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PREFACE

As the rate of global business continues to accelerate, it becomes increasingly important for business,
and particularly accounting students, to understand international accounting as early as possible in their
academic careers. A basic knowledge of accounting is necessary to conduct business and understand
financial statements. To grasp international business, a student must have adequate knowledge of
international accounting.

The third edition of International Accounting has been updated to bring students up to date with recent
developments in the world of international business and in international accounting. As in earlier editions,
the text is written primarily from a U.S. point of view, comparing U.S. rules of accounting with those of
other countries and other organizations such as the International Accounting Standards Committee and
European Union. The text is intended for students who have completed at least one and preferably two or
more semesters of accounting, but students at any level will benefit from an understanding of the basic issues
in international accounting and business.

The text has been updated, revised and rearranged to provide greater clarity and continuity but without
changing the basic format of earlier editions. To illustrate some of the issues, cases have been added and
more tables have been included where appropriate. The primary goals and learning objectives of each chapter
are to be found at the beginning of the chapter.

The number of countries chosen for review and comparison of accounting methods has been extended
in recognition of their increasing importance in international trade. The glossary has also been expanded to
provide more definitions of terms used in the text.

Chapter 1 introduces the students to some of the environments in which business functions and explains
how countries’ ethical, economic, cultural and other environments affect accounting methods. In addition,
a brief history of accounting in the U.S. is provided to help students understand how U.S. accounting
standards evolved.

Chapter 2 defines standardization and harmonization and discusses the benefits and problems expected
from such efforts to reduce the number of acceptable accounting methods. While the first part of the chapter
is rather theoretical, it is followed by specific, major differences in accounting methods used around the world.

Chapter 3 identifies and examines international organizations which are working towards reducing
differences in accounting methods. The International Accounting Standards Committee, European Union,
Organization for Economic Cooperation and Development, International Organization of Securities
Commissions, International Federation of Accountants and the United Nations are discussed in some detail
while other organizations are briefly mentioned.

Chapter 4 introduces four trading areas, the European Union, Eastern Europe, North America and the
Pacific Rim countries, and reviews them in some general terms. The importance of the Bretton Woods
Agreement is discussed as instrumental in initiating world trading areas.

Chapter 5 moves from the somewhat general material in earlier chapters into accounting methods in
selected countries. The countries are chosen for examination because of their economic importance or
differences in environments. The countries selected in this chapter are Canada, Mexico, Brazil, the People’s
Republic of China and Japan.

Chapter 6 continues the review of accounting methods in selected countries: Germany, Hungary, the
United Kingdom, India and Islamic countries.

Chapter 7 reviews maquiladoras, foreign manufacturing plants in Mexico. They are rarely mentioned
in accounting texts, but their importance to both Mexico and the United States and their unique status in
particular justifies some detailed examination.

Chapter 8 introduces more technical topics. Multinational companies’ financial reporting issues such as
disclosure, consolidation, social responsibility and inflation accounting are included.
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Chapter 9 looks at how to analyze foreign financial statements. By this point, the student should be
thoroughly aware that financial information in various countries is different both in theory and presentation
from the information presented in the United States. This chapter helps the student tie the various
international accounting concerns together.

Chapter 10 on managerial accounting includes the all-important transfer pricing topic and other
managerial concerns such as exchange risk and evaluation of the performance of foreign operations.

Chapter 11 on international taxation discusses various kinds of taxes encountered internationally,
accounting for taxation and tax havens. An overview of taxation in various countries is presented along with
taxation of international transactions from the U.S. perspective.

Chapter 12 on international auditing gives the student a basic understanding of auditing in various
countries, including auditor qualifications.

Chapter 13 deals with accounting for foreign currency transactions and forward contracts.

Chapter 14 looks at foreign currency translation. In the first part of this chapter, translation as required
by SFAS #52 is presented; in the second part, translation theory and alternative methods are discussed.

Each chapter ends with a set of thought-provoking questions which the student may answer in writing
as a homework assignment or discuss in groups and present to the rest of the class. Several groups could be
formed, each of which would be responsible for thoroughly answering one question.

A list of additional readings is attached at the end of the chapters to help the student get started on further
study or to assist in the initial search for a research project.

The text is designed to be used for a full semester at any time after the student has successfully
completed the first or second accounting course. It may be expanded through the use of various projects and
written assignments as well as additional out-of-class research for more advanced students.

The text may also be used as supplemental information to introduce accounting students, at any stage
in their academic life, to some of the basic aspects of international accounting. The first seven chapters are
particularly helpful in supplementing undergraduate students’ knowledge of the realm of possibilities
available to accountants in an international setting. Since chapters 8—14 are more technical, they are
appropriate for more advanced undergraduate accounting majors or graduate students.



PRIMARY GOALS OF CHAPTER:

The student should learn what international accounting means, how it is
different from national accounting and why international accounting developed

differently in various countries.

LEARNING OBJECTIVES

The ethical environments in which interna-
tional accountants must operate. The ethical
situations in various countries.

The Foreign Corrupt Practices Act. Its
objectives and how it affects accounting
requirements.

Foreign exchange rates, how they operate and
their importance.

The importance of inflation on accounting
methods.

How a country’s history influences its ac-
counting.

The relationship between legal systems and
accounting.

The effect of political systems such as nation-
alization on business and accounting.

Cultural environments and how they differ.

The role of the SEC in the development of
U.S. accounting rules.

The role of the private sector in the develop-
ment of U.S. accounting rules.

The history of accounting standard setting in
the United States.

How accounting standards in the United
States are set today.



Condensed
TABLE OF CONTENTS

PREFACE
Chapter 1
Chapter 2
Chapter 3
Chapter 4
Chapter 5
Chapter 6
Chapter 7
Chapter 8
Chapter 9
Chapter 10
Chapter 11
Chapter 12
Chapter 13
Chapter 14
APPENDIX A
APPENDIX B
INDEX

......................................................................... xvii
Introduction to International Accounting ................ . ... . . ... ... 1-1
Harmonization, Standardization and Accounting Methods . .......................... 2-1
International Standard Setting Bodies ........... .. ... ... .. .. . i 3-1
The Bretton Woods Agreement And Development of Trading Areas .................. 4-1
Accounting in Selected Countries—Canada, Mexico, Brazil, China, Japan .............. 5-1
Accounting in Selected Countries—U.K., Germany, Hungary, India, Islamic Countries .... 6-1
Magquiladoras and Their Relation to NAFTA ........ ... ... ... ... ... ... ... ....... 7-1
Multinational Financial Reporting . . .......... ... ... i 8-1
Analyzing Foreign Financial Statements . ............... . ... . ... ... ... ... 9-1
International Managerial Accounting . ............ ...t 10-1
International TAXatiON: . ;. s« ssise s sasasws swamaamaesms sasms mime gwoms swawmsms 11-1
International Auditing .. .......... ..t 12-1
Accounting for Foreign Transactions . ..................oiiiiiinieiinnnnnaen.. 13-1
Translation of Foreign Currency Financial Statements . ............................. 14-1
GIOSSATY . . . oot ettt e e e e e e e A-1
Currencies of the Nations of the World . .......... .. ... ... i B-1

[-1



TABLE OF CONTENTS

..................................................................................... Xvii
CHAPTER 1—INTRODUCTION TO INTERNATIONAL ACCOUNTING
PRIMARY GOALS OF CHAPTER
LEARNING OBJECTIVES
INTRODUCTION . ... e 1-1
ETHICAL ENVIRONMENT . . .. e e e e e e 1-2
"THE DHICIOMA. & o o6 65 855 606 6 80518 1185 578 6 805 & 501 & 50515 54808 4.8 & okt 5 28] 5 a5 2 mce w oo o ot o o e o 1 08 w1 & 00 s 3 G0 3 75 5 1-3
FOREIGN CORRUPT PRACTICES ACT .. ..ttt e e e e e e 1-4
Accounting and Record Keeping Requirements . . .......... ... .. . ittt 1-4
ECONOMIC ENVIRONMENT . . . e e e e e e e e e e e 1-5
SIATE O DEVeIOPTIBIE o 5 5w 2 555 5780 5 0455 5 5 55505 5 5967 5 65151 €515 4 6 1P 6 /95 51505 W55 @25 8 850 8545 5 505 & 5160 5 BU5 6 515 559 7 20t § e 5 1-5
SEADTIEY ¢ i s as 5 5o s s 8 000 00 s onme e m1s 3w n mim i e o ooy o s i = mio e » 00 0 & o e ol 8 6% ot e 6 1-6
EOTEIEH EXCHANPE « cu 2 op o vy = op 3 3 3 15 8 5 3 0 5.5 o 5 6 oo & 0 i & (B NP8 500 & 0 & [0 § 5 & 0 5 QM08 & 40 600 5 575 & 1 & I\GH 6 5000 % 3 1-7
INflAtONY aosisinnesme s mie s 9555 885 585 58 HE @ SRS S b T W05 54k § 05 S Wi S S5 5 W00 8 G058 9 85 5 & et o im0 ausi o o o m o e o o 1-7
UNCTHIPIOVIIETIE « i 5 mes; » gy 2 ot comg o g 3 90 51 3 98 00 5056 o b s g 70 5 5 o S0 5 3 B i e 56 1 54 3 s 3 s § 100 3 [ 318 0 U £ 09 1-8
HISTORICAL, LEGAL AND POLITICAL ENVIRONMENTS . . . ... e 1-8
HisStorical CONCEIMS . . . ..ottt ettt e e e et e e e e e e e e e e e e e 1-9
Liegal CONCRINS ; o & wn ¢ e 550 5 s 5 508 & 500 5 67 5 578 & 970 § 1804 8 /61%) § 0% 5 B30 3 B0% & 0% § IS0 & %0 § I8 6 26w 8 0 5% (6 B 5300 6 09 5 8 &) § 18§ 0 1-9
POItICAl CONCEBINS  wvo « 506 5 5 » 5045 5 208 5 Bum § 50 5 508 3 ki cansl 5 208 5 Bords & o B G § 5l B Bk § o § 208 8 o8 5 0 68 0 ¥ okt & Soud § s o vl 5 1-9
CULTURAL ENVIRONMENT . . ..ottt e e e e e e e e e 1-10
EDUCATIONAL ENVIRONMENT i « 5 5 5165 59 % 515 & 59 5 5095 51 3 505 § 505 & 565§ 608 5 056 95 § 508 8 608 6 6148 o & i 5 41905 908 5 80 » 608 5 5 1-12
SOCIAL AND OTHER ENVIRONMENTS . ... e e e e e e e e 1-12
THE UNITED'STATES EXPERIENCE . . . i« s 5 615 & v s 555 3 558 5 505 8 505 § 5150 8 6160 § bve 5 v 8 (0 8 808 83808 8 408 976 § 806 % 510 8 18 5 A% 4 & 1-13
The Securities and Exchange Commission (SEC) .. ... .. ... e 1-14
The Effect of the SEC on Accounting and the Business Community . .................................. 1-15
Congressional AUthOTILY . . .. ... ... o e 1-15
The Financial Accounting Standards Board (FASB) ......... ... . . 1-17
The Financial Accounting Foundation (FAF) .. ... .. ... .. .. . . . i 1-17
The Financial Accounting Standards Board (FASB) . ... ... ... 1-17
The Financial Accounting Standards Advisory Council ............ ... .. ... ... ... ... ... . ... ... 1-17
Predecessors 0f the FAS B . .. ... 1-17
The Committee on Accounting Procedure (CAP) ... ... . . . i i i 1-17
The Accounting Principles Board (APB) .. ... ... . 1-18
CONGCITISTOMN it 1 5 56 55 5755 59 518 605 555 2 5167 5 5950 519060 508 10 96 35 58 455 516 79 6 W05 506 00 6 6B 08 B I § 0 3 0 5 9 B [0 R A I 8 0 6 9 6 6 1-19
QUESTIONSE ... oo v crme « s 0w im0 1035w 1 9t 0 w3058 s 2w o em s B Al S5 B S MR S SR a B A5 1 F B 5 ot S B R 5 B3 5 5 Al 8 el 5 5 1-20
CASE 055 015 6 5 5 06 5 10008 8 15 6 86081 8 65 8 6905 7 46 W 6060 5 060 5 & ) 8 00 S S & NS 139005 10 8 5 &1 S 5 g 5 § R & S N § (B € 90 6 Bl § NG 3 o 3 8 1-20
QUESTIONS: « e n o o 0w o 1o 0 e o e 5 s o o e 85 0 6 5400 8 50808 05 60006 G0 B 5608 578 6 5.8 5 BIG b 901 6 306 5 966 § 85 S BB 8 DG B B8 F 1-22
ADDITIONAL READINGS . ... ottt e e e e e e e e 1-22
CHAPTER 2—HARMONIZATION, STANDARDIZATION AND ACCOUNTING METHODS
PRIMARY GOALS OF CHAPTER
LEARNING OBJECTIVES
STATUS OF ACCOUNTING AND ACCOUNTANTS ...ttt e e e e 2-1
HARMONIZATION AND STANDARDIZATION . ... ittt e et 2-2
Problems With Harmonization And Standardization .. .......... ... ... .. oottt 2-2
The Case For International Accounting Standards .. ....... ... .. ... i 2-3
Social BEvolution/Of ACCOUNTING o« s w5 s masmss@asmasmss 6 s o0 s s00s e s @as S0 s 519806630 ¢ 35 € 008 § 5058 90 % 56 & e 3 w09 3 2-3
The Case Against International Accounting Standards . ......... ... ... ... i 2-4
The!Case-By-Case APPIOACH « ;s s o i s wos s 57 5 w6 aors 5268 675 50005 5 % o 578 6 W05 1076 056 8 lotors vt o 604010 6 0t & ot 05w 1 0 2-5
The DisClOSUTE SOIMHION « . viv « vin o min e mime i s 06 s wine sum s Gud 5 6055 0o 8758 515 8 5785 5186 59 8 W88 W0 s 63 (603 43008 16 595 00 o s 2-6
Final Thoughts On Harmonization And Standardization Of AccountingRules . .............................. 2-6

vii



viii INTERNATIONAL ACCOUNTING

FINANCIAL ACCOUNTING METHODS

Financial Statements . ... -
Combinations 2-8
Consolidated Financial Statements . . ................. . 2-9
Equity Method of Accounting for an Investment . ................ ... ... 0o 2-10
Goodwill . .. 2-10
Inventory Valuation ....... ... . . 2-12
Lower of Cost or Market (or Net Realizable Value) . ............ ... 2-14
Marketable Securities . . ... ... ... 2-14
Property, Plant and EQUIDMENt ASSEES . .. ... .ot iuuutevninneeeeeittr e oottt e eenmn e eeannns 2-14
Depreciation . ... ... .. 2-15
THCHSUEY SEOCIE - s nisr v s ¢ v 5 wiar 6 079 3 908 5 1975 5 000 6 57405 6 ¥ 000 5 W06 § 509§ 596 § 8 7 05 e £ a2 5 s o 0 v o o1t = i o e ot o ot o 2-16
Cash Flow Statements .. ... 2-16
DISCLOSUTE 5 5w 6 565 s 535 6 5300 5605 4 150 6051 8 6391 5 500 % 5055 8 5766 5000 5 5085 8808 5.5 £ 3026, 5 5 me o oo o e 6 1050 = o s o 1 ot e o s o s 0 8 2-17
Provisions and RESEIVES . . ... ... 2-17
DICPICEIONY 5 5 05 w758 5050556 565005 5075 505 8 506 5 3005 R 5000 8 e & 5260 5 8 & 12 & oo 8 185 o et o i o s o (ot ot s 2 0 o it 611 1 2-17
ATHOTZALION ; i s 2oz 2 & 3 5 5 & 500 8 200 5 55 3 ) 8 S0 7 70 5 6 0 1 10 8 50 6 5 2 4 5 6 0 5 B0 . 0360 506 & 160 8 703 5 0 5 5 B L o 2-18
Periodic RepOrting . . ... ... . 2-18
OWDETSOID: 16 5 s 6 s o 8 0806 0 66 1608 /8 5 598 8 055 5 98 61 H8 G S5 B ER S E S 58 ME R F 5 I A H S0 £ RS S ek § Bk 51608 6 s wist o om0 2-18
Interperiod Income Tax AHOCAtIONS . . . . ... o e 2-18
Foreign Currency Translation Gains and LOSSES . . ... ... ..ttt e 2-19
Value-Added ACtiVILIES . .. ..o 2-19
0 2 T ) o 2-20
CONCLUSTON & i 106 50 5 5130 5 @055 5 @5 5 48 5 7 § 35 6 S8 8 408 5 %6 5 558 % 505 § 93 @60 10 5 170 3 109 5 4% B 36 63 0§ 58 & BVR 5 0 05 4 76 4 640 5 708 2-20
QUESTION S e e 2-21
CASE: L oo biasinmsmes aes oy wisnesnssmnesossinge sy sy ois e s s wotsssmssssosmseessssssies s 2-21
QUESTIONIS: « 51515 53 % 6 & 150 3 5030 % 590 5 0 513 3 608 1 48 % B8 % b 70 TS0 & (06 9 & a3 e 3 B 10 85 28 6 3 0 1 e § 00 3 1903 § 0 o 3 00 0§ 9 2-21
CASE 2 oottt e e e e 2-22
QUBSHIONS: 5555 5010 wisi 5 52 5 5785 @19 35658 68 09 6 e 3 815 5@ 0 R HIE s BVE A S iE W EE S8 NS S W SN0 @58 EI0 586 5 F S W 2-23
ADDITIONAL READINGS . oot e e e e e e e e e e 2-23
CHAPTER 3—INTERNATIONAL STANDARD SETTING BODIES
PRIMARY GOALS OF CHAPTER
LEARNING OBJECTIVES
INTERNATIONAL STANDARD SETTING FOR ACCOUNTING . ... oot 3-1
The International Accounting Standards Committee (IASC) . ... .. i 3-3
The Buropean WUnion (EU) « s s sewsemsnmss s ameeas oo a o b o ms s e s saias e s sn 0o w s wis s wis o s i 60 im0 0005 o s 3-4
FOUIH IDITEETIVE: v« o oo 1000 i 0 s s w5 5 e 7 6 506 06 608 005 8001 9 00 5B AT 08 /8 66 10 5 0B 030 6 1006 G648 90§ 6000 & 00 § 81 5 3-5
SEVENth DITCCHIVE . . . o oottt et et e e e e e 3-6
J2XT411118 BJ1 = o 1 RS T T L L T T i I I Y 3-6
Mutual Recognition DIirectiVe: o s uws s s e s sesme s o sam e oo s 5905 0 s 00 wmes e s wias wiss 6 20w ¢ wie o wre oo 3-6
Directive of December 8, 1086 . . . ... ottt 3-7
Eleventh Directive of February 13, 1989 .. ... vvcuvensinsoniimsinmanneasesmensessansasssscansssons 3-8
EU Cooperation With IASC . .. ... oonutt i i e i i 3-8
Organization For Economic Cooperation And Development (OECD) ..., 3-9
International Organization of Securities Commissions (IOSCO) . ... 3-10
United Nations (UN) .. ..ottt ettt ettt e ettt 3-10
International Federation of Accountants (IFAC) .. ... ...ttt e 3-11
Asia-Pacific Economic Cooperation (APEC) .. ... ... 3-11
Union Europeennes Des Experts Comptables Economiques et Financiers (UEC) ...t 3-11
Asociacion Interamericana de Contabilidad (AIC) . . . ... ..o i 3-12
Confederation of Asian and Pacific Accountants (CAPA) . ... ...ttt e 3-12
Nordic Federation of Accountants (NFA) ... ...ttt 3-12
Association of Southeast Asian Nations (ASEAN) ... ..ot 3-12
[010) (@) 1 520 (6 ) NS U T S S I 3-12
QUESTIONS . ..ottt ettt et et e et et e et e e e et e e e e 3-13
CASE o oottt o e s i e S 6 e e e e aa e e s e e e % s e e el e e e wie e e e i s ee e EE s E e R s w e e e e 3-13
3-14

QUESHIONS .« .« o e ettt ettt et e e e e e e e e e e
ADDITIONAL READINGS .. .ottt ettt e e e e e e e e e e ettt e s 3-14



TABLE OF CONTENTS ix

CHAPTER 4—THE BRETTON WOODS AGREEMENT AND DEVELOPMENT OF TRADING AREAS

PRIMARY GOALS OF CHAPTER
LEARNING OBJECTIVES
INTERNATIONAL TRADE . . ... e e e e 4-1
THE BRETTON WOODS AGREEMENT ... ... ... .. oo it g
TRADING REGIONS ... 4-2
EUTODEAI WIIOH wou : o« vovw s o 3 302 2 g s o 100 & 08 6 50 5 5 6 9400 5 06 5 3080 2 600 3 (0 3 16560 6 590 3 360 2 9 2 A0 50 5 6 5 5 3 e o o e o 4-2
How the European Union WOTKS ... ...t e 4-4
BASTE EUTODE 1. v ¢ s oo s s i 3 50wr 8 30913 15951 5 57 3 (00 ' 50 6 S0 = S & 3070 € 0 G 6 & 00 5 6000 8 6060 5 10 & & 9 & 060 6 0 & 0 & 415 6 & 4-6
INOTHH ATTICTHCA ¢ 6 4 55 5/5 & 500 5 .5 5 946 8 514 3 5055 808 0 30 # s & fansi & o0, 2 me # s & 1acms s o e o ot oo o0 o w7 e o im0 4-8
Pacific RiM . .. 4-12
OMNCE & s mrm s mns w550 508 5 545 6 09 5 510 ¥ 50 & W50 9600 5 A9 8 ¥ 020 AR 6 97 6 5.0 6 58 & B 8 M0 8 il 5401 § 88 5 L0 5 0 o o sms o ol o o o o o 4-14
CONCLUSION oottt e e e e e e e e e e e e e e e 4-15
OUESTIONS! & s ¢ mis = o o 00 5 100 5 550 5 500 & 5000 ' 0 6 00 500 5 A0 1605 & 6000 § 75, & %5 26 10 & 3153 & 03 5 G0 & o & 60 & (001 5 e 3 A % 1 6 100 & B0 6 2 4-15
(CAISES 5 505 5o 5 bl 3 e 5 06 50 8 205 5t ¥ el 5ol 5 S K e o e = i 08 5 Boom 5 50 5 5us) 3 oo o o o s o s 3 o o ot s s 1 35 i . e o 4-16
CHACSEIONS! s i v 5 3 542 § v 5 v & 0 €m0 § 000 50 v © A ) 950 3050 3165 0 6 68 490 € BUR1 & 500§ D 3 0% 2099 5 46 & O ¥ 000 § 603 4-16
ADDITIONAL READINGS: 55555 6566 v s 50 6 60006 58 350 6 648 865555 58555 08 655 5 5.5 5 500 8 5dl 5 306 5 905 8 56§10 5 5.6 & a0d s 55 4-17

CHAPTER 5—ACCOUNTING IN SELECTED COUNTRIES—CANADA, MEXICO, BRAZIL,

CHINA, JAPAN

PRIMARY GOALS OF CHAPTER

LEARNING OBJECTIVES

AN v 5 5 9 8 15555 6§ 1055 10 5 545 7 W16 § 540 5 398 & 91 § S0 § 0 & 5203 &ty i 401 550 6 160 B 7 3 5 1 605 o 10 ol L 6 € ' 0 35 i & 1 o & 5-1
Political ENVITONMIENE .. . . .« . +c e duse ous 6 8008 56 5505305 588 3i85 3 881088108 505 605 Wisi v Wi £ G100 wias 056 ® 5 mis ¥ 91 oo 2 5-1
RAATAGBIOCE! s 15 o 0 155 05t 5 4750 ¥ 0351 5951 8 0730 6 00 o 4000 0T 0 ¢ i o 01390 o 4110 1 1 i+ i o 1 ) S . eEm S0 . 4k 02 1 <1 & i o o < 5-2
Recent Developments in the ECONOMY . . ... ..o i e 5-2
Accounting Profession . ... ... ... 5-2
Accounting Practices & ProCedures . .. ......utueetininttninitieeniueeeemeneiitetiiiiiiiteiteaaaas 5-3
AUditing PractiCes . ... .......uuuiiiiiitt ittt e 5-3

MEXICO 5-4
POltical ENVITOMINENE . . o« v v ve v ee e aieeoias e mies oie s aia o ois s s aissaisesiosanssosssssnssssossnsssssssns 5-4
TEAGEE BUOGS: & 5 i 5 515 6 555 5 310 54 6 505, 8 075 § 18988 874 # %io. 635 e 8 S0 & a0 e @ i & ocar o ‘ahos & T o oo » i 0 3 w0 o0 n 0§ 05 A5 3 5-4
Recent Developments in the ECONOMY . .. ... ... i i 5-5
AcCOUNNE PrOfESSION . . ..o vvtuteiunt ittt ea et i 5-5
Accounting Practices & Procedures ... ............ouioiuut ittt 5-6
AUGIING PIACHCES .« .o« cvv e vttt ve et ete ettt ettt sttt a ittt 5-7

BRAZIL: o« v« oo e e e soioie mrm o8 658 8 685 6 086 550 8 5608 B0 6 R I 60505 1B 3 50006 Wi o 15004 000t e 6 e o 1 8 e 5-7
Political ENVITOMMENL . . . . o .ottt et et e e e et et e e e e e e e e e e 5-7
Trading BIOCS . . ..ottt t ittt e e e 5-8
Recent Developments in the ECONOMY . ... ... ... it 5-8
Accounting Profession ... ........... it 5-8
Accounting Practices & ProCEdUIES . ... ... ..ottt 5-9
AUItINg PraCHCES . . ..ot vutn ittt ettt e ettt et e 5-10

PEOPLE’S REPUBLIC OF CHINA (CHINA) . ...ttt 5-10
Political ENVITOMIMENL . .« . o v ot ot e e e et e et ettt e e e e e e et e n e e e e 5-10
Tradin@ BIOCS . .. v vt e ettt et tee s et s e ettt 5-10
Recent Developments in the ECONOMY ... ... ..oootiiti 5-11
Accounting PrOfESSION . . ... .. uutt ittt 5-11
Accounting Practices & ProCedUIes . ... ...........iuuuuuintiran et 5-12
AUGItING PACHCES . ..o« o vev vttt ehete e ettt ettt ettt 5-13

TAPAN . oo b s ovs s sm s sremmtonistn s s wim s wen 8 50E 5 805§ 43605 W78 B100 5§75 5 4w o 0380 0 w0 o wwi o wiw 8 w0 b0l 908 B WA S 6 R Bl g BT E s 5-13
Political ENVIFOMMENT . .« . . v o e ettt et e e e ettt et e e ettt e e e e e 5-13
Trading BIOCS . .« .« .ot et et ittt e e e e 5-14
Recent Developments in the ECONOMY . ... ... ouiiiiit i 5-14
Accounting Profession ... .. .. ...ttt 5-14
Accounting Practices & PrOCEdUIES .. ... ... ouoututt e 5-14

AUItING PTACHCES . .« o ettt et et e ettt et et et et e 5-16



X INTERNATIONAL ACCOUNTING

CONCLUSION ..o 5-16
QUESTIONS ...\t 5-17
- -

Questions 5-18
ADDITIONAL READINGS . ..............ccoioeinse 5-18

CHAPTER 6—ACCOUNTING IN SELECTED COUNTRIES—U.K., GERMANY, HUNGARY,
INDIA, ISLAMIC COUNTRIES

PRIMARY GOALS OF CHAPTER

LEARNING OBJECTIVES
GERMAINY . 10 5 sy mog s 0wt s 06 0005 5805 5155 585 305 815 5 B0 3 56§ 90405 555 5 5455 S 5 b £ ot i 8 95008 91 o 17 m o i o kot o 51 5 i . 1 6-1
Political EnVIronment . . .. ... ... 6-1
"LEAE BIOCS . o o i v o « e 3 rme o s 6005 515 360 3 1610 ¥ s 5 ' 4§ (6 & ) § S 3 698 6 (50 ¥ 0 5 9061 3 3005 5 515 153 55 81 £ Bt 5 s 0 6-1
Recent Developments in the Economy .. ... ... .. 6-2
Accounting Profession ... ... ... 6-2
Accounting Practices & PTOCEAUIES . « xis s v sins s s mios sim s o s 55 6 505 6508 8 58 5 505 5155 5.0 5 515 8 5055 510 5 .o 0 100 o0 5 o0 o 6-3
Auditing PractiCes . ... ... ... ... .. 6-4
HUNGARY' ;05 ors 5 50m 5 o 551 v 500w s 5 w0 5w © iposy 5 0057 § 0 5 8767 88 65 5 3980 6 470 4 60 5 06 6 105 6 05 500 0 0 0 0 O B 56 3 L 3 190§ 500 3 3 3 6-4
Political EnVITONMIENL: « o s o6 s 6 59 5055 6 5 0055 506 65060858 67765 58685 0 s eeras s o oaim s i s oim s se oo naie oo s 6-4
Trading BlOCS . . . ... 6-4
Recent Developments ih the ECOMOMIY : w « i s s 0 s s sios wes s s s s 665 60086085564 0as 586505 bad s 56 851555 5 6 5 6-5
AcCOUNtNG PrOfESSION: ¢ cs s @68 mi 50858 60050 oasmesbiossismbs s s s s sndaesssanssmssoneonsnsmes 6-5
Accounting Practices & Procedures .. ... ... ... 6-5
AUAINE PTACHCES: & 5om s sin 5 56 6 oo 6 s 8 1978 8 608 8 308 & 678 & 976 8 585 5 564t § 578 § 4550 & 0%, § 05 § 5080 8 006 & 08 5 180§ 0608 I8 & 639 & 408 8915 676 5 6-7
UNITED KINGDOM . . .o e e e e e e e e e e e e e e e e e 6-7
PolCAl ENVISOTIMIEIIE & siw 5w g s s 05 500 5 900 0 i s o0 5 v 5 10m6 5 /408 5 AV © 990§ (ov & V0 8 166 9 G600 & g o 00 00 565 € B0 & 909 & 4§ 80 8 4L 6-7
Trading BIOGCS - - 5o 1 55 5uh 5055 @55 @66 5 i 514 908 6 500§ 808 6 838 5 58 8 908 7 90kt 948 5 a8 6 903 S0 9 91003 0 98 9 8 549 B w5 S8 8 B3 6 Bl 3 6-7
Recent Developments in the Economy . ... ... .. . 6-7
ACCONNUNE PIOTESSION & s sy« m5s wrn s m s s sis s 56 wio 6o s a5 858 5 40 & 605 5 675 08 5 wrs § 1158 8088 (36788 6505 6 s 61636 68605 6-8
Accounting Practices & Procedures ... ....... .. ... ... 6-8
AUAIRE PIABHOES, 1 wis: ¢ ane 5 wvai s 56 5 200 6 54 5005 0 5 i & w5 105 0700 0 s v 50w 81 0 3700 & 9700 4 56501 o 0 v 6138 1 1 o o 5010 o 107 0 307 0 0 6-9
IINDITA: .o oo 0 6 e 5 st & Sodl & 8 605 6 B 5 508 § 005 00 4 19741 350 6 W0k ¥ 051 & 4% o 00 3 000 5 WA 3 SER 5 00T 6 600 8 090015 0 B 6 606 6102 W 6 U3 4 0 6 6 005 6-10
Political ENVITONMENT . . . . ... oottt e et e e e e e e e e e e e e e e e 6-10
THAAIE BLOCE & 5 vt ¢ o1 5 361 o i s w5 916 5 17 5 1505t § 57 & s 5 9500 5 g & 478 5 650 & T Gl . sl & 4981 & B, ol & wiel ¥ 8 . e o s ;0 W4 050 6-10
Recent Developments in the ECONOMY: : « ;s v s aia s 516 5 w16 6 515 & 556 6 556 o 59 5 fos, 5 6650 § 508 8 8Ja 8 50475 605 89 8 05 o380 4 599 3 818 9 0 8 6-11
Accounting Profession . .. ... ... .. e 6-11
Accounting Practices & PIOCEAUIES: ;¢ wiussios e s a0 5 30s 5 vt s 30t 5 w5 G o 500 0 ek s e o 5t 0 0w i s 4700 0670 8 ‘& 1ot 0 01 o o 6-11
ARG PRACKOBS .« oo v oo o e v s 0508 i s 858605 00088 1 § 308 8 Rk 030 5 0060 5 5.9 4 T30 B 3 609 8 6085 81 o 5000 8 03008 B8 5 8 0 0 B o o 6-12
ISLAMIC COUNTRIES . ..ottt et e e e e e e e e e e e e 6-12
CONCLUSTON .. oo s %055 5055 95 5 505 5 5 85 5 8 5 G085 606 % 5005 593 § 576 & S6a) § W% 5 5660 5 658 & @00 § 1606 § 08§ @6 8 5 5 3 501 ¥ 3001 i ¥ 0w & e i o 6-14
QUESTIONS: ; 5o s -5 e uve 5 1650 5 w1t w5 o s oot v o oo o 0 8 o ¢ om0 pem » ) & o5 & 00 B Mo & 925 6 L0 8 L3 0 5 100 5 0§ il 3 i 3 0 6-15
CASE | oo e 6-15
QUESHIONS . v« v v mw o wie v o= e o cmm oo wim, o6 526 68504 65 65 /6% 9143 00 6 W0 000 3 36000 3 500 W I8 0 1 0 0 & 006 & 970 5 6 0 8 e 6-16
CASE 2. 106505 59515 906 3 @4 510 5 379 53605 ‘s 0151 6870 4000 it 5 0 8 0 aE e s o o 8 w8 e w8 06 e e 6 B § ad B B b 6-16
QUBSTIONS ..« vur 2o 507 555005 6785 5908 5805 90 8 0 6 80 A s 160 64 6053 9 008 68 10 8 0087 68 08 4 50 & 0w & e ) AT 0 0 1 i & 6-16
ADDITIONAL READINGS . . ..ottt ettt e e e e e e e e e e 6-17
CHAPTER 7—MAQUILADORAS AND THEIR RELATION TO NAFTA
PRIMARY GOALS OF CHAPTER
LEARNING OBJECTIVES
INTRODUCTION TOMAQUILADORAS G & &5 50601516 655 66 558 575 5 510 66 s 006 6 8550 10 & 05 6000+ miat s sl s min o s o 0 w3000 7-1
ADVANTAGES OF MAQUILADORAS . . ..ottt ettt e e e 7-2
BARRIERS TO GETTING MAQUILADORA STATUS ... .. 7-3
ACCOUNTING IN MAQUILADORAS . ... cuteiemieamsansansssiinsassssaasassussassasesssassnssssnsens 7-4
U.S. PEISPECHIVE . . . ottt ettt e et et et 7-4
Financing Maquilas . ............. .o e 7-4
VTS . COSTOIIS s i 40055 5065 5.5 5 70 5 5 679 5 15 N5 08 6 BHe § 808 § 0 8 (54805 906 5 Wrw o o5 3 i o e o o o 05 5 i .00 0 1059: & s i3 & b, & Bad 7-4

TS, TRCOTHE TAREE - cov « rove o 1o i i ot vos 200 i 0 02 b 5 oo 65 60 37400 5 W1 909 6 9001 5 G060 5 0B 5 (080 6 00 8 3 0 8 16090 o i s ites & hr0 o G0 3 7 o o 7-5



TABLE OF CONTENTS Xi

PECEIVE 52 0 a6 o s et mia s e e s s s e e s S5 £ e 8 s 6 BB ES E S e e e e e e e e e e s 7-5
ACCOUNEINT v o v won s w55 50505 65805 5080 5509 5 58 5 515 25 5 B e owcm o e s e e 5 e 5 o 5 s B 05 58 5 i 5 7-6
Inflation and Interest ......... ... . . 7-6
Mexican Income Taxes . .. ...ttt 7-7
OTHER MEXICAN FILING AND TAX REQUIREMENTS . ... ... . . 7-7
THRONASEOIS st s w0 505 6 0505 a5 5505 5055 555 5 508 § Bk 0 Sush o maer s 2 . a4 s o o . o o o 3 Sk £ S5 = 1 5. 15 5 1 3 605 3 55 5 1 3 7-8
National Housing Fund Institute (Infonavit) .............. ... ... ... 7-8
Mexican Institute of Social Security (IMSS) . ... ... ... . . 7-8
Value-Added TARI(TVA) s v ais ¢ wins ovm s wms suss bis s 905 5 515 5 55 555 55575 5 5155 6155 51 o s 1o mom o 0100 oo o a5 ot 20 5t 5 2ome 3 o 8 7-8
Federal Education Tax ............ .. . 7-8
THE EFFECT OF NAFTA . iu i s iimmteianneaensasonnnneossnnsaeessnsnesesononsnssnsesas 7-8
THE FUTURE OF MAQUILAS . . e e e 7-11
CONCLUSION ¢4 ¢ 6 e 50658085 45 60 56 mesmaemnnimnsenmos oo sons sns ot sas se s s ae s s e s o s o s 5o s 7-12
QUESTIONS: ;¢ 5515w prw s o5 s mva s om0 ss 508 8 806 9165 0 65 w66 5 808 6 5086 S5 9 B0 8 Bdi o B0 5705 5 808 5 405 5058 51 5 55 8 e o contr o 13 o0 e e 7-12
CASE o 7-12
QUESHIONS: & s: 5 - 5w o v 5 4 6 500 5 138 5 5780 3 6300 @ a0 3 3750 3 M1 ¥ 9000 3 00 5 . 4§ 08 7 505 5 08 7 50605 B0 3 Boi 5 00 6608 Ansl o e o o 1 s o 7-13
ADDITIONAL READINGS . .. e e e e e e e e 7-13
CHAPTER 8—MULTINATIONAL FINANCIAL REPORTING
PRIMARY GOALS OF CHAPTER
LEARNING OBJECTIVES
INTRODUCTION . oo e e e e e e e e e e e e e e e e e e e e e 8-1
DISCLOSURE : 5155 s 51555 61 85 5 £ i & 8080 & 6is0 8 6 3 520§ 5015 78 & A5ay 65 3 0% 5555 5005 180 5 3181 & § 50 5060 & (V60 5 606 5 e & 0 & 3 6, & 900 & 503 3 0 6 8-1
AGGREGATION . ..ottt e e e e e e e e 8-2
SEGMBENTATION : 5rss 5 65 w66 58 65 5 68 5 685 e s 54 58785 450 4 4 656 1 6819555 887 8§35 65 55 5960 ¢ 54618 S50 s 9% § 1 5 5 i § 516 & 0 & 3 93 05 8-3
CONSOLIDATION . .. oottt e e e e e e e e e e e e e e e e e e 8-4
REPORTING FOR FOREIGN FINANCIAL MARKETS . ... e 8-5
Securities EXCRANEES . .. ..ot 8-5
FOTTI20EE « e v oo oo sormn oo s 6368 908 45 858 530 630 6 AR N 53 A BH G S WG A RIS NS MIB R Ps s EEE s B @ ERE 8-5
SOCIAL RESPONSIBILITY . .ottt ettt e e e e e e e e e e e e e e e e e e 8-6
INFLATION REPORTING .. .« . 0o« o v e s oo oo miora i sin om0 st 5s s s o 6 6 85 0058908 5.8 560805 306 5 wd § 918 3 W8 a7 B i el ds 8-6
Three Possibilities for Accounting for Changing Prices ............. ..ot 8-7
Historical Cost Adjusted For Inflation . ......... ... e 8-7
CUTTEIE VBTG, v.v o0 o vn » wim i 5 mims o i 5 s o s o1 mms + w8 3050 6 560 5 55856 3000 8 0 6 097 6 0% & 0300 6 9200 6 S/ § 50 9 10 ¥ 908 8 9081 8 & 6 308 8-7
Current'Value Adjusted FOrInFIation . « s e s s nmsnm onmessm s am s a5 s 550 8 wm s v s aves wrais ovs e e s w6 o w0w 0 it 0 00 8-7
Accounting for Price Changes in Selected Countries . .............. i 8-7
BIATAL oo s oo o e oo o owor w i & st 0 3 ok 3 9000 3 505 8 RO60 5 G B A 68 50 610 B K T § B 6 IR 6 BB VR G 95 A U S R B AT 8 07 g © e 8-7
FIANCE « o o o et ot et e e e e e e e e e e 8-7
THGTEE & covc o o s 00 6 v s vt o o i o cator o somn w seso o i m o o s o o & e & s & B § 300 5 %09 6 W 6 096 M6 00 8 5 0 & R0 £ W £ 0 6 0L ¢ 0B 8-8
TSEABL . o o 0 2 505 7 50 5 08 B FH61 5 G0 5 0k 5 16 6 5581 5 SO0 § (80 S0 & 50 § 195 & S) o 60 6 605 © L I . Al e e € ) € ML, KA @ 194 ¢ 8-8
IVAERICO! & oo s vt v sso & e 5 61 s o sk = foe o o o comm o o o o o o o (o & forkl & Bk 3 008 5 V5 8 B0R ¥ @ 5 0 5 60 % e & 0l & @090 8 5, & 508 8 03 8-8
THEINETHEEIANAS ... v ot 5 dr i 055 5 58 25 M5 058 @8 5 65 W00 5 315 § O § 18 S ik 5 10w 1601 oy 0 70 5. ‘o o I & Lot 5 % 0t 9 i 0 8-8
SAUAT ATADER v« s 2 ais w6 oo s oo s eie a e siaos aiasa e s aios asssios smosnesssssdsisnissmesosssssssisssssos 8-8
SOUTH AATITCR. v v oo v oo e ot e i o s o o6 B 56080 80 605 5 051 660 6% 10 806 0B 161 B 6 00890 66 500§ i s e 60mh 0 0 500 013 0 .l 510 o 301 8-8
1< S ST R I T R E 8-8
TS ¢ ot ¢ 0 o o o 5 s 6 e o s o ot o S 0 e s 9 s b 480 E o § AT F AR S SH 6 6 B T BOG R 080 6 e 6 e e e e 8-8
Countries With No Inflation Accounting Requirements ............... i .. 8-8
SELECTED FINANCIAL STATEMENT S . ..ottt ettt i e e i 8-9
Order OF PreSEntatiOn . . . .o . oottt e et e et e ettt e s te e ie e e e 8-9
Re-arrangement of the Accounting EQUation .. ......... ... i 8-10
Income Statement: Where Are The EXPENSes? . . .. ..ottt 8-10
Finding Cost 0f Goods S0Id . . .. ... oui it 8-11
DISCLOSURE OF ACCOUNTING METHODS .. .ottt 8-11
TREND ANALY SIS & oottt ettt e e 8-12
QUESTIONS . ..ottt t e e e e e e e e et e e e e 8-12
CASE: NEW AGE MANUFACTURING . ...\ttt 8-13

ADDITIONAL READINGS . . o oot ittt ettt e e e e et e e e 8-15



xii INTERNATIONAL ACCOUNTING

CHAPTER 9—ANALYZING FOREIGN FINANCIAL STATEMENTS

PRIMARY GOALS OF CHAPTER

LEARNING OBJECTIVES
INTRODUCTION .. 9-1
WORLD-WIDE INVESTMENT OPPORTUNITIES . ... ... .. 9-1
ANNUAL REPORT DISCLOSURES .. ... e 9-2
No Accommodation . ... 9-2
Convenience TransIation ... ... uuutose oottt it een s e e e e e e e eeee e e e 9-3
Convenience StatemMents . . .. ... ...ttt 9-3
Restate on a Limited Basis ... ... 9-3
Secondary Financial Statements .. ........... . 9-3
International Accounting Standards ... .......... ... 9-4
FINANCIAL ANALYSIS OF SELECTED COUNTRIES’ FINANCIAL STATEMENTS ... ..., 9-4
Canada ... ... 9-5
BEIBIIIMY e 5 50600 6 000 5 55 5 508 5 5005 B8 8 RSB BAES S5+ orm o o cmrw o o o 220 (oo e o e 5 i o b 0 s o il e T 8 A 8 9-5
Brazil . 9-6
Cayman Islands .. ... . 9-6
ORI o5, o xvm s s 5 005 0 s 0 0m & 3 00 5 0 5 3005 90 3 VA 3 9500 U 3 0 & 00 G036 5 080 6 0T 8 000 W 5000 5 0 06 B8 18 55 88 il 5 o s s o 9-7
Denmark . ... 9-7
BIANCE 615 1 5 6 0t 4 8 0815 56 500 6 608 000 W 500 5 6l 60 8 9060 % 600 8 A 5 G 5 3 5 370 56 10 6 A 54 & G T 0 3 o 6 Do 6 smv w0 <ot o o o o ot 0wt o 9-7
GEIMANY . . oo 9-8
BONG KONE, w05 a5 55 50570 5 530 5 55 506 5308 500 518 55 S E I G B 63 B0 WS 8818 855 ¥ 5404 55 L inust & sl m s s oo o ims w00 9-9
JEPAIE & . 105 5 v 5 om0 5m0 3 b 5 50 050 5 00 5 T 4 5 16 OB 0 R TR BT B4 T U M T 6T 6 E 5N 69 § 9-9
KOTa . . . 9-13
IVICXACO! 55 i v i v i o i 3 /i 506 086 06 2 9, 06 6 0T E S0 6008 S 0T M T8 88T B I 66 008 6 8 G808 W% ST 08 @ 68 F R S 9-13
The Netherlands . ... ... e 9-13
People’s Republicof Ching . cmvsmesmosmesmis s mes s aos mas e sy s massusissfsies seisss@asms i wis 9-14
SAUdT ATaDIA . . . oo 9-16
SOTEE AATTEHCA . ce » s on w coen o st o1 5o oo i 5 oo 216 B e oo 3 0% 5 O 8 o S G B S 6 e 8 05 16 B o 5 o s o 5 )8 s s s 9-17
SWEACN . . oo 9-18
SWALZEEIATIA . .+ .« nuer s ot e o s e e 98005 5 mm oo b 5 508 6 i m oo n 908 6 60 § [ § o 5 0 3 67 S A0 5 0 0 05 08 4 B 8 i B B B 19 5 s § e 9-19
Tnited KAnEAOMNY o s o s ar 5 ara 5 s 055 90 § 86 § 6% € 005 § 508 5 555 8 Wit § 08 3576 § 1616 3 955 § 958 6 6 § 6 350 3 508 § 3980 ¢ o 3 403 1] € B8l 3 070 9-21
DISCLOSURE PROBLEMS FACED BY MNCS . . ..t et e et e e e e e 9-21
PROBLEMS IN AN ALY SIS Lottt e e e e 9-21
Financial Statements and Value . .. ... .. ... 9-22
LANBUBEE: 15 556 s m i 5 i § 505 52608 00605 6156 605 8 0 6 (50w 6 000 B8 0 3000 o6 06 B 0 0B 08 0 5 08 0 R 9-22
Currency Translation ... .. ... e 9-23
Business ENVITOMMENT. . v.v o v o o5 vioisios 550805 55588 %6 588306095 5065098806 0806 558565 605000 6 308 505 H 8560 wie 83 81 9-23
APPROACHES TO INTERNATIONAL FINANCIAL ANALYSIS ... e 9-23
QUESTIONS: ..o v iee e e amm oo sonsoto oo o m 05006 im0 simr o om w65 556 05 68 0 6 AW 3 @ 5 hle B0 3 05 AF 5 A5 R 5 @ BMF BRTWES 9-24
ADDITIONAL READTIRIGS! oo x5 0 08 i 5 50 8 5905 000 6481 5 695 55 50508 5 5 § 568 3 51 5 5 [ 5 655 & nes 5 556 & 606 4 1630 5 0505 0 03 18 50C & 001 & o 3 75 1 9-25
CHAPTER 10—INTERNATIONAL MANAGERIAL ACCOUNTING
PRIMARY GOALS OF CHAPTER
LEARNING OBJECTIVES
INTRODUCTION .« o6 s s s e o e s wio s 605 s wia s cone o ane o soie « mio s soso o o o ot 0, o8 oasl & gk & 008 § 3186 9 8 47605 8985 5,00 3 W00 0 8 wisi 6 10-1
TRANSEER PRICING . ... oo oon s ior § 508 5 58 5 500 3 674 5 505§ 3165 6 679, & 57 3 5530 5§ 808 5 /695 10 5 905 6 0 o 0 1% 78 30 T o e ‘o a0 1451 Tt . i i 10-1
Affiliates in the SAme COUNITY . . .. ...ttt ettt e e e et et 10-1
ATfiliates i Different COUNTIIES . « v o ov e mso 05 o ois 55055 508 5556 518 8 505 5 69§ 616388 B8 83 ¢ S50 8 €8 5 G188 e 7o v 470 & w0 0 10-3
Problems and StrateIES . . . ..o v uuvtte ettt e e e 10-4
MANAGEMENT OF EXCHANGE RISK . ...t e 10-5
COMVEISION &+ o v e e e e e e e e e e e e e e e e e e e e e e e e e 10-5
FOrWArd COMTACTS . . v v coe s we v wie e mie e wios om s i s mie s 3es s &0 8 878 888 8 416 5815 6§78 4168 6o s s v e mainssasssssss s 10-6
Acquire Foreign Currency on the Transaction Date .. ...... ... 10-6
Borrow Foreign Currency and CONVETt ... ........ ...ttt ettt 10-6
Quick Collection and Cash SWitch . ... cc.vuuuntviiiuiiteon i iinniiit ettt o mnneas 10-6
Weak Currency Subsidiary Strate@i€s .. .. ... .........oioiittitamaateattiiiiiii s 10-6

TrANSIALION . . o o oot e e e e e e e e e e 10-7



TABLE OF CONTENTS xiii

Borrowing in Foreign Currency . ............. ... . 10-7
Predicting Exchange Rate Fluctuations . ..................... .. ... ... .. i 10-8
Inflation .. ... 10-8
Trade and Balance of Payments . .......... ... i 10-9
EVALUATION OF PERFORMANCE OF FOREIGN SUBSIDIARIES ... ..o 10-9
RATE OF RETURN ON FOREIGN OPERATIONS . ... ... e, 10-10
WHOSE VIEWPOIIE? .« o v 5 oo vovs s ms s us s s se lie oo 6 a6 6 404 5 855 5,803 W48 9550055018 50 6 m e mim o s s i oo o o i o mre 10-10
Difference Factors .. ... ... ... 10-10
BIOSIVE CAICTIAIIONS 1 s, 5 s s 5 510 5 60005 908 10005 5053 9008 50405 555 § 93 5 ek 5 80 § S5 € ek  omih 5 sl ot o s = ot o et o soom ' 1 o et o 10-11
CENTRALIZATION VS DECENTRALIZATION . . ...t e e e e e e e 10-11
QUESTIONS: ;.5 555 558 5578 8 505 5 505 § 50805 808 § 55 5 505 & usi # e o mios #2500 » e 5 370w i o osn & ‘s 5 sl & 905 S o o 20 m It . o a0 o o1 .51 . v 10-11
ADDITIONAL READINGS ..o e e e e 10-12
CHAPTER 11—INTERNATIONAL TAXATION
PRIMARY GOALS OF CHAPTER
LEARNING OBJECTIVES
INTRODUCTION ..ottt e e e e e e e e e e e e e e e 11-1
KINDS OF TAXES . e e e e e e e e 11-1
INNGOME TIAK: 55 5 i 6 00606 05 550 55 90 6500 8 b 0 & 5000 3 390 5 0mh 410 5 I 8 0t o 8167 0 0 1 16 & 0 & 960 & 80K & G000 3 500 4 16 &1 5 61 5 9795 ¥ e{ § 3 6 519 11-1
Value-Added TaX . . ..ottt e 11-2
PAYLOI TAXES; .« oo i s 5i0s mabsos @esasiasmasmuemsimismEi it misesaEssissmisnitmysBiodsDisNssmiRnEs ess 11-2
AT TS . oottt e e e 11-3
SALEE TAREES ..v. » wier o oo 0 cscm 0 1920 8 1 0 s 5 s o 8 0255185 00 o o 60 5163 1 m e 's Wb B 0¥ 8 654 063 18 3R 4 3R 5 0 6 o 6 01 8 5.0 8 Bt § 08 5.8 11-3
ACCOUNTING FOR INCOME TAXES . ..ttt e e e e e e e e 11-3
TAXATION IN'SELECTED COUNTRIES ..o simoaonomstoisssialssssesssssssamsvssms s aesms s seoes 11-3
UNIEd StAteS . . . oot ottt ettt e e e e e e e e 11-3
AUISEIIR. < w0 ¢ s v o a3 e 1 2 0 001 20 o st o o o o oS5 0 o o o a8 (8 e 68 A B ML S 0B P BT S s AR F PGB B s 11-4
BEIBTINYY o 2 56 5 606555 5 5050 o0 6 060063 0 6 B 683 B B0 8 0 60780 £ 90 6 % w4780 o 098 54 60 w45 11-5
CANAAA . .\ ot et e 11-5
BT 0113E: 10 < e e T L L Iy 11-5
P NG e £ 35 5 5 0 T 5 5 00 5 5 6 0 0 318 50 0 5 8 00 50 U (60 5 6 1605 56090 0 8 10 56060 00 5 6740 Lt g o ot o) 50 6 ) 1 & s 0 70 11-6
GEIMNANY . . oo e vv v ae s aiseoe e se e e et e tiessas e nas e s smaanssassanesessseasassssssssnindssssasss 11-6
HOEE KOME « o e v e oo e oo i e i 50505 58§ 8006878 6 5506 4090 63 538 @5 56088 1 9 87606 I o 410 #6700 0 008 8 600 8 W0k 4 o 50 ¢ 998 3§ 4 11-6
TrlAnd . . . oo e 11-7
1 T S T R N R T LT 11-7
JADAI .« o o v cis i o650 mie s im v oo 575 0 5 008 & a4 M s S S S e e e 8 e e 8 e e Bl e s e e 4 e e e e s 11-8
BT = 111,111 P R R R 11-8
1) L TR R T R RRES 11-8
IVTEXACD 6 5 65 5 v 555 16 o 6 5 5061 & 1 o St @ (v car o et » s o v o i # mims » brst & Bk § ok & /4R S B 6 0955 91 96 70 87 (90 90 3 9406 & @ © i o s 11-8
Ttie NEHERIARAS . . .\ oo v e o st 5 555 5 ok 5 5085 § 5167 3 6001 § 53 5 FU5) § (5540 & B35 & AUas & S o BYE § G0 5 946) § 000 10eh o fof o0 il € 116 o w o o 4CmE o i 11-9
NEW ZEAIAIA < & ¢ 564 505 0 50 o wia 6 f6vs: 5 51015 510« 050 o a7 2 et & wses o orer o e = e & wer 3 0 o faode & 66 8 606 8 6 610030 8 i & AU 8 R 5 68 B 0 W0 11-9
TRUIESHA: & s 16 0 v s avmt 5 e o ot oo seios s o covm & 50k 5 508 & G040 B 5061 % 08 & 00 5 5000 & (4160 500 3 181% (P& 8 (6 § 98 & 051 & oy 5 01 3 1o 6 e cone 11-9
SOULH AFTICA . . o\ ot e e e et e e e e e e 11-10
People’s Republic 0f China . ........... . o 11-10
)51 A R R R 11-10
LT[ « NP S S T ST TR 11-10
SOWATZEFIRIT. .+ /5 < o o 5 10+ s ot e o s o ko & com oo § e 3 855 3 i1 8 00 ¥ 6067 & (5450 6 00§ V0 0 19050 9 08 w 5416 4 10 0 207 0 201 3 s o w4 3 G0 0 0 8 11-11
United Kingdom ... ....nituiuttiti e e 11-11
TAX HAVENS: . s ors s ate s o s wis s ovam o s one s m e s b 5 ohs 6 05 5805 5 5040 § 55 5 M08 § 7605 8079 8 008 & 0 & v & e oZe s wre o 00 aimi o o 11-11
Types Of TaX HAVENS ... ....ontnimneuneuustuestnsestenseritaieuesnsnsststnesiesisnsenanaens 11-12
Selection 0f @ TAX HAVEN . . . .. oottt e ettt e e e e e e et 11-12
QUESTIONS . ... et ittt et e ettt et e et e e et et et e et et 11-12
CASE: OAK, MAPLE, AND PECAN ... ...ttt et 11-13

ADDITIONAL READINGS . . oottt ettt ettt e ettt et eees 11-14



xiv INTERNATIONAL ACCOUNTING

CHAPTER 12—INTERNATIONAL AUDITING

PRIMARY GOALS OF CHAPTER

LEARNING OBJECTIVES
INTRODUCTEON . tic0mis o659 53555050 80006 00 00 a0mmn s o i s 06 5 56 8 508 8 5788 5 558 £ 5 e st e et o e 3 12-1
THE ATTEST FUNCTION ... . .ooconinu e amss o s 5055058 305 5 505 K s 5 m1er s om s 00« mre. 8 1m0 15 515 5 918 0m 2 310 5 g s 12-1
HARMONIZATION AND INTERNATIONAL AUDITING STANDARDS . ... .....o\o o 12-2
WHY AUDITING IS DIFFERENT IN DIFFERENT COUNTRIES .. ...........oooo 12-3
EXTERNAL AUDITING IN SELECTED COUNTRIES ... ........o ot 12-3
Unitgd SURIES o ciiu v s s win 5 s 0 08 8 08 6 05 5 0608 8 6 0T # 4.5 5 5em m o e e e e e e 6 e e 3 R e £ B 5 S 12-3
Belgium . 12-7
BIAZID ¢ 5 0o v s a0s v 0o m0 56055 50555 05 556 85555 5 5 em1m 0o mr e o oo e e e e 8 8 A 8 0 T E R S e s 12-8
Cayman Islands ... ... .. 12-8
BTANCE w0 5 5166 56 5.5 5 208 5 008 & s 8 506 0 wvmssene o e e o o e oo & 4 > s & oimt o 5165 54 e 8 € S B H B E 605 5 0 B b o e e 12-9
HONGICONE . . v v v ow s wie s ms s e 5 505 3 0155 600 8 518 & 6081 ¥ 51905 50505 50078 s & s & i o o 5 e o o o o o o 0 0 s & v 5 it 5 15 3 1. 12-10
Haly 12-10
TheNEthSrlANAS « .« e oo s s mim s wwe o 550 015 605 5 5055 55 85555 8508500 s 6105 500w wse s 0101 o wios o s 8 o o o oo 4 e s s 0 o 12-11
Saudi Arabia . .. ... 12-12
SWEACTL v ¢ 35 5100w 5 505 3 1985 515 5095 Bi05 8 SR8 050 5 G0 8 B8 B8 8 508 5 5.5 4 4 cx & o 0 0 19 05 00 100 o o & i o . o o o v 5 1 01 i B 4 12-13
Switzerland . . ... 12-13
AUDIT PROBLEMS FACED BY MNCS . . e e 12-14
Culture NG LADGIAES: . u ooz smoioss oo ss 6ins o s m a6 o es 5855055 5a s 0a % 58551 £55 555185 85 oui 2 aust » mrn o msoe s o s o 12-15
LOCAtION . . oot 12-16
FOTCISTL CUITEIICY .55 55 5 56 5 505 § 915§ 515 5 515 5 %0 51005 5 'm o 6 # form st & i & vm = o 32m im0t 20 o 4.3 o (ot o ot & v o 26 3 50 07 12-16
OETSOUABIOM . = ¢ v 5 0w 5 s 5 v 5 s 8 9w 8 950 2600 8 50 8 1970 0 T 8 5900 & s € 6P 5 0% & g 59 & 06 3 2% ¥ 0 8 0 1 2 GO0 ¥ 0w 3 0 6 8 0§ 358 12-16
AUDITING IN RUSSIA AND THE FORMER SOVIET REPUBLICS . ..... ... ... .. 12-17
CONCLUSTON' i 6 155 5 5 505 5 05 5 1950 3 1528 5 857090 5 508 5 5080 5 550815 00 5 T 8 5 8 5080 8 6100 6 740 8 509 # B ¥ Bl B 8 6 @00 S 054 0160 5.6 & um o ond o oo m it 12-17
QUESTION S . e 12-18
CASE: SANDRA AND SAMUEL: 5.« s s 20 5 5085 906 5 87605 606 5 5050 8 506§ 566 £ 55 6 667§ 815 5 5055 426§ 50 & Ios b 2 w003 2018 21t 2 msoto i ot o o 12-18
ADDITIONAL READINGS . . e e e 12-19
CHAPTER 13—ACCOUNTING FOR FOREIGN TRANSACTIONS
PRIMARY GOALS OF CHAPTER
LEARNING OBJECTIVES
INTRODUCTION: & s s mm s o v m 5o 5 50 8 56 wia 5 505 5 50 8 0 8 918 § 998 5 545 5 335 £ $9 5 545 § 916 & $16 8 5980 § G0 5 Wi § 08 6 65 § B8V 6 0K & 39 ¥ g 13-1
EXCHANGE RATES . e e e e 13-1
FOREIGN TRANSACTIONS s w5 s 6 00 v wisi § 5760 ol o555 8 650§ 5 8855 6 358 s 0505 59 6858 6 6 3 5705 605 5 9008 966 8 8 4396 56 6 48 476 13-2
Sales TraNSACtIONS . . . .. oottt ettt e et e et e e e e e e e e e 13-3
Piichase TEANSACHONS .., w.e. v oue: 5 5um 5 20 5 s s sl 0 50t £ e 508 5 205 58 3 .65 3488 a8 5 0313 MBS 060 3 08 § 31810 6 R0 6 A 3 MBS 05 38 13-4
FORWARD I CONTRACTS' : ¢ 15 5 i 5 e 5 575 5 505t 5105 8 205 5 0 § 500 5 5950 § 5o 5 505 3 4901 5 0 & 400 3 Vs & Wies § 5805 0 3600 & ok & 0 3 i 3 32 & 03 13-4
Hedging an Exposed Net Asset or Net Liability Position ........... .. ... .. i .. 13-5
Hedging an Identifiable Foreign Currency Commitment . . ........ ... oottt 13-8
Forward Contracts for Speculation . .. ... ... . 13-11
Forward Contractsito Hedge a Net INVESIIMEIE 5 ;a5 s s sy s sy s ams o sve s g0 s s s i s 019 6 508 § 0 & §7% ¢ 540 8 o0 & 008 5 76 8 35w 8 wbo 13-12
Forward Contracts in More Complex Situations . ............ ...t 13-12
QUESTIONS ...« v v o veie oo oom e s § s B o 08 0055 905 % 9186 St s B0 08 W06 8 W08 8 B H 809§ M S BB I0 800 S Pm 960 @ 5 80 4 A 13-12
CASE: COMPRX CORPORATION . ...ttt e et e e e e e e e e e e e e e e e e 13-13
CHAPTER 14—TRANSLATION OF FOREIGN CURRENCY FINANCIAL STATEMENTS
PRIMARY GOALS OF CHAPTER
LEARNING OBJECTIVES
INTRODUCTION 1.0 55 w5 o e o1 550 5 e o win i » i o i o000 o 00 it & 3560 sl § 360 6058 8 570 5 S0 § 540 ¥ 00 5 909 % % 95 008 B 8 00 3 1 3 90 14-1
PART 1: REMEASUREMENT AND TRANSLATION . . ...t e 14-1
Determination of the Functional CUITENCY . . . .. .ottt ettt ettt 14-2
Determination of the Translation MethOd . v« v suie e o 55 8 556 506 5008 6 oie 5 00w o 5000 5 w10 w310 o 000 0706w 000 s 1w s i o 14-3
Exchange Rates Used in Translation ................ .o i 14-3
The Current Rate Method (Translation) . . ... ...ttt ettt et 14-4

The Temporal Rate Method (Remeasurement) . . ... ...t 14-4



TABLE OF CONTENTS XV

Translation Gains and LOSSES . . . .. ... 14-5
EXamplesof TRANSIAON « v s v swuswuasmas wasmus sasioom s s ot s o s o 6 Ws 6 S5 5 978 5 5006 0 65 0 5 41§ 319 8 57 4 B8 5.6 8 58 14-6
CaS A L 14-6

CASEB: & siniv s s s 555 S v S F OSSR S GF SRS S E B 5 A § R0 A BE § O 5 R E aE F A R S B E P A8 Bk e 8 e b e 14-7

CASOUT. & s me 50 s 50 6 e 8 1 6 575 1 3 JRNE 6 o @ e & (B g B % e B B TP A R § 6 0 e § 1 B 4G S 8 k8 160 0 5§ (G 14-8

CASEID) . v e e im0 mion o e s 2 i smcos w8 w8 s w8 % i Sk s 6 Some & o i o St @ 01w 9 o 14-10

Forward Contracts to Hedge a Net INVESIMENT . . 4 v s w5 wv s mis s mis s s s miw s 50 s s s o s an s 58 5 s 5w, 8 St 6 10 @ 70 6001 8 508 14-10
PART 2: UNRESOLVED ISSUES IN FOREIGN CURRENCY TRANSLATION . ... ... ... iiiiiiiinannn. 14-11
The First Decision: Translation From Foreign Currency to Dollars . ......... ... ... ... ... ... .. ... 14-11

The Current/Non-current Method . . . .. ... o 14-11

The Monetary/Non-Monetary method . ............ i 14-14

The Temporal Rate Method . ......... .. . . . 14-15

The Current Rate. MEthot . . ..o vins o eenstnsmoimasssdass sidseisssesmnssssarsionsnesmssswesiess s 14-16
TheiPrice Parity MEthod «. . « w e vsas emes maomn smnsas s sos o0 wm s e as o me e mas s oo s sies oo e i sate s ow s s 14-16

Other AIEINAtIVES . . ..ottt ettt et et e e e e e e e e e e e 14-17

The Second Decision; Treatment of Translation Gains and LoSSes .. ..., 14-17

The Third Decision: Price Level Adjustment . . ... ... ... 14-18
CONCLUSTON. .« e« oo o0 wm ms s oo oo 505 i 58 650958 58 6055 0065 0 5 616 B0 06 B8 PR 88y 6876 63 908 ooy £ 408 & v o 19 0 i & s i 14-18
QUESTIONS! ; o065 6055065988 5 68 © £ 6308 01 5 s & 5§ 55605 550 0 0 5058 16054 1008 000 S 3300 v o 200 030t 8 0t & 5 8 63 9 6 0k Bk 3 14-19
ADDITIONAL READINGS ..o oo ainnmioe win s ommssio s 65 56560 6887500080 ssinsaasaissossaseassiosses e 14-20
APPENDIX A——GIOSSATY . . ottt et e et e e e A-1
APPENDIX B—Currencies of the Nations of the World .. ...... ... ... e B-1



