
Changes in Financial Statement by IAS 
  

 Amendments to IAS 1 Presentation of Financial Statements 
 

1. Preserve the amendments made to IAS 1 in 2007 to require profit or loss and OCI to be presented together, 
i.e. either as a single statement of comprehensive income, or separate income statement and a statement of 
comprehensive income rather than requiring a single continuous statement as was proposed in the exposure 
draft 

2. Require entities to group items presented in OCI based on whether they are potentially re-classifiable to 
profit or loss subsequently. i.e. those that might be reclassified and those that will not be reclassified 

3. Require tax associated with items presented before tax to be shown separately for each of the two groups of 
OCI items (without changing the option to present items of OCI either before tax or net of tax) 

4. Applicable to annual periods beginning on or after 1 July 2012, with early adoption permitted. 
 
Qualitative Characteristics of Accounting Information 
  

  



Accounting information is the compilation of a company’s financial transactions. Companies present accounting 
information to internal and external business stakeholders for making decisions. Most companies must present 
accounting information according to national accounting standards; in the United States, generally accepted 
accounting principles (GAAP) represent the most authoritative accounting standards. GAAP requires accounting 
information to include qualitative characteristics on which business stakeholders can rely. 
 
Reliability 
 
Reliable accounting information is free from bias or opinion from business owners, managers or professional 
accountants. Business stakeholders need reliable information so they have assurance that all information is accurate 
and valid. Business owners can manipulate accounting information to present a more positive picture of the 
company’s financial health. The absence of reliability may lead business stakeholders to make decisions that limit or 
prohibit financial returns. 
 
Relevancy 
 
Accounting information is relevant when it contains timely information. Business stakeholders cannot make solid 
decisions using old information. Many companies use calendar months as their accounting periods to record 
financial transactions. Relevant information includes transactions only included in specific accounting periods. This 
allows business stakeholders to develop a trend analysis to review the company’s accounting information. 
 
Consistency 
 
Consistency ensures that accounting information is prepared the same way each month or accounting period. 
Accounting policies and procedures often help companies present their accounting information in a consistent 
manner. Publicly held companies often disclose their accounting policies and procedures in their quarterly or annual 
report. This information helps business stakeholders understand the accounting system in place and how the 
company maintains consistency. 
 
Comparability 
 
Comparability is the ability to compare one company’s accounting information to another company’s information. 
This characteristic can relate to the presentation of a company’s accounting information on financial statements and 
reports. While companies can use different accounting methods to record their information, business stakeholders 
must be able to compare the information. Assets, liabilities and other information are often listed in the same format 
for a comparative analysis. 
 
Going Concern concept  
 The 'going concern' concept directs accountants to prepare financial statements on the assumption that the business 
is not about to go broke or be liquidated (i.e. where the business closes and sells all the assets for whatever price 
they can get).  
 
So, unless there is significant evidence to the contrary, accountants will base their valuations and their reporting of 
financial data on the assumption that the business will remain in existence for an indefinite period. 
 
An indefinite period means the foreseeable future or long enough for the business to meet its objectives and to fulfill 
its commitments. It is important to note that the 'going concern' concept does not imply or guarantee that the 
business is profitable and will remain so for the foreseeable future. 
 
So, the 'going concern' concept assumes that the business will remain in existence long enough for all the assets of 
the business to be fully utilized. Utilized assets mean obtaining the complete benefit from their earning potential. 
(i.e. if you recently purchased equipment costing $5,000 that had 5 years of productive/useful life, then under the 
going concern assumption, the accountant would only write off one year's value $1,000 (1/5th) this year, leaving 
$4,000 to be treated as a fixed asset with future economic value for the business). The 'going concern' concept 
supports the assumption that when a business buys assets like land, equipment, and buildings, it does so with the 
intent that these assets will produce income over a number of years. In other words, the business did not purchase 
these assets with the intention to close operations soon after and then resell these assets.  
 
The opposite view to this 'going concern' assumption is that the business will cease trading shortly and that all the 
assets will be sold off within the current year.  



 
 

  
'Implications of the 'going concern' concept 
 
The 'going concern' concept has significant implications for the valuation of assets and the liabilities of a business. 
By applying the 'going concern' concept, accountants are able to value and include long-term assets in a Statement 
of Financial Position (Balance Sheet). If the 'going concern' assumption was not applied, the accountant would need 
to write these assets off as costs within the year of purchase. Applying the 'going concern' concept also allows 
accountants to properly allocate transactions which overlap two or more consecutive years. 
 
Also, by applying the concept of a 'going concern', accountants are able to record assets at historical costs. 
Recording assets at historical cost means the accountant does not need to constantly assess the liquidated value of 
business assets when preparing the financial statements. For example, partly completed manufactured goods like 
work-in-progress, would have little value in a liquidation. However, under the 'going concern' concept, work-in-
process assets are recorded at their current costs which would be significantly greater than the liquidated value. 
 
Forensic accounting 
 
Forensic accounting is the specialty practice area of accountancy that describes engagements that result from actual 
or anticipated disputes or litigation. "Forensic" means "suitable for use in a court of law", and it is to that standard 
and potential outcome that forensic accountants generally have to work. Forensic accountants, also referred to as 
forensic auditors or investigative auditors, often have to give expert evidence at the eventual trial. All of the larger 
accounting firms, as well as many medium-sized and boutique firms have specialist forensic accounting 
departments. Within these groups, there may be further sub-specializations: some forensic accountants may, for 
example, just specialize in insurance claims, personal injury claims, and fraud, construction, or royalty audits. 
 
Engagements relating to civil disputes may fall into several categories: calculating and quantifying losses and 
economic damages, whether suffered through tort or breach of contract; disagreements relating to company 
acquisitions—perhaps earn outs or breaches of warranties; and business valuation. Forensic accountants often assist 
in professional negligence claims where they are assessing and commenting on the work of other professionals. 
 
Forensic accountants are also engaged in marital and family law of analyzing lifestyle for spousal support purposes, 
determining income available for child support and equitable distribution. 
 
Engagements relating to criminal matters typically arise in the aftermath of fraud. They frequently involve the 
assessment of accounting systems and accounts presentation—in essence assessing if the numbers reflect reality. 
 
Some forensic accountants specialize in forensic analytics which is the procurement and analysis of electronic data 
to reconstruct, detect, or otherwise support a claim of financial fraud. The main steps in forensic analytics are (a) 
data collection, (b) data preparation, (c) data analysis, and (d) reporting. For example, forensic analytics may be 
used to review an employee's purchasing card activity to assess whether any of the purchases were diverted or 
divertible for personal use. 
 
Forensic accounting in Bangladesh 
 
It is clear from the foregoing discussion that creative accounting practice is found not only in Bangladesh but also in 
developed countries like the UK, the USA and Australia. In the USA, to check creative accounting, the practice of 
forensic accounting is on the increase. In a country like Bangladesh where the unethical aspects of creative 



accounting are rampant, the practice of forensic accounting (i.e., investigative accounting done by forensic 
accounting consultants to solve problems in courts) needs to be introduced and recognized. In this regard, Loren 
Kellogg, a US CPA (Certified Public Accountant) whose “Financial Statement Alert” scrutinizes public companies’ 
questionable accounting practices, advises investors to examine carefully shareholder letters and management’s 
discussion and analysis of financials, and to try to read between the lines by looking at four basic areas: (i) extent of 
a company’s earnings from operations, as opposed to onetime occurrences, warning signs in the financial statements 
(e.g., shrinking profit margins, or fast growing inventories or receivables, or insufficient cash generation, etc.), (iii) 
changing accounting methods to more favorable one, or using accounting methods different from the ones the 
competitors use, and (iv) assets or liabilities on (or off) the balance sheet that might affect future earnings (vide 
Schiff, 1993: 94). The result that emerges from the analysis of expert views is that creative accounting has long been 
in practice in Bangladesh. Most of the companies in Bangladesh create accounts in an undesirable way to attract 
investors, while some of the companies practice it with a good motive of refining the accounting system. It is a good 
sign. Another healthy sign is that experts have started feeling that the unethical practice of creative accounting 
should be stopped by all means. They also recommend that while imparting accounting education, it is the 
indispensable duty of the instructors to instill the moral virtues of honesty, integrity and incorruptibility into the very 
fiber of students’ character. To detect and prevent the pitfalls of creative accounting, punitive measures have to be 
taken by national accounting bodies, courts and Government. The country needs to have a sound, strong stock 
market as the foundations of free and fair enterprise system. Ethical codes need to be given much importance by the 
Accounting Profession. Accountants need to understand ethical codes in proper perspective and follow them 
accordingly. Students of accounting also need to learn all these by heart. Fraudulent financial reporting has to be 
prevented by all means. Misrepresentation of facts and falsification of accounts have to be treated as great offences 
and dealt with strictly. Every accountant should keep in mind that ethical conduct and accounting education are 
critical to modern society, the business world and the accounting profession. Lapses in ethical behavior of 
accountants endanger the accounting profession’s credibility. The liability of an accountant for his/her acts and 
faults is not restricted to his/her immediate client alone but extends also to third parties who rely upon his/her 
professional advice. An accountant should, therefore, need to take all care to ensure that his/her advice is not 
incorrect or misleading, as third parties who rely upon his/her instructions or financial statements may hold him/her 
liable for consequent financial losses incurred. To ensure that the accounting profession commands the respect and 
confidence it deserves from the public and, simultaneously, to check unethical aspects of creative accounting, the 
need for accountants to adhere strictly to the code of professional ethics can hardly be overemphasized. 
 

 



  
 
T Accounts  
 
T Accounts is a capital T format that is used to present the accounting general ledger accounts. Usually, the T 
account is not the size of the normal T, but it is a big sketch that fits in a whole page or so. When preparing 
accounting information in a T Accounts, there some guidelines that need to be followed, this requires the title of the 
account, the debit and the credit side. Usually, in the preparation of accounting transaction, two T Accounts are 
drawn for a single transaction. T Accounts are important  
 
Features of T Accounts 
 
T Accounts have several features that distinguish them as T Accounts. Firstly, is the drawing that looks like a big T. 
many accounts are prepared and different accounts have different formats, but for the T account, the format is a 
horizontal line on the top and a vertical line, which runs down way and touches the horizontal line therefore forming 
a capital letter T. T Accounts have two sides, the left side is referred as the debit side and the right side is the credit 
side. Entry of transaction in either side that is the debit or the credit side is determined by the accounting rules for 
real accounts, personal and the nominal accounts. T Accounts must have the names of the account for instance the 
sales account. They must also contain the period the account was prepared or resembles and more importantly the 
name of the organization. 
 
Concepts of a T Accounts 
 
T Accounts are created to represent or enter the financial transaction. T Accounts are drawn for different transaction 
that takes place in an organization. Every type of transaction requires it own T Accounts to enter the information in. 
for example, a cash transaction will require an accountant to open cash T Accounts and debtors will require their 
own T Accounts. Generally, there are many transactions that occur in a day in a business mostly if the business is a 
big organization. Therefore, it would become difficult and cumbersome for the accountant to open up T Accounts 
for all the transaction entries. To reduce the amount of one an accountant has to do, it is advisable that the 
information for the transaction be interested in the general ledger account before drawing up T Accounts for each 
and every ledger. From the general ledger, the information is transferred to specific ledger accounts. In accounting, 
there is a general rule that requires a double entry for every transaction that takes place. For example, if a customer 
buys good on credit from the business, two entries need to take place, which are; entry in the stock account showing 
the goods have reduced and entry in the debtors account to show the debtors have increased. For these transactions, 



they correspond to the relevant T Accounts affected by the transaction. The entries may occur in one side that is 
either debit or credit or a transaction may be made that affects both sides at the same time. 
 
Balancing off of figure in the T Accounts 

 T Accounts 
 
T Accounts must show the balance the account at the end of each accounting period. The closing balance may be a 
debit balance or a credit balance depending on the type of account. Balancing off of figure in the T Accounts 
requires the addition of amounts in both sides. The amount with fewer amounts is subtracted from the side with 
more amounts and the difference is determined. Then the difference is first written on the side with fewer amounts 
accompanied by the words balance carried down (c/d) or balance brought down (b/d) and then it is added up to 
reflect the same value as of the side with larger amounts. After the total in the side with larger amount, the 
difference is written together with the words balance brought forward (b/f) or balance carried forward (c/f). After 
doing that the T Accounts are complete. 
 
Conclusion in the T Accounts 
 
T Accounts are important in the day to day business because they are used to enter all the business transactions that 
take place. The main benefit of T Accounts is that they are simple to use. However, every transaction that occurs 
need to be entered, which might seem to be a lot of work of opening each transaction T Accounts. 
 
Three-column form of account 
 
After journalizing transactions, the next step in the accounting process is to post transactions to the accounts in the 
general ledger. Although T accounts provide a conceptual framework for understanding accounts, most businesses 
use a more informative and structured spreadsheet layout. A typical account includes date, explanation, and 
reference columns to the left of the debit column and a balance column to the right of the credit column. The 
reference column identifies the journal page containing the transaction. The balance column shows the account's 
balance after every transaction. 
 

 



  
Referencing the account's number on the journal after posting the entry ensures that every line item that has a 
reference number in the journal has already been posted. This practice can be helpful if phone calls or other 
distractions interrupt the posting process. 
 
The Historical Cost Principle 
  
Under GAAP rules, asset acquisitions are initially recorded at their original cost. Although an allowance for 
depreciation is reflected against most assets, no attempt is made to adjust these historical costs to current market 
values. This is called the historical cost principle.  
 
The failure to adjust fixed assets for changes in market value may, to a certain extent, impair the usefulness of the 
balance sheet. Recall that the balance sheet attempts to reflect the financial condition of the business by listing the 
values of the firm’s assets, liabilities and equity at the end of the accounting period. Most readers of the balance 
sheet would hope that the values reflected are at least close to current market values. Current market value is the 
amount that would be realized if the asset were sold. If the values associated with various fixed assets do not reflect 
current market values, the balance sheet provides a less than accurate portrayal of economic condition.  
 
The extent of the balance sheet distortion caused by the historical cost principle depends upon the nature of a firm’s 
asset holdings. If the business does not hold many fixed assets or the net depreciated values do not diverge too much 
from current market values, the distortion will be minimal. However, significant distortions can occur if a business 
owns a significant amount of real estate.  
 
Land is never depreciated. However, its current value is likely to deviate significantly from its historical acquisition 
price. Improved real estate, such as office buildings and warehouses, are depreciated, but their current market values 
may actually increase over time. So if a business owns significant amounts of real property, the historical cost 
principle can significantly distort the portrayal of its economic condition. 
 
GAAP does not allow the adjustment of fixed assets, such as real estate, to current market values primarily because 
managers would constantly be tempted to overstate the value of their fixed assets to improve the appearance of their 
firms’ economic condition. In effect, the historical cost principle is applied because accountants believe that 
distortions of economic condition that involve understatement of asset values are preferable to distortions caused by 
overstatements. 
 
Example. The Chump Realty Group constructed a luxury apartment complex, Le Brut Pompidour, at a cost of 
$36,000,000 in 1995. The cost included $3,000,000 for acquisition of the land. The remaining $33,000,000 
associated with the construction was subject to straight-line depreciation over 30 years. For each year through 2004, 
depreciation expense was recognized at $1,100,000 per year. At the end of 2004, Chump’s balance sheet reflects the 
project in this way:  
 
 



  
A recent appraisal shows the fair market value of the complex, including the building, to be $65,000,000. Assuming 
this appraisal is realistic, the difference between the historical cost of the asset reported on the balance sheet and its 
fair market value is $40,000,000! 
 
Advantages of historical cost accounting 

1. Historical cost accounts are straightforward to produce 
2. Historical cost accounts do not record gains until they are realized 
3. Historical cost accounts are still used in most accounting systems 

 
Disadvantages of historical cost accounting 

1. Historical cost accounts give no indication of current values of the assets of a business 
2. Historical cost accounts do not record the opportunity costs of the use of older assets, particularly property 

which may be recorded at a value based on costs incurred many years ago 
3. Historical cost accounts do not measure the loss of value of monetary assets as a result of inflation. 

 
Operating, Investing & Financing Activities  
 
OPERATING ACTIVITIES:  Cash inflows from operating activities consist of receipts from customers for 
providing goods and services, and cash received from interest and dividend income (as well as the proceeds received 
upon the sale of "trading securities").  Cash outflows consist of payments for inventory, employee salaries and 
wages, taxes, interest, and other normal business expenses (and the cost of "trading securities" purchased).  To 
generalize, cash from operating activities is generally linked to those transactions and events that enter into the 
determination of income.  However, another way to view "operating" cash flows is to include anything that is not an 
"investing" or "financing" cash flow as described below. 
 
INVESTING ACTIVITIES:  Cash inflows from investing activities result from items such as the sale of stock and 
bond investments (other than "trading securities"), disposal of long-term productive assets, and receipt of principal 
repayments on loans made to others.  Cash outflows from investing activities include payments made to acquire 
long-term assets or long-term investments (other than "trading securities") in other firms, loans made by the entity to 
others, and similar items. 
 
FINANCING ACTIVITIES:  Cash inflows from financing activities relate to the proceeds received when a company 
issues its own stock or bonds, borrowings under mortgage notes and loans, and so forth.  Cash outflows for 
financing activities include repayments of amounts borrowed, acquisitions of treasury stock, and dividend 
distributions to shareholders. 
 
Vertical and Horizontal Analysis  
The two simplest ways to analyze your financial statements are vertically and horizontally. A vertical analysis shows 
you the relationships among components of one financial statement, measured as percentages. On your balance 
sheet, each asset is shown as a percentage of total assets; each liability or equity item is shown as a percentage of 
total liabilities and equity. On your statement of profit and loss, each line item is shown as a percentage of net sales. 
 
A horizontal analysis provides you with a way to compare your numbers from one period to the next, using financial 
statements from at least two distinct periods. Each line item has an entry in a current period column and a prior 
period column. Those two entries are compared to show both the dollar difference and percentage change between 
the two periods. 
 
Some companies use a sort of combination vertical and horizontal analysis in one. These reports contain financial 
data from more than one period, with a vertical analysis applied to each one. This way you can tell at a glance how 
statement components have changed in their proportions from one period to the next, without any extra math. 



 
Recording Goodwill  
 
Internally created goodwill should NOT be capitalized, as no internally created intangibles are capitalized.  This is 
really because no objective transaction with outside parties has taken place so the value of goodwill is very 
subjective.  
 
Purchase goodwill.  Goodwill is recorded only when an entire business is purchased.  Because goodwill is a “going 
concern” valuation, it cannot be separated from the business as a whole.  To record goodwill, a company compares 
the FMV of the net tangible and identifiable intangible assets with the purchase price of the acquired business.  The 
difference is considered goodwill.  This is why goodwill is sort of a “plug” or a “gap filler” in the journal entry 
recording the purchase.   
 
Goodwill is NOT amortized as other intangibles are.  Companies that recognize goodwill in a business 
combination consider it to have an indefinite life and therefore should not amortize it.  The main reason for this is 
that predicting the actual life of goodwill and an appropriate pattern of amortization is extremely difficult.  
Therefore, companies only adjust its carrying value when goodwill is IMPAIRED.    
 
Impairment of goodwill is a two-step process.  The impairment test is done on a reporting unit level.  Consider this 
to be like a subsidiary of the First, a company should compare the fair value of the reporting unit to its carrying 
amount, including goodwill.  If the fair value of the reporting unit exceeds the carrying amount, it does not consider 
goodwill impaired.  The company does not have to do anything else. 
 
An example:  ABC division of Alphabet company 
 
Cash        $200,000 
Receivables         300,000 
Inventory         700,000 
PP&E (net)         800,000 
Goodwill          900,000 
Less: assumed liabilities (e.g., accounts payable)   (500,000) 
        $2,400,000 
 
Alphabet determines that the fair value of ABC division is $2,800,000/  As a result, it does not recognize any 
impairment, because the fair value of the division exceeds the carrying amount of the net assets. 
 
However, if the fair value of ABC division is less than the carrying value, or $2.4 million, then Alphabet performs a 
second step to determine possible impairment.  In the second step, Alphabet determines the fair value of the 
goodwill (implied value of the goodwill) and compares it to its carrying value, $900k.  Let’s assume that the fair 
value of ABC division is $1.9 million instead of $2.8 million.   
 
FV of ABC division       $1,900,000 
Net identifiable assets (EXCLUDING GOODWILL)  1,500,000 
Implied value of Goodwill     $400,000 
 
Alphabet then compares the implied value of the goodwill to the recorded goodwill to determine impairment. 
 
Carrying value of goodwill  $900,000 
Implied value of goodwill   400,000 
LOSS ON IMPAIRMENT  $500,000 
 
The following JE would be made: 
 
Dr. Loss on Impairment (Income statement) 500,000 
Cr.   Goodwill (Balance sheet)  500,000 
 
Adjusting entries 
 
In accounting/accountancy, adjusting entries are journal entries usually made at the end of an accounting period to 
allocate income and expenditure to the period in which they actually occurred. The revenue recognition principle is 



the basis of making adjusting entries that pertain to unearned and accrued revenues under accrual-basis accounting. 
They are sometimes called Balance Day adjustments because they are made on balance day. 
 
Based on the matching principle of accrual accounting, revenues and associated costs are recognized in the same 
accounting period. However the actual cash may be received or paid at a different time. 
 
 

  
Before financial statements are prepared, additional journal entries, called adjusting entries, are made to ensure that 
the company's financial records adhere to the revenue recognition and matching principles. Adjusting entries are 
necessary because a single transaction may affect revenues or expenses in more than one accounting period and also 
because all transactions have not necessarily been documented during the period. 
 
Each adjusting entry usually affects one income statement account (a revenue or expense account) and one balance 
sheet account (an asset or liability account). For example, suppose a company has a $1,000 debit balance in its 
supplies account at the end of a month, but a count of supplies on hand finds only $300 of them remaining. Since 
supplies worth $700 have been used up, the supplies account requires a $700 adjustment so assets are not overstated, 
and the supplies expense account requires a $700 adjustment so expenses are not understated. 
 
Adjustments fall into one of five categories: accrued revenues, accrued expenses, unearned revenues, prepaid 
expenses, and depreciation. 

 


