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—IFRSIZEED =D D EETEZEEHV?

HITDIASBEIZ 7 L—LT—5
9 The users of financial

10

statements include present and
potential investors, employees,
lenders, suppliers and other
trade creditors, customers,
governments and their agencies
and the public. (1£8&)

(HTB&) As investors are
providers of risk capital to the
entity, the provision of financial
statements that meet their
needs will also meet most of
the needs of other users that
financial statements can satisfy.

FERFPESNGBEIL—LT—F

OB7 The primary user group

includes both present and
potential equity investors,
lenders and other creditors,
regardless of how they obtained,
or will obtain, their interests.
(#2B&)(ED, May 2008)
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—IFRSIZC K AEAFEERE CER SN S 1FHR & (X?

B #&E &t (relevance) ER DIERI A TEE

BATDIASBIEE T L—LT—% BEFEINZWEIL—LT—Y
1. IEFEAIEET% (understandability) 1. ERE Y (fundamental
qualitative characteristics)
2. BHIES ™ (relevance) > a) BHrIEAMH
> b) BELGRRA
3. {E%E1% (reliability) ® T4k
a) RELFRI(faithful ® hirfk
representation) 0 SELIEBOAEFE
b) & & (substance over (free from material
form) error)
c) H3ItE(neutrality)
d) 1{EE M (prudence) 2. {#HRAIE RIFFIE (enhancing
e) STE 1% (completeness) qualitative characteristics)
a) LbERAIEETE
4. HCEXTIEETE (comparability) b) #&EIEAIRETH (verifiability)
c) EHEME(timeliness)
d) EfEATEetE
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1. IFRSEBIZHT=>TH > THE L RZIFRSOKRE
— IFRSICK BB E CTEHR I NS BEHRET: RIEBEYIBEHRER

RBEYIFHMEWRSED MNASEI7SIZEITL28EDEIE]

In many cases, cost or value must be estimated;
the use of reasonable estimates is an essential part
of the preparation of financial statements and does

not undermine their reliability.
(Conceptual Framework, para. 86)

ZL DiFE. REXIIMEEFRESL S ITNIEE S ALY,
FEHMNGREBEYDORAIX., MBRRDERICVHEARTTRT
HY. TOEFEEZIEG S LD TIXELY,

(=7 L—LD—2 5$861H)
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RITDIASEI7S

BIEEDREEH

N EXSBENER L L TRED (AN
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(2) LREBERFT 51 OOEFOERES
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(50%#8) = &

(3) LEFODEEICDODWTEETELIRED
UMTESLHZ &

515 & DR ERAl

® FEAT HATREMEAETNIXBORLL T 5 1K)
S EDEFHIE

® IEHOKENREY (RLAIRMENSL
EE)ZT Lo TElAEZEEL

BEFPESNLER

E&
SIHERUVEBEHRAGHMISZHREL. FHf=IC3E
£ A& (non-financial liabilities) & & A
L. chz TEmERMSMOERE] cER

FEREEOREBEY

(N BEOEENBE-SNTLS &

R IEFEEZL > THZKEBEDEHEZREL
B ENTETHS &

IERADE: =:

o BERFTCENEBEMNCEBMIND=HIC
BEMIZKILSEETIESINS

0 PEDEHKIZOLWTFEEINBZIRTD
HEREMETH L CRHEFEENEFEYT
TO0—F), DF Y. AEEMAS50%LL T D
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23 RBYXRIC
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1. IFRSHEBIZHT=>TH > TH L RZIFRSOKE
—ARYIC TRAIEXE] TEHINEDLDH?

Six IFRS Myths*

No. 1: IFRS will improve U.S. accounting.

No. 2: IFRS is principles-based while GAAP is rules-based.
No. 3: To be competitive, U.S. companies must adopt IFRS.
No. 4: To be a good international citizen we cannot continue

to be the only country with GAAP.

No. 5: We are going to do it sooner or later, so why not start
now?

No. 6: The upfront costs of conversion or convergence will
be more than offset by future savings.

* Source: “IFRS is dangerous to your health” by Alfred M. King, Vice Chairman of Marshall & Stevens
http://www.webcpa.com/ato_issues/24_1/ifrs-is-dangerous-to-your-health-52882-1.html?zkPrintable=true © 2009 Japan Association for CFOs



1. IFRSHEBIZHT=>TH > TH L RZIFRSOAKE
—ARLY(Z IFE|EFE] TEHHNEILDH?

No. 2: IFRS is principles-based while GAAP is rules-based.

Why do we have rules-based accounting in the U.S.? Because auditors
want certainty against the threat of lawsuits. The proponents of IFRS
have not asserted that the legal system in our country will be modified to
prohibit class-action lawsuits against accounting firms. Until or unless the
legal system changes, auditors need the protection they get when they
follow accounting "rules.”

Further, every observer with deep IFRS experience says the same thing:
Whenever an IFRS accounting issue arises, the usual response is, "What
does GAAP say?" In other words, IFRS itself defers to GAAP as being
intellectually superior.”

* Source: “IFRS is dangerous to your health” by Alfred M. King, Vice Chairman of Marshall & Stevens
http://www.webcpa.com/ato_issues/24_1/ifrs-is-dangerous-to-your-health-52882-1.html?zkPrintable=true © 2009 Japan Association for CFOs
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4. Know WhyZE R & D IFRSZ#4 45
_iéfﬂ?_@nb n&kg#I:t IEIIE éf:@nu nﬁkg1¢
MEIL—LT—VIBIT5EEDEBEM(Fwk.89)

An asset is recognised in the balance sheet when it is probable that the

future economic benefits will flow to the and the asset has a cost or
value that can be measured reliably.
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4. Know WhyZE R & D IFRSZ#4 45
— BB I L—LT—VICE T HEEDNDREFEH LEEEEDRAEN

IASSE165 TEHEIEEE] ICHTH5AHEETEEDRHEEMH(AS16.7)

The cost of an item of property, plant and equipment shall be recognised as an asset if,
and only if:

(a) it is probable that future economic benefits associated with the item will flow to the
entity; and
(b) the cost of the item can be measured reliably.
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An intangible asset shall be recognised if, and only if:

(a) it is probable that the expected future economic benefits that are attributable to
the asset will flow to the entity; and

(b) the cost of the asset can be measured reliably.
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4. Know WhyZE R & D IFRSZ #1451
— i85t & W& A BB I (cash-generating units): Question

(@) IAS 36 Impairment of assets uses the term cash generating units.
Required
Explain what a cash generating unit is and why it is necessary.

(b) ldentify the cash generating unit in the following cases:

(i) A manufacturer can produce a product at a number of different sites.
Not all the sites are used to full capacity and the manufacturer can
choose how much to make at each site. However, there is not enough
surplus capacity to enable any one site to be closed. The cash inflows
generated by any one site therefore depend on the allocation of
production across all sites.

(ii) Arestaurant chain has a large number of restaurants across the country.
The cash inflows of each restaurant can be individually monitored and
sensible allocations of costs to each restaurant can be made.

* Source: “Diploma in International Financial Reporting: Practice & Revision Kit, Fifth Edition” (BPP Learning Medi



4. Know WhyZE R & D IFRSZ #1451
— i85t & WA A BB 3 (cash-generating units): Model Answer

(@) To determine whether impairment of an asset has incurred, it is necessary to
compare the carrying amount of the asset with its recoverable amount. The
recoverable amount is the higher of net selling price and value in use. It is
not always easy to estimate value in use. In particular, it is not always
practicable to identify cash flows arising from an individual non-current asset.
If this is the case, value in use should be calculated as the level of cash
generating units.

A cash generating unit is defined as a group of assets that generates cash

that is largely independent of the reporting entity's other cash-generating
units.

(b) (i) The cash-generating unit comprises all the sites at which the product can
be made.

(i) Each restaurant is a cash-generating unit by itself. However, any
impairment of individual restaurants is unlikely to be material. A material
impairment is likely to occur only when a number of restaurants are
affected together by the same economic factors. It may therefore be
acceptable to consider groupings of restaurants affected by the same
economic factors rather than each individual restaurant.

* Source: “Diploma in International Financial Reporting: Practice & Revision Kit, Fifth Edition” PP. 100-101



4. Know WhyZE R & D IFRSZ #1451
— i85t & W& A BB I (cash-generating units): Question

(¢) M Inc has a single substantial asset, the SyMIX which it uses to manufacture computer
chips. The carrying value of the SyMIX after four years is $5m (cost $7m, accumulated
depreciation on a straight line basis of $2m). There is no expected residual value.
Due to a breakthrough in technology in the manufacture of computer chips, M Inc
now expects the machine to produce 30% less in revenue terms than expected over
the rest of its estimated useful life of 10 years. Net future cash flows for the next
five years, based on management's best estimate after taking the 30% cut into
account, are (5000):

Year 1 2 3 4 5
Future cash flows 600 660 710 755 790

The expected growth rates for the following years are:

Year 6 7 8 9 10
Future cash flows 2% -1% -7% -16%  -30%

If the machine was sold now it would realise $3.2m, net of selling costs. The discount
rate to be applied to the future cash flows is 10%.

Required
Calculate any impairment loss and state the new carrying amount of the SyMIX.

* Source: “Diploma in International Financial Reporting: Practice & Revision Kit, Fifth Edition” P. 7



4. Know WhyZE R & D IFRSZ #1451
— Bt & W& A BB I (cash-generating units): Model Answer

(c) Itis now necessary to find the value in use in order to determine what the impairment

loss is.
Future Discounted
Year  Long-term cash flows PV factor future cash flows
growth rate $'000 at 10% $'000
1 600 0.90909 545
2 660 0.82645 545
3 710 0.75131 533
4 755 0.68301 516
5 790 0.62092 491
6 +2% 806 0.56447 455
7 -1% 798 0.51316 410
8 -7% 742 0.46651 346
9 -16% 623 0.42410 264
10 -30% 436 0.38554 168
Total 4,273

The impairment loss is calculated by comparing the carrying value ($5,000K) with the
higher of value in use (54,272K) and net selling price ($3,200K). The impairment loss is
therefore $5,000K — $4,272K = $728K.

The new carrying value of the SyMIX is $4,272K.

* Source: “Diploma in International Financial Reporting: Practice & Revision Kit, Fifth Edition” PP. 101



4. Know WhyZE R & D IFRSZ #1451
— 5| < (provision) - Question

Provisions are particular kinds of liabilities. It therefore follows that provisions
should be recognised when the definition of a liability has been met. The key
requirement of a liability is a present obligation and thus this requirement is
critical also in the context of the recognition of a provision. However, although
accounting for provisions is an important topic for standard setters, it is only
recently that guidance has been provisioning in financial statements. 1AS 37
Provisions, Contingent Liabilities and Contingent Assets deals with this area.

Required
(@) (i) Explain why there was a need for more detailed guidance on accounting
for provisions.
(i1) Explain the circumstances under which a provision should be recognised
in the financial statements according to IAS 37 Provisions, Contingent
Liabilities and Contingent Assets.

* Source: “Diploma in International Financial Reporting: Practice & Revision Kit, Fifth Edition” PP. 19-20



4. Know WhyZE R & D IFRSZ #1451
— 5| &3< (provision) - Model Answer

(@) (i) Need for guidance on accounting for provisions

The IASB is keen to ensure that only liabilities as defined in its Framework appear on the
statement of financial position.

Provisions are 'liabilities of uncertain timing or amount’ and in particular the IASB wishes to
prevent companies providing for future operating losses. Provisions can be difficult to
differentiate from liabilities and reclassification is common with the passage of time and
clarification of events.

Provisions are often subject to disclosures which do not apply to other payables, eg movements
on provisions during a year. Many companies pay little regard to disclosures by utilising a heading
‘'other provisions'.

Once a provision has been set up, it becomes possible to charge expenses directly to it and so
bypass the income statement. Companies have engaged in creative accounting devices by setting
up large provisions and subsequently releasing them back to the income statements; provisions
then became 'income smoothing' devices.

There is concern over the ways in which provisions have been recognised. In many cases
provisions have been set up where there is no obligation and in other cases companies have
failed to set up provisions where obligations do exist. So there is scope for income and profit
smoothing and inconsistent reporting between companies.

Users expect that a provision is recognised and measured on a consistent basis and disclosure
occurs of the details of the provision to understand its nature, timing and amount.

* Source: “Diploma in International Financial Reporting: Practice & Revision Kit, Fifth Edition” PP. 126



4. Know WhyZE R & D IFRSZ #1451
— 5| &3< (provision) - Model Answer

(@) (ii) Criteria for recognising provisions
Under IAS 37, provisions must be recognised in the following circumstances.
(1) There is a legal or constructive obligation to transfer benefits as a result of past events.
(2) It is probable an outflow of economic resources will be required to settle the obligation.

(3) A reasonable estimate of the amount required to settle the obligation can be made.
(4) If a company can avoid expenditure by its future action, no provision should be recognised.

Constructive obligations emerge when an entity is committed to certain expenditures because of
a pattern of behaviour which the public at large would expect to continue. Any alternative course
of action which would conceal the constructive obligation could be very onerous. (An example
would be a practice of giving customer refunds to preserve goodwill, where there is no legal
obligation to do so.)

A constructive obligation for restructuring only exists when the criteria in IAS 37 are satisfied.
If an entity has an onerous contract, the present obligation should be recognised and measured.
No provisions for future operating losses should be recognised.

IAS 37 therefore takes a statement of financial position perspective of provisions. It ensures that
all proper liabilities exist, rather than recognising expenses in the income statement.

* Source: “Diploma in International Financial Reporting: Practice & Revision Kit, Fifth Edition” PP. 126-127



4. Know WhyZE R & D IFRSZ #1451
— 5| < (provision) - Question

(b) Discuss whether the following provisions have been accounted for correctly under IAS
37 Provisions, Contingent Liabilities and Contingent Assets.

WorldWide Nuclear Fuels, a public limited company, disclosed the following
information in its financial statements for the year ending 30 November 20X9.

Provisions and long-term commitments

(i) Provision for decommissioning the group’s radioactive facilities is made over their
useful life and covers complete demolition of the facility within fifty years of it
being taken out of service together with any associated waste disposal. The
provision is based on future prices and is discounted using a current market rate of

interest.
Provision for decommissioning costs

SM
Balance at 1 December 20X8 675
Adjustment arising from change in price levels charged to reserves 33
Charged in the year to income statement 125
Adjustment due to change in knowledge (charged to reserves) 27
Balance at 30 November 20X9 860

There are still decommissioning costs of $1,231m (undiscounted) to be provided
for in respect of the group's radioactive facilities as the company'’s policy is to
build up the required provision over the life of the facility.

* Source: “Diploma in International Financial Reporting: Practice & Revision Kit, Fifth Edition” PP. 20



4. Know WhyZE R & D IFRSZ #1451
— 5| &3< (provision) - Model Answer

(b) Assessment of accounting treatments

(i) The company is building up the provision over the life of the asset using the ‘units of production’
method.

IAS 37 requires a provision to be the best estimate of the expenditure required to settle the
obligation at the reporting date. The provision should be capitalised as an asset if the
expenditure provides access to future economic benefits; otherwise it should be immediately
charged to the income statement.

IAS 16 Property, Plant and Equipment has been amended to cater for debits set up when assets

are created as a result of provisions. Such assets are written off over the life of the facility and
normal impairment rules will apply. The decommissioning costs of $1,231m (undiscounted) not
yet provided for will be included as a provision (at the discounted amount) in the statement of

financial position and a corresponding asset created.

The discounting method used is inconsistent. IAS 37 suggests the use of a pre tax rate reflecting
current market assessments of the time value of money and risks. The discount rate should not
reflect risks which have been included by adjusting future cash flows.

The company also makes reserve adjustments for changes in price levels. This adjustment
comprises two elements chargeable to the income statement not reserves:

(1) Adjustments to the provision caused by changes in discount rates.
(2) Aninterest element representing the ‘unwinding’ of the discount, which should be
classified as part of interest expenses in the income statement.

Any subsequent change in the provision should be recognised in profit or loss for the year;
whereas the company is treating the adjustment of $27m as a movement on reserves.

* Source: “Diploma in International Financial Reporting: Practice & Revision Kit, Fifth Edition” P. 127



4. Know WhyZE R & D IFRSZ #1451
— 5| < (provision) - Question

(b) (ii)) Worldwide Nuclear Fuels purchased an oil company during the year. As part of the
sale agreement, oil has to be supplied to the company's former holding company at
an uneconomic rate for a period of five years. As a result a provision for future
operating losses has been set up of $135m which related solely to the uneconomic
supply of oil. Additionally the oil company is exposed to environmental liabilities
arising out of its past obligations, principally in respect of soil and ground water
restoration costs, although currently there is no legal obligation to carry out the
work. Liabilities for environmental costs are provided for when the group
determines a formal plan of action on the closure of an inactive site. It has been
decided to provide for $120m in respect of the environmental liability on the
acquisition of the oil company. WorldWide Nuclear Fuels has, a reputation for
ensuring the preservation of the environment in its business activities.



4. Know WhyZE R & D IFRSZ #1451
— 5| &3< (provision) - Model Answer

(b) Assessment of accounting treatments

(i1) No provisions for future operating losses should be set up according to IAS 37. If
the company has an ‘onerous contract’ then a provision may be established. (An
onerous contract is one where the costs of completing the contract exceed the
revenues and where compensation is payable if the contract is not completed.) As
the losses of $135m appear to arise from an onerous contract, the provision of
$135m can remain and will be part of the fair value exercise and goodwill
calculation.

Provisions for environmental liabilities should be recognised when a legal or
constructive obligation exists, where a company has no option but to carry out
remedial work. There is no current obligation in this case, but the company’s
conduct could create a valid expectation that it will clean up the environment. This
is a very subjective exercise which the directors and auditors will have to argue
thorough.

* Source: “Diploma in International Financial Reporting: Practice & Revision Kit, Fifth Edition” P. 127
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