STUDY UNIT 3
PRESENTATION OF FINANCIAL STATEMENTS

EVALUATION CRITERIA

Read chapter 2, pg 1
BACKGROUND

· afs of specialised institutions, such as banks, should fulfil the requirements of IAS 1, as well as specific req for their presentation that have been laid down
· revised IAS terminology now reads:  Statement of financial position, comprehensive income, changes in equity, cash flows

· although scope of standard applies to all general-purpose afs, the terminology is more suited to profit-orientated entities

· may b necessary to amedn descriptions and line items in afs when standard is applied to non-profit organisation and entities other than companies, such as soel traders, ptsh and cc’s

· general-purpose afs are those st that intended to satisfy need of group of interested parties who aren’t in position to demand they b specifically compiled for their purposes

· members of mng can demand they b compiled in such a way that adequately meet their needs

· IAS 1 applies to afs in documents such as prospectuses and both individual and consolidated afs, but not to condensed interim afs

OBJECTIVE AND COMPONENTS OF FINANCIAL STATEMENTS

· Objective to provide info about financial position, finan performance and cash flows of an entity that’s useful to wide range of users when making econ decisions

· Complete set of afs comprises:
St of financial position
St of comprehensive income
St of changes in equity
St of cash flows
Notes to afs, including summary of significant acc policies 
St of financial position as at beginning of earliest comparative period when entity applies an acc policy
         retrospectively or makes a retrospective restatement of items in its afs, or when items in afs were reclassified
· Components of profit or loss may b presented either as part of single st of comprehensive income or in a separate IS.  When IS is presented, it forms part of complete set of afs and should b displayed immediately before the st of compr income

· IAS 1 encourages preparers of afs to provide additional info, such as st of added value and environmental reports, if required by users

· Financial overview of entity’s activities can also  provided to include the following info:
- main factors influenced the performance of buss in current and future periods
- policy regarding maintenance and enhancement of performance, and policy regarding dividends
- sources of funding and policies ito gearing and risk mng
- strengths and resources of entity that not reflected in st of financial position
- changes in environment within function, how it reacts to the changes and effect thereof on its performance

GENERAL FEATURES

Fair presentation and compliance with IFRS’s

Read pg 4.1

Going concern

· Its assumed that comp will continue to exist in foreseeable future
· St of comprh income and financial position are drafted on assumption that there is no intention of need to cease or materially curtail operations.

· This concept has an effect on valuation of A and L
· If comp no longer a going concern,  consideration should b given to use of liquidation valuation method, whil provision should als b made for liquidation expenses

· These facts must b discloses with the basis used and reason why comp is no longer a going concern

· If liquidation values are not appropriate, then going concern values should b retained and no provision for liquidation costs will b necessary

· When mng assesses if going concern assumption is appropriate, it takes all info for at least 12 months from end of reporting period into account

· The existence of material uncertainties about possibility of going concern problem should b disclosed

Accrual basis

· Afs, except st of cash flow, are prepared on an accrual basis
· Transactions are accounted for when they occur, not when cash is received or paid

· Only the value that has been earned during specified period may b recognised in profit calculations, irrespective of when the revenue was received

· Only cost incurred within period may b recognises as expense, irrespective of when payment took place.

Materiality and aggregation

· According to IAS 1, ea material class of similar items should b presented separately in the afs
· Materiality is established with reference to both the nature and size of an item

· Items of dissimilar nature or function should b presented separately unless they are immaterial

· Ex. single event that leads to 85% of inventory being written off, I shown separately, and not merely aggregated with other instances of routine asset write-offs

· A line item many not b sufficiently material to b disclosed in st of comprehensive income, but can b sufficiently material to b included in notes of afs

· User of afs usually regards an item as being material if its nondisclosure may lead to a different decision

· Individual items belonging to the same category are aggregated even though they may all be of large amount.

Offsetting

· A and L may not be offset against ea other, unless such offsetting is required or permitted by a Standard or Interpretation
· Income and Expenditure may not b offset, except when standard or interpretation req it

· Profits, losses and related expenditure can b offset when these amounts are immaterial and concern the same items

· Offsetting permitted where set-off is required to reflect the substance of the transaction or event

· Amounts are aggregated and indicated on a net basis, if this best reflects the essence of transaction or group of similar transactions

· Ex. gains and losses ito foreign currency

· When income and expenses are offset, must disclose in notes details of such

· A measured net of valuation allowances, such as obsolescence allowances on inventories and doubtful debts allowances on receivables, are not regarded as offsetting

· Gains and losses on disposal of other non-current A, including investments, are also reported by deducting the carrying amount of the A and related selling expenses form the proceeds on disposal
· Expenditure related to a provision that is recognised in accordance with IAS 37 and reimbursed under a contractual arrangement with a third party may b netted against the related reimbursement

Reporting date and period

· afs should b published at least annually
· in exceptional cases, in which comp reporting date changes with the result that afs are presented for period shorter or longer than 1 year, the following additional info should b provided:
- reason why period is not one year
- fact that figures in various components of afs are not comparable
Comparative information

· All numerical info should b accompanied by a comparative figure for the previous period unless standard or interpretation permits otherwise
· Even narrative and descriptive info should b accompanied by comparative info if its for understanding of the current period’s afs

· Nb that users b able to discern trends in financial info

· Comparative info should b structured in such a way that the usefulness of afs is enhances

· If change in disclosure is made, must disclose the following:
- nature of reclassification
- amount of ea item or class of items reclassified
- reason for reclassification

· Where such reclassifications are impracticable, they need not b made, but following should b disclosed:
- reasons why they were not changed
- nature of changes that would have been affected had the comparatives indeed been restated

· IAS 1 has introduced notion of impracticability

Consistency of presentation

· Must b consistency of acc treatment of like items within ea acc period, and from on period to the next

· It has 2 aspects – consistency over time and consistency of disclosure of similar items

· Presentation and classification of items in afs should b retained from 1 period to the next, unless:
- significant change in nature of operations has taken place
- upon review of afs, it was decided that change in presentation or classification is necessary for more appropriate
   disclosure
- standard or Interpretation requires a change in presentation
· Where a standard req/permits separate categorisation or measurement of items, a different, permitted, alternative acc policy may b applied to ea category.  This policy should then b consistently applied, unless certain circumstances

· Where separate categorisation of items are no allowed, the same acc policy must b applied to all similar items
