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Financial Reporting
and Accounting Standards

CHAPTER 1

LEARNING OBJECTIVES

After studying this chapter, you should be able to:

1.

Describe the growing
Importance of global financial
markets and its relation to
financial reporting.

Explain the objective of financial
reporting.

3.

4.

|dentify the major policy-
setting bodies and their role
In the standard-setting
process.

Discuss the challenges
facing financial reporting.
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Financial Statements and Financial Reporting
- T JUBIVES
Essential characteristics of accounting are:
e 2 | o | Jrr N
1. the identification, measurement, and communication of
financial information about

2. economic entitiesto —» C>\es | v LI
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Economic Entity

Financial Statements

Additional Information

Financial
Information

Accounting?

Identify
and
Measure
and
Communicate
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Statement of
Financial Position

Income Statement
or Statement of
Comprehensive

Income

Statement of Cash
Flows

Statement of
Changes in Equity

Note Disclosures

# agencies

President’s letter

Prospectuses

Reports filed with
governmental

r~ 2 \ p s
News releases

Forecasts ?;/L

Environmental
Impact statements

EtC- . \l/\"
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Accounting and Capital Allocation
ﬁ?)ﬁ Y IR A N Vg NSAEVCRE S ALY Fse o
Resources are limited. Efficient use of resources often
determines whether a business thrives.

oA N 2 16N T O~y s
Financial Reporting Users Capital Allocation
(present and potential)
The financial information Investors and creditors The process of
a company provides to use financial reports to determining how and at
help users with capital make their capital what cost money is
allocation decisions about allocation decisions. allocated among
the company. competing interests. /

ILLUSTRATION 1.3 \ -~ ~ R Q} \
Capital Allocation Process s ye® ="k

FAGROINICNTY
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High Quallty);standard Q\i,w 6:5){;}; a) 3\ <

Globalization demands a single set of high-quality

international accounting standards. Some elements:
0rd) s oD X0, VS5 AN el e O s e st

1. Single set’of high-quality accounting standards established by

a single standard-setting body. OA&J )/US
A ¥\
Consistency in application and interpretation. ~ - v

Common disclosures.  ¢> A2~ Z}\ezﬁ\
5N 3 By Al o A iy /“’\/V
Common high-quality audltlng standards and practices. ‘
Common approach to regulatory review and enforcement. '
-

L o

Education and training of market participants. r;”‘/ - 9 -
(Continued)
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High Quality Standards

Globalization demands a single set of high-quality
international accounting standards. Some elements: . -, -, \»
| Sy | gl o
7. Common delivery systems (e.g., eXtensible Business
Reporting Language—XBRL)=7 o £ e
8. Common approach to corporate governance and Iegal
_ o\
frameworks around the world. BIRTIP 3 03 5 0

e,\g;\ O .~ &SIQ/3
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Objective of Financial
Reporting -V Lol &

. o ot SLL 0 G
Objective: Provide financial information about the * -

reporting entity that is useful to

oy AN

» present and potential equity investors} 7%? S \5\
> lenders,and ~ P~
» other creditors —» o2

In making decisions about providing resources to the entity.
),\)l L Lo\ o) S = ) D\F Y
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General-Purpose Financial Statements

» Provide financial reporting information to a wide variety

of users. Qf}fuw oo a8 S eodall o 5

» Provide the most useful information possible at the

least cost. o023 3o\o 6o AT s dow 2l

Equity Investors and Creditors [ {)(Temcil

» Investors and creditors are the primary user group.

e W (b B G A s v e

7

LO2



_ _ N\, Q) G )|

Entity Perspective e

» Companies viewed as separate and distinct from their
owners (shareholders).

p—

ici — =N
Decision-Usefulness 6 e OV
o ol oyt

. . : 3\
» Investors are interested in assessing ri‘“d .

1. the company’s ability to generate net cash inflows and

2. management’s ability to protect and enhance the \
capital providers’ investments. )
/ oU o C)bﬁ /‘é}i S o0

/\}q/\ﬁ\ (/,@) ©/5\/°) OJ\/DUU (o/;ﬁ
11 g LO?2
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Objective of Financial Reporting

The objective of financial reporting places most emphasis on:

- a. reporting to capital providers.
b. reporting on stewardship.
c. providing specific guidance related to specific needs.

d. providing information to individuals who are experts in
the field.
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Objective of Financial Reporting

General-purpose financial statements are prepared primarily
for:
a. Internal users.
- b. external users.
c. auditors.
d. government regulators.
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Main international standard-setting organization:
_ _ Z\//JJA\ asH A~ d &45
» International Accounting Standards Board (IASB)

e |[ssues International Financial Reporting Standards
(IFRS). o g8\ =l \,L\J://ll’/\“//njla,- /\,@ ’

e Standards used on most foreign exchanges. «-s— s

. . Loyt et
e |FRS used in over 149 countries. 14~ AT /> ¢ =
e Two organizations that have a role in international
standard-setting are the International Organization of
Securities Commissions (I0OSCQO) and the IASB.
— ) , AL
R P B
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International Organization of Securities

Commissions (I0SCO)
lgashd S, QM,,Lj Los pid 18
» Does not set accounting standards Vatades
» Dedicated to ensuring that global markets can operate
in an efficient and effective basis. <.\, os&@ Je o W

» Supports the use of IFRS as the single set of
International standards in cross-border offerings and
listings. fé\y/ﬂ\&i Y APESNEIRTL S Pt el o

Sy s P2

http://lwww.iosco.orq/ @ 0lcu Iﬂsco

INTERNATIONAL ORGANIZATION OF SECURITIES COMMISSIONS
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http://www.iosco.org/

International Accounting Standards Board
(IASB)

%
Q\)’E/L/EN“N)L—/

Composed of four organizations—

IERS E - N e, !

» International Accounting Standards Board (IASB)

» IFRS Advisory Council — TS U—J@}‘
» |IFRS Interpretations Committee e %5
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Monitoring
Board

At

IFRS Advisory Council
(40 or more members)

Appoints/ ~ )
Monitors O \ =<
IEEEES IFRS Foundation
(22 trustees)
Reports to
A
\
oo &P‘Ji
o Oversees, Reviews
?QQ ) Effectiveness, Informs

Appoints, Finangs

%S\;}_) o SL.J’ v

Strategic IASB

(13 members)

Z—"“e) Creates
v

IFRS
(High-quality, enforceable,
and global)

Source: Adapted from Ernst & Young, International GAAP 2013.

IFRS Interpretations
Committee
(14 members)

ILLUSTRATION 1.4

International Standard-Setting Structure
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Standard-Setting Organizations

IFRS stands for:

a. International Federation of Reporting Services.

b. Independent Financial Reporting Standards.
- c. International Financial Reporting Standards.
d. Integrated Financial Reporting Services.

1-18
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Standard-Setting Organizations

The major key players on the international side are the:
a. |ASB and IFRS Advisory Council.
b. I0SCO and the U.S. SEC.

c. London Stock Exchange and International
Securities Exchange.

- d. IASB and IOSCO.
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Due Process =7 =

ﬂL\S oIS
The IASB due process has the following elements:

1. Independent standard-setting board; el ppl do— s

2. Thorough and systematic process for developing
standards; /;)\—U\‘ W, o o_fL,S

3. Engagement with investors, regulators, business leaders,
and the global accountancy profession at every stage of
the process; and x| &2V r alp o ds (o vt & ol

4. Collaborative efforts with the worldwide standard-setting
community. rL\&\S S\%’\Z{’?L}J\;w\ yPo o WA EN PRV
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Preliminary Views

Topics identified and placed
on the Board's agenda.

o - \
o\ o\ ge ) QoS
~ Topic B
<) TopicA =
E Topic C

/ J" )

Research and analysis conducted and
preliminary views of pros and cons issued.

What do
you think?

Public hearing on proposed standard.

=

"Any more comments?
This will be your final
chance."

)

Exposure Draft

Board evaluates research and
public response and issues
exposure draft.

Board evaluates responses and
changes exposure draft, if necessary.
Final standard issued.

1-21
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International Standard-Setting Structure
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International Accounting Standards Board

Accounting standard-setters use t
establishing international standard

a.
b.
C.

Research, exposure draft, d

Discussion paper, research,

ne following process in

S:
IScussion paper, standard.

exposure draft, standard.

Research, preliminary views, discussion paper,

standard.

Research, discussion paper, exposure draft, standard.
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Types of Pronouncements -

» International Financial Reporting Standards. | FRs
» Conceptual Framework for Financial Reporting. sy

» International Financial Reporting Standards Interpretations.

—
Ay
—
November 2009 r March 2009 November 2009
e
— — —
Faasas Financial Instruments:

IFRS 9 Financial Instruments Prelkintaacs ik Amortised Cost and Impairment
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Hierarchy of IFRS  \fRs > <&

Companies first look to: TrPs < TASR ¢ inferPretation

1. International Financial Reporting Standards; International
Financial Reporting Standards, International Accounting
Standards (issued by the predecessor to the IASB), and IFRS
Interpretations originated by the IFRS Interpretations
Committee (and its predecessor, the IAS Interpretations
Committee);,

2. The Conceptual Framework for Financial Reporting; and

3. Pronouncements of other standard-setting bodies that use a
similar conceptual framework (e.g., U.S. GAAP).

=N s
U)Q\Qfe)) "
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Standard-Setting Organizations

OV e
IFRS is comprised of:

a. International Financial Reporting Standards and FASB
financial reporting standards.

- b. International Financial Reporting Standards,
International Accounting Standards, and International

Accounting Standards Interpretations.

c. International Accounting Standards and International
Accounting Standards Interpretations.

d. FASB financial reporting standards and International
Accounting Standards.
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Financial Reporting
Challenges

aVEZY) PESVA | BRNCRL O A

IFRS in a Political Environment o
LSO QU 207 1 alls Eles 8 S ELEN P ssizd) e 2 anles ¥l S\ LEn

» Considering the economic consequences of many
accounting rules, special interest groups are expected to

vocalize their reactions to proposed rules.

» The Board should not do Is issue stan\gards that are .
_ _ . _ RNV LI PW T RPSTL {RUNED E 3 JeE VA Rrga s
primarily politically motivated. f,\ﬂ,f W:\@,\A, AN

3

» While paying attention to its constituencies, the Board
should base IFRS on sound research and a conceptual

framework that has its foundation in economic reality.
MOV G XA (sl SN A8l Lo s M e o U s

P pAN (e B p
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IFRS 1n a Political Environment
Nq\)\g\&\)/% S v

Business entities

Accounting firms Financial community
g l I (analysts, bankers, etc.)
v
e Preparers

b 3w\ e L e (CEOs, CFOs)

Academicians Government
Investing public Industry associations

IFRS

ILLUSTRATION 1.6
User Groups that Influence the Formulation of Accounting Standards
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1 >R\ os> ~ ~ A o3
The Expectations Gap TN ST ek, 2 TT

What the public thinks accountants should do and what
accountants think they can do.

Significant Financial Reporting Issues

: : AR P
Non-financial measurements — s 25

—

Forward-looking information _, ziz=—- =\

Pl J

Soft assets — o 0! (Q}AMC;& GRS D

v v v Vv

Timeliness  —— < 33
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Ethics in the Environment of]FinanciaI S
- Aol cls el I 3t sesu s A7 ool
Accounting b S o ot b,@z Uﬁifb pticn
» Companies that concentrate on “maximizing the bottom
line,” “facing the challenges of competition,” and
“stressing short-term results” place accountants in an

environment of conflict and pressure.
» IFRS do not always provide an answer.__, &\ Lok 2)> >

» Technical competence is not enough when encountering
= . . - / ! c ‘ - - / r /;
ethical decisions. =~ NCY SR oo 18 2N 05 lTT
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International Convergence

Examples of how convergence is occurring:

1.

China’s goal is to eliminate differences between its standards and
IFRS.

Japan now permits the use of IFRS for domestic companies.

The IASB and the FASB have spent the last 12 years working to
converge their standards.

Malaysia helped amend the accounting for agricultural assets.

Italy provided advice and counsel on the accounting for business
combinations under common control.

LO4



Financial Reporting Challenges

The expectations gap Is:

a. what financial information management provides and
what users want.

- b. what the public thinks accountants should do and what
accountants think they can do.

c. what the governmental agencies want from standard-
setting and what the standard-setters provide.

d. what the users of financial statements want from the
government and what is provided.
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