“La Sapienza’” Rome State

Universitz Press

Accounting for Equity and
Other Comprehensive Income

Dual Reporting under U.S. GAAP and IFRSs
By
Francesco Bellandi
CPA, CA,ACCADiIplIFR,MBA

Francesco Bellandi, US. Certified Public
Accountant; Dottore Commercialista (ltalian
Chartered Accountant), Diploma in International
Financial Reporting of the ACCA (The
Association Of Chartered Certified Accountants,
UK); Degree in Economics, LUISS University;
M.B.A., SDA Bocconi School of Business, Bocconi
University; Diploma in Private Equity of the A.l.Fl.

He is a member of the AICPA, the
NYSSCPA (New York State Society of Certified
Public Accountants), the NYSSCPA’s International
Accounting & Auditing Committee, the North
Dakota State Society of Certified Public
Accountants, and the ANDAF (ltalian association
of finance directors).

He has served as Board Director, Chief
Financial Officer and Finance Director in several
multinational companies in the U.S. Europe,
Middle East, and Africa. He also holds executive
seminars. He can be reached at dualgaap.com, the
Web site dedicated to U.S. GAAP/IFRSs dual
reporting.




TABLE OF CONTENTS

INTRODUCTION AND SCOPE OF BOOK ...t 1
A. Nature of Accounting Literature and Pertinent Pronouncements.............oooveiiiiii e 1
B. Perspectives and Major Implications of the Concept of Equity ...........cccceiiiiiiiiiiiiiiiis 1
C. The Concept of Other Comprehensive INCOME...........cccovviiiiiiiiiiiii 3
D. The Financial Statement Presentation Project ..........oooooiiii oo 4
[ o o 1Yot ol o Y PO RTP PP 4

2. Scope and Objectives Of the ProjJECt...........couiiiiiiiiiiiiiiiiiiiiier e )

3. WOrKING PrINCIPIES ..vvvi ittt ettt e et e et e e st e e e snb e s nnb e e e nnreeans 6

A, CONESIVENESS. ... ueiiiiiie ittt ekttt ettt e e bt e e bt e et et e e a b e e e e ab e e e e n b e e e na b e e e snb e e e nnb e e e anbe e e nnreeea 6

o T @Y =Y oY v -V B TSSOSO 6

Lo I e TV T 1 PSSP TP 6

. MEASUIEIMENT ...ttt ettt ettt et e s s et e b e e st e e b et s me e e e be e e mb e e be e e nn e e nneeanneennnas 7

€. DiSagEregation .. ....cicuiiiiiiiiiiii i 7

f. Cash FIOW ASSESSIMENT. .....ccuuiiiieitiiiiieiiee et ettt e be e bt e be et enaeesnreesbe e e nneennneenes 7

g. Objectives of Financial Statement Presentation in the Discussion Paper..............cccccoeiiiiiinnnnns 8

4. Interrelationships and Conflicts among Working Principles................uuiiiiiiiiiiiiiiiiiiiiiiiiiiiiininnennne 8

5. Link to the Topic of This BOOK..........cuciiiiiiiiiiiiie e 8

E. Main Interrelationships with Other Projects ..., 8
F. Significance Of EQUILY ......coiviiiieiiiitieie et 10
G. SCOPE Of BOOK .utviiiiiii ittt ettt e st s b e e et e e sn b e e anb e e sn b e e e snbeeennbeeennneean 11
. VIEWS ON EQUITY AND IMPLICATIONS. ......oooiiiiiiiiiiiieit e 17
A. Terminology and Definitions of TErMS ........ccccciviiiiiiiiiiiii s 17
[ = U1 SR RTPRRRN 18

2. EQUILY OWNEI'S ..ottt ettt e et s et et n e e e e n e e s e e e nn e 18

2. SHAr@ROIAEIS ... ne e 18

D, OWNEIS .ttt ekttt b bbb et b et et e an et e e e e b e e e nneeeas 19

Lo o U1 1) e LY PRSP 21

. BENEFICIAMIES ..o.vviiiiiie ettt ettt e e e nnne e 21

€. EQUILY INVESTOIS ... ittt ettt et et e nbe e b e e beeenne e 21

f. EQUItY PartiCIPAnTS .......covieiieeiiieiee st 22

g. Interchangeability, Inconsistency, and Dissimilarity.............occcvvvviiiiiiiiiin 22

3. EQUILY INSTIUMENTS. .. ceiiiiiiieiii ettt e e e s e e e e s e e n e e nnn e 24

4. EQUILY INEEI@ST...ueiitieieieitie ittt ettt ettt ettt et e skt e bt e e a et e bt e e et e e be e eae e e e bt e e st e e be e e nbeenrneenbeenneas 27

A, RESIAUAI INTEIEST...eiiviiiiiiiie ittt et e e et e e e bt e e e nnae e e nneas 27

(1) Definition of ReSidUal INTEIreSt ..........ieiuiiiiieiiie ettt 27

(2) Implications of the Residual Interest Model ...............occciiiiii 27

(3) The Balance Sheet APProach ..........c.uoiiiiiieiiii it 30

D. OWNEIShIP INLEIEST.......eiiiiiiiiieiee ettt nne e 34

(4) Ownership Versus Residual INterest ...........ccuiiiuieiiiiiieiie i et 34

(5) The Invested and Earned Equity Model ............ccoveiiiiiiiiiiii e 36

C. ECONOMIC INEEIEST. .. .ttt e e sbb e e e e e e e 37

. VOUNG INTEIEST. . ueiiiiiiiitie ettt ettt ettt ettt et bt e et et e et et e as b e e e sab e e e snb e e e nnbe e e nnbeeennneeens 38

e. Controlling FINANCial INTEIrESt.........ciiiiiiiiiie it 41

f. Variable INtErest ........ccoiiiiiiii i 43

B. Basic Characteristics Of EQUILY .........iouiiiiiiiiiiiieiiie ettt 44

I, OWNEIShIP RIGNTS...uiiiiiiiiiiie ittt e s nnb e e b e e e nnneeea 45



2. Dependency on an Entity’s Dynamics .........cccccuviiiiiniiiiniiiic i 45

3. Risks and Rewards of OWNEIShiP ........coiiiiiiiiiiiie e 46

4. SUDOIAINALION. ...ttt etttk s et e s bt e s bt e e s a b e e e s st e e e snb e e e an b e e e abbe e e nnn e e e nreeaa 49

5. Discretion on Distributions to OWNErS ...........cciiiiiiiiiiii i o1

C. Major Implications for Companies...........cccciiiiiiiiiiiiiii i 53
I, FiNANCIal IMPACt..iiuviiiitiieiitiie ittt ettt ettt et et e st e e s b e e nab e e e nnbe e e nnbeeennbeeans 56

a. Financial Statement Performance .........ccccoiiiiiiiiiiiii e 56

B, TAXALION ...ttt s 58

C. FINanCial ANalYSis ........ooviiiiiiiieiic e 58

PN 1 Y- 1ol 1117 o - Yol OO 59

a. International EXpansion ...........cccuiiiiiiiiiiiiiiii 59

b. Board DECISIONS .......cciviiiiiiiiiiicii i 63

C. Top Management ROIE .........cooviiiiiiiiiiii e 63

3. BUSINESS Processes IMPAC .......ciuuiiiiiiiiiiiieiiiieiiisssiie s sre e siae e te et e s st et e e snb e s nnbe e e nnaeesnnnees 64

4. Implementation Considerations..............ccuuiiiiiiiiii i 65

a. Migration Project Management .........cuiiiuieiiiieiiiiiessiieesieeessieeesiee s sbe e sbe e ssbe e ssbe e nsae e nee s 65

b. ACCOUNLING ProCEAUIES ... .eciuiiiiii ittt 66

€. Management REPOIrtiNG SYSTEMS ......iuuviiiuiieiiiieiiiieesietesteessbeeesbeeesbe e s b e s srbe e s nsbeesnsaeeesees 66

d. INfOrMAtioN SYSTEMS ......iiiiiiiiieiii et 67

€. INTEINAL CONLIOL ...ttt et e b e e e e e b e e e neesrneanneens 67

fo AUAITING .ot 68

S HUMAN RESOUICES. . .utiiiiiiii ittt sr e s sab e e nbb e e e nab e e e nrne e e e 68

h. Communication and Investor Relationship ..........cccccoviiiiiiiiici e 69

L RESERVES ...t 71
A. Terminology and Definitions of TErMS ........ccccciviiiiiiiiiiiii s 71
I. U.S. GAAP Terminology and PractiCe.........ceeiiuuiiiiiiiiiieiiiiesiiressieeesieeesieessnieesssneessnneesssneeans 71

2. IFRSS T@IMINOIOZY. ... reeerieieeiiei ettt ettt n e e nne e s e s e e e ne e 72

B. RECONCIHALION ...ttt bt e bt et e b e e e b e e nne e e b e e nbeeenneens 73
I. ReServes Versus ProViSIONS. ..........uu i urueurieiiteieiiieieeererersrsre e rererernrrrnnnnees 73

2. Reserves Versus Other Components of EQUILY ........cciuviiiiiiiiiiieiiiie e 73

3. Reserves Versus Additional Paid-In Capital ............cccoeiiiiiiiiiiiii e 74

4. Reserves Versus Other Comprehensive INCOME ............uuiiiiiiiiiiiiiiiiiiiiiiiie e 74

5. Reserves Versus Retained Earnings...........cccoooviiiiiiiiiiiiiiiiiiiiiii i 76

C. TYPES Of RESEIVES ...ttt ettt ettt et et et b e e s b et e bt e she e e bt e e be e e nbeesaneebeesnneeneens 76
D. Tracking Of EQUITY ......civieiieiiiieiiee sttt nn e e e e nne e e 78
E. FUNCLION Of RESEIVES ....ouiiiiiiiii ittt ettt e e nab e e e nnn e e e 79
[ SOUICES Of EQUILY. ... eiitieiueieiie ittt ettt ettt ettt ettt e e et e e s ae e et e e e be e et e e naneebeennnas 79

2. Defense of Legal Capital .........ccuoiiiiiiaiiiiiieic et 79

a. The Concept of Defense of Legal Capital...........ccccivuieiieiiiiiiieiiieiie e 79

b. Implications of Defense of Legal Capital ............ccoriviiriiiiiiiiciie e 80

c. Defense of Legal Capital versus Capital Maintenance ..........cccccevviiiiiiiiiiic s 86

d. Defense of Legal Capital and Other Comprehensive INCOME...........cceeriiiiiiiiiniiie e 86

3. Appropriations of Retained Earnings............cccueiuiiiiiiiiiiieiie ittt 86

2. Accounting for APPrOPIiatioNS ...........ciiuiiiieeririaieeseeenee st e e e e et e e e e ene e 86

b. Sources of APPropriations ............ccccuiiiiiiiiiii i 87

c. Are Income Taxes a Form of APpropriation? ............ccceucvieiiiiieniiieeniiee e 88

d. Appropriations Versus Defense of Capital...........cccoeiiiiiiiiiiniiniiie e 88

4. Influence of TAXATION ....ccuiiiiiiiiiiiiie it 88

5. The IFRSS APProach ........ccciiiiiiiiiiiiiiiis st ne e 89

F. IFRS Implementation in SOmMe JUriSAICLIONS ........cuvviiiiiiiiiiie et 91

I. Do IFRSs Require Specific Reserves? .............ccciiiiiiiiiiiiiiii i 91



2. Does the IFRS First-Time Adoption of IFRSs Affect the Use of Previously-Existing Reserves?..... 91
3. MErger RIS ...iiiiiiiii i are s 91
4. Merger Reserve Arising from Pooling of Interests .............ccccciiiiiiiiiiiiii i 95
5. Goodwill Displayed as @ RESEIVE ..........coiuiiiiiiiiiiiie it 96
6. What Disclosure of Reserves is Required Under IFRSS? ..........ccccoiiiiiiiiiiiiiiicc e 96
7. Have Specific Display Requirements Been Introduced for the Reserves Required by IFRSs?........ 98
8. Did New Reserves Arise from The Implementation of IFRS? ............ccccoooiii 99
9. Can Newly-Established Reserves Be Used for Deficit Reorganization?............ccccovevveiiiieiiinenns 100
10.Can Newly-Established Reserves Be Used to Offset a Deficit Arising from the First-Time
AdOPLION Of IFRSZ.... ittt sttt e srb e e sbb e e e nbb e e e bt e e e nbb e e e nnaeeans 100
I 1.Does a Deficit in Retained Earnings That Has Originated from the First-Time Adoption of
IFRSs Call for Deficit Reorganization? .............cccvviiiiiiiiiniiii s 101
12.Distributability of Preacquisition Profits...........cccuiiuiiiiiiiiiiie s 101
I 3.Implications of Reserves Appropriated for Tax REasons ...........ccccoivieiiiieiiiiieniiiee e 103
G. Conservatism, True-and-Fair View and INVEStors’ ProteCtion ..........eeeeeeeeeeeeeeeeeeseieeeeseeeeseerenanens 103
H. Perspectives and Alternative MOdelS ............cooiiiiiiiiiiiiic e 106
I. Defense of Capital Versus Financial Performance .........ccccoccveiiiiiiiiiieiiiessieen e 106
2. Appropriations as an Alternative To Recycling..........cccviiiiiiiiiiiiiiiiii s 107
.EQUITY SECTION OF THE STATEMENT OF FINANCIAL POSITION ......ccoooiiiiiiiiin 109
A. Terminology and Definition of TEIMS........iiiuiiiiiiieiiiie ittt siee e srb e e nrae e nrreeans 109
|. Shareholders’ Versus Stockholders’ Versus Owners’ EQUItY..........ccooivririeniriiieennnsieesnesnens 109
2. Net ASSEts Versus EQUILY......cuiiiiiiiiiiiiiiie ittt e et ssa e e nsb e e nnneeans 109
3. Capital Versus EQUILY .......c.cuiiirieiiiiie i 110
4. Liabilities and Stockholders’ EQuity Versus EQUItY .........ccccoiuviiiiiieiiinesiiies e ssiee s siee e 112
B. Single- Versus Multi-Step EQuUity SECtION .........coiiiiiiiiiiiiiii 115
C. NONCONLIOIING INTEIEST . .vviiiuiiieiiiieeiitieesiie sttt e et e e e e e e st e e e st e e st e e srbe e e snbe e e srbeeesnbeeennbeeenseeas 116
L. TerMINOIOZY. .. eeueeiiirieiee ettt n et n e e ne e re e 116
2. Noncontrolling Interest and Consolidation ThEOFIES.........c.ccivvieiiiieiiiee e 117
3. Presentation of Noncontrolling INTErest ...........cciviiriiiiiiiieiie e 120
4. Computation of Noncontrolling INTEreSt .........c.ueiiuieiiiiieiiiie it 125
D. Other Classifications in TeMporary EQUILY.........ccccciuiiiriiiiiiiiiieie e 126
E. Layout of the Equity Section of the Statement of Financial POSition............ccccccvviiiiiiiiiesiiiiesiinnns 135
I. Minimum Line-Item Display ReqUIiremMents ............ccueiiiiiiiiiniiiie i 135
2. Contributed Capital.........cocueiiiiiiieiie ettt b e ne e 136
3. Classification of Equity Instruments by Manner of Issuance .............cccceeeiiiiiie e 137
4. SeqUENCE Of DISPIaY......cieiitiiiiietie ettt et bt bbb e 138
5. SOTING OFEI ...ttt nn e 138
6. Parenthetical EXplanation .............coouiiiiiiiiiiie e 139
7. Sub classifications on the Face of the Statement of Financial Position and Disclosures in the
[N L] 2= OO TP PP UPR PP 140
F. Capital DISCIOSUIES. ........iitieiiieiieiiie ettt ettt et e et e e s bttt e sbe e et eebe e e bt e saeeebeesnneenneeas 141
G. Equity of Partnerships and Similar ENGIties..........coooiiiiiiiiiic i 145
H. Net Assets of Entities with No Contributed Equity or with Owners’ Interest that Is Both
EQuity and Liabilities .......c.viiiieiiieieeie e 146
| DiSCOUNT ON ISSUANCE ....veuviiiiieiieeiee ettt ettt ettt ekt e it et e e s bt e e bt e sse e et e e s be e e beesneeebeesnneanneeas 149
J. Increasing Rate Preferred StOCK .........oiiuiiiiiiiiiiic i 150
K. EQUity ISSUANCE COSES ... uvviiiiiiiiiie it 151
L. Subscriptions RECEIVADIE..........ccuiiiiiiiiiiiie ittt nire e 154
M. Shares Issued in Exchange for a Note Receivable ............ccccccoiiiiiiiiiiii i, 156
N TrEASUNY STOCK. ...eiiiutiiiitiie ettt ettt et e st e e s b e e sab e e e sbb e e e nbbeeebbeeebreean 158

[. TerMINOIOZY....ccveiiiiiiiiii ittt 158



2. Gains or Losses on Treasury Stock Transactions ............cccccviiiiiiiiiiiinc i 159

3. Whether or Not Treasury Stock is an ASSEL.........iiiiiiiiiieiiiiieiieie e e sieeesreessiee s sreessnee s 161

4. Relationship between Treasury Stock and Share-Based Payment Transactions..............ccccceuee 163

5. ACCOUNTING MELNOMS....cciiiiiiiiiic ittt nab e e s snb e e e nsbeean 166

6. Presentation of Treasury STOCK ........ccociiiiiiiiiiiii i 168

7. Disclosure of Treasury STOCK ........uiiiuuiiiiuiiiiiiessiiessittessietesteessbeessbeessbeessnbeessnbeesssseesssneeans 170

8. Shares of the Parent Held by a Subsidiary ............ccccooiiiiiiiii 170

9. Shares of an Investor Held by [ts ASSOCIAtE.........ccuviiiiiieiiiiieiiiie it 172
10.Purchase or Sale of Treasury Shares by a SUbsidiary ...........ccccocvvveiiiieiiiiciieeee e 174

V. ADDITIONAL PAID-IN CAPITAL. ... 177
AL TEIMINOIOZY .ttt ettt ettt ettt e s a bt e e s a et e ekt e e e ehb e e e eab e e e bt e e e aneeeenreean 177
B. Additional Paid-In Capital versus Other Paid-In Capital ACCOUNTS .......cociiviiiiiiiiiiieiiiie e sniieens 177
I. Paid-In Capital — Treasury StOCK..........cccviiiiiiiiiiiiie i 178

2. Paid-In Capital - Forfeiture of Stock SUDSCHIPLION .........coiiiiiiiiiiiiiiie e 178

3. Paid-In Capital — Quasi-Reorganization ............c.ccoviiiiiiiiiiiiic i 178

4. Paid-In Capital — Stock Dividend..........c.coiiiiiiiiiie i 179

5. Paid-In Capital — Conversion of Convertible Debt............ccccociiiiiiiiii 181

6. Paid-In Capital — Warrants.......ccoiuuiiiiieeiiiessiiiessieessieeesieeesteeesbeesssbee s snbeessnbeesssseessssessnsneeans 183

7. Paid-In Capital — Unexercised Premium Put............ccciiiiiiiiiiiii e 185

8. Paid-In Capital — Beneficial CONVEIrSION ........ccuiiiiiiiiiiiie sttt e s niree e 186

9. Paid-In Capital — Modified Conversion TErMS .........cccoviviiiieriiiiiene e 188
10.Paid-In Capital — Stock Options OULSTANAING ......cccvviiiiuieiiiieiiiiesiieesieeesree s sree e srreesnenes 189

| 1.Paid-In Capital — Clawback in a Share-Based Payment Transaction .............ccccevevvriiniennnnennnnnn. 191
12.Paid-In Capital — Undistributed Earnings of an S Corporation ...........ccccvevruereiiieesiiveessneesnenens 192

| 3.Paid-In Capital — In-Substance Capital CONtribULIONS ...........cvveiviirieiie e 193
[4.Paid-In Capital — Transaction COStS .......uiiiuuieiireesiireiiieeastiressteeessseeesreeesseessreesssseessssessssees 193
I5.Paid-In Capital — Certain Preferred Stock .........ccooiiiiiiiiiiiice e 193

| 6.Paid-In Capital — Acquired Interest in a Controlled Subsidiary ...........ccccccoviiiiiiieniiieniieesninn, 193

| 7.Paid-In Capital — INCOME TaX IMPACt......cccviiiriiiiiiie e 194

C. Presentation of Additional Paid-in Capital.............ccceiiiuiiiiiiieiiiiie e 194
D. The Capital SUrplus Model..........ooiiiiiiii e 195
VI RETAINED EARNINGS ...t 197
A. Terminology and Definitions of TEIMS .......cccuiiiiiiiiieiie e ene e 197
L. T@rMINOIOZY. .. e ettt ettt e n e e e ne e nsn e e nne e e re e nnne e 197

2. DEfINITIONS ...eeutiiitetetie sttt ettt ettt ettt et e he e e bt e ek bt e bt e e R b e et e e ket e bt e nR e e e b e e Re e b e naeeabeeanes 198

3. Relationship tO Earnings..........coiviiiiiiiiiiie e 200

4. Relationship to EQUity RESEIVES. ........c.iciiiiiiiiiiiiiie it 201

B. Basic Principle of Retained Earnings...........ccccueiiiiiiiiiiiinic e 201
C. Categorization of Items That May Affect Retained Earnings ............c.ccoovueeiirriieenieniieesee e 202
D. Items That May Directly Affect the Beginning Balance of Retained Earnings...............cccoovverivrninnens 202
I. Retrospective Approach: General ConSiderations.............cocueerieeriieniesiueeseeseee e seee e seeens 203

2. COrTeCtiONS Of EFTOIS. ..ciuuiiiiiiieiiiie ettt ettt et e st e e sab e e nnb e e e nsbeeennneeen 210

3. Changes in AcCoUNting PrINCIPIES .......c..uiiitiiiiiiiieiie ettt 216

4. Changes Arising from First-Time Adoption of a Comprehensive Basis of Accounting............... 220

5. Changes in REPOItiNG ENTItY .......ccuiiiiiiiiiiii ettt 222

6. Prior Period Adjustments of an ASSOCIATE ........uiiiiviriiieieiiiiesieeesieeesbeeesbe e e e s sibe e s ssbeeenieeeans 226

7. Prior Period Adjustments of a Development Stage Subsidiary ............cccovviiiiiiiiiiiiiie 227

8. Prior Period Adjustments of an Investment That Is Classified as Held for Sale ......................... 228

9. Consolidation Adjustments of Beginning Retained Earnings.............cccooovviviiiinniiniic e, 230
10.Reclassification of INVEStMENt ProOPerty.........cciiuiiiiiiiiiiieiiiiiessieie st sieeesiiee e siree e e 231



| I.Measurement of Servicing Assets and Liabilities at Fair Value.............cccocovviiiiiiiniicnie 232
12. Available-for-Sale Securities Designated as Offset of Changes in Fair Value of Servicing

ASSELS OF LIabilities. .. .ceiviiiiiiieiiiie it 233
[3.Fair Value MeasuremMeNts ..........cciiiiiieiiiii et 234
I4.First-Time Classification as Available-for-Sale Investments............cccccccviiiiiiii e, 237
I5.Other-Than-Temporary Impairment of Certain Debt Securities ...........cccvvvvriiiiniiieniiee s, 238
|6.Changes in Decommissioning, Restoration and Similar Liabilities.............cccoovvviiiiiiiicniininnns 238
| 7.Defined Pension and Other Postretirement Plans ............ccoceiiiiiiiniini 242
[ 8.LBASES . ...uteeuteetee et ekt e ettt ettt ekttt ekt b e e R et bR et b e R b e Rt e eRb e e ke e e R bt e bt e enb e e nheeanbeeabeeenre e 242
19.Compound FINancial INSErUMENES .....cccvviiiiiiiiiieesiieessiee sttt e e sibe e nsreesnneas 243
20.Share-Based PayMENts ..........couiiiuiiiiiiiee it siee sttt ettt e ie et sie e s beeabe e nbe e nae e e beesneas 244
21.Past Business ComMbINAtIONS .........c.ciiiiiiiiiiiieiiiie i 245
22.Cumulative Translation AdJUSTMENT. ........ccuiiiieiiiiiee e 246
23 HYPEFINTIATION 11iiiviiiiiiie ittt e e e e nrreean 246
24.Negative GOOAWIll.......ccviiiiiiiiiiiciie et 247
25.Provisions and Contingent Liabilities............uiuiiiiiieiiiie it 248
26.Initial Adjustments Arising from the Application of IFRIC 14...........c.ccoiiiiiiiiniice e 249
27.Income Taxes (EXPOSUIre DIFaft) .......ccuuiiiiiiiiiiiiiiiie sttt ssre e nnneeans 249

E. Items That May Affect the Ending Balance of Retained Earnings ............c.cccoovvviiiiiiiiiiiiicnieiens 250
I. Cumulative-Type Effect Adjustment under Catch-up Method .........ccccocvvviiiiiiiiiie e, 250
2. Difference in Redemption Value of Mandatorily Redeemable Shares ............cccccooiiiiiiiiiiinnnns 251
3. QUASI-REOIGANIZATIONS .. .vviiiiie ittt ettt ettt e e b e e sab e e e nnb e e e nnbee e e 251
4. Increasing Rate Preferred Stock ..........cccciiiiiiiiiiiiii 254
5. Redeemable Preferred Stock whose Redemption Is Outside Issuer’s Control...............cccceee.. 254
6. TrEASUNY STOCK ... .vi et sttt nne e s enn e e e nnns 255
7. Appropriations of Retained Earnings........cc.coiuviiiiieiiiiieiiiiesiieesiees e s sneessreesssneesssneesssneeans 255
8. Capitalization of Retained Earnings ............ccoovveiriiiiennienee s 256
9. Changes in Redemption Value of Basic Ownership Instruments and Components with
Redemption REQUIFEMENTS. ......uuiiiiiieiiiie ittt e et e et e e sbb e e sab e e e nnneeaneees 256
F. Direct Transfer to/from Retained Earnings without Passing through Profit or Loss...............cec... 257
I. Transfer of Revaluation Surplus to Retained Earnings ...........cccccveiiiiiiiiiniiie e 257
2. Transfer of Owner-Occupied Property to Investment Property...........cccocviiveiiviiiiencncsieenenn 258
3. Impairment of Fixed Assets Carried at Valuation............cceoiiveiiiiieiiiiee e siee e 258
4. Changes in Revaluation Surplus Arising from Changes in Decommissioning and Similar

L@DIITEIES ettt bbb R bt R b e e e nn b e e nr e e nn e e nreas 259
5. Transfer of Accumulated Other Comprehensive Income to Retained Earnings ..........ccccccooinee 259
6. Immediate Transfer of Certain Gains or Losses on Defined Benefit Plans to Retained

BaITINGS -t 259

G. Income Tax Relating to Transactions That Directly Affect Retained Earnings............cccccccviiiiinnnns 261
H. Presentation and Disclosure of Retained Earnings............cccooviiiiiiiiiciicec e 261
I. Presentation in the Statement of Financial POSItION..............ccoiiiiiiiiii e 261

2. Reconciling Changes in Retained Earnings...........cccooveiiiiiiiiii e 262

3. The Statement of Retained Earnings ..........cccvieiuiiiiiiieiiiiesiieessieesniae e siee e sreessaeeesreeesnaee e 264

4. The Combined Statement of Income and Retained Earnings ............ccccoovriicniniiicniiniecneenn 265

5. Development Stage ENterpriSES........c.oiiiiiiiiiiieiiieiiee ettt ettt e e e b 266

6. Additional Disclosures of Retained Earnings.............cccocvvrioriiiiieniieeesee e 267

l. Towards a Theory of Retained Earnings ............cccocveiiiiiiiniiiiiiesii s 267
VII. OTHER COMPREHENSIVE INCOME ... 269
AL TEIMINOIOZY ...ttt bbb e e s 269
I. Comprehensive Income Versus Total Recognized Income and EXpense ...........ccccovveeeiveennnen. 269

2. Other Comprehensive Income Versus Income and Expense Recognized Directly in Equity ...... 270



3. Comprehensive Income Versus Earnings..........cccccciiiiiiiiiiiii e 271

4. Comprehensive INCOME Versus Profits ........cccciieiiiiiiiiiie i 271
5. Accumulated Other Comprehensive INCOME ........cociiiiiiiiiiii s 272
6. Financial Performance Measured by Accrual ACCOUNTING........cccveiiuiiiiiiiieiiiiee e 272
. DefiNItIONS Of TEIMS ....eiiiiiiiiiii ettt e et e e e ab e e e nbb e e e snr e e e nnne e e 273
|. Definition of Comprehensive INCOME ........cuuiiiiiiiiiiiiiiie i 273
2. Definition of Other Comprehensive INCOME .........cooiiiiiiiiiiii e 273
3. Comprehensive Income as an Element of the Financial Statements...........cccoccvvviiieniiieniinennn 275
4. Computation of Comprehensive INCOME .........c.oiviiiiiiiiiiiiii e 276
. The All-inclusive or Clean-Surplus Concept of INCOME.........cciviiiiiiiiiiiiiiiee e 277
|. Definition of the Clean-Surplus Concept of INCOME .........cccuviiiiiiiiiieiiii e 277
2. Pros and Cons of the Clean-Surplus CONCEPL .......uuiiiriiiiiieiiiie it sieeesbee e e e sinee s 277
3. Departures from the Clean-Surplus CONCEPL........coviirririiieiieiriesee e 280
. Purpose of Reporting Income and lts COMPONENLS .......uiiiivieiiiieiiiiieiiieesieeesieeesiee s sreessnee e 281
|. Purpose of Reporting Net INCOME.........cccuiiiiiiiiiiiiiii e 281
2. Purpose of Reporting Barnings ..........ccuuuiiuiiiiiiiiiiiie ittt snne e s e 281
3. Purpose of Reporting Other Comprehensive INCOME..........cccceiiiieiiiieiiiieiie e 283
4. Purpose of Reporting Comprehensive INCOME ........uiiiiiiiiiiiiiiiie e 289
. Linkage to Theories of Performance...........ccoiuiiiiiiiiiiii i 291
|. Definition of PErformance. .........c.ciuiiiiiiiiieiie ittt anee s 291
2. Economic Versus Financial Performance ...........cooouveiiiieiiiiie i 292
3. Specific Relationships with the Financial Statement Presentation Project ............cccvviveniveennnn 295
4. Non-GAAP Financial MEaSUIES ..........ccuuiiiiiieiiiiieiiii ettt e e nneas 296
5. Primary Focus of Financial REPOItiNG .........ueuiuiiiiiiiiiiie it st see et sinee e 299
6. Balance Sheet Versus Income-and-EXpense VIEW..........c.cccooiiiiiiiiiniic e 300
7. Impact of Other Comprehensive Income on Defense of Capital ..........ccccocvervivieiiiiiesiiiesiienns 301
. Linkage with Capital Maintenance CONCEPLS .........cuirriereerieeniiere e e sree e 302
|. Definition of Capital MaintenanCe...........coiiuiiiiiiiiiiieeiiiieeriie st srne e nnres 302
2. Primary Versus Supplementary Financial REPOrting ...........cccvoviiiieriiniienieee e 303
3. Capital Maintenance AdJUSTMENTS......ueiiuieeiireeiieeesieeesreessteeessseeesbeeesbeeesreesssbeeessseessseeesssns 304
4. Return on Capital Versus Return of Capital ..........cccooeirieriiniienicieese e 308
5. ECONOMIC INCOME ...ttt ettt e et e et e e e e e ne e e 309
. The Other Comprehensive Income Dilemma ..........ccciviiiiiiiiiieee e 310
I. Rationale for Alternative Recognition Models .............ccuiiiiiiiiiiieiiiieiiie s 312
2. Interaction with Measurement Models...........c.coiiuiiiiiieiiiie e 313
3. QUASI-RECYCING ... ettt ae s 314
4. Direct Transfer to Retained Earnings..........cccooiviiiioiiiiiiesii e 316
5. Appropriations or EQUItY RESEIVES ..........cccuiiiiiiiiiiiiesie ettt 317
c REEYEING e 317
[ B = T T DO TR OO PP TP RURPOTRPPR 317
2. Meaning of RECYCHNG ......vviieiiiieieeie et 318
3. Classification Of RECYCHNG .....ccueiiiiiiiiiiiieiie ettt seeas 319
Reporting Comprehensive Income and Other Comprehensive Income...........ccccceevvieeiiieeiiieennn, 323
[, REPOItING AILEINATIVES ......veiiiiiiiieiiieeiee ettt ettt te e ie et e st e bt e ssb e e sbeesabe e bt e anbeesaeeanneensneanneens 323
2. Single Versus Two-Statement APProach .........cccociiiiiiiiiiieii s 327
3. Display REQUIFEMENTS ......ccueiiiiiiiii ittt ettt sb et e be e nn e e naeeaneesneas 329
4. Designing for Dual-Reporting Equivalent Statement of Changes in EQUity ...........cccccvvviiveennnen. 331
5. Designing for Dual-Reporting Equivalent Statement of Comprehensive Income........................ 332
6. Cumulative AcCOUNtINg AdJUSEMENTS .....evvviiiiieiiiieiieiesieiesteeesbeeesbeeesbeessabeesssbeesssbeesssneeans 333
7. Attribution to Controlling and Noncontrolling Interests ............ccccoviiiiiiiiiiii i 335
8. Prominence of Presentation ...........c.ccciiiiiiiiiiiin i 336
9. Reclassification AJUSTMENTS .........eiiiiiiiiiiieiiie et e ettt e e sb e e e e e asb e e s snn e e e snneeaas 338



10.Gross- Versus Net-of-Tax Display...........ccccoiueiiiiiiiiiiiiic i 342

| 1.Other Inputs from the Financial Statement Presentation Project...........ccccuvvviiiiieiiineniieesninn. 344
J. Foreign Currency Translation AdjUSTMENT.........ccciviiiiiiiiiiierii e 349
I. The Reporting Currency Issue in an International CONtEXt..........covviriiieeeiiieieiireessiieessieessinens 349
2. Foreign Currency Translation Methods ...........cccciiiiiiiiiiiiii 351
3. Impact on Other Comprehensive INCOME.........cccuviiiiiiiiiie et 354
4. The Concept of Net INVEStMENT.........cciiiiiiiiiiiii i 355
T Yo7l T S PSP RPN 356
6. Separate and Entity’s Financial Statements...........ccooovriiiiiiiiii i 360
7. Computation of the Currency Translation AdjUSEMENt..........ccuvviiiiiriiieeiiie e 361
B. DISCIOSUIES ...ttt ettt e bt e bt s bt e et e e e sttt e snb et e ssb e e e anb e e e nnbe e e nreean 361
9. Specific Relationships with the Financial Statement Presentation Project ...........ccoccvvvivvriiiennns 362
K. Certain Long-Term IteMS .........cciiiiiiiiiiieic e 364
I. Long-Term ltems that Are in Substance Part of a Net Investment in Foreign Operations......... 364
2. Long-Term Interests that Are In Substance Part of a Net Investment in an Associate .............. 367
L. Highly Inflationary ECONOMIES ........ccuiiiiiiiiiiie ittt sies et e e e e e e nnaeesbneeans 369
M. Hedges of a Net Investment in Foreign Operations............cccocviiiiiiiiiiiniiin e 374
N. Available-for-Sale INVESTMENTS. ..........oiiiiiiieiie it nee s 378
I. Unrealized Holding Gains or Losses on Available-for-Sale Investments...........cccccccoviivineennnn. 378
2. Foreign Exchange Differences on Available-for-Sale INVestments .........ccccocvveiiiiniiiiesniinesineenns 385
3. Auvailable-for-Sale Investments under Hedge ACCOUNTING..........cccvveiiiiiieiiciiienec e 387
4. Impairment of an Available-for-Sale Financial ASSEt ...........cccvviriiieiiiiiiiiiis e 388
5. AcqUISItion Of CONLIOL......ccuiiiiiiiieiiie e 391
O. Cash FIOW HEAZES........eiiiuiiiiiiie ittt ettt sn e e st e e e snb e e e snbe e e nnbeeeseeas 391
I. Impact on Other Comprehensive INCOME........ccviiiiiiiiiiiic e 391
2. Basis AJUSTMENT ...eiiuiiiiiiieeitiiee sttt e siteeastee s ttee e teeeabeee e beeeanbeeeasbeeesnbeeesnbeeesnbeeeanbeeennbeeenrreeans 393
P. ReValUAtioN MOdEl.......coiiiiiiiiieiiii et 394
I, REVAIUALION SUFPIUS ©.ivvvieiiiie ittt sttt e e srb e e snb e e e srb e e e nnt e e e nnneas 394
2. Exchange Differences on Nonmonetary [tems...........cocvviiieriiiiieniieiee e 400
3. Impairments of Fixed Assets Carried at Valuation ............cccccveiiiieiiiiee e 401
4. Changes in an Existing Decommissioning Liability ............c.ccccoviiiiiiiiii e, 404
Q. Consolidation, Deconsolidation and Change in Interest in an Investment ............ccccccevvvvviiininennnn. 404
|. Disposal or Loss of Control of @ SUbSIIary ...........cccocveiiiriiiiiiiiesee e 404
2. Changes in a Parent’s Interest in @ SUDSIAIAry ..........ccciuviiiiiieiiiie e 406

3. Loss of Significant Influence of an Associate and Loss of Joint Control of a Jointly-
CONLrOIIEA ENTILY......viiieeiiiiiiieiie ettt e e nnr e n e s e e neen 408
4. Changes in an Interest in an Associate or a Jointly-Controlled Entity ............ccooeeniiniiennnnn 408
5. Classification as Noncurrent Assets Held for Sale ............cccoooiiiiiiiiniicneeeee e 409
6. Associate’s Other Comprehensive INCOME .........uiiiiiiiiiiieiic e 410
7. Companies That Have All Shares Subject to Mandatory Redemption .............cccovvviiiiieiiinennne 411
R. PENSION ACCOUNTING ... eitiiiitiieeitiieesitteestte e et e e s bt e s te e e st e e e s bee e ssbeeessbeeessbeeessbeeessbeeessbeeeasbaeensneeans 411
I. Impact of Pension Accounting on Other Comprehensive INCOME .........ceeveeviiieeeniiiieeeniiieeen, 411
2. Minimum Pension Liability ..........cccuiiiiiiiiiiieie e 413
3. The IAS 19 Model for Actuarial Gains and Losses and Adjustment for Asset Ceiling................ 414
S. Strategic Investments (EXPOSUIre DIFaft) .........cocuiiiiiiiiiiii i 417
T. Towards a Comprehensive Model of Equity and Other Comprehensive Income ...........c.ccccuvenee 418
VII. PRESENTATION OF TAXES ON EQUITY ITEMS ... 423
A. Intraperiod Tax Allocation to EQUILY .....c..eeiiieiiiiiiiiiiie i 423
|. Definition of Intraperiod Tax AllOCAtioN .........cccuiiiiiiiiiiiiiiii e 423
2. Initial Recognition Versus Backwards Tracing..........cccvvieiiiieiiiiieiiiie et 425

3. AlIOCAtION RUIES .. .eeieeeeeeeee ettt e ettt e e et e e et et e e e e e e e e e eeese e seeeeeteeeentanseeeeereennnnnnnns 427



B. Income Tax Recognized in EQUItY........cccoiiiiiiiiiiii e 428

[. GENEIAl RUIES. ...ttt b e e e r e anne e 428
2. Tax Benefits of an Operating Loss Carryforward and Carryback..............coccviiiiiiiiniiiiiiinnnns 429
3. Certain Transactions with or Among Shareholders .............ccccoviiiiiiiniii e 432
4. Changes in Tax Laws and TaX STATUS ........coovieiiiimieiieiiiesen s 433
5. Income Tax on EqUity ISSUING COSLS .....cciuiiiiiiiiiiiiieiiiiiesiiiesieeesteessbee s snbeesssbeesssbeessnneessineeans 436
6. Income Tax on Compound INSEFUMENTS .......ceiiiiiiiiiiiiii i 437
7. Income Tax on a Beneficial Conversion FEature...........ccocoveiiiiiieriii s 437
8. Income Tax on Share-Based Payment Transactions ...........cccccoocuiiiiiiiiiini i 438
9. Tax on Corrections of Errors and Changes in Accounting Principles.........ccccoovvviiieiiiieniiiinnnns 442
10.Income Tax Impact from IFRS First-Time AdOption............cccovviiiiiiiiniiiii e, 443
I I.Income Tax on Temporary Differences at the Date of a Quasi-Reorganization........................ 444
12.Tax on Items of Other Comprehensive INCOME ..........cccvviiiiiiiiiiiiiii 445
[3.Tax on ReValuation SUFPIUS.......uiiiiiieiiiee ittt sttt e e e nbb e e e nneas 446
I4.Income Tax on Foreign Currency Translation Adjustment.............cccvvvviiniiiinininsnec e, 447
I5.Deferred Tax on Foreign Nonmonetary Assets and Liabilities ..........ccoccveviiviiiiinsiiineniinesninen, 448
I6.Income Tax in Highly Inflationary Economies ............ccccviiiiiiiiiiiiii e, 449
[7.Income Tax On DivIENS ........ccueeiiiiiiiiiiieiie ettt sreeannee s 452
a. Classification of Income Tax on Dividends ..........ccccociiiiiiiiiiiini 452

b. Withholding Tax on Dividends ..........ccciuuiiiiiiiiiiiiiiie e 453

€. Tax-Deductible DiVIdends ..........c.ccoiiiiiiiiiiiiiie it 456

d. Undistributed Versus Distributed Earnings Tax Rates ..........cccvvivieiiiiiiiiieniiies e 456

e. Income Tax on Dividends on ESOP Shares............ccocuveiiiiieiiiiieiieie e 463
[8.Presentation Of INCOME TaX ....iiiuiiiiiiiieiieeiee ettt ettt sttt e b e sneesbeeenneens 467
19.Other Disclosures of Income Tax Allocated To EQUItY ..........cccivrrrieiiiirieiic e 468
IX.TABLE OF WORKSHEETS ..ottt 471
X, BIBLIOGRAPHY .. a s e s e e e n e a e 609



Worksheet |:

TABLE OF WORKSHEETS

Interrelationships and Conflicts among Working Principles of the Financial Statement

PreSentation PrOJECT ...ttt ettt st st eas s sttt sseasseenes 475
Worksheet 2: Main Points of Contact with the Financial Statement Presentation Project.......c.ccccccoecvcunencnee. 477
Worksheet 3: Residual Interest and Invested and Earned Equity Models........ccoveuveinencnencnencnencnencncncnecnnene 479
Worksheet 4: Sample of Implications of Balance Sheet Approach Versus Other Views............cccccoveuvcuiunce. 480
Worksheet 5: Relationships Between Changes in Equity, Residual Interest, and Ownership Interest.......... 481
Worksheet 6: Use of Options Allowed by EC Regulation 1606/2002 ..............cccoouvimiiimnincineininnensenenncnenn. 482
Worksheet 7: Use of IFRSs in NON-EU COUNLIIES ........cciuimemrinicicriieiceenenessncsesessesessssesessessessessssessens 488
Worksheet 8: Endorsement of IFRSs by the European CommisSion...........ccevceeereurercunenceneneenencenenessenessencesecnnens 498
Worksheet 9: EC Regulation 1606/2002: Alternatives for U.S. COmMPanies ........cccocvevcrencenencerencenencmsencusecnnene 501
Worksheet 10: Alternatives, According to U.S. Requirements, for a U.S. Entity That Reports under

IFRSS ot bbb 502
Worksheet | |: Alternatives for Non-U.S. Entities That Report in the U.S. ... 504
Worksheet 12: IFRSs Accounting Options That Directly Involve Other Comprehensive Income or

StOCKNOIAEIS’ EQUILY .....ceeueeenceicericestcee ettt ettt ettt sttt ettt caes 505
Worksheet |3: GAAP Transition Management Check LiSt.........coeerenrineneinencineneineeinecseesee e sseesseneseens 508
Worksheet 14: General Check List for Accounting Implications of GAAP Transition.........ccccececeeveurencuncncunen. 510
Worksheet 15: Check List for Impact of GAAP Transition on Information Systems..........ccccceceeivinerneiciuncn. 511
Worksheet 16: Check List of Human Resources Implications of GAAP Transition........c.ccecoeeveevcereunescnsecences 512
Worksheet 17: Classification of Reserves for Financial Reporting Purposes in ltaly .......ccccocoevcivcnenencnencnnce 513
Worksheet |18: Basic Format and Basic Forms of the Statement of Financial Position .........c.cccccecvevencnecnnce. 516
Worksheet 19: Noncontrolling Interest and Determination of GoodWwill............ccceevinnnnnncnncncncnencnnen. 517
Worksheet 20: Requirements for Separate Minimum Display on the Face of the Equity Section of the

Statement of FINANCial POSILION ......c.cceuerivciirrireiccrrerrencseeceenesese e ssessesessese s sesseseasesenns 519
Worksheet 21: Sorting Orders of the Statement of Financial POSItion...........cceecveiveincnencnscnnencencirencseseeenees 521
Worksheet 22: EQUItY DiISCIOSUIES ...ttt iseisess st sse st e esse st seeaseaseassaces 522
Worksheet 23: lllustrative Reporting of Net Assets and Changes Thereof for Entities Whose Share

Capital Is Not Equity under LAS 32 ...ttt sseasseeaes 528
Worksheet 24: lllustrative Reporting of Net Assets for Entities Whose Share Capital Is Not Equity

under FASB Statement NO. [50......c. et sessessesseseesessessessessessssees 530
Worksheet 25: Flow Chart on Classification of Contracts Indexed to, and Potentially Settled in, the

Issuer’s Own Stock under U.S. GAAP ...t ssssssssesssssssassasnns 531
Worksheet 26: Accounting for Treasury Stock Transactions under U.S. .........coorncnenenncnsencencenenesensenennens 532
Worksheet 27: Treasury StOCK DISCIOSUIES .......c.ccecrirircencureunesieieireiseasesesieisessessesstssasssessesseustsssasssssesssaseusesssaces 535
Worksheet 28: ConVertible Debt..........o. ettt sttt et st st st sttt 536
Worksheet 29: Impact of Methods of Accounting for Convertible Debt..........c.ccocvvinnnnenncnenerecnecneeene 537
Worksheet 30: Detachable WArTants ..........cccerecencineinernenisecessessessesseessessessessessesssessessessessesessessesssssessessssess 538
Worksheet 31: Alternative Displays of Additional Paid-In Capital under U.S. GAAP ... 539
Worksheet 32 General Working Model of Retained Earnings.......c.cccocecverevcunencunenernencenenerneneesencssesesseessescsseessens 541
Worksheet 33: Retroactive Restatement for Correction of Errors..........nncccncncciennens 542
Worksheet 34: Retroactive Application of Changes in Accounting PrinCiples...........ccvcveeerenencencerernesesenennees 543
Worksheet 35: Return to Equity Method Under U.S. GAAP ... crcrereeeeeeesessesseseessessessessessesennens 544
Worksheet 36: IFRS | Exemption of Past Business Combinations..........occeveereuremesencencrressemsemseeesessessessesseenens 545
Worksheet 37: Transfers Among Categories Under [AS 40 ...ttt eens 546
Worksheet 38: Impairment of Fixed Assets Carried at Valuation...........ccceocveverencenecenencenenernencenesersenensencssecsnens 547
Worksheet 39: Disaggregation and Aggregation of Statements that Affect the Presentation of Retained

BININGS .ttt ettt ettt sttt sttt 548
Worksheet 40: Sample Statement of Retained Earnings Under U.S. GAAP ... 549
Worksheet 41: Sample Combined Statement of Income and Retained Earnings Under U.S. GAAP............. 550
Worksheet 42: Pros and Cons of the Clean-Surplus Concept of INCOME......c.ocvvreeevcercrnernenennererrerrerseseeeeeens 551
Worksheet 43: Characteristics of Net Income, Earnings, Other Comprehensive Income, and

CoOMPIrehensive INCOME ...ttt sttt sttt sseaes 552
Worksheet 44: Capital Maintenance AdJUSTMENLS ........cceeueereeeeereeerecineneeseesseesseessesessesessesessesessenessencssencssencssens 553




Worksheet 45:
Worksheet 46:

Worksheet 47:
Worksheet 48:

Worksheet 49:

Worksheet 50:
Worksheet 51

Worksheet 52:

Worksheet 53:

Worksheet 54:

Worksheet 55:

Worksheet 56:

Worksheet 57:

Worksheet 58:

Worksheet 59:

Worksheet 60:
Worksheet 61:
Worksheet 62:

Worksheet 63:
Worksheet 64:

Worksheet 65:
Worksheet 66:
Worksheet 67:
Worksheet 68:
Worksheet 69:
Worksheet 70:
Worksheet 71:
Worksheet 72:
Worksheet 73:
Worksheet 74:
Worksheet 75:
Worksheet 76:
Worksheet 77:
Worksheet 78:
Worksheet 79:
Worksheet 80:
Worksheet 81:

The Other Comprehensive Income Dilemma.........ccoceeeeevceneenenenenseneenernesneseseeesessesseseseseenes 554
Recognition Models of Gains and Losses Arising from Changes in Value of Assets and
Liabilities 555
Classification of Recycling and Transferring of Other Comprehensive Income .................... 557
Items That Are Recognized in Other Comprehensive Income — No Statement

MeNtioNEd (LISt NO. ) euucueeicicieieeeiiccireiseseeeetcesessessesseseee e ssessessess e ses s esseas s e ssessesseassassncs 558

Items That Are Recognized in Other Comprehensive Income — A Statement Mentioned

(LIST INO. 2) ceerireeieereinieierereneeseesese s ssessesse s ss s s s s s sss s st sas s st b sas s st sessssassssesncs 559

Basis AduStMENt (LISt INO. 3) .ottt ssenesseassseass 560
: ltems That Are Recognized in Other Comprehensive Income and Not Recycled (List

INO. 4) ettt es bbb R Rt 561

Items That Are Recognized in the Statement of Comprehensive Income with Immediate
Transfer to Retained Earnings (List No. 5)
Items That Are Recognized Under a Special Heading “Revaluation Surplus” and That May

Be Transferred Directly to Retained Earnings (List NO. 6)...c...ccovueerurerincninesereeireeireeeneeenenes 563
Other Transfers from Other Comprehensive Income to the Opening Balance of

Retained Earnings Based on Transitional Provisions (List NO. 7) .....ccceeerinenincnsincnnencncinencinenes 564
Items That May Directly Affect More than One Component of Equity (List No. 8, Not
ATINCIUSIVE) ottt eseasesstas s ssesst st e s sttt e ettt tae 565
Alternative Structures for Presenting Net Income and Comprehensive Income Under

ULS. GAARP ...ttt ss s sttt sttt 566
Display Requirements for Other Comprehensive Income and Comprehensive Income
UNAEr ULS. GAAP ...ttt ess s ess s sas st st ess e sassaessssncs 567
Display Requirements for Other Comprehensive Income and Comprehensive Income
UNAEE TFRSS ..ttt bbb ssss st 568
Display Requirements for Other Comprehensive Income and Comprehensive Income
Under IFRSs Prior to the Amendments by the 2007 Revision of IAS I.......ccccccocvnevvcnencnnce 569
Sample formats of the Statement of Changes in Equity Under U.S. GAAP ..........cccoeveveennc. 570
U.S. GAAP-Equivalent Design of the Statement of Changes in Equity Under IFRSs............. 573

U.S. GAAP-Equivalent Design of the Statement of Changes in Equity Under IFRSs Prior

to the Amendments by the 2007 Revision of IAS | ... 574
Statement of Comprehensive INCOME ...ttt ssesessaeene 575
U.S. GAAP-Equivalent Design of the Statement of Recognized Income and Expense

Under IFRSs Prior to the Amendments by the 2007 Revision of IAS I.......ccccccoevnenenenence 576
Gross-of-Tax Versus Net-of-Tax Presentation of Other Comprehensive Income.............. 577
Layout Dimensions of the Financial Statements.........coocernrireniinencinecneeseeseeieeeieeeseeeseaes 578
Presentation Currency Options in an International CoNteXt.........c.ceurereureeereneureneureneeseneenenes 579
Summary of Concepts Related to Foreign Currency Translation ............coevevcvcnescnnencencn. 580
Financial Reporting in Highly Inflationary ECONOMIES ........ccocueurenenirincineineneeeecineeseseeeeenes 58I
Change in FUNCLIONAl CUMTENCY .....vueuemrericicineesesieieesesseasessie e tsessesststs e ssesseasessass s seesssaseassnsens 582
Foreign Exchange Differences on Available-for-Sale Financial Assets.......cocccceeveureneureneeneneinenee 583
Basis Adjustment in a Cash Flow Hedge..........coinieneceeceessesisee e 584
Accounting for Asset ReValUatioNs.........c.coceiveurieurincnineniertestest ettt ettt st seens 585
Recognition of a Reversal of IMpairmMent LOSS ......c.cocveeereneineeeneneeneneeneeeneeeseeeseeeseneeseesseseesenes 587
Deconsolidation and Changes in Interest in an INVESTMENT .......cccoceueeeureeerecerecereeereeeneeenenes 588
Alternative Models of Equity and Comprehensive INCOmMe.........ccovverevcnencnencnencmnencnescnnencnnene 589
Deferred Taxes on Equity-Settled Share-Based Payment Transactions...........ccceceeueceerccenenee 590
Tax on Revaluation SUrplus Under [AS 12 ..........cercreeeeeeerersessesseseessessessessesseennes 592
Income Taxes on Intercompany Dividends..........cccvcverereeencererrenesensesernersesseseeesessessessessesessens 593
Principal Accounting Pronouncements Relating to Equity and Comprehensive Income .....594
Principal Acronyms and Abbreviations Used............ccccvvrnreneeneneeneneeneneeneeseeeseeeseeeseesseeesenes 606



EXECUTIVE SUMMARY

Accounting for Equity and Other Comprehensive Income: Dual Reporting Under U.S. GAAP
and IFRSs, examines and compares the reporting of stockholders’ equity as required by U.S.
GAAP, SEC rules and regulations, and International Financial Reporting Standards.

APB Opinion No. 12, Omnibus Opinion — 1967, permits several alternatives for
reporting changes in equity. FASB Statement of Financial Accounting Standards No. 130,
Reporting Comprehensive Income, allows alternative statements for reporting comprehensive
income. SEC Regulation S-X requires a multi-step equity section of the balance sheet but
allows an analysis of the changes in each caption of other stockholders’ equity in the form
of a schedule or a note. International Accounting Standard No. |, Presentation of Financial
Statements, used to adopt two alternative forms of equity reporting as part of the basic
financial statements but finally moved to a single format of the Statement of Changes in
Equity. SEC Form 20-F is in some way similar to both the IFRS formats and SEC Regulation
S-X.

This Book thoroughly analyzes and discusses in detail the concepts of capital and
reserves, retained earnings, additional paid-in capital, other comprehensive income, and the
relevant accounting literature, proposed Exposure Drafts and Discussion Papers. It
explains the rules and alternatives, describes the mechanics of applying them, and illustrates
the formatting of the related statements through samples of company’s annual reports.

The pros and cons concerning the different approaches followed by the respective
standards, their purpose and rationale and how to reconcile them are discussed. The book
also identifies grey areas and practical implementation issues, as well as the proposals
currently under discussion to amend those standards. In addition it illustrates relevant joint
efforts of the FASB and the IASB to converge domestic and international accounting
standards. Finally, it deduces the major implications for companies and suggests planning
points on how the pertinent standards inform the resolution of issues that practitioners
are likely to encounter.

The book also includes an analysis of the diverse relevance and implementation of the
concept of defense of legal capital and appropriations of retained earnings in certain
jurisdictions, the accounting for each caption of the equity section of the statement of
financial position, the items directly affecting retained earnings, the concept and mechanics
of recycling, also including, among other items, foreign currency translation adjustment,
unrealized gains or losses on available-for-sale investments, effective portion of gains or
losses on cash flow hedge and on hedge of a net investment in foreign operations, the
impact of pension accounting, revaluation surplus, and taxes on items recognized in other
comprehensive income or directly in equity.

It then builds possible theoretical accounting models that explicitly or implicitly result
from those requirements. Finally, it brings these suggestions together in a proposed overall
approach to equity. This model gives a consistent response to the other comprehensive
income dilemma, preserves the clean-surplus concept of income, develops from capital
maintenance concepts, enhances the quality of earnings and the quality of equity, and at the
same time does not violate jurisdictional corporate governance and defense of capital
frameworks.

This Book treats the experience gathered first hand in an international context and
becomes an indispensable tool for accounting and management decision making as well as
academic study.



