Reading and preparation for Class 3
Please come to class 3 prepared to discuss Chapter 1 of the text book “Intermediate Accounting” published by Wiley (11th Canadian Edition - ISBN 978-1-119-04853-4).  If you do not own this text book, this book is available in the Telfer Management library on the 2nd floor of the DMS building.  You can take this book out for up to 2 hours.   You can find the book by asking for the book on reserve for the course ADM 2342 (NOTE THAT ADM 2342 IS A DIFFERENT COURSE CODE THAN THE COURSE SEMINAR IN ACCOUNTING THEORY THAT WE ARE ENGAGED IN).  

Reading and preparation for Class 4
1. Please read through the 19 research and analysis (RA) activities (pages 26 – 31) of the text book “Intermediate Accounting” published by Wiley (11th Canadian Edition - ISBN 978-1-119-04853-4).
2. Prepare a presentation to be given during class 4 for a maximum of 2.5 minutes on the RA case that matches the number on your name tag.  If your name tag is numbered 20 or above, map your number such that the count re-starts at 20 (i.e. name tag 20 presents RA1-1, name tag 21 presents RA1-2, name tag 22 presents RA1-3 etc.)
1. Your participation marks for class 4 will be based 100% on this individual presentation.
2. Therefore, this presentation will be worth roughly 1% of your final grade (since there are approximately 19 classes where participation is scored and the lowest class or two will be eliminated from the calculation of your participation grade).
TIPS AND NOTES
· Due to time constraints, you cannot use the computer and projector during your presentation.  (i.e. your presentation needs to be completely oral with no visual aids)
· Remember to focus on clearly identifying and communicating the crucial points.  You do not have time available to analyse or discuss any non-crucial items.
· Remember that the information and analysis that you conduct will become obvious to you since you spent time and energy learning your topic.  However, the information and basic analysis will likely not be obvious to your classmates since they did not spend time analysing the topic.  Your classmates will likely appreciate an enthusiastic and clear communication of your key points
· Do not spend a significant amount of time on your topic.  Some topics are extremely in depth and too time consuming for the purposes of your 2.5 minute presentation.  
· For example, RA1-15 should likely be analysed and presented WITHOUT considering the requirements outlined in part D).  
· As another example, some of the topics require a significant amount of research.  You are not expected to do a significant amount of research for the purposes of this assignment.  If you can’t find the information you need relatively quickly, please attempt to answer the questions without the suggested resource.  If you can’t find the information you need quickly and cannot answer the questions, please ask me for help if you would like help.
· As another example, some of the topics instruct you to find and read documents on the Internet.  Remember to skim the documents and do a targeted read on the information that is highly crucial to your activity.









Why the capital is needed?
· Every business needed capital to survive

Cruciality
· F/S not finish on time, bank will kick u out 
· Not a clean audit might be kick out from stock exchange 
· 
Framework of professional 
How CPA can professional judgement
Why do we need accounting standard - relevance, consistent, comparable

Question in Midterm
How does the accounting increase the standard living?
TMX
· Operates Toronto Stock Exchange (TSX)
· TSX venture exchange for company to raise money from venture capital funds
· TSX Private Markets
· Allow companies to trade securities in the exempt market 
· Exempt from filing the prospectus 
· Don’t wish to go to public 
· Crowdfunding 
· Online way for public to donate a cause project without expecting to get anything in return
· Important capital raising tool for Canadian entrepreneurs
· *No matter how big the company is, it needs to issue accurately and consistently with financial reporting standard 
· using common language that investors understand 

· This chapter explains THE ENVIRONMENT OF FINANCIAL REPORTING AND MANY FACTORS THAT AFFECT IT.
 The Canadian financial reporting environment
1. Financial statements and financial reporting
· Evolved in order to remain relevant 
· Financial accounting(Financial reporting) is the process that culminates in the preparation of financial reports that cover all of the enterprise’s business activities that are used by both internal and external parties.
· Managerial accounting communicating financial information to internal decision-makers
· Financial statements are the principal ways of communicating financial information to those who are outside the enterprise. (F/P,Inc,CashFlow,ChangeInEquity)
· Note disclosures are financial information which cannot be expressed in F/S
Ex. News,Prospectuses,president’s letter – require by a pronouncement by an authority

· Accounting and capital allocation 
· Accounting profession has the important responsibility of Measuring company performance “accurately and timely basis”
· Enables investors and creditors to compare the income and assets 
· Assess relative risks and returns 
· Providing an effective system to facilitate capital allocation is critical to a healthy economy
· Unreliable and irrelevant information leads to poor capital allocation 
· Credit rating agencies use accounting and other information to rate company’s financial stability 
· Good acct info lead to f/s and investor to finance in your organization 

· Stakeholders 
· Traditional users who rely on financial information for resource allocation and help in the efficient allocation of resources 
· Anyone who participating in the company 
· Auditor discuss with management how economic events and transactions have been communicated in the F/S, ensure that management is accounting properly, review the information to ensure the reflect sound accounting choices. 
· Investors and creditors rely on F/S to make decision 
· Securities commission and stock exchanges monitors F/S to ensure full and plain disclosure in order to determine whether the company continue to list in stock exchange or not 
· Credit rating agencies monitor and analyze the information produced by the company, looking for sign of changes that is weaken or improved financial conditions
· Objectives of financial reporting 
· To provide financial information about the reporting entity that is useful to present and potential equity investors, lenders and other creditors in making decisions in their capacity as capital providers.
· Entity perspective – companies views as separate and district from their owners 
· F/S helps investors assessment 
· Accrual basis accounting – ensure that company records event that change its F/S in the periods in which the event occur, rather than only in the period of paying or receive cash. (provide goods or service rather than receive cash) 
· Trends in rev and exp are more meaningful than trends in cash receipts and disbursement
· Information asymmetry 
· Equal access to the relevant information 
· In Canada, they are the entity formation thus everybody cannot get the equal access 
· Disclosures too much will hurt the company’s competitive advantage or position
· Careful about information when making a lawsuit 
· Adverse selection – where information symmetry is existed
· Moral hazard – people often shrink their responsibility if they think that no one is watching (level of effort pharmaceutical manager)
· Management bias – provide only such a positive information rather than negative one 
· If symmetry happens, it will increase the investor to invest in the company 
2. Standard setting
· Need for standards
· Help reduce the information asymmetry problem in Financial reporting
· Requiring that transactions and events must be recognized, measured, presented and disclosed in a specific way
· Whose rules? Or which one to use – it depends on need of information 
· GAAP (generally accepted accounting principles) – either that an authoritative rule-making body in accounting has created a reporting principle in a particular area or that, over time, a specific practice has been accepted as appropriate because it is used UNIVERSALLY. 
· Parties involved in standard setting
· Due to the great depression event, the need for standardized and increased corporate disclosures that would allow shareholders to make informed decision arose
1. Canadian Accounting Standards Board (AcSB) 
· Setting GAAP in Canada
· Setting standard for public and private entities as well as not-for-profits entities
· Public company = operate globally and need the common language for reporting Financial position and performance in case users can compare companies internationally 
· Private company = operate locally and have less complex, can have separate GAAP that is less complicated, has fewer disclosures and geared toward fewer users. Expensive for them to invest in it. 
2. International Accounting Standard Board (IASB)
· Try to lessen the area of difference among countries’ own standards
· Dominant standard-setting body in the world 
3. Financial accounting standard board and the securities and exchange commission
· SEC confirmed its support for the FASB by stating that financial statements that conform to FASB standard will be presumed to have substantial authoritative support
· US GAAP impact GAAP in Canada because 1) Canadian GAAP is based on principles and is fairly open to interpretation, accounting professionals have often relied on the more perspective, specific guidance provided in US GAAP. 2) many Canadian companies are listed on US Stock 
4. Provincial securities commission 
· Oversee and monitor the capital marketplace in their jurisdiction

3. Generally Accepted accounting principles
GAAP includes not only specific rules, practices and procedures for particular circumstances but also broad principles and conventions that apply generally, including underlying concepts
· GAAP hierarchy 
Identify the source of GAAP and lets users know which ones should be consulted first in  asking question
· Professional judgement 
 - Cannot be a rule for every situation 
 - Based on general principles rather than specific rules
 - Accountant with significant education and experience will be able to apply these principles appropriately to any situation
4. Challenges and opportunities for the accounting profession 
· Oversight in the marketplace
PCAOB – mandated to establish auditing, quality control, and independence standards and rules
CPAB – look after similar issues to the PCAOB 
· Centrality of ethics 
Ethical dilemma – management biased (desire the maximize bonus)
· Standard setting in a political environment 
Accounting standards result as much from political action as they do from careful logic or research findings
· Principles versus rules*
· Impact of technology 
· Integrated reporting 
· Conclusion



























RA1-7 Disclosures
Hans Hoogervorst, Chairman of the IASB, delivered a speech at the Korean Accounting Review International Symposium in Seoul, Korea, on March 31, 2015, entitled “Mind the Gap (Between non-GAAP and GAAP).” In this presentation, he spoke of issues related to the IASB’s disclosure initiative, particularly corporate reporting of non-GAAP measures and the need for professional judgement when making disclosure decisions.
Instruction
Access Mr.Hoogervorst’s March 31, 2015 speech and IAS 1 Presentation of Financial Statements on the IASB website
(a) What is meant by “non-GAAP measures”? Explain Mr.Hoogervorst’s position on such measures and why they are a concern to the IASB.
· Non- GAAP measures is numerical measure which are design to provide additional insight into the business, it helps the company to facilitate a users’ understanding of a company underlying operational performance, liquidity or financial position. In order to present non-GAAP measure, it is important to provide a clear and transparent disclosure to avoid lack of transparency regarding their determination. 
· Mr.Hoogervorst concern about the situation that company excluded the expense 
· His position on Non-GAAP measures is that IASB has no fundamental objection to the use of non-GAAP measures. IFRS creates comparability across economic sectors while non-GAAP can provide many line-items or subtotals in the financial statement which can enhance insight to investors of how’s company run and perform. 
· While the IASB has no ambition to stamp out the use of non-GAAP measures, they do think that investors would benefit from greater discipline in non-GAAP presentation in the financial statements. That is why the IASB is currently looking at such measures as part of our Disclosure Initiative. 

(b) What disclosure issues does Mr.Hoogervorst identify that require professional judgement? What does he mean by “boilerplate” disclosures? What is meant by professional judgement?
· Determining what information should be disclosed 
· Immaterial information , much of it does not provide a useful information
· 
(c) Review the requirements of IAS 1 and identify three requirements where preparer of the financial statements would need to exercise professional judgement.

· Korean’s decision to adopt IFRS from 2011, in full and without modification, demonstrated a strong commitment to global accounting standards 
· Two very good examples of your deep research capabilities are your work on foreign currency transactions and on the equity method of accounting. 
· Korea has now become a member of the IFRS Monitoring Board. 
· Disclosure Initiative makes complexity more manageable
· Provides little in the way of useful information to investors 
· Although investors do not complain about the amount of information they receive, they do raise concerns about the complexity and understandability of financial statements 
· 10-point plan to help preparers to do away with boilerplate disclosures that are of limited value to investors and take action to make financial statements more understandable. 
· Issued amendments to IAS 1 Presentation of Financial Statements that encourages companies to apply professional judgement in determining what information to disclose in their financial statements 
· Give preparers more flexibility in presenting their accounting policies. 
· Give preparers very useful guidance on how materiality should be applied 
· We have no fundamental objections to the use of non-GAAP measures. Because IFRS tries to create comparability across economic sectors, our Standards are necessarily generic in nature
· Non-GAAP measures represent a selective presentation of an entity’s financial performance.
· We do think that investors would benefit from greater discipline in their presentation in the financial statements. That is why the IASB is currently looking at such measures as part of our Disclosure Initiative. 









[bookmark: _GoBack]My topic is an additional reading from Mr. Hans Hoogervorst, Chairman of the IASB,  He delivered a speech in the topic of “Mind the Gap (Between non-GAAP and GAAP).” In this presentation, he spoke of issues related to the IASB’s disclosure initiative, non-GAAP measures and the need for professional judgement when making disclosure decisions. Starting with Non-GAAP measures, it is numerical measure which are design to provide additional insight into the business, it helps the company to facilitate a users’ understanding of a company underlying operational performance, liquidity or financial position. Mr.Hoogervorst feel free to accept Non-GAAP measures implying that IASB has no fundamental objection to the use of non-GAAP measures. While IFRS can create comparability across economic sectors, non-GAAP also can provide many line-items or subtotals in the financial statement which can provide insight to investors of how does the company run and perform. In terms of Disclosure issues, the professional judgement is required when the immaterial information occurred, he said that this situation referred to the boilerplate. Boilerplate is the type of disclosure that commonly found in every company’s note which provide no additional information about the specific companies reporting. In other word, immaterial. Coming up to the professional judgement, it is impossible that standard can address every specific situation, thus accountant should be able to make decision under these principles appropriately to any situation when preparing and auditing financial statement. As he said, standard cannot cover all of the circumstance, therefore in the IAS1 some of the statement required professional judgement. 
   











Within the limits of IAS 1, required disclosures on the statement of financial position and the statement of comprehensive income, management can exercise professional judgement in how other information is best displayed and reported so as to be most useful to users. This also includes using different names for the financial statements themselves.

	IAS1.15 requires financial statements to present fairly the financial position, financial performance and cash flows of the entity. Where there isn’t a specific standard covering a given situation, preparers must apply professional judgement to determine the best way to faithfully present that situation’s effects on the financial statements.




