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After studying this chapter, you should be able to: :uts 1548 csss cisa i) 13 2 0 5

1. Describe the growing 3. Identify the major policy-
iImportance of global financial setting bodies and their role
markets and its relation to in the standard-setting
financial reporting. process.
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2. Explain the objective of financial 4. Discuss the challenges
reporting. facing financial reporting.

4, AW L El asl 5 ) basal) k8.
2. Al ) Cas C)“‘“ 5 GA

1-2



IR
ACADEMY

PREVIEW OF CHAPTER 1 1o &

el s L) &l

FINANCIAL REPORTING AND ACCOUNTING STANDARDS

Global Markets Objective of Financial Standard-Setting Financial Reporting
- ErErreell S E e e Reporting Organizations Challenges
financial reporting + General-purpose + International « IFRS in a political
« Accounting and capital financial statements Organization of Securities environment
allocation « Equity investors and Commissions (10SCO) + The expectations gap
« High-quality standards creditors + International Accounting . Significant financial

Standards Board (IASB)

+ Entity perspective reporting issues

« Decision-usefulness * Hierarchy of IFRS « Ethics in the environment
of financial accounting

« International convergence

+ Conclusion
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LEARNING OBJECTIVE 1

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

1 r,lv_d\ Y
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World markets are becoming increasingly intertwined.

Top 20 Global Companies In Terms of Sales

Revenues Revenues
Rank Company Country ($ millions) Rank Company Country ($ millions)
1 Walmart u.s. 482,130 11 Berkshire Hathaway u.s. 210,821
2 State Grid China 329,601 12 McKesson u.s. 192,487
3 China National Petroleum  China 299,271 13 Samsung Electronics South Korea 177,440
4 Sinopec Group China 294,344 14 Glencore Switzerland 170,497
5 Royal Dutch Shell Netherlands 272,156 15 Industrial & Commercial
6 ExxonMobil u.s. 246,204 Bank of China China 167,227
7 Volkswagen Germany 236,600 16 Daimler Germany 165,800
8 Toyota Motor Japan 236,592 17 United Health Group u.s. 157,107
9 Apple u.s. 233,715 18 CVS Health u.s. 153,290
10 BP Britain 225,982 19 EXOR Group Italy 152,591
20 General Motors u.s. 152,356
Source: http://beta.fortune.com/global500.
ILLUSTRATION 1.1
1-4 LO 1
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Significant number of foreign companies are found on

. 12 o gl o
national exchanges. ILLUSTRATION 1.2 @mﬁigﬁz
International Exchange Statistics
Exchange Market Capitalization Total Domestic Foreign Foreign
(Location) ($ millions) Listings Listings Listings %
NYSE (U.S.) 19,009,042 2,322 1,834 488 21.0
Nasdaq (U.S.) 7,549,892 2,871 2,489 382 133
Japan Exchange Group 4,967,989 3,525 3,517 8 0.2
London Stock Exchange Group 3,612,520 2,622 2,131 491 18.7
Euronext 3,425,104 1,057 938 119 11.3
Deutsche Borse (Germany) 1,682,370 599 538 61 10.2
SIX Swiss Exchange 1,458,721 266 230 36 13.5
Korea Exchange 1,344,266 2,008 1,992 16 0.8
Nasdaq Nordic Exchanges 1,282,556 848 813 35 4.1
Australian Securities Exchange 1,276,494 2,068 1,947 121 5.9
Johannesburg Stock Exchange 1,036,306 377 306 71 18.8
Taiwan Stock Exchange Corp. 843,133 901 826 75 8.3
BM&F Bovespa (Brazil) 752,694 352 341 11 3.1
BME Spanish Exchanges 701,756 3,553 3,526 27 0.8
Singapore Exchange 668,022 767 484 283 36.9
Source: Focus: The Monthly Newsletter of Regulated Exchanges (September 2016).
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Financial Statements and Financial Reporting

Essential characteristics of accounting are: e seis il paiady

1. the identification, measurement, and communication of
financial information about

1. Jss Al Claslaall Jua gl g (b g s

2. economic entities to 2. JaplaEyl
3. A Gl

3. Interested parties.
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Financial Accounting and Managerial accounting

Financial accounting is the process that culminates in the
preparation of financial reports on the enterprise for use by
both internal and external parties.

Users of these financial reports Include investors,
creditors, managers, unions, and government agencies.

Managerial accounting is the process of identifying,
measuring, analyzing, and communicating financial
Information needed by management to plan, control, and
evaluate a company's operations.
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Financial Statements and Financial Reporting i i i 2
» Financial statements are the principal means through which

a company communicates its financial information to those outside it.
> leass o e ) B Ll ghae Jom s LA (o0 A0 588 (A Bt )l Alan gl b Bl i )

- Financial statements most frequently provided are: - s st ims o g a0

(1) the statement of financial position,

(2) the income statement (or statement of comprehensive income),

1) el 38 al el
(3) the statement of cash flows, and 2) (a2l gl ) 2l i

3) s ol il Gy
4)  ASL Ggia b ol il dails

(4) the statement of changes in equity.
Aalle Aals S (e T3 ¥ 6 3a 4 cilBiadlal) ge cilalady) ()
Note disclosures are an integral part of each financial statement.
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Some financial information is better provided, or can be provided only, by means of
financial reporting other than formal financial statements. Examples include
the president's letter or supplementary schedules in the company annual renort.

1-8 news releases, and social or environmental impact statements. LO1
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‘ Economic Entity I ‘ Financial Statements ” Additional Information I

Financial
Information

Accounting?

ldentify
and
Measure
and
Communicate
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Statement of

Financial Position
Sl Sl Al
Income Statement

or Statement of
Comprehensive
Income

Jalal) Jaall by o Jaal dals

Statement of Cash
Flows

Statement of
Changes in Equity
ALl éﬁ;@@\ﬁ\bﬁ&'

Note Disclosures

Gilalady) ddasdla

President’s letter
ol Al
Prospectuses

u):;.;s\ .
Reports filed with
governmental
agencies
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News releases

QokaY) il
Forecasts
Cilad il
Environmental
Impact statements

) Y by

Etc.
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Accounting and Capital Allocation gw si, gaass; e

Resources are limited. Efficient use of resources often
determines whether a business thrives. = #e=ssis sl dbdsat s

. . . (Ostainall 5 ¢ gallall) () serdiuall . .
Financial Reporting - sers Capital Allocation
AL s i (present and potential) Jul) ol Gt
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
;&P?CSEE!EQL'X' s L competing interests.
AN L Gl Ganass &1 Al Ganads el ) 8 HaaY A0l ) ¢ sl 5 ¢y el aaiig Al lladl (s a1 ampends ATy 46 3p3a3 s

ILLUSTRATION 1.3
Capital Allocation Process

1.3 pagil au )l
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High Quality Standards s s

Globalization demands a single set of high-quality international

accounting standards. Some elements; ™= === = e e -
1. Single set of high-quality accounting standards established by a

o ok W D

1-11

single standard-setting body.

Consistency in application and interpretation.

Common disclosures.

Common high-quality auditing standards and practices.
Common approach to regulatory review and enforcement.

Education and training of market participants.

1. mleall pagdsaal s A Leaay Al 33 pall Alle dulaall julas (e 323 5 de sana H

2. sy Gkl L syl (Contlnued)

3. AS adl clalady) (&b)
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5. LO 1
6.

L343 Aaslaill peil ) Gaal ol o jiia prg
el b S R g %5 ol



IER
ACADEMY

Global Markets &« ais

High Quality Standards s s

Globalization demands a single set of high-quality
International accounting standards. Some elements:

7. Common delivery systems (e.g., eXtensible Business Reporting
Language—XBRL).

8. Common approach to corporate governance and legal
frameworks around the world.
) o3 Lgians®i () Camy ) esliall (s (g0 5 33 5 Alle 05l duuaall jdas (30 535 5 de gama Al all ol
7. ( XBRL - fams sill AL &y jlaill o 5l dlae) 4ad cJUall Qo e ) A8 jisial) bl dlasf

8. allall elail wran 8 4 gilall HlaY1 s A0S il A sall ¢ jidia gl

1-12 LO 1



IgIAQ(_ZADEM_Y ] _ _
bjective of Financial Reporting LEARNING OBJECTIVE 2

Explain the objective of
dllall o L850 Caan financial reporting. 25+

ool Caoa C).Ju\

Objective: Provide financial information about the reporting

entity that is useful to
» present and potential equity investors,
» lenders, and
» other creditors

In making decisions about providing resources to the entity.

Badda (4585 Al 5 o Wl aadal) (LD (e Al il glaa a1 iagl)
> coalainal g ullal) agull (5 i

> 5 (O il

> CroAT ot
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General-Purpose Financial Statements

» Provide financial reporting information to a wide variety
of users.

» Provide the most useful information possible at the
least cost.

Equity Investors and Creditors

» Investors and creditors are the primary user group.

Aalal (al e S0 ALY Qi) gl
> L omeddindl (e dad 5 de gaadd ALl ) e glaa i
> 48l Jab saiadl e sladll (e Sae a8 ) i g
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Entity Perspective

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

Decision-Usefulness

» Investors are interested In assessing

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

2. management’s ability to protect and enhance the

capital providers’ investments.

OSh )y phata ; ) ‘
> (cnaabad) Ldaal oo 8 jpaia g Aluabia il e L) g 3l s,

Al sl
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Questions: Choose the correct ansSwer: bfssaiisy sl i)

1. 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.

1o oo S JS8 38 Ll jlal Goan ¢
A Jud) gl padia ) )l a0

B. Al olay s sl

C. .32ae Glaliialy (slaf sadae Glald ) aass
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2. General-purpose financial statements are prepared
primarily for:

a. internal users.
#b. external users.

c. auditors.

d. government regulators.

1 Y alial) 8 dalall Gaal e SU Al iyl dlae ) o3y
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LEARNING OBJECTIVE 3

Stan d ar d Set'“ N g Identify the maj:or poli_cy-setting

bodies and their role in the

O I g an | Zat| ONS sl pas clalaie standard-setting process.
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Main international standard-setting organization:

» International Accounting Standards Board (IASB)

1-18

> (IASB) 43l sl dplaall sulaa (ulaa

Issues International Financial Reporting Standards

(||:RS) (IFRS) Asllall s i) slasy 4 gall julaal) o)

Standards used on most foreign exchanges.
o LAY Cla ) sl abise 3 dediod) e

IFRS used in over 149 countries.

o A5 149 (e SIS A D slacY A el juleall aladin) S

Two organizations that have a role in international
standard-setting are the International Organization of
Securities Commissions (I0OSCQO) and the IASB.

o lingd A gal) Aalatal) Laa A gall el aums 81550 (leali lialiie i
IASB daall ulad sl sl s (OSCO) 4allall (31,5Y) 1O 3



Ia ACADEMY

Standard-Setting Organizations = gas cub

International Organization of Securities
Commissions (IOSCO)  (10sco)w s el i i

» Does not set accounting standards.

» Dedicated to ensuring that global markets can operate
In an efficient and effective basis.

» Supports the use of IFRS as the single set of
International standards in cross-border offerings and

. - > Adad Ju\.uqm‘y
> JJM\yﬁ\,ﬂ\,WJﬂ\‘;u,ﬂ\ﬂu\w B ol e saaall L liie s ALl s Ll Sac Y Al sl el aladind aey

http://www.i0osco.orqg/ @ olcu Iusco

1-19 INTERNATIONAL ORGANIZATION OF SECURITIES COMMISSIONS
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International Accounting Standards Board
(IASB) (1ASB ) Aol anladl sulae s

Composed of four organizations—
» |IFRS Foundation

» International Accounting Standards Board (IASB)
» |IFRS Advisory Councill

» |IFRS Interpretations Committee

i g e e

> Al el slaey Adsall juleal) Aissa
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International Accounting Standards Board

Ol e [ G
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Appoints/
Monitors
Trustees

4850 Gula

Monitoring

(Gl 22) IFRS dssse

IFRS Foundation

h A

r 3

Board
Reports to

e

L i
IFRS Advisory Council | Strategic
(40 or more members) Advice

oa ) ey &JJJ\ ailaall é‘)mu\'\ udaal)
(U1 5l 13ae 40) ALl

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

s s Lemnl s Alladll e o pif)

(22 trustees)

»

5 .
Qé\d& Oversees, Reviews
N\ < Effectiveness, Infgl'ms
\&Ok-g?f Appoints, Finances

IASB

(13 members)
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L1 .
T

(5=—13)

Creates

Y

IFRS
(High-quality, enforceable,
and global)

Agllall  aslf alacy Al gal) yulaall
(Aaalle 5 2l AL 5 33 50l Ale )

IFRS Interpretations
Committee
(14 members)
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(32 14)

ILLUSTRATION 1.4
International Standard-Setting Structure

1.4 ~padl au)l
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Question Js
IFRS stands for:

a. International Federation of Reporting Services.

b. Independent Financial Reporting Standards.
» c. International Financial Reporting Standards.

d.

Integrated Financial Reporting Services.

‘x5 IFRS

ALl e alae) cileral sl alasy)
i) L)y & Slae) yulea

ALl ALl ) slae) cilesd

oW
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Question s

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

c. London Stock Exchange and International
Securities Exchange.

m) d. IASB and I0SCO.

o (Asal) el e 0 sai )l s 3

AL ) slae Y A sall el s A sall dusladl) alae Gulaal (o LY Guladl)
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Fl nanci al Rep O rtl n g Discuss the challenges

Ch al I en g ©S il ki e facing financial reporting.
Apalpal) Al 8 ALl ) slac Y 4 gall el L w&ﬂ'ﬁj\;‘lﬂ‘ e

IFRS In a Political Environment

» Considering the economic consequences of many
accounting rules, special interest groups are expected to
vocalize their reactions to proposed rules.

» The Board should not issue standards that are primarily
politically motivated.

» 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.

> Aa i) ac) gill olad Lelladl 5505 e dualall Alladl cle saan Gl Of @8 sl (ed plaadl 2o ) @l e aaell slaBY) (8 gl T ks

> oY) aliall (8 dplas ) 5> 3 plae jrmy O Galaall iy Y
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IFRS In a Political Environment

L jlatll QY

Business entities

(A3 1) Loy 0 puadll s ) MLl gaisnal

Alad) @iy
L Financial community
Accounting firms
(analysts, bankers, etc.)
4 i (Csllall &g aall s ¢y il elusy Hl1) ¢ 5 jeaall
IASB ) Preparers
15l Ladadd) s (udae ) (CEOS, CFOS)
OmenSY) A A A
. Lsa
Academicians Government
alall LYl
dcluall Cilmes
Investing public Industry associations
IFRS
L &l ey A gl el

ILLUSTRATION 1.6
User Groups that Influence the Formulation of Accounting Standards
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The Expectations Gap =

What the public thinks accountants should do and what accountants
think they CaN dO. b ile 5ot el osmaal siing Lay o by of comy ol (5 sganl siing Le

Significant Financial Reporting ISsues & x. il iy

» Non-financial measurements

> Al e il

» Forward-looking information > fetll Jp

> Gl s

» Soft assets

» Timeliness

Note that: =

» Soft Asset is an intangible asset, such as brand and intellectual capital. It also
includes the human resources of a business, which are its employees and their
skills and experience_ s e tens Ll pa (b 5 5 S 52 &gl 3 sall Wi a5 Sl ) (ol ol Aadlall i« gl g ([ b el J )

» Forward-looking information is conditions or financial performance that /s based
on assumptions about future economic conditions and courses of action.

> el Gl s Dulifavalf 3l aBY) g B Joa il ) o dainy ) ) 2oV sl Cag ) o Agellail] il gladl) L O 4

26 For example, future revenues. ; iy oo



IER
ACADEMY

Financial Reporting Challenges - s ciss

Allall Apulaall Ay 8 CcAEMAY)

Ethics in the Environment of Financial Accounting

» 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.

» |FRS do not always provide an answer.

» Technical competence is not enough when
encountering ethical decisions.

> o STy "adliall cilpast dgad sa s Mgl padaad® e S 5 A IS ,AN )
oall g o) peall e A A Cpsalaad) guzi "Jal) 5 juald i)

> s s Al E slae Y A sl ulaal) 2085 Y

> AEIAY) ) jall dgal se xie 5 Y dyidl) 5l
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International Convergence -«
Examples of how convergence is OCCUITING: i e Lot

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

2. Japan now permits the use of IFRS for domestic companies.

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

4. Malaysia helped amend the accounting for agricultural assets.

5. ltaly provided advice and counsel on the accounting for business

combinations under common control.
Aallall el alacy Al gl julaall gl julea G @AY ‘;L gliadll ga Cpuall Cada
Adaal) S A0 ALy SaeY Al el Aladiuly 691 UL e
Lot e yim 55 e Jaall b Al 5 e SV Gl gind) Adlal) el ulea ulia s 53 Adaal) e (alie a3
el 3l JseadU Al Jiaes 8 L e e L
AS ikl 5 sl Zanalal) Jlee ) e sanes Ailaial) Al (hts peaill 5 5 piall Wl cadd

1-28 LO4

abkrown e



IER
ACADEMY

Financial Reporting Challenges & s ciss
sl AlaY) sl ) sl T

Question: Choose the correct answer:

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.

N Cilad i) 3 gnd

A O sexdiudl sy 53 Loy oY1 a5 ) ALl il sleal) o Lo
B. .alad e 5,08 agil ¢ suilad) sy Loy o shaiy o iy nlaall G ) seenll iy e
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