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Ford Toyota

Revenues
— Expenses
$ Profits

Revenues

Apalal) 3yl 8 eVl o @

— Expenses
$ Profits

Which company did better
last year?

GE Profits

|’7
1 -7

/4.'\?

Past Nc!lw Future _M‘ Q‘JYIJ. Lﬁ:\:\l‘ .

Hmm....Where am | headed?

Discontinued
" "o " -, s e o« .
operations
MLA.\MA LSRR Calaans e, ———
& L2 « _—
Recurring items are more
certain in the future.

?

Siemens' | Recurring?
Income for Year Ended |
e - £ - s . . 12/31/11 |
. o XU 22e (EWA| 33 Luall s I
3 LJA e j pryey — Operating expenses I
-~ Operating income | Yes
|
| No
|
|
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Brand value

You left something out!

Income Using:

Straight-Line “ s s of
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Accelerated O O
Depreciation O

Hmm... Is the income the same?

Estimates

® High useful lives
* Low warranty costs

Aol s i )l aaied Luld JA0 AalE s @ | CHEET

Hey...you might be too
optimistic!
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The function-of-expense method is generally used in practice although many
companies believe both approaches have merit.
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Network Rail lllustration 4-8

On its income statement:
(000)

Finance costs Note 10 £1,014

10 Finance cosis

Interest on bank loans and overdrafts g 71
Interest on bonds issued under the debt issuance programme 672
Interest on debt issued under the medium term note programme 253
Interest on commercial paper 12
Interest on obligations under finance leases 16
Other interest 82
Total borrowing costs 1,106
Less: Amounts included in the cost of qualifying assets 92
Total finance costs £1,014

Borrowing costs are included in the costs of qualifying assets to the extent that the asset
is financed by the Group. The average rate used during the year was 5.0% (2007: 5.0%).

LO 4 Explain how to report items in the income statement.
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lllustration 4-12

e i ® I POQUITO INDUSTRIES INC.
Ll-ﬂ-’ LSJ,,JS L_;-\M ‘\S)MJ\ INCOME STATEMENT

For THE YEAR ENDED DECEMBER 31, 2011

- o4 - od
BP.r U‘ o) Axdia Sales revenue $1,420,000
Cost of goods sold 600,000
_Lum &m ds u,c é_\_gj‘ Gross profit 820,000
' Selling and administrative expenses 320,000
4.403\3 d';‘d \.A‘ \o :": 4 “ Other income and expense
b b Interest revenue 10,000
. « 1 . Loss on disposal of part of Textile Division (5,000)
- N
‘—’Lk;)‘-‘d‘ L_;S j‘ dﬁj\ Loss on sale of investments (30,000) (25,000)
— " e Income from operations 475,000
LA\.AM Jﬂ)ﬁ.\j‘ - MSJAS\ Interest expense 15,000
- Income before income tax 460,000
Income tax 184,000
Income from continuing operations 276,000

Discontinued operations
Income from operations of Pizza Division, less

applicable income tax of $24,800 54,000
Loss on disposal of Pizza Division, less
applicable income tax of $41,000 (90,000) (36,000)
Net income $240,000
Per share
Income from continuing operations $2.76
Income from operations of discontinued division, net of tax 0.54
Loss on disposal of discontinued operation, net of tax (0.90)
Net income 2.40
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Type of Situation

Criteria

duMAl

Examples

Placement on Income Statement

Sales or service
revenues

Cost of goods sold

Selling and
administrative
expenses

Other income and
expense

Financing costs

Slide
4-42

Revenue arising from the ordinary
activities of the company

Expense arising from the cost
of inventory sold or services
provided

Expenses arising from the ordinary
activities of the company

Gains and losses and other
ancillary revenues and expenses

Separates cost of financing from
operating costs

Sales revenue, service revenue

In a merchandising company,
Cost of goods sold; in a service
company, Cost of services

Sales salaries, Freight-out, Rent,
Depreciation, Utilities

Gain on sale of long-lived assets,
Impairment loss on intangible
assets, Investment revenue,
Dividend and Interest revenue,
Casualty losses

Interest expense

Sales or revenue section

Deduct from sales or service
revenues (to arrive at gross profit)

Deduct from gross profit; if the
function-of-expense approach
is used, depreciation and
amortization expense and
labor costs must be disclosed

Report as part of income from
operations

Report in a separate section
between income from operations
and income before income tax

LO 6 Explain intraperiod tax allocation.
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Type of Situation

Criteria

duMAl

Examples

Placement on Income Statement

Income tax

Discontinued
operations

Non-controlling
interest

Slide
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Levies imposed by governmental
bodies on the basis of income

A component of a company that
has either been disposed of or
is classified as held-for-sale

Allocation of net income or loss
divided between two classes: (1)
the majority interest represented
by the shareholders who own
the controlling interest, and (2) the
non-controlling interest (often
referred to as the minority interest)

Taxes computed on income
before tax

A sale by a diversified company
of a major division representing
its only activities in the
electronics industry

Food distributor that sells
wholesale to supermarkets
decides to discontinue the division
in a major geographic area

Net profit (loss) attributable to
non-controlling shareholders

Report in separate section between
income before income tax and
net income

Report gains or losses on
discontinued operations net of
tax in a separate section between
income from continuing operations
and net income

Report as a separate item below net
income or loss as an allocation of
the net income or loss (not as an
item of income or expense)

LO 6 Explain intraperiod tax allocation.
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LO 7 Understand the reporting of accounting changes and errors.
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ILLUSTRATION 4-19
Summary of Accounting
Changes and Errors

Examples

Placement on Income Statement

Type of Situation Criteria

Changes in Change from one generally
principle accepted principle to another.

Changes in Normal, recurring corrections and
estimates adjustments.

Corrections of Mistake, misuse of facts.
errors

Change in the basis of inventory
pricing from FIFO to average
cost.

Changes in the realizability of
receivables and inventories;
changes in estimated lives of
equipment, intangible assets;
changes in estimated liability for
warranty costs, income taxes,
and salary payments.

Error in reporting income and
expense.

Recast prior years’ income
statements on the same basis as
the newly adopted principle.

Show change only in the affected
accounts. (Not shown net of tax.)

Restate prior years’ income
statements to correct for error.
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3 REIFVANT FACTS
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Presentation of the income statement under U.S. GAAP follows either a
single-step or multiple-step format. IFRS does not mention a single-step
or multiple-step approach. In addition, under U.S. GAAP, companies
must report an item as extraordinary if it is unusual in nature and
infrequent in occurrence. Extraordinary items are prohibited under
IFRS.

Under IFRS, companies must classify expenses by either nature or
function. U.S. GAAP does not have that requirement, but the U.S. SEC
requires a functional presentation.
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3 REIEVANT FACTS

IFRS identifies certain minimum items that should be presented on the
income statement. U.S. GAAP has no minimum information
requirements. However, the SEC rules have more rigorous presentation
requirements.

IFRS does not define key measures like income from operations. SEC
regulations define many key measures and provide requirements and
limitations on companies reporting non-U.S. GAAP/IFRS information.

U.S. GAAP does not require companies to indicate the amount of net
income attributable to non-controlling interest.

U.S. GAAP and IFRS follow the same presentation guidelines for
discontinued operations, but IFRS defines a discontinued operation
more narrowly. Both standard-setters have indicated a willingness to
develop a similar definition to be used in the joint project on financial
statement presentation.



3 REIEVANT FACTS

» Both U.S. GAAP and IFRS have items that are recognized in equity as
part of comprehensive income but do not affect net income. U.S. GAAP
provides three possible formats for presenting this information: single
Income statement, combined income statement of comprehensive
income, in the statement of shareholders’ equity. Most companies that
follow U.S. GAAP present this information in the statement of
shareholders’ equity. IFRS allows a separate statement of
comprehensive income or a combined statement.

» Under IFRS, revaluation of property, plant, and equipment, and
intangible assets is permitted and is reported as other comprehensive
income. The effect of this difference is that application of IFRS results in
more transactions affecting equity but not net income.
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The terminology used in the IFRS literature is sometimes different than
what is used in U.S. GAAP.

IFRS U.S. GAAP

Equity or shareholders’ equity Shareholders’ equity or stockholders’
equity

Share capital—ordinary Common stock

Share capital—preference Preferred stock

Ordinary shares Common shares

Preference shares Preferred shares

Share premium—ordinary Premium on common stock or Paid-in
capital in excess of par—common

Share premium—preferred Premium on preferred stock or Paid-in
capital in excess of par—preferred

Reserves Retained earnings and accumulated
other comprehensive income

Statement of financial Balance sheet or Statement of financial

position position
Profit or loss Net income or Net loss
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