 

Å(a) profit or loss for the period attributable to: 
ð(i) non-controlling interests, and 

ð(ii) owners of the parent. 

Å(b) comprehensive income for the period attributable to: 
ð(i) non-controlling interests, and 

ð(ii) owners of the parent. 

Note: 

ÅAn 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. 

®Onozuka, T.

Statement of Comprehensive Income
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18

IAS1 Presentation of Financial Statements

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

ÅProposed format for financial statements:

®Onozuka, T.

Discussion Paper: Preliminary Views on Financial Statement 
Presentation

19

IAS1 Presentation of Financial Statements

®Onozuka, T.

Discussion Paper: Preliminary Views on Financial Statement 
Presentation

ñThe 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.ò

(the SEC Staff Report titled a Comparison of US GAAP and IFRS 
issued on November 16, 2011.)
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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 inventories is the 

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 any write-down 

to net realisable 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 service contracts (see IAS 11 Construction Contracts); 

(b) financial instruments (see IAS 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). 

  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 that they are measured 

at net realisable value in accordance with well-established 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) commodity broker-traders 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 contract 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. 

 Broker-traders are those who buy or sell commodities for 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 broker-tradersô margin. When these inventories are 

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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Inventories are assets: 

(a) held for sale in 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 value is the estimated selling price in the ordinary course of 

business less the estimated costs of completion and the estimated costs 

necessary to make the sale. 

Fair value is the price that would be received to sell an asset or paid to transfer a 

liability in an orderly transaction between market participants at the 

measurement date. (See IFRS 13 Fair 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 at which 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. Net realisable 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 resale. 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 the service, as described in 

paragraph 19, for which the entity has not yet recognised the related revenue 

(see IAS 18 Revenue). 

Measurement of inventories - Inventories shall be measured at the lower of 

cost and net realisable value. 

Cost of inventories The cost 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 discounts, rebates 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 systematic allocation 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 production, such 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 volume of production, 

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 on average 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 overhead allocated 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 a by-product. When the costs of 

conversion of each product are not separately identifiable, 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 separately identifiable, or 

at the completion of production. Most by-products, 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 

carrying 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. For example, 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 in which they 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 not contribute to bringing inventories to 

their present location and condition; and 

(d) selling costs. 

IAS 23 Borrowing Costs identifies limited circumstances where borrowing costs 

are included in the cost of inventories. 

 An entity may purchase inventories on 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 period of the financing. 

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 engaged in providing 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 incurred. The cost 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 IAS 41 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 at that 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 cost. Standard 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 retail industry 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 the appropriate 

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 inventories of 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 costs are attributed 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 when there 

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 inventories, other than those dealt with in paragraph 23, shall 

be assigned by using the first-in, 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. For inventories 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. However, a 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 first are 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 of similar 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 if the estimated 

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 of inventory 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 write inventories 

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 

price is 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. These estimates 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 also take into 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 than the inventory 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 with under IAS 

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 be sold 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 cost of the 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 exist or when there is clear evidence of an increase 

in net realisable value because of changed economic circumstances, the amount 

of the write-down is reversed (ie the reversal is limited to the amount of the 

original write-down) so that the new carrying amount 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 selling price 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 write-down of inventories to net 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 write-down of 

inventories, arising from an increase in net realisable value, shall be recognised 

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 self-constructed property, plant or 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, including the cost 

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 recognised as an expense during the period; 
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(e) the amount of any write-down of inventories recognised as an expense in the 

period in accordance with paragraph 

(f) the amount of any reversal of any write-down that is recognised as a 

reduction in the amount of inventories recognised as expense in the period in 

accordance with paragraph; 

(g) the circumstances or events that led to the reversal of a write-down of 

inventories in accordance with paragraph; and 

(h) the carrying amount of inventories pledged as security for liabilities. 

 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, 

production 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, consists 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 inclusion of other 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 an analysis of 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, it shall disclose 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 definition of fair value 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 Financial Institute 

Å IAS 2 Inventory

ï.

®Onozuka, T.

1

IAS 2 Inventory

Objectives: 

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

Scope: 

ÅThis 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 IAS 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 ).. 

®Onozuka, T.
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2

IAS 2 Inventory

Definition of Key Terms: 

ÅNet Realizable Value 

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

ÅFair Value

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

ÅMemo:

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

®Onozuka, T.

3

IAS 2 Inventory

Initial Measurement of Cost of Inventory

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

ð Costs of Purchase

ð Cost of Conversion

ð Other costs

ÅWhat is NOT included in the cost of inventory?

ð Storage cost

ð Administrative overhead cost

ð Abnormal amount of wasted materials

ð Selling Cost

ð Borrowing cost

®Onozuka, T.
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4

IAS 2 Inventory

Exercise
ÅBrilliant Manufacturing Inc. purchases materials from various co untries and 
manufactures bicycles, exporting them to Europe.  Brilliant Trad ing has 
incurred these expenses during 2012. 

ð Costs of Purchase for materials(based on vendorsõinvoice)

ð Trade discount on purchases

ð Import duties

ð Freight and insurance on purchases

ð Utilities expense for assembly line.

ð Salary of factory workers directly engaged in production.

ð Salaries of accounting department

ð Brokerage commission payable to agents for arranging imports

ð Sales commission payable to sales agents

ð After -sales warranty costs

ÅBrilliant 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.

5

IAS 2 Inventory

Cost Formula for Inventory Valuation 

ÅSpecific Identification of Cost 

ÅFirst - in First -out (FIFO)

ÅWeighted Average Cost Formula

Note

ðLast -in Last -out (LIFO) is NOT allowed.

ðSame formula shall be applied to all inventories. 

®Onozuka, T.
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6

IAS 2 Inventory

Practice ðSpecific identification method

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

ÅDiamond necklace w/ gold chain (1 karat)        $1,000

ÅDiamond necklace w/ platinum chain (1 karat)  $1,300  

Total              $ 2,300

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

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

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

®Onozuka, T.

7

IAS 2 Inventory

Practice ðFIFO/Moving Average

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

ÅNov. 5   /  150 pencils at $0. 80 $120

ÅNov. 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?? 

®Onozuka, T.
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8

IAS 2 Inventory

Practice ðFIFO

®Onozuka, T.

9

IAS 2 Inventory

Practice ðMoving Average

®Onozuka, T.
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10

IAS 2 Inventory

Practice ðLIFO (prohibited under IFRS)

®Onozuka, T.

11

IAS 2 Inventory

Subsequent Measurement of Inventory

ÅLower 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

®Onozuka, T.
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12

IAS 2 Inventory

Subsequent Measurement of Inventory

ÅLower of Cost and Net Realizable Value (LCNRV) 

ð LCNRV shall be conducted item by item.

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

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

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

®Onozuka, T.

13

IAS 2 Inventory

Subsequent Measurement of Inventory

ÅFrom the previous example, using the stationary shop that you ar 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.

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

®Onozuka, T.
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14

IAS 2 Inventory

Subsequent Measurement of Inventory

®Onozuka, T.

15

IAS 2 Inventory

Subsequent Measurement of Inventory

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

ÅAgain, Jasur called you that there is a customer who likes to bu y up 
all the inventory at $2.00.  In this case also, Jasur needs $0.3 0/pencil 
commission.

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

®Onozuka, T.
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16

IAS 2 Inventory

Subsequent Measurement of Inventory

®Onozuka, T.

18

IAS 2 Inventory - appendix

Subsequent Measurement of Inventory
ÅExercise 1

ðThe December 31, 2012 inventory of Gwnyer Company consists of tw o 
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.

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

ð

®Onozuka, T.

MEMO:

Pr oduct Orig inal Quant it y Inve nto ry Expect ed Est imated

Cost as 12/3 1/12 Selling Pric e Cost t o Sell

A105 $6 5 $30 $8 $1

BB32 $10 7 $70 $12 $4

Tot al 12 $100
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19

IAS 2 Inventory - appendix

Subsequent Measurement of Inventory
ÅExercise 1

®Onozuka, T.

20

IAS 2 Inventory - appendix

Subsequent Measurement of Inventory

ÅExercise 2

ðAssume 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 l $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)  

®Onozuka, T.
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21

IAS 2 Inventory - appendix

Subsequent Measurement of Inventory

ÅExercise 2

(IFRS PRIMER international GAAP Basics/Irene & Nicola)  

®Onozuka, T.
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Statement of Cash Flows (International Accounting Standard 7) 

Plan: 

1. Objective, Benefits of cash flow information 

2. Definitions 

3. Investing activities, Financing activities 

4. Interest and dividends 

 

Objective Information 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 decisions that 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 historical 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 accordance 

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 IAS 7 Statement of Changes in Financial Position, 

approved in July 1977. 

 Users of an entityôs financial statements are interested in how the entity 

generates and uses cash and cash equivalents. This is the case regardless of the 

nature of the entityôs activities and irrespective of whether cash can be viewed 

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 revenue-producing activities might be. They need cash to conduct their 

operations, to pay their obligations, 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 adapt to 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 2007 the IASB amended the title of IAS 7 

from Cash Flow Statements to Statement of Cash 

Flows as a consequence of the revision of IAS 1 Presentation of Financial 

Statements in 2007. future cash flows of different entities. It also enhances the 

comparability of the 
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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, timing 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: 

Cash comprises cash on hand and demand deposits. 

Cash equivalents are short-term, highly liquid investments that are readily 

convertible to known amounts of cash and which are subject to an insignificant 

risk of changes in value.  

Cash flows are inflows and outflows of cash and cash equivalents. 

Operating activities are the principal revenue-producing activities of the entity 

and other activities that are not investing or financing activities. 

Investing activities are the acquisition and disposal of long-term assets and other 

investments not included in cash equivalents. 

Financing activities are activities that result in changes in the size and 

composition of the contributed equity and borrowings of the entity. 

Cash and cash equivalents 

 Cash equivalents are held for the purpose of meeting short-term cash 

commitments rather than for investment or other purposes. For an investment to 

qualify as a cash equivalent it must be readily convertible to a known 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 considered 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 equivalents. A 

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 the cash management 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 report cash 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 

activity 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 activities. 

 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 element is 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 the operating 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 revenue-producing activities of the entity. Therefore, they generally 

result from the transactions and other events that enter into the determination 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 suppliers 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; 

(f) cash payments or refunds of income taxes unless they can be 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 is 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 in paragraph 68A of IAS 16 Property, 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 dealing or 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 advances and loans made by 
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financial institutions are usually classified as operating activities since they 

relate to the main revenue-producing activity of that entity.  

Investing activities- The separate disclosure of cash flows arising from 

investing activities 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 are eligible 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 long-term assets. These payments include those relating to capitalised 

development costs and self-constructed property, plant and equipment; 

(b) cash receipts from sales of property, plant and equipment, intangibles and 

other long-term assets; 

(c) cash payments to acquire equity or debt instruments of other entities and 

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 in joint 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 contracts 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 dealing or trading 

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 hedged. 

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 financing activities are: 

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

(b) cash payments to owners to acquire or redeem the entityôs shares; 

(c) cash proceeds from issuing debentures, loans, notes, bonds, mortgages and 

other short-term or long-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 flows from 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 non-cash nature, 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 direct method. 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 payments may 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 comprehensive income for: 

(i) changes during the period in inventories and operating receivables and 

payables; 

(ii) other non-cash items; and 

(iii) other items for which the cash effects are investing or financing cash flows. 

20 Under the indirect method, the net cash 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) non-cash items such as depreciation, provisions, deferred taxes, unrealised 

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 

under the 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 activities 

 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. Reporting cash 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 customer rather 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 acceptance 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 paragraph 22(b) are 

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 short-term 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 and withdrawal 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 entityôs functional currency by applying to the foreign currency 

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 the exchange 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 21 The Effects of Changes in Foreign Exchange Rates. This 

permits 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, the effect 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 presented separately 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 received and 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 23 Borrowing Costs. 

 Interest paid and interest and dividends received are usually classified as 

operating cash flows for a financial institution. However, 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. Alternatively, interest 

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 classified as 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 pay dividends 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 investing 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 or 

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 activities. 

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 venture or a 

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 its interest 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 the associate 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 consideration 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 items, together with 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 cash and cash 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 flows from 

financing activities. 

Changes in ownership interests in a subsidiary that do not result in a loss of 

control, such as the subsequent purchase or sale by a parent of a subsidiaryôs 

equity instruments, are accounted for as equity transactions (see IFRS 10 

Consolidated Financial Statements). Accordingly, 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 and 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 non-cash transactions from the statement of cash flows 

is consistent with the objective of a statement of cash flows as these items do not 

involve cash flows in the current period. Examples of non-cash transactions are:  

(a) the acquisition of assets either by assuming directly related liabilities or by 

means of a finance lease; 

(b) the acquisition of an 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 statement of 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 IAS 1 Presentation of Financial 

Statements, 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 and cash equivalents, for example, a change in the classification of 

financial instruments previously considered to be part of an entityôs investment 

portfolio, is reported in accordance with IAS 8 Accounting Policies, Changes in 

Accounting 
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0

International Financial Reporting Standards 
Tashkent Financial Institute 

Å IAS7 Statement of Cash Flows

ï.

®Onozuka, T.

1

IAS 7 Statement of Cash Flows

Objectives: 

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

ðOperating Activities; 

ðInvesting Activities; and

ðFinancing Activities. 

®Onozuka, T.
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2

IAS 7 Statement of Cash Flows

Cash & Cash Equivalent: 

ÅCash equivalent includes:

ð Bank overdraft

ð Near -term investment held for less than 3 months (cash management 
purpose)

ÅCash equivalent does not include:

ð Instruments held for investment purposes

ð Debt instruments with a maturity date more than 3 months

®Onozuka, T.

3

IAS 7 Statement of Cash Flows

Cash & Cash Equivalent: 

ÅCase

ðXYZ Inc. as part of its cash management activities, invested $10 M in 
short -term bonds which will be redeemed within three months.  To do so , 
XYZ instructed its bank to use its time deposit with the bank.

ðDetermine 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)

®Onozuka, T.
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4

IAS 7 Statement of Cash Flows

Direct vs. Indirect Method: 

ÅFor the presentation of the cash flows from operating activities , 
òentities are encouraged to report cash flows from operating acti vities 
using the direct method .ó

®Onozuka, T.

Dir ect  Met hod Indire ct Meth od

Cash Received f r om cust omer s $95 Prof it  r eport ed $9

Adj ust ment s:

Cash paid t o supplier s of  goods and ser vices -5 0   Depreciat ion 10

Cash paid t o employees -2 8 I ncr ease in account  r eceivable -12

Inc ome ta xes paid -5 I ncr ease in account  payable 5

Net cash fr om operatin g activities $12 Net cash fr om operatin g activities $12
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5

IAS 7 Statement of Cash Flows

Direct vs. Indirect Method:

Example:

From the paper test at the time of selection:

®Onozuka, T.

Cash Flow Statements for the month of November 2012 Cash Flow Statements for the month of November 2012

($) Indirect Format ($) 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
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6

IAS 7 Statement of Cash Flows

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

Increase in liabilities    Positive effect to cash 

®Onozuka, T.

7

IAS 7 Statement of Cash Flows

Business Activities:

ÅOperating Activities

ð Principal revenue producing activities

ÅInvesting Activities

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

ÅFinancing  Activities

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

®Onozuka, T.
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8

IAS 7 Statement of Cash Flows

Quiz for Business Activities :

Å 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.

2. New manufacturing equipment was purchased for installation in th e 
factory.

3. Three new sales persons were hired.

4. A loan was obtained from a local bank.

5. A $500 down payment on goods sold was received from a customer.

6. The Human Resource department hired three new employees.

7. 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.

®Onozuka, T.

9

IAS 7 Statement of Cash Flows

Specific Items:

ÅNetting

ð Generally, cash flows are reported on a gross basis .

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

ð Cash Flow from Investment Activities = $(120,000)

ð Cash Flow from Financing Activities = $100,000  

®Onozuka, T.
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10

IAS 7 Statement of Cash Flows

Specific Items:

ÅNetting

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

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

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

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

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

®Onozuka, T.

11

IAS 7 Statement of Cash Flows

Specific Items:

ÅInterest & Dividend

ð Each shall be classified in a consistent manner from period to p eriod as 
either operating, investing or financing activities . 

ð There are no consensus on the classification. 

ð Many companies account for 

Å Dividend received = Operating Activities

Å Activities

Å Interest Received = Operating Activities  

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

®Onozuka, T.
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12

IAS 7 Statement of Cash Flows

Specific Items:

ÅNon-cash Transactions

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

ð Examples:

Å Acquiring property with issuance of share capital

Å Conversion of debt to equity (i.e. convertible bond) 

®Onozuka, T.

13

IAS 7 Statement of Cash Flows

Specific Items:

ÅQuiz 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 existing 
shareholders of Company B.  How are these transactions accounted for in 
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 

®Onozuka, T.
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Income Taxes  (International Accounting Standard 12) 

 

Plan: 

 

1. Objective, Definitions 

2. Tax base, Assets carried at fair value 

3. Reassessment of unrecognised 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 consequences of: 

(a) the future recovery (settlement) of the carrying amount of assets (liabilities) 

that are recognised in an entityôs statement of financial position; and 

(b) transactions and other events of the current period that are recognised in an 

entityôs financial statements. 

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 will make 

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, any related 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 loss (either 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 the bargain 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 information relating to 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 20 Accounting for Government Grants and 
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Disclosure of Government Assistance) or 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 Standard with the meanings 

specified: 

Accounting profit is profit or loss for a period before deducting tax expense. 

Taxable profit (tax loss) is the profit (loss) for a period, determined in 

accordance with the rules established by the taxation authorities, upon which 

income taxes are payable (recoverable). 

Tax expense (tax income) is the aggregate amount included in the determination 

of profit or loss for the period in respect of current tax and deferred tax.  

Current tax is the amount of income taxes payable (recoverable) in respect of 

the taxable profit (tax loss) for a period. 

Deferred tax liabilities are the amounts of income taxes payable in future 

periods in respect of taxable temporary differences. 

Deferred tax assets are the amounts of income taxes recoverable 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 differences are 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 differences, 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 differences, which 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. 

The tax base of an asset or liability is the amount attributed to that asset or 

liability for tax purposes. 

 Tax expense (tax income) comprises current tax expense (current tax 

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 amount of 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 liability in 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 liability is 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 of the carrying 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 

helpful to 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 carrying amounts 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, the tax 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 16 Property, Plant and Equipment, IAS 38 

Intangible Assets, IAS 40 Investment Property and IFRS 9 Financial 

Instruments) . 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 tax 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 asset is 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. The difference 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, the revalued 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 of the disposal 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) the aggregate of: 

(i) the consideration transferred measured in accordance with IFRS 3, which 

generally requires acquisition-date fair value; 
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 (ii) the amount of any non-controlling interest in the acquiree recognised in 

accordance with IFRS 3; and 

(iii) in a business combination achieved in stages, the acquisition-date fair value 

of the acquirerôs previously held equity interest in the acquiree. 

(b) the net of the acquisition-date amounts of the identifiable assets acquired and 

liabilities assumed measured in accordance 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 a subsidiary 

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 difference 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 transaction that led 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 transaction affects 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 affects neither accounting 

profit nor taxable profit, an entity would, in the absence of the exemption 

provided  

  In accordance with IAS 32 Financial Instruments: Presentation the issuer 

of a compound financial instrument (for example, a convertible bond) classifies 

the instrumentôs liability component as a liability and the equity component as 

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 components. 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 carryforward of unused 

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 arising from the 

carryforward of 



 62 

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 taxable profit may 

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 

differences or 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, which will result in 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) whether 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 unrecognised deferred 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 criteria. 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 the carrying amount of 

investments in 

subsidiaries, branches and associates or interests in joint arrangements (namely 

the parent or investorôs share of the net assets of the subsidiary, branch, 

associate or investee, including the carrying amount of goodwill) becomes 

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 statements, the temporary difference may be 

different from the temporary difference associated with that investment in the 

parentôs separate financial statements if the parent carries the investment in its 

separate financial statements at cost or revalued amount.  

  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 conditions 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 from 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 profits will not be distributed in the 

foreseeable future the parent does not recognise a deferred tax liability. The 

same considerations apply to investments in branches. 

 The non-monetary assets and liabilities of an entity are measured in its 

functional 

currency (see IAS 21 The Effects of Changes in Foreign Exchange Rates). If the 

entityôs 

taxable profit or tax loss (and, hence, the tax base of its non-monetary 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 requiring that 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 may not be 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 joint 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 that: 

(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 determination 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 to require 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 permit the discounting 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 example in the case of retirement 

benefit obligations (see IAS 19 Employee 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 extent that 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 taxable profit will be available 

Current and deferred tax arising from share-based 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 

remuneration paid 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 entity may recognise an expense for the consumption 

of employee services received as consideration for share options granted, in 

accordance with IFRS 2 Share-based Payment, and not receive a tax deduction 

until the share options are exercised, with the measurement of the tax deduction 

based on the entityôs share price at the date of exercise. 

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 recognised amounts; and 

(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 position subject 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 by the same taxation 

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 entity in the group 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 liabilities relate 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 and settle the liabilities 

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 difference, 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 enforceable right to set off current tax assets against current tax 

liabilities.  

 In rare circumstances, an entity may have a legally enforceable right of 

set-off, and an intention to settle net, for some periods but not for others. In such 

rare circumstances, detailed 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 payments by 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 for current 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, tax credit 

or temporary difference of a prior period that is used to reduce deferred tax 

expense; 

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

write-down, of a deferred tax asset in accordance  

(h) the amount of tax expense (income) relating 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 Financial Institute 

Å IAS 12 Income Taxes

ï.

®Onozuka, T.

1

IAS 12 Income Taxes

What is Income Tax Accounting?

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

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

®Onozuka, T.
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2

IAS 12 Income Taxes

Example

For financial reporting purpose, Company A earned the service re venue of $1M in 2012.  
The expenses were $600K.  With the effective tax rate of 30%, th e Accounting base 
payable is $120K.  

For tax return purpose, $100K of the service revenue will be shi fted from 2012 taxable 
income to 2013 taxable income since they will be recognized base d on cash receipt basis.  
The Tax base payable is $90K.

For financial reporting purpose, the delta of $30K will be recog nized as deferred tax 
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

®Onozuka, T.

3

IAS 12 Income Taxes

Example

For financial reporting purpose, Company A earned the service re venue of $1M in 2012.  
The expenses were $600K.  With the effective tax rate of 30%, th e Accounting base 
payable is $120K.  

For tax return purpose, $100K of the expenses must be excluded f rom taxable income in 
2012 as they will be recognized based on cash receipt basis.  Th e Tax base payable is 
$150K.

For financial reporting purpose, the delta of $30K will be recog nized as deferred tax asset 
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.
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4

IAS 12 Income Taxes

AgainéB/S

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

ÅThe 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 éIncrease in taxable income éMore tax 
expense)

ÅThe 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 é.less tax expense) 

.

®Onozuka, T.
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IAS 12 Income Taxes

Tax Base vs. Accounting Base as Rule of Thumb

ð Accounting base

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

ð Tax base 

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

®Onozuka, T.



 70 

6

IAS 12 Income Taxes

Tax base

ÅA 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. 

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

ÅThe tax base of the machine is 70 .

®Onozuka, T.
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IAS 12 Income Taxes

Tax base

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

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

ÅThe tax base of the interest receivable is nil .

®Onozuka, T.
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8

IAS 12 Income Taxes

Tax base

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

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

ÅAs 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 .

®Onozuka, T.
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IAS 12 Income Taxes

Tax base

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

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

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

®Onozuka, T.
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10

IAS 12 Income Taxes

Tax base

ÅCurrent 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.

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

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

®Onozuka, T.
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IAS 12 Income Taxes

Tax base

ÅCurrent liabilities include interest revenue received in advance , with a carrying 
amount of 100. The related interest revenue was taxed on a cash basis. 

ÅSuppose the entity needs to be liquidated now, what is the taxab le value for 
this interest revenue received in advance for tax purposes?

ÅAs it was already taxed for tax purposes, the tax base of the in terest 
received in advance is nil .

®Onozuka, T.
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12

IAS 12 Income Taxes

Tax base

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

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

ÅAs 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 . 

®Onozuka, T.
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IAS 12 Income Taxes

Tax Base vs. Accounting Base as Rule of Thumb

ÅWhy might there be future tax consequence?

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

DIFFERENT

ð Tax base - the carrying amount of assets and liabilities.  

®Onozuka, T.
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14

IAS 12 Income Taxes

Tax Base vs. Accounting Base as Rule of Thumb

ÅAccounting base of assets > Tax base of assets

ð Deferred Tax Liability to be recognized

ÅAccounting base of liabilities > Tax base of liabilities 

ð Deferred Tax Assets to be recognized

®Onozuka, T.
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IAS 12 Income Taxes

Tax Base vs. Accounting Base as Rule of Thumb

ÅAccounting base of assets < Tax base of assets

ð Deferred Tax Assets to be recognized

ÅAccounting base of liabilities < Tax base of liabilities 

ð Deferred Tax Liabilities to be recognized

®Onozuka, T.
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16

IAS 8 Accounting Policies, Changes in Accounting Estimates and E rrors

Tax Base vs. Accounting Base as Rule of Thumb

.

®Onozuka, T.

17

IAS 12 Income Taxes

Examples

ÅAccounting base asset > Tax base asset 

ð Trade A/C Receivable to customer A
Å Accounting   $1,000K  (per accrual basis)

Å Tax                     0   (per cash basis) 

Å. Deferred Tax Liability

ð ($1,000K ð$0) x 30% = $300K  

Å Dr.  Deferred Tax Expense   $300K

Å Cr.    Deferred Tax Liability      $300K 

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

®Onozuka, T.
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