Basic Concepts and Principles )))MH

\ Move Forward International

0 Measurement

: : : . . I
e Substance over ’ | Financial accounting emphasizes the economic substance
Form of events, even though the legal form may differ (Leases)

° Accrual Accounting ’

» Revenues are recognized when they are earned and'!
expenses are recognized in the same period as the related |
revenue :
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Statement of Cash Flows
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- )))MD

The reasons for differences between net income and net cash in/out flows

The effect of investing and financing transactions on the company’s financial

position

The company’s need for external financing

Only shows what cash flows were, and not how they happened

Indirect method does not show clearly the sources and uses of cash
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‘Statement of Cash Flows (Continued) )))MH

\) Move Forward International

| i . Ui Gl O 2l |
I » Each activity in investing and financing activiti @ro des :
: » The rule is to present cash |an0\/\“16‘ Iows separately from each other fora |
1 |

particular activity :
oM o6t 2

N')r'..;ash Investing and Financing

|
Either investing or financing in nature, but did not involve cash in the transaction

1
1
: » Converting debt to equity

: » Buying or selling fixed assets for something other than cash
. » Obtaining a building or other item by gift

: » Buying fixed asset by obtaining a loan

1

I No cash is involved in these transactions, but they are presented separately in a schedule at
| the end of the SOCF

Cash equivalents are considered to be cash and are therefore treated as cash in the
SCF
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Statement of Cash Flows (Continued)

_ )))M.Et"
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______________________________ eV
o th

| The main difference between US GAAP and IFRéia‘ e Statement of Cash Flows |
I

has to do with the classification f’f_a_c%‘@iﬁ".@_ o\ = — — —mm o |
geOM 200

Interes’ A Aividends recaived can be classified as either an operating or investing

activity

Interest and dividends paid can be classified as either an operating or financing
activity

Noncash investing and financing activities are disclosed in the Notes to the financial
statements, and not in a schedule on the Statement of Cash Flows
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Statement of Cash Flows (Continued) )))MH
' \'S

The starting
point for the
Operating
Activities section
is the income
statement

+| ]|
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Statement of Cash Flows (Continued)

Move Forward International

« )))M.El"

+| ]|

Net Income = Cash from Operating Activities

The Direct Method is done by
adjusting each individual line of
the income statement
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Statement of Comprehensive Income (Continued) )))MD
\(

www.moveforwardintl.com

Unreali.’e] h1.9i1y gains and losses on available-for-sale securities

Subsequent decreases or increases in the fair value of available-for-sale securities
previously written down as impaired

The effective portion of gains and losses on derivative instruments that are
designated as, and qualify as, cash flow hedges

The effective portion of gains and losses on foreign currency transactions that are
designated as economic hedges of a net investment in a foreign entity

Gains or losses associated with pension or other postretirement benefits

Prior service costs or credits associated with pension or other postretirement
benefits

Transition assets or obligations associated with pension or other postretirement
benefits
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Limitations of Financial Statements _ )))M.Ei

Move Forward International
A UV

Information < Jklie ¢. by financia! v« poring involves estimation, classification,
summeuizition, judgment, and allocation
AN V:-Ye \
Financial staternends primarily reflect transactions that have already occurred,;
consequently, many aspects of them are based on historical cost

Only transactions involving an entity being reported upon are reflected in that entity’s
financial reports

Financial statements are based on the going-concern assumption
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‘The Capitals and Value Creation _ )))MH

\)K Move Forward International

Financial

-y

Financial . \N (Om N »
Y Manufacture%e\,\e ” @k and Strategy and
a pportunities resource allocation

Business model

Intellectual

Intellectual

o T ..

!

|

1

1

|

1

1

:

Manufactured A.

:

]

:

|

'

1

[ ]

]
0‘

RS Pmmmmmmns > ) > ) :ﬁ Inputs aB;?\t?t?:': Outputs Outcomes - e Prmmmmmns

Human Human

Performance Outlook

h -

External environment

Social & relationship Social & relationship

Natural Natural

Value creation (preservation, diminution) over time

———
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‘The Integrated Report _ )))MH

\)K Move Forward International
Content of an Integrated Report ‘ CO .

1. Organizational overview '&% environment. What does the
organization do, W he ci uzr ées under which it operates?

2. Governan 'f es 'ft S governance structure support its
galésu E rt medium, and long term?

3. P ness mo? the organization’s business model?

4, Risks and oppo rtunltles What are the risks and opportunities that affect the

organization’s ability to create value over the short, medium, and long term, and
how is the organization dealing with them?

5. Strategy and resource allocation. Where does the organization want to go and

6. Performance. To what extent has the organization achieved its strategic
objectives for the period, and what are its outcomes in terms of effects on the
capitals?

7. Outlook. What challenges and uncertainties is the organization likely to

encounter in pursuing its strategy, and what are the implications for its business
model and future performance?

8. Basis of presentation. How does the organization determine what matters to
include in the integrated report, and how are those matters quantified or
evaluated?

|
|
|
|
|
|
|
|
|
|
|
|
|
|
| -
I how does it intend to get there?
|
|
|
|
|
|
|
|
|
|
|
|
|
|
1
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Inventory (Continued) _ )))MH
' uw

——————————————————— —— — o = o= o= o)

In on
Consignment — Consignment —
Included Not included

: Just as if we held the inventory — all of the costs necessary to get the item available for sale to the :
| customer I

Goods Out On Approval

: Should be included in inventory by the seller at the original cost until either:
: » the customer accepts the goods or
I » the time to return the goods expires

Obsolete Inventory
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Inventory (Continued)

_ )))My

: Moving Average (Perpetual) — Every time new
: inventory is purchased, new average cost is
|
|

than it is mathematically difficult

www.moveforwardintl.com

Professional Training Services

calculated. This is more administratively difficult

LIFO perpetual — Every time new inventory is purchased, it becomes the newest inventory. If new
inventory is purchased before all old inventory was sold, layers are created

Pric

LIFO Perpetual Method

Cost of a Unit of
Inventory

COGS

Ending
Inventory

Ending
Inventory

Time

Move Forward International



Inventory (Continued) )))MH

\) Move Forward International
Recovery of Previous Decline e CO .
S S . 4, 1. e
I Inventory can be written back up to orig Mrec% happens in the period of the write down of :
2 |

| the inventory _ o ’“‘ng o2 !

Under IFRS the value used for market is net realizable value

Written down inventory that recovers can be written back up to original cost
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Investments (Continued)
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« )))MH

1. No influence (less than 20% ownﬁl@)

|

|

1 2. Significant influence WAN ership) 200
1 3. Control (marg 5 nerspd O

_________ 23} pdaalpnd N e

Six Methods of ,\cczunrting

. Fair value
Fair value

Amortized cost through OCI through Income
Statement

Cost (less
impairment, if
any)

Consolidation

www.moveforwardintl.com
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Investments (Continued)

e
1 Interest¥and realized gaind an ses are reported in net income.
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Investments (Continued) )))MH

\)K Move Forward International
1e.CO:

________________________ .
: > Carried at cost and assessed ea Jﬁ_@r pal ent.

1> Additionally, if there i |s Ice the shares, the carrying value should be

: adjusted upward sﬁ£ e change.

Svndends Withoa “Hmflcant Influence

Cash dividends

|

A

I B. Stock dividends

: C Liquidating dividends

The following entry is made on the date of record when the company has a legal right to the dividend.
Dr Dividend receivable X
Cr Dividend income X

When the dividend is received:
Dr Cash X
Cr Dividend receivable X
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Investments (Continued) )))MH

Move Forward International

I > Recorded at cost. " :
1

1
E > \N:V%‘t@g\m 2<Qt) X :
Re \L\e_____ S L fse_sbsef> _______________________ X!

2. Investor’s Share of Frorit/Loss

I Investment account adjusted for investor’s share of investee profit or loss.
Reported on income statement of investor.

1
1 1
1 1
: Dr Investmentin Company A X :
I Cr Income from investment in Co. A X :
1
1 1
I Dr Loss from investment in Co. A X :
: Cr Investment in Company A X I

: Carrying amount of investment decreased by dividends.

|
|
1 Investment account may not be reduced below zero. |
| Dr Cash X :
I Cr Investment in Company A X I
T 4
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Property, Plant and Equipment (Continued) )))MH
' \'S

Double
Straight-line declining
balance

Group and

3 a=cf-ine- Units of

L ; composite
years’- 2 production P

depreciation

: The sum of the years’ digits to use for the denominator for an asset with a five-year useful life will be: 1
1 5(5+1)/2=15 |
y Proof: 1+2+3+4+5=15 I

: A5 year asset will be depreciated as follows:
: Year 1: Depreciable Amount * 5/15

1 Year 2: Depreciable Amount * 4/15

: Year 3: Depreciable Amount * 3/15

1 Year 4: Depreciable Amount * 2/15

I Year 5: Depreciable Amount * 1/15

: Overall 15/15 (100%) is depreciated
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Property, Plant and Equipment (Continued) )))MD
' 'S

Move Forward International

Double
Straight-line declining
balance

Group and
composite
depreciation

3 ta-ci-ine- Units of
years’-Z2i(n production
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Property, Plant and Equipment (Continued) )))MD
' \'S

Double
Straight-line declining

Group and
composite
depreciation

3 ta-ci-ine- Units of
years’-Z2i(n production

» Group depreciation used for similar assets :
» Composite depreciation used for dissimilar assets I
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. Property, Plant and Equipment (Continued) )))MH
\e ‘CO ‘\)K Move Forward International
eSo

\ \ O ~
The undiscotintea stm ot the futu ‘¢ cash flows expected to be
genzrot2a tnrougb the use ana eventual sale of the asset

P( Book value of the asset

If book value > future cash flows the asset is impaired and it is written down to its fair value.
The amount written down is reported as a loss during that period.
Dr Impairment loss amount
Cr Accumulated depreciation amount

: » Carrying value compared to recoverable amount

: » The recoverable amount is either the 1) fair value of the asset if sold minus any costs of sale, or 2)
I the discounted future cash flows it will generate

: » Loss is on the income statement unless it is a write down from a previous upward revaluation of the
|

fixed asset
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'Payables and Accrued Liabilities (Continued) )))MH

\)‘\( Move Forward International

Classifying Warranties

The company should consider w
» Isthe warranty reqU|r

> What Is the | \l he Warrant % Qerlod’P
re o@gﬁ e company promises to perform?

: Losses are to be accrued if:
: a) it is probable that an obligation has been incurred, and
1

1
|
|
b) the amount of the obligation can be reasonably estimated. I
Recording the Warranty
Dr Assurance-type warranty expense as calculated
Cr Assurance-type warranty liability as calculated

recognized from the sale of those items.
Classified on the balance sheet as current or non-current depending on remaining time period

1 |
1 I
| 1
I 1
1 |
: This entry matches the expense of the future warranty claims with revenues that were |
I 1
1 |
1 . . I
I that the warranty is valid. I
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Accounting for Income Taxes (Continued)

www.moveforwardintl.com

. Change in deferred tax asset or ligiyMty n d%nn%ﬁ@
: Deferr ?( %\lsmo &2}

| gd tax ass? r@ger or

I [

> Deferred tax liabillty gets smaller

: Deferred tax expense if position worsens:
: » Deferred tax asset gets smaller, or
I » Deferred tax liability gets bigger

, periods for book and tax purposes

Professional Training Services
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l Temporary timing differences — Arises when a revenue or expense item is recorded in different
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Accounting for Income Taxes (Continued) )))MH
' \'S

Calculating the Amount of the Deferred Asset or a9ty

i The amount of the tempor cur (Z
: in effect for the penod d{ﬁ ”IKGS %

Enacted el iy et :
P> | The rate that has been passed by the government as the fax rate in the future _ _ !

Deposits Received Enacted Tax Rate Def. Tax Asset
$50,000 $12,500
$ (25,000) $7,500
$ (25,000) $8,750

$16,250
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‘Owners’ Equity (Continued) _ )))MH
e ————— engs g K Move Forward International
5_?}!!‘ ________________________

mga‘n'd/ r @ed earnings of the company to its owners !

Cash dividends Property dividends Stock dividends

Liquidating
dividends
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Owners' Equity (Continued) _ )))MH
' X

Cash Dividends

Pavment Date :is the date on which the dividend is paid. On this date the liability is:
y :_eliminated and the cash account is decreased :

Professional Training Services
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Owners' Equity (Continued) )))MH
' Y

Example

I
|st|ng of common stock it owned in Devery i
was $1,000,000 and the market value of |
any records the following journal entry to |

On July 1, Lemond Company declared

Corporation. The carrying value of tsﬁ
erty d|

the stock on that date W.

recognize the gain
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Owners' Equity (Continued) )))MH
' Y

Scrip Dividends

: A promise to pay a dividend in the futyr v end Payable” is recorded. This liability is |
3 eliminated when it is paid ﬁ

| A dividend paid when there are no retained earnings. :
:ThIS dividend is a return of capital to the shareholder rather than a return on capital to the i
3 shareholder. In the journal entry the debit is to APIC instead of Retained Earnings :

: The company distributes additional shares in the form of a dividend. The issue for stock dividends is the :
: valuation of the shares that are distributed I
I » Small stock dividends are distributions of 25% or less (Shares are valued at their FMV on the :
: date of declaration) I
I » Large stock dividends are dividends of more than 25% (Shares are valued at their par value) :
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Owners' Equity (Continued) )))MD
' TN\

' Preferred shares may also participate in the commg\@ld
. registration of the shares

' Shares have some limit on the amount of the

| Preferred shares are treated as if they were I
| common shares and will receive the entire : | common dividend that can be received |
1

1 common dividend
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Move Forward International
Long-Term Contracts

: 1. There are two acceptable method“@t@%ng thgyrevenue on a long-term contract.
: 2. Point in time method C)
1 3

Over time m_etho "x Q

The customer simitaneously receives and consumes the benefits provided by the company’s
performance as the company is performing its contract obligations.

2. The company’s performance creates or enhances an asset such as work in process that the
customer controls as the work is being done.
3. The company’s performance does not create an asset with an alternative use to the company,

and the company has an enforceable right to payment for performance completed to date.

' The contract is recognized on the company’s balance sheet as it is being satisfied, but the
| revenue, cost, and gross profit are recognized at a point in time—when the customer has
| obtained control of the asset.
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A UV

Revenue Recognition

The CIP Account

az@ n-process inventory account in a
manufacturing cqQ .

|
|
|
|
|
- |
| However, the $® CIP ac oﬂt_%&n%ove to finished goods and then COGS as the :
| S S P in\l?ta_g nt do. :
1 Instead,the CIP accourkis a t€mporary “holding” account. |

Recognizing Invoice Issuance

I The journal entry to record an invoice issued is:

..
1
1
1
I
1
1
1
I
1
1
1
I
1
1
1
I
1
1
1
I
1
1
1
I
1
1
1
I
1
1
1
I
1
1
1
I
1
1
1
I
1
1
1
I
1
1
1
I
1
1
1
I
1
1
1
I
1
1

-l

Dr Accounts receivable X
Cr Billings on construction in process (BCP) X

Billing on Construction in Process

The BCP account is not a revenue account because revenue is not recognized when invoices are
issued.

r-—---

The BCP accountis a contract liability account because once an invoice is issued and the
client pays the invoice, the company constructing the asset owes the customer a building.
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'US GAAP - IFRS Differences _ )))M.E,”
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US GAAP is riiies ariven

| | . . .

Long-lived Impairment Intangible REVEILES Ee
l Inventory | ¢ ¢ " ¢ Leases expense
I I assets of assets assets recognition

I———_I———-l

» LIFO not allowed under IFRS

» Under IFRS, inventory is valued at the lower of cost or net realizable value

» Under IFRS previous write-downs of inventory may be recovered up to the original cost of the
inventory. Gains cannot be recognized on appreciated inventory, but previous losses can be
reversed
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Long-lived Impairment Incangible Revenue and
ts \O\C . Leases expense
E55¢ , \N\ T 2 recognition

US GAAP — IFRS Differences (Continued) )))M.El’
' K

» Internal development costs of intangible assets are capitalized when the technological and
economic feasibility of the project can be demonstrated

» A previously recognized impairment loss on an intangible asset may be reversed if the estimates of
the recoverable amount have changed

» If there is a specific, active market for the intangible asset, the intangible asset may be written up in
value to that fair value
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