PAPER F7
A CEBRAR)

FINANCIAL REPORTING
(INTERNATIONAL)

FOR EXAMS IN JUNE AND DECEMBER 2010

g/ F ¥ AL F p a2

ttttt ://Www.hustp.com




T"“

< OCc 4 wm

i

FINANCIAL REPORTING

(INTERNATIONAL)
BPP Learning Media

FOR EXAMS IN JUNE AND %ECEMBER 2010

FrapLFxma

http://www.hustp.com

FE - EX




EHBERGmE (CIP) ¥iE

ACCA Ei A 1. F7 445445 F7 Financiak Reporting: 3£3C / BPP Learning Media
R PR KSR, 201
ISBN 978-7-5609-5974-0

[ A 11.B- [IL.&HHRFE— Aﬁﬁ ﬁ%%v —H M —FE L IV.F23

*@mxg%ﬁcmﬁﬁﬁékmm)%Oﬂns%

WA i BPP Learning Medza Fifi . &% BPP Learning Media ({45 E 1417, AR UMEAT X B ATA] 342
7, Eaacmmm @%%Eﬂ Rt SRIE AT B AR R R LB G s B A 3 (04T 854
AW A i BPP Learmng Media $ZAL 4 R K2 AR AL HAR

25:!‘175(21&{1[5&? ?FF%AEJ%*H EIN (RIS E S AT EX S@I‘]ﬁ%ﬂﬁﬂl&fﬂé‘%ﬂlz ) RAT
it

Al nghts reserved by BPP Learning Media. No part of this book may be reproduced or transmitted in
any. form or by any means, electronic or mechanical, including photocopymg recording or by any

information storage retrieval system, without permission from.BPP

BPP Learning Media authorize Hua Zhong UnlverS|ty of Smehca and Technology Press to publish
this edition in China.

This edition is only for use and distribution in People s Rﬁpubilc of China excluding Hong Kong SARs,
Macao SARs and Taiwan. '

AP ETHTA ) T4 M1 BPP Learning Melia 67877k B FEL5E T8k BV R 58 0 14575 A0 SO 45

BPP Learning Media %

SR
LG
AL,

H AR AT BHERFE MR (R E-RRD
oo Hf DL ERHIX 1037 5

HEBTE: 430074
) i 027-87557437
b http:// www.hustp.com

SR E i X Kb ook 31

FF F:  880mmx1230mm 1/16
EfJ ik:  29.25
¥ 690 T

¥ :

hi W: 201041 AFE 1R
Bl W: 2010461 A% 1 %R ©
ISBN : 978-7-5609-5974-0 / F » 566
£ M 220.00 7% '

CREERERRRNE, Rl AT A

Leammc: Meova



LeAmnnG Menia

<T BPP Learning Media

BPP Learning Media 1124 — SR % iz ﬁ%ﬁ Mg E—Hah sk, W 1977 4
Trag, BATERHR TR £ i % F 25 .,ﬁﬁ*ﬁ%ﬁ!ﬁﬂﬁ%ﬁ%?ﬂﬁ]ﬂ‘]/ fte BPP 24k
150 LA K K24 i%vll&ﬁtﬁ‘f%ﬁ;iﬂ%ikm/ﬁﬂ‘lﬁﬁﬁ%%

BPP Learning Media %AQC&@‘* TR TR . XTS5 ACCA kAL BRL T, e 5%
HHHEIT T, %ﬂzﬂ]ﬂ’]?&ﬁ?%ﬁlﬁt@%?%%% HFFETHRMER, XIWAEth R
&ﬂ]%‘téﬁjﬂﬂlﬁ?x@_: BEMHBENA, QIFEE SRS, BaTLEH BPP Learning
TS BHE B B E S, MRk BPP Ve RT3 5 b e

®  BRIERIFIT A
®  HUTLIT
®  LfhvE

: .,Vaﬁ??ﬁ%ﬂ BUSR SIATT AR I FE Bt i A 5 4R &ﬂ]ﬂ%’ﬁ

i,

m&ﬁ?a+m@%¢§§mﬁ@,@%

ﬁ%

e
SRR 2540 26

IR R4S . AT
TS T I 4530 25 P A

WP EERSY . WA S VMRS I 554
%%ﬁ%%ﬂ$"“ﬁﬂa‘%iﬁﬁﬁ7 F"‘i%% 1] FPSRI R



Learomc Meoia

X<T BPP Learning Media

BPP Learning Media % — %E”Jk%‘u%' 3 %ﬁ i E—EM L, M 1977 4
ﬁ%,ﬁMﬁ&WTﬁgﬁﬁa%T it ﬁ%ﬁﬁ@%%%%ﬁﬁmlquHDEQﬁ
150 LANEKKEAE. BVIHREERT 78 if*ﬂ%lkﬂl.’f’]ﬂ‘]ﬁ&)ﬁ?%

{R7 AL . XI5 ACCA IIKFEXRIR T, 7EthE%
HIHAT T, &mmﬁﬁf”’ﬁgimiT%%#aﬁAT%ﬁmax IR A Ao
&m&%7MWk:“,m%ﬁmﬁ,@ﬁ% B R 515, BATLUE® BPP Learning
ATV B B LT, PR BPP {EERIHIEA T S 4

° %ﬁ%%ﬂﬁ%ﬁﬁ
® HUTMLIT
& REILE

IIHT AR 55 4R R

F7 INT AL % i %, %mﬁ%ﬁ’%:f:ﬁéiﬁcpﬁ

@ﬁ%%ﬁ,ﬁﬁﬁﬁ%$M&%E#ﬁ§§ﬁg’



LEARNING MEDIA

How the BPP ACCA-approved Study Text can help you
pass your exams — AND help you with your Practical
Experience Requirement!

Before you can qualify as an ACCA mber, you do not only have to pass all your exams but also fulfil a
three year practical experience requ rement (PER). To help you to recognise areas of the syllabus that
you might be able to apply.in the place to achieve different performance objectives, we have
introduced the ‘PER alert" eature. You will find this feature throughout the Study Text to remind you that
what you are learnin to pass your ACCA exams is equally useful to the fulfilment of the PER
requirement. #

1g.can be a daunting prospect, particularly when you have lots of ot| T commitments. The
di fferent features of the text, the purposes of which are explained fully 'e.Chapter features page, will
help you whilst studying and improve your chances of exam su"ccgss“

Our Texts are completely focused on helping you pass; your exam.

Our advice on Studying F7 outlines the conteni of the;pdper, the necessary skills the examiner expects
you to demonstrate and any brought torwar,d;know‘l’edge you are expected to have.

Exam focus points are included within th v,_,a'bters to highlight when and how specifi¢ topics were
examined, or how they might be e)gamiﬁ‘eq in the future.

You can find the s Labﬁ $tudy Guide and other useful resources for F7 on the ACCA web site:

www.accaglo dents/study_exams/qualifications/acca_choose/acca/professional/fr/
The Study-Te

'rs all aspects of the syllabus to ensure you are as fully prepared Xam as

Testing yourself helps you develop the skills you need to pass: nm‘eng 1 and also confirms that you can
recall what you have learnt. '

We include Questions - lots of them - both within chapters. °ﬁ‘1 the Exam Question Bank, as well as
Quick Quizzes at the end of each chapter to test your knowledge of the chapter content.

Introduction -



Chapter features

Each chapter contains a number of helpful features to guide you through each topic.

Topic list

Tells you what you will be studying in this chapter and the
relevant section numbers, together the ACCA syllabus
references.

Puts the chapter content in the context of the syllabus as
a whole.

Introduction
StUdv Guide Links the chapter content with ACCA guidance.

Highlights how examinable the chapter content is likely to
be and the ways in which it could be examined.

Exam Guide

What you are assumed to know from previous
studies/exams.

Knowledge brought forward from earlier studies

) Summarises the content of main chapter headings,
allowing you to preview and review each section easily.
Demonstrate how te.apply key knowledge and
Examples techniques.

Definitions.of important concepts that can often earn you

; .
Key terms easy marks in exams.

Tellyou when and how specific topics were examined, or

Exam focus points how they may be examined in the future.

Formulae that are not given in the exam but which have to
Formula to learn

be learnt.
This is a new feature that gives you a useful indication of
' syllabus areas that closely relate to performance
aier

objectives in your Practical Experience Requirement
(PER).

Give you essential practice of techniques.covered in the
chapter.

Provide real world examples of theories and techniques.

Chapter Roundup A ful! l.ist of the Fast Forwards lr?cluded in the chapter,
providing an easy.source of review.

A quick test-of your knowledge of the main topics in the
chapter.

Found at the back of the Study Text with more

Exam Question Bank comprehensive chapter questions. Cross referenced for
easy navigation.

m Introduction




LEARNING MEDIA

Studying F7

F7 is a demanding paper covering all the fundamentals of financial reporting. It has five main sections:
The conceptual framework of accounting

The regulatory framework 7

Preparation of financial statements which conform with IFRS

Preparation of consolidated finanéial statements

O e N

Analysis and interpretation.offinancial statements

All of these areas will be tested to some degree at each sitting. Sections 3 and 4 are the main areas of
application and you must expect to have to produce consolidated and single company financial statements
in your exam.

Some of this material you wiII have covered at lower level papers. You should already be familiar with
accounting for.inventories and non-current assets and preparing simple income statements, statements of
financial, posmon and statements of cash flows. You should know the basic ratios.

F7 takes your financial reporting knowledge and skills up to the next level. New toplcs are consolidated
flnanmal statements, construction contracts, financial instruments and leases. There is also coverage of
the substance of transactions and the limitations of financial statements and ratlos The examiner wants
you.to think about these issues.

If you had exemptions from lower level papers or feel that your knowledge of lower level financial
reporting is not good enough, you may want to get a copy of the study'text for F3 Financial Accounting
and read through it, or at least have it to refer to. You have a lot of ‘new material to learn for F7 and basic
financial accounting will be assumed knowledge.

The way to pass F7 is by practising lots of exam-level questions, which you will do when you get onto
revision. Only by practising questions do you get a feel for what you will have to do in the exam. Also,
topics which you find hard to understand in the text-will be much easier to grasp when you have
encountered them in a few questions. So don’t.get bogged down in any area of the text. Just keep going
and a lot of things you find difficult wull make more sense when you see how they appear in an exam
question.

Introduction m



m Introduction

The exam paper

The exam is a three hour paper with five compulsory questions.

Format of the paper

. Marks
Question 1 : 25
Question 2 & 8 25
Question 3 o 25
Question 4 . 15
Question 5 10
10

Question 1 will be'on consolidated financial statements.

Question 2 will be on single company financial statements.

Question 3 is likely to'be on cash flow statements or interpretation of accounts
Questions 4.and 5 will be on other areas of the syllabus

A certaiﬁndm,beyr'of IFRSs/IASs will be tested in questions 1 and 2. Others will a"bbb?f in questions 4 and

5.”T_h,‘e examiner has in the past used questions 4 and 5 to test construction contracts, deferred tax,
provisions and issues relating to non-current assets. i

LEARNING MEDIA



Analysis of past papers

The table below provides details of when each element of the syllabus has been examined and the
question number and section in which each element appeared. Further details can be found in the Exam
Focus Points in the relevant chapters.

A CONCEPTUAL FRAMEWORK FOR FINANC ,EEEPOHTING
1 The need or a conceptual framework }
1 Understandability, relevance, reliabili ‘and comparability
—  Framework qualitative ¢haracteristics Q4(a)(b) | Q4(a)(b) | Q4(a)(b) Q4(a)
—_Accounting policies, changes | accounting estimates and errors Q4(b) Q5(b) Q2
1 Recognition and r Q4(a)
15 The legal Versus mmercial view of accounting Q2
22 i els and practices (accounting for inflation) Q4(b)
1 pt of "faithful representation’ ('true and fair view')
TORY FRAMEWORK FOR FINANCIAL REPORTING
2 asons for the existence of a regulatory framework
2 “The standard setting process
23 Specialised, not-for-profit and public sector entities
FINANCIAL STATEMENTS
21 Statements of cash flows Q3
4 Tangible non-current assets
- Property, plant and equipment Q2 Q2, Q5
- Investment properties
- Government grants
— Borrowing costs e N
5 Intangible assets . . W Q5(a)(b) Q2
12 Inventories and construction contracts Q2, @5 Q4(b)
14 Financial assets and financial liabilitie
—  Fair value through profit or loss Q1(a) Q2
— Amortised cost Q2 Q2 Q2
— _ Convertible debt
16 Leases 3 Q2, Q4(b)
13 Provisions, ¢ entHiabilities and contingent assets Q2, 04
6 Impai%ﬂnf
17 Taxation
—  Current tax Q2
— Deferred tax Q2

Introduction _



Covered
in Text
chapter

FINANCIAL STATEMENTS

Regulatory requirements relating to the preparation of fifiancia 7

3
statements
— Income statement Q2 Q2(a) Q2(a)
—  Statement of comprehensive income Q2(a)
- Statement of financial position Q2 Q2(b) Q2(c) Q2(c)
- Statement of changes in equity Q2 Q2(b) Q2(b)
7 Reporting financial performanceu.;
= Discontinued operations
= Non-current assets held for sale
— Earnings per shar by Q2(c)
BUSINESS COMBINATIONS
The concept.and principles of a group Q1(a) Q1(c)
8 The concept.of consolidated financial statements
9 Prepa ion,of consolidated financial statements:
- ,Consolidated income statement Q1(b) Q1(a)
onsolidated statement of comprehensive income
10 ‘Consolidated statement of financial position Q1(a) Q1(b)
11 Associates Q1(b)
ANALYSING AND INTERPRETING FINANCIAL STATEMENTS
20 Limitations of financial statements
19 Calculation and interpretation of accounting ratios and trend ‘ Q3(a)(b) Q3(a)(b) Q3(b) Q3(a)(b)
address users' and stakeholders' needs
20 Limitations of interpretation techniques ‘ Q3(c)
23 Specialised, not-for-profit and public sector entities Q3(c)

- Introduction
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The co “cep,
framework

Tnpin nst

1 Conceptual framework and GAAP
2 The IASB's Framework

3 The objective of financial statements
4 Underlying assumptions

5 Qualitative characteristics of financial statements

6 The elements of financial statements

7 Recognition of the elements of financial Statements™
8 Measurement of the elements of financial staw -
9 Fair presentation and compliance with IFRS

Syllahus reference

Introduction .

The IASB's document Framewo
financial statements reprﬁ% ‘

@ﬁﬁancial reporting can be defined as an attempt to
accepied accounting practice (GAAP) in order to
reappraise current ac ountlng standards and to produce new standards.




Study guide

A CONCEPTUAL FRAMEWORK FOR FINANCIAL REPORTING

1 The need for a conceptual framework

(a) describe what is meant by a conceptual framework of accounting

(b) discuss whether a conceptual fr: mework IS necessary and what an
alternative system might b

2 Understandablhty, relevancd rellablllty and comparability

(a) discuss what is meant by understandablllty in relation to the provision of
financial mformatmn

(b) wha meant by relevance and reliability and describe the qualities

that enhahce these characteristics

Hécoéhi‘tion and measurement

define what is meant by 'recognition’ in financial statements and dISCUS'& the
recognition criteria ;

apply the recognition criteria to:

(i) assets and liabilities

(i) income and expenses

discuss revenue recognition issues and indicate-when income and expense
recognition should occur.

demonstrate the role of the principle of subStance over form in relation to
recognising sales revenue.

explain the following measures'and compute amounts using:
(i) historical cost "

(i) fair value/current cost

(iii) net reahsable value.

ue of future cash flows.

-of "faithful representation’ ('true and fair view')

d ewhat is meant by financial statements achieving a faithful
r re ntatlon

iseuss whether faithful representation constitutes more than com Ilanc
h accounting standards.

indicate the circumstances and required disclosures where a true and falr
override may apply.

- 1: The conceptual framework | F7 Financial reporting
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1 Conceptual framework and GAAP

FAST FORWARD )

1.1 The search for a conceptual framework

A conceptual framework, in the field we are concerned with, is a statement of generally accepted
theoretical principles which form the frame of reference for financial reporting.

These theoretical principles provide the basis for the development of new accounting standards and the
evaluation of those already in existence. The financial reporting process is concerned with providing
information that is useful in the business and economic decision-making process. Therefore a conceptual
framework will form the theoretical basis for determining which events should be accounted for, how
they should be méasured and how they should be communicated to the user. Although it is theoretical in
nature, a conceptual framework for financial reporting has highly practical final aims.

The danger of not having a conceptual framework is demonstrated in the way some countries' standards
have developed over recent years; standards tend to be produced in a haphazard and fire-fighting
approach ,Wh‘ere an agreed framework exists, the standard-setting body act as an architect or designer,
ratherthan a fire-fighter, building accounting rules on the foundation of sound, agreed basic principles.

Thg lack of a conceptual framework also means that fundamental principles are tackled more than once in
different standards, thereby producing contradictions and inconsisténciesin basic concepts, such as
those of prudence and matching. This leads to ambiguity and it affects the true and fair concept of
financial reporting.

Another problem with the lack of a conceptual framework has become apparent in the USA. The large
number of highly detailed standards produced by the Financial Accounting Standards Board (FASB) has
created a financial reporting environment governed by specific rules rather than general principles. This
would be avoided if a cohesive set of principles were in place.

A conceptual framework can also bolster standard setters against political pressure from various 'lobby
groups' and interested parties. Such pressure would only prevail if it was acceptable under the conceptual
framework.

1.2 Advantages and disadvantages of a conceptual framework

Advantages

(@)  The situation is aveided whereby standards are developed on a patchwork basis, where a particular
accounting problem is recognised as having emerged, and resources were then channelled into
standérdis;ing accounting practice in that area, without regard to whether that particular issue was
necessarily the most important issue remaining at that time without standardisation.

(b) "A§ stated above, the development of certain standards (particularly-national standards) have been
subject to considerable political interference from interested parties. Where there is a conflict of
interest between user groups on which policies to choose, policies deriving from a conceptual
framework will be less open to criticism that the standard-setter buckled to external pressure.

(c)  Some standards may concentrate on the income statement-whereas some may concentrate on the
valuation of net assets (statement of financial position).

Disadvantages
(@)  Financial statements are intended for a variety of users, and it is not certain that a single

conceptual framework can be devised which will suit all users.

(b)  Given the diversity of user requirements, there may be a need for a variety of accounting standards,
each produced for a different purpose (and with different concepts as a basis).

(c) It is not clear that a conceptual framework makes the task of preparing and then implementing
standards any easier than without a framework.

w F7 Financial reporting | 1: The conceptual framework _
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Before we look at the IASB's attempt to produce a conceptual framework, we need to consider another
term of importance to this debate: generally accepted accounting practice; or GAAP.

1.3 Generally Accepted Accounting Practice (GAAP)
GAAP signifies all the rules, from whatever source; whieh govern accounting.

In individual countries this is seen primarily as a combination of:

o National company law
° National accounting standards
o Local stock exchange requirements

Although those sources are the basis for the GAAP of individual countries, the concept also includes the
effects of non-mandatory sources such as:

® International accounting standards
® Statutory requirements in other countries

In many_countries, like the UK, GAAP does not have any statutory or regulatory authority or definition,
unlike other countries, such as the USA. The term is mentioned rarely in legislation, and only then in fairly
limited terms.

There ére different views of GAAP in different countries. The UK position can be explained in the following
extracts from UK GAAP (Davies, Paterson & Wilson, Ernst & Young, 5" edition).

'Our view is that GAAP is a dynamic concept which requires.constant-réview, adaptation and
reaction to changing circumstances. We believe that use of the term ‘principle' gives GAAP an
unjustified and inappropriate degree of permanence. GAAP changes in response to changing
business and economic needs and developments, As circumstances alter, accounting practices are
modified or developed accordingly..... We beliéve that GAAP goes far beyond mere rules and
principles, and encompasses contemporary permissible accounting practice.

It is often argued that the term ‘generally accepted' implies that there must exist a high degree of
practical application of a particular aceounting practice. However, this interpretation raises certain
practical difficulties. For example, what about new areas of accounting which have not, as yet, been
generally applied? What about different accounting treatments for similar items — are they all
generally accepted?

"It is our view that 'generally accepted' does not mean ‘generally adopted or used'. We believe that,
in the UK context, GAAP refers to accounting practices which are regarded as permissible by the
accounting profession. The extent to which a particular practice has been adopted is, in.our
opinion, not the overriding consideration. Any accounting practice which is legitimate.in the
circumstances.under which it has been applied should be regarded as GAAP. The decision as to
whether-or not a particular practice is permissible or legitimate would depend on one:or more of
the following factors:

e« Isthe practice addressed either in the accounting standards, statute or other official
pronouncements?

° If the practice is not addressed in UK accounting standards, is it dealt with in International
Accounting Standards, or the standards of other countties such as the us?

° Is the practice consistent with the needs of users and the objectives of financial reporting?

° Does the practice have authoritative support.in the accounting literature?

° Is the practice being applied by other companies in similar situations?

o Is the practice consistent with the fundamental concept of 'true and fair'?'

This view is not held in all countries, however. In the USA particularly, the equivalent of a 'true and fair
view' is 'fair presentation in accordance with GAAP'. Generally accepted accounting principles are defined
as those principles which have 'substantial atthoritative support'. Therefore accounts prepared in
accordance with accounting principles for which there is not substantial authoritative support are
presumed to be misleading or inaccurate.

- 1: The conceptual framework | F7 Financial reporting w/

LEARNING MEDIA



