International Accounting Standard – 1
Objective :

The objective of this Standard 
· is to lay the groundwork for the submission of financial statements for purposes of general information to ensure that they are comparable, both with the financial statements of the same entity in prior years, as with those of various other entities.

·  To achieve this objective, the Standard states, firstly, general requirements for submitting financial statements, and then provides guidelines for determining its structure, while laying down minimum requirements on its contents. 

Scope :

· Applies to all types of financial statements for purposes of general information, which are drafted and presented in accordance with the International Financial Reporting Standards (IFRS).

· The financial statements for purposes of general information are those who seek to meet
the needs of users who are not in a position to demand reports tailored to their specific	needs for information. 

· The financial statements for purposes of general information include those who presented separately, or in another document of a public nature as the annual report or a brochure or information leaflet stock. 

· This rule does not apply to the structure and content of interim financial statements which present a condensed form and are prepared in accordance with IAS 34 interim financial reporting. 

· This standard can be used by Profit oriented entity as well as non-profit oriented entity.

· This standard can also be used by entity those does not have net worth as per IAS 32 or whose share capital does not contain equity capital.

Purpose of Financial Statements :

· The objective of financial statements for purposes of general information is to provide information about the financial position, financial performance and cash flows of the entity.

· To meet this objective, the financial statements provide information about the following elements of the entity.
a) Asset
b) Liabilities
c) Net worth
d) Expenditure and Revenue Including Gains & Losses
e) Cash Flows
f) Changes in Equity.
Components of financial statements

	· a statement of financial position (balance sheet) at the end of the period

	· a statement of comprehensive income for the period (or an income statement and a statement of comprehensive income)

	· a statement of changes in equity for the period

	· a statement of cash flows for the period
	

	· notes, comprising a summary of accounting policies and other explanatory notes



When an entity applies an accounting policy retrospectively (eg. Change in Depreciation Method) or makes a retrospective restatement of items in its financial statements, or when it reclassifies items in its financial statements, it must also present a statement of financial position (balance sheet) as at the beginning of the earliest comparative period.

· An entity may use titles for the statements other than those stated above…only ensure that it does not mislead…

· Reports that are presented outside of the financial statements – including financial reviews by management, environmental reports, and value added statements – are outside the scope of IFRS.

Fair presentation and compliance with IFRSs

· The financial statements must "present fairly" the financial position, financial performance and cash flows of an entity. Fair presentation requires the faithful representation of the effects of transactions, other events, and conditions in accordance with the definitions and recognition criteria for assets, liabilities, income and expenses set out in the Framework. 

· IAS 1 requires that an entity whose financial statements comply with IFRSs make an explicit and unreserved statement of such compliance in the notes. Financial statements shall not be described as complying with IFRSs unless they comply with all the requirements of IFRSs (including Interpretations).

· Inappropriate accounting policies are not rectified either by disclosure of the accounting policies used or by notes or explanatory material.

· IAS 1 acknowledges that, in extremely rare circumstances, management may conclude that compliance with an IFRS requirement would be so misleading that it would conflict with the objective of financial statements set out in the Framework. In such a case, the entity is required to depart from the IFRS requirement, with detailed disclosure of the nature, reasons, and impact of the departure.


General Features :
	Going concern
	

	
	

	· An entity preparing IFRS financial statements is presumed to be a going concern. If management has significant concerns about the entity's ability to continue as a going concern, the uncertainties must be disclosed. If management concludes that the entity is not a going concern, the financial statements should not be prepared on a going concern basis, in which case IAS 1 requires a series 
of disclosures.  

Examples :
· Company A experienced significant decrease in its sales this year. It has significant bank loans that are coming due and is concerned whether it can survive and also pay its loans.  Company A’s owners are concerned about the economic situation but do not intent to close the business.  
· Question – does the going concern assumption apply to Company A’s financial statements?
· Response – Yes, while Company A is not having a good business year, it has no intention to close and therefore the assumption that it will be continue to operate is valid.  The financial statement of the Company will continue to be presented under that assumption. Depending on the seriousness of the business downturn, Company A may disclose this in its financial statements. 

	
Accrual basis of accounting
	

	
	

	· IAS 1 requires that an entity prepare its financial statements, except for cash flow information, using the accrual basis of accounting. 
Examples :

· Company A experienced significant decrease in its sales this year. It has significant bank loans that are coming due and is concerned whether it can survive and also pay its loans.  Company A’s owners are concerned about the economic situation but do not intent to close the business.  
· Question – does the going concern assumption apply to Company A’s financial statements?
· Response – Yes, while Company A is not having a good business year, it has no intention to close and therefore the assumption that it will be continue to operate is valid.  The financial statement of the Company will continue to be presented under that assumption. Depending on the seriousness of the business downturn, Company A may disclose this in its financial statements. 


	Consistency of presentation
	

	
	

	· The presentation and classification of items in the financial statements shall be retained from one period to the next unless a change is justified either by a change in circumstances or a requirement of a new IFRS.
	
Materiality and aggregation
	

	
	

	· Each material class of similar items must be presented separately in the financial statements. Dissimilar items may be aggregated only if the are individually immaterial.
	
Offsetting
	

	
	

	· Assets and liabilities, and income and expenses, may not be offset unless required or permitted by an IFRS.
· Example – Company A and B are unrelated parties, Company A has trading relationship with its suppliers, it then sells to Company B.  Company B pays A for the supplies at the same cost to A.  Can A net off the revenue from B and the cost it incurred with its suppliers? 
· Response - No,  the practice of selling and buying at the same cost does not represent a contractual arrangement for reimbursement of costs of goods. 
· Example – Company A rents the property from the landlord who could not complete the property ready for renting out.  Company A itself enters into a loan arrangement with a bank to finance construction of leasehold improvements (to get the property ready).  The bank agreement does not make reference to the landlord. Company A has another agreement with its landlord where Company A can net of the amount of rental expenses with the lease payments. (effectively the landlord will pay for the finance costs to construct the leasehold improvements.)  
· Can Company A net off its loan payments due to the bank with the amount it will recover from the landlord? 
· Response – NO, the Company has to present its obligations under the loan arrangement separate from the amount recoverable from the landlord. 


	
Comparative information
	

	
	

	· IAS 1 requires that comparative information shall be disclosed in respect of the previous period for all amounts reported in the financial statements, both face of financial statements and notes, unless another Standard requires otherwise.

	

	

		Structure and content of financial statements in general

	· the financial statements

	· the reporting enterprise

	· whether the statements are for the enterprise or for a group

	· the date or period covered

	· the presentation currency

	· the level of precision (thousands, millions, etc.)

	







	Reporting period
	

	
	

	· There is a presumption that financial statements will be prepared at least annually. If the annual reporting period changes and financial statements are prepared for a different period, the entity must disclose the reason for the change and a warning about problems of comparability.
	
Statement of Financial Position (Balance Sheet)

	
	

	· An entity must normally present a classified statement of financial position, separating current and non-current assets and liabilities. Only if a presentation based on liquidity provides information that is reliable and more relevant may the current/non-current split be omitted.

·  In either case, if an asset (liability) category combines amounts that will be received (settled) after 12 months with assets (liabilities) that will be received (settled) within 12 months, note disclosure is required that separates the longer-term amounts from the 12-month amounts.

· Current assets are cash; cash equivalent; assets held for collection, sale, or consumption within the entity's normal operating cycle; or assets held for trading within the next 12 months. All other assets are non-current. 

· Current liabilities are those expected to be settled within the entity's normal operating cycle or due within 12 months, or those held for trading, or those for which the entity does not have an unconditional right to defer payment beyond 12 months. Other liabilities are non-current. [IAS 1.69]

· When a long-term debt is expected to be refinanced under an existing loan facility and the entity has the discretion the debt is classified as non-current, even if due within 12 months.

· If a liability has become payable on demand because an entity has breached an undertaking under a long-term loan agreement on or before the reporting date, the liability is current, even if the lender has agreed, after the reporting date and before the authorisation of the financial statements for issue, not to demand payment as a consequence of the breach.

· However, the liability is classified as non-current if the lender agreed by the reporting date to provide a period of grace ending at least 12 months after the end of the reporting period, within which the entity can rectify the breach and during which the lender cannot demand immediate repayment. 

Minimum items on the face of the statement of financial position :
	1. property, plant and equipment

	2. investment property

	3. intangible assets

	4. financial assets (excluding amounts shown under (5), (8), and (9))

	5. investments accounted for using the equity method

	6. biological assets

	7. inventories

	8. trade and other receivables

	9. cash and cash equivalents

	10. assets held for sale

	11. trade and other payables

	12. provisions

	13. financial liabilities (excluding amounts shown under (11) and 12)

	14. liabilities and assets for current tax, as defined in IAS 12

	15. deferred tax liabilities and deferred tax assets, as defined in IAS 12

	16. liabilities included in disposal groups

	17. non-controlling interests, presented within equity and

	18. issued capital and reserves attributable to owners of the parent



· IAS 1 does not prescribe the format of the balance sheet. Assets can be presented current then non-current, or vice versa, and liabilities and equity can be presented current then non-current then equity, or vice versa. A net asset presentation (assets minus liabilities) is allowed. The long-term financing approach used in UK and elsewhere – fixed assets + current assets - short term payables = long-term debt plus equity – is also acceptable
	Regarding issued share capital and reserves, the following disclosures are required: 

	· numbers of shares authorised, issued and fully paid, and issued but not fully paid

	· par value
	

	· reconciliation of shares outstanding at the beginning and the end of the period

	· description of rights, preferences, and restrictions

	· treasury shares, including shares held by subsidiaries and associates

	· shares reserved for issuance under options and contracts

	· a description of the nature and purpose of each reserve within equity



	Statement of Comprehensive Income


	· Comprehensive income for a period includes profit or loss for that period plus other comprehensive income recognized in that period. 



· All items of income and expense recognised in a period must be included in profit or   loss unless a Standard or an Interpretation requires otherwise. Some IFRSs require or permit that some components to be excluded from profit or loss and instead to be included in other comprehensive income. 
	
The components of other comprehensive income include:

	
	

	· changes in revaluation surplus 

	· actuarial gains and losses on defined benefit plans recognised in accordance with IAS 19

	· gains and losses arising from translating the financial statements of a foreign operation (IAS 21)

	· gains and losses on remeasuring available-for-sale financial assets (IAS 39)

	· the effective portion of gains and losses on hedging instruments in a cash flow hedge (IAS 39).



	An entity has a choice of presenting:
	

	
	

	· a single statement of comprehensive income or

	· two statements:
	

	1. an income statement displaying components of profit or loss and

	2. a statement of comprehensive income that begins with profit or loss (bottom line of the income statement) and displays components of other comprehensive income.
	
Minimum items on the face of the statement of comprehensive income should include:

	
	

	· revenue
	

	· finance costs
	

	· share of the profit or loss of associates and joint ventures accounted for using the equity method

	· tax expense
	

	· a single amount comprising the total of (i) the post-tax profit or loss of discontinued operations and (ii) the post-tax gain or loss recognised on the disposal of the assets or disposal group(s) constituting the discontinued operation

	· profit or loss
	

	· each component of other comprehensive income classified by nature

	· share of the other comprehensive income of associates and joint ventures accounted for using the equity method

	· total comprehensive income
	

	
	

	The following items must also be disclosed in the statement of comprehensive income as allocations for the period: 

	
	

	· profit or loss for the period attributable to non-controlling interests and owners of the parent

	· total comprehensive income attributable to non-controlling interests and owners of the parent

	
No items may be presented in the statement of comprehensive income (or in the income statement, if separately presented) or in the notes as 'extraordinary items'.

	
	

	Certain items must be disclosed separately either in the statement of comprehensive income or in the notes, if material, including:

	
	

	· write-downs of inventories to net realisable value or of property, plant and equipment to recoverable amount, as well as reversals of such write-downs

	· restructurings of the activities of an entity and reversals of any provisions for the costs of restructuring

	· disposals of items of property, plant and equipment

	· disposals of investments
	

	· discontinuing operations
	

	· litigation settlements
	

	· other reversals of provisions
	

	
	

	Expenses recognised in profit or loss should be analysed either by nature (raw materials, staffing costs, depreciation, etc.) or by function (cost of sales, selling, administrative, etc). 

If an entity categorises by function, then additional information on the nature of expenses – at a minimum depreciation, amortisation and employee benefits expense – must be disclosed. 






Statement of Cash Flows
As per IAS 7
Statement of Changes in Equity
· IAS 1 requires an entity to present a statement of changes in equity as a separate component of the financial statements. The statement must show: [IAS 1.106]

· Total comprehensive income for the period, showing separately amounts attributable to owners    of the parent and to non-controlling interests

	· the effects of retrospective application, when applicable, for each component

	· reconciliations between the carrying amounts at the beginning and the end of the period for each component of equity, separately disclosing:

	1. profit or loss
	

	2. each item of other comprehensive income
	

	3. transactions with owners, showing separately contributions by and distributions to owners and changes in ownership interests in subsidiaries that do not result in a loss of control

	
· The following amounts may also be presented on the face of the statement of changes in equity, or they may be presented in the notes: [IAS 1.107]

	
	

	1. amount of dividends recognised as distributions, and

	2. the related amount per share
	



	Notes to the Financial Statements

	
	

	The notes must
	

	· present information about the basis of preparation of the financial statements and the specific accounting policies used

	· disclose any information required by IFRSs that is not presented elsewhere in the financial statements and


	· provide additional information that is not presented elsewhere in the financial statements but is relevant to an understanding of any of them

	
	

	· Notes should be cross-referenced from the face of the financial statements to the relevant note. 

	
	

	suggests that the notes should normally be presented in the following order:

	
	

	· a statement of compliance with IFRSs
	

	· a summary of significant accounting policies applied, including:

	1. the measurement basis (or bases) used in preparing the financial statements

	2. the other accounting policies used that are relevant to an understanding of the financial statements

	3. supporting information for items presented on the face of the statement of financial position (balance sheet), statement of comprehensive income (and income statement, if presented), statement of changes in equity and statement of cash flows, in the order in which each statement and each line item is presented

	other disclosures, including:
	

	· contingent liabilities (see IAS 37) and unrecognised contractual commitments

	· non-financial disclosures, such as the entity's financial risk management objectives and policies (see IFRS 7)

	
	

	· Disclosure of judgements. New in the 2003 revision to IAS 1, an entity must disclose, in the summary of significant accounting policies or other notes, the judgements, apart from those involving estimations, that management has made in the process of applying the entity's accounting policies that have the most significant effect on the amounts recognised in the financial statements.
	
Examples cited in IAS 1.123 include management's judgements in determining:

	
	

	· whether financial assets are held-to-maturity investments

	· when substantially all the significant risks and rewards of ownership of financial assets and lease assets are transferred to other entities

	· whether, in substance, particular sales of goods are financing arrangements and therefore do not give rise to revenue; and

	· whether the substance of the relationship between the entity and a special purpose entity indicates control

	
	

	Disclosure of key sources of estimation uncertainty. Also new in the 2003 revision to IAS 1, an entity must disclose, in the notes, information about the key assumptions concerning the future, and other key sources of estimation uncertainty at the end of the reporting period, that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next financial year. These disclosures do not involve disclosing budgets or forecasts. 

	
	

	The following other note disclosures are required by if not disclosed elsewhere in information published with the financial statements:

	
	

	· domicile and legal form of the entity
	

	· country of incorporation
	

	· address of registered office or principal place of business

	· description of the entity's operations and principal activities

	· if it is part of a group, the name of its parent and the ultimate parent of the group

	· if it is a limited life entity, information regarding the length of the life






	Other disclosures
	

	
	

	Disclosures about dividends
	

	
	

	In addition to the distributions information in the statement of changes in equity (see above), the following must be disclosed in the notes: “ the amount of dividends proposed or declared before the financial statements were authorised for issue but not recognised as a distribution to owners during the period, and the related amount per share and " the amount of any cumulative preference dividends not recognised.

	
	

	[bookmark: RANGE!A368]Capital disclosures
	

	
	

	An entity should disclose information about its objectives, policies and processes for managing capital. To comply with this, the disclosures include:

	
	

	· qualitative information about the entity's objectives, policies and processes for managing capital, including>

	· description of capital it manages
	

	· nature of external capital requirements, if any

	· how it is meeting its objectives
	

	· quantitative data about what the entity regards as capital

	· changes from one period to another
	

	· whether the entity has complied with any external capital requirements and


	if it has not complied, the consequences of such non-compliance.

	
	

	[bookmark: RANGE!A381]Disclosures about puttable financial instruments

	
	

	IAS requires the following additional disclosures if an entity has a puttable instrument that is classified as an equity instrument:

	
	

	· summary quantitative data about the amount classified as equity

	· the entity's objectives, policies and processes for managing its obligation to repurchase or redeem the instruments when required to do so by the instrument holders, including any changes from the previous period

	· the expected cash outflow on redemption or repurchase of that class of financial instruments and

	· information about how the expected cash outflow on redemption or repurchase was determined.



Other Examples :
1. Question – Company A’s year-end is December. In December 2012, it has total  receivables from Company B in the amount of 500,000TL.  Of this amount, one receivable of 200,000TL is due by the end of Feburary 2013.  The rest relating to a long term sales arrangement is due in March 2014. Assuming all sales have been delivered.
How should Company A present the receivables in its financial statements?
· Response: Only 200,000TL would be a current receivables in the December year-end financial statement with the rest as long term receivable. 

2. Question – The Company could not meet its loan covenants as at 31 December 2011.  It also was not able to renegotiate the terms of the loan.  The loan agreement states that in the event of covenant default, the loan is due immediately on demand.  What should the Company consider when it is preparing the 2011 financial statements? 
Response – Since the loan now becomes due on demand and it was not renegotiated or refinanced, the Company should reclassify the portion of the loan that was considered Long Term and reclassify it to ‘Current

Statement of Comprehensive Income – Single Format:
  	                          2012	             2011 
	  Revenue	xxxx		xxxx
· Cost of sales
   Gross margin 
· Operating expenses (classification of expenses by profit function)
	Profit/(Loss) before tax
· Income tax expense (recovery)
	PROFIT/LOSS for the year
Other Comprehensive Income: 
 (list items individually at net of tax amounts or at pre-tax balances with a separate line called ‘Income tax relating to components of other comprehensive income’ ) 
Other comprehensive income for the year, net of tax
TOTAL COMPREHENSIVE INCOME 
	 	2012		2011
	Profit attributable to:
Owners of the parent	xxx		xxx
Minority Interest	yyy		yyy
		ZZZ		ZZZ 
(related breakdown on EPS)
Total Comprehensive Income attributed to:
Owners of the parent	xxx		xxx
Minority interest	yyy		yyy
		ZZZ		ZZZ 


















	
	




	
